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What is Open Innovation?

“Open innovation is the use of purposive
inflows and outflows of knowledge to
accelerate internal innovatipan dexkyzardi
the markets for external use of innovation
respectively.”

Chesbroughysahaesdyble&e\Wsst
Open Innovation: Researching a New Paradigm

(OUP, 2006)

A Closed Innovation System
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Source: Henry Chesbrough Source: Henry Chesbrough
What changed? The Virtuous Circle Broken

New Division of Innovation Labor

Increasingly mobile trained workers
More capable universities

Knowledge distributed more widely throughout
the world

Diminished US hegemony in many leading
technology fields

Erosion of oligopoly market positions
Deregulation (EUibbeabfiatitiop)
Enormous increase in Venture Capital

Source: Henry Chesbrough

Fundamental Technology Breakthroughs

Ne outside optio

or investment VeW Products :Z)t/tinf?nlrnn?ers
acquisition i, R&D and Features

\ / new company

Increased Sales and Profj

Venture Capital helps team to focus on

ource: Henry

new market, new business modeihesorough

IPO Increased




Source: H. Chesbrough, Sloan Managemen! Review, SEri"E 2003

Inbound OI: Filling the gaps with external
technology

Internal New
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Breakaway innovation takes a lot of time
for reaching large business sizes
Immediate growth requires acquisition of early growth ventureq
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Outbound Ol: Profiting from others’ use of your

technology
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Source: H. Chesbrough, Sloan Management Review, Spring 2003

Ol and SMEs

Ol: the Dutch situation

Share of innovating companies cooperating, licegsin outsourcing R&D
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Ol: the Dutch situation

Share of innovating companies cooperating for innovation
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Broadening the scope of open innovation
Open innovation for SMEs

Focus on large, technology user firms
Is Open innovation relevant for SMEs?

High-tech startps87TEebhotigyy
suppliers of large, technology user
firms

Traditional SMEs in low and medium
tech industries?

Source: Cl &

Share (in %)

US Industrial R&D: by Size of Enterprise
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Sources: National Science Foundation, Science iRestudies, Survey of Industrial Research Devetop 1999, 2001, 2003, 2006

Challenges for SMEs

Challenges for SMEs
lower sensing / detecting capability

lack the ability to absorb external ideas and
technologies into valuable products, even when
they are initially identified and transferred

often are unattractive as partners to inventors /
innovators

deficiencies in value captu(eP(iP)

Source: Cl &

SMES' structural advantages

Size their smaller size makes smaller markets
attractive

Sharp focusSMEs execute very effectively
against larger, diversified firms with more diffusg
objectives

Business specializatioSMEs can specialize thei
business more deeply in narrow fields
Entrepreneurial person$SMEs attract more
entrepreneurial R&D employees

SpeedSMEs take decisions faster and impleme
them more rapidly

Source: Cl &

The Advantages of Ol for SMEs

SMESs with strong competences in focused
specialties make attractive collaboration partner|
for larger firms

Large firms creating technology platforms,
actively recruite SMEs to develop products for
these platforms

SMEs as user of innovations by larger firms

Open source development: benefits also for SMEs

)

Source: Cl &

SMESs, where is your business?
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Ol and SMEs

Gassmann, Chesbrough, Vanhaverbeke

Low tech industries:

=) Specialist
2T Business i
2 A fruitful place for Ol by SMEs
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Source: c & profit?abillityfiellds
Curana:

B"Lite : Mudguard of Curana

the ultralight strong mudguard

48

Curana: innovation combined with
industrial diesigmim|towtech markets

Advantages:
Lighter mudguard (25% less weight than plastic
mudguards).
Production cost are low enough to be competitive with
standard mudguards
Installation of the mudguard is easier
Nice design
Aluminum separated by plastic can be used as a condy
for electricity (no more wires required for lights)
P
Europearpptaatgs
Curana also applied for a patent on the production prod|

ctor

eSS

Curana: combining innovation
and industrial design

The old situation:
steel mudguardarehfi feteders
Belgium as market (10 million inhabitants)
Family owned business
Challenge:
Growing exomomies aff Sl am gjmislizzion of the imilustiny
Strategicctiaagge :
differentiation through innovation
or price competition with loveastsinimpiirt
Innovation:
combination ofrnitenahbaddeaieenas kkoondedesterainde sigrigr)
company and polymer extrusion manufacturer)
coordinatio ducerss)al
ameaoohiisireetbee t kize tigslilinit |mtimgéaa o mm%(ﬁgm
belong to theAAceltigroup)

