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Introduction

Everybody knows the international television game show « Who Wants to Be a
Millionaire?». When struggling with a question, the contestant can call an expert friend
but the time with this expert is very short to explain the problem and get the answer.
Plus, the answer is not always very clear. Hopefully, the contestant has another lifeline :
« ask the audience ». 91% of the time, the game show audience gives the right answer,
while the expert friend has the correct one 65% of the timel.

This game show brilliantly illustrates the power of the crowd, that some authors
describe as a revolution. « In crowdsourcing we search... » they would say. The Open-
Innovatoin platform InnoCentive uses exactly the same model : ask the audience to solve
your issues. But even bettter, unlike the game show, the audience has a real incentive to
come back as those who gave the correct answer shall receive an award.

This thesis -with InnoCentive has an illustration- explores the confluence of
Crowdsourcing and Open-Innovation.

The Crowdsourcing aims to obtain needed services, ideas or content from a large group
of people, while the Open-Innovation is the practice of acquiring sources of innovation
outside the internal boundaries of the company. The notion of platform is therefore

fundamental : this is a place where Internet users can upload their contribution.

Five to ten years from now, the Open-Innovation platforms was an important question
and many papers have been written on this topic and about InnoCentive. In 2016,
InnoCentive CEO Craig Jones said: « After 15 years we remain the global leader in
Challenge Driven Innovation » But is it so ? Is InnoCentive still the first Open-Innovation
platform? Despite its importance, this is a surprinsingly unexplored question. In this
industrial « ecosystem », very large players have appeared, rising the competition for the
pioneers. The behavior of platform owners towards the other firms in the ecosystem
should have been subject to questioning. In persuance of its intial policy, InnoCentive is
still active, proposing challenges to a community of solvers, and facilitating the work of

companies looking for a new way of doing innovation.

! http://onlinelibrary.wiley.com/doi/10.1002/cpe.4168/abstract Retrieved on 2017, July 27




The literature suggests different approachs to shape the business model of a two-sided
market. While some models suggest not to entry a complementary market to preserve
the incentive to innovate, others suggest to stay in its niche and be the expert for this
area. In this regards, the first part consists of a literature review aiming to present the
main concepts behind the theory of InnoCentive: the Open-Innovation and the
Crowdsourcing, with the works of H. Chesbrough and ]. Howe, but also the two-sided
market theory. Of course, a presentation of InnoCentive shall be drawn up to understand
the history of the company, its background and curent situation.

The second part drives the methodology and presents the data collected. This
methodology -divided in three chapters- puts in perspective the literature review.
Explaining the use of a quantitative analysis rather than a qualitative or enumerating the
pros and cons of KPIs, this part will give the reader the guideline to the final results.

In the third a final part, the methodology will be applied following the same structure.
Starting with an exclusif focus on InnoCentive, the analysis will determine whether or
not the platform is able to leverage the right ressources to be viable and to reach its
breakeven point. Examining the competitors of InnoCentive will then be critical to
position the platform in the industry. Finally, there will be some questioning of the all
market of Open-Innovation platfrom. Based on these answers, the author will be able to

confirm or not if InnoCentive still is the first Open-Innovation platform.



Part 1 : Literature Review

CHAPTER I: Open-innovation and crowdsourcing; Two major Concepts

Section 1: The Open Innovation overview
The rise of Open-Innovation

In the globalized economy, demand for new products and processes forces the
industries to continually re-assess their structure. Innovation can therefore be described
as the catalyst to growth, the lifeblood of most companies. It is not only about the
product they bring to consumers, it is also about the process they use. Innovation has
many faces and companies are keen to mobilize their employees to create that culture

where innovation is encouraged across the board.

Not so long ago, most of the companies in the field of technology and innovation
management thought the only way to generate a successful innovation was “control”. A
company should have an overall control, from the generation of the process to the secret
of selling the final good. The mentality of “do-it-yourself” was supposed to be the only
way to be ahead in terms of innovation. But this situation was quickly difficult to
maintain for companies with the rise of the mobility among the knowledge workers

(Herzog & Leker, 2010).

Nowadays, new technologies have revolutionized ways of communication, facilitating
relations between the stakeholders and the organization. The innovation management
has been reshaped due to three factors (1) The increasing availability and mobility of
skilled workers, (2) The growth of the venture capital market, (3) The increasing
capability of external suppliers (Chesbrough, 2003). Firms have achieved the crucial
matter that the overall control could have reached its limits and that they should use
external resources to develop their innovation projects, leading them to switch from a

Closed Innovation perspective to an Open Innovation model.

The concept of Open-Innovation has first been introduced in 2003 by Henry Chesbrough
using the following words: «Open innovation is the use of purposive inflows and

outflows of knowledge to accelerate internal innovation, and expand the markets for



external use of innovation, respectively» (Chesbrough, Vanhaverbeke & West, 2005).
Among researchers and practitioners, this new concept has aroused a lot of interest due
to its great potential benefits. Indeed, the main idea behind this definition is that
companies can reduce their R&D costs by incorporating external knowledge
(Chesbrough 2006). For the first time, there is a clear distinction in the business model
between “creating value” and “capturing value”, which originally was achieved by the
same business actor. It is therefore a particular kind of outsourcing, but as Eric Schenk
emphasized: “it cannot be reduced to this aspect because it is a two-way process

involving selling and buying knowledge and processes”.

Nevertheless, Open-Innovation was criticized by some authors who believed this
concept wasn’t new and was just an agglomerate of the results of previous researches
(Trott & Hartmann, 2009). Indeed, Open Innovation doesn’t have to be seen as a
dramatically new concept, but more as a theoretical background describing the
evolution of the management of innovation towards different perspectives.
(Chesbrough, Vanhaverbeke, & West, 2005; Lichtenthaler, 2011). Of course, some
examples can be found throughout history but the trends have recently increased as a
result of environmental trends (i.e. the availability of risk capital, product
interdependence, intensity of innovation exchanges, the emergence of innovation

agents, accessibility of information) (Rigby & Zook, 2002).

