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‘Our mind-set will be to avoid the moonshot’ said Boeing CEO James McNerney at a Wall Street
analysts meeting in Seattle nearly 5 years ago (see Gates, 2014). The ambitious, exploratory and
risky endeavour dubbed as moonshot project of the Boeing 787 Dreamliner had sunk billions of
dollars in an industry where end-users demanded more comfort and convenience for less cost.
According to McNerney, moonshots do not work in a price-sensitive environment. It is argued
that they also tend to take the focus away from more immediate value capture opportunities
as seen through Google’s loss on its core Cloud Platform to Amazon Web Services (AWS).
Google’s parent company Alphabet which oversees Google X (a semi-secret moonshot project
lab) more recently reported that it had incurred a US$1.3billion in operating loss on moonshot
projects with a sizeable increase in compensation of employees and executives working on these
projects (Alphabet, 2018). Notably, none of the Google X lab spin-outs (e.g. Loon — a balloon-
based internet project, Waymo — self-driving car project, Wing — drone delivery project) have
been identified as commercially viable. Despite the uncertainties and failures, the focus on
moonshot innovations continues to proliferate in academia (Kaur, Kaur and Singh, 2016; Strong
and Lynch, 2018) and practice (Martinez, 2018). Yourden (1997) even wrote an interesting
book on perseverance and tenacity to keep going even after failed projects. Proponents of
moonshot thinking have claimed that it can help solve society’s biggest challenges (e.g. cure
cancer, see Kovarik, 2018) with some suggesting to encourage such thinking by paying failure
bonuses (Figueroa, 2018). Yet others remain sceptical, positing that moonshot is ‘awesome and
pointless’ (Haigh, 2019, p.4). A proverbial question, thus, emerges: are moonshot innovations
simply wishful thinking or can they be part of business-as-usual? In part, the answer may be
two-fold — 1) understanding the value of moonshot thinking, and 2) understanding moonshot
challenges.
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The value of moonshot thinking

Perhaps the most talked about moonshot programs have come out of X, formerly Google X but
now a separate identity under the parent company Alphabet. Its captain, Astro Teller, delivered
a Ted talk on the “unexpected benefit of celebrating failure”! in 2016. He identified two moonshot
projects — automated vertical farming to tackle undernourishment and variable-buoyancy cargo
ship to inexpensively transport cargo whilst reducing carbon footprint. Both these projects
were killed as they failed to answer two inherent in all business-as-usual considerations — is it
viable and feasible? The automated vertical farming could reduce water waste and save land
resources but could not produce the much-needed staple crops like grains and rice. The variable
buoyancy cargo ship in similar vein could reduce the need for runways and make an impact on
carbon pollution but just to build one such ship for testing would cost nearly US$200 million,
money that Google X could not afford to burn at the time. Other X projects such as making
affordable fuel from seawater and back-to-the-future style hoverboards with magnetic levitations
have failed too. However, these setbacks did not stop Teller who promotes X as a moonshot
factory that plans to spin-out innovations at the intersection of huge problems, breakthrough
technologies and radical solutions (see Thompson, 2017). X boasts that it is not in the game of
solving business-as-usual problems and that its purpose is to create the next Google by bringing
together inter-disciplinary teams of inventors, engineers and makers.

To understand the value of moonshot thinking, one only needs to look at X’s process and ideology.
The most hopeful project from X is that of Waymo that aims to change land transportation
through self-driving cars. In this talk Teller argued that building self-driving car came as a
natural moonshot under the environment where nearly 1.2 million are dying on our roads each
year. At one stage in 2018, Waymo was valued at US$175billion by Morgan Stanley (Rapier,
2018) with other wall street firms claiming its worth to be nearing US$250billion (Ungarino,
2018). But of course, this all relies on the commercial viability of the self-driving cars and
Waymo’s other experiments on transport services (e.g. commercial freight, in-car services, etc.).
In an interesting climax, soon after X retro-fitted Lexus into self-driving cars, they realised a
major flaw in their moonshot thinking — once you make a driver less observant, s/he loses the
attention to take back control in emergencies. The crisis meant Waymo was back to the drawing
board, which eventually resulted in less ambitious (and arguably more viable) driver-engaged
self-driving option. A more outrageous X project, which might be appropriately named, Loon
promised a network of balloons floating in the air to provide internet to remote and rural places.
However, after being sued for patent infringement, misappropriation of trade secrets, breach of
contract and losing critical technology rights to rival firm Space Data, the Loon balloon might
just have popped (pun intended) (see Harris, 2017). As if he had a crystal ball, Bill Gates in an
interview with Bloomberg five years earlier had said such projects do not help solve core societal
problems. He added, “when you are dying of malaria, I suppose you’ll look up and see that
balloon, and I'm not sure how it’ll help you. When a kid gets diarrhea, no, there’s no website
that relieves that. Google started out saying they were going to do a broad set of things and
they shut it all down. Now they are just doing their core thing” (Stone, 2013). Loon and Waymo

! See the full transcript of Astro Teller’s Ted 2016 talk here: https://www.ted.com/talks/astro_teller_
the_unexpected_benefit_of_celebrating_failure/transcript
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raise an important question, does moonshot thinking really help solve problems or has X has
completely misunderstood what moonshot is? The quest to answer this question needs a quick
lesson in history — the real moonshot story.

J.F. Kennedy stood at Rice University in 1961 and announced that he had a dream, a dream
to put man on the moon and safely bring him back. The intent, planning, mental effort and
execution of what followed eight years later as the Apollo 11 mission came to be known as
the moonshot project. Apollo 11 heralded three men into space, landed two on the moon who
took some pictures and picked up rocks and, eventually returned all of them back to earth
in a compact capsule. Apollo 11 marked a giant leap in technological projects is noted as a
triumph for a new era in which coordinated management systems are designed and integrated
with sophisticated engineering to create successful moonshots. It showcased America’s political
will, technological prowess and economic capacity in the age of space race. The real moonshot
was neither economically viable, nor practically feasible at the time, a far cry from X’s current
take on its moonshot innovations. Apollo program united the nation, forged new collaborations
and pushed the existing technologies to new levels of performance and reliability — the unintended
benefit of moonshot thinking. Indeed, several new technologies emerged as spin-offs from lessons
learned from Apollo — Velcro and Teflon being the prominent ones amongst others that brought us
freeze-fried raspberries, scratch-resistant eyewear and featherlight foil blankets. Besides Apollo
itself created numerous new jobs and redefined computer engineering techniques that resulted in
new microchips and information management systems (Haigh, 2009). Apollo shaped our future
in radical ways — from catapulting space science to environmental movements to the utopia of
the emerging tech culture (Turner, 2006). A key lesson from Apollo program is that moonshot
innovations do not start with clever answers, rather they start with the painstaking task of
finding the right questions. On this logic, perhaps moonshot and innovations do not belong
together. Loon and Waymo have not failed if the iterations in their experimental stages resulted
in deeper discussions on how humans interact with technologies and if the subsequent focus
continues to be afforded on the development cycles. However, Teller’s approach of failing fast
and cheap seems too far from the moonshot that Apollo was. As Haigh (2017) argues, ‘Letting
Silicon Valley steal the term "moonshot" for projects with quite different management styles,
success criteria, scales, and styles of innovation hurts our collective ability to understand just
what NASA achieved 50 years ago and why nothing remotely comparable is actually under way
today at Google, or anywhere else’ (p. 2).

Moonshot challenges

The question is how we catalyse moonshot thinking while still focusing on viability and feasibility?
While innovations tend to stretch the boundaries of strategy and human cognition (see Sund,
Galavan and Brusoni, 2018), moonshots galvanise communities towards tackling a huge societal
challenge and shape desired future in the process. Inherently, all moonshot innovations have
common traits — they are risky, sound outrageous for the time, resource consuming and call
for some of the best minds to collaborate for months and years. They are more than where
a company executive wants to take the firm, almost certainly more than the desire to create
new products. Understandably so, all moonshots are radical innovations but not all radical
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innovations can claim to be moonshoots - the defining keywords being ‘huge societal challenge’
and ‘shape desired future’.

Cancer is a huge societal challenge and so is clean energy, internet access not as much. Companies
such as Grail that is working to detect and cure cancer before its symptoms become evident, are
the ones that can claim moonshot innovations. Grail is testing new ways to conduct liquid biopsy
and search for cancerous mutations that can be detected with any available technology. Likewise,
apart from the obvious, a huge challenge for today’s urbanised society is to create construction
material with low CO2 emissions. Companies such as bioMason have developed bricks with
materials that do not require heat to produce, using microorganisms to grow biocement — an
outrageous proposition for the prevailing traditional masonary techniques. There are several such
examples, from Tesla’s home batteries to Sungevity’s remote solar design tool to the simpler food
alternatives to animal-based products?.

Notable observations amongst these examples are that in striving for moonshots, the firms did
not abandon the attention towards incremental (or the so called 10%) improvements. Business-
as-usual remains focused on the core activities at these firms — developing quick fail prototypes,
sourcing and combining emerging technologies and looking for those quick-wins and revenue
growth bets. This attention is important as by its very definition, moonshot calls for a long-term
futuristic vision, looking beyond the present affordances and imagining a desired world that may
never eventuate. For managers and captains of moonshot, the proverbial saying that “shoot
for the moon and fall amongst the stars”may present just the right amount of pragmatism to
moonshot thinking. Yet, so as far as firms continue to rely on return on investments, a prudent
strategy will always be to maintain the business-as-usual through a portfolio of new ventures. The
probability of landing amongst the stars is certainly higher than landing on the moon. Coming
back to the opening of this editorial, McNerney said he would rather have Boeing innovate like
Apple than do moonshots every 25 years. He was of course referring to period between 2006-
2010, the peak of iPhone development when Apple spend just US$4.6 billion against Microsoft’s
US$31 billion to shape the future of telecommunications. Moonshot innovations, at least in their
current state, are simply wishful thinking and far from business-as-usual. This is disturbing
since the value of moonshot is far reaching (once again pun intended) but in the age of corporate
venturing, uncertainties and complex decision contexts, the pressure of viability and feasibility
is continual — for, if you have promised to shoot for the moon, you better hit it.

Innovatively yours,
Anne-Laure Mention, Jodo José Pinto Ferreira, Marko Torkkeli

The Editors
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1. Introduction

Many firms from diverse sectors increasingly apply artificial intelligence (AI) in terms of advan-
ced data analytics and intelligent algorithms (Davenport & Ronanki, 2018; Dubé, Du, McRae,
Sharma, Jayaraman, & Nie, 2018). Most of these firms focus on Al for replacing human work
in selected processes (Agrawal, Gans, & Goldfarb, 2018; Plastino & Purdy, 2018). Examples
include sectors as diverse as banking, e.g. Bank of America, and logistics companies like DHL.
However, merely using Al to substitute human work is only a first step. These smart automa-
tion processes will become standard procedures, and they will not enable firms to achieve an
intelligence-based competitive advantage in the future. Companies rather need to integrate Al
with their human expertise (Lichtenthaler, 2018a). While it may be difficult for competitors to
imitate human competencies, it is even more challenging to copy combinations of human and
artificial intelligence.

If we take for granted the underlying economic logic of Al (Agrawal et al., 2018) and the need for
a closer collaboration of humans and machines (Daugherty & Wilson, 2018), companies still face
the challenge of developing appropriate strategic initiatives to stay ahead of their competition.
Many established strategy frameworks (Barney, 1991; Porter, 2008) allow for accommodating the
recent developments of Al, but they do not help to fully map the competitive consequences of Al
and its interplay with a firm’s human expertise. In particular, the interrelationships of different
intelligence types and their effect on firm performance may not be examined comprehensively
with established strategy frameworks.

This paper aims at moving toward an intelligence-based view, which may provide some important
contributions. First, it advances the established perspective of a knowledge-based view (Grant,
1996) by illustrating how different intelligence types help to leverage the underlying knowledge,
information, and data. Second, the concept of intelligence architecture highlights the benefits
of an integrated perspective on human and artificial intelligence (Daugherty & Wilson, 2018).
Third, an intelligence-based view provides new insights into the competitive effects of human
expertise (Gardner, 1983). Fourth, it offers new insights into firms’ possibilities to profit from
AT (Davenport, 2018). Fifth and finally, an intelligence-based view is inherently dynamic, and
this dynamic perspective enables the integration of different types of learning processes (Sirmon,
Hitt, Arregle, & Campbell, 2010).

2. Extending the knowledge-based view

A firm’s ability to gain a competitive advantage at one point and to further sustain it over
time is at the very heart of strategic management. Over the past decades, different frameworks
have provided externally and internally driven views of understanding firm performance. Po-
pular perspectives with a focus on external factors are the structure-conduct-performance and
competitive forces frameworks (Bain, 1959; Porter, 1980). Here, the logic suggests that those
firms will be successful which are competitively well positioned in an attractive industry. With
regard to internal factors, the resource-based and competence-based perspectives have become
very popular (Barney, 1991; Wernerfelt, 1984). On this basis, the dynamic capabilities and
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innovation-based perspectives put particular emphasis on the capabilities that are needed for
dynamically sustaining a competitive advantage (Lichtenthaler, 2016; Rodrigues-Alves, 2018;
Teece, Pisano, & Shuen, 1997).

Along with a growing importance of knowledge management in the 1990s, the notion of a
knowledge-based view of the firm was developed (Nonaka, 1994). It is an extension of the
resource-based perspective because it considers knowledge as the key resource (Grant, 1996).
Thus, firms may achieve a competitive advantage by developing particular knowledge from un-
derlying information and data (Rowley, 2007). Specifically, data usually describes some discrete
elements, such as numbers and words. If the data is organized, structured, and useful, it becomes
information, which refers to linked elements, such as equations or sentences (Ili & Lichtenthaler,
2017). If information gets meaning because it is contextualized, organized, and synthesized, it
becomes knowledge, for example chapters or theories (Kogut & Zander, 1992). There are other
systematizations of data, information, and knowledge, but this understanding is consistent with
the knowledge-based view (Rowley, 2007).

Basically, the knowledge-centered strategy framework suggests that the possibilities to achieve
a competitive advantage from data and information are limited, whereas the step from infor-
mation to knowledge is key because the synthesized and organized knowledge is complex and
challenging to thoroughly understand and copy for competitors. Knowledge is often complex and
difficult to imitate, especially tacit knowledge, which may not be articulated easily (Nonaka &
Krogh, 2009). Therefore, knowledge may provide an important basis for achieving a competitive
advantage (Madhavan & Grover, 1998). The knowledge-based view further enabled analyses
how electronic knowledge management systems contribute to firm performance by helping to
share information and knowledge within and between firms (Bock, Sabherwal, & Qian, 2008).
While the knowledge-based view has deepened our understanding of the role of knowledge and of
knowledge management systems, it does not fully incorporate the impact of intelligence, neither
human nor artificial intelligence.

Beyond gaining a competitive advantage due to different knowledge bases, firms may achieve
superior performance because of a unique intelligence architecture, including their human and
artificial intelligence. In this regard, intelligence may be regarded as the next step beyond
knowledge which enables wisdom (Ili & Lichtenthaler, 2017). Specifically, knowledge becomes
intelligence if it is given insight and enables understanding because it is integrated and actio-
nable (Rowley, 2007). Following the analogy of words, sentences, chapters — referring to data,
information, and knowledge — an example for intelligence could be a book. Drawing on the ana-
logy of numbers, equations, theories, an example for intelligence could be a system or paradigm.
Thus, intelligence describes knowledge that is applied and organized to enable insights that could
not be gained from knowledge without intelligence. As such, the intelligence-based view is an
evolution of the knowledge-based view.

At first glance, the conceptual distinction of knowledge-based and intelligence-based perspecti-
ves may appear to be only academically relevant, but it also has major managerial implications.
In particular, an intelligence-based view underscores that firms with the same knowledge may
have significantly different performance outcomes. Even if two firms have access to the same
internal and external knowledge, they may achieve different competitive positions if one firm
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has superior intelligence that enables specific insights as a basis for targeted competitive moves
that the other firm lacks. These intelligence-based advantages may derive from human or ar-
tificial intelligence — or from a combination of the two. Independent of the particular type of
intelligence, these performance differences may not be explained with a mere knowledge-based
strategy framework.

For instance, imagine two firms becoming aware of new developments based on comprehensive te-
chnology foresight. Both companies gain some new knowledge about technological developments.
The company with superior intelligence may generate valuable insights from the additional kno-
wledge, and these insights may enable it to develop new products and services based on the
technologies which open up a novel market. The competitive advantage in that market is prima-
rily based on the firm’s intelligence because the two companies had similar data, information and
knowledge. Accordingly, this illustrative example shows a clear contribution of an intelligence-
based view beyond knowledge-based arguments. Here, it is particularly important to note that
this basic example does not require Al solutions to illustrate the value of an intelligence-based
strategy framework.

These conceptual arguments help to clarify why different types of intelligence are competitively
relevant beyond knowledge bases. To achieve a sustainable competitive advantage, it is therefore
key for companies to develop intelligence that their existing and potential competitors lack.
Despite the critical role of intelligence, however, an intelligence-based view of firm performance
does not imply that data, information, and knowledge are not important. Rather, knowledge is
also key in an intelligence-based context. If firms hypothetically only had intelligence without
any underlying knowledge, they would continually develop similar types of knowledge again and
again. A company with a high level of intelligence — human and /or artificial intelligence — would
start unnecessarily reinventing different concepts, processes etc. without being able to achieve the
benefits from the knowledge bases that its competitors probably have developed. Accordingly,
developing high levels of intelligence without any underlying knowledge is not useful from a
competitive point of view.

3. Toward an intelligence-based view

Intelligence can be defined in a variety of ways (Gardner, 1983; Hunt, 2011). Basically, it involves
some mental activities, such as learning, reasoning, understanding, seeing relationships and more
(Mueller & Massaron, 2018). While algorithms and data analytics enable Al, no computer may
entirely implement any of these mental activities so far (Mueller & Massaron, 2018). Nonetheless,
there have been major advances in different fields of Al in recent years. To profit from Al, it is
therefore important to systematically understand what kinds of intelligence a human typically
has and whether these mental activities may potentially be simulated in the foreseeable future.
Ever since, human intelligence has provided a basis for competitive advantage (Daugherty &
Wilson, 2018). Some firms, such as Google and many consultancies, place emphasis on selecting
candidates in some hiring processes based on selected indicators for different intelligence types.
An intelligence-based view enables executives to highlight their employees’ human intelligence
as a particular competitive strength.
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3.1. Human intelligence

There are various reasons for assuming a positive performance impact of human intelligence (Mu-
eller & Massaron, 2018; Tegmark, 2018). In particular, it may have direct and indirect effects on
firm performance. On the one hand, it may directly enable better results. For example, different
human intelligences may help to take more informed managerial decisions, which positively affect
subsequent performance. In a similar vein, particular engineering skills of human experts, for
example at General Electric (Woyke, 2017), may contribute to solutions that are superior to
competitors’ products, leading to a competitive advantage that can quite easily be traced back
to human expertise — even if intelligence leads to superior products only, which then provide
the basis for enhanced performance. Beyond these relatively direct benefits, human intelligence
may contribute to better decisions in selecting new employees, in wisely spending budgets, or in
choosing the right partners for alliances or M&A deals.

All of these key strategic variables are strongly affected by the intelligence of the humans that
are involved. Thus, the overall impact of human intelligence goes far beyond some amazing
ideas and extraordinary talents of selected employees. In particular, it also affects the choice
of Al tools. Specifically, the effective use of Al depends on the managerial decision to rely on
this type of Al for that particular application. Consequently, the impact of human intelligence
on firm performance may be broader and stronger than you may initially assume, even if the
growing relevance of Al is taken into account. While this impact may take many indirect forms
and can go a relatively long chain of effects, it may often be traced back to particular types of
human intelligence. There have been multiple attempts to systematize human intelligence, but
the following classification of Howard Gardner has become a well-accepted overview. Specifically,
the distinction is part of the theory of multiple intelligences, which divides human intelligence
into various modalities rather than viewing it as one overall ability (Gardner, 1983). The theory
distinguishes seven types of human intelligence, with different potential for simulation by means
of computers (Gardner, 1983).

