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Introduction
Innovation Funnel Concept
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Introduction
Innovation Funnel Concept (Il)

.. * True positives — launched and
Positives received well on the market. However,

only incremental innovation
2008 ‘ '
1, — ;.'

B

* False positives — launched but not
received well on the market.

'] & .a-...‘l__”EQHﬁFES
O * True negatives — we save money since we did not
3 O.. ﬁ. develop and launch these ideas.

» False negatives — we stop ideas that woul
generate a lot of money in the future. These
could e.g. create new markets. Among the

false negatives we find the disruptive ideas
and breakthrough innovations.

.\-'\-

@ Incremental ideas
0 Border-line ideas
@ Radical and Disruptive ideas
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The conventional technology S-curve

. =  The evolution of the performance that a new
Product / technology provides over time follows an S-

performance " Third technology curve:

- At start is low and improving very slowly

- then increases rapidly, and

— finally becomes exhausted no matter how
' much time or effort is wasted.

' Second technology

| = A new technology, despite providing an initial
/. First technology lower performance than a previously
’ established one, will eventually obsolete it

>

Time or engineering effort

Early adopters
13.5%
Laggards

16% =  Revenue Growth vs. Time for a given

Technology follows a Bell Curve
- See Everett M Rogers’ “Diffusion of Innovations”
‘L =  Between Innovators and Early adopters there is
il et n i a chasm that only some technologies and
lfiformal social contagis s o business models succeed in crossing
MERimetion SolTess - See Geoffrey Moore’s “Crossing the Chasm”

Inhovators

Late majority

Inncvators
Venturesome, higher
educated, use multiple
information sources

Early adopters
Leaders in social
setting, slightly above
average education

Late majority
Skeptical, below
average social status
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Introduction
Technology and Business Model

A new cool Technology does not have a value per se;
a suitable Business Model must be found and applied

-

Business Model:
= Value proposition
= Market Segment

=  Position in the Value
Chain

= Cost Structure and
Target Margins

=  Value network
= Competitive strategy

Technical
Inputs

*Feasibility
Performance
*Other

Measured in Technical Domain  \_ J Measured in Social Domain

Source: Dr.Henry Chesbrough — Open Innovation 2002
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Introduction
And what is Open Innovation?

Innovation Management Most attempts to innovate

requires managing In large corporations falil,

both technical and market ... but innovations happen
uncertainties everyday anyway

Open Innovation is an approach to innovation management
that leverages both internal and external ideas and technologies,
finding the suitable business models to make them profitable
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Introduction
The Bible of Open Innovation

ForEworRD By JoHn SEELy Brown

HENRY CHESBROUGH
H E N RY EH ES B R U u E H NAMED A “TOP 50 INNOVATOR" BY SCIENTIFIC AMERICAN

UPENIOPEN

Business Models

How Lo Thrive in the
New Innovation
Landscape

The New Imperative
fFor Creating and Profiting
from Technology

HARVRRE BUSINESS SCHOOL PRESS

HARVARD BUSINESS SCHOOL PRESS
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Closed Innovation

The paradigm

Research

o0 ¢

Development

any A

——— () —» Current Market

o —©

o\

. @

any B

Current Market

f,/

Source: Dr.Henry Chesbrough — Open Innovation 2002
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Fundamental
Technology Breakthroughs

o|f | discover it | will find a market for it New
Increased oIf | dlscoygr it | will own it Products
Investment | can anticipate everything | need for the future d
in R&D *The best people in the field work for me an
In *Spillovers between firms’ R&Ds will be minimal Features
Increased
Sales and Profits
via

Existing Business Model

Source: Dr.Henry Chesbrough — Open Innovation 2002
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Closed Innovation
Erosion factors

AVAILABILITY Increasing availability and mobility of skilled workers

OF TALENTS . Universities are producing talented professionals around the world
* Learning-by-hiring

VENTURE Venture Capital funded Start-ups become a most significant
CAPITAL source of innovation

