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Chapter 17

Exploiting Open 

Innovation and 

Strategic Alliances

After this chapter you should be able to:

• understand what open innovation is, and the range of strategies and mechanisms 
available to apply it in practice

• assess the advantages and limitations of different strategies, such as outsourcing, 
licensing, joint ventures and strategic alliances

• identify the factors which infl uence the motives, outcomes and success of open inno-
vation and strategic alliances.

LEARNING OBJECTIVES

Open Innovation

Creating and combining different knowledge sets has always been the name of the game 
both inside and outside the fi rm. But there has been a dramatic acceleration in recent years 
led by major fi rms like Procter and Gamble, GSK, 3M, Siemens and GE towards what 
has been termed ‘open innovation’. The idea behind this is that even large-scale R&D in 
a closed system like an individual fi rm isn’t going to be enough in the twenty-fi rst-century 
environment.1

Knowledge production is taking place at an exponential rate. The OECD countries’ 
annual spend approached $1 trillion (£600 billion) on R&D in the public and private sec-
tors by the end of the fi rst decade of this century – a fi gure which is probably an underesti-
mate, since it ignores the considerable amount of ‘research’ which is not captured in offi cial 
statistics.2 How can any single organization keep up with, or even keep tabs on, such a sea 
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312 Part 2  The Innovation Frontier

of knowledge? And this is happening in widely distributed fashion: R&D is no longer the 
province of the advanced industrial nations like the United States, Germany or Japan but is 
increasing most rapidly in the newly growing economies like India and China. In this kind 
of context, it’s going to be impossible to pick up on every development, and even smart fi rms 
are going to miss a trick or two.

The case of Procter and Gamble provides a good example of this shift in approach. In 
the late 1990s, there were concerns about its traditional inward-focused approach to innova-
tion. While it worked, there were worries – not least concerning the rapidly rising costs of 
carrying out R&D. Additionally, there were many instances of innovations which it may have 
made but which it passed on – only to fi nd someone else doing so and succeeding. As CEO 
Alan Lafl ey explained: ‘Our R&D productivity had levelled off, and our innovation success 
rate—the percentage of new products that met fi nancial objectives—had stagnated at about 
35 percent. Squeezed by nimble competitors, fl attening sales, lacklustre new launches, and 
a quarterly earnings miss, we lost more than half our market cap when our stock slid from 
$118 to $52 (£72–£32) a share. Talk about a wake-up call’.3

P&G recognized that much important innovation was being carried out in small entre-
preneurial fi rms, or by individuals, or in university labs 
and that other major players like IBM, Cisco, Eli Lilly 
and Microsoft were beginning to open up their innova-
tion systems.

As a result it moved to what it has called ‘connect 
and develop’ – an innovation process based on the prin-
ciples of ‘open innovation’.

Lafl ey’s original stretch goal was to get 50% of 
innovations coming from outside the company; by 

Chesbrough’s Principles of Open Innovation

• Not all the smart people work for you
• External ideas can help create value, but it takes internal R&D to claim a portion of that 

value for you
• It is better to build a better business model than to get to market fi rst
• If you make the best use of internal and external ideas, you will win
• Not only should you profi t from others’ use of your intellectual property, you should also buy 

others’ IP whenever it advances your own business model
• You should expand R&D’s role to include not only knowledge generation, but knowledge 

brokering as well

Source: H. Chesbrough (2003) Open innovation. Boston: Harvard Business School Press.

INNOVATION IN ACTION 17.1

Video Clip of an interview with 

Roy Sandbach, a Research 

Fellow within P&G, exploring how 

networking on the inside of a large 

corporation can enable innovation 

is available on the Innovation Portal 

at www.innovation-portal.info

www.innovation-portal.info
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2006, more than 35% of new products had elements 
which originated from outside, compared with 15% in 
2000. Over 100 new products in the next two years 
came from outside the fi rm, meaning that, by 2008, 
45% of innovations in the new product pipeline had 
key elements which were discovered or developed 
externally. The company estimates that R&D produc-
tivity has increased by nearly 60% and its innovation success rate has more than doubled. 
One consequence is that it increased innovation while reducing its R&D spend, from 4.8% of 
turnover in 2000 to 3.4% in 2008. In 2012, R&D spend had been reduced to 2.4% of sales.

Central to the model is the concept of mobilizing innovation networks. As chief technol-
ogy offi cer Gilbert Cloyd explained: ‘It has changed how we defi ne the organization . . . We 
have 9,000 people on our R&D staff and up to 1.5 million researchers working through 
our external networks. The line between the two is hard to draw . . . We’re . . . putting a lot 
more attention on what we call 360-degree innovation.’ But this is not simply a matter of 
outsourcing what used to happen internally. As Vice President Larry Huston commented: 
‘People mistake this for outsourcing, which it most defi nitely is not . . . Outsourcing is when I 
hire someone to perform a service and they do it and that’s the end of the relationship. That’s 
not much different from the way employment has worked throughout the ages. We’re talking 
about bringing people in from outside and involving them in this broadly creative, collabora-
tive process. That’s a whole new paradigm.’