The first type of human intelligence is bodily-kinesthetic intelligence, which refers to the control
of bodily motions and the ability to thoroughly handle objects (Gardner, 1983). This type
of intelligence may be imitated by robots, even if they only performance repetitive tasks. The
second type is creative intelligence, which refers to developing new patterns of thought that enable
unique artistic, musical, or written output. The third type refers to interpersonal intelligence,
which describes a human’s sensitivity to others’ feelings and the ability to collaborate in a group
(Gardner, 1983). This type of intelligence is related to similar notions of emotional intelligence.
The fourth type of human intelligence is intrapersonal intelligence, and it refers to inward-
looking and self-reflective capabilities. Thus, it enables a person to develop an understanding
of one’s strengths and weakness. As such, it currently is a human-only type of intelligence
(Mueller & Massaron, 2018). The fifth type is linguistic intelligence, and it describes a strong
ability with words and languages. This type of intelligence includes, for example, understanding
written and spoken input, processing it, and providing a useful and understandable answer.
The sixth type is logical-mathematical intelligence, and it refers to logic, reasoning, numbers,
and abstractions (Gardner, 1983). Thus, it enables calculating results, exploring patterns and
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drawing comparisons. Finally, the seventh type is visual-spatial intelligence, which refers to
spatial judgment and visualization in physical environments (Gardner, 1983).

In addition to these seven types of human intelligence, which have been described by Gardner
(1983), some other types have been suggested, including existential, naturalistic, and a teaching-
pedagogical intelligence. However, the focus here is on the original seven types because even
adding several more will mostly likely not lead to an exhaustive list of intelligence types. From
a management perspective, it further is not essential what particular segmentation of human
intelligence is used. For achieving a competitive advantage, it rather is more important that a
firm — or a firm’s employees — have a particular ability and that the firm makes use of this ability.
This application of human intelligence may occur in relative isolation or in combination with one
or multiple types of Al

3.2. Artificial intelligence

There are many different categorizations of Al, which generally refers to theory and computer
systems that are able to perform tasks that usually would call for human intelligence (Mueller
& Massaron, 2018). In the field of what is considered Al today, machine learning has recently
received most public attention (Agrawal et al., 2018; Finlay, 2017). Machine learning typically
relies on algorithms and statistical techniques that enable computer systems to improve their
performance in carrying out a particular task (Mueller & Massaron, 2018). Machine learning
relies on underlying training data, which enables the system to make predictions without being
specifically programmed to complete the task. A further subset of machine learning is deep lear-
ning, which refers to learning data representations instead of focused and task-specific algorithms
(Mueller & Massaron, 2018).

Another important classification of Al distinguishes reactive machines, limited memory, theory
of mind, and self-awareness (Mueller & Massaron, 2018). Here, self-awareness describes systems
that have an understanding of self and some consciousness. This would be the type of Al that
is imagined in movies (Mueller & Massaron, 2018; Wein, 2018). As such, this distinction is not
central for competition in the near to medium future. Therefore, it may be more suitable to
focus on different applications and use cases of Al (Davenport, 2018; Tegmark, 2018), even if
they may not be mutually exclusive. For example, machine learning provides the basis for some
applications that are considered as different categories. Nonetheless, the following distinction
of seven types, which stems from integrating the categorizations in multiple books and encyclo-
pedias, is helpful for discussing the competitive implications of Al (Daugherty & Wilson, 2018;
Davenport, 2018; Finlay, 2017; Ili & Lichtenthaler, 2017; Mueller & Massaron, 2018; Tegmark,
2018; Wein, 2018).

The first type of Al are expert systems, which are directed at imitating human decision-making.
Typically, these systems comprise an underlying knowledge base with facts and rules as well
as the inference engine which applies the rules (Jackson, 1998). The second type refers to
machine learning, which includes for example deep learning and predictive analytics as core
topics (Finlay, 2017). The third type involves various technologies that enable natural language
processing. Here, the focus is on extracting, grouping, and categorizing information as well as
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translation and related applications (Millstein, 2018). The fourth type of AI describes planning
and scheduling systems, which refer to the development of action strategies and sequences for
subsequent execution. Typically, the emphasis is on complex solutions in a multidimensional
space (Ghallab, Nau, & Traverso, 2004). The fifth type refers to robotics and machines, and this
field can be further segmented in reactive machines, limited memory, theory of mind, and self-
awareness (Mueller & Massaron, 2018). The sixth type of Al refers to speech synthesis systems,
which include text-to-speech and speech-to-text solutions (Daugherty & Wilson, 2018). Finally,
the seventh type refers to computer vision, and it comprises image recognition, machine vision,
and related applications (Daugherty & Wilson, 2018). As mentioned above, these seven types
constitute an integration of multiple existing segmentations of different types of Al.

3.3. Human and artificial intelligence

Applications of different types of Al may replace human work to some degree (Winick, 2018).
However, a separate use of artificial and human intelligence is only one way for firms to profit
from the recent advances in Al. In particular, replacing human work primarily enables firms to
capture efficiency gains. While these benefits may have important positive effects on financial
performance, they are one dimension of leveraging Al. If firms attempt to additionally develop
novel solutions as a basis for further growth, they often need to combine one or multiple types
of AI with one or multiple types of human intelligence (Lichtenthaler, 2018a). For example,
enhanced algorithms for predicting customer behavior may be combined with human creativity
to enable completely new business models. Thus, the augmentation of human intelligence needs
to be distinguished from completely independent tasks that may be performed by AI (Daugherty
& Wilson, 2018). Beyond this example of an algorithm, you may also think about a surgical
device which includes Al to enhance a surgeon’s physical ability versus a robot which is able to
make fully independent movements.

These interactions of artificial and human intelligence are at the core of the intelligence-based
view (Figure 1). By developing and applying the different intelligence types — while considering
their interdependencies — firms may gain a competitive advantage relative to other firms that
lack similar intelligence levels. Artificial and human intelligence draw on the underlying data,
information, and knowledge (Rowley, 2007). Without these underlying components, the value of
most types of intelligence would be limited. Consider, for example, an algorithm for predictive
maintenance that has been developed by General Electric. Without meaningful input data, even
the most advanced version of this Al would provide limited value. In a similar vein, a human’s
interpersonal intelligence will provide limited benefits without further information. Accordingly,
artificial and human intelligence build on the underlying knowledge base. At the same time, the
development and application of the different intelligence types leads to the development of further
data, information, and knowledge. Thus, a firm strengthens its knowledge by accumulating and
enhancing its multiple intelligences.

Along with the underlying data, information, and knowledge, the combination of human and
artificial intelligence may provide an important basis for competitive advantage (Lichtenthaler,
2018a). While a thorough understanding of these relationships may be essential for executives in
the context of the recent advances in Al, the different intelligences only provide a first step (Da-
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Fig. 1. Framework for an intelligence-based view.

venport, 2018). A firm’s intelligence architecture may be excellent for achieving this competitive
advantage today, but it will most probably be insufficient for keeping a strong competitive po-
sition in the future. Over time, a firm’s intelligence-based advantage will inevitably deteriorate.
With regard to human intelligence, for example, key persons may leave a firm, which needs to
replace or ideally overcompensate for the different types of intelligence that are lost. Concerning
Al for example, a top position with regard to natural language processing today will not even
be close to a top position in a few years because competitors quickly catch up and the evolution
of this field is extremely dynamic.

As such, even the highest level of some intelligence will only enable a firm to achieve a temporary
advantage, but it will often be insufficient for sustaining this advantage over time. Accordingly,
firms do not only need to strengthen their different intelligence types. Instead, they also need
to develop a meta-intelligence for dynamically transforming the different types of intelligence in
alignment with their strategies. This meta-intelligence includes the renewal and recombination of
the different intelligences (Lichtenthaler, 2019). Thus, it enables the targeted transformation of a
firm’s intelligence architecture to reactively respond or to proactively shape the changing compe-
titive environment. Thus, firms need integrated intelligence — which consists of various types of
artificial and human intelligence as well as the meta-intelligence (Lichtenthaler, 2019). This role
of the meta-intelligence with regard to renewing and recombining a firm’s multiple intelligences
is particularly important for sustaining an intelligence-based competitive advantage.
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4. Conclusion and outlook

An intelligence-based view has some important implications. First, it substantially advances the
established perspective of a knowledge-based view (Grant, 1996). In particular, it illustrates how
different intelligence types may be developed and used for leveraging the underlying knowledge,
information, and data (Rowley, 2007). As such, the focus on different types of intelligence further
helps to understand major performance differences between firms with largely similar knowledge
bases. Knowledge per se may not enable a firm to achieve a competitive advantage unless it is
exploited in an intelligent way based on the business strategy. Thus, the multiple intelligences
provide a critical missing link between a firm’s knowledge base and subsequent performance
outcomes.

Second, the concept of intelligence architecture highlights the need for an integrated perspective
of the different intelligence types, which do not only build on the underlying knowledge, but also
contribute to its extension and to the generation of completely new knowledge (Rowley, 2007).
In particular, this understanding of a company’s intelligence architecture highlights the need for
going beyond isolated Al applications. If executives aim at fully leveraging the benefits of Al,
they need to put the interfaces between Al and the remaining part of the intelligence architecture
at the core of their attention (Lichtenthaler, 2019). These interfaces will be critical for achieving
a competitive advantage because they may not be imitated as easily as stand-alone Al solutions,
whose potential impact on gaining a competitive advantage may decrease in the future because
they will be applied by many competitors. In contrast, a firm’s complex intelligence architecture
will continue to provide a sound basis for a sustainable competitive advantage.

Third, an intelligence-based view offers new insights into the competitive effects of human intel-
ligence (Gardner, 1983). While superior human resources play a major role in other perspectives
on firm performance, such as the resource-based view and knowledge-based view (Barney, 1991;
Nonaka, 1994), an intelligence focus offers a more thorough understanding how the different
types of human intelligence may contribute to achieving a competitive advantage. In particu-
lar, the focus on multiple human intelligences (Gardner, 1983) enables systematic analyses of
interdependencies with Al. In this regard, it is particularly important to underscore the core role
of human expertise despite the substantial advances of Al. There are manifold reasons for the
continuing importance of human experts who, for example, select Al applications in companies.
Even if Al further advances in the future, it will substantially depend on human expertise and
intelligence to unfold a competitive impact.

Fourth, an intelligence-based perspective provides a systematic framework for exploring a firm’s
possibilities to profit from AI (Davenport, 2018). In particular, it helps to examine the direct
and indirect performance effects of different types of Al. As such, it emphasizes the need for
analyzing the interplay of Al with various types of human intelligence (Lichtenthaler, 2018a). A
specific Al application may strengthen a competitive advantage if it goes along with a suitable
type of human intelligence. In contrast, the same Al may provide hardly any benefit if it is
not aligned with the remaining parts of a firm’s intelligence architecture. This key role of the
organizational context of using Al has been overlooked quite often. In many situations, Al does
not automatically contribute to performance. Instead, strategic alignment is core for ensuring
that the investments in Al pay off. The importance of a firm’s intelligence architecture will
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further grow because particular Al applications will increasingly become standard tools, which
many firms may use with nearly identical proficiency.

Fifth and finally, an intelligence-based view is inherently dynamic which enables the integration
of individual and organizational learning processes (Argote, 1999; Sirmon et al., 2010). The
recent technological advancements emphasize the need for staying ahead of competition in terms
of developing, customizing, and applying the latest Al. In light of the dynamics of many firms’
competitive environments, the continuous development and extension of human intelligence be-
comes even more critical than in the past. An intelligence-based view enables a comprehensive
perspective on a firm’s intelligence architecture. Here, the different types of artificial and hu-
man intelligence provide immediate starting points for adapting and transforming established
competencies. Specifically, the concept of a meta-intelligence highlights the need for an ongoing
transformation of the intelligence architecture (Lichtenthaler, 2019). Without renewing the dif-
ferent intelligence types, a competitive advantage will be lost in a relatively short time. Besides
renewing the intelligences, executives need to recombine the interrelationships among the dif-
ferent intelligence types to ensure that the interfaces continue to contribute to a firm’s future
competitive position.

AT has come a long way, but for most companies the largest part of the transformation is still
ahead. Executives need to acknowledge that many changes cannot fully be foreseen today. Thus,
some level of experimentation and simultaneously pursuing multiple options will be inevitable
(Biihring & Moore, 2018; Lichtenthaler, 2018b; Wilbert, Durst, Ferenhof, & Selig, 2018). Spe-
cific attention needs to be put on the dynamics of competition with regard to new activities
in the value chain, such as data analytics, and new players in the competitive ecosystem, such
as IT service providers (Brito, 2018; Ili & Lichtenthaler, 2017). Acknowledging this strategic
complexity and developing a systematic strategic approach is essential for achieving a competi-
tive advantage (Apanesevic, Arvidsson, & Markendahl, 2018; Datta, 2018). While the growing
competitive relevance of Al cannot be ignored, the core strategic impact will derive from the
interplay of Al with human intelligence rather than from the pure implementation of Al. In this
respect, an intelligence-based understanding of future competitive advantage is an important
starting point.
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Letter from Academia

Abstract. Worldwide wine production has a great cultural and economic importance. A multidisci-
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1. Introduction

Humans have produced wine for thousands of years. Wine production is an important socio-
economic activity and one of the most dynamic and competitive ones in the agro-food market.
Due to its importance, wine is in the center of study of different sciences (Fig. 1). The scien-
tific discussion among experts of each scientific field is very important to validate terminology,
methodologies, results, to find solutions and to propose future research. An integrated discussion
about wine, however, is crucial to the evolution of each and of all areas. The wine of the fu-
ture must be a healthy, authentic, enjoyable, and profit product, which results from sustainable
viticulture’s and produced with advanced technology. Therefore, it is important to promote a
discussion about wine, including points of view such as: viticulture, oenology, environmental
sciences, health sciences, informatic, enginery, economy among others. Is also crucial that this
discussion includes academics and wine professionals. In my opinion, a gap between academy
and wine sector still exists. The crosstalk only happens when the involvement of the other part is
essential to attain their own goals. Nowadays researchers have a great pressure to publish and in
most of the cases they do not have time to interact with people that could help to project better
experimental designs. I agree with the ones that affirm that this pressure to publish pushes
down the quality of research. On the other hand, the main concern of winemakers is to have
to make money, so they only ask academy help when they need to find a solution to increase
their profit. Additionally, it is essential to mention that public institutions, which could have
a significant intermediate role between academy and winemakers, are over-occupied with bure-
aucratic issues and have fewer and fewer employees. In January 2018 it was launched the web
platform Science & Wine (http://science-and-wine.com/), a science communication project
with the main goal of sharing scientific results using simple language. This project also aims
to promote networking between the academy and the wine sector. After one year of the web
platform launch, I decided to organize the First Science & Wine World Congress with the same
philosophy and that deserved the support of University of Porto (UPorto) and of International
Organization of Vine and Wine (OIV). In this letter I will summarize some results discussed in
this Congress.

1.1 First Science & Wine World Congress: some data

In the First Science & Wine World Congress were present 115 attendees from 16 different coun-
tries. Among this were represented 46 universities/research centers, 15 private companies, and
two public institutes. Thirty-four works were presented as oral communication and 40 as a pos-
ter, which totalizes 74 presentations. The works were divided into the following research areas:
wine traceability and authenticity; wine chemistry and sensorial wine experience; wine analysis;
vine and wine technology; wine and health and wine waste. From this data, we can conclude
that this first congress was a success in the number of attendees and the diversity of works
presented. The number of non-academics, however, was very low, which confirms the need for
stronger initiatives to bring these two parts together. New strategies to increase the relationship
of the sector with the academy should be considered and implemented.
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Fig. 1. Some research areas in which wine is the study subject.

1.2 First Science & Wine World Congress: The wine of the future

The wine of the future will be produced by applying high advanced technologic resources in diffe-
rent production phases. Starting with their use to identify grapevine varieties within demarcated
territories. In Portugal, University of Tras-os-Montes e Alto Douro developed mySense, a tool
that incorporates artificial intelligence to identify the varieties that exist in Douro Demarcated
Region. Mysense is being tested by Instituto dos Vinhos do Douro e Porto, to achieve a useful
tool to support both its regulatory and inspecting responsibilities. This networking collabora-
tion between researchers and public institutions are crucial to the future of wine sector. Mysense
is based on the submission of up to 6 images framing the element to identify, these are then
analyzed by a Distributed Computational Intelligence Module (DCIM) that provides a probable
identification. DCIM is based on a convolutional neural network - Xception architecture — ini-
tially trained using a data set acquired in Douro Demarcated Region and periodically improved
by incorporating new validated observations. Results obtained thus so far allow to conclude
that artificial intelligence techniques can indeed contribute to both quick and precise grapevines
variety identification, endowing viticulture stakeholders with straightforward technological tools
that will help support their regular activities. Regarding viticulture, GIS-based clustering tools
will be frequently used for characterization and implantation of vineyards aiming the production
of better-quality wines. Nanotechnology also has a promisor future in wine production. With
nanotechnology will be possible to produce sensible sensors, antimicrobial compounds, and to
improve some processing techniques. In last decade electronic “tongues” have been developed to
analyze wine without the need of separating it into simple components. One of those “tongues”
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was formed by phthalocyanines combined with biosensors (containing enzymes such as glucose
oxidase or tyrosinase and phthalocyanines as electron mediators). This sensor array, coupled
with pattern recognition techniques, can distinguish the red wines and red grapes on account of
their chemical nature. In the near futures, it is necessary to reduce electronic tongues costs to
be possible its regular use.

In the future, consumers want to be sure that the wine is authentic, therefore is important to
adopt some approaches to detect wine adulteration/mislabeling practices. Wine authenticity
confirmation can only be achieved through a multidisciplinary approach involving both the ge-
ographical provenience and grapevine varietal identification using DNA-based methodologies.
Furthermore, certification and control procedures can be also improved using a GC-IRMS ap-
proach to investigate the presence of stable isotope ratios.

Winemakers must produce wine, considering that in the consumer decision-making process is
involved in emotional engagement and cognitive interest. Considering the intrinsic features of
wine, some results show that the smell phase involves more emotional engagement than the taste
phase, which involves more cognitive interest. In the sensorial context, aromatic quality of wines
is a very important wine characteristic. Therefore, it is important to support research aimed to
increase wine aromatic quality. As shown in this Congress, the latter is affected by grape origin,
light exposure, bottle stopper, oak chips and yeast strain use. In the future neuromarketing
should consider the environment where wine will be consumed, since, for example, a wine could
lead to different sensorial experiences according to the music that is listening. Future consumers
must know wine health effects. This is a crucial aspect for the future of the wine sector, where
all must work together to understand more about it and is urgent to define joint communication
strategy to avoid misunderstandings.

1.3 Conclusion

The main conclusion of First Science & Wine World Congress is that the wine of the future must
be designed by a multidisciplinary team. Considering that terroir affects from grape growing to
wine production a holistic approach must be considered. This First Congress has also shown that
researchers want to participate in these discussions and answer positively to these challenges.
Wine professionals, however, must be motivated to participate in this type of discussions and
must be encouraged to include scientific research among their priorities. This congress showed
that great advances are being attained in different areas such as viticulture, vine and wine
technology, wine analysis and sensorial experience. More efforts are necessary to clarify the
effects of wine in health, since contradictory messages are often spread by the media. These
discussions are most welcome to promote critical thinking, to get new research perspectives, to
encourage networking and to support political decisions.
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Abstract. This article aims to provide a conceptual framework for small and medium-sized enterprises
(SMEs) to evaluate the appropriation of blockchain technology for their business needs and challenges.
This conceptual framework aims to respond to the problem of increasing speculations surrounding the
blockchain that is considered to be an absolute and innovative solution to many business related problems.
However, this argument might not be realistic for SMEs despite this assumption. The main argument of
the article is that SMEs should be skeptical while evaluating the appropriation of this technology for their
business needs and they should follow a tailored approach whilst adopting it. Otherwise, the likelihood
is high that a short-term and unstructured knowledge management process to adopt blockchain will
end up with a waste of resources. The present paper conceptualizes an appropriation framework within
nine factors namely, reduction of costs, internalization, digital representation of assets, unalterable data
recording, network size, transparent and synchronized ledger, scalability, fair trade, and financing. Given
the field’s infancy state of development, the paper relies on a qualitative document analysis involving
SME literature and extant literature and white papers of blockchain applications.
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1 Introduction

Since its first launch in 2009, world’s first cryptocurrency Bitcoin had gained gradual global
media attention in line with its increasing price. The interest on Bitcoin peaked in December
2017 when its price hit almost $20.000 (Coinmarkecap, 2018). Whilst the increasing price of
Bitcoin is criticized by senior financial executives as the biggest bubble in the global economy,
its distributed ledger technology (DLT) or in other words blockchain technology that enable
peer to peer value transaction has been praised from the same financial circles (Cao, 2018).
While Bitcoin price shows a fluctuating trend in recent times, there is an increasing demand for
adopting the blockchain in different business sectors (Kshetri, 2018).