Talented professionals are finding VC funding to
IDEAS commercializing ideas otherwise growing old on the shelf

GETTING

eFaster product cycles and external options for commercialization
AWAY

are driving innovations to market faster
eldeas put on the shelf are losing their value faster

CAPABILITY Ext | li . il G luti f |
OF EXTERNAL Xternal suppliers can increasingly otrer solutions or equal or

SUPPLIERS superior quality to in-house development

Source: Dr.Henry Chesbrough — Open Innovation 2002
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Closed Innovation
The virtuous circle 1s broken

The break Fundamental
Technology
% Breakthroughs \
New :
IPO Increased Products &Y Engineers
or Investment and Exit to Form
Acquistion in R&D Features  EW company
\ Increased /
Sales and Profits

via Existing

Business Model

Venture Capital helps team to
focus on new Market,new Business Model

Source: Dr.Henry Chesbrough — Open Innovation 2002
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Xerox: Great at Chess, Lousy at Poker

— Xerox 3Com
Adobe — Doc Sci
Documentum — FileNet
Komag Objectshare
SynOptics SDLI
VLSI — — Sum (10)

g
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Source: Dr.Henry Chesbrough — Open Innovation 2002
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Other Approaches to Innovation Mgmt
Study/Reference Cases

= |BM Transformation

= Lucent’'s New Ventures Group
= QOpen Innovation at Intel

= Ericsson Mobile Platform

i =
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After 1993

Solutions A Integration

Other Integrators

>

Before 1993 g Applications ,  Applications
= A
Solutions = ! L c/ .
- O Productivity SW ; Productivity SW
| @ Applications < /”\ /
E 8 | | Operaing Systems ¢ | Operating Systems
< : S I
g i Computers ; Computers
:; R /
) : : : :
5 S ; Chips, devices /7 Chips, devices

N\

Atoms Materias Materias -

Value Chain IBM Chain OEM Market

“In order to do anything you “Do whatever the customer needs us to do
have to do everything” and work with what the customer already has”

Most R&D efforts spent on the R&D efforts need to be redirected to create new products and
most complex issues services where the customer perceives the most value

(lower part of the value chain) (middle and upper part of the value chain)

=
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Lucent’'s New Venture Group

NVG’s Innovation Model for commercializing New Technology
Organizational Business Model Value Realization
Responsibility

1 Yes

eIncremental variation
on business model

New Opportunity/ Business Unit Internal New Product/ Revenue &
Technology Biz Development Operating Income
' « Fit strategic space and Current business
busines§ model? model
i » Commitment to speed to !

market?

______________________________

T
i New Business : . Internal Acquisition
| Opportunity? —» New Business Model d
. I External Sale / IPO

. Licencing Opportunity? | Patent/technology
; _’ licensing to another > Fee / Royalty

! | business model

Source: Dr.Henry Chesbrough — Open Innovation 2002
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Intel

Open Innovation at Intel: universities as networked “idea switches”™

Intel Exploratory Research

Sampling H Rezearch Amplification Tech Development I Coordinated effort between 4 kEy Compon ents
D BT » University research grants (500+ universities, up by 1,3
Unandbr ke 1999)
Li:? reh ProjsctE: - R + Lablets: Open and collaborative labs near universities
EE— | . » Proprietary internal research projects (alsc pushed out
Build Protorypes & & to the lablets to move the research forward)
i FrEEmsPeogtectie- | » (orporate venturing (Intel Capital)
Dedsction Strategic .
Discontinuity? . b Decision Hetworked creafivity
Concurrent /__ s “In the past it was possible to hire as many as 30% of the
P B top researchers in a given field under one roof; today it's
Intel Research i e - hard to get 1%; only solution is to bring them into a
Exploratory research Opportunities are “amplified” through virtual lab” - David Tennenhouse
begins with researchers | concurrent ressarch in multiple venues Y g :
srnipgar canpling” | Garants, lbleks wtesl feseanh Brjeds « Small like m1rI1r:|E|:E groups arcund thg world will work on
the environment to and Intel Capital projects) until the outputis the same subject united by research interests rather than
identify promising new | refined enough to drive strategic decision physical proximity; the lablets will serve as focal points
areas of research leading to the initiation of a new business of these efforts
or product ine