Connect and Develop at Procter and Gamble

P&G’s successes with ‘connect and develop’ owe much to its mobilizing rich linkages between 
people who know things within their giant global operations. Amongst its successes in inter-
nal networking was the Crest Whitestrips product – essentially linking oral care experts with 
researchers working on fi lm technology and others in the bleach and household cleaning groups. 
Another is Olay Daily Facials, which linked the surface active agents expertise in skin care with 
people from the tissue and towel areas and from the fabric property enhancing skills developed 
in ‘Bounce’, a fabric-softening product.

Making it happen as part of daily life rather than as a special initiative is a big challenge. 
P&G uses multiple methods, including extensive networking via an intranet site called ‘Ask me’, 
which links 10 000 technical people across the globe. It acts as a signposting and Web market 
for ideas and problems across the company. It also operates 21 ‘communities of practice’ built 
around key areas of expertise such as polymer chemists, biological scientists, people involved 
with fragrances. And it operates a global-technology council, which is made up of representatives 
of all of P&G’s business units.

INNOVATION IN ACTION 17.2

Case Studies of P&G and other 

examples of open innovation – open 

collective innovation – are available 

on the Innovation Portal at 

www.innovation-portal.info

www.innovation-portal.info
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314 Part 2  The Innovation Frontier

Enabling external networking involves a number of mechanisms. One is a group of 80 
‘technology entrepreneurs’ whose task is to roam the globe and fi nd and make interesting 
connections. They visit conferences and exhibitions, talk with suppliers and visit universities – 
essentially a no-holds-barred approach to searching for new possible connections.

They also make extensive use of the Internet. An example is their involvement as founder 
members of a site called InnoCentive (www.innocentive.com) originally set up by the phar-
maceutical giant Eli Lilly in 2001. This is essentially a Web-based marketplace where problem 
owners can link up with problem solvers – and it currently has around 90 000 solvers available 
around the world. The business model is simple: companies like P&G, Boeing and DuPont post 
their problems on the site and if any of the solvers can help they pay for the idea. Importantly, 
the solvers are a very wide mix, from corporate and university lab staff through to lone inven-
tors, retired scientists and engineers and professional design houses. Jill Panetta, InnoCentive’s 
chief scientifi c offi cer, says more than 30% of the problems posted on the site have been cracked, 
‘which is 30 percent more than would have been solved using a traditional, in-house approach’.

Other mechanisms include a website called YourEncore, which allows companies to fi nd 
and hire retired scientists for one-off assignments. NineSigma is an online marketplace for 
innovations, matching seeker companies with solvers in a marketplace similar to InnoCentive. 
As Gilbert Cloyd commented: ‘NineSigma can link us to solutions that are more cost effi cient, 
give us early access to potentially disruptive technologies, and facilitate valuable collaborations 
much faster than we imagined.’ And yet2.com looks for new technologies and markets across 
a broad frontier, involving around 40% of the world’s major R&D players in its network.

The challenge in open innovation is less about understanding the concept than in devel-
oping mechanisms which can enable its operation in practice. Approaches like Procter and 
Gamble’s ‘Connect and develop’ provide powerful templates, but these are only relevant for 
certain kinds of organization. In other areas new models are being experimented with. For 
many this involves the construction of different kinds of shared platforms on which different 
partners can collaborate to create new products and services. The United Kingdom’s public sec-
tor mapping organization, the Ordnance Survey, has begun opening up its approach to sharing 

geographical information to a wide variety of partners 
and has extended an invitation to co-create, similar to 
the BBC’s – in part as it recognizes the huge changes in 
its sector with the entry of players like Google.

Others have gone further down the road towards 
creating open-source communities in which co-creation 
amongst different stakeholders takes place. Google’s 

support for the Android platform is a good example: the expectation is that the collective 
innovation across such a space allows for the rapid acceleration and diffusion of innovation.

The logic of open innovation is that organizations need to open up their innovation pro-
cesses, searching widely outside their boundaries and working towards managing a rich set of 
network connections and relationships right across the board.4 Their challenge becomes one of 
improving the knowledge fl ows in and out of the organization, trading in knowledge as much 
as goods and services. To assist in this process a new service sector of organizations offering 
various kinds of brokering and bridging activity has begun to emerge. Examples include main-
stream design houses like IDEO and ?Whatif!, which help to link clients with new ideas and 

Video Clip of an interview with 

David Overton describing the 

approach of the Ordnance Survey 

is available on the Innovation Portal 

at www.innovation-portal.info

www.innovation-portal.info

3GC17.indd   3143GC17.indd   314 28/12/13   4:04 PM28/12/13   4:04 PM



 Chapter 17  Exploiting Open Innovation and Strategic Alliances 315  

connections on the technology and market side, technol-
ogy brokers aiming at match-making between different 
needs and means (both Web-enabled and on a face-to-
face basis) and intellectual property transfer agents, like 
the Innovation Exchange, which seek to identify, value 
and exploit internal IP which may be underutilized.