Curana: Spectacular results

implementation |
of design worldwide
bicycle /
production
curana’s turnover
Curana's
turnover
curana’s profit European
___,.-N\A bicycle
production
1980 1990 2000 1980 1990 2000
17/02/2010 Wim Vanhaverbeke 51




Curana:
a small company in transformation
1946 1990 1999 2006 2008
Startedin1Beuss Introduction affcEsigy
As aftamilly business First cooperatiomitih

Producinghicyiéeparts | externaldizssignadfites
Take o aff the Start of amiteeTah
company byttibe? S design office

PRODUCTION

Internal External
MARKET
Local Export
Existing PRODUCT PORTFOLIO New
product product
17/02/2010 Wim Vanhaverbeke 52

Curana:
a small company in transformation

Original Original Original Original
Equipment Design Strategic Brand
Manufacturer Manufacturer Management Management
* pricepressure  * price setting « visiondriven  + Imagedtiiesm
« technologydiiivesn * designdiivesn « proactivedtesign Reliability &
- noattEdiedliee  © addedvadliee solutions authenticity
« Innovative « Marketpuill from
customers
17/02/2010 WifimVeahiaseebekke 53

How innovation is processed at Curana?

Exploration

Design
Scouting
Fashion, interior, architecture, ...
Technology materials, ...
Exploration Promotion SWOT: economic analysis
Partner analysis
Clients DNA
Users (field researcljugséstiaitasessep miifiigD)
Value chain analysis
Realization Learn: learn in networks with peers
17/02/2010 Wim Vanhaverbeke 54 17/02/2010 Wim Vanhaverbeke 55
Design Promotion
Creativesassionmsstgeyenatat enoid édeas Proactivedderettponsent Soustistoendrisasdddbe
Feasibility sttudly convinced
Conceptweokkot sttyliimy zmad Ssystem design Give presentations tolieiesaiises
Constantritgesatitowiith Show thececoooniddeerediiss
Productionpeaiteess Presensshititostiiz sullvettenesimotlkems
Knowledgeoeamézss Capturemmnm@ﬁmtﬂim
Mold makers Build asttogimageMvaris|éattuess efc. ..

17/02/2010 Wim Vanhaverbeke 56
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17/02/2010

Realisation

Curana is not aesgiyhdussdtelalefpioamn
products phtit.

works dinsaliyttgettimwiithe xternalestygneszing

partners

verification in estipgbteasttinooghinem cipratotymimg
improvementsldrirg gistussiomsAtitimetwork pentimens
(productiongaattreessmoiddnaker, madedoyEatts)

Wim Vanhaverbeke 58

Jaga: @omtth affttiee compeamy

X 1000

17/02/2010 Wim Vanhaverbeke
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Jaga

Differentiationws. coomyettiethitoagph:
Eco-radimtions
Designraiatos

The company is not selling products but
experiences, ideas, values, etc....

Differences:
radiators as heating machines
radiators to reduce carbdoetpoiptrint

radiator as a creative part of the house, heating
the "soul"

Examples

Jaga Oxygen: :ccomtodittagtkieermoigstessanabioocggenimttieeHooisse

Future: Wearable heating

Open innovation # 1

JagaExypeeiteneel ladb; (JHEL
- Product: tesfeaitiijty

- Experience: test and develop
your own products

- Jaga imvitiesspoddssenssé&
engineers worldwide
- Low cost form of publicity: new

projects as Federation Tower /
Telefonica

Experience
Strategy




Open innovation #2
JagaHrooliet dadegps22007

Total number of projects: 119
Total number of products by 1 or more designersfeegs: 70
Total number of products created by non professsor8
Total number of solo projects*: 95

created by a designer/engineer: 47

made by non professionals: 48

Number oflzapéR colliet tideygsid tekdegi imeopponidiotitonwikinrs
months: 6

*= Created by only one person

17/02/2010 Wim Vanhaverbeke 64

Jagapponhotsddegs

Example: Play radiator

17/02/2010 Wim Vanhaverbeke 66

Example: Tregyayradiator

Open innovation #3
Uchroniansaaalct hieBBumnimigdiizam

« Birth of @mesiieaiity BLACK ROCH CITTYY i ttne B ok
Rock DesentinNéerealda

+  40.000pz=qmide
- acossHodiveiorof ant, music,thesdtesssesatibon

- wonderful aesttmTs>ggaupp iftenessettte et afftte 3
weeks




www.uchronians.org
Start of the creative (internet) community

QOD :Vamdinup -Mesmmaakk

Quilts of Denmark: quilts & duvets

TEMPRACIIL]

