
 

Innovation Networks: Harnessing the 

Power of Ecosystems to Transform 

Organizations 

 

In 1899,the head of the United States Patent office supposedly 

sent his letter of resignation to President McKinley; he figured 

everything that could be invented, had been invented. Suffice it 

to say, that theory has been disproved consistently for more 

than a century. Still, the question as to whether innovation is 

important or worthwhile persists. 

Today, traditional product and process innovation programs 

are still very much alive. In fact, entire teams at numerous 

global organizations are charged with continuously creating 

new and innovative products, or enhancing existing products in 

innovative ways. Other companies weave innovation into the 

organizational culture.  

At 3M, for instance, executives encourage employees to 

overcome bureaucracies within the company and turn their 

ideas into marketable products. Recently, this approach 

resulted in the creation of brighter, clearer, more scratch-

resistant computer filters, which allow computer screens to be 

read only from the front, were also a product of 3M’s internal 

call for innovation. The screens, which increase security and 

privacy, are popular with organizations such as healthcare 

facilities because they help them comply with the Health 

Insurance Portability and Accountability Act (HIPAA).As a 

result of these and other initiatives designed to foster creativity 

and bold thinking, brilliant ideas are introduced into the market 

place relatively frequently. 

As market leadership becomes less sustainable due to rapid 

change, increased competition and other factors, executives 

are finding new sources of competitive advantage. Consider 

such leaders as Procter & Gamble, Apple,and Dell - each of 

these organizations has increased  its lead on the competition 

by finding new ways to bring innovation to its trading partner 

system. 

In this white paper, Venky Rao, an Innovation Evangelist, 

discusses the ways in which innovation networks—entire 

ecosystems of creativity—address some of the challenges of 

competing in today’s dynamic, knowledge-intensive economy. 

Successful optimization of innovation by leveraging the 

creativity of entire ecosystems can be one step toward the 

broader achievement of what Venky refers to as collaborative 

transformation. 
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I. The Opportunities and Payoffs of 

Innovations 

Traditional approaches to innovation are very often quite 

powerful, effective, and profitable. Product innovation, creating 

new goods or services and introducing them to the market, is 

one way to gain significant competitive advantage. Process 

innovation, achieving transformation by changing the way 

business is done, is another. And establishing Innovation 

Networks, when organizations harness the creative capabilities 

of their entire eco systems, is an even more effective approach. 

Product Innovation: Truly innovative concepts, such as a 

product innovation—new goods or services introduced to the 

market—often have a significant impact. Consider the Swiffer®, 

a lightweight sweeper from Procter & Gamble. This fairly simple 

dust broom was designed to remove dirt and grime from a 

surface, rather than spread them around, as a mop can do. The 

Swiffer® cleans dry surfaces by attracting and trapping pieces 

of dust and dirt in disposable dry cloth, without using chemicals. 

Wet cloths can be attached to the disposable, mop like head to 

manage dried spills and other messes. The ability to simply 

throw away the used cloths makes the Swiffer an especially 

attractive product. Its handle is also telescopic, making it easy 

to clean hard-to-reach areas. Febreze®, another household 

cleaning invention, also serves as an excellent illustration of 

product innovation. It is sprayed on fabrics to eliminate odors. 

When the fabric (a hotel bed spread, a home or automobile 

carpet, a hockey jersey etc.) dries, bad smells disappear. It is a 

remarkably effective way to remove odors and germs, and 

eliminates a great deal of labor. 

Process Innovation: Dell, the personal computer maker, set a 

high standard for process innovation with its build-to-order 

sales model, which transformed the way people and 

organizations bought PCs. Dell PCs do not differ radically from 

those sold by Gateway, IBM, or Hewlett-Packard in terms of 

features or functionality. However, the way they are built and 

sold is quite revolutionary. 

Although Dell’s innovation might seem relatively simple—super-

efficient manufacturing and direct sales that bypass retailers—it 

is extremely powerful, and complex to execute. In a matter of a 

few years, Dell changed the way businesses and consumers 

shopped for computers and components. Today, consumers 

happily order their products and components direct from Dell, 

eliminating several costly supply chain steps and retailer 

margins in the process. Dell’s customers also buy sight unseen, 

a rarity for big-ticket items. The benefits of its process 

innovations are numerous; 

 



 

 

Dell’s direct, build-to-order relationship with customers provides 

the precise computer systems they want, and enhances their 

satisfaction.  