Despite growing interest in adopting the blockchain technology, the lack of a clear roadmap in the
adaptation of this technology raises significant confusion whether the DLT’s are an appropriate
technology for businesses that have an intention to use it. Even though this technology is
considered applicable to bigger firms, i.e. those having strong knowledge management capabilities
and relying on both their financial and human resources; appropriateness of this technology to
SMEs that often suffer from resource constraints (Jarillo, 1989) is a significant question that
needs to be answered considering their impact on the prosperity of countries (OECD, 2017a). In
this respect, this study aims to develop a conceptual roadmap for SMEs whether DLTs are an
appropriate technology to respond to their needs.

The use of blockchain in business management is a new field of research. Some studies available
focus on presenting broader concepts about DLTSs, its challenges and its future implications in
business management (Swan, 2015; Mougayar, 2016; Tapscott and Tapscott, 2016; Morabito,
2017; Mendling et al., 2018; Zhao et al., 2016; Mainelli and Smith, 2015). These descriptive
studies provide a comprehensive overview to practitioners and academicians how to adopt this
new technology either in their businesses or their research areas.

In another strand of literature, blockchains are examined under the theme of Business Process
Management (BPM). In these papers, the potential benefits of shared ledgers are demonstrated
for business enterprises. According to Hull and others DLTs provide a data-aware process for
companies who are seeking innovation for business collaboration (Hull et al., 2016). These ledgers
help these companies to track the state of the processes in their business and execute each task
using a space-optimized data structure (Lopez-Pintado et al., 2017; Garcia-Banuelos et al., 2017).
They provide transparency for the stakeholders of an organization to understand and monitor
their business process (Milani et al, 2016). Due to DLTs having no ownership, they also offer
traceability of business data by evaluating blockchain records (Kim and Laskowski, 2016).

The issue of trust in business relationships is one of the major concerns for all parties (Blois,
2002) if they have not been in long-term business interactions. In this respect, the blockchain
technology is exemplified as one of the solutions to resolve trust issues between the business
partners who have no previous business transaction (Weber et al., 2016). It is also considered
a solution to the cost of computation and data storage (Rimba et al., 2017). As a result of all
these advantages, blockchain is highly recommended to be taught in business schools (Bheemaiah,
2015).

In all the above-mentioned studies, blockchain technology is presented as a useful tool for bu-
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siness solutions. However, the appropriateness of blockchain for SMEs has not been addressed
in the above-mentioned studies. In fact, the authors of this paper have not found any study
(nor conceptual or empirical ones) that show the adoption of blockchain technology, which is
unsatisfactory considering the relevance of SMEs. Against this background, this article strives
to contribute to the emerging field by providing a comprehensive conceptual discussion on block-
chain technology in SMEs. It proposes a conceptual framework for SMEs to determine whether
DLTs are appropriate solutions to improve their business operation and performance. It incor-
porates distinct benefits of DLTs under a comprehensive conceptual framework to make it easier
for owners or owner-managers of SMEs to evaluate the suitability of DLTs for their present and
future business challenges.

The main argument of this article is that DLTs are not always a suitable tool for SMEs to
improve their business operations. Before investing in this technology, decision makers in SMEs
should critically scrutinize whether the innovative features of blockchain are feasible in their
current business processes. A failure to this can be an impair investment and disappointment
for the smaller company both by wasting their financial capital and human resources for a futile
initiative.

This article conceptualizes the appropriateness of blockchain technology for SMEs within nine
factors. These factors reflect the major challenges of SMEs when competing with large companies
and which have been stressed in the existing literature. In brief, they are: reduction of costs
(Lohrke et al., 2006; Kleindl, 2000; Brouthers and Nakos, 2004 ), internalization (Lu and Beamish,
2001; Desouza and Awazu, 2006; Liesch and Knight, 1999), digital representation of assets (St-
Pierre and Audet, 2011; Wickramansinghe and Sharma, 2005; Durst, 2008), unalterable data
recording (Shiraishi, 2012; Flynn and Davis, 2015), network size (Zain and Ng 2006; Qjala, 2009;
Lee et al., 2010), transparent and synchronized ledger (Kasheva et at., 2010), scalability (Sultan,
2011; Marian, 2012), fair trade (Redfern and Snedker, 2002; Davies and Crane, 2010), and
financing (Zairani and Zaimah, 2013). For each factor, this paper will provide a brief conceptual
framework for decision-makers working in SMEs to determine the applicability of blockchain
technology to their business model.

A qualitative document analysis was utilized in this paper to conceptualize the appropriateness
framework involving existing literature and white papers on blockchain applications and extant
SME literature. Depending on if and when SMEs began to use blockchain technology in their
business processes, the factors outlined here will hopefully encourage future research to investi-
gate the efficiency of blockchain in SMEs. These findings may also lead to an alteration of the
factors and the addition of new ones. So, this study is likely to be considered as the first attempt
and groundwork for conceptualizing the appropriateness of blockchain for SMEs. This situation
also means a limitation of the present paper.

The remainder of the article is as follows. Next, a description of blockchain and its types is
provided. In this section, derivatives of blockchain such as smart contracts will also be explained.
Then the above-mentioned features of blockchain in the context of SMEs will be discussed. In
the final section, concluding remarks will be shared to make possible a better adaption of DLTs
in SMEs. As the old saying goes, “Necessity is the mother of Invention” and this, indeed, blends
the domains of technology expertise and the innovation process. This is, in fact, part of what
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makes innovation happen at the “Front End”, also referred to as “Fuzzy Front End” to depict the
unstructured nature of the process that actually enacts New Concept Development Process and
the final emergence of a New Concept. It is on the multidisciplinary nature of this process and
supporting tools and concepts, as well as on why and how it actually happens that this article
aims at.

2 Blockchain in General

The blockchain is simply a linear data structure containing chained data blocks. These blocks
comprise transactions between peers. In order to make a value transaction, peers need a crypto-
graphic key-pair to authorize transactions. One of these keys is called the public key, the other is
the private key. The public key acts like a bank account where the value transaction is addressed.
The private key is such a password or a signature to authorize the transaction. Combination of
both keys creates a secure digital identity (Moser et al., 2013).

When a digital asset is intended to be transacted from A to B, a new hash value is created
using a hash of previous transaction and destination account’s public key (B’s public key). The
new hash value is signed by A’s private key (Nakamoto, 2008). These not validated transactions
aggregated within a data block by blockchain nodes that perform validating transactions, creating
new blocks and maintaining transaction records. The timestamp is another component of the
block which is formed with the hash value of the previous block and a nonce which is a random
number verifies the hash (Nofer et al., 2017). In order to be added to the blockchain, the block
contains valid transactions must be linked with the previous block. To do this, the nodes using
their computational power guess the correct nonce (random number) that is combined with the
previous block hash and the hash of new block transactions to generate a defined result (proof-
of-work). The first node that predicts a mathematically challenging process add the new block
on the chain and it broadcasts to the other nodes (D’Aliessi, 2016). This process is repeated for
each block following and it generates chained secure data blocks called a blockchain.

Once a transaction data is placed in the blockchain, it is not easy to alter it. To make this
modification, an attacker must change the transactions not only in the latest block but also in
previous blocks those are linked with each other with hash values. This kind of attack needs huge
computational power. It is extremely hard to compute all data blocks due to an enormous number
of random guesses needed to create new blocks and place them on the blockchain (Bheemaiah,
2015). However, there is one risk called 51% attack that may endanger the integrity of blockchain.
According to this hypothetical risk, if an attacker controls more than 50% of computational
(hashing) power of the blockchain network, it has the chance to solve a block before the remaining
of the nodes do it. In the case of this scenario, however, the probability of solving other blocks
in a row is reduced for the attacker because other honest nodes continue to mine transactions.
It becomes more complicated for an attacker to surpass hashing power of all nodes because the
attacker has to cope with not only with the old blocks but also with the new blocks produced by
honest nodes (Bheemaiah, 2015; D’Aliessi, 2016). In today’s computational standards, execution
of such an attack is still less likely to be achieved which makes blockchain highly secure value
transaction system.
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The blockchain technology is not only limited to simple value transaction from A to B, but it also
provides a platform enabling value transaction on the fulfillment of further arbitrary conditions.
This innovation is maintained by adding a new layer of blockchain and it is called smart contracts
(Szabo, 1997). The smart contracts enable encoding pre-determined conditions (scripts) for value
transaction between two or more parties. The code dictates how the process will take place. Due
to code is placed in blockchain; it cannot be altered by anyone. For the autonomous execution
of the transaction, all parties must fulfill their pre-determined responsibilities. Otherwise, value
transaction never happens. This new version of blockchain eases business process management
for companies by removing a trusted third party. Along with that their transaction become
faster, cheaper, more efficient and incorruptible (Bheemaiah, 2015).

There is no definitive model of DLT’s. Since its first application to Bitcoin, three prominent
versions of blockchain came into the forefront. These three versions are categorized as Public
Blockchains, Consortium Blockchains and Private Blockchains (Voshmgir and Kalinov, 2017;
Mulligan et al., 2018).

Public Blockchains are open to all who would like to join this network. By downloading the
digital ledger that keeps a record of all block’s transactions, they can see and verify data shared
in the DLT. Due to there being no central authority, a copy of the blockchain ledger is stored
by every node of the network. The nodes only verify the transaction and compute the data
blocks. They cannot manipulate the transactions, because they are not intermediary. Every
time a new block is added, the ledger is updated. Records kept by nodes enable replication and
synchronization of ledger across the blockchain network. In order to motivate nodes to dedicate
their computational power to block producing (mining), consensus algorithms are developed
under the name of proof-of-work or proof-of-stake. As mentioned earlier, these algorithms task
nodes to solve complex mathematical problems to synchronize the ledger. When they accomplish
the task, they are rewarded with incentives such as crypto currencies and these virtual currencies
can be exchanged with fiat currencies. Public ledger systems have no infrastructure cost because
nodes use their own computational power and their participation in the network is voluntary.
However, public blockchains are slow in transaction time and their transaction capacity is limited
in comparison to the other ledger types. High energy cost is another weakness of the public ledger
system.

Consortium ledgers differentiate from public ledgers by determining who will act as the transac-
tion validator. In public ledgers any one can be a node to validate the transaction, however, in
consortium ledgers, developers of consortium either sets a permission mechanism for the nodes
to join the network or they can build their own nodes all around the world. In providing publicly
available records, transparency mechanism in consortium ledgers works as the same as public
ledgers. Consortium ledger technologies also may not build its system to consensus algorithms
such as proof of work or proof of stake (Bauerle, 2017b). Due to the absence of the mining
process, this type of ledger systems reduces transaction times and computational cost. They are
also energy efficient for the sake of preserving natural sources and more scalable in terms of a
higher number of transactions (Credits, 2017).

Private blockchains are the strictest version of ledger systems. They neither allow nodes to
participate without permission of developer nor the ledger records is visible publicly. It is kind
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of an internal type ledger system for closed community or a network. These blockchains are
also criticized for nothing more than any traditional data base (Percic, 2018). If the network
does need to share its transaction data or they are very sensitive to data privacy, these ledgers
are a more appropriate choice for them. The other benefits of private ledgers are the same as
consortium ledgers such as faster transaction times, lower computational costs, lower energy cost
and high transaction volume (Voshmgir and Kalinov, 2017).

3 Blockchain in the Context of SMEs

Even though there is no globally agreed definition, companies that employ fewer than 250 em-
ployees and which has less than 50 million annual turnovers are considered as SMEs (European
Commission, 2019). These companies are considered the backbone of most of the economies (Eu-
rostat, 2011) and their survival is vital for a healthy economy. SMEs have to be strengthened to
overcome the economic challenges surrounding them (OECD, 2017a).

Globalization is one of the challenges for SMEs that impose new trading conditions to keep up
with. In order to compete with their global rivals, SMEs should develop new business strategies
based on efficiency, flexibility and their product and process quality must be in higher standards
(OECD, 2002). Furthermore, the internationalization of their businesses in foreign markets is
considered a critical junction to maximize their business opportunities (Knowles et al., 2006;
Shane and Venkataraman, 2000; OECD, 2017a). Nevertheless, growth through internalization,
or growth in general, necessitates allocating resources not only financial and physical assets
but also investing on intangible assets such as information technology tools for business process
management (Alwert et al., 2005). Attaching higher importance to knowledge assets no more
considered new for business enterprises (Martin-de-Castro et al., 2006), rather ignoring these
resources carry the danger of knowledge attrition (Durst and Wilhelm, 2011).

In order to overcome knowledge attrition and to manage current and future knowledge resources
in the best possible manner, SMEs need to rely on efficient Knowledge Management (KM) (Durst
and Edvardsson, 2012). Knowledge has increasing importance for firms, regardless of size, in their
strategic priority scale (Spender, 1996). If SMEs find ways to adequately manage knowledge,
it provides them capabilities to achieve a competitive advantage (Teece, 2001). Knowledge
management includes many processes and structures within organizations. The adoption of new
innovative technologies is one of the key elements of effective KM (Kluge et al., 2001; Quintas,
2002; O’Dell et al., 2003; Edvardsson, 2009; Jashapara, 2011).

The DLTs or blockchain technology is one of the innovations of recent years that is considered to
solve many traditional business-related problems. However, the hype surrounding the blockchain
is sometimes misleading the decision makers in companies because of the confusion or the ab-
sence of knowledge about this technology. Moreover, a tendency of SMEs to rely on short-term
unstructured methods for organizational learning (Beijerse, 2000; Matlay, 2000; McAdam and
Reid, 2001; Corso et al., 2003; Bozbura, 2007; Hutchinson and Quintas, 2008) undermines a
comprehensive evaluation of appropriateness of blockchain technology for this category of firms.
Additionally, the fact that many smaller firms struggle with the adoption of more sophisticated
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ICTs that could help them in benefiting from the opportunities offered by digitalization (OECD,
2017a) should not be overlooked in this context.

In this respect, the innovative features of blockchain should be evaluated together with the major
challenges of SMEs. This is done in the following sections.

3.1 Reduction of Costs

In comparison to larger firms, SMEs suffer often from resource constraints (Jarillo, 1989; Thong,
2001). This means SMEs have to be more careful using their resources because reversing wastage
of resources might not be easier as in larger businesses (Amelingmeyer and Amelingmeyer, 2005).
In order to tolerate resource constraints, SMEs have to reduce their operational costs to compete
with their bigger rivals.

One of the solutions blockchain provides for SMEs is it removes intermediary for value tran-
saction. For SMEs, this intermediary might be a bank, a broker or a middleman who secures
the value transaction between the SMEs and their trading counterpart. Relying on an inter-
mediary inevitably increases transaction costs because of the fees the intermediary takes or the
margin they add (Madhok and Tallman, 1998). By using blockchain, the SMEs can reduce
their transaction costs and they can compete with bigger firms in the absence of intermediary
expenses.

Nevertheless, removing the intermediary every time might not be the ideal solution for SMEs.
Under certain circumstances, a trusted party might be needed between two trading partners
to regulate their interaction. The intermediary in this respect plays a role to resolve potential
conflicts between companies and their absence might be much costly for them. Consequently, in
order to decide on the appropriateness of blockchain, decision makers in SMEs should calculate
both the cost of an intermediary to the business and the cost of adopting blockchain technology.
If the role of the intermediary is expensive than investing in blockchain technology, knowledge
transfer and knowledge utilization in blockchain will be much profitable for them. Otherwise,
continuing with traditional methods will be a much convenient solution for SME’s.

Another important point on removing the intermediary is all parties utilizing blockchain should
use this technology in an efficient way. If counterparts of SMEs are not aware of what the
blockchain is, then removing an intermediary will make no sense for their business transactions.
It will bring other problems between them which will increase their business transaction cost and
eliminate the trust among them.

3.2 Internalization

Internalization is one of the challenges of SMEs to increase their share in global markets. They
need both additional resources (Welch and Luostarinen, 1988) and trusted relationships (Zain
and Ng, 2006) to successfully implement their internalization strategies. The concern of the loss
of resources makes SMEs hesitate to do business with actors who have no available and credible
trading record. This hesitation may prevent the execution of a potentially profitable business
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for SMEs and in turn, can mean the loss of this business opportunity to bigger firms who can
tolerate this risk easily in comparison to SMEs.

In this respect, smart contracts provide an opportunity for SMEs to do business with untrusted
parties. It creates a platform where peers do not need to trust each other. They can make secure
value transaction even they have no previous trading record. The SME’s using smart contracts
can set arbitrary conditions to execute business operation and as long as peers fulfill the pre-
determined conditions, these contracts autonomously execute value transaction. For instance,
whilst company A sends its product to B, the money of B is kept in blockchain escrow and it is
released on the condition of safe delivery to company B. When B confirms the safe delivery, the
money in escrow can be transferred by company A. In view of this simple transaction, neither A
nor B have to know each other. They only have to comply with the conditions they previously
agreed. The smart contract will autonomously execute the contract on behalf of trading parties.
For the SMEs who are looking for ways to internalization of their business but hesitant to send
their products to untrusted customers, smart contracts can be a suitable solution to improve
their business opportunities.

However, if the parties in the respective business transaction have no trust issue and they have
aligned interests, the adoption of blockchain might not be necessary for SMEs (Mulligan et al.,
2018). It would be wise not to spare their limited resources for adoption of the blockchain.

3.3 Digital Representation of Assets

The blockchain ledgers are comprised of digital codes. As indicated earlier, by using hash func-
tions, digital assets are represented in blockchain with unique hash codes. This makes it easier
for the business counterparts to follow their business process by tracing the codes. The major
concern in this regard is these digital codes should not represent the assets that can change
form. For instance, if an SME doing apple juice business, blockchain does allow them following
up the supply chain from the collection of apples to return into a juice. Due to apples turn into
juice, their quantity is transformed from countable apples to liquid. This transformation cannot
represent as a digital asset in blockchain because they are no more in the same form. Therefore,
the input and output data will be incompatible in blockchain ledger. The reason for any leakage
cannot be explained by looking at digital codes whether the reduction is the cause of stolen
apples or wastage while apples are squeezed. If an SME aims to trace one certain asset that
can be represented digitally, blockchain will satisfy their needs, otherwise, they should search for
another option that can respond to their inquiries.

3.4 Unalterable Data Recording

If blockchains are used for the purpose of online documentation, they are not flexible systems
to tolerate human error. The data recorded in blockchain is unalterable. When a transaction
is made between peers and it is validated by nodes there is no way to alter these records in
the blockchain. In this respect, peers must be certain about the accuracy of the data when
they are confirming the transaction. This issue may not be the ideal solution for SMEs who
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may look for flexible and alterable databases, because SMEs have less formal business processes
than bigger enterprises (Singer, 2015). SMEs are more inclined to make mistakes in their data
management. Therefore, if SMEs are seeking unalterable data recording system blockchain will
be an appropriate solution for their needs, otherwise, they should refrain from investing in the
blockchain.

3.5 Network Size

The major advantage of blockchain is it eliminates the dependency of peers to a central authority.
Its decentralized nature increases the significance of network effect. The potential benefits of
blockchain increase as long as the size of the network increases (Carson et al., 2018). Thus, it
becomes stronger to the outside attacks as it grows (Bauerle, 2017a).