In the 90’s, the network model was a successful innovation one, but not an Open
Innovation model, as the development and the commercialisation were internally based.
To contrast the Open Innovation with the existing theories, Chesbrough (2006)

highlighted eight features:

Point of Differentiation for Open Innovation, relative to prior theories of innovation

1. Equal importance given to external knowledge, in comparison with internal knowledge.

2. The centrality of the business model is converting R&D into commercial value.

3. Type I [Idea initially considered promising which ultimately proves unsuccessful] and
Type II [Idea initially considered to be unsustainable in relation to the business model
but which in the end shows a commercial value] measurement error (in relation to the

business model) in evaluating R&D projects.




The purposive outbound flows of knowledge and technology.
The abundant underlying knowledge landscape.
The proactive and nuanced role of IP management.

The rise of innovation intermediaries.

© N o e

New metrics for assessing innovation capability and performance.

Mechanisms of Open Innovation

The Closed-Innovation system might have worked very well for many companies in
wide range industries, but there is too much knowledge available in too many areas all
over the world these days to try to do it all by yourself. What is needed instead of a
closed model is an open model. The figure below represents the two different models as
imagined by H. Chesbrough; there still is in the Open Innovation model an R&D funnel
turned on its side but there is many more pathways into the model for ideas to come in,
not only from inside but also from the outside. In terms of those ideas, some are taken
into a market and some of them go through the company own processes but others go

through other processes such as licenses, spin off or joint venture to get to the market.

According to the author about this concept, to disseminate the Open Innovation model

to the general public, “it is much more coming in and much more open coming out”.
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Figure 1-1 : Open-Innovation vs. Closed-Innovation mechanism by H.Chesbrough




Open Innovation is a generic definition that encompasses a large range of practices and
the combination between internal and external resources has many forms. We can
differentiate three main processes, which are in fact, a decomposition in the locus of

innovation. (Pénin, Hussler, & Burger-Helmchen, 2011).

1. Inside-out, where the firm spreads its knowledge and resources to the outside,
using the Intellectual Property rights. Those right are used to protect the final
goods and processes in order to keep a competition advantage. It can be seen as a
source of profit for the company as it generates value using a different pathway

to the market.

2. Outside-in, is the other way around; the company captures knowledge or
acquires a new technology which has been developed by an external source. This
process is the expression that “the locus of knowledge creation does not

necessarily equal the locus of innovation” (Enkel Gassmans & Chesbrough, 2009).

The most direct way to sell a technology is probably to grant a patent license or IPR.
Chesbrough insists on the fact that this is one of the central pillars of Open Innovation.
The market of knowledge and technology has grown substantially and will continue to
do so (Guellec & Pluvia Zuniga, 2009). It is a real help for small technological firms in
order to sell out their technology. Big companies also take advantage of it such as IBM,

with the 8 088 patents they have granted to its inventors in 2016 (IBM, 2012).

A more radical modality than granting or buying a patent, or even trading them with a
patent pool agreement, is to buyout small successful start-ups and therefore fully enjoy
their patent portfolios and develop the innovation on their own. On the same scale, a
spin-off is justified if it gives more focus and profitability to the de-merged business unit
and the latter is usually are a great target to buyout as they represent a significant
source of growth. This is the reality of innovative co-creation where firms give and take

knowledge, either in the form of alliances, cooperations or joint-ventures

3. The coupled process
Finally, the third practice of open-innovation is a smooth combination between the

outside-in (leveraging external ideas and technology) and the inside-out (making



innovations accessible to external users) processes. However, the 'Coupled' process is
not only a combination of mechanisms specific to the two models above, but also

develops other processes for example, strategic alliances or consortia (Chesbrough &

Bogers, 2014).

Boundaries
Outside-in Process of the company
(0
External Locus of Innovation
Knowledge inside the company
Inside-out Process
@ .
Locus of Innovation Exploitation
inside the company outside the company
Coupled Process e
Joined Innovation
and Exploitation

Figure 1-2 : Decoupling the locus of innovation process (Gassmann & Enkel, 2009)

To conclude, since the three concepts were presented as three different strategies, it
would be easy to think that a company wishing to open its innovation process should
choose from one of these three modes. However, they can also be complementary.
Companies therefore choose a main process while integrating, to a lesser extent, the
mechanisms of other strategies (Gassmann & Enkel, 2004; Gassmann, Enkel &

Chesbrough, 2010).

All those inside-out or outside-in processes of innovation can be very interesting as they
diversify the risk and share the uncertainty with the outside partners. According to
Innoviscop - a firm specialized in innovation- we can identify eight categories of

business actors taking part into the (open) innovation process:

All those actors who at first were some potentials threats for a company, have become a
source of knowledge and innovation for the company. The boundaries between a firm
and its environment have changed: it is porous and innovations can easily be transferred
from one side to another, inward or outward. In 2006, Huston and Sakkab (2006)

performed a study on the consumer goods corporation Procter & Gamble. Despite its



enormous resources, the company couldn’t perform all its innovation in-house. Their
program “Connect and Develop” illustrates perfectly the importance of the business
actors, as the company invests two billion dollars every year in innovation. But the
interesting conclusion is that the global network of external partners is the main source

of innovation.