TempraKON by Quilts of Denmark Awarded
Certified Space Technology Status

The Space Foundation announced today lhal Qums of Denmaxidy introduced line oT FlepradN(N) Hratitipptlasstises
been officially recognized as a Certified Sy
successfully combined the traditional with fhe s space agid"Kevin C. Cook, Space Foundation Director of Marketing and
Development. Quilts of Denmark is the first European ownecpaognto receive the Space Foundation's Space Technology
Certification. The Danish manufacturing specialist noadpces "intelligent™
products unite time honored down and feathers with a very maDialasi(R) fabric insert originally developed to protect
astronauts from exlreme

superior sleep * said Cook, U.S. o Inc. developed and patented the Outlast fabric
which contains micro phase

bedding. Thea: itgy Lifkise:
traditional quilts and pillows that simply trap st

overheating and perspiration, helping you to sleep more soumdiyghout the night and wake up more resTeTeANKON
bedding keeps users more throughout their the REM (Rapid Eye Movement) cycle, which is
most responsible for recharging the brain. These i variations

helps the user reach and maintain the opimum temperaeatied to achieve REM sieep. “The Space Foundation is cafitie
recognizing and supporting the efforts of companies like aflDenmark,” said Cook, who recently attended a special event at
the Quilts of Denmark facility
plaque. "Quilts of Denmark received the Certified Space Technaleyof approval because their space based product enhance:
the lives of people here on Earth. Our growing list of
Technologies Humanitarian Demining Flare, and Challebgerning Centers.” For more information about Quits irBark and

their Temprak the Space in 1983 and in Colorado
Springs, Colo., the Space " =
commercial and national security space endeavors and & The Spac WIthANAS

established the Space Certification Program and the SpahedTegy Hall of Fame to recognlze innovators who transform
technology originally developed for space use into commepeilucs, to increase public awareness of the benefits of space
transfer technology, and to encourage further about the Space . the Space

Hall of Fame and the Space Certification Program visit veacefoundation.org.

Ol at QOD

Open commercialization




Open commercialization:
From firm to network perspectiv

The Flavr Savr tomato

Innovation Value

partners network
partners

Research Development Commercialization

Calgene 1994 Flavr Savr Traditional
The traditional tomato
The Flavr Savr tomato must be harvested
ripens on the vine — while it is still green
resulting in fuller flavor. It and firm so that it is
is modified so that it not crushed on the
remains firm after l way to the
harvesting. supermarket.
The traditional tomato is
l sprayed with ethylene
l after shipping to induce
ripening
Ripe and J
Increased Ripe but
Flavour + decreased
Longer shelf Flavour.
live

Two examples from Calgene:
Flavr Savr tomato

Value proposition:
Consumers Better taste for 2.5 to 3.5 times the price

] tomatoes Fresh tomato market :$ 5 billion

Flavr Savr:
40 (+60) 30% of premium + 15% premium of superpremium =
grocers $ 375 million. How realistic is this?
Lots of
Cg?;‘rgfls Motivation?
?equired Why would they partner with Calgene?

Value proposition?

seeds
Why take on channel partners?
- to assure supply

Calgene - to reap retail margins

jii

Two examples from Calgene:
Bromotol Cottonseed(nherbicide resistant)

Consumers

] Clothing | No changes for these groups

Distributors /

Manufacturer

Cotton

Value proposition

All growers -increased yield

- increased market share

All the
action is seeds
Result :

here ) " X
-increased margin
Calgene - increased market share

Value networks from a managerial point of view

Competing offerings Value distribution Government
« Existing and new among VN-play «E.g. envir policy

* Everyone should be better of
than in competing offerings

VN-wide value creation VN-management
+ Rel .attractiveness of product offering * External i

. Conﬁgur}alion of VN « Supporting activities
* Value drivers « Specialized assets
«Etc... <Efc...

Set up strategies

« Thin market problems
+Risk sharing (contracts)
<Efc...

Open innovation in services:

Example:Frtimssuesnoes!

Combining resources, knowledge and
databases of insurance company and pet
food manufacturer
Characteristics:

Bonding of clients in a commodity like markets
Cross industry innovation,
Relational capital / open innovation
Sustainable competitive advantage
Example: KN ¢ tssevines!
New technological applications +
redesigning the VC




How to manage OI?

An example:

How to cooperate with higtettch
startwps?

How to manage open innovation

How to source external technology? An
example of corporate venturing
BM / strategy but not organization
structure, culture, dynamics of corporat
strategy, routines, internal technology
transfers
External Venturing @ DSM

117

How to organize for OI?
External Venturing at XYZ

Pitfall : Large firm invests in a stadpugnanasesatsits
financial participation as a power tool to enforce
cooperation on terms of the investing company

Once there is a financial
participation there is no ex
ante deal how to handle the
*.,_transfer of technology!

