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The Innovation Crisis

I Companies realize that innovation Is the best
avenue for sustained profitable growth, so
Innovation Is high on the CEO agenda
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the goods

AWeak R&D pipelines

ARising R&D costs

A Shrinking product life cycles
AEmergence of global loeost imitators
APoor track record of M&A
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I There are many more ideas and smart people outside youl
firm than you can ever hope to hire

A There is tremendous amount of knowledge and expertise among
your customers and partners waiting to be harnessed

A The global talent pool dwarfs the talent in developed markets;
emerging market talent is far cheaper and far hungrier
I Most new knowledge is socially constructettie
community is wiser than the sum of its members

I There are new types of intermediaries (and new
USOKYy 2t 23d3A0Ft AYTNI alNHzOU d:
Innovation reach and range

I There are new ways of appropriating value and protecting
asset rights (e.g., creative commons)
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would be expensive. There are just too many smart people out there. And so
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with. So the reason is simply to grow and to grow efficiently to get the very best
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- Tom Crepe (Associate Director, EBD group, P&G)
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exists, and in the strategic areas that we are trying to drive, make sure that we are

constantly scanning technology and bringing in anything that is going to enhance
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- Uma Chowdhry (Sr. Vice President and CTO, DuPont):



Leaders are laying down the gauntlet

P&G We will acquire 50% of our innovations from outside.

We expect a significant part of our offerings to be based
% on innovation occurring within the open source
community.

DIAL We have set an internal target of sourcing 30% of our
product concepts from outside.
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A Not all externallyfocused innovation is classic
open innovation.
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Innovation are emerging, ranging from open

source communities to tightly governed partner
ecosystems.

A What works for P&G does not work for DuPont or
for Red Hat Software

Al YySOR2U0If Ol aS &ai0dzZRASaA
Implementan externallyfocused innovation
strategy




Our Goal

To develop a practical and customized
roadmap for companies to pursue

Ay SUOBNJINKOE AYyYy20I
Three guestions:

1. What are the different models for netwosentric
Innovation?

2. What model or models are best for us, given our
context?

3. How do we make it happen at our company?



Our Fact Base

Primarily CPG and Technology companies
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The Rise of NetworKentricity

A Network-Centric Computing

A Network-Centric Organizations
A Network-Centric Supply Chains
A Network-Centric Warfare

A Network-Centric Advocacy

A Network-Centric (Social) Media



Defining NetworkCentric Innovation

An externallyfocused approach to innovation that
relies on harnessing the power of networks and
communities to amplify innovation reach,
accelerate innovation speed, and improve the
guality of innovation outcomes.

Fundamental principles:

A Leveraging the Global Brain

A Social knowledge creation

A Division of labor among specialized players
ALYGSNYSRAFNARASE G2 ONARIS WR,
A Nontraditional value appropriation
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Structuring theNCllandscape

Emergent

wLess defined / unstructured problem space

wExploration, novelty

wFocus on creating new knowledge/assets
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A
Network
Centralized Leadership Diffused
wDominant player led < > wCommunity led
wMore formal structures/linkages — wMore informal structures/linkages
wHierarchical e wEtherarchical
wLow decisional openness © ) wHigh decisional openness
wVisible core/periphery c>> % wLess visible core/periphery
C o
i=N7))
v
Structured

wClearly defined/structured problem space

wEXxploitation, efficiency

wFocus on utilizing existing knowledge/assets

WO YLKIaAa 2y Wiy26y OmseySOUA2YaAQ Ay 1)



Models of NetworkCentric Innovation

Emergent Jam
& Central
V)
S
©

stuctured 2 | Orchestra MOD
= Station

Network Leadership

Centralized Diffused



Innovation

STRUCTURED

EMERGENT

The Orchestra Model

Characteristics

Network w Focused on exploiting the market opportunities
CENTRALIZED  DIFFUSFD defined by arexplicit innovation architecture
Creative Jam w Found in markets where a proprietary dominant

Bazaar Central design has emerged

w Prominent innovatiorroles Orchestrator; Integrator;
Orchestra MOD Station Complementor; Niche player

w Emphasize modularity and innovation efficiency

w Highly organized and coordinated innovation
processes & support infrastructure

w IP ownership is proprietary and tightly controlled

ExamplesBoeing Dreamliner; Salesforce.com; Facebook




» Get Started

Everything you need to get started
building a Facebook Application.