Internal services
focused on
innnovation
(R&D or
Marketing)

Providers &
subcontractors

Open
Innovation

Employees from
other services

Universities and
labs

Public power
(Call for
tenders,

standards)

Figure 1-3 : Business actors taking part of the innovation process according Dehan
(2014)

The choice of a definition

In this thesis, the definition proposed by West and Gallagher (2006) will be retained:
«systematically encouraging and exploring a wide range of internal and external sources
for innovation opportunities, consciously integrating that exploration with firm
capabilities and resources, and broadly exploiting those opportunities through multiple
channels. » (p. 319). This definition enables to present the concept as a whole, without

limiting its scope (i.e. modes of innovation, characteristics of the organization).



Furthermore, the main movements between an organization and its environment at

each stage of the innovation process, are presented.

The Future of Open Innovation

Mostly active in high-tech industries, the Open Innovation phenomenon has shown some
great outputs thanks to its ability of quick changes and continuous movement.
Nowadays, those fields tempt to grow rapidly and the danger upon it is to become a
short-term fashion with short product life cycles and high production costs that even
some large companies cannot afford. The risks taken by an entrepreneur to innovate
have increased due to this short-term fashion and the Open innovation allows to spread
those risks amongst the business actors as the structures move from standalone to
alliances, whether they are verticals or horizontals, cross-industry R&D partnership is a

strong trend.

In consideration of the foregoing, we can also expect a more global development of
technology and product, making the open innovation easier in a flat world. (Gassmann,

0., Enkel, E., & Chesbrough, H., 2010)

Previously, the author has mentioned a large amount of high tech examples using the
open innovation: IBM, Intel, NASA, ... but what about the low-tech industry? Will the
open-innovation management be spread in sectors such as mechanic, medical tools, fast
moving consumer goods, architecture or logistics? In the same perspective, it is more
likely that small and medium enterprises (SME) are willing to open up their innovation
process. Nevertheless, those fast growing global scale SMEs indicate the protection and
leveraging of their intellectual property as being the source of their competitive
advantage. The question remains and as quoted by O. Gassmann: “How far will open

innovation go and how long will it last?”

As showed on the following figure, the border between open innovation and open
source seems difficult to define, especially when talking about innovative communities
and crowdsourcing. The next section will therefore focus on the definition of the

crowdsourcing and its distinction with Open-Source.
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Outsourcing

Crowdsouring

Open Innovation @/ “/~=ecem-

User Innovation

Figure 1-4 : Boundaries between Crowdsourcing, Open Innovation, User innovation and
Open Source (Schenk, 2009).

The common feature between Open innovation and Crowdsourcing is the following:
“knowledge is distributed and the opening of a firm’s R&D processes can be a source of

competitive advantage” (Schenk, 2009).

According to Chesbrough (2006): “Open innovation explicitly incorporates the business
model as the source of both value creation and value capture [...] while open source
shares the focus on value creation throughout an industry value chain, its proponents
usually deny or downplay the importance of value capture”. More specifically, the
second difference between Open-innovation and crowdsourcing are the interactions
between the business actors. In the first case, there are two companies interacting with
each other, while in the second case it is a company interacting with the crowd. The last
one can be individuals or communities, but in every case they don't report as being a

company.
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Section 2: History of crowdsourcing
The purpose of Crowdsourcing

Whether the definitions of both open innovation and crowdsourcing are quite recent, we
can find lots of applications throughout History where both concepts work together. For
instance, during the French Empire, Napoleon’s “Grande Armée” faced a lot of health
issues due to poor food preservation. In 1810, he organized a competition and raised a
price of 12 000 Francs for the winner. Nicolas Appert won the prize with his
revolutionary process, the “Appertisation” and discovered the ancestor of the metallic

cans.

Many other dramatic innovation successes could be mentioned, from the steam engine
to aviation technology breakthrough, but the first definition of crowdsourcing appeared
in Wired Magazine (2006) expressed by Jeff Howe as: “the act of a company or
institution taking a function once performed by employees and outsourcing it to an
undefined (and generally large) network of people in the form of an open call. This can
take the form of peer-production (when the job is performed collaboratively), but is also
often undertaken by sole individuals. The crucial prerequisite is the use of the open call

format and the large network of potential laborers.”

The author continues the definition by explaining the features of the crowd. His model
relies on five principles: (1) the crowd is scattered around the world, (2) the crowd has
limited time to dedicate, (3) the crowd is full of specialists, (4) most of the time the
crowd produces poor results; the firm needs a good filter system to identify the right
specialist(s) and (5) thanks to the comments and assessments, the crowd is a good filter

to poor results and quality eventually picks-up.

This definition encompasses a large diversity of crowdsourcing practices. Schenk and
Guitar (2009) have characterized two different aspects of crowdsourcing: selective and

integrative.
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-Integrative crowdsourcing

For this first aspect, the individual added-value is very small. It is the overall
contribution and the complementarity between the individuals (who together form the
crowd) that creates value to the firm. For instance, the Traffic option within the Google
Maps application is a kind of integrative crowdsourcing. The cellphone constantly
records the current location of the user and analyses its speed. As Google product
manager Dave Barth stated: "When we combine your speed with the speed of other
phones on the road, across thousands of phones moving around a city at any given time,

we can get a pretty good picture of live traffic conditions"2.

With a network of passionate volunteers, a simple (by its structure) open source
software can be one of the most popular websites. Wikipedia is the online encyclopedia
everyone is using, YouTube and eBay are two successful businesses that only have been
possible with the contribution of users. By now, those open source softwares that used
to be the initiative of hobbyists or part-timers like Linux interest everybody as they have
discovered the potential of the crowd. It is not free, but compared to pay a full-time

employee, it costs a lot less.
-Selective crowdsourcing

On the other extreme, the client company who benefits from the crowds input will
choose among all the provided answers the one that suits its needs best. This is a
configuration in which both the consumer and the company jointly innovate. If one is
searching for selective crowdsourcing, the example of the toys company Lego remains

the most famous. (Dehan, 2014).

