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Finding an Innovation Strategy That Works

By Frank T. ROTHAERMEL
Anp Anprew M. Hess

pursuing ' - innova-
right path can be
¥ tricky, even for the
most seasoned of managers. That’s
because there are many options
from which to choose, and no one-
size-fits-all recipe for success.
To make it a little easier to find
the right path, we spent five years
analyzing some comimonly used in-

novation strategies. In particular;

we took an in-depth look at four
approaches—recruiting and culti-
vating human capital, spending on

internal research and development, .+

engaging in strategic alliances, and
acquiring technology ventures—and

what happens when companies try 8

to pursue some or all of them at
the same time.

- We found that while it is possi-
ble to achieve a higher level of in-
riovation by pursuing some of these
strategies simultaneously, . more
isn’t always better. Some strategies

- don’t mix well, and companies risk
wasting valuable resources if they
pursue them together. So while
some managers may be tempted to

- try all of these approaches at once,
thinking it will improve their odds
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“hen it  comes to

tion, choosing ‘the :

of success, our research indicates
they should resist the urge.

Otie caveat: Our research fo- :

cused onhow global pharmaceuti-

cal companies pursued innovation
in the-field of biotechnology. Stili,

while our findings may be based on
the drug industry, we believe they
provide invaluable insights for all

‘- managers.

It's the People

Specifically, we found that the
most-effective way to achieve con-
tinuous innovation over the long
term i3 to hire and cultivate tal-
ented people. Companies that inno-
vate. through hiring will have stron-
ger control over their intellectual
property and often a steadier pipe-

line of future inventions because  +

they aren’t relying on outside part-
ners for any part of the innovation
pProcess.

The odds of this strategy work-
ing improve when a company builds
a-team of both star and nonstar
employees. Having people who can
prospect for new ideas (star scien-
tists, for example) and people who
can turn those ideas into actual
products and services (rank-and-file
knowledge workers) makes success-
ful innovation more likely.

We observed, however, that
some of the companies trying to in-
novate through human capital
wasted resources by also pouring
money into alliances. That’s be-
cause the kind of knowledge gained
through alliances can be the same
kind of knowledge gained by build-

ing a team of star scientists and a
good supporting cast-—resulting in -

diminished returns for éach addi-
tional dollar spent. The guestion to
ask is; What are the unique assets
gained through an alliance that [

haven’t already obtained from my
human capital?

Working Well Together
The innovation stlategles we
found to be most complementary

: ~when pursued together were alli-

ances and acquisitions. That’s be-
cause forming a joint venture with
a company before trying to buy it
gives a company inside information
about the target’s worth and the
value of the resear ch it is seeking
to acquire.

El Lxlly & Co,, for example was

. ‘involved in a joint venture with
. Icos Corp., maker of the $1 billion=

plus erectile-dysfunction drug Cia-
lis, before purchasing the company
outright in-January 2007. More re-
cently, Lilly, which has an entire de-
partment devoted exclusively to
managing alliances, was able to
outmaneuver Bristol-Myers Squibb
Co. to acquire ImClone Systems
Inc., maker of the cancer-fighting

drug Erbitux; which also has more

+ than $1 billon in.annual sales,

Alliances and internal R&D
spending often complement each
other, as well, at least among the
companies we studied. That’s be-
cause internal knowledge allows
companies to more readily identify
the most promising research areas,
which in turn allows them to select
the most promising research part-
ners, Internal knowledge also helps
companies better urnderstand the
information that is exchanged be-
tween partners, increasing the effi-
ciency of such arrangements.

Many other combinations of in-
novation. strategies are possible,
significantly. increasing the com-
plexity. But-the bottom line is that
inmovation - strategies should be
pursued simultaneously only if they
complement each other—that is, if
the marginal henefit of each activ-
ity increases in the presence of the
other activity. If the marginal bene-
fit of each activity decreases in the
presence of the other activity, then
chances are they aren’t worth pur-
suing together.
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Boundary-Setting
Strategies for Escap-
ing Innovation Traps
By Liisa Vélikangas
and Michael Gibbert
(Spring 2005)
Smartly placed, legit-
imizing constraints
actually enable inno-
vation by focusing it
and giving it traction
in the competition
for corporate atten-
tion and resources.

8 How Management

Innovation Happens
By Julian Birkinshaw
and Michael Mol
(Summer 2006)

Few companies un-
derstand how such
innovation oc-
curs—and how to en-
courage it. To foster
new management
ideas and techniques,
companies first need
to understand the
four typical stages in

‘the management

innovation process.

@ How to Manage
Qutside Innovation
By Kevin J. Boudreau
and Karim R. Lakhani
(Summer 2009)
Should external inno-
vators be organized
in collaborative com-
munities or competi-
tive markets? The
answer depends on
three crucial issues.