Benefi ts and Limits of Open Innovation

Open innovation in often seen only as a way of searching and identifying external sources 
of innovation. However, open innovation can also be applied to the later stages of the inno-
vation process, including development and commercialization. The open innovation model 
emphasizes that fi rms should acquire valuable resources from external fi rms and share inter-
nal resources for new product/service development, but the question of when and how a fi rm 
sources external knowledge and shares internal knowledge is less clear. The concept of open 
innovation is currently very popular in innovation management research and practice, but 
can be criticized for being too vague and prescriptive.

The original idea of open innovation was that fi rms should (also) exploit external sources 
and resources to innovate, a notion that is diffi cult to contest, but this is not a new idea, simply 
a repackaging of existing research and practice. However, wider dissemination of the concept 
shows that it is diffi cult to research and implement, to the point it has now become all things 
to all people, lacking explanatory or predictive power. There have been numerous studies of 
open innovation, but still the empirical evidence on the utility of open innovation is limited and 
practical prescriptions overly general. Research ranges from individual case studies, which are 
diffi cult to generalize, to simple survey-based counts of external sources and partners, which 
reveal little about the conditions, mechanisms or limitations of open innovation.

However, despite the large volume of empirical work, many of the prescriptions being 
proposed are fairly general, rather than specifi c to particular contexts and contingencies. 
But research shows that the open or closed nature of innovation is historically contingent 
and does not entail a simple shift from closed to open, as is often suggested in the literature. 
Patterns of innovation differ fundamentally – by sector, fi rm and strategy – and so we need to 
examine the mechanisms that help to generate successful open innovation.

Different Models of Open Innovation

There are many approaches to open innovation, depending on the number and type of sources 
and partners with which the company collaborates, and phases of the innovation process that 
the company opens to external contributions. Having a totally open strategy for innovation is 
rarely the best option, rather different degrees and ways of openness can be pursued success-
fully, including adopting a totally closed approach.5 For example, some fi rms will passively 
respond to external opportunities when these occur, whereas others will proactively seek out 
such opportunities, a so-called prospector strategy.6

Video Clips of interviews with Michael 

Bartl of Hyve, David Simoes-Brown 

of 100% Open and Richard Philpott 

of TheInnovationExchange, all of 

whom are working in this new space, 

are available on the Innovation Portal 

at www.innovation-portal.info

www.innovation-portal.info
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316 Part 2  The Innovation Frontier

Models for Open Innovation

A number of models are emerging around enabling open innovation, for example Nambisan and 
Sawhney identify four.7 The ‘orchestra’ model is typifi ed by a fi rm like Boeing, which has created 
an active global network around the 787 Dreamliner with suppliers as both partners and investors 
and moving from ‘build to print’ to ‘design and build to performance’. In this mode they retain 
considerable autonomy around their specialist tasks while Boeing retains the fi nal integrating and 
decision-making – analogous to professional musicians in an orchestra working under a conductor.

By contrast the ‘creative bazaar’ model involves more of a crowdsourcing approach in 
which a major fi rm goes shopping for innovation inputs – and then integrates and develops them 
further. Examples here would include aspects of the ‘Innocentive.com’ approach being used 
by P&G, Eli Lilly and others, or the Dial Corporation in the United States which launched a 
‘Partners in innovation’ website where inventors could submit ideas. BMW’s Virtual Innovation 
Agency operates a similar model.

A third model is what they term ‘Jam central’, which involves creating a central vision and then 
mobilizing a wide variety of players to contribute towards reaching it. It is the kind of approach 
found in many pre-competitive alliances and consortia where diffi cult technological or market chal-
lenges are used – such as the 5th Generation Computer project in Japan – to focus efforts of many 
different organizations. Once the challenges are met, the process shifts to an exploitation mode, 
for example in the 5th Generation programme the pre-competitive efforts by researchers from all 
the major electronics and IT fi rms led to generation of over 1000 patents, which were then shared 
out amongst the players and exploited in ‘traditional’ competitive fashion. Philips deploys a similar 
model via its InnoHub, which selects a team from internal and external businesses and staff and 
covering technology, marketing and other elements. It deliberately encourages fusion of people 
with varied expertise in the hope that this will enhance the chances of ‘breakthrough’ thinking.

Their fourth model is called ‘Mod Station’, drawing on a term from the personal computer 
industry which allows users to make modifi cations to games and other soft- and hardware. This 
is typifi ed by many open-source projects, such as Sun Microsystems’ OpenSPARC, Google’s 
Android developer platform (and before that Nokia’s release of the Symbian operating sys-
tem), which open up to the developer community in an attempt to establish an open platform 
for creating mobile applications. It refl ects models used by the BBC, by Lego and many other 
organizations trying to mobilize external communities and amplify their own research efforts 
while retaining an ability to exploit the new and growing space.