In 2004, Lego is on the verge of bankruptcy and struggles in all its different strategic
channels; bricks toys, theme parks, video games, The year after, freshly elected CEO
Jergen Vig Knudstorp changed the strategic vision of the company and wanted to create
more links with the consumers (Lauwaert, 2008, pp.226-227). The Lego Ambassadors
program is launched in order to interconnect the different users communities and

integrate them into the manufacturing process. (Open your innovation, 2010). With this

2 https://googleblog.blogspot.fr/2009/08/bright-side-of-sitting-in-traffic.html
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method, a new economic agent is created: the “working consumer”, who by their actions,

create a significant economic value. (Archak, 2010).

User communities have now spread in every industry; as mentionned earlier, the
consumer goods company Procter&Gamble also has its own program “Connect and
develop”. This software is a true success for the firm, who claims that 35% of its
products have at least one component coming from the Open-innovation. (Huston &
Sakkab, 2006). Not only the consumers bring innovative ideas to the company, but they

also express needs that the company would not have perceived otherwise.

The Market of Ideas

A new market of ideas and innovations has been created with the use of portals
connecting firms and Internet users. In this situation, the targeted public is wider than in
the previous case which focused only on the stakeholders - the parents in LEGO’s
conception system - but the concept remains the same: a company in need - “the
seeker”- expresses its innovation issues to a mass of contestants called “solvers”
(Trompette, Pelissier, Chanal, n.d.). Most of the time, those seekers are professors,
academics or consultants specialized in the particular field, while the seekers are mainly
big corporations such as Solvay, Johnson&Johnson, IBM,... or sometimes foundations for
research. We can for example mention the Rockefeller foundation or Pize4Life (Tapscott

& Willimans, 2007).

This innovation issue is expressed in the form of a contest, where the seeker purchases
the winning solution. This bounty or prime, which will later be discussed in this thesis,
represents a main source of motivation for the solvers, who of course will also take into
account the difficulty of the task and the competition level. Innocentive, the first
platform to start operating in 2000 with the initiative of the pharmaceutical company Eli
Lilly, is now worldwide renowned for its challenge problems, mainly in the field of

chemistry, engineering, or computer science.

According to Chanal and Caron-Fasan (2010), these kind of portals - similar to
Innocentive - are at the edge of crowdsourcing due to the fact that discussions are

limited between the consumer -who brings an idea - and the company. Under any
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circumstance, a second or a third consumer will join efforts; it is an individual work
leaving no space for collaboration. If the reader remembers the definition from Howe:
“The crucial prerequisite is the use of the open call format and the large network of

potential laborers.”

The framework of open-innovation and the different aspects of crowdsourcing have
been explained, a focus on those crowdsourcing prize contest platforms will be put. As it
has been defnined so far, Innocentive is a hybrid model with the features of both the

Open Innovation and the Crowdsourcing.

[l Open Crowdsourced
\ Innovation Innovation

e.g. Licensing .
innovations e.g. Mechanical Turk

e.g. Innocentive

Crowdsourcing ‘

Figure 1-5 : The difference between Crowdsourcing and Open-Innovation (Quora, n.d .)
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CHAPTER II: Challenge browser platform

Section 1: The Two-sided market

Definition

A two-sided market (or multi-sided) is defined as a market where a platform enables
interactions and networking between end-users and tries to “bring on board” each side
of the market, as the participation of one group rose the value of the participation of the
other group. But one cannot restrict the definition to this feature. Indeed, from this point
of view, every market is a two-sided market, because to create a market, a buyer and a
seller need to meet and gain from the trade that has been realized. To go further, one
would “define a two-sided market as one in which the volume of transactions between
end-users depends on the structure on not only the overall level of fees charges by the

platform” (Rochet and Tirole, 2006).

In their papers the authors illustrate the two-sided market with the MasterCard
example: one side represents the consumers having a MasterCard while the other side
are the merchants accepting the MasterCard payment. Indeed, having a MasterCard will
have more value for a consumer if the number of merchants accepting this kind of
payment is high. This is a typical illustration of the “chicken-and-egg problem”. As
depicted on the figure XXX, this strategic issue appears when the value proposition of

the two sides depends on the penetration on the other side.

More C3Value to

sellers buyers
Value to More

sellers g buyers

Figure 1-6 : The Chicken-and-egg problem (Strategic Thinker, n.d.)
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When talking about this concept, the “I know a two-sided market when I see it”
comment is quite common. Therefore, the distinction with the one-sided market needs
to be highlighted: if the burden sharing is bargained away by the end-users, if the
information available between the buyer and the seller is asymmetric and if the price is
determined through bargaining during the transaction or if it is a monopoly price-

setting - but without membership externalities - then the market is one-sided.

Hagiu and Schmalensee (2004) reckon there are three different kinds of multi-sided
market platforms: (1) The match-makers helping both sides finding their associate, i.e.
stock exchange (2) The audience-makers matching advertisers and buyers, i.e. Yellow
Pages (3) The transaction-based businesses organizing transactions between the two
sides of the market, i.e. MasterCard. This last category is the most interesting one for us
as it includes the innovation platforms as defined by Pelissier (2008) regarding the

relation between both sides, the organization and the internet users.

Pricing and externalities

A good activation will be achieved through a proper pricing management (Rochet et
Tirole 2006). Rochet and Tirole close their analysis by discussing on the pricing
methods: the membership fee or the usage fee. For the MasterCard example, the
consumers pay an annual membership while the merchant pays a fee for each
transaction. Eisenmann, Parker and Van Alstuyne (2006) go even further in terms of
pricing : usually, one of the sides is subsidized (subsidy-side) because the number of
users on this side is the main source of value for the other side who pays a usage fee
(monetary-side). The price discrimination between the two distinct groups of users is

one of the key characteristics of a two-sided market.