‘o

Is it an interesting investment?
Yes? Then a minority participation

How to organize for OI?
External Venturing at DSM

Rationale:
Strategic return, not a financial return
One of the BU should benefit from it
Therefore: Néggotaitorissthree way negotiation
There ardwo dealgpackaged intone
overall deal

2.
Onti . Option exercising:
ption creation: Can the new technology create
a new business in the future?

Is it an interesting investmen

How to organize for OI?
External Venturing at DSM

Result: negotiate to get a maximal wiRvsitusitioetion
Both firms can offer each other a lot
The large firm:
business and market intelligence
application technology
marketing knowhbow
large scale manufacturing
credibility among large potential clients
patent writing skills

Startwm:
new technology, business model, etc..
entrepreneurial risk taking and decision making

Tensions and debates:
The following conflicting interests

DSM Food Specialties Sanus

No upfront investment
Exclusivity

High upfront investment
Opportunity to work with
other parties

- Time to develop
products/markets
No risk for Sanus
Limited, more focused
approach on other
applications

- Access to DSM resources

Quick results

No risk for DSM

- Technology to be used in
strategic areas of DSM
Full access to IP of Sanus

© Wim Vanhaverbeke — UH —

17/02/2010 Vlerick - ESADE
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How to organize for OI?
External Venturing at DSM
Six reasons not to start a power play with

How to organize for OI?
External Venturing at DSM

Six reasons not to start a power play with

external ventures:

Bad reputationwhen the large, investing firm is looking
for interesting startjppass acewuaenp@ctitee
Pushingoo hard for a particular applicatiofbased on
the business model and proposed application of the
large, investing firm)
uncertain because of the early stage technology.
Keep options opefor unintended but interesting
applications.
limits business potential of starppr{dndetedeby
shareholders value)

external ventures:

Might kill the spirit of good cooperation

Kill entrepreneurial spirit by creatingnother "corporate
puppet on a string"

Couldlimit exit possibilities and exit valdfer other
shareholders (by lockvitotdéteretatmyoycorpgrataje)
Could result in litigatiorif perceived as abuse of
economic power

Open innovation for
regional policy makers

Wim Vanhaverbeke
Hasselt University (Belgium)
Jeroen DeJomng
EIM (The Netherlands)

Tarmo Kalvet
Praxis (Estonia)

Henry Chesbrough

Haas School OB &&eleUBSA)

Leuven, April 24, 2009

DIMENSION 2: Open Innovation:
Public Policy Principles

1. Foster the creation and diffusion of high quality
knowledge(HJ)

2. Create and support institutions that channel fir@dn¢
resources to promising new ideas and business
models ($)

3. Provide predictable, reliable, but limited proteati
for ideas((®)

4. Avoid monopoly and promote rivalry within leading

sectors

Government must make the rules and get them right

Do not focus on specific firms, instead, view
innovation as a system

Source: Chesbrough et al. (2005) : AWT publication.

4. Promote rivalry within leading

sectors (anti trust + SME policy

Strong product market competition motivates firmg
to exploit their ideas as fully as possible
(The alliance revolution, B. Gom&aSsasmes)
Monopolies and cartels break the Open Innovatiof
process down
Monopolists hoard their ideas to exclude them
from rivals
Strengthen SMEs infuse greater dynamism in thq
market

new BMs to commercialize knowledge

sources for large companies tosousoerce
technologies

Technology markets
and the role of innomediaries

11



Shifting roles and the emergence of
(intermediate) technology markets

Running business

Industrial
Research

Source: Adapted from Jos Put - DSM

Shifting roles and the emergence of
(intermediate) technology markets

Running business

Industrial

e Technology users
+TTO
« External CV
owing « Public / private research institutes
« Ol campus: HTCCBérTaleipgtic. . .
p « Markets for technology: Yet2.com,
Innocentive Nitiesiigraa

« Ol services: IDEO, BIGInidie

Technology suppliers
Source: Adapted from Jos Put - DSM

1. MES in R&D as a silent driver of
Ol

Excessive
Minimum

efficient scale

Small

None .m

Small Large

Actual scale of innovation activities

2006

for
Policy makers
Vision-Eranet

2003 1

2006

Exnovate &s & mettwoank of excdllenoe
for Ol-paditimmens amdl ScihalEs?

www.exnovate.org

An international network of excellence on Open and
Collaborative Innovation

Projects

CE and OMAastectiag§ Gitmes siatradyyT fime at
ESADE Barcelondiuered4t3g)

Monetizing unused IP in large companies with VCFs
RfP for open imnovation metrics
Using best practices to improve Ol in SMEs

http://www.exnovate.org/
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