For SMEs who would like to reap the full benefits of the blockchain, they need to have or be part
of a robust and big network that distributed grid of nodes. If a small group of companies aims
to use blockchain, they are more vulnerable to the outside attacks due to their computational
power can be surpassed by bad outside actors. Therefore, before investing in blockchain, SMEs
should consider whether their network capacity will be enough to pervade distributed nodes. If
they are sure enough then they should initiate a blockchain network or enter into a blockchain
network that is maintained by a big player.

3.6 Transparent and Synchronized Ledger

The blockchain can also provide a shared repository which is generated by multiple writers.
Shared ledgers have two benefits for business enterprises aiming to use it. Firstly, they provide
transparency for untrusted shareholder and none of these parties can corrupt the data. Secondly,
a copy of the ledger is kept by each node which is backed up in case of a crash of their data storage
tools. The DLTs in that sense support SMEs by providing synchronized data recording systems,
if there is a concern of consensus on accurate transaction records. Any conflict in records can
be resolved by examining the shared ledger. Therefore, if SMEs needs transparent, synchronized
and shared repository blockchain will respond to their needs.

On the other hand, transparent and synchronized ledgers carry the risk of revealing all private
transaction information to the blockchain network. All nodes in the blockchain can see who is
doing business with whom and what their price margins are. This could be a double-edged sword
for SMEs. It can either improve competition between SMEs and companies buying products with
higher prices look for other companies offering the products at more reasonable prices. Or, it
can endanger the business relationship between the market actors involved due to higher prices
may perceive as unfair pricing by the majority of companies and their network can be disrupted.
Therefore, before initiating a blockchain project, SMEs should be aware of the transparency issue
and its likely consequences.
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3.7 Scalability

Scalability is another issue that should be considered to determine the appropriateness of block-
chain. The higher transaction speed might be an important expectation for SMEs whilst adop-
ting the blockchain. For instance, a speedy transaction might be important for an SME to make
possible a quick payment system.

Most of the well-known public blockchains such as Bitcoin and Ethereum have limitations in
scalability. For instance, whilst in Bitcoin blockchain, seven transactions can be made per/se-
cond, this rises in Ethereum to 15 per/second (Mendling et al., 2018). In comparison to the
Visa which can accomplish 2000 to 50000 transactions per/second, public blockchain technology
is quite slow for those SMEs who are seeking scalable value transaction methods. However, con-
sortium and private type blockchains provide solutions to the scalability problem of blockchains.
For example, a consortium blockchain called “Red Belly Blockchain” offers 600,000 transactions
per/seconds for its customers who use their blockchain platform (Crain et al., 2017). In this res-
pect, SMEs should evaluate their transaction volume how much they needed. If they need higher
transaction volumes they should use consortium or private blockchains, if transaction volume is
smaller, public blockchains will respond their needs with lower volumes.

Apart from the transaction volume, latency is another issue for the quick value transaction. Due
to network congestions, sometimes confirmation of transaction may take longer than centralized
value transaction systems. For instance, in Bitcoin blockchain, the average confirmation time is
taking 60 minutes, for Ethereum network it takes 3 to 5 minutes. However, in Visa, it is only a
second (Mendling et al., 2018). This challenge is now projected to be overcome with private and
consortium networks which aim to reduce confirmation time as like centralized systems. In that
sense, if SME’s looking for quick confirmation in their transaction, they should rely on private
or consortium type blockchains. If confirmation is not an urgent matter for them, then public
blockchains will be an appropriate solution for their needs.

3.8 Fair trade

Global competition may sometimes lead companies to lean on unethical business practices, such
as unethical production methods. In order to maximize their profits or competition capabilities,
these companies might abuse economic, environmental and social issues associated with their bu-
siness operations. These issues inevitably necessitate tracing their supply chain practices.

In this respect, blockchain technology can provide a solution for SMEs who would like to demons-
trate they are complying with fair trade principles provided by the World Fair Trade Organization
(WFTO). The customers who are sensitive to these principles can trace the provenance of the
products they purchase through blockchain ledger (Teo, 2018). The transparency provided by
blockchain can boost the trust between SMEs and their customers and contribute to a competi-
tive edge.
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3.9 Financing

A frequently raised challenge of SMEs to realize their business ambitions is their lack of or access
to financial capital (OECD, 2017b). In order to access the necessary financial resources, they can
try and get a loan from a bank or get access to alternative financing instruments provided by other
financial intermediaries. As for getting a loan, interest rates required by financial institutions
might not be attractive to initiate their project, e.g. to grow internationally in view of the higher
costs that SMEs may face in comparison with the bigger companies (OECD, 2017b). On the
other hand, the audience who could provide financial capital to SMEs might be reluctant due to
the increased risks involved in financing or missing profit opportunities. Moreover, SMEs seeking
funding may also not want to offer equity for investment (KPMG, 2014).Therefore, SMEs should
attract those investors who have a good understanding of SMEs and their way of thinking in
order to support their expansion strategies.

In that sense, blockchain technology offers SMEs a fundraising opportunity called Initial Coin
Offerings (ICO). In an ICO, the SME who owns a project creates a certain amount of digital
token and sells it to the potential investors. These investors buy these tokens in exchange for a
service provided by the SME or increasing demand on the token in crypto markets that brings
higher profits. This win-win situation enables SMEs to reach the necessary funding they needed,
and it provides higher profits to their investors.

The ICO’s have both advantages and disadvantages for SMEs. They enable quick and less
regulated funding process for SMEs and they do not need to loss of equity. On the other hand,
due to ICO’s are not regulated in many countries, they might subject to fraud cases if they are
complained about by their investors. Therefore, the SMEs should consider both advantages and
disadvantages of ICO before they set off this journey.

In line with the above-mentioned discussions the appropriateness of the blockchain framework
for SMEs can be summarized as follows:

Table 1. Framework for testing the appropriateness of blockchain technology for SMEs.

Conceptual Framework for Appropriateness of Blockchain for SMEs

Major Challenges Appropriate Inappropriate

Reduction of Costs For removing Intermediary If intermediary:
Regulates the business
interaction
Resolves the Business
Conflicts

Lacking the ability to use

Untrusted business interac-

Internalisation ’ No trust issue
tion (Smart Contracts)

Digital Representation of Intransmutability Transmutability

Assets
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Conceptual Framework for Appropriateness of Blockchain for SMEs

Major Challenges Appropriate Inappropriate
Unalterable Data No flexibility Flexibility is needed
Recording

Network Size Blgger Network Small Network
Transparent and If incorruptible data is needed Confidential transaction

Synchronized Ledger
Y & Competitive Market

Higher  Tran-
saction Volume

Scalability (Private and | Lower
Consortium Transaction
DLTs) Volume (Public
DLT)

Short Latency

(Private and Long Latency

Consortium (Puth DLT)
DLTs)
Fair Trade Sensitive in Tracing Prove- No sensitivity

nance of Products

Less regulated funding Risks of fraud

Financin
8 No loss of equity

investigations

4 Conclusion

The enthusiasm over blockchain in recent years draws a promising picture that this technology
can be a solution to many problems of SMEs. It may help SMEs in different sectors including
agriculture, financial services, healthcare, insurance, property management, technology and uti-
lities (Carson et al., 2018). In theory, these arguments have convincing points to overcome the
above-mentioned problems. However, this technology is still in an immature stage and a few
years are needed to see feasible applications of blockchain in the SME world.

Even though blockchain has the potential of providing cost efficient and transparent solutions
to SMEs, the adoption of this technology might not be necessary to respond to these companies
needs in a successful manner. The hype around this technology should not deceive owners and
owner-managers that every aspect of blockchain is useful for their companies. It is strongly
recommended that smaller companies who are interested in this technology and its application
should thoroughly evaluate the pros and cons of this technology skeptically and when they are
fully certain, then, they should adopt it. They should also remember that those firms who adopt
this technology first will have a leading edge over their rivals.
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The blockchain also provides a different alternative for SMEs to use it in their BPM. In that
sense, SMEs should follow a tailored approach to pick the right blockchain application to respond
to their needs. Choosing the right blockchain model for SMEs necessitates given higher priority
to KM. As with the information and knowledge picked up here and there, blockchain will not
bring the desired benefits but mainly disappointments. SMEs that aim to benefit from this
technology should follow proper knowledge management process.

Even though a small group of SMEs manages to accomplish adopting blockchain technology to
their business model, without robust and bigger network benefits of this technology will be not
at the required level for them. Therefore, more SMEs should be part of this network to maximize
its advantages. In order to attract more SMEs to use blockchain technology, global and national
trade unions or organizations should encourage and guide SMEs on how to use this technology.
They should provide them with incentives and knowledge management programmes to adopt
this technology in their business routine.

Moreover, due to this technology is very novel, there is huge confusion on global and national
policy makers to regulate this technology. The absence of globally agreed regulation inevita-
bly increases confusion and hesitation on the companies to benefit from blockchain technology,
because of potential money laundering investigations. In order to remove ambiguity upon the
blockchain, a global regulative framework should be submitted as soon as possible by internati-
onal trade organizations to encourage more companies to use it securely.

As for the final note, this article was the first step to integrate blockchain technology into SME
related future projects. Based on the ideas discussed in the paper and the framework proposed,
a number of future research avenues can be derived in order to investigate the appropriateness
of applying blockchain in SMEs. In a next step, it is suggested to empirically study the nine
factors and their suitability in SMEs. Additionally, future research could either investigate all the
nine factors individually or in combination to find out whether blockchain can improve business
operations in SMEs, and if yes, how. It is also recommended to focus on certain industries, e.g.,
smaller financial intermediaries and company size, e.g., small companies, to develop an in-depth
understanding of blockchain in SMEs.

5 References

Alwert, K., Heisig, P., & Mertins, K. (2005). Wissensbilanzen — intellektuelles kapital erfolgreich
nutzen und entwickeln. In K. Mertins, K. Alwert & P.Heisig (Eds.), Intellektuelles Kapital
Erfolgreich Nutzen und Entwickeln, (pp.1-17). Berlin, Heidelberg, New York: Springer.

Amelingmeyer, J., & Amelingmeyer, G. (2005). Wissensmanagement beim Fiihrungswechsel in
KMU. In J.A. Meyer (Ed.) Wissens- und Informationsmanagement in kleinen und mittleren
Unternehmen, (pp. 479-488). Lohmar, Cologne: Josef Eul Verlag.

Bauerle, N. (2017a). What are Blockchain’s Issues and Limitations? Accessed 15th July 2018.
https://www.coindesk.com /information /blockchains-issues-limitations,/ .

Bauerle, N. (2017b). What is the Difference Between Public and Permissioned Blockchains? Ac-

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 38



Journal of Innovation Management I1biz, Durst
JIM 7, 1 (2019) 26-45

cessed 14th July 2018. https://www.coindesk.com/information/what-is-the-difference-between-
open-and-permissioned-blockchains/.

Beijerse, R.P. (2000). Knowledge management in small and medium-sized companies: knowledge
management for entrepreneurs. Journal of Knowledge Management, 4(2), 162-79.

Bheemaiah, K. (2015). Why Business Schools Need to Teach About the Blockchain? Accessed
28th July 2018. SSRN https://ssrn.com/abstract=2596465

Blois, K. J. (1999). Trust in Business to Business Relationships: An Evaluation of its Status.
Journal of Management Studies, 36, 197-215.

Bozbura, F.T. (2007). Knowledge management practices in Turkish SMEs. Journal of Enterprise
Information Management, 20(2), 209-21.

Brouthers, K.D, & Nakos, G. (2004). SME Entry Mode Choice and Performance: A Trasaction
Cost Perspective. Entrepreneurship Theory and Practice, Spring, 229-247.

Cao, S. (2018). JP Morgan CEO Jamie Dimon: Blockchain is Real, Not Interested in Bitcoin.
Accessed 14th July 2018. http://observer.com/2018/01/jp-morgan-jamie-dimon-blockchain-real-
not-interested-bitcoin/.

Carson, B., Romanelli, G., Walsh, P., & Zhumaev, A. (2018). Blockchain beyond the hype: What

is the strategic business value? Accessed 15th July 2018. https://www.mckinsey.com /business-
functions/digital-mckinsey /our-insights /blockchain-beyond-the-hype-what-is-the-strategic-business-
value?cid=other-eml-nsl-mip-mck-oth-1807&hlkid=5424a29008e445239371a81cc83b3dbb&hctky—2254153&hdy
458b-4b4e-alee-ad99e602294e.

Coinmarkecap, (2018). Cryptocurrency Market Capitalizations. Accessed 14th July 2018.
https://coinmarketcap.com/.

Corso, M., Martini, A., Paolucci, E., & Pellegrini, L. (2003). Knowledge management con-
figurations in Italian small-to-medium enterprises. Integrated Manufacturing Systems, 14(1),
46-57.

Crain, T., Gramoli V., Larrea M., & Raynal M. (2017). Leader/Randomization/Signature-free
Byzantine Consensus for Consortium Blockchains. Accessed 15th July 2018.
https://csrg.redbellyblockchain.io/doc/ConsensusRedBellyBlockchain.pdf

Credits, (2017). Is a blockchain without mining possible? Accessed 14th July 2018. https://medium.com/Qcredi
a-blockchain-without-mining-possible-9db40edec8b0.

D’Aliessi, M. (2016). How Does the Blockchain Work? Accessed 14th July 2018. https://medium.com/@michele:
does-the-blockchain-work-98c8cd01d2ae.

Davies, I.A., & Crane, A. (2010). Corporate social responsibility in small-and medium-size
enterprises: investigating employee engagement in fair trade companies. Business Ethics A
European Review, 19(2), 126-139.

Desouza, K.C., & Awazu, Y. (2006). Knowledge management at SMEs: five peculiarities. Jour-
nal of Knowledge Management, 10(1), 32-43.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 39



Journal of Innovation Management I1biz, Durst
JIM 7, 1 (2019) 26-45

Durst, S. (2008). The relevance of intangible assets in German SMEs. Journal of Intellectual
Capital, 9(3), 410-432.

Durst, S., & Edvardsson, I. R. (2012). Knowledge Management in SMEs: A Literature Review.
Journal of Knowledge Management, 16(6), 879 - 903.

Durst, S., & Wilhelm, S. (2011). Knowledge management in practice: insights into a medium-
sized enterprise’s exposure to knowledge loss. Prometheus, 29(1), 1-16.

Edvardsson, L.R. (2009). Is knowledge management losing ground? Developments among Ice-
landic SMEs. Knowledge Management Research € Practice, 7(1), 91-99.

European Commission, (2019). The new SME definition: user guide and model declaration.
Accessed 16th May 2019.

http://ec.europa.eu/growth /smes/business-friendly-environment /sme-definition /

Eurostat, (2011). Key Figures on European Business with a Special Feature on SMEs. Acces-
sed 27th July 2018. http://ec.europa.eu/eurostat/documents/3930297/5967534 /KS-ET-11-001-
EN.PDF/81dfdd85-c028-41f9-bbf0-a9d8ef5134c5.

Flynn, A. & Davis, P. (2015). The policy-practise divide and SME-friendly public procurement.
Environment and Planning C: Politics and Space, 34(3), 559-578.

Garcia-Banuelos, L., Ponomarev, A., Dumas, M., & Weber, 1. (2017). Optimized Execution
of Business Processes on Blockchain. In J. Carmona, G. Engels & A. Kumar (Eds.), Business
Process Management, (pp.130-146). Cham: Springer.

Hull, R., Batra, V.S., Chen, YM., Deutsch, A., Heath III, F.F.T., & Vianu, V. (2016). Towards
a Shared Ledger Business Collaboration Language Based on Data-Aware Processes. In: Q.
Sheng, E. Stroulia, S. Tata & S. Bhiri (Eds.), Service-Oriented Computing, (pp.18-36). Cham:
Springer.

Hutchinson, V., & Quintas, P. (2008). Do SMEs do knowledge management? Or simply manage
what they know ¢ International Small Business Journal, 26(2),131-154.

Jarillo, J.C. (1989). Entrepreneurship and growth: the strategic use of external resources. Jour-
nal of Business Venturing, 4(2),133-147.

Jashapara, A. (2011). Knowledge Management: An Integrated Approach. Harlow: Prentice
Hall.

Kasheva, M., Atanasova, T., Kisimov, V., Sulova, S., & Vasilev, J. (2010). Bulgarian project,
A methodology for design and implementation of a distributed business intelligent system for
SMEs, The 33rd International Convention MIPRO. 24-28 May 2010. 1-4. Opatija, Crotia.

Kim, H., & Laskowski, M. (2016). Towards an Ontolgy-Driven Blockchain Design for Supply
Chain Provenance. Accessed 28th July 2018. SSRN https://ssrn.com/abstract=2828369.

Kleindl, B. (2000). Competitive Dynamics and New Business Models for SMEs in the Virtual
Marketplace. Journal of Developmental Entrepreneurship, 5(1), 73-85.

Kluge, J., Wolfram, S., & Licht, T. (2001). Knowledge Unplugged: The McKinsey & Company

Global Survey on Knowledge Management. Houndsmills: Palgrave.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 40



Journal of Innovation Management I1biz, Durst
JIM 7, 1 (2019) 26-45

Knowles, D., Mughan, T., & Lloyd-Reason, L. (2006). Foreign language use among decisi-
onmakers of successfully internationalised SMEs. Journal of Small Business and Enterprise
Development, 13(4), 620-641.

KPMG (2014) Financing Family Business growth through individual investor. Accessed 14th
January 2018. https://kpmgfamilybusiness.com.

Kshetri, N. (2018). Blockchain’s roles in meeting key supply chain management objectives.
International Journal of Information Management, 39, 80-89.

Lee, S., Park, G., Yoon, B., & Park, J. (2010). Open innovation in SMEs-An intermediated
network model. Research Policy, 39(2), 290-300.

Liesch, P.W. & Knight, G.A. (1999). Information Internalization and Hurdle Rates in Small
and Medium Enterprise Internalization. Journal of International Business Studies, 30(2), 383-
394.

Lohrke, F.T., Franklin G.M.,& Frownfelter-Lohrke, C. (2006). The Internet as an Information
Conduit: A Transaction Cost Analysis Model of US SME Internet Use. International Small
Business Journal, 24(2), 159-178.

Lopez-Pintado, O., Garcia-Banuelos, L., Dumas, M., & Weber, 1. (2017). Caterpillar: A
Blockchain-Based Business Process Management System. Accessed 28th July 2018.
https://pdfs.semanticscholar.org/11ae/5b0bb3795a1502f17689ddbd92ffaeead665.pdf?  ga—=2.229071900.107842:
39183498.1531562464.

Lu. J.W, & Beamish. P.W. (2001) The Internalization and performance of SMEs. Strategic
Management Journal, 22(6-7), 565-586.

Madhok, A., & Tallman, S. (1998). Resources, Transactions and Rents: Managing Value Through
Interfirm Collaborative Relationships. Organization Science, 9(3), 326-339.

Mainelli, M., & Smith, M. (2015). Sharing Ledgeers for Sharing Economies: An Exploration of
Mutual Distributed Ledgers. Journal of Financial Perspectives, 3(3), 1-47.

Marian, M. (2012). Guidelines for Increasing the Adoption of Cloud Computing within SMEs,
The Third International Conference on Cloud Computing, GRIDS and Virtualization, 22-27 July
2012. 7-10. Nice, France.

Martin de Castro, G., Navas-Lopez, J., Lopez Saez, P., & Alama-Salazar, E. (2006). Orga-
nisational capital as competitive advantage of the firm. Journal of Intellectual Capital, 7(1),
324-337.

Matlay, H. (2000). Organisational learning in small learning organisations: an empirical over-
view. Education + Training, 42(4/5), 202-211.

McAdam, R., & Reid, R. (2001). SME and large organisation perceptions of knowledge mana-
gement: comparisons and contrasts. Journal of Knowledge Management, 5(3), 231-241.