Forgoing aging and expensive inventory helps provide 

exceptional pricing for the latest technologies and features 

customers want. Limiting inventory is especially significant for 

rapidly depreciating and quickly evolving items such as chips and 

hard drives.  

Dell’s highly efficient supply chain and manufacturing 

organization keep prices low. The company leverages standards-

based technology it has developed with industry partners. 

Dell’s streamlined sales force also removes costs. Because 

customers spend time (usually quite contentedly) determining 

what to order, Dell does not require traditional sales 

professionals. Instead, it relies more on order-taking and 

facilitation skills, which are easier to standardize and less 

expensive to purchase in the labor market. 

Dell also helped consumers identify PCs more as a commodity. 

There was great value, Dell recognized, in the approach to PC 

sales. Instead of focusing primarily on developing technology, 

Dell concerns itself with making and delivering computers 

efficiently. Quality is also a primary concern. If a computer 

malfunctions, the responsible Dell employee and component 

supplier can be tracked easily and held accountable. 

Dell’s innovative direct sales model was effective for years. 

However, it is less advantageous today—evidence that most 

innovations have a shelf life. Hewlett-Packard has introduced its 

buy-direct model, while Dell is complementing its direct approach 

with an indirect sales model, one that includes kiosks in shopping 

malls.  

Dell’s move to embrace, at least in part, a traditional selling 

model shows that when competitors adopt the same innovation 

processes, its benefits ebb fairly quickly. This also points out the 

value of continuous improvement—the need to stay a step 

ahead. 

Innovation Networks: Innovation networks can help companies 

place distance between themselves and their competitors by 

delivering results beyond what traditional product and process 

innovation have often produced. Innovation networks are 

effective because they optimize organizations and their entire 

global ecosystems. 

Usually, these ecosystems include groups such as partners, 

suppliers, and customers, but also government entities and non-

government organizations (NGOs). 

 

 

 

 

 

 

Process 

Innovations 

can provide 

cost and 

efficiency 

advantages 

that can 

challenge 

established 

incumbents; 

need for  

continuous 

innovations 

to stay 

ahead of 

competition 



 

 

 

 

 

 

As the parties to 
the innovation 
process extend 
beyond the four 
walls of an 
enterprise, 
devices, 
approaches, 
revenue models, 
delivery 
channels, and 
profitability can 
be transformed 
in ways that no 
individual can 
achieve working 
alone 

As the parties to the innovation process extend beyond the 

four walls of an enterprise, devices, approaches, revenue 

models, delivery channels, and profitability can be 

transformed in ways that no individual can achieve working 

alone. 

When successful, innovation networks foster greater levels 

of creativity and productivity, often because of the combined 

knowledge and capabilities of the groups involved. The 

innovations of a whole network can be more powerful than 

those that could have been developed by individuals or 

smaller groups. 

The creation of the iPod, the iconic portable music player, 

demonstrates a comprehensive innovation network very 

well. It is an Apple product, but Apple outsources the design 

and manufacturing of the iPod’s components to a vast 

network of organizations. In fact, many of the product’s 

most innovative features come from organizations other 

than Apple. 

Partnerships in ecosystems: Japan’s Toshiba, for 

instance, provides miniature hard drives to store music; 

Wolfson Microelectronics, a Scottish organization, 

enhanced the audio and headphone quality. Santa Clara, 

Calif.-based Synaptics provides the touch scroll technology 

that enables iPod users to quickly change menus, select 

songs, adjust volume, etc. Foxconn, a Taiwanese company, 

assembles the units, at a facility in China. The iPod 

presents a powerful case study of both innovation and 

globalization. 

The results are dramatic. Apple and its ecosystem that 

made the iPod pocket-sized and functional also made it 

transformational. iPod enabled people to purchase and 

listen to music in dramatically different ways—ways that 

resulted in enormous economic benefit to Apple.  

Innovation Networks require broad organizational change 

 



 

II. Complications/Challenges to 

Innovation Networks 

As the iPod demonstrates, innovation networks can revolutionize 

the creation, dissemination, marketing, and sales of certain 

products. However, involving numerous contributors to any 

project increases complexity, and can compound existing 

problems. Organizations should be watchful in the following 

domains when establishing innovation networks. 