Web 2.0

The two-sided market theory is also linked to the Web 2.0 phenomenon, especially in
the case of InnoCentive. The term Web 2.0 is used to translate an evolution or, according
to some authors, a revolution of the Web. If the Web 1.0 was characterized by fixed
pages where only the website editor was able to bring some content, the Web 2.0

characterizes the evolution of the website user, coming from a static to a dynamic role as
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the user can now add content on the website and by doing so, starts adding value to the
platform he/she is using (Tapscott & William 2006). On the other side, the website
architect becomes a platform manager and develops a business model to suit the new
status of the user. The main pioneer who developed this concept is YouTube for sharing

videos, Wikipedia for knowledge and of course InnoCentive for R&D processes.

With this new kind of platform, a new question has risen: Should the user be considered

as a customer or as a resource able to add value?

Business model and managerial implications

New phenomenon, new ways of using the Internet and the platforms mean of course
new business model to shape. Amongst the many definitions of Business Models, the
author choses the one from Voelpel, Leibold and Tekie (2004) as it gives a synthetic

view of the concept:

“The term Business Model can be defined as the particular business concept (or way of
doing business) as reflected by the particular business’s core value proposition for
customers; its configurated value network(s) to provide that value, consisting of own
strategic capabilities as well as other (e.g. outsourced/allianced) value network and
capabilities to continually sustain and reinvent itself to satisfy the multiple objectives of its

various stakeholders.”

The platform manager is neither a single host who brings some storage space, nor a
content producer; he is the intermediary, the editor and the animator of the platform
who defines the Business Model of this one platform. The literature (Wargnier et al.
2004; Osterwalder et al. 2005; Lecocq et al. 2006) characterizes a Business Model with
the following elements: (1) the value proposal for the clients, (2) the production
infrastructure, (3) the position of the company in the chain-value and (4) the revenue
model. This original concept of Business Model needs to be reviewed with the Web 2.0

as:

- The platform manager has to deal with multiple targets, at least two, and for
each, a new value proposal.

- Some knowledge and skills are owned by anonymous users
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- Being free of charge for one of the side is a central pillar of those platforms.

Having two different value proposals, one for each side of the platform basically means
that their manager has a potential innovative power on each side. If for one side of the
market the pricing policy is to remain free of charge, the innovation power means

finding new ways to value the user community, by proposing new services.

Just like most of the market with network externalities, the market for ideas is a two-
sided market, as there is the user of a product -or service- on one side has an effect on
the value of that product to users from the other side. To succeed, Rochet & Tirole
(2006) mentioned that a platform like InnoCentive must “get both sides of the market on
board”. In the following section, the author would like to introduce InnoCentive and
outline the business model of platform competition, i.e. how they attracted each side of

the market while getting their competitive advantage.

Section 2: Open-Innovation and Crowdsourcing platforms

Whether InnoCentive or Kaggle may be some exceptions, as the challenges required
highly advanced skills and complex knowledge of the area of competence, for most of the
others platforms, people from anywhere and with any backgrounds can give their inputs
on a project. Ideas come from everywhere and an entrepreneur can collect many
different inputs from collective wisdom. “Exploration is the engine that drives
innovation. Innovation drives economic growth. So, let’s go exploring.” This quote from
the oceanographer Edith Widder get the measure of the innovative spirit of those
companies. The appendix 1 lists the major platforms for Open Innovation regarding

their targeted users or their business model.

Industry overview
According to InnoCentive: “Challenge and price competition are a severely underused

tool that should be systematically instituted by governments in order to rectify the
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considerable problems and market failures that exist within the innovation system”
(InnoCentive White paper, n.d.B). Nevertheless, the risk that a challenge might be poorly

expressed or executed could discredit the entire open innovation concept.

Not only private companies such as InnoCentive or NineSigma propose these kinds of
rewarded challenges. It historically was a practice used a lot by governments or public
organizations. Nowadays, some US institutions continue to propose some challenges,
such as the H-price (see price capital). Nevertheless, those challenges are often poorly
shaped and do not properly match with the community. An assumption would be to
think that they are less likely to be bold due to the difficulties they face to justify a large
award. InnoCentive warns governments about the use of innovation challenges as it
takes expertise since the design of the challenge is important. (InnoCentive White paper,

n.d.B).

Section 3: InnoCentive

As mentioned earlier, InnoCentive is an initiative of the pharmaceutical company Eli
Lilly. More precisely, the idea came out in 1998 of two of its employees, Alpheus
Bingham and Aaron Schacht, while they were exploring the applications of the Internet
to business - the first name of their idea: “molecule.com”. Eventually, the idea get off the
ground three years later, launched by Jill Panetta, Jeff Hensley, Alpheus Bingham and
Darren Carroll, who became the first CEO.

From its creation to 2005, InnoCentive was funded by Eli Lilly and Company before
being spun out of control by Spencer Trask & Company. Appendix 4 shows the different
rounds of funding and the investors since they are no longer part of Eli Lilly; from 2006

to 2011, InnoCentive has been able to raise $30,3 millions.

In February 2012, the Massachusetts-based company acquired for an undisclosed
amount the UK-based platform OmniCompete, specialized in the areas of security,
energy, healthcare and cloud computing. Those new offices have become the

headquarter of InnoCentive for Europe, Middle East and Africa (EMEA) operations.
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Simon Schneider, CEO and co-founder of Omnicompete is curently the vice-president

and has taken the lead of the London office.

Main Operations

Innovation intermediaries are a new kinds of actors who can manage the relationship
between innovative firm and innovation communities (Chesbrough, 2006). They are
web platforms which function as marketplace and appeals for individual contributions

through open calls on behalf of their customers, the private firms. (Channal, 2010).

InnoCentive is one of those exchange platform as described by Hagui and Schmalensee
(2004), by the fact that it connects different categories of users in order to proceed with
a transaction. This structure aims to outsource the innovation process, by an individual

mean as the solvers do not collaborate with each other’s.