Mendling, J., Weber, 1., Van Der Aalst, W., Brocke, J. V., Cabanillas, C., Daniel, F., Debois, S.,
Di Ciccio, C., Dumas, M., Dustdar, S., Gal, A., Garcia-Banuelos, L., Governatori, G., Hull, R.,
La Rosa, M., Leopold, H., Leymann, F., Recker, J., Reichert, M., Reijers, H.A., Rinderle-Ma, S.,

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses/by /3.0 41



Journal of Innovation Management I1biz, Durst
JIM 7, 1 (2019) 26-45

Solti, A., Rosemann, M., Schulte, S., Singh, M.P., Slaats,T., Staples, M., Weber, B., Weidlich,
M., Weske, M., Xu, X., & Zhu, L. (2018). Blockchains for Business Process Management -
Challenges and Opportunities. ACM Transactions on Management Information Systems, 9(1),
1-16.

Milani, F. P., Garcia-Banuelos, L., & Dumas, M. (2016). Blockchain and Business Process
Improvement. Accessed 14th July 2018. https://www.bptrends.com/blockchain-and-business-
process-improvement /.

Morabito, V. (2017). Business Innovation Through Blockchain The B3 Perspective. Cham:
Springer.
Moser, M, Bohme, R., & Breuker, D. (2013). An inquiry into money laundering tools in the

Bitcoin ecosystem, 2013 APWG eCrime Researchers Summit, 17-18 September 2013. 1-14. San
Francisco, CA, USA.

Mougayar, W. (2016). The business blockchain: promise, practice, and application of the next
Internet technology. Hoboken, New Jersey: John Wiley & Sons.

Mulligan, C., Scott, J. Z., Warren, S., & Rangaswami, J.P. (2018). Blockchain Beyond the Hype:
A Practical Framework for Business Leaders. Accessed 14th July 2018. World Economic Forum
http://www3.weforum.org/docs/48423 Whether Blockchain  WP.pdf.

Nakamoto, S. (2008). Bitcoin: A Peer-to-Peer Electronic Cash System. Accessed 28th July 2018.
https://bitcoin.org/bitcoin.pdf

Nofer, M., Gomber, P., Hinz, O., & Schiereck, D. (2017). Blockchain. Business & Information
Systems Engineering, 59(3), 183-187.

O’Dell, C., Hubert, C., Lopez, K., Odem, P. & Raybourn, C. (2003). Successful KM implementa-
tions: a study of best-practice organizations. In C.W. Holsapple (Ed.), Handbook on Knowledge
Management, (pp. 411-441). Berlin: Springer.

OECD, (2002). Small and Medium Enterprise Outlook. Accessed 28th July 2018.
http://www.insme.org/files /126

OECD (2017a) Enhancing the Contributions of SMEs in a Global and Digitalised Economy. Ac-
cessed on 20th July 2018. https://www.oecd.org/mem/documents/C-MIN-2017-8-EN.pdf

OECD (2017b) Financing SMEs and Entrepreneurs 2017. AN OECD SCOREBOARD. Ac-
cessed 20th July 2018. https://www.oecd.org/employment/financing-smes-and-entrepreneurs-
23065265.htm

Percic, L. (2018). Public vs. Permissioned (Private) Blockchains. Accessed 14th July 2018.
https://medium.com /iryo-network /public-vs-permissioned-private-blockchains-99c04eb722e5.

Qjala, A. (2009). Internalization of knowledge-intensive SMEs: the role of network relationships
in the entry to a psychically distant market. International Business Review, 18(1), 50-59.

Quintas, P. (2002). Managing knowledge in a new century. In S. Little, P. Quintas & T.S. Ray
(Eds.), Managing Knowledge: An Essential Reader, (pp. 1-14). London: The Open University
of Sage Publications.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 42



Journal of Innovation Management I1biz, Durst
JIM 7, 1 (2019) 26-45

Redfern, A. & Snedker, P. (2002). Creating Market Opportunities for Small Enterprises: Expe-
riences of the Fair-Trade Movement. Geneva: International Labour Office.

Rimba, P., Tran, A.B., Weber, 1., Staples, M., Ponomarev, A., & Xu, X. (2017). Comparing
Blockchain and Cloud Services for Business Process Execution, 2017 IEEE International Confe-
rence on Software Architecture (ICSA), 3-7 April 2017. 1-4. Gothenburg, Sweden.

Shane, S. & Venkataraman, S. (2000). The promise of entrepreneurship as a field of research.
Academy of Management Review, 25(1), 217-226.

Shiraishi, Y. (2012). Eco-design promotion in SMEs by material flow analysis of supply chain:
case studies and modeling. In M. Matsumoto, Y. Umeda, K. Masui & S. Fukushige (Eds.), Design
for Innovative Value Towards a Sustainable Society, (pp. 946-651). Dordrecht: Springer.

Singer, R. (2015, April). Business process management in small-and medium-sized enterprises:
an empirical study. In Proceedings of the Tth International Conference on Subject-Oriented
Business Process Management (p. 9). ACM.

Spender, J.C. (1996). Making knowledge the basis of a dynamic theory of the firm. Strategic
Management Journal, 17(S2), 45-62.

St-Pierre, J. & Audet, J. (2011). Intangible assets and performance: Analysis of manufacturing
SMEs. Journal of Intellectual Capital, 12(2), 202-223.

Sultan, N. A. (2011). Reaching for the "cloud": How SMEs can manage. International Journal
of Information Management, 31(3), 272-278.

Swan, M. (2015). Blockchain: blueprint for a new economy. California: O’Reilly.

Szabo, N. (1997). Formalizing and Securing Relationships on Public Networks. Accessed 28th
July 2018. http://ojphi.org/ojs/index.php/fm/article/view /548 /469.

Tapscott, D., & Tapscott, A. (2016). Blockchain revolution: how the technology behind bitcoin is
changing money, business, and the world. New York: Portfolio/Penguin.

Teece, D.J. (2001). Strategies for managing knowledge assets: the role of firm structure and
industrial context. In I. Nonaka & D.J. Teece. (Eds.), Managing Industrial Knowledge, Creation,
Transfer and Utilization, (pp. 125-144). London: Sage.

Teo, C. (2018). From diamonds to recycling: how blockchain can drive responsible and ethical bu-
sinesses. Accessed 15th July 2018. World Economic Forum https://www.weforum.org/agenda/2018 /06 /diamon
recycling-blockchain-technology-responsible-ethical-businesses)/.

Thong, J.Y.L. (2001). Resource constraints and information systems implementation in Singa-
porean small businesses. Omega, 29(2), 143-156.

Voshmgir, S. & Kalinov, V. (2017). Blockchain Handbook: A Beginners Guide. Accessed 14th
July 2018. https://blockchainhub.net /blockchain-technology/ .

Weber, 1., Xu, X., Riveret, R., Governatori, G., Ponomarev, A., & Mendling, J. (2016). Untrus-
ted Business Process Monitoring and Execution Using Blockchain. In M. La Rosa, P. Loos, O,
Pastor. (Eds.) Business Process Management, (pp. 329-347). Cham: Springer.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 43



Journal of Innovation Management I1biz, Durst
JIM 7, 1 (2019) 26-45

Welch, L.S., & Luostarinen, R. (1988). Internationalization: evolution of a concept. Journal of
General Management, 14, 34-55.

Wickramansinghe, N. & Sharma, S. K. (2005). Key factors that hinder SMEs in succeeding in
today’s knowledge-based economy. International Journal of Management and Enterprise Deve-
lopment, 2(2), 141-158.

Zain, M. & Ng, S. I. (2006). The impacts of network relationships on SMEs’ internationalization
process. Thunderbird Int’l Bus Rev, 48, 183-205.

Zairani, Z. & Zaimah, Z.A. (2013). Difficulties in Securing Funding from Banks: Success Factors
for Small and Medium Enterprises (SMEs). Journal of Advanced Management Science, 1(4),
354-357.

Zhao, J. L., Fan. S., & Yan, J. (2016). Overview of business innovations and research opportu-
nities in blockchain and introduction to the special issue. Financial Innovation 2(1), 1-7.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 44



Journal of Innovation Management Ilbiz, Durst
JIM 7, 1 (2019) 26-45

Biographies

Ethem Ilbiz. Dr Ethem Ilbiz is a visiting research fellow in policing and security at the
University of South Wales who has a special research interest about practical demonstrations
of issues at the crossroads of disruptive technologies and policy. His recent research projects
¥ include knowledge risk management of blockchain technology, obfuscation techniques in vir-
" B tual currencies and the illicit use of virtual currencies in evading the international regimes for
\ countering the financing of terrorism, antimoney laundering and cybercrime. He also works
‘ ' on a new theoretical governance model called Uberisation that is inspired by Uber which is
used as a cooperation model engaging multiple actors under a sharing platform. Apart from
his recent research interests, he did his PhD at the School of Politics and International Relation at the University
of Nottingham.

L7

Susanne Durst. Susanne Durst is a Professor of Business Administration at the School of
Business at University of Skévde (Sweden), a Visiting Professor of Business Administration
at Universidad del Pacifico (Peru), and an Associate Professor at South Ural State University
(Russian Federation). She is also the leader of the research group knowledge, innovation and
marketing (KIM) at the School of Business at University of Skovde. Her research interests
include small business management SME business transfers, strategic knowledge management,
knowledge risk management, (open) innovation and corporate governance. She has been conducting several natio-
nal and international research projects on company succession, corporate governance, and knowledge management
in SMEs and public organizations. Her work has been recognized through different awards, including the Transeo
Academic Award in 2012 and has been published in international peer-reviewed journals. Before joining academia,
she worked in different positions with private enterprises of different industries and size.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 45



Journal of Innovation Management Luthfa
JIM 7, 1 (2019) 46-79

HANDLE: https://hdl.handle.net/10216,/119830

DOI:https://doi.org,/10.24840/2183-0606 _007.001 0005

SM: Oct/2018 AM: Nov/2018

A study of how uncertainty emerges in the

uncertainty-embedded innovation process

Sabrina Luthfa
sabrina.luthfa@hv.se | University West, 461 86 Trollhéittan, Sweden

Abstract. This paper aims to understand about how uncertainty emerges in the innovation process.
Since uncertainty is embedded in the innovation process, to understand how uncertainty emerges in the
process one needs to understand how innovation process unfolds over time. Since an innovation process in-
volves various resource recombination activities occurring in several phases, to understand how innovation
process unfolds one needs understand “how do various resource recombination activities occur over time
for the creation of novelty?” This knowledge would enable us to understand the conditions under which
vital activities of resource recombination can/cannot be undertaken and coordinated as well as would
allow us to understand the underlying decisions made by the innovators for their efficient undertaking
and coordination. This paper investigates the innovation process in two companies through performing
qualitative study. The innovation processes are analysed in the light of a conceptual model developed
based on the Dubois’ (1994) End-product related activity structure model, Hakansson’s (1987) “ARA mo-
del” and Goldratt’s (1997) “Critical chain concept”. The findings suggest that uncertainty emerges in the
innovation process in a cycle of interaction with resource void, activity void and actors’ limited cognition
due to lack of knowledge, undue optimism, and rationally justified reason for disregarding information.
Accordingly, a great deal of compromises is made while undertaking the activities.

Keywords. Uncertainty, Innovation Process, Activity Void, Resource Void and Actors’ Limited Cogni-
tion.

Cite paper as: Luthfa, S., (2019). A study of how uncertainty emerges in the uncertainty-embedded innovation
process, Journal of Innovation Management, www.open-jim.org, 7(1), 46-79. HANDLE: https://hdl.handle.net/10216,/119830;
DOLI: https://doi.org/10.24840,/2183-0606 _007.001 0005

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 46



Journal of Innovation Management Luthfa
JIM 7, 1 (2019) 46-79

1 Introduction

Companies execute innovation strategies to gain competitive edge over their competitors by cre-
ating novelty and to ensure survivability and sustainability in the often-changing market (Yamin
et al., 1997; Porter and Stern, 2001). However, it is not easy to execute innovation strategy
because the innovation process is embedded with uncertainty (Kirzner, 1979; Gartner, 1990; Fle-
ming, 2001; Jalonen, 2011; Pavitt, 2013). Managers face different types of uncertainties along the
innovation process, such as, technological, commercial, organizational, market, regulatory /insti-
tutional, social/political, acceptance/legitimacy, financial, timing, and behavioural uncertainties
(Jalonen, 2011). Uncertainties affect the transformation of an idea into novelty (Kline and Ro-
senberg, 1986; Van de Ven et al., 1999) as a result, many promising ideas fail to be realized.
Braeutigam’s (1979) quote conveys how uncertainty is present in an innovation process: “Will
an innovative effort result in an implementable technology, and if so, when? ... will the im-
plementation of the technology be delayed by a regulatory authority, and if so, for how long?
And finally, when the regulator permits the use of an innovation, what level of benefits will
the firm ultimately receive? (p. 98)”. Amid such uncertainties the organization that can ma-
nage this process efficiently has greater survivability and sustainability in the market (Dodgson,
2015).

There is ample of research in field of innovation studies which focused on the topic of uncertainty
especially on the effects it creates on the innovation process (Damanpour, 1996; Rogers, 1983;
Fleming, 2001; Ortt and Smits, 2006; York and Venkataraman, 2010). However, Fleming (2001)
argued that “Despite this widespread acknowledgement of the importance of uncertainty, most
research gives the topic brief consideration in route to other issues and little work has attempted
to identify and empirically validate the causal sources of uncertainty” (p. 117). Jalonen (2011)
also argued that in most of these studies the presence of uncertainty has been taken for granted
as an independent variable having some specific effect on the process, and little is known about
the causal sources of the uncertainty and how it manifests in the process. Although Jalonen
(2011) categorised different sources of uncertainties based on an extensive literature review of
101 articles, he did not explain in which way they emerge in the process. Both Jalonen (2011) and
Fleming (2001) argued that it is important to know the sources of uncertainties as well as how
they manifest themselves in the process as this knowledge would enable practitioners avoiding
the uncertainties thereby coordinating their innovation management activities efficiently. On
the contrary to their view that uncertainty can be avoided in an innovation process by learning
about its different sources, in a recent study Luthfa (2017) argued that uncertainty is unavoidable
because of its embeddedness in the process. Based on the argument that uncertainty is embedded
in the innovation process (Fleming, 2001; Rehn and Lindhal, 2011; Pavitt, 2013), she argued
furthermore uncertainty is not only a factor affecting the process itself but also the outcome of
the process (p. 23) and therefore one needs to be prepared to deal with those always during the
undertaking of the process. However, there is little we know about how uncertainty manifests
itself in the innovation process from the existing literature (Luthfa, 2017; Jalonen, 2011).

This paper argues that the knowledge about how uncertainties emerge in the innovation process
would not only enable researchers to learn about the conditions under which uncertainties emerge
in that process but also would enable researchers to know the conditions under which vital ac-
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tions for novelty creation can/cannot be undertaken and coordinated efficiently. As we know,
innovation in an interactive process that entails various resource recombination activities and
their efficient coordination (Schumpeter, 1934; Rogers, 1967, 1983; Richardson, 1972; Utterback
and Abernathy, 1975; Rescher, 2000), thus when uncertainties emerge in the innovation process
those affect the undertaking and coordination of those various resource recombination activities
subsequently affect the novelty creation. Furthermore, the knowledge about the conditions un-
der which vital actions can/cannot be undertaken and coordinated would enable researchers to
understand how to manage those conditions most efficiently for the efficient coordination of the
activities. Therefore, this paper aims to deepen our knowledge of how uncertainty emerges in
the innovation process.

Based on the argument that uncertainty is not only a factor affecting the process itself but also
the outcome of the process (Luthfa, 2017; p. 23) to understand how uncertainty emerges in the
innovation process this paper argues that it is necessary to understand how the process itself
unfolds over time; that is, how various [resource recombination| activities occur in several stages
or phases over time (Schumpeter, 1934; Rogers, 1967, 1983; Richardson, 1972; Utterback and
Abernathy, 1975; Rescher, 2000). Therefore, to fulfil the purpose of the study the following
research question have been posed: How do various resource recombination activities occur over
time for the creation of novelty?

This paper has been structured as follows. The literature review section reviews existing kno-
wledge of uncertainties in relation to the innovation process and reveals the gap in our current
knowledge. An uncertainty-embedded innovation process model has been developed in the theo-
retical framework section to illustrate and analyse how innovation process unfolds overs time as
well as to explain how uncertainty manifests in the process. The methodology section discusses
about the choice of the method, data collection and analysis technique. In the empirical section
two stories of the innovation processes have been discussed. Finally, after the analysis of the
processes a conclusion has been drawn, theoretical and managerial implications have been stated
and suggestions are made for further research.

2 Literature review

2.1 Innovation process and uncertainty in the innovation process

According to the “process philosophy” (Rescher, 2000) any process implies a set of sequentially
linked activities towards an end; an outcome (Richardson, 1972; Dubois, 1994). An innovation
process is an integrated series of connected development of meaningful events or sequence of
resource recombination activities where one ends and the other begins and finally a novelty is
produced (Schumpeter, 1934; Rogers, 1967; Richardson, 1972; Dubois, 1994; Rescher, 2000).
However, the end of a process is never the final end as it always paves the way for greater
changes (Rescher, 2000). The temporality of an end of a process makes the end of the innovation
process (novelty) a temporary solution as well as a unique one from what has been created
before and what will be created afterwards. In this study novelty has been defined as something
new, therefore unique and significantly improved from the earlier ones (Oslo manual, 2005)
for both who creates it and who consumes it. Since novelties are new they are not identical

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 48



Journal of Innovation Management Luthfa
JIM 7, 1 (2019) 46-79

to one another (Martinez-Ruiz, et al., 2011). The distinctiveness of the novelties makes it
difficult for the innovators to know or to plan which activities to undertake in advance. No
actor has precise knowledge about what resource recombination activities will bring that distinct
solution. Under limited availability of knowledge actors experience uncertainty: a condition
when actors’ existing knowledge and prior experiences become inadequate or divergent from
understanding what activities are required to take the next step or what outcome might come
from those activities (cf. Knight, 1921; Reddy, 1996; Lenfle and Loch, 2010; Jalonen, 2011;
Héakansson and Olsen, 2012). According to Lenfle and Loch (2010) the innovation process is
like “proceeding in the dark” where one’s theoretical knowledge is not necessarily enough to
deal with the reality. According to Hakansson and Olsen (2012) the innovation process contains
the “elements of exploration into the unknown, into the unexpected and quiet often also into
the impossible, the irrational” (p.81). Under such conditions, actors respond to the way the
stories of innovation unfold over time (Héakansson and Olsen, 2012). Since “way leads on to
way” (Lundgren, 1995; p. 91) actors’ response to the evolution of the innovation story can lead
the entire innovation project onto a different trajectory from what has initially been anticipated
(Lundgren, 1995; Hakansson and Olsen, 2012) and in this manner can create further uncertainty
in the innovation process. Therefore, uncertainty also becomes an outcome of the innovation
process; the outcome of the way the activities are undertaken and coordinated. Therefore,
several researchers (e.g. Fleming, 2001; Lenfle and Loch, 2010; Jalonen, 2011; Rehn and Lindahl,
2012; Hakansson and Olsen, 2012) argue that innovation process is inherently uncertain meaning
uncertainty is unavoidable in the process.

2.2 Different types of uncertainty in the innovation process

According to Galbraith (1977) a great deal of uncertainty exists about how to define the concept
of uncertainty. Unlike risk, which is measurable (Knight, 1921), uncertainty cannot be measured
(Galbratih, 1977; Jalonen, 2011) because it involves unstandardized operation or non-systematic
activities (Utterback and Abernathy, 1975). An innovation process is both risky and uncertain.
It is risky because it entails significant investment therefore entails significant cost (Gompers and
Lerner, 2001; Eveleens, 2010; Muller, 2013; O’Sullivan, 2013) unless the outcome of the resource
recombination process is widely accepted by the users (Rogers, 1967). It is uncertain because
an innovator’s knowledge or experience or resources is inadequate or unavailable or imperfect
to steer those non-systematic resource recombination activities as well as to predict the final
outcome of the process (Knight, 1921/2012; Galbraith, 1977; Daft and Lengel, 1986; Brashers,
2001; Hakansson and Olsen, 2012; Holmen and McKelvey, 2013).