Skills. Transferring, hiring, and/or cultivating right professionals 

for a successful innovation network is a challenge. It is made 

even more difficult by the frequent disconnect between research 

professionals and their development colleagues at many 

organizations. The need for diplomacy among organizations of 

varying sizes, market powers, national origins, time zones, and 

cultures makes finding these skills even more difficult. 

Organizational Buy-in. It is usually difficult to convince the 

entire organization that a new, large-scale program will be 

worthwhile. Any significant new initiative requires change, and 

often, abandonment of policies and procedures in which 

individuals or groups are deeply invested. Additionally, people 

with no incentive or impetus for change are likely to maintain the 

status quo—“It’s not my job to worry about that.” 

Metrics. Workers perform to satisfy the criteria on which they are 

measured. If employees are not recognized or rewarded for 

innovation, more than likely, they too will maintain the status quo. 

Furthermore, what is good for an individual’s division, immediate 

superiors, and home company will frequently be at odds with the 

welfare of the larger network. 

Work Content. People who are pressured to operate as 

efficiently as possible should not be expected to deliver 

exceptional innovation. If an organization’s environment is not 

conducive to innovation, expecting innovation is unrealistic. 

Accepting Failure. Innovation has to imply failing. If failure is 

absolutely not acceptable within an organization, very few 

employees will take risks—an environment antithetical to 

innovation. On the other hand, if failure is not discouraged 

enough, mediocrity will reign. Executives must strike a delicate 

balance with accountability along lines transparently and firmly 

established in the early stages of the venture. 

Culture. Innovation networks require cross-functional 

cooperation, and streamlined efforts from people from different 

parts of different organizations. Realistically, some people who 

are involved in an innovation network may not be enthusiastic 

about it. It may represent changes that are perceived as 

unnecessary, or undermining to individuals or groups. 
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III. Emerging Innovation Networks 

Instead of closing down patent offices or scaling back on creativity, 

today’s companies are under significant pressure to head in the other 

direction, to continuously develop new and better products and 

services. As a result, they are even developing innovative ways to 

innovate. 

The world is also becoming wealthier. Today, Ferraris are sold in the 

lobby of Chinese luxury hotels and Indian entrepreneurs and 

executives are purchasing jets. Transactions such as these were 

highly unusual a decade ago, but relatively commonplace now. As 

global consumers acquire more goods and services, it seems, the 

more choices they demand. 

While the Swiffer® was revolutionary and ingenious, consumers 

quickly found that they also could find uses for Swiffer® feather 

dusters, mops, and carpet care products. Febreze® spray, before 

long, was complemented by Febreze® scented candles, plug-in room 

deodorizers, and air fresheners.  

Moreover, 15 years ago, there were only a few varieties of SUVs—the 

Explorer, the Land Rover, the Suburban, and a few others. Now, there 

are dozens—running the gamut from the giant Ford Excursion to the 

smallish Subaru Forrester. Cell phones too, come in myriad shapes, 

sizes, and varieties, with hundreds of features—more than most 

people will ever use. Additionally, consumers can choose from among 

hundreds of types and brands of shampoo at the typical Western 

grocery store.  

To keep up with the increasing demand for more and better products, 

executives constantly consider new ways to satisfy customers. 

Innovation networks are often the answer. Some varieties of 

innovation networks are discussed here: 

Co-creation. Several companies work with their consumers and other 

extra-enterprise organizations to co-develop innovations. Superior 

innovation depends on both (or all, as the case may be) parties to add 

value to the network. 

IKEA, the well known Swedish retailer, sells inventive furniture—but 

often, consumers must assemble it at home. The furniture is worthless 

without the co-creative element provided by the purchaser. 

In a business context, an organization can pay tens of millions of 

dollars for an enterprise resource planning software package, but that 

is no guarantee of success. Just as the golfer must heed the advice 

the instructor provides to co-create and participate in a superior 

solution, the organization buying the ERP package must apply best 

practices in development and implementation. The co-creative 

element—the effort and insight added by the customer, or, ideally, 

partner—is critical. 