Other models which may be added include NASA’s ‘infusion’ approach in which a major 
public agency uses its Innovative Partnerships Programme (IPP) to co-develop key technologies, 
such as robotics. The model is essentially one of drawing in partners who work alongside NASA 
scientists – a process of ‘infusion’ in which ideas developed by NASA or by one or more of the 
partners are worked on. There is particular emphasis on spreading the net widely and seeking 
partnerships with ‘unusual suspects’: companies, university departments and others which may 
not immediately recognize that they have something of value to offer.8

INNOVATION IN ACTION 17.3

www.innovation-portal.info
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Context and Contingencies

Open innovation strategies assist companies in navigating through turbulent times as they facili-
tate the acquisition of new and relevant information on technologies and markets and facilitate 
the integration of this knowledge into the innovation process. A closer look at the different 
contributions from various types of external sources reveals that customers are central when 
market dynamics are high, suppliers are important in technologically challenging environments 
and the inclusion from companies of other industries is effective – irrespective of the setting.9

Strategy is not limited to the decision of whether to open up a project to a wide range of dif-
ferent types of external partners (the breadth dimension), but it is equally important to consider 
the depth of the relations with different types of external partners (the depth dimension) and the 
balance between the development of new and long-standing relations with these external part-
ners (the ambidexterity dimension).10 For example, higher levels of project novelty are associated 
with a higher intensity of interaction between actors and the use of more rich mechanisms for 
knowledge sharing.11 This suggests that open innovation is not a universal prescription, but may 
be more relevant to more novel or complex development projects under conditions of uncertainty.

Moreover, in most cases open innovation and internal innovation capabilities are com-
plementary, rather than substitutes. Innovation management practices play an important 
moderating role as they are likely to enhance fi rms’ capacity to identify, assimilate and utilize 
external knowledge inputs. Returns from open innovation are greatest when fi rms maintain 
their internal research capacity, employ a dedicated incentive system for innovation and advo-
cate strong cross-functional collaboration. Decision-makers are thus well advised not to take 
positive returns from open innovation for granted. Rather, they need to achieve excellence 
in key innovation management practices if they are to fully harness the value of openness.12

Therefore, the simple dichotomy between open and closed approaches is unhelpful and not 
realistic, so instead we need to explore the different degrees and types of openness and the extent 
to which a fi rm can benefi t from external and internal resources and knowledge in the innovation 
process. This provides an opportunity to investigate the use of various collaboration strategies 
and the types and contexts of sources of innovation, so managing different types and degrees of 
inter-fi rm relationships with external companies in order to create value will involve different 
degrees of openness for innovation. Many of the challenges of applying open innovation are 
common to innovation networks, but in addition there are other issues to manage (Table 17.1):

• conditions and context, e.g. environmental uncertainty and project complexity
• control and ownership of resources
• coordination of knowledge fl ows
• creation and capture of value.

Figure 17.1 highlights a number of different strategies which could be adopted, and we’ll 
explore some of the issues raised in each of these areas.

Outsource

The subcontracting or ‘outsourcing’ of non-core activities has become popular in recent times. 
Typically, arguments for subcontracting are framed in terms of strategic focus, or ‘sticking to 

www.innovation-portal.info
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318 Part 2  The Innovation Frontier

TABLE 17.1 Potential Benefi ts and Challenges of Applying Open Innovation

Six principles of 
open innovation Potential benefi ts Challenges to apply

Tap into external 

knowledge

Increase the pool of 

knowledge

Reduce reliance 

on limited internal 

knowledge

How to search for and identify 

relevant knowledge sources

How to share or transfer such 

knowledge, especially tacit and 

systemic

External R&D has 

signifi cant value

Can reduce the cost 

and uncertainty 

associated with internal 

R&D, and increase depth 

and breadth of R&D

Less likely to lead to distinctive 

capabilities and more diffi cult to 

differentiate

External R&D also available to 

competitors

Do not have to 

originate research in 

order to profi t from it

Reduce costs of internal 

R&D, more resources on 

external search strategies 

and relationships

Need suffi cient R&D capability 

in order to identify, evaluate and 

adapt external R&D

Building a better 

business model is 

superior to being fi rst 

to market

Greater emphasis on 

capturing rather than 

creating value

First-mover advantages depend on 

technology and market context

Developing a business model 

demands time-consuming 

negotiation with other actors 

Best use of internal 

and external ideas, not 

generation of ideas

Better balance of 

resources to search 

and identify ideas, 

rather than generate

Generating ideas is only a small 

part of the innovation process

Most ideas unproven or no 

value, so cost of evaluation and 

development high

Profi t from others’ 

intellectual property 

(inbound open 

innovation), and others’ 

use of our intellectual 

property (outbound 

open innovation)

Value of IP very sensitive 

to complementary 

capabilities such as 

brand, sales network, 

production, logistics, 

and complementary 

products and services

Confl icts of commercial interest or 

strategic direction

Negotiation of acceptable forms 

and terms of IP licences

the knitting’, but in practice most subcontracting or outsourcing arrangements are based on 
the potential to save costs: suppliers are likely to have lower overheads and variable costs, 
and may benefi t from economies of scale if serving other fi rms.