Except from its crowdsourced challenge programs we will develop further, the company
also proposes a collaborative SaaS-based Open-innovation platform called
InnoCentive@Work. It enables the users to engage and manage innovations
communities internally. Those communities can be composed of employees, partners,

and customers generating novel ideas but also express some upcoming issues.

InnoCentive claims that more than 2000 external challenges have been expressed since
the beginning of the platform in 2001, and almost one-third would have been resolved,
finding a relevant answer in the 62 000 solutions that have been submitted.

Initially, the platform focused on pharmaceuticals challenges, due to its affiliation with
Eli Lilly. But quickly, companies from biochemistry, genetics, or materials heard of the
success of the platform and proposed their own challenges. So far, less than 100 firms

have proposed a challenge.

As shown on the following chart, most of the challenges remain in the original research
area of Eli Lilly, namely chemistry and life science. The solvers have therefore a high
level of education as more than half of them claims to have a PhD, Lakhani said.

(Lakhani, Jeppesen, Lohse, Panetta ,2007 )
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Répartition des domaines scientifiques
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Figure 1-7 : Scientist area distribution (Liotard, 2010)

Starting in the late 2006, InnoCentive and the Rockefeller Foundation collaborate a lot,
proposing many challenges in different fields of research in order to encourage the non-
profit organization to participate. For two years, the Rockefeller Foundation decided to
assume the fees asked by the platform to submit a problem, when that particular
problem were proposed by a non-profit organization. They went even further by taking
charge of half the price of the bounty originally proposed. Thanks to this action, a few
researches against AIDS or tuberculosis were funded. Compare to the one-third success
rate for a classical challenge, those proposed by the foundation had a big fervour and

reach 80% success rate.

The challenges are rewarded by an average prize varying from $5000 to $100 000, even
if several bounties up to $1 million can be denoted. InnoCentive claims they have
accumulated $50 million prices over the last fifteen years.

Those bounties are for sure a major incentive for the solvers, coming from 200 countries
to find the solution. They have been more than 380 000 to participate and submit a
solution. For each problem around 200 solvers are interested in but only one-tenth
upload their researches, for which they have spent in average ten hours (Lakhani,
Jeppesen, Lohse & Panetta, 2007). Surprisingly, most of the solvers submitting an

answer work in an unrelated field of research (Travis, 2008).
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Strategic Overview

InnoCentive claims to be different from any other kind of platform by their expertise in
designing a challenge for a seeker. Indeed, to have a successful challenge, targeting the
right solvers is essential. The organization has hired a whole team of scientist from
different fields in order to help a company to express the challenge. Sometimes it needs
to be reworded or divided into several sub-challenges corresponding to several tasks
easier to resolve, but also to ensure anonymity of the seeker - that InnoCentive
particularly values. A whole trainee program, the ONRAMP (Open Innovation Rapid
Adoption Methods and Practices), is proposed by InnoCentive to every firm asking for

the help of the platform.

Once the challenge has been uploaded online, the solvers have on average 30 to 60 days
to post a solution, which is rather short regarding the complexity of the challenges.
When the time is over, InnoCentive gathers and filter the solutions and with the seeker,
elect one or several winners. These winners will receive the price set at the beginning of
the process. This is one of the fundamental pillar of InnoCentive; the price is always set

ex ante and cannot be negotiate afterward.

The second pillar of InnoCentive business model is the way they manage the Intellectual
Property Rights (IPR). The literature with Bessy & Brousseau (1997) has highlighted the
difficulties within the market of patent and IPR. The architecture of the platform and the
mechanisms in place to reduce the asymmetric information are a real added value for

InnoCentive as they are committed to foster a good relationship between both sides.

Before a solver can upload a solution, he/she will be required to create an account and
sign the “InnoCentive Solver Agreement” (a mettre en annexe) aiming to deal as soon as
possible with the questions of IPR. If a solution happens to be the winning one, the IPR
shall be transferred before the solver can receive the award. But on the other way
around, the agreement also insures that if a solution is not selected by the seeker, the
following cannot claims as being the legal owner of the solution. All those legal
mechanisms, in addition with the anonymity of the seeker and the ex-ante award tempt

to reduce as much as possible any uncertainties and the asymmetry of information.
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From another perspective, the relation between the seeker and the solver is
characteristic from a two-sided market (Rochet & Tirole, 2002). Indeed, InnoCentive
comes in the middle of the seeker and the solver as a mediator and its only income are
the fees the platform charges to the seekers; the solver does not pay anything to submit
an answer. Therefore the calculation is easy; the more challenges are uploaded, the
more InnoCentives revenue will grow. But only if the community of solvers is big, only if
the percentage to receive a valuable answer to the challenge, the seekers will use the
platform. In a further point, we shall develop the cost for a seeker to understand the
struggle. InnoCentive wants to prove its solver community is reliable and comes from
the most prestigious universities. For this reason, the company works in collaboration
with a few university from the US, Russia or China. To gather even more scientists,
InnoCentive facilitates some Team Project Room, an online workspace where solvers
can invite one another and therefore make the community grow. The issue is that only

the team leader solver will be rewarded.

Beneficials

In addition to the elements developed in the previous section, InnoCentive - and
generally the Open Innovation - offers several incentives for both the seeker and the

solver.
-For the seeker

When working on an innovation project, a company usually has three alternatives: (1)
explore and develop the idea using internal resources, (2) go to an external consultant
or (3) find external collaborators as universities. Using InnoCentive Challenges, one can
access a much wider network of experts than with the previous alternatives and

outreach innovators beyond the traditional field of the problem.