Click here for information on fbFund.

Orchestra in Play:
TheFaceboolApplication Platform

New Opportunity

Documentation

The complete details on Platform and how it works from the
inside out.

Resources

Learn more about Facebook Platform with code samples, client
libraries, and more.

Tools

Prototype your Facebook Platform application in real-time with
easy-to-use test consoles.

News
The latest info straight from the Facebook Platform team.

£ 8 Keynote

Mark Zuckerberg
Mark Zuckerberg speaks to 800 developers at
the San Frandsco Design Center about
Facebook Platform, why we buit it, and the
applications it enables people to buid.

Facebook @ 2007

about | terms of service | privacy policy | support



Facebook Platform takes off!

AOver 3,400 applications have been created within 4 months

ATop 44 applications have been downloaded 200 million times

A Over 80% oFaceboolusers have downloaded at least one application
AThe average user has downloaded an average of six applications
AFaceboolhas increased its user base by 50% in the past 6 months

Application Daily Active Users % Active  Approx # Users
1 Top Friends 2,713,593 16% 16,959,956
2 Video 982,023 10% 9,820,230
3 Super Wall 792,584 9% 8,806,489
4 Likeness 429,658 5% 8,593,160
5 X Me 513,353 6% 8,555,883
6 iLike 757,962 9% 8,421,800
7 My Questions 418,862 5% 8,377,240
8 SuperPoke 836,083 10% 8,360,830
9 Movies 714,629 9% 7,940,322
10 Graffiti 555,503 7% 7,935,757
11 FunWwall 1,267,986 17% 7,458,741
12 Compare People 411,155 6% 6,852,583
13 Free Gifts 361,121 6% 6,018,683
14 Moods 269,159 5% 5,383,180
15 Superlatives 262,573 5% 5,251,460




Innovation

STRUCTURED

EMERGENT

The Creative Bazaar Model

Characteristics

w Focused on seeking out and bringing to fruition
new innovation opportunities that meet the
CENTR/L\'UGZQ’[V)O”( - broad market and innovation agenda of the
USED . .
dominant firm

Creative Jam

Semeer Central w Innovation roles: Innovation Capitalist;

Innovation Host; Product Scout; Inventor: etc.

Orchestra | MOD Station w Found in markets that are diverse in terms of
customer choices (e.g. consumer products) or

technology application contexts (e.g. enterprise
computing)

ExamplesDial (PIN); P&G (EBD); Staples




STRUCTURED EMERGENT

CENTRALIZED DIFFUSED
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TheDirectCreative Bazaar mode

Dial conducts open contests for individual inventors to
present new product concepts to the company
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credibility among the inventors)

Dial defines the broad innovation areas (that match its brand
portfolio) but not the specific problems

Innovation roles:

I Innovation Host: Dial

I Innovator: individual inventors

A Currently several NPD projects derived from this initiative are
under active consideration/in the pipeline

Do To  Io Do



STRUCTURED EMERGENT

CENTRALIZED DIFFUSED

_ I

A P&G defines the broad innovation areas of the network (e.g.
oral care, bleaching, packaging, fragrances, etc.)

A Innovation roles:
I Innovation Host: P&G
i aLYyy20FaA2y OFLIAGEFEA&ZGaEY 9OSNE
I Inventor: individuals
A Innovation Capitalists provide value added services:
I Source & select promising ideas from individual inventors
I Invest in & transform those ideas
I Market & place IP in large firms

PeG TheMediated Creative Bazaar model




Meet the Innovation Capitalist

<Stapleﬁsto°i/o\/— P&GOs Port@
_ - | @rtfolio
(Dlal Corp@follo

< JeJbs Portfolio>
anea@tfolio
@zer Consu@althés P

. Low € Degree of Maturity of Innovative Idea— High :
Individual Innovation
Inventor J Firm
Licensing Innovation Capitalist ernal Venture
Agent Product Capltallst
Scout .
E— Portfolio Gap
Idea Mktng Internal
Comp. eR&D n/w Incubator
Mitigate risk=========s==cc<<h 4e==sscssscccoce- Enhance reach

Reduce tim®-marketeeececcccccccccaa" > T Reduce cost



Value chain of Innovation Capitalists

. Firm !