The term “uncertainty” and its different types in relation to the innovation process has been
discussed in several studies (e.g., McMullen and Shepherd, 2006; Bessant, 2008; Foster, 2010).
Among those different types, technological uncertainty has been the most discussed one, because
it is usually considered synonymous with technological invention (cf. Fleming, 2001; Jalonen,
2011). According to Fleming (2001) technological uncertainty is high when innovators try to
recombine unfamiliar components. In contrast, technological uncertainty is low when innovators
try to combine familiar components. The degree of technological uncertainty is inversely pro-
portional to the degree of prior knowledge and experiences of handling familiar activities. High
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technological uncertainty may increase the likelihood of failure in comparison with low techno-
logical uncertainty but may increase the likelihood of creating radical innovation if managed
efficiently (Dosi, 1982; Fleming, 2001).

Many studies have also emphasised regulatory/institutional uncertainty (Braeuitigam, 1979;
Freel, 2005; Prieger, 2007; Bessant, 2008; York and Venkataraman, 2010) which has a signi-
ficant impact on the innovation process. Regulatory uncertainty is created by the policy makers,
who wield their power to prohibit, stimulate, monitor, and regulate activities in the innovation
process (Freeman, 1974; Rogers, 1983; Nelson, 1993; Foster, 2010). Generally, policy makers
adopt policies for supporting innovation but sometimes the same policy can become the source
of uncertainty (Jalonen, 2011). For example, government policy encouraging the establishment
of coal-based and nuclear power plant in Bangladesh to ensure power supply is threatening the
possibility of innovation in the renewable energy sector. High regulatory uncertainty affects ma-
nagers’ ability to assess risk and opportunities thereby affect their ability to make the trade-offs
necessary for investment in new technologies (Marcus, 1981). The fields of biotechnology, nano-
technology, and medical technology is especially affected by this type of regulatory uncertainty
(Fleurke and Somsen, 2011).

Social and political uncertainty also create significant impact on the innovation process. Innova-
tion process takes place in interaction among various actors such as business firms, individuals,
and public and private institutions (Edquist and Hommen, 1999; Lundvall, 2007). The purpose
of engaging in interaction with others is to gain access to different types of resources (technologi-
cal, financial, immaterial) which are necessary for undertaking resource recombination activities,
and to gain insider-ship in a foreign market to escape institutional uncertainty (Hakansson, et
al., 2009). However, not always collaborating partners are willing to share resources such as
intellectual property (IP) rights (Spencer, 2003) unless there is a great deal of trust among the
actors. Unless rtsut is well established actors fear the loss of IP rights in the hand of opportu-
nistic actors. Trust plays an important role in exchange relationship (Morgan and Hunt, 1994;
Nooteboom, Berger and Noorderhaven, 1997; Das and Teng, 1998; Madhok, 2006). Institutional
bodies like public and private funding agencies may not provide firms financial resources neces-
sary for innovation (Kline and Rosenberg, 1986; Van de Ven et al., 1999; Gompers and Lerner,
2001; Powell et al., 2002; Hakansson and Waluszewski, 2002; Tidd and Besant, 2009; Muller,
2013; O’Sullivan, 2013). Under such circumstances, actors experience social and political uncer-
tainty (e.g., Milliken, 1987; Holmen, 2001; McMullen and Sheferd, 2006; Ortt and Smits, 2006;
Jalonen, 2011; Hakansson and Olsen, 2012; Luthfa, 2017).

One type of uncertainty leads to other types of uncertainties if not handled efficiently and timely.
For example, regulatory uncertainty can block necessary technological, material, non-material
(knowledge) and financial resource flows among actors thus can affect the resource recombina-
tion activities and finally can delay the production, introduction, and diffusion of a product to
the market. Thus, regulatory uncertainty can lead to acceptance/legitimate and commercial
uncertainty (Prieger, 2007; Jalonen, 2011; Luthfa, 2017). Resource constraints make the trans-
formation of an invention into innovation difficult (Kline and Rosenberg, 1986; Van de Ven et
al., 1999; Gompers and Lerner, 2001; Powell and Grodal, 2005). Such uncertainties can cre-
ate cognitive inertia among managers (Porac and Thomas, 1990; Eisenberg, 1995) leading to
response uncertainty (McMullen and Shepherd, 2006). Under the condition of response uncer-
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tainty, one cannot calculate how to respond to a situation which is different from their anticipated
reality.

2.3 Sources of uncertainties in the innovation process

One of the main sources of uncertainty is managers’ lack of knowledge about the innovation pro-
cess (Jalonen, 2011) that is how to recombine resources. Since novelty implies something new or
significantly improved from the already available one, managers may not necessarily have com-
plete information about how to recombine the resources or which resource recombination may
bring the desired output. Under the condition of limited information, actors (hence, managers)
experience cognitive limitation (Eisenberg, 1995); not knowing what to do or how to do. Ac-
cording to Eisenberg (1995) a cognitively limited actor is unduly optimistic; therefore, she tends
to overlook necessary information to deal with a situation yet justifies her decisions or actions
as rational under that condition. If managers overlook necessary information during the inno-
vation process that may cause technological uncertainty by creating difficulties during resource
recombination and eventually may lead to further uncertainties along the process.

Some other studies (e.g., Baraldi, et al., 2001; Fonseca, 2001; Hakansson and Waluszewski, 2002;
Nerkar and Shane, 2003; Waluszewski, 2004; Baraldi and Stromsten, 2006; Hoholm and Olsen,
2012; Alexis, 2014) indicated that a possible source of uncertainty is the resources’ own conflicting
properties. Resources (for example, raw materials, machinery, knowledge) are heterogeneous
(Penrose, 1959). When heterogeneous resources are combined they can create resistance to
one another during integration. For example, if different types of components with different
configurations are integrated they may create resistance to one another or when new views are
incorporated traditional practices may create resistance and managers may find it difficult to
come to consensus about how to handle the process. Due to resistance in resource combination
it is possible that a great deal of friction will occur when new resources will be integrated in
an existing resource base (Waluszewski, 2004). However, it is not known to what extent the
frictions, tensions, or resistance encountered during the resource combination will stabilizes or
destabilizes the resource bases and thus will affect efficient linking of later activities in the
innovation process. According to Waluszewski (2004) the outcome of the resource recombination
is “never given”. Despite the indication that uncertainty in the innovation process may arise
from the conflicting properties of resources and their combination, it is not substantiated in
the existing research. According to some authors, a resource-recombination perspective needs
more attention for a better understanding of the innovation process as well as to know if they
have any impact on the emergence of uncertainties in the innovation process (e.g., Arthur, 2007;
Petruzzelli and Savino, 2014).

Since activities constitute the basis of the innovation process (cf. Rogers, 1967; Richardson,
1972), logically unsuccessful coordination of the activities may give rise to uncertainties. Ac-
cording to Dubois (1994) every activity undertaken and coordinated in a process produces an
output, which is used as an input for the next activity in the same process. In a process a future
activity is dependent on the outcome produced from the previous activity (Thompson, 1967;
Lundgren, 1995; Dubois, 1994; Hakansson et al., 2009; Bankvall, 2011). However, Dubois does
not explain what happens in the activity chain in a process if an activity fails to produce a desi-
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rable outcome. Since activities are path dependent (Arthur, 1994; Lundgren, 1995; David, 2000;
Sydow, et al., 2009) it is logical to argue that a single error in one activity in a process may lead
to errors in ensuing activities in the same process. A failure in an activity may therefore hinders
the production of the desirable outcome, unless an alternative path of activities can be created,
or the iteration of a previously failed activity can produce a promising outcome. However, to
what extent path-dependency of activities can create uncertainties in the innovation process is
insufficiently considered in the literature.

2.4 How uncertainty emerges in the innovation process — what has been
discussed in the literature and what needs further attention

Emergence of uncertainty is not a one-time phenomenon but rather it manifests itself or emerges
throughout the innovation process over time (Fleming, 2001; Lenfle and Loch, 2010; Jalonen,
2011; Hakansson and Olsen, 2012; Rehn and Lindahl, 2012). Therefore, understanding of how
uncertainties emerge in the innovation process lies in our understanding of how the process
unfolds over time.

As defined earlier, innovation process entails some interconnected resource recombination activi-
ties over time (Schumpeter, 1934; Rogers, 1967; Richardson, 1972; Dubois, 1994; Rescher, 2000).
However, the activities are not independent of the actors who undertake them (Rip, 2012) just
as our actions are not independent of us (Luthfa, 2017). According to Rip (2012; p. 160) “actors
and activities are mutually dependent”. The activities are also not independent of the resour-
ces because one cannot undertake the resource recombination activities without the resources
(Hakansson, 1987). According to Schumpeter (1934), resources are the central element for the
novelty creation. The resources contribute to the creation of new resources as well as to the cre-
ation of novelties when they are combined through undertaking specific activities (Waluszewski,
2004). Furthermore, resources are not independent of the actors who control them and exploit
them through undertaking the activities (Hakansson, 1987). The actors interact with other ac-
tors in a network context to gain control of the resources and to be able to exploit or recombine
them through interactions (Drucker, 1985; Powell et. al., 1996; Etzkowitz and Leydesdorff, 2000;
Pittaway et al., 2004; Lundvall and Nielsen, 2007; Hakansson et al. 2009; Tsai, 2009; Antikainen,
Makipaa, and Ahonen, 2010; Aune and Gressetvold, 2011; Perks and Moxey, 2011; Hakansson
and Olsen, 2012). Thus, just as much the activities are inseparable for the actors who undertake
them, resources are also inseparable from the actors who control and exploit them (Hékansson,
1987). This makes activities and resources as well as actors and resources mutually dependent.
Therefore, to create knowledge about the innovation process it is important to consider the inter-
relation and interaction among the actors who undertake the resource recombination activities in
a network context, activities which are undertaken by the actors who control and recombine the
resources and the resources which are recombined for novelty creation by those actors.

Then again, due to mutual dependency among the actors, activities, and resources, the courses
of action in an innovation process are affected not only by the actors who undertake or control
them but also by the successful or unsuccessful activities of integrating and transforming the
necessary resources into novelty. Furthermore, Rip argues (2012, p.158) innovation process is
part of larger processes, and are entangled with organizations in a network, other technologies,
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sector dynamics, and societal responses. Due to the entanglement of different actors in a network
context as well as their different levels of interactions for resources to undertake the activities,
new events emerge continuously in the process. Emergence of new events lead to creation of new
paths (new sequences of activities) as well as to creation of new actors (Lundvall, 1995) and new
levels of interactions among them (Rescher, 2000; Rip, 2012). Due to so many different levels
of interactions it becomes difficult for a single actor to control, steer, or plan the innovation
process in advance (Lenfle and Loch, 2010; Hakansson and Olsen, 2012) that is, lead actors to
uncertainty.

So far innovation processes have been studied either from the perspective of activities (for exam-
ple, Bush, 1945; Anthony and Day, 1952; Maclaurin, 1955; Ruttan, 1959; Rogers, 1967; Kline and
Rosenberg, 1986; Rothwell and Dodgson, 1992; Hobday, 2005; Godin, 2006) or from the perspec-
tive of actors (Etzkowitz and Leydesdorff, 2000; Edquist, 2005; Hobday, 2005; Lundvall, 2007) or
from the perspective of resources (Fonseca, 2001; Petruzzelli and Savino, 2014) however not from
an integrated perspective. This paper offers to create knowledge of the innovation process and
how uncertainties emerge in the process by integrating these three different perspectives.

Hakansson’s (1987) ARA model (Actor-Resource-Activity model) model illustrates the different
layers of complexity involved in the interactive process of business among actors, resources and
activities, thereby highlighting the complexities involved in the interactive process like innovation.
However, the ARA model cannot explain how exchanged resources among the actors are utilized
for production such as transformed from one form to another in a chain of transformation. The
ARA model thus cannot explain how novelty is created in an innovation process. Dubois’ (1994)
“the end-product related activity structure model” complements the ARA model by illustrating
how sequence of activities take place in a process, how outputs are produced from the activities
and how the final outcome is produced at the end of the process. According to Dubois’ model,
output from an activity creates the basis for linking and coordinating the next activity in the
chain. Thus, this model has great potential to create knowledge of how novelty is created at
the end of a sequence of activities, which represent the innovation process. However, both the
ARA model and the end-product related activity structure model assume that resources are
available, if not available in house, from network of partners for undertaking activities when
several studies showed the opposite result (e.g. Van de Ven et al., 1999; Holmen, 2001, Spencer,
2003; Ortt and Smits, 2006; Chaturvedi, et al., 2009; Muller, 2013). Both models are limited in
explaining the consequences of resource unavailability on the activity undertaking thus are limited
in explaining uncertainty in the process. The limitation in these two models can be complemented
by integrating the project management literature (the Critical Chain Concept) which has the
potential to explain how the activities can or cannot be undertaken in the innovation project
if resources are not available (Goldratt, 1997). According to Goldratt (1997, p. 89) when
resources are not available activity chain breaks in a process. Logically, if activity chain breaks
actors may experience uncertainty. The project management literature can also be applied
since the innovation process is often regulated under specific projects where numerous activities
are undertaken sequentially over time and number of actors are involved. Accordingly, in the
following section a conceptual model has been developed by integrating the ARA model, the end
product related activity structure model and the theory of constraints to study how innovation
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process unfolds over time and at the same time to understand how uncertainties emerge in the
innovation process.

3 Theoretical model

The conceptual model has been developed in this paper by integrating three models: the ARA
model (Hakansson, 1987) and the end-product related activity structure model (Dubois, 1994)
of the IMP school (Industrial Marketing and Purchasing) of the Uppsala University and the
theory of constraints (Goldratt, 1997). The resulting model is called the uncertainty-embedded
innovation process model (see figure 1).

Fig. 1. The uncertainty-embedded innovation process model (Author’s own)

The model (figure 1) depicts how an innovation process progresses over time in continuous
interaction among actors, activities, and resources and the goal. The green arrows and path
represent the interaction among actors, activities, and resources and the goal. The innovation
process begins with an idea of creating a novelty (Rogers, 1983) which is represented by the
goal in this model. The goal can be generated in the market by users’ demand, or by the policy
developed by the policy makers, or from the outcome of a scientific discovery (cf. Cyert and
March, 1963; Rogers, 1983; Lundgren, 1995; Ingemansson, 2010). The goal guides the choices
of resources, their combination, development of relationship with other actors and activities like
research and development, production, commercialization, and diffusion (Rogers, 1967, 1983).
The same goal limits the choices of resources, actors’ activities and relationship with others (cf.
Cyert and March, 1963; Gollwitzer and Moskowitz, 1996). However, due to entanglement of
different actors in the innovation process (Drucker, 1985; Powell et. al., 1996; Etzkowitz and
Leydesdorff, 2000; Pittaway et al., 2004; Lundvall and Nielsen, 2007; Hakansson and Olsen,
2012) and under the condition of limited information and knowledge (Knight, 1921; Reddy,
1996; Lenfle and Loch, 2010; Jalonen, 2011), no single actor can steer the innovation process
as planned (Lenfle and Loch, 2010; Hakansson and Olsen, 2012). As the process advances over
time, new events emerge in the innovation process; new resource combination takes place, new
combining activities are undertaken, and new sources of resources appear which then shapes up
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the goal depending on the changes created from the previous interactions (cf. Rescher, 2000). An
innovation process unfolds through dynamic interaction between the outcome of the process and
the “holy trinity of a network” (Lundgren, 1995, p.93), i.e. the actors, activities, and resources
as well as the reciprocity among them. In figure 1, reciprocity among the actors, resource and
activities is represented by the blue double-sided arrows among the aspects.

Reciprocity among the three aspects, the actors, resources and activities, makes them self-
reinforcing as well as make them affect each other in a negative manner in a cycle of cause
and effect relationship. Any unconducive condition in any of these elements creates a negative
impact on the other. For example, if actors fail to carry out an activity the failure may affect the
outcome, which in turn may affect the linking of further activities in the chain. If an actor cannot
explain the unconducive condition, based on its previous knowledge and experience of similar
conditions, it cannot possibly fix the broken chain. Under such condition actors will experience
uncertainty (cf. Knight, 1921). The orange arrows in the figure 1 show how uncertainty emerges
as an outcome of the interaction among actors, activities, and resources. In the following, there
is a list of some conditions when uncertainty may emerge in the innovation process:

1. Actors’ are limited in cognition due to lack of knowledge of the detail of the technology, or
due to undue optimism of having enough knowledge or information to deal with a problem
therefore ignoring important information (Eisenberg, 1995). Actors limited cognition leads
to uncertainty in the process as that hinders them from engaging the appropriate resources
for undertaking the recombination activities.

2. Actors have conflicting expectations, and strategies for reaching the same goal (Cyert and
March, 1963; Hékansson an Olsen, 2012). Their differences can evolve over time along
with the changes of demands for resources and nature of activities they are undertaking
together (Lundgren, 1995). If the differences sustain the process can proceed towards a
different trajectory (cf. Rescher, 2000) than anticipated due to path dependency (Arthur,
2000). Differences can also lead to conflict, leading to breaching of trust (Morgan and
Hunt, 1994; Nooteboom, Berger and Noorderhaven, 1997; Das and Teng, 1998; Madhok,
2006) and termination of relationships (cf. Tzushi, 1997; Coles, 2003), thereby disrupt the
resource flows among the partners and undertaking of the activities.

3. Resources are not always available either due to focal actors’ inability to produce them,
unwillingness of other actors to exchange necessary resources, by any institutional res-
triction, by the unsuccessful combination of differential and conflicting resources from
previously undertaken activities (Goldratt, 1997; Fonseca, 2001; Gadde and Héakansson,
2001; Spencer, 2003; Hakansson and Walusewski, 2002; Waluszewski, 2004; Chaturvedi,
et al., 2009; Hoholm and Olsen, 2012; Muller, 2013; Petruzzelli and Savino, 2014). Due
to resource unavailability the linking of activities may become uncertain and eventually a
condition called inertia can appear in the activity sequence (Goldratt, 1997).

4. Activities are path dependent (Lundgren, 1995). A firm’s allocative decision made in the
past limits and/or enable its decision in the present (Arthur, 1994; David, 2000; Sydow
et al., 2009). An outcome of previously undertaken activities determines future activities,
resources which are to be utilized and relationship which are to be nurtured. If the outcome
is desirable the process may proceed smoothly, but if not, it may change an actor’s courses
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of action that the one anticipated as well as can bring inertia in the process (Goldratt,

1997).

To sum up, uncertainty emerges in the innovation process under the aforementioned conditions
prevailing in actors, activities, and resources.

4 Methodology

The unit of the analysis in this study is the innovation process - sequence of activities, and how
they were undertaken and coordinated over time to produce a novelty. Study of the innovation
process will also enable us to learn about how and why activities are not undertaken and linked
that is, anomalies in the activity undertaking can tell us about the uncertainties under which
activities could not be undertaken. The focus was given to the evidences which would tell about
the various resource recombination activities performed and not performed, how the partner firms
made resources available or were not willing to exchange resources and why, how the partners
enabled and hinder activity undertaking of the focal firm and why, challenge regarding access
to resources and how the actors solved those problems, and their roles in the process. A series
of inquiry was performed, one leading to another until a coherent picture of the innovation
process could be portrayed. Accordingly, number of people have been interviewed who were
involved both directly and indirectly in undertaking different types of activities in the innovation
process.

Innovation process unfolds over time. Therefore, to create knowledge of the innovation process it
is important to tell a story in sequence of events. However, the sequence of events does not take
place in a linear form but rather takes place in complex manner as the innovation process involves
complex interaction among multiple actors, number of activities and various resources (Powell,
et al., 1996; Edquist and Hommen, 1999; Pittaway, et al., 2004; Perks and Moxey, 2011). Among
many of the benefits, a qualitative study offers the possibility of unfolding complex events over
time through an in-depth narration (Kinnear and Taylor, 1996; Van de Ven and Poole, 2005;
Marschan-Piekkarri and Welch, 2005; Silverman, 2013; Yin, 2014).

