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It all started with the porous funnel...

Open innovation
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... Which intermediaries supposedly make even better

« Theory: Getting help in doing open innovation
 “Innovation intermediaries are a powerful force for putting external
iInnovation within the reach of every company”

« Overcome your limited reach: link to more people, firms

 Oll handle the rocky parts of the road for you
» Gist: Oll - more and better links = better innovation performance

 Practice: More than 100 companies on most extensive list | know
» Biggest ones have pools of tens of thousands of actors
* “InnoCentive”: 1.24m Google hits — “open innovation”: 2.85m!

 Henry is on the board of InnoCentive

So — how do Oll work? And do they?
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Today’s main takeaways

Oll are connectors of different types of knowledge

Oll are a way to solve one of the core issues of crowdsourcing
« Crowdsourcing itself does not scale (well)
 The use of Oll (crowdsourcing-as-a-service) does!

Oll fulfill three core tasks

* Enhancing reach

» Easing the selection burden
 Facilitating transfer and access

The OIl business model is extremely human-capital intensive
 Limited applicability, significant growth barriers
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Structure of the talk

e Who is this guy?

 What are Open Innovation Intermediaries?
 Why do firms use them?

 Whatis the business model?

Please feel to interrupt and/or challenge me at any time during the talk
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Originally from Munich, Germany
First degree in Management Information Systems (2005)

PhD (2008) in Business Administration @ TU Munich, Germany
» At Imperial College Business School (London, UK) ever since
 Member of team studying open and distributed innovation

General interests: intersection of value creation & capture,
intellectual property, and “open” models of innovation

 When and to what extent should you be open?
 How can you move towards a more open model?
 How can you manage an open model of innovation?

Today’s topic falls right into this area!
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Linking insights from open and user innovation

(Important distinction:
which type of knowledge
do you want to cross the
boundary of your firm and
share with others and why?

/Open iInnovation is the use\
of purposive inflows and
outflows of knowledge to
accelerate internal
innovation, and expand the
markets for external use of

\innovation, respectively

(T

wo types of knowledge
exist: problem-related
knowledge, and solution-
related knowledge;
\innovation needs both
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The problem/solution distinction and open innovation

Problem-related knowledge
» “Simple” (customer) needs
* (Unforeseen) applications

e Solution-related knowledge
e Technological solutions
 In-bound or out-bound

« Potentially both at same time
 Products on a market
* In-bound and outbound
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How Open Innovation Intermediaries come in

An extremely broad definition to Open Innovation Intermediaries
(=2 hereatfter: Oll or Innomediaries)

“Organizations that link two parties, of which one holds need-related
an another solution-related knowledge”

Note #1: need + solution = innovation v
Note #2: process works both ways *‘
Note #3: “organization” does not have to mean “firm” 7, /

Note #4: the “match.com of innovation” analogy works

T/‘i L
TS= NINESIGM/@E-') yet@com@ @mf

l N NO C ENTIV E Accelerating the Innovation Cycle
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Many intermediaries do problems and solutions

&
SOLUTIONS
INNOVATION INTELLIGENCE
PROCESS &
& COACHING ¥ Collaborative Jll PROTOTYPING
Innovation
COLLABORATIVE MANAGING
LEADERSHIP TECHNICAL
CROWDS

« NS2 Accelerated « Crowdsourcing platform
In-market Solutions ™ s Crowd recruitment
* Business & market * Manaqging innovation

* RFP
* Targeted Search ==

s Technology landscaping

« Needs assessment intelligence portals
+ Technol trend
monitoring

« Linked Innovation " * Development workshops
* Collaborative * Training

assessment « 0l Office™
* Team development + Tools & templates
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Search @:‘ Technologies ':::' Technology Needs

+# Browse Technologies
+ Browse Technology Needs

() Technology Needs
@ Technologies m

+ Browse Technology Needs
+ Browse Technologies

Become a Member (free!)

Member Log In

User Name

Password

[[] Remember me nesxt time T
wisit on this computer

Forgotten your user name
or password? If so, click
here.