To quote Bill Joy from Sun Microsystems : “Most of the smart people work for someone
else” (Bingham & Spradlin, 2011). And not only this approach offers you a wider
networker, but also a faster research process, as illustrated by the BP spill oil case in
2010 in the Mexico Gulf. To manage the crisis, the oil company used the user community

of InnoCentive to avoid a major environmental disaster. On average, a solver will work
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74 hours on the challenge, while it would have taken around 6 months if developed
internally by the corporation (Lakhani,). The explanation of this tremendous gap is
rather simple: most of the time, the winning solver has already faced a similar problem
and therefore knows the answer. “In 72.5% of all cases, the winner just reuse an existing

solution from a previous task he or she solved in a different context.

Now it happens that most of the time, the seeker finds the solution of the
challenge outside his field of expertise. That being said, we can imagine it would have

been very unlikely for the seeker to find the solution on their own.

-For the solver

Prior research have proposed that solvers who attend a challenge for a crowdsourcing
platform in order to develop their creativity and get recognition from their peers. Wasko
and Faraj add that the contribution from an individual will be more important if he/she
really perceive that recognition. The link between reputation and potential future
earnings is not really clear but for instance, “there is evidence that sellers with good
reputation on eBay enjoy higher sales and even price premiums. In another example,
sellers on Amazon.com with better record of online reputation can successfully charge

higher prices than competing sellers of identical products ” (Wasko and Faraj, 2005).

The Award being set ex ante, a solver from InnoCentive cannot benefits from his/her
notoriety and charge higher prices. Nevertheless, InnoCentive takes good care of their
solvers as they are the best way to attract new clients (the seekers). On their website, a
whole tab is reserved for the “Top Solvers” and “Winning solvers”, resulting in a win-win
situation for the website and for the solvers who might be approached by a seeker for

their expertise.

Brabham (2008) with his research on Istockphoto - a similar platform to InnoCentive -
emphasized three main motivations for the solvers : (1) make money, (2) develop

individual skills and (3) have fun.
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So far the strengths of InnoCentive has been described, but one might ask himself what
the potential ROI of this platform might be. How come not every companies use it if it

can save both time and investment?
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Part 2: Methodology

Before going any further, let remind the reader the purpose of the thesis, which is
answering the following question: Is InnoCentive still the first crowdsourcing platform for
Open Innovation challenges? InnoCentive is one of the pioneers is this area and has
driven many initiatives. Practical research has been driven in order to put into
perspective the literature review, and based on the results qualify the foundings of the

first part.

The methodology is structure into three different questions, where each question will
help to evaluate the necessary conditions and capabilities that a company should master
in order to be considered as efficient and prosper. Therefore, the analysis will start with
a focus on InnoCentive’s resources. The second step will have a wider interest as the
author will analyse the competition and see if InnoCentive is able to out-perform the
other platform. Finally, the analysis of the whole crowdsourcing power shall be

performed to understand the context these platforms are facing.

The decision tree hereafter represents an overview of the complete framework to follow
in this second part. In the third part of the thesis, this framework will be completed by
applying the methodology and will serve as the sole basis to structure or line of

argument and answer the question of interest.
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The evaluation shall include both a quantitative and qualitative analyses. Assessing the
capacity to innovate will be performed in the qualitative way while the quantitative
analyses is more suited to evaluate the achievements and the execution of the strategy

designed by the management team.

Qualitative analysis

« Different firms have different capacities to innovate and that a firm’s capacity to
innovate is a function of its culture, resources, competencies and networks ». This quote
from the study of Andy Neely and Jasper Hii (1999, p1.) will drive the analysis based on

their definition of these variables reported in the table 2-1.

Variables Definition Examples (innovative)

The culture is a set or rules or beliefs
Culture that influence the way the things are
done in the firm

Openness, flexibility and consistent
communication

Resources are a set of skills and assets
Resources that may be the source of a
competitive advantage

Technology and multi-skilled
workforce

Competencies are skills and
Competencies | knowledge enabling the firm to exploit
its innovative ideas

Idea generation capability and market
knowledge

Networks are systems enabling
Networks different users to interact and
exchange information

Customers, competitors and suppliers
interface

Table 2-1 : Variables affecting innovative capacity (Neely & Hii, 1999, pp. 6-7 & 32)

Following the authors, this analysis of InnoCentive capacity to innovate will be achieve
by collecting information and insights form the website of the platform, form academic

sources and other reports.
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Quantitative analysis

To measure a firm’s performance toward innovation, many different indicators can be
used. Benoit Gailly divided them into three categories: the inputs, the processes and the

outputs (see appendix 2)

Regarding the lake of information for many of variables in these categories, our analysis
will be focused on the number of partnership (inputs), the operational improvement
(outputs) and the innovative image (outputs). Indeed, regarding the scope described by
Gailly and the resources available, evaluating the processes will not be accurate or could

not lead to some substantial results.

To perform this quantitative analysis, the author wanted to collect as much data as it
was possible to do with WayBack Machine. The archive website took over 104 snapshots
of the Challenge Center from December 29th 2010 to March 2nd 2017, or almost three

pictures every two months.

Being a two-sided platform as explained earlier, the Challenge Center is the most

important page on InnoCentive website. The company describes it as the place

“where InnoCentive connects Seekers and Solvers with a myriad of the world’s toughest
Challenges. Seekers post their Challenges in the Challenge Center and offer registered
Solvers significant financial awards for the best solutions. Solvers can search for Challenges

based on their interests and expertise.” (InnoCentive, n.d.A)

CHAPTER I : InnoCentive’s innovative capacities

In this first chapter, the author would like to present the methodology used to answer
the following question: Is InnoCentive able to leverage the right variables to be
innovative and competitive? In order to answer this question, it is essential to evaluate
both the variables creating revenues and the variables creating value for the platform. In
this context, InnoCentive would be considerate as competitive only if both the resources

assessments give them concrete and visible outcomes.
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Section 1: Variables creating revenues

The approach will follow two axis of research: is InnoCentive able to attract new clients,

and is InnoCentive able to keep these clients and derives profits from them.