- } “Networking fike this Is the only way fo get critical imass
in the futtre™
- David Tennenhouse, VP of Corporate Technology Group

Sources:  David Tennenhouse - Intel’s Open Collaborotove Mode! of Universin-Industry Research. Research Technology Man ement&%-.ﬂ.u%ﬂ
2004: David Tennenhouse- Intel Presentation on Exploratorny Researchy Electronic Business September 2002: Technology Review berZ00
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1990s September 2001 January 2005 Nowadays

Ericsson develops the software Ericsson Mobile Platform is created EMP becomes EMP is leading supplier of 3G
for their own mobile phones with the existing R&D department a Business Unit technology for mobile phones
In-house technology development. Ericsson joint venture with Sony: Start selling software to EMP software is included in
Not so good selling results: Sony Ericsson Mobile Communications. other mobile phones Sony-Ericsson, NEC, Sharp, LG,
Ericsson made and lost money Ericsson said: “Sony, take care of the manufactures. Amoi, Bellwave, Flextronics,
with mobile devices hardware and | will focus in the software” HTC, Lite-On, ...

EMP develops extensive core technology in the form of

. integrated circuit design
TeChnOIOgy platform software
complete design of reference phones

test software.

=License this core technology = and sell support services to customers.

=Fee is typically divided into an up-front charge for access to core technology and a per-unit royalty

=One-stop shopping
- Modern phones contain functionality that requires software from multiple parties. Ordinarily, a

Business phone manufacturer will have to negotiate with different software owners
EMP can sublicense most software to the phone manufacturer, often at a lower price than the
MOdel manufacture could obtain through direct negotiation.
EMP can thus offer its customers a complete package of key software components and
licenses for technology from EMP and third parties.
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Apple(iPod)

The creation of the iPod: 6 months, a technology entrepreneur
and a start-up partner - a benchmark of openness and speed

An entrepreneur with an idea Carte blanche to hire partners &team
comes to Apple Steve Jobs takes personal interest

* Independent contractor Tony L ‘ * Apple hires Tony to create
—  Fadell develops complete and lead 35 person team
iPod/iTunes product solution from Philips, IDED, General
in 8 weeks after he proposes Magic, Apple, Connectix and
itto Apple WebTV to develop the iPod
+ Apple developed the user
interface and design leaving
PortalPlayer in charge of the
technical design

PortalPlayer manages technical design
and earns anﬂu:gv revenue stream

E
‘E, portalplayer

= PortalPlayer, provides the platform
and produces the reference design in T HIBA
collabaration with Apple based on OSHI
list of desired features; selects other
dmgn chain members and manages w3 TEXAS INSTRUMENTS

makes $15 / iPod sold

& months 11!
Sources: Electronics Design Chain Magazine, August 17, 2004; Wired Mag_;azine, July 21, 2004; Forbes Magazine, February 16, 2004; interview with Tony Faddell
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Ericsson Mobllity World (Partnering Program)

MISSION
AND
ACTIVITIES

BENEFITS
FOR THE
CUSTOMER

BENEFITS
FOR THE
PARTNER

© Ericsson AB 2008

*To Reuse: “ The Best practices from Other Market Units based on Third Party
Products and then to introduce their solutions to our customers”

*To Support : “Support proactively the Operators needs with Enablers, Content &
Applications solutions provided by Third Party companies”

*To Export : “Search, recruit, refer and market companies that provide add value to
our solutions to the World Wide Ericsson Sales channels”

*To Develop : New Business areas where Ericsson is not positioned
LLEICOMMUNICATIONS ey oo = Inewhnl

*Ericsson provides “One-stop-shopping” for all components, a “turn-key” total

solution for Products (HW/SW), Services, Applications and Contents

*The same support flow/contact as for the rest of the installed base from Ericsson
*Ericsson has already chosen suitable Partners, providing the best offer for the
customers