Contexts favoring Innovation Capitalist

A Industries/companies:

I Consumer products (where amateur/serial individual
Innovators are prevalent)

i/ 2YLI YyASad 6KSNB Wt SIFR dz
IS iInvaluable (e.g. medical devices, technology)
A Innovation contexts:
I Infrastructure for ideation is low cost, readily available

I Value addition by IC in preliminary
design/development will enhance clarity of value
proposition and reduce innovation risk for large firms

I IP protection is feasible, cosffective



Innovation

STRUCTURED

EMERGENT

Leadership
CENTRALIZED DIFFUSED
Creative Jam
Bazaar Central
Orchestra MOD Station

The MOD Station Model

Characteristics

w Focus on exploiting the knowledge of a
O2YYdzyAllé 2F WSELISNI & ¢
market/technological issues within a predefined
problem space

w Innovation roles: Innovation seeker; Expert;
Innomediary; etc.

w Value appropriation and governance
mechanisms defined by the community (include:
social mechanisms)

w ExamplesNineSigma; Innocentive; Power.org;
JBoss.org; etc.




Innovation

STRUCTURED

EMERGENT

The Jam Central Model

Network

CENTRALIZED

DIFFUSED

Creative
Bazaar

Jam
Central

Orchestra

MOD Station

Characteristics

w Focus on exploring novel market/ technological
problems; Members of the community together
frame the broad parameters of the problem
space

w Found in markets where complex and a diverse
set of knowledge elements have to be brought tc
bear to solve the novel problem

w Innovation roles: Innovation Steward; Specialist;
Innovator; Community Catalyst; etc.

ExamplesLinux; TDI; Linden Lab (Second Life);
Cambrian House,; etc.




Choosing the best model(s):
Contingent factors

A What is your innovation goal?

A What is your existing innovation
Infrastructure?

A What are the key industry/market factors?

A What is the nature of the (product)
technology?



Industry/Market Contingencies

Contextual factor

Implications for
Innovation Outcome

Implications for
Network Leadership

Howdiverseis the knowledge base?

Diverse knowledge bases enable
y20St WwO2yySOilA?2
innovation outcomes

Diverse knowledge implies the
yheoRemerk of & divarsde saft af /]
entities (low network closure)

2 0

Howstableis the foundational
technologies?

Stable technologies/knowledge fav
pursuing efficiencyocused
innovation initiatives

prStable technologies/knowledge

value appropriation structures

enable more formalized linkages ar|

d

Howexplicitis the process/product
knowledge?

Explicit knowledge contexts provide
the common vocabulary and enable
adoption of modularized innovation
architecture

Explicit knowledge contexts suppor
» well defined value appropriation an
IP rights management systems

|

Howmature is the market?

Mature markets implies the need to
pursue cosffocused innovation
initiatives

Mature markets facilitate more
formal value appropriation and
governance mechanisms

Howdiverseis the custometbase?

Diverse customebase implies the
need to pursue different types of
(novel) innovation initiatives

Diverse customebase implies the
need for more flexible leadership
structures




Contingencies (contd.)

Contextual factor

Implications for
Innovation Outcome

Implications for
Network Leadership

| 2 dech#Hologically distan©Q I
the network members?

)
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more novel innovation outcomes

Yo oliSarEmiehbedship ImPlg N
the need for more formal value
appropriation & governance
mechanisms

| 2 @lemBgraphically distan®
(size, power, culture, etc.) are the
network members?

a2zNB WRAAGIYEQ
for the creation of common
innovation frameworks and goals
to ensure innovation coherency

YaS2YNIRS NBRKAAELG | oyAlft G
imply the need for less diffused
leadership structure to minimize
W2 LILI2 NI dzy A aidAOQ

How muchcapital is needed for
ideation?

Low capital requirements for
ideation tend to favor diversity in
innovation choices and outcomes

Low capital requirements for

of leadership among network
members

ideation tend to favor the diffusion|

How muchcapital is needed for
commercialization?