Resource dependence and agency theory are more commonly used to explain vertical 
relationships, and are concerned with the need to control key technologies in the value chain. 

www.innovation-portal.info

3GC17.indd   3183GC17.indd   318 28/12/13   4:04 PM28/12/13   4:04 PM



 Chapter 17  Exploiting Open Innovation and Strategic Alliances 319  

The perceptions of the practices of Japanese manufacturers have led many fi rms to form 
closer relationships with suppliers, and indeed, closer links between fi rms, their suppliers and 
customers may help to reduce the cost of components, through specialization and sharing 
information on costs. However, factors such as the selection of suppliers and users, timing 
and mode of their involvement, and the novelty and complexity of the system being developed 
may reduce or negate the benefi t of close supplier–user links.13

The quality of the relationship with suppliers and the timing of their involvement in 
development are critical factors. Traditionally, such relationships have been short-term, con-
tractual arm’s-length agreements focusing on the issue of the cost, with little supplier input 
into design or engineering. In contrast the ‘Japanese’, or ‘partnership’, model is based on 
long-term relationships, and suppliers make a signifi cant contribution to the development 
of new products. The latter approach increases the visibility of cost–performance trade-offs, 
reduces the time to market and improves the integration of component technologies (see the 
case of TSMC in Innovation in Action 17.4). In certain sectors, particularly machine tools 
and scientifi c equipment, there is a long tradition of collaboration between manufacturers 
and lead users in the development of new products.

In this case some form of ‘partnership’ or ‘lean’ relationship is often advocated, based 
on the quality and development lead-time benefi ts experienced by Japanese manufacturers of 
consumer durables, specifi cally cars and electronics. Lamming identifi es a number of defi ning 
characteristics of such partnership or ‘lean’ supply relations:14

• Fewer suppliers, longer-term relations
• Greater equity – real ‘cost transparency’
• Focus on value fl ows – the relationship, not the contract

FIGURE 17.1 Strategies to support open innovation
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320 Part 2  The Innovation Frontier

Taiwan Semiconductor Manufacturing Company (TSMC)

TSMC was established in Taiwan in 1987 to become the world’s fi rst dedicated semiconduc-
tor foundry. This so-called pure-play foundry business represented a novel business model 
because, unlike conventional vertically integrated manufacturers, TSMC’s customers are 
 fabrication-less semiconductor design houses such as Qualcomm, Broadcom and NVIDIA, as 
well as some outsourcing production from more conventional fabrication companies like Intel. 
The cost of building and operating fabrication facilities has become prohibitive for all but 
the very largest companies, such as Intel and Samsung, especially in the case of complex logic 
applications. Even AMD (Advanced Micro Devices) separated its design and manufacturing 
businesses in 2008.

The headquarters and main fabrication plants are located in Hsinchu, Taiwan, but it also 
operates two wholly owned subsidiaries, WaferTech in the United States and TSMC China 
Company Limited, and a joint venture fabrication in Singapore, SSMC. Its core business is 
mask production, wafer manufacturing, assembly and testing, but it also provides design and 
prototyping services. In 2010, it joined the top ten of semiconductor R&D spenders, to reach 
$945 million (£580 million), equivalent to 7% of sales (called the R&D-intensity), the highest 
of any pure foundry business. By comparison, the number-one R&D spender in that industry 
that year was Intel, at $6.6 billion (£3.96 billion; 17% of sales), and in second place Samsung, 
at $2.6 billion (£3.2 billion; 8% of sales).

In 2011, the company’s production capacity reached 13.2 million eight-inch equiva-
lent wafers, and TSMC had more than 450 customers, manufacturing more than 8300 
products for computer, communications and consumer electronics applications. In 2012, 
a partnership between TSMC and Apple began production of the A5 (dual core) and A6 
chip for Apple’s next-generation iPads and iPhones. TSMC has benefi ted from the growth 
in smart mobile devices, and it is estimated that every tablet sold globally contributes about 
$7 (£4.20) to its income. In 2011–2012, it made sales of $14 billion (£8.4 billion), and by 
specializing in high-technology, capital-intensive contract manufacture it maintained high 
gross profi t margins, of around 40%, although profi tability is dependent on closely matching 
capacity and demand.