 



 

In a similar vein, healthcare plans are placing more responsibility 

on users. Those who exercise, and are fit, may merit a better 

rate, just as safe drivers do for automobile insurance. In short, 

healthcare providers are telling the organizations they insure, 

“Get your workforce healthy for the best rates.” 

Automakers, who are committing heavily to collaborative design 

and production, also are involved in this approach. In fact, 

several major automakers no longer create interiors for the cars 

they sell. Instead, they work with suppliers, who design and build 

the entire subsystems, which are then installed at the plant. In 

this case, the auto manufacturers behave more as systems 

integrators and powerful brands than bottom-up manufacturers. 

Innovation through Financial Processes: The financing of 

capital goods is another strategy numerous organizations employ 

that relies on an innovation network. 

For example, in the past, a large hotel chain that needed 20,000 

office chairs would likely shop around with providers, find a deal 

to its liking, and buy them. However, alternative purchasing 

strategies might provide more financial flexibility and free up 

money for more strategic programs or expenditures. A 

condensed version of such a purchasing strategy follows: Instead 

of buying the furniture from the global furniture provider and 

having the deal end there, the hotel chain, a short time after 

purchase and delivery, sells the chairs back to the provider at a 

loss. As a result, it is able to claim the furniture’s depreciation on 

its books. The furniture provider, which again owns the chairs but 

has not reclaimed them, works with a financial institution to draw 

up an agreement, and then leases them back to the hotel chain. 

In this case, the hotel has the furniture it required, but can also 

take a tax deduction and enjoy more suitable financing 

arrangements, while conserving capital and preserving lines of 

credit. The furniture manufacturer receives payment for its goods, 

and the bank has helped broker the deal. The chair has not been 

innovated at all; the approaches to its ownership and use, 

however, have changed significantly.  

“Servicization.” The concept of turning existing products into 

services is another innovation having a far-reaching impact on 

the marketplace. Recently, a German maker of small foam balls 

that are injected into heat exchange units to clean them needed 

to overhaul its business model. Its clients’ procurement officers 

were demanding the product at such steep discounts, margins 

were being eliminated. As a result, the manufacturer created a 

service. Instead of selling foam balls, he sold a concept: the 

assurance of a clean and reliable heat exchange unit—at all 

times. Then, his company took over maintenance of the heat 

exchange unit, a more profitable approach than simply selling a 

component of the service. At the same time, the customer, who 

no longer had to worry about maintaining the units, was able to 

focus on more strategic matters. 

6 To-Do's for 

Innovation 

Networks 

Be Open to 
Innovation. “Not-

Invented-Here” attitudes 

can quickly negate the 

creativity and fresh 

perspectives a partner can 

bring to the network. 

Set Up Ground Rules. 
Establish (or negotiate) 

strict intellectual property 

policies with partners. By 

failing to do so, a company 

can create, and even 

subsidize, new competitors. 

Establish Quality 
Standards.  Be careful 

not to compromise a high-

value brand by farming out 
what differentiates the 

organization. Trust your 

network to execute, but 

make sure standards are 

met. 

Know Your Network 
Partners. Identify and 

address both internal and 

inter-company barriers to 

change before creating an 

innovation network. 

Understand union 

regulations, compliance 

issues, and the laws and 

cultures in different 

countries, etc. Remember, 

surprises are usually bad 

news. 

Clarify Lines of 
Responsibility. The 

iPod is an Apple product. If 
one of its components 

malfunctions and leads to 

lawsuits, Apple is 

responsible. And even if it 

can collect from the partner 

that caused the problem, 

Apple takes the PR hit. 

Manage Discord. 
Network participants do not 

always see eye to eye, and 

argue periodically. Your 

partners are capitalists too. 

They will fight for the best 

deal for their organizations. 

On the positive side, 

creative solutions often 
arise from confrontation 
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 IV. Establishing an Innovation Network 

Environment 

Innovation networks can make a dramatic difference in performance 

and profitability. And, as several examples cited earlier have shown, 

they do not need to be extremely complex. Instead, they must only 

leverage the insights and capabilities of several contributing groups in 

creative and transformative ways. 

A final example involving Indian sardine fishermen illustrates a 

relatively simple, but remarkably effective innovation network. In 

years past, sardine fishermen would go out to sea, haul in their fish, 

and return to one of a few ports where they could sell their catch. 