High capital requirements for
commercialization tend to favor
more structured innovation
production environments

High capital requirements for
commercialization tend to favor th
involvement of a dominant player
to champion the product to the
market

\1%4




Agenda

A Motivation
A Perspectives on networkentric innovation
A Models for networkcentric innovation

~ AGlobalizing networcentric innovation

A Making networkcentric innovation happen



The global innovation network

Capabilitybased global p—— Differentiated
centers of excellence and relationships
market-based local between geographies
expertise and corporate core

Differentiated inter-linkages
among geographies ~ TEEEEN -7



Example: Office Max and TUL

Fast, FREE Delivery
on most orders over $50°

cart subtotal: $0.00 |3

search

'f@ Oﬂiﬂemax' account login

supplies = technology  furniture  ink & toner  order-by-number  favorites lists  print services  weekly ad

store locator

T

Fine tuned for precision writing. TUL GEL PENS

TUL ROLLERBALL PENS
The TUL caollection.
$1.49 each $2.49 each
- $4.99 4pk $3.99 4pk
?_ $13.99 12pk $24 88 12pk
Get abree j
homAuviting I
omalysis at %u’l.ccuﬂw
Mare Info B3 Mare Info B3
Ballpoint Pens, Retractable Ballpoint Pens, Stick Dry Erase Markers
12.99 12pk 8.99 12pk U 17.9912pk [ =
$ P $ p '-“- L’ ?e 99 4pk P | =

=
wom BT =
e 1 |
o
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More Info I3 More Info '3 More Info I3



How TUL Came to be

Chinese Aanufacturing
Manufacturer IRAEIIE
Mesign , o \ Marketing

AVlerchandising % JDistribution

Gravity Tank € =
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The Capability Platform

A Elements of the capability platform:

A Organization and Change Management
A Strategy and Value Capture

AProcess and Technology

AMetrics and KPIs

A The Capability Platform will depend on the
specific model of networkentric innovation
and the role the firm plays in it



Organization and Change Managemer

i h@dSNDO2YS GKS aGbLI € |YyR a2 Y9¢é
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I Communicate across the enterprise
A Listen to internal constituents (and align the incentives) (P&G EBD)
A9YLIKIAAT S WO2YLX SYSYUAy3aQ AyidSN.

I Secure organizational sponsorship
A.dZAf R AYUSNYIf O2yasSyadzi FTANRID

sessions)

I Create new roles/units

A Responsible for creating the enabling elements for netwaeftric
innovation

A Interface with a rapidly growing portfolio of external entities

A Focus on client funding (i.e. by internal business units), not corporate
tax (budget)



Strategy and Value Capture

A Network Leadership strategy
i .S NBalLRyaArgdS (G2 @2dz2NJ ySig2N] LI NIy SNE
i LRSYUGATFeE IyR FtA3dy AyOSyuA@dSa F2N ySiag?
your partners)
I Modularize innovation projects (create and communicate visible design rules and a
common set of vocabulary)

A Relational strategy

I Focus on bu,ildin,g relational skills ([isk [nanagemeqt;,dgal making; customer as
WAYY20FU0A2Yy LI NOYSNROT SuUO0OdU
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I Respect the business viability of other firms in the network

A IP management & Value appropriation strategy
i 5STAYS (GKS WND OMiefedzSalle biEated? HONOSlitdahib ok shared?
i / NBIFiS YSGKKIYNB Yray Ri 2f SISNI 3SQ @2dzNJ Lt I vy
i 9ELI YR ftAOSyaAy3d aidN}ydsS3e G2 FftAdy 6A0GK
I Give IP and patents away to support innovation for comrAsgsed products and
infrastructure, while capitalizing on derivative and indirect revenue streams from results



Process & Technology Readiness

A Create repeatable processes for:
i { SEtSOGAYT ASEUGSNYI €& LINR2SOIU:
I Accessing network partners (the global community)
I Coordinating across boundaries
I Managing innovation risk & relational risk
I Managing knowledge sharing
A Connect external and internal innovation processes
I Integrate frontend and baclend processes
iaz2zald TFTrAfdz2NBa 200dzNJ G GKS Wq
A Adopt collaborative technologies
I Community platforms
I PLM tools
I Collaboration software



Metrics for NCI| Success
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A Adopt a portfolio of innovation metrics:
I Extent of innovation leverage achieved
I Budget/cost; time to market; first pass yield

I Impact on innovation pipeline (volume, velocity,
palance)

I Innovation sourcing (reach, risk profile)
I Other metrics: profit level; financial metrics; etc.




For more, read the book
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Innovation and its

SUDFWLFH p
-Azim Premji, CEO of WIPRO
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corporations seeking to
differentiate

themselves through

LQQRYDWLRQ
-Uma Chowdhry, CTO of
DuPont