Initially, the theoretical understanding of the innovation process was not clear as a result the
reality that has been encountered during data collection did not match with the theoretical map
that has been developed from the existing theories. According to Easton (2000) this is often the
reality that what we encounter do not always fit our mental map developed from our previous
knowledge. Therefore, to develop new insight researchers need to move between the theory and
reality over time in attempt to reduce the gap through several encounters. This approach is
called the “systematic combining” (Dubois and Gadde, 2000). For facilitating the systematic
combining approach, a case study has been designed which enables several encounters with the
reality through intensive enquiry thereby enable refining the theoretical understanding gradually
(Easton, 2010). The advantage of applying the case study is that when a gap is experienced
between what one knows of the reality and the reality out there, one can go back to find answers
to what happened the way it did over time through several encounters by returning for interviews.
Another reason for choosing case study was its ability to deal with variety of data (Piekkari, et

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 56



Journal of Innovation Management Luthfa
JIM 7, 1 (2019) 46-79

al., 2009) gathered from various sources, such as documents, artefacts, interviews, observations
(Yin, 2014) thus could enable data triangulation (Yin, 2014).

Two case firms were selected from two different industries from two different countries with op-
posite economic conditions, business culture and institutional contexts. One company belongs
to the industrial manufacturing industry and the other to the agricultural /biotechnology sector.
The companies differ greatly in their product characteristics, production methods and contexts
as well as demand different resources, actor involvement and nature of activities to perform inno-
vation process. Furthermore, the companies were chosen from two countries from two different
continents with opposite economic and political conditions, infrastructure, in hope of gaining
interesting insight into the process. The underlying reason for choosing two disparate companies
instead of two similar companies was that their differences would provide interesting insights
into the innovation process, as they were more likely to exhibit different innovation process pat-
terns, giving rise in different ways to uncertainties, than if they were from the same industry.
Eisenhardt (1989) stated “creative insights often arise from the juxtaposition of contradictory
or paradoxical evidence ... The process of reconciling these contradictions forces individuals to
reframe perceptions into a new gestalt” (p. 546).” Moreover, one of the firms’ innovation process
exhibited a critical case. Its innovation story originated in a country where it faces high political
instability, resource constraints and poor infrastructure. It was expected that the innovation
process of this firm would exhibit patterns that would run counter to the existing theories and
concepts (Patton, 2014) developed from observing companies in the developed countries thereby
would allow the testing and refinement of existing theories (Emmel, 2013). Only two companies
were selected as smaller number of cases, even a single case enables a researcher to deeply explore
the research phenomenon (Mason, 2010; Easton, 2010; Patton, 2002). Furthermore, only two
innovation stories from these two firms have been selected to take advantage of the possibility
of detail observation and exploration of the phenomenon (Easton, 2000, Patton, 2014; Emmel,
2013; Yin, 2014) thus to be able to build an in-depth story into the innovation process. The
selection criteria for choosing the case companies were that they should be undergoing or have
undergone activities of innovation and should come from different contexts that is, they show
disparity. The size of the firms was not considered as it was immaterial for fulfilling the purpose
of the study. Initially, some companies were contacted from two countries based on their online
profile. Companies which showed interest to take part in the process were selected for the data
collection. Data collected from only two companies have been selected for the study.

Data were collected during 2013-2016 during the author’s PhD research. The main means to col-
lect data was face to face interview. On some occasions data were collected through phone calls
and Skype interviews. Additional data, which had technical elements, were collected from scien-
tific articles, PhD thesis, Youtube videos, Wikipedia, online brochure, newspaper articles, and
direct observations. Interviewees were selected depending on their roles in the studied innovation
processes. From the manufacturing company CEJN, the CEO, construction manager/engineering
team, logistic manager, purchase manager, sales manager, assembly workers have been intervi-
ewed for their direct involvement in the innovation process. From the biotechnology company, the
director of the agri-business, agricultural advisor, post-doctoral researcher, laboratory technician,
and a researcher have been interviewed for their direct involvement in the innovation process.
The data come from total 30 in-depth interviews, four field observations/factory visits, and email
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conversation. After each data-collection occasion (interviews) the data were transcribed. In one
case the data needed to be translated as well from Bengali to English.

Initially, the data were not collected in the order in which the story has been told in the empirical
section. After all the necessary data were collected, the data have been organized from beginning
to end, keeping in mind the theoretical construct, to create a coherent picture of the innovation
process (interaction among the actors, activities, and resources) and the uncertainties within it.
Data have been analysed by applying the “pattern matching logic”, where empirical patterns are
compared with the conceptual model that the researcher formulated before data collection (Yin,
2014). During the analysis the theoretical model was used to see whether the reality fits to the
model or not. When there was a fit, it was considered as a support for the theoretical argument
and when there was no fit attempt has been made to explain why this was the case. At first
within intra-case data analysis was done, and later a cross case analysis was done to reveal the
similarities and differences among the cases to uncover certain patterns useful for refining and
developing the theories.

During data collection I have faced some challenges, for example, the case companies did not
allow me to interview their partners. As an Industrial Marketing and Purchasing researcher this
was unsatisfactory. However, since activity links can also be studied from a single company’s
perspective (Bankvall, 2011), T collected data on the activities and their internal and external
links (with the collaborators) from the case company’s perspective. It was not possible to con-
vince the respondents to answer all the questions for confidentiality, so I used the data that were
obtainable. The credibility was ensured by sending the draft transcripts to the respondents after
data transcription. I attempted to make analytical generalization of the data (Yin, 2014). The
new understanding derived from the analysis could be used to reinterpret the cases in other con-
text in the future. However, as researchers vary in their philosophies the same innovation process
studied by other researchers in another context may exhibit different result. The study is depen-
dable as the errors and biases have been removed by verifying the data with the respondents.
Audit trail comprising raw data are available for inspection.

5 Empirical data

5.1 Case 1: Innovation process of e-Safe by CEJN AB

History behind the e-Safe innovation

When the Swiss government decided to ban the use and import of unsafe couplings in all industrial
facilities in the country, followed by an accident in one of the factories in which a worker lost his
hearing, the management were forced to bring a safer version of coupling called e-Safe. Although
CEJN’s engineers were aware that during coupling disconnection factory workers were at risk of
injuring their eyes, eardrums, skin, and bones, even risks death, for them these risks were just
theoretical, until the accident happened in the customer’s facility. According to the construction
manager Peter, “the accident was a major turning point for us; we realized something needed to
be done . . . we set the objective of creating a safety coupling for our customers”. Therefore, CEJN
made a quick market survey on customer’s expectations of the safety coupling; its features or
functions, their willingness to pay for a certain performance, size, and user-friendliness. During
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this time CEJN also convinced the Swiss authority to let its customers use the general quick
coupling following the precautions asked by the government authority, until the safety coupling
is developed and ready to be used.

Commencing the project — Setting the objectives and Building the team

In the head office the management set up an engineering team comprising of mechanical engineers,
product designers and developers to commence the project. The management was very optimistic
about the team’s credibility therefore they felt no need to engage any external consultants. Peter,
the construction manager said, “In teams, we consulted about the different parts of the general
coupling, how they function, and specified mechanical difficulties of disconnection”. A general
coupling has two main parts, considered as a female and a male part, each part is connected
to two different hoses or pipes or one hose and one piece of |hydraulic| equipment such as a
blow gun. The two parts are connected through a latch. In a general coupling the latch lets
the two parts separate from each other without much effort. The problem occurs when the male
and female part disconnect from each other without much effort and their disconnection let high
air/fluid pressure come out of the pipes abruptly as a result the pipes fly out of the hands of the
workers. According to the CEO, “To prevent accidents we planned to develop e-Safe where male
and female parts will be disconnected slowly. We decided to increase control over the latch by
adding additional metal slots. A controlled latch would allow a slower disconnection of the male
and the female parts from one another and in this manner would prevent kickback that causes
the hoses to fly out of the workers’ hands”.

Delegating the tasks, and Discussing the options

Different groups were assigned to bring different designs. Evaluation of all the designs showed
that integration of new and modified parts entailed changes in the exterior of the coupling,
leading to increased weight and development cost. There was nothing more the team could do
to prevent this change. According to the construction manager, Peter, “we wanted to hold the
male part inside the female part for few more seconds before releasing it completely, and to do
that we needed to add more components .... Our engineers suggested different configurations,
all of which were good ... these would require a lot of work, a lot of adjustments of various
components. .. we have to be rational ....we could not expect to make a major change for a
simple fix in a simple function.....moreover, time was not in our favour...we knew we had to
return to the market before someone else did.”

Facing the dilemma and making compromise

Based on the chosen design among many others different parts were modified and a new part was
developed. Some standardised activities were undertaken such as metals were cut, moulded in
certain shapes, machined to produce the void inside the couplings and heat treated at extreme
high and low temperatures for hardening, strengthening, and tempering and later on all parts
were assembled. As anticipated the integration of the new and modified parts enhanced the
size of the exterior and reduced the size of the interior however, the team did not expect that
would reduce air flow inside the hoses. Safety assurance came at the cost of reduced performance.
Although the solution was feasible in the eye of the engineers the customers were not very satisfied
with the solution. Their dissatisfaction was reflected through their purchase decision According
to the construction manager, “We had to consider the customers’ expectations as well as the ban
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imposed by the Swiss government and the possible threat by our competitors ...we chose the
option that in our opinion was the best in terms of safety, performance, cost effectiveness, and
use-friendliness. To ensure the functionality that we wanted we had to forgo the space inside
the coupling ...we had to compromise. ... The safety coupling was worse than the one we had
before in terms of price, weight and performance but we achieved what we aimed for.”

Restarting the project for a sustainable solution —Lack of access to the desirable
technology and inertia in the process

After a while, the management realized that they needed to bring a sustainable solution because
customers are not entirely satisfied with the new coupling. CEJN employed some new engineers
who may have new insight into the matter. The new team noted that the safety coupling
incorporated two components which need to be reduced into one to create space internally and
to reduce the exterior. The team found out that there is a patented locking latch technology in
the market which could be of use. However, the inventor, named Bjorn, refused CEJN’s request.
Peter said, “Having no access to the key technology we decided to ask our strategic suppliers to
develop a locking latch for us but our suppliers lacked the Metal Injection Moulding technology
(MIM) which is needed to build that latch. We also tried to find a similar technology in other
parts of the world, but all efforts went in vain. We felt that we could not really go any further
with the process. It was, somehow, a bit of vacuum without the right technology.”

Breaking the inertia — Access to the desirable technology and knowledge

In 2010, Bjorn sold his patent to CEJN, when he could no longer run his small business. He
showed willingness to help CEJN’s team developing the safety coupling. Bjorn initially took part
in the technology transfer process. During the first few meeting he showed the team how the key
technology (locking latch) functions so that the team could integrate the latch properly in the
existing coupling. There was not complete match of his latch with the current design so with
much discussion and several attempts of trial and error along with Bjorn the team came up with
an improved design of the new coupling called e-Safe. Major changes were made in the different
body parts. After the prototype development in the warehouse the management decided to go
for mass production of the latch by applying the MIM technology. They contacted a well reputed
Chinese supplier who is skilled at using this technology.

Latch development in collaboration with the Chinese supplier — Exchanging kno-
wledge, repetitive failure, and compromises

The team sent the design and the technical description of the latch to the supplier; dimension
of the latch, needed harness of the materials, and the drawing. The team of CEJN and the
supplier team had some discussions about the procedure, learn from each other about the safety
coupling and the MIM technology. However, latch development took around 20 trials and errors
before accepted by the team CEJN. Every time latches were developed as per the designs and
measurement, they cracked under high air pressure. None of the team could understand what
was wrong. The process was time consuming and not cost efficient. Peter said, “After a while, we
realized that the supplier needed to see the complete design of the coupling so that they could
have a complete understanding of the coupling. We had initially feared losing the IP but as the
time was running out, this worry abated; the priority was to bring a solution to the Swiss market
as quickly as possible. We felt that there was an information gap between us and the supplier.
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Although we were sceptical about revealing the whole design for fear of losing we realized that it
was the right thing to do at that time”. After getting access to the full design the supplier could
see what was causing the problem accordingly, could solve the problem with little adjustment.
Finally, after six months the new latch could be integrated in the existing general coupling in
the main facility in Sweden. The customer is satisfied today. According to the CEQO, “In the
end, the final product design resulted from cooperation between the engineering team here and
that of the supplier. Although the coupling now costs more, it is worth it”.

5.2 Case 2: Innovation process of Salinity Resistant High Yielding Wheat
Seeds by ACI Ltd. Bangladesh

History behind the Salinity Resistant High Yielding Wheat Seeds innovation

The initiative of developing this salinity resistant high yielding wheat variety (SRHYWS) was
taken by the biotechnology and the agricultural division of a Bangladeshi company in 2012 in
response to the government’s “Food for all” policy and farmers’ growing interest in cultivating
staple food crop varieties. Although the country’s agricultural researchers had long-term as-
piration to solve the food insecurity problem but could not do much for a long time due to
bureaucratic red tapes which hindered transferring of advanced technology from the developed
countries for development of such seeds. According to the Executive director of the Agricultural
business, “when the government encouraged such initiative, especially encouraged private com-
panies to join in wheat research ACI Ltd. joined the race”. Among all other crop varieties, the
special focus was on wheat production because this crop has previously been paid less attention
by farmers, despite its food value and potential to increase food security.

Commencing the project — Setting the objectives and Building the team

As an initial action to develop SRHYWS, ACI met with the countries’ leading researchers in this
area to decide on the technique they should use to develop this variety. Usually there are two ways
to develop such seeds such as by using the chemical ethyl methane sulfonate (EMS) and gamma
radiation. Researchers applied these methods earlier during 1974-76 and developed a stress
tolerant wheat seeds called BARI Gom 25. This time the researchers wanted to develop a wheat
variety by exploring the gene that carries the specific trait of salinity resistance, concentrating
on that specific trait without disturbing the other genes through random radiation or chemical
treatment. According to the advisor, “We needed to acquire knowledge of genetics of from experts
to create newer genetic variation. So, I recommended ACI to collaborate with researchers from
the developed countries.” Accordingly, they contacted a professor at Lund University, Sweden,
who applied a technique called the TILLING technique which is applied on crops for genetic
modification through mutation.

Delegating the tasks and Discussing the options

In April 2012 ACI invited the professor and his team in Bangladesh. They visited the company,
some public institutions, laboratory facilities in Bangladesh to get an idea about their potential
collaborator. The team of the experts then discussed about how to start working on the project,
how to look for funding for the project, how to write a proposal for funding, research strategy,
long and short-term goals, milestones, technology transfer, human resources, accordingly signed
an agreement. Both parties decided to share the expenditure of research and development in
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their respective countries accordingly signed an agreement. The parties also agreed to plant and
harvest wheat during Swedish summer and Bangladeshi winter when the temperature is similar,
to enhance the speed of the development process. However, since the Swedish professors lacked
funding, ACI Ltd. agreed to help the professors to develop a strong funding application so
that funding can be obtained from Swedish Research Council. In the meanwhile, Swedish team
formally established a company OlsAro Crop Biotech AB and applied for funding with the help
of the researchers in ACI Ltd. The goal of acquiring funding was to undertake the activities in
Sweden, provide training to some researchers from ACI so that they can handle the activities
efficiently, and have researcher exchange in between the countries.

Beginning the actual R&D work — Access to the key technology

For the initiation of the project BARI Gom 25 was selected as the base variety because of its
ability to resist stress to a certain extent. The first batch of seeds were called M1 variety and
were treated with the chemical agent EMS using the TILLING technique in the Lund University
laboratory in 2012. Theoretically, after treatment, the cells of the seeds will be mutated at DNA
level and over time the seeds will exhibit the change through their production of crops. After the
first EMS treatment the seeds were planted in the laboratory, crops were grown, harvested, seeds
were collected, data on the seeds were gathered and sent to ACI to produce the third generation
(M2 generation seeds). In ACI, the seeds were then planted, harvested, and seeds (M3 generation
seeds) were collected following the same procedure that was undertaken in Sweden. With mutual
consent 60 to 70 percent seeds were sent back to Sweden for next generation production (for M4
generation). While the process was still running smoothly OlsAro decided to test the seeds in
an outdoor field by renting a land from a farmer’s cooperative in Malmo6 without the consensus

with ACIL.
Conflict among the parties on the way to handle the activities

ACI was not happy with the decision to plant the seeds in the field since the Swedish collaborators
lacked funding and human resource to support the production and monitoring in the field. The
advisor said, “We were confident in the expertise of the researchers, trusted them, there was
no reason to doubt their knowledge in this field, therefore, no necessity to discuss anything in
detail about the process however, we expected them to inform us about this decision”. In 2014
summer, the agricultural advisor of ACI visited Sweden to discuss the project’s progress and he
became highly dissatisfied when he found considerable amount of damages in the plants caused
by birds/rabbits, and/or hares. His dissatisfaction increased when OlsAro asked for money from
ACI for the field test, which was initially agreed to be carried out by the Swedish team. The
advisor said, “Despite a great deal of dissatisfaction, we agreed to pay for the field test since it
could not carry out the process on its own”.

Government restriction on resource transfer, breaching of trust and uncompromising
actors

When ACI agreed to transfer the money, it was restricted by the government policy in Bangla-
desh. According to the advisor, “It usually takes a long time to transfer money from Bangladesh
to a foreign country. Government does not allow transfer over a certain amount of currency to
other country.” Due to the delay in transferring money from Bangladesh OlsAro denied sending
M4 generation seeds to Bangladesh as a result ACI missed one planting season for six months.
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The tension was high between the parties at this time; ACI became sceptical about OlsAro’s
commitment and OlsAro losts its trust on ACI. After a while the communication had stopped
completely and today the two companies are running R&D in their respective countries. Howe-
ver, ACI was finally able to pay half of the research cost in Sweden as promised but they did not
receive the seeds.

Re-evaluating alternatives, restarting the project, involvement of the local actors
and compromised goal

After skipping a season, ACI decided to use the older generation seeds (M2 seeds) which they
had in their laboratory. With much scepticism, due to lack of expertise, ACI started the project
again. According to the advisor, “We engaged some local researchers to undertake the activities
in the laboratory. They planted the seeds, harvested the crops, and collected a new generation
seeds called M3. We sought for expert helps from the public research institutes and with the
help of a public university (BAMRAU) we planted M3 generation seeds in the field. We ran
further experiment in our green house by planting these seeds under high saline condition. We
failed to get high salinity resistant seeds, but we found 17 lines of healthy green plants with much
higher yields than those conducted before following the routine activities. Finally, we decided
to go on pursuing high yield, since it as one of the properties the Bangladeshi government asked
for. However, we have not yet given up hope of finding a salinity-resistant wheat, it may take a
longer time. .. wish we could maintain the collaboration with the Swedish researchers, we could
have found that trait in the wheat too.”

6 Analysis

6.1 Innovation of e-Safe

Conditions under which uncertainty emerged during the first attempt to produce
e-Safe

During the first attempt to create the new safety coupling uncertainties manifested themselves
due to (1) complezities of the physical resource configuration (i.e. interconnectedness), (2) the
unavailability of an important component or resources and (3) the actors’ lack of knowledge of
how to address the complexities.

1. The evidence from the safety coupling development reflects the existing theoretical expla-
nations (cf. Baraldi, 2001; Fonseca, 2001; Hakansson and Waluszewski, 2002, Waluszewski,
2004; Petruzelli and Savino, 2014) which suggest that uncertainty can arise when an existing
resource combination creates resistance against a new resource, with its internal resource
interdependencies or interconnectedness. Such uncertainty could be resolved by recreating
the interdependencies in the existing resource combination, however, CEJN’s engineers did
not have that knowledge.

2. During reconfiguration engineers failed to reduce the size of the exterior and increase the
interior. That is, absence of the right type of latch led to some failed activities, although
attempted. Data furthermore showed that due to lack of the right kind of latch, engineers
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had to forgo the expectation of fixing the air flow performance in the coupling, that is, they
had to forgo the expectation of undertaking a certain activity relevant for the innovation
of the e-Safe. This created uncertainty by creating a void in the activity chain.