*Ericsson ensures that interoperability & new release combinations are certified
*Ericsson is a provider with telecom network perspective

*Ericsson is a well respected supplier amongst operators

*Access to 350+ operators and Ericsson sales channels through the Global
application catalogue

*Partner is a part of the Ericsson “marketing machine”

Interoperability certification of Partner products

*Partners decrease marketing and sales costs

=
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Open Innovation Model
The new logic of Open Innovation

Good Ideas are widely distributed today; no one has a monopoly

First to discover is neither sufficient nor necessary for commercial success
A better business model beats a better technology

IP is a perishable asset: customer or markets don’t wait

In a bountiful knowledge landscape, a company organizes its internal R&D:
»To identify, understand, select from, and connect to the wealth of available external
knowledge
=To fill in the missing pieces of knowledge not being externally developed
»To integrate internal and external knowledge to form more complex combinations
of knowledge to create new systems and architectures
»To generate additional revenues and profits from selling research outputs to other
firms for use in their own systems

Turning apparent new restrictions in the environment

Into powerful resources at your service
“7Source: Dr.Henry Chesbrough — Open Innovation 2002 TTmmmmmmmmmm—
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Open Innovation Model
The new paradigm

Open innovation

(a\} Other firm's

0 market
-o

~ )

‘
T .
.1="\

Internal
technology base

our new
market

Licence, spin

- out, d
1'

O
O ¢

- P Internal/external Our current
0% *" venture handling market
OO
AT o> External technology
insourcing

External technology base
Source: Dr.Henry Chesbrouc_]h — Open Innovation 2002
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Open Innovation Model
A new way of Managing Technology

Research Development

0_' e » New Market

Current Market

g & — €@ —— New Market
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Open Innovation Model

Closed vs Open

PEOPLE

ROLE OF
R&D

APPROACH TO
MARKET

ROLE OF
CUSTOMERS

IDEA GENERATION
AND MANAGEMENT

ATTITUDE TOWARDS
IPR

ATTITUDE TOWARDS
UNIVERSITY

SUCCESS METRICS

CLOSED INNOVATION

The smart people in our field

works for us

OPEN INNOVATION

Not all smart people work for us.

We need to work with smart people inside
and outside the company

To profit from R&D, we must
discover, develop and ship ourselves

External R&D can create significant value.
Internal R&D is needed to claim some
portion of that value

The company that gets innovation to

market first will win

Building a better business model is more
important than getting to market first

Passive recipient

Active co-innovators

If we create the most and the best
ideas in the industry we will win

If we make the best use of internal and
external ideas we will win

We should control IP, so that our
competitors cannot profit from it

We should profit from others’ use of our IP
and we should license in others’ IP
whenever it advances our business model

We will own all results from contract

research with universities

We will partner with Universities to create
knowledge and encourage use outside our

®Pecceccccccleocccccccohoccccedeocccoohboccccclocccccceed

field
Lower Costs/Increased Margins, x R&D ROI, breakthrough products
Market Share . or business models

..1 00000000 fpo0000000docoococcccocccccdococoo o I..................

pen Innovation Z00Z



Open Innovation Model
What is NOT Open Innovation

Open Innovation is not about ... but about ...
open Access to own technologies strategic IPR management
outsourced R&D strategic R&D
technology only both technology and business model

technical invention commercial innovation
appropriating value win-win partnership

new ventures core product development process
partnerships only innovation ecosystem building
cutting research costs improving R&D ROI

Source: Dr.Henry Chesbrouc_;h — Open Innovation 2002
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@ O e O O_@ O
Licensein , @ © @
o _®, @
e

EXxisting
Innovations and
00000 New

Markets

License out ®

* More agility and effectiveness of R&D
» Higher rate of new breakthroughs

Picture from: Dr.Henry Chesbrough’s — Researching a New Paradigm 2007
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