INNOVATION IN ACTION 17.4

• Vendor assessment, plus development
• Two-way or third-party assessment
• Mutual learning – share experience, expertise, knowledge and investment

These principles are based on a distillation of the features of the best Japanese manufacturers 
in the automobile and electronics sectors, and more recent experiments in other contexts, such 
as aerospace in the United Kingdom and the United States.

www.innovation-portal.info
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Licence

Once you have acquired some form of formal legal intellectual property right (IPR), you can 
allow others to use it in some way in return for some payment (a licence), or sell the IPR 
outright (or assign it). Licensing IPR can have a number of benefi ts, including:

• reducing or eliminating production and distribution costs and risks
• reaching a larger market
• exploiting other applications
• establishing standards
• gaining access to complementary technology
• blocking competing developments
• converting competitors to defenders.

Considerations when drafting a licensing agreement include degree of exclusivity, terri-
tory and type of end use, period of licence and type and level of payments – royalty, lump 
sum or cross-licence. Next, calculate relative investment and weight according to share of 
risk. Finally, compare results to alternatives (e.g. return to licensee, imitation and litigation). 
There is no ‘best’ licensing strategy, as it depends on the strategy of the organization and the 
nature of the technology and markets. This is discussed in detail in the chapter on exploiting 
knowledge and intellectual property.

Airbus Industrie

Airbus Industrie was formed in France in 1969 as a joint venture between the German fi rm MBB 
(now DASA) and French fi rm Aérospatiale, to be joined by CASA of Spain in 1970 and British 
Aerospace (now BAE Systems) in 1979. Airbus is not a company but a groupment d’intérêt 
economique (GIE), which is a French legal entity that is not required to publish its own accounts. 
Instead, all costs and any profi ts or losses are absorbed by the member companies. The partners 
make components in proportion to their share of Airbus Industrie: Aérospatiale and DASA each 
have 37.9%, BAE 20% and CASA 4.2%.

At that time the international market for civil aircraft was dominated by the US fi rm 
Boeing, which in 1984 accounted for 40% of the airframe market in the non-communist 
world. The growing cost and commercial risk of airframe development had resulted in 
consolidation of the industry and a number of joint ventures. In addition, product lifecy-
cles had shortened owing to more rapid improvements in engine technology. The partners 
identifi ed an unfi lled market niche for a high-capacity, short- to medium-range passenger 

INNOVATION IN ACTION 17.5

(continued )
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322 Part 2  The Innovation Frontier

aircraft, as more than 70% of the traffi c were then on routes of less than 4600 km, thus 
the Airbus A300 was conceived in 1969. The A300 was essentially the result of the French 
and German partners, the former insisting on fi nal assembly in France and the latter gaining 
access to French technology. The fi rst A300 fl ew in 1974, followed by a series of successful 
derivatives, such as the A310 and the A320. The British partner played a leading role in 
the subsequent projects, bringing both capital and technological expertise to the venture. 
Airbus has since proved to be highly innovative with the introduction of fl y-by-wire tech-
nology, and common platforms and control systems for all its aircraft to reduce the cost of 
crew training and aircraft maintenance. In 2000, the group announced plans to develop a 
double-decker ‘super’ jumbo, the A380, with seats for 555 passengers, costing an estimated 
$12 billion (£7.2 billion) to develop. Airbus estimated a global market of 1163 very large 
passenger aircraft and an additional 372 freighters, but needed to sell only 250 A380s to 
achieve breakeven. This would challenge Boeing in the only market it continued to domi-
nate. (However, Boeing predicted a market of just 320 very large aircraft, as it assumed a 
future dominance of point-to-point air travel by smaller aircraft, whereas Airbus assumed a 
growth in the hub-and-spoke model, which demands large aircraft for travel between hubs.) 
The fi rst commercial service of the A380 began in 2007 with Singapore Airlines, followed 
by Emirates. By 2011, Airbus had 188 orders for A380s, from 14 countries. In 1998, Airbus 
outsold Boeing for the fi rst time in history, and in 2011 Airbus delivered more aircraft 
to customers than Boeing for the ninth successive year, some 500, valued at $140 billion 
(£84 billion) before discounts.

In 1999, Daimler-Chrysler (DASA), Aérospatiale and CASA merged to form the European 
Aeronautic Defence and Space Company (EADS), making BAE Systems, formerly British 
Aerospace, the only non-EADS member of Airbus. The group planned to move from the unwieldy 
GIE structure to become a company. This would allow streamlining of its manufacturing opera-
tions, which were then geographically dispersed across the United Kingdom, France, Germany 
and Spain, and more importantly help create fi nancial transparency to identify and implement 
cost savings. Also, some customers had reported poor service and support as Airbus had to refer 
such work to the relevant member company.