Sometimes, however, they would arrive in a port, only to find that 

other fishermen had beaten them there; there was no one there to 

buy their fish. Worse, their rudimentary boats had no real refrigeration 

capacity. That meant that by the time they reached another port, the 

catch would spoil and tons of sardines were simply dumped back into 

the sea. On other occasions, a purchasing agent on a dock, knowing 

the fish had a fast-expiring shelf life, would offer a price that was only 

a fraction of the catch’s worth. By establishing a sardine cooperative 

and equipping fishermen with some cell phones—relatively basic 

technology—the fleet can determine where to bring its catch before 

heading for shore. As a result of this newfound visibility into the 

system, dumping has been eliminated. And fishermen, who now find 

out prices at various ports, are able to play purchasers against one 

another. The fishermen often call one another at sea when they 

happen upon schools of sardines, share price information, and 

collaborate in other ways. They have built an extremely effective 

innovation network.  

Here are several additional ways a company can participate 

successfully in an innovation network: 

Get the Right People. Assign the right people to develop innovation 

networks— intelligent, persuasive communicators who can unite 

disparate groups and convince reluctant individuals to rally toward 

common ends. Innovation networks require cooperation among 

groups from different geographies, industries and cultures. Ensure 

that those in charge understand critical sensibilities. 

Foster Innovation. In the right environment, innovation can take 

place amidst a seemingly ordinary work life. Companies should work 

to recognize, promote, and reward innovation wherever possible, not 

only in terms of market-facing products themselves, but also in terms 

of input and process—distribution channels, the supply chain, internal 

processes, etc. In short, they should increase the scope of 

innovation. 

Starbucks has embraced this approach. Its coffees, although 

sometimes exotic, are not dramatically different from those sold by its 

competitors. In many respects, the coffee is a commodity. However, 

innovative Starbucks employees have created a different and 

extremely popular user experience around coffee. 



 

Attain Long-term, Senior-level Sponsorship. Large-scale 

change almost always meets resistance in some corners. 

Demonstrate the benefits of an innovation network to all 

stakeholders before beginning, and ensure that the executive 

suite provides “air cover” when those asked to make sacrifices 

voice their displeasure. 

Implement Creative Metrics. Ensure that people have the 

incentive to change. Workers who are rewarded for the status 

quo will deliver it. 

Tolerate Mistakes. Innovation includes periodic failure. The 

Wright brothers suffered through numerous disappointments 

before getting their plane off the ground. Other important 

innovations may require similar patience. 

 Establish a Sound Marketing Plan. Innovations are not worth 

much if they cannot be brought to market quickly and efficiently. 

Rather than concentrate on creating the next iPod, a company 

should consider what is required to create a new musical 

experience—better ways to bring music to listeners. If a company 

becomes too bogged down in the outcome—a new car, a new 

personal stereo, a new golf club—ingenuity suffers. 

V. Benefits of Innovation Networks 

When optimized, innovation networks provide abundant benefits. 

Apple’s recent success—its profits for the third quarter of 2007 

were up 72 percent over the same period in 2006—can be 

attributed in large part to the iPod (although its Macintosh 

computers also contributed significantly). Additionally, partners in 

innovation networks, such as Toshiba have gained direct and 

significant results. For example, it is believed that for every 1 

million iPods sold, Toshiba earns about $30 million. Portal Player, 

that manufactures the iPod’s controller chip also benefited 

mightily from being part of the iPod innovation network. It earns 

about $2.5 million on each 1 million units sold. 

Less tangible benefits are also common. For instance, by relying 

on their entire workforces to participate in innovation, companies 

empower all associates, making them feel like valuable 

contributors. As a result, it is easier to attract, retain, and cultivate 

exceptional innovators and leaders. And as stated earlier in the 

paper, an innovation network is greater than the sum of its parts. 

With exceptional people, a flexible environment that cultivates 

and rewards creativity, and support (i.e., long-term funding and 

continuous governance) from the executive suite, an organization 

can leverage the collective capabilities and resources of large 

and disparate groups to great advantage. More and more, 

winning organizations are those best able to collaborate to 

innovate, and leverage the combined skills of entire ecosystems. 
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