=

Are you a new visitor to
yetZ.com? Click here to
find out what we can do
for you.

ERGIobal
FF Calendar

Cutcher wind turbine generator -- This wind
turbine generator utilizes the winds that are channeled
around buildings and other tall structures, thus
eliminating the need for a tower.

Quantitative results from a lateral-flow device
-- By marking the molecules of an analyte and passing
it through a conditioning zone that slows down
un-marked molecules, this technology reduces the
hook effect and minimizes dangerous false negatives.

TechNeed Challenge™ t

Seeking: Longer-lasting optical benefits in
skin-care formulations -- Skin-care products often
form films that enhance skin appearance, but the film
structure breaks down upon drying. This reduces the
effectiveness of particulates in the product.

ogy

Seeking: New medical diagnostic and
monitoring technologies for at-home and point-
of-care use -- Consumers can now do many tests
that diagnose and monitor medical conditions, and
which only a few years ago could only be done in a
lab. What are the next generation of tests?

Seeking: Ways to reduce the fat content of
commercial baked goods while maintaining high
quality and freshness -- Mouth feel and texture are
critical to guality baked goods at reduced fat levels.
Emulating the plasticizer function of fat may be the
key to this need.

Technology Marketing Report™

Electromechanical & Test and Measurement
The Technology Marketplace Report is a list of selected
technologies from our database.

These global innovators all
have been yetZ.com clients.
Join them!

Read more...

‘=t

# Mon-stick stainless
Would anvone like to
icin with me in sol...

All...
.

Follow yet2.com
on Twitter

) BODKMARK w® 20

Upcoming Free Webinar:
20 Sept. 2011,
11:00a.m.—12:30 EDT.
New electronics and
devices: charging,
actuators, phones, more.
Register here.

Stream yetZ.com's

19 July 2011 webinar:
ZetrOZ and the world's
smallest therapeutic
ultrassund generator as a
cwmv fila.

ZetrOZ (~65 minues].
Video starts at about 3.5
minutas.

"Insights galore...”
Read Ben duPont’s blog—
bendupont.vetZ.com

Do you have a market-
validated business? Are
you seeking investment?
We're the capital arm of
wetZ.com. Send us your
business plan.
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Case #1: Ed provides a solution to Colgate
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“Broadcast search” as effective mechanism

« Karim Lakhani’s work on InnoCentive
» 166 problems in diverse categories (more sciency)
e 49 (~30%) solved — not many, but more than 0% internal!
« 75 awards to solvers (multiple solutions possible)

* Speedy solutions to internal “failures”
* Internally, firms had spent 6m-2y (think that in man-hours!)
e Solutions came within ~6m, at an average cost of $30,000
* Average: 240 individuals read any problem, 10 submit

* Average time spent: 74 hours by winning solvers, 36 hours by
non-winners (so they get an average of ~265%/hour)

 Huge potential benefits for firms!

Source: Frank Piller, http://www.slideshare.net/masscustom/frank-piller-service-providers-supporting-open-innovation
12 Lakhani/Jeppesen (2007); Chesbrough (2006 — Ch. 6)
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Case #2: Imperial Innovations sells our brains

 Tech transfer agency of Imperial College
e now also Oxford, Cambridge, and UCL
 contracts with externals, e.g., BAE
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Floated on the stock market in 2006
 Just raised another £140m (>$220m)
 Imperial still owns ~50%, does sell shares from time to time

All Imperial College invention disclosures go there

« ~350 a year, also leading to around 4 spin-outs

» Currently 33 technologies for license

o Currently 46 investments with >20% share, ~70 in total

£5.5m profit last year ($8.3m)
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Case #2.5: IPIRA brings in some well-needed cash

UNIVERSITY OF CALIFORNIA, BERKELEY

(‘ OFFICE OF INTELLECTUAL PROPERTY
e INDUSTRY RESEARCH ALLIANCES

« 480-plus start-ups have licensed UC Berkeley technologies

o Currently 449 “licensing opportunities”

« Many success stories

e E.g., Melanoma drug “Yervoy”
(FDA-approved in March)

e Licensing revenue goes back
* Revenues of $7.4m in 2009 ($7.7m in 2008) without LBNL

e Re-flow in 2009 (based on 2008 income): $3.2m

« $1.6m to inventors, $0.8m to academic units
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Oliver, is this not just some form of crowdsourcing?