Airbus demonstrated the complexity of joint ventures. The primary motive was to share 
the high cost and commercial risk of development. On the one hand, the French and German 
participation was underwritten by their respective governments. This fact has not escaped 
the attention of Boeing and the US government, which provided subsidies indirectly via 
defence contracts. On the other hand, all partners had to some extent captive markets in 
the form of national airlines, although almost three-quarters of all Airbus sales were ulti-
mately outside the member countries. Finally, there were also technology motives for the 
joint venture. For example, BAE specialized in development of the wings, Aérospatiale the 
avionics, DASA the fuselages and CASA the tails. However, as suggested above, there were 
now strong fi nancial, manufacturing and marketing reasons for combining the operations 
within a single company.
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Joint Ventures and Strategic Alliances

Joint ventures, whether formal or informal, typically take the form of an agreement between 
two or more organizations to co-develop a new technology or product. There are two basic 
types of formal joint venture: a new company formed by two or more separate organizations, 
which typically allocate ownership based on shares of stock controlled, or a simpler contractual 
basis for collaboration. The critical distinction between the two types of joint venture is that an 
equity arrangement requires the formation of a separate legal entity. In such cases management 
is delegated to the joint venture, which is not the case for other forms of collaboration.

Unlike more formal joint ventures, a strategic alliance typically has a specifi c goal and 
timetable, and does not normally take the form of a separate company. Doz and Hamel iden-
tify a range of motives for strategic alliances and suggest strategies to exploit each:15

• To build critical mass through co-option.
• To reach new markets by leveraging co-specialized resources.
• To gain new competencies through organizational learning.

In a co-option alliance, critical mass is achieved through temporary alliances with compet-
itors, customers or companies with complementary technology, products or services. Through 
co-option, a company seeks to group together other relatively weak companies to challenge 
a dominant competitor. Co-option is common where scale or network size is important, such 
as mobile telephony and aerospace. For example, Airbus was originally created in response 
to the dominance of Boeing; Symbian and Linux, in response to Microsoft’s dominance; and 
the Open Handset Alliance and Android, in response to Apple’s success. Greater international 
reach is a common related motive for co-option alliances. Fujitsu initially used its alliance 
with ICL to develop a market presence in Europe, as did Honda with Rover. However, co-
option alliances may be inherently unstable and transitory. Once the market position has been 
achieved, one partner may seek to take control through acquisition, as in the case of Fujitsu 
and ICL, or to go unilateral, as in the case of Honda and Rover.16

In a co-option alliance, partners are normally drawn from the same industry, whereas in a 
co-specialized alliance partners are usually from different sectors. In a co-specialized alliance, 
partners bring together unique competencies to create the opportunity to enter new markets, 
develop new products or build new businesses. Such co-specialization is common in systems 
or complex products and services. However, there is a risk associated with co-specialization. 
Partners are required to commit to their partners’ technology and standards. Where technolo-
gies are emerging and uncertain and standards are yet to be established, there is a high risk that 
a partner’s technology may become redundant. This has a number of implications for co-spe-
cialization alliances. First, that at the early stages of an emerging market where the dominant 
technologies are still uncertain fl exible forms of collaboration such as alliances are preferable, 
and at later stages when market needs are clearer and the relevant technological confi guration 
better defi ned more formal joint ventures become appropriate.17 Second, to restrict the use of 
alliances to instances where the technology is tacit, expensive and time consuming to develop. 
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If the technology is not tacit, a licence is likely to be cheaper and less risky, and if the technol-
ogy is not expensive or time consuming to develop, in-house development is preferable.18

There has been a spectacular growth in strategic alliances, and at the same time more 
formal joint ventures have declined as a means of collaboration. In the mid-1980s, fewer than 
1000 new alliances were announced each year, but by the year 2000 this had grown to almost 
10 000 per year (based on data from Thomson Financial). There are a number of reasons for 
the increase in alliances overall, and more specifi cally the switch from formal joint ventures 
to more transitory alliances:19

• Speed: transitory alliances versus careful planning. Under turbulent environmental condi-
tions, speed of response, learning and lead time are more critical than careful planning, 
selection and development of partnerships.

• Partner fi t: network versus dyadic fi t. Owing to the need for speed, partners are often selected 
from existing members of a network, or alternatively reputation in the broader market.

• Partner type: complementarity versus familiarity. Transitory alliances increasingly occur 
across traditional sectors, markets and technologies, rather than from within. Microsoft 
and Lego to develop an Internet-based computer game; Deutsche Bank and Nokia to create 
mobile fi nancial services.

Case Study of Lego which explores 

some of these themes is available 

on the Innovation Portal at 

www.innovation-portal.info

• Commitment: aligned objectives versus trust. The tran-
sitory nature of relationships makes the development 
of commitment and trust more diffi cult, and alliances 
rely more on aligned objectives and mutual goals.

• Focus: few, specifi c tasks versus multiple roles. To 
reduce the complexity of managing the relationships, 
the scope of the interaction is more narrowly defi ned, 
and focused more on the task than the relationship.

But alliances don’t always work – as table 17.2 shows – there are plenty of reasons why 
what looks good on paper fails to work out in practice!

Generative Collaboration for App Development – 
Apple versus Android

In a comparative case study of the mobile phone platforms iPhone and Android, the effects of 
different types of supplier relationship were assessed, focussing on the infl uence of innovation 
and value creation and capture.