The first resources to analyse are of course those with a potential to generate earning
for the company. As learnt from the theory of the two-sided market, for InnoCentive, the
side of the seekers is the main revenue stream as it is the only side of the platform being
charged. A decomposition of the revenue model of the platform will therefore be done in
order to assess the financial profitability of the company. Dividing the annual revenue of
a firm by the number of employees gives the “revenue per employee per year ratio”.
When comparing this ratio against other companies, it may indicate a

higher productivity and effective use of the firm’s resources.

Section 2: Variables creating value

After the analysis of the variables creating revenues for InnoCentive, the author will
explore the other side of the market, the side creating value. This part does not bring
back direct earnings but participate in the creation of the corporate branding of the

platform for instance.

Following the same path of the previous section, but only this time with a focus on the
solvers, the axis of research will be: is Innocentive able to attract the solvers and create a
valuable community? The theory highlighted the virtuous circle where a valuable
community of solvers will attract more seekers, proposing more challenges and rising
the competition, which will attract more solvers... but where to begin? Probably by
recruiting a qualified and innovative management team able to attract both sides by

proposing new services.
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CHAPTER II: InnoCentive’s competition

After a first chapter focused only on InnoCentive strategy and execution, expand the
field of study to InnoCentive’s competitors in order to answer the second question: is

InnoCentive able to outperform its competitors?

Once again, the author will quickly tackle the financial situation of the main competitors
but this will not be the most relevant part of the analysis. The profitability of a platform
is very difficult to assess, as they all are careful not to reveal those information.
Nevertheless, some figures will have to be mentioned, especially regarding the funding
background of the companies. A good alternative is to compare the results found in the
first chapter, namely the community of solvers, the partnership and the strategy of the

platform.

Performance measurement

The comparison of the three platforms will only be possible if the author is able to define
a proper scale of performance. This performance measurement has to be simple yet
effective in order to align those measures with the business strategy, structure and
corporate culture. This will also enable to give more easily some recommendations
about the variables that need to be leverage. In this regard, the financial performance

will not be processed.

The performance measurement takes two axes of analysis: the community and the

challenge proposition. Around these two axes, four driver KPIs will be deployed:

(1) Visibility; measures the platform presence on the social medias, using the

share of voice as a metric

(2) Availability; measures both the frequency of published content (mainly the
challenges) and the accessibility to the challenges

(3) Activation; measure the time it takes for a solver to be able to register and
then be able to solve a challenge (considering he/she knows the answer).



32.

(4) Quality; measure the success rate of each platform.

Because of the “black box” strategy that many platforms are using, it is not possible to
deploy KPIs measuring the Gross Merchandise Value, the Net Revenue, the Margin and

the Market Shares for instance.

Section 1: Selection of the competitors

The methodology to select the most appropriate companies to performed the
comparison will be achieve by first listing all the potential candidates and then assess

the adequacy based on several criterion.

(1) Geographic coverage: like InnoCentive, the platform should address challenges to
solvers from the entire world and not restricted to a population from a particular
area.

(2) Field of expertise: the nature of the challenges proposed should be related to the
scientific domain.

(3) Education level of the solvers: in a certain way linked to the previous criterion, the
solvers community should be mainly composed with academics or consultants
with an important background.

(4) Prize money: the average award for a successful solution should be between $10
000 and $30 000.

(5) Challenge schedule: resolution time and frequency challenges

In the selection of the platform, all five criterions will have the same weight.

Section 2: Community

At First, a comparison of the community of solvers will be performed. This includes both
the number of members but also the growth of this community. Indeed, if a platform is

not able to grow its community of solver over time, or if they are not able to sustain a
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certain level of teamwork and network effect, the management team might need to

review its business model.

Of course the « fame » of a community itself cannot be compare to one another. Some
group of solvers cannot be describe as more efficient or more reliable just because some
renowned searcher have participated to a few challenges. In a same vein, the rate of
success of a platform is subjective and for this reason, will not be appropriate for our

analysis.

Section 3: The business model

In a third and final phase, the author will have a closer look at the activity on the
selected platforms but more importantly to the business model and the value
proposition for both the solvers and the seekers. What are the key elements that make
the business model profitable, scalable and sustainable? Do the platforms have the same

business model? Are they leveraging the same element?

This will be achieve by the analysis of the channels of communication, the brand

positioning...

Chapter III: The market of the open Innovation
platform

To close this analysis, the last chapter of this part is related to a general feeling and call
into question the overall idea of Crowdsourcing and Open-Innovation. Has the power of
the crowd been over estimated? Of course, the focus remains the open-innovation
platform, which, for the last couple of years, has been at a stalemate. The first step will

be to list the main actors, the main platforms for the different area.
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Section 1: The In-house alternative

In the following section, the author begins by looking at the first alternative for
companies to avoid Open-innovation platform: create your own platform in-house. The
interview from different actual and potential partners of InnoCentive will provide the
reasons of their choices and the understanding of their strategy and beliefs that we
gained as a result of conducting them, through the use of brief quotations. The author
have endeavoured to ensure that the quotes are representative in that they catch the
sense of a number of interviews and the perspectives of a number of different managers.
This method has been chosen as: « Interviews provide in-depth information pertaining

to participants’ experiences and viewpoints of a particular topic » (Turner III, 2010).

Interviews in Amsterdam at Heineken NV have been conducted with Bas van Vulgt, Head
of Front End Innovation; at Solvay Campus Brussels with Thierry Collard, R&I external
affairs manager for Europe and via Skype with F.Sallmann, Head of Innovation at GSK
vaccines in Wavre. The respondents were told that we were doing a study on
InnoCen