« Jeff Howe in Wired, 2006: “the act of takinga = *°
job traditionally performed by a designated Wit
agent (usually an employee) and outsourcing i
it to an undefined, generally large group of L ARam
people in the form of an open call” R

=>» General principle is strongly related, by shows some differences:
« Difference #1: This is not a truly open call (usually a defined pool)

o Difference #2: The actual call is not sent out by the focal firm
(in fact, the call can be completely anonymous!)

=> | will show that crowdsourcing itself does not scale, but the use of
“crowdsourcing-as-a-service” (i.e., Oll) does
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Why use an Oll, when you could crowdsource yourself?

k F&G Global Operat W
LG Glo pﬂaarsg G

% connect + develop™

!
U
B
o
I

Home @ About Connect + Develop  Submit Your Innovation | Browse P&G's Needs  Media Center

« Just like on InnoCentive etc., you could list your problems on your
own website (and save subscription and problem fee!)

* |n addition, DIY gives the opportunity to integrate crowdsourcing
optimally with other (related) open innovation activities

* E.g., asking people to submit “unsolicited ideas”

 Potential seems limitless:
e Tap into an unlimited number of externals
» Acquire their knowledge cheaply/for free to your advantage!
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No soliciting: companies
receive 1,000s of ideas
from outside, (almost)
none make it through!

Crowdsourcing: claim vs. reality

The claim: Academic literature,
consultants, practitioners
Costless/limitless supply of
problem solutions & new ideas

e sy ey i Py Pt

| T HENRY (HESBROUGH @
CROWD

OF CROWDS ﬂF' 'l SOURCING

JAMES | & S8 ® o onvime merviun or susmess
sevicen | DRORT) EEs.

N
WIKIPEDIA B
The Free Encyclopedia %

&

The reality: The BP Oil Spill Example
120,000 ideas received, 4 interesting

BP: “there hasn’'t been one that's come
»from that system that's come all the
Way"

Coast Guard: “There’s [sic] so many
ideas you become numb to them”

Most of the ideas you will receive are complete and utter garbage
* Not a problem by itself: larger haystack, higher chance there is a needle, right?
» Core Issue: the “marginal cost of filtering” is not constant

 How do we filter through all the idea submissions we receive?

 How do we find the golden nugget in the pile of dirt?

17
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Three core issues of UIPs (and crowdsourcing)

Quality: most ideas are worthless to the firm

“There has been at least one [unsolicited idea submitted to this technology group],
somebody outside had an idea, [...] would we be interested in this design they had
come up with? And it turned out that it was something that, it wasn’'t even new, so,
well, we weren’t.”

Quantity: there are simply to many ideas, exacerbating quality issues

“This [UIP] is, basically, a thing that nobody wants to take and in the organization the
responsibility of this process has been... Well, thrown here and there and nobody
wants to take the ball. So, this is just an additional work and we haven’t used that for
any other purpose.”

IP: documentation and fear of contamination create additional cost

“The whole idea behind this program has been basically, defensive. | don’'t know for
sure but | believe that there might have been a case at some point where [Firm] has
been asserted or sued by some individual who claims that [Firm] has stolen their
idea and this [...] program tries to cope with such a threat should that ever happen to
us again. “

Perception
Cost of
harnessing
UIPs much
bigger than
potential

Consequence
UIP becomes
filing exercise;
efforts are
focused on
lowering cost
of a burden for
which no
Immediate
value can be
seen
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Oll addressed core problems of crowdsourcing

The “standard” broadcast-search approach (vice versa for solutions)

Issues

The Oll approach
(will talk in detail

“Smarties”
who &
where?