The notion of generative capacity is introduced to the research on open innovation, sug-
gesting that it is generativity rather than openness that drives value-creation through such col-
laboration. The two contrasting cases illustrate that generativity and innovation can be achieved 

INNOVATION IN ACTION 17.6
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in different ways: Apple is often characterized (by competitors) as being a proprietary closed 
system, or ‘walled-garden’, but with the benefi t of a more integrated user experience; Google’s 
Android platform is more open and distributed, but is also criticized (by Apple and its followers) 
for being too fragmented and uncoordinated.

The study found that the issue is not only the degree of openness that matters, but both 
openness and control are important to facilitate generative supplier contributions. In the two 
cases of collaborative innovation it is generativity, not openness, that creates the aggregate value 
of the innovation. To some extent, control hinders generativity, as when external suppliers of 
application software must seek permission to be accepted as content, but in other cases control 
can facilitate generativity, through toolkits, standards and guidelines for suppliers. Similarly, 
openness can be both generative and hindering. It opens up for new ideas and possibilities, but 
in some cases a lack of common strategy and coordination can hinder exploration and exploita-
tion, and partners must create their own paths for innovation.

However, they fi nd that the suppliers in the more open innovation networks such as Android 
and the Open Handset Alliance tend to adopt a more active role as creative peer producers, 
rather than merely as contractual deliverers in the case of Apple’s standard relationship.

Source: Remneland-Wikhamn, B., J. Ljungberg, M. Bergquist and J. Kusschel (2011) Open 
innovation, generativity and the supplier as peer: The case of iPhone and Android. International 
Journal of Innovation Management, 15 (1): 205–230.

TABLE 17.2 Common Reasons for the Failure of Alliances (review of 16 studies)

Reason for failure
Percentage studies reporting 

factor (n = 16)

Strategic/goal divergence 50

Partner problems 38

Strong–weak relation 38

Cultural mismatch 25

Insuffi cient trust 25

Operational/geographical overlap 25

Personnel clashes 25

Lack of commitment 25

Unrealistic expectations/time 25

Asymmetric incentives 13

Source: Derived from Duysters, G., G. Kok and M. Vaandrager (1999) Crafting successful strategic 

technology partnerships. R&D Management, 29 (4), 343–51 by permission of John Wiley & Sons Ltd.
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Summary

• Organizations collaborate for many reasons, to reduce the cost, time or risk of access to 
unfamiliar technologies or markets.

• The precise form of collaboration will be determined by the motives and preferences of 
the partners, but their choice will be constrained by the nature of the technologies and 
markets, specifi cally the degree of knowledge complexity and tacitness.

• The success of an alliance depends on a number of factors, but organizational issues 
dominate, such as the degree of mutual trust and level of communication.

• Open innovation is a very broad and therefore popular concept, but needs to be applied with 
care as its relevance is sensitive to the context. The appropriate choice of partner and specifi c 
mechanisms will depend on the type of innovation project and environmental uncertainty.

• In most cases open innovation and internal innovation capabilities are complementary, 
rather than substitutes.

Further Resources

The open innovation movement includes a lot of relevant work on collaboration and net-
works, and Henry Chesbrough, Wim Vanhaverbeke and Joel West have edited a good over-
view of the main research themes in Open Innovation: Researching a new paradigm (Oxford 
University Press, 2008). Recently, there has been a lot of work on open innovation, much of 
it not very original or insightful, but a good place to start is two journal special issues: R&D 
Management, 2010, 40 (3) and Technovation, 2011, 31 (1). For more critical accounts of 
open innovation, see: Trott, P. and D. Hartmann (2009) Why open innovation is old wine in 
new bottles, International Journal of Innovation Management, 13 (4): 715–736; and Mowery, 
D. C. (2009) Plus ca change: Industrial R&D in the third industrial revolution, Industrial 
and Corporate Change, 18 (1): 1–50, and our own review Tidd, J. (2014) Open Innovation 
Research, Management and Practice, London: Imperial College Press.
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Deeper Dive explanations of innovation concepts and ideas are 

available on the Innovation Portal at www.innovation-portal.info

Quizzes to test yourself further are available online via the Innovation 

Portal at www.innovation-portal.info
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Cases Media Tools Activities Deeper Dive

• Open collective 

innovation

• Lego

• Apple versus 

Android

• Search strategies 

for peripheral 

vision

• Opening up 

healthcare 

innovation

• Open door

• Roy Sandbach, 

P&G

• David Overton, 

Ordnance Survey

• Michael Bartl, 

Hyve 

• David Simoes-

Brown, 100% 

Open

• Richard Philpott, 

The Innovation 

Exchange

• Lead user 

methods

• Market 

Research 

Tools

• Partnerships 

with People

• Scenarios

• Acquiring 

technological 

knowledge

• Partner 

search

• Beyond 

lead users: 

Co-development 

of innovations

• Supplier 

innovation

Summary of online resources for Chapter 17 –
all material is available via the Innovation Portal at

www.innovation-portal.info
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