Solutions are
Jimplemented

—

“Find golden
nugget in
pile of dirt”

Oll (re-)writes
problem

about this now)

description

Company Problem is Solutions are
identifies =¥ postedto =P T .
: identified
problem § outside °
A A

Arranging
IP transfer

A

20

Oll does pre-
screening

Oll facilitates
transfer of

solution
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Problem description: how to reach the partner

 The logic of broadcast search (e.g., InnoCentive):

* For many of the problems you face, there will be someone out there
who has a solution readily available > WHY?

e Thus, sharing it is relatively low-cost for them (award << R&D cost)

e Inturn, the challenge becomes: how do | phrase my problem
correctly, so that these people see that they have the solution to my

problem (and vice versa)
* Oll writes the problem description to appeal to wide audience

» Disassociates problem from original context (“chemistry problem™)

e You need a superstar to do this = not scalable!
* Problems of knowledge transfer: codification, stickiness, leaking, ...

Source: Piller (2011), Jeppesen/Lakhani (2010), Chesbrough (2006)
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The Unknown by Donald Rumsfeld

“As we know

There are known knowns.

There are things we know we know.
We also know

There are known unknowns. HE PE S s
That is to say

WASH ,
We know there are some things .
We do not know. E
But there are also unknown unknowns. L o
v |

The ones we don’t know
We don’'t know.”

Feb 12, 2002, Department of Defense Briefing
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Pre-screening: only let shiny things through

* In most cases, the viability of judging a problem solution or solution
application is non-trivial and requires specialists

* Problem: a lot of research is on software - piece of cake!
« Remember the analogy?

» Matchmakers can do baseline
compatibility checks

* “Better first dates”

e
- Not scalable! pe _
 Move work to contributors i ama. Jeremyy
“ ” Over 16s only. Free Personality Profi for atibiity
« “Answer our survey sl

e “Hot or Not” model
- Potentially scalable?
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Facilitate transfer of solutions: sort out IP iIssues

Problems of knowledge ... and how they can be

exchangein Ol... addressed by using Oll
Paradox of > Clear demarcation of
disclosure boundaries and ownership
Involuntary > Problem reframing &
spillovers anonymity

Clear terms on conditions of
when/how IP is transferred

Contamination >
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Summarizing the limits of using the OIll model

 Markets which Oll supposedly facilitate are super-thin
* Very small deal flow; almost no repetition
* What is the right price? No transparency, efficiency, learning
« consumer/producer surplus, supply/demand, clearing...

e Limits to knowledge transfer to the Oll

* You need to understand what your problem is before you know
that it is a problem (unknown unknown - known unknown)

e That needs internal R&D first
» Codifying knowledge costs a lot and eases leaking

 When and what to disclose
* How to pre-identify “outsourceable” problems?
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So, what does that mean for the OIll business model?

e Specialization
 “translation capability” — technology experts working for Oll are
better on certain topics than on others

 technology — certain problems and technologies may naturally
lend themselves to the Oll approach

» pool — depending on who you attract, your pool’s expertise and
main motivations impact which issues you can tackle

e Servitization
e This is a service-oriented business model, like consulting
* This is not a scalable business model (i.e., not IT)
e |t only scales for the customer!
e If you want to scale up, you need more people!
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Conclusions and some open guestions

» Oll as specific form of engagement of Open Innovation

* May help in sourcing and selling of both solution-related
knowledge and problem-related knowledge

 Oll allow to overcome some of the downsides of crowdsourcing

e Significant limits to the Oll model - penny stocks?
 What are the conditions under which the model is appealing?
» Being an Oll is a valuable, but trickier-than-you-think business

 Many issues | have not spoken about
* How to integrate knowledge received from outside?
* How to integrate the use of Oll into a larger Ol strategy?
* Which Oll to use in which situation?
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Thank you!

Oliver Alexy

Innovation Studies Centre E: o.alexy@imperial.ac.uk

Imperial College Business School T: +44 (0)20 7594 5917

Tanaka Building F: +44 (0)20 7594 5915

South Kensington Campus W: www.imperial.ac.uk/business-school

London SW7 2AZ
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