3. Their lack of knowledge (resource) led to lack of understanding of what activities to un-
dertake and how to recreate the interdependency. Thus, the three conditions affect one
another and create conducive environment for uncertainty emergence. However, data shows
that the engineers did not acknowledge their knowledge deficiency or cognitive limitation
because they were unduly optimistic about producing the desirable coupling on their own.
Undue optimism can make actors reluctant to search for alternative information or en-
courage actors to rationally ignore the chances of discovering new knowledge for decision
making (Eisenberg, 1995).

Outcome from the conditions causing uncertainties in the innovation process and
what existing theories can or cannot explain

An activity void was created in the activity chain when a necessary resource was missing. Accor-
ding to the ARA model and the end product related activity structure model, resources activate
activities (Hakansson, 1987); logically the unavailability of the resource/s hinders the activa-
tion of the activities. However, the IMP theorists do not explain what happens in the activity
sequence in a process when resources are not available, as the basis of their theory indicates
that resources are always available, even if not in house, at least through business relationship
(Hakansson and Snehota, 1995). Here, the data questions the basic assumption of the ARA
model and the activity structure model. For example, data show that due to absence of the
desirable locking latch (resource) engineers could not reconfigure (activity) the coupling the way
they expected.

Then again, according to the concept of path dependency (Arthur, 1994; David, 2000, Sydow,
et al., 2009) one can expect that a void in the activity chain, that is, an absence of an activity
[undertaking| should stop undertaking of the next activity in the chain. Data showed that when
a void was created in a specific area in the activity chain, other activities in the process did
not stop taking place. Here the data defy the path dependency concept. This result can be
explained by Dubois (1994) “the end product related activity structure model” which shows that
an activity chain in a process can be composed of different complementary and parallel layers of
activity chains (Dubois, 1994). Data show that when an activity void occurred in an area of an
activity chain, engineers decided to compromise that specific area of the activity chain (hence,
the void) and continue with other activities which can be complementary to the activity which
created the void. Their decision led the process to concentrate on other activity undertaking thus
forced the process towards a different trajectory producing a different outcome than expected.
Here the data follow the path dependency concept where it argues that a change in previously
undertaken activities in a process can force the process into different trajectory (Arthur, 1994;
David, 2000, Sydow, et al., 2009). Then again, the decision to compromise the void instead of
filling it up with trial and error led to further uncertainties when the customers did not prefer
the outcome.
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Conditions under which uncertainty emerged during the second attempt to produce
e-Safe

During the second attempt to create the new safety coupling (e-Safe) uncertainties manifes-
ted because of (1) the unavailability of the key technology (resource) caused by another actor’s
unwillingness to sell the key technology and (2) the unavailability of the key technology (resource)
caused by failed attempt to create key resource.

1. Several studies demonstrate that a key cause of resource unavailability in the innovation
process is linked to IP rights and actor’s preferences not to cede patent to others (Chatur-
vedi, et al., 2009; Eveleens, 2010). CEJN acted on its best judgment (rationally considered)
to maximize its own utility (by not showing the IP) but that action was in fact irrational
because it created cognitive limitation in supplier by limiting necessary information and
knowledge (Eisenberg, 1995). Thus, a certain activity undertaken by an actor can cre-
ate cognitive limitation in another actor thus can affect the latter’s ability to undertake
important activities.

2. Data also showed that resource void was created from the failed output (resource) from
the repeatedly failed planned activities under well-established method. The Chinese sup-
plier was trying to develop the latch according to the specifications provided by CEJN by
applying the MIM technology, with all the necessary materials (resources) in house, and
design of the coupling (resources) yet the supplier failed to produce the desired component
around 20 times. Inaccessibility to certain parts of the information (design) hindered the
supplier from comprehending the complete measurement of the coupling as a result hinders
them from developing the latch on time.

Outcome from the conditions causing uncertainties in the innovation process and
what existing theories can or cannot explain

Trust played significant role on actors’ willingness to exchange information and different types of
resources in this case (Hakansson and Snehota, 1995; Madhok, 2006). The data shows that at the
end after several failures CEJN realized that they had no choice but to trust the supplier with
the complete design of the coupling. This implies that dependency or vulnerability for resources
may promote trust development among actors (Luthfa, 2011). In this case CEJN’s decision to
extend trust was made rationally as CEJN was vulnerable in the relationship. Furthermore, we
see that at the end the engineers did not compromise the void in the activity chain instead they
continued to fill the void with repeated activities (trials and errors) until they could reach the
desirable latch. The engineers here followed the planned activity chain and the goal. It shows
that in the second phase of the development of the e-Safe the team followed a linear activity
chain to develop a novelty that is the team did not try other routes to reach the output by
making compromises in the process. As a result, we see that the process reached the outcome
without deviation from the expected goal.
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6.2 Innovation of Salinity Resistant High Yielding Wheat Variety seeds —
conditions under which uncertainty emerged

Conditions under which uncertainty emerged during the innovation of SRHYWYV
seeds

Uncertainty emerged in the SRHYWYV mainly because of (1) the differences among the actors
about how they should handle the process based on their best judgment of utility maximization
and (2) resource unavailability due to actors’ unwillingness to share the resources due to breach
of trust and (3) actors’ limited cognition about how to undertake the activities.

1. According to the theory when actors differ in their activity handling, opinions, and expecta-
tions (Cyert and March, 1963; Holmen, 2001; Hakansson and Olsen, 2012) their differences
can significantly affect their commitment in the relationship by diminishing trust (Morgan
and Hunt, 1994; Nooteboom, Berger and Noorderhaven, 1997; Das and Teng, 1998). Data
show that there were number of disagreements between the actors in the later phases of
the process, for example, where to plant the seeds, who to bear the expenditure, how to
handle the process and so on. Although initially ACI trusted their partner therefore were
not concerned about how the process was handled by the other later their undue optimism
that their partner is acting as planned and expected turned into fear that the partner is
being opportunistic when the signed agreement was breached.

2. There disagreements led to conflicts and conflicts led them to not to trust the other. Lack
of trust among the partners lead to poor exchange relationship (Madhok, 2006) as well as
lead to termination of relationship (cf. Arias, 1995; Izushi, 1997; Coles, et al., 2003). When
actors in a relationship feel that the other is opportunistic that hampers proper interacti-
ons among them, discourages commitments and trust, and eventually weaken relationship
(Wilson and Jantaria, 1998). Data shows that in the later phases they lost trust on each
other, they considered their opinion in the matter of production to be rationally driven
based on their experiences and education and both acted accordingly without having the
consent of the other. Their rational acts led them to termination of the relationship as a
result ACI did not get access to the seeds which were to be sent by OlsAro. Without the
seeds ACI missed a season and could not continue the process to develop the seed variety.

3. When ACI had to terminate the relationship with OlsAro, they faced deep uncertainty —
not knowing how to proceed with the process. Their limitation in cognition came from their
lack of knowledge and expertise in the relevant field. Then again, their limited cognition
drove them to gain access to other expertise which could enable them to sustain the process
with compromised goals.

Outcome from the conditions causing uncertainties in the innovation process and
what existing theories can or cannot explain

This result suggests that when both actors are rationally driven in a relationship and therefore
not adaptive for the greater benefit the outcome of their interaction can in fact reflects actors’
irrational behaviour or cognitive limitations. This result therefore emphasises the importance of
being adaptive in partnership (Hakansson and Snehota, 1995; Gummesson, 2002) or being boun-
dedly rational (Simon, 1955) in interaction with others that is being compromising. Furthermore,
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in SRHYWYV innovation, resource unavailability (financial support) was created by the external
actor (government) who was not directly involved in the process. The government affected the
interaction between the parties with a constraining policy. In this case a void was created in
the activity chain for six months by the act of the government which prohibited the exchange of
certain resources among the actors (Freeman, 1974; Rogers, 1983; Nelson, 1993; Foster, 2010).
Furthermore, we see that although initially the actors did not try to eliminate the void by un-
dertaking other activities in parallel, later they realized that they should continue to undertake
the activities they could. The act of compromise in the activity chain reduced the possibility of
achieving the goal of producing the salinity resistance seeds.

6.3 Cross case analysis — The conditions under which uncertainties emerged
in the innovation process

Resource unavailability /void

The data showed that in both cases uncertainty started because of resource unavailability which
again was caused by actors’ limited cognition (lack of knowledge and necessary information, un-
due optimism, rationally justified activities) to develop the necessary resources (Eisenberg, 1995)
as well as by failed activities of resource combination. For example, CEJN’s engineers did not
have the knowledge of developing the hose pipe technology, ACI did not have the knowledge of
TILLING techniques. CEJN’s engineers were optimistic that they would be able to produce the
locking latch without anyone’s help therefore ignored the opportunity of getting help from some-
one (consultant) knowledgeable. ACI was strictly focused on the contract instead of looking at
the benefits they could accrue from making somewhat adaptation to their partner’s expectations.
Resource unavailability was caused by external actor’s (state) prohibition to resource exchange in
case of SRHYWS. A probable reason is institutional differences among countries, which allowed
the external actor to play such role on creating resource unavailability in the process in the case
of SRHYWS. On safety coupling innovation the negative effect of the institutional differences was
not observed. In the case of e-Safe resource unavailability was caused by conflicting properties
of the resources which however is not noticeable in the case of SRHYWS due to the nature of
the products.

Activity void/limitation

In both cases it is evident that resource unavailability (void) led to a condition called activity
void. In this paper, activity void is considered as a condition when the activity which is necessary
for producing novelty does not take place as a result no desirable output is produced. In another
word activity void is a condition when possibilities of undertaking the necessary activities are
limited due to limited resources and/or actors’ limited cognition. Data show that when actors
experience resource unavailability they reached the activity void. When they reached activity
void they compromised some activities that is instead of undertaking the planned activities they
undertook some other activities which could be supported by available resources and existing
expertise and knowledge. For example, in the first phase of e-Safe development CEJN let go of the
possibility of increasing the interior and reducing the exterior of the coupling since they had no
knowledge of how to undertake the necessary adjustment activities. The outcome (the coupling)
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was rejected by the customers and it created uncertainty in the marketing of the coupling. In
case of ACI the researchers let go of the possibility of bringing in the salinity resistant properties
in the seed as planned and instead they continued to undertake other experiments which they
could support with their available resources and expertise. As a result, they had to forgo an
important property in the seeds (salinity resistance).

Actor’s cognitive limitation and trust in the relationship

In both cases actors’ limited cognition played an important role in creating uncertainties in the
innovation process. CEJN’s cognitive limitation led to lack of understanding of what activities
to undertake and how to recreate the interdependency in its first attempt to develop the e-Safe.
ACT’s cognitive limitation led to lack of understanding and significant uncertainty about how to
develop the SRHYWYV seeds. In both cases trust was a significant issue behind resource unavai-
lability. However, in case of safety coupling innovation actors’ vulnerability lead to extension of
trust among them and in case of SRHYWS vulnerability discourages trust development. Thus,
data shows that trust among actors plays an important role behind the innovation process. It
is presented in the data that when trust was extended by the actors, actors were more willing
to exchange important resources which again enabled actors undertaking necessary activities on
time in comparison with the situation when actors were not encouraged to extend trust in the
relationship. However, trust does not reduce void in the activity chain directly, but it encoura-
ges actors to engage in beneficial exchange relationship which in turn enable undertaking of the
activities in the process.

To sum up, based on the data one can argue that when an innovator compromises planned
activities in an activity void, the innovator needs to accept that the process can move towards a
different trajectory as path leads to paths (Arthur, 2000) thereby can increase further uncertainty
by producing an undesirable outcome. Here the innovator’s dilemma is whether to compromise
the activities in the activity chain to reduce the void and continue with parallel activities or to
fill up the void by undertaking the planned activities as long as it takes and delay the market
penetration.

The following table 1 shows the conditions under which uncertainties emerged in the innovation
process. Some of the conditions under which uncertainties emerge placed in the columns. Some
of these conditions have been observed in both cases and some have not been observed. The
conditions are resource void, actors’ limited cognition (lack of knowledge, undue optimism leading
towards over confidence, lack of adaptability in the relationship, lack of trust) and activity void.
Resource void initially led the activity chain to an activity void, when no activity took place and
later led to failed activities and undertaking of unplanned activities as actors compromised their
planned activities. Due to compromises made in the activity chain undesirable outcomes were
produced which again led to further uncertainties.

The following model, summaries how uncertainty emerged in both cases despite differences in
their product characteristics, production method and industrial affiliation. The model shows that
in both cases uncertainty emerged in interaction among actors’ cognitive limitation, resource void
and activity void, each leading the other over time as the process progressed towards reaching
the goal.
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Table 1. Conditions under which uncertainties emerged in the innovation process of e-Safe and
SRHYWYV seeds

Conditions causing uncertainties Safety coupling Salinity resistant
innovation wheat seed
(e-Safe)
Resource void Resource unavailability Observed Observed
Resources’ conflicting properties Observed Not observed
Lack of knowledge, expertise Observed Observed
Acto.rs‘ limited Undue optimism Observed Observed
cognition .
Lack of adaptability Not observed Observed
Lack of trust Observed Observed
Activity void Failed planned/desirable Observed Not observed
activities
Unplanned activities Observed Observed

Fig. 2. How uncertainty emerged in the innovation process of e-Safe and SRHYWS (based on
the analysis)

7 Conclusion

Uncertainty emerges in the innovation process of e-Safe and SRHYWYV seeds because of actors’
limited cognition, resource void and activity void, and the interaction among these three in-
terdependent aspects. Actors are limited in cognition because they do not always have access
to complete knowledge or information about what kinds of activities to be undertaken or what
resources to be utilized, that is, actors always experience a resource void. Yet the actors can
be unduly optimistic; considering they have adequate knowledge to handle certain activities.
Unduly optimistic actors tend to disregard important information necessary for resource deve-
lopment and create further resource void in the process. When resource void appears due to
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unavailability of certain resources, the activities which demand those resources cannot be under-
taken and coordinated thus, resource void creates activity void in the process and disturbs the
activity chain. Alternately, when activity void appears, no desirable resources can be produced
to undertake the next activity in the sequence thus activity void creates further resource void.
Under such circumstances actors experience further cognitive limitation, as their existing un-
derstanding of how to eliminate the resource void by gaining access to the right resources or to
eliminate the activity void by means of undertaking the right activities falls short. Actors with
limited cognition can act in two ways; (1) they can prefer to be boundedly rational therefore
can decide to forgo the expectation of filling up the voids by undertaking the planned activities
with the desirable resources. The cost of such act of compromise is that the process may take a
different trajectory than anticipated thereby can produce an undesirable outcome. (2) They can
consider being rational therefore can decide to try to fill up the voids by undertaking the planned
activities with the desirable resources. The cost of not compromising is that the process may
take a longer time to reach the final outcome thus can have difficulties penetrating the market
before the competitors. Here is a dilemma that an actor faces during the innovation process
and this creates further limitation in actors’ cognition to steer the process. Thus, uncertainty
emerges in the innovation process in a cycle of interaction among resource void, activity void
and actors’ limited cognition.

The idea of being risk averse (Cyert and March, 1963) completely fails when it comes to the
innovation process because uncertainties are embedded in the innovation process thus unavoi-
dable. This paper suggests that a manger who is undertaking an innovation process should be
willing to face this unavoidable and deal with it. The innovation process calls managers to be
proactive risk takers instead of being risk averse and passive. Furthermore, the managers have
to accept that they cannot act in completely rational manner but rather they have to be boun-
dedly rational; act with certain extent of compromises when needed. Being too rational in the
innovation process may lead to conflict with other actors as well as can delay the market entry
by delaying the undertaking of the development activities. Therefore, managers are suggested to
make necessary compromises to avoid falling into the activity void. Innovation projects are often
so resource consuming that falling into the activity void can be common, though not an ideal
situation. The paper further suggests that managers should look at the priority list and forgo
achieving the overarching goal which may cost a fortune if fails, especially when resources are
not promised. Nevertheless, the aim of the compromises should be achieving the best possible
outcome from the best possible combination of resource combination by coordinating activities
in the best possible way under the limited condition of resources. Although being compromi-
sing is motivated from the idea of being boundedly rational it is in fact motivated by a rational
judgement.

While the paper attempts to contribute to the innovation management literature by integrating
theoretical insights from the IMP perspectives, it questions the basic assumption of this pers-
pective; resources are available, if not in the house at least through relationship development.
The paper shows that gaining access to resources is not always possible even though relationship
development is desired and embarked on. Furthermore, relationship development is not always
preferable, even though lack of access to resources from potential partner can cost a great deal.
Sometimes protecting one resource becomes so important that actors can forgo the opportu-
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nity of gaining other resources through relationship development. The IMP perspective cannot
also explain a condition when activity cannot be linked or coordinated due to lack of resources.
Although the IMP scholars argue that their approach enables investigation of the innovation
process because of its ability to explain how resources are accessed and leveraged by partners
(Gadde and Lind, 2016), this paper argues that they need to discuss the issue of resource una-
vailability which they have not touched upon so far. Since activity void has a significant impact
on the innovation process, the paper suggests the IMP scholars to explain the implications of
resource unavailability for activities in the innovation process so that our understanding of the
innovation process can be improved.

To sum up, innovation process is interactive and moreover a boundary crossing interactive process
(Waluszewski, et al., 2017). Firms interact with other firms across borders to acquire resources
as well as to outsource activities. However, it is not always easy to acquire resources across
border because there are significant differences among counties in terms of institutional policies
supporting resource transfer (Luthfa, 2017). A firm’s ability to acquire resources and to under-
take the resource recombination activities become subject to the influence of the institutional
differences across borders. Therefore, it is important to understand how firms from different
institutional settings interact with one another for the purpose of novelty creation and how their
interactions are affected by the institutional differences so that suggestions can be made for
policy improvement.

The paper is limited in explaining how uncertainties emerge in the service sector innovation and
open innovation sector. The study of the open innovation process could possibly enable us to
understand how to eliminate resource void as well as activity void in the innovation process
as firms are able to exploit the ideas and knowledge outside of their boundaries (Chesbrough,
2003). Therefore, it would be interesting to study open innovation process in relation to how to
reduce activity void. Since activity void can have a serious impact on the innovation process as it
hinders the undertaking and linking of the activities it would be useful to investigate this aspect
in future research. Then again, since the activity void and resource void are interconnected one
cannot separate their studies. The studies of activity-resource voids would contribute to the field
of innovation operation management. The paper did not study innovation process undertaken by
the start-up companies. Both companies were established and had enough resources to deal with
the processes. Start-up companies face more difficulties than the established firms as they often
lack financial resources (Muller, 2013). Financing difficulties are a common type of uncertainty in
the innovation process for small start-up firms as a result many promising ideas fail to be realized
(Luthfa, 2017). Future studies can also look into how uncertainties emerge in the start-up phases
in the innovation process and how they can be managed efficiently.
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1 Introduction

Design thinking is seen as a new paradigm and strategic tool for dealing with complex (business)
problems (Kotler and Rath, 1984; Brown, 2008, 2009; Camillus, 2008; Cooper et al., 2009;
Johansson and Woodilla, 2009; Dorst, 2011; Wattanasupachoke, 2012; Johansson-Skoldberg et
al., 2013; Liedtka, 2015; Carlgren et al., 2016a, 2016b; Elsbach and Stigliani, 2018). It is outlined
as a required skill for management executives and therefore relevant for management education
(Dunne and Martin, 2006). Scholars recommend the use of design thinking in different fields such
as health care (Uehira and Kay, 2009), the law (Szabo, 2010), and human resources (Birchall-
Spencer, 2010). With a special focus on service organizations, service design thinking represents
a different body of research (Holmlid and Evenson, 2008; Kimbell, 2011, 2012; Stickdorn and
Schneider, 2011). In management, design thinking influences the work in strategic management
(Fraser, 2007) and organizational development (Sato et al., 2010), and it offers a toolbox for
managers (Liedtka and Ogilvie, 2011; Stickdorn and Schneider, 2011). Nowadays, design thinking
has been implemented in many large organizations, but of course it is not a “miracle cure,” and
more research on design thinking in organizational settings is needed (Carlgren et al., 2016b,
p.39).

In its essence, design thinking refers to a reflective practice, a problem-solving activity, and a
practice-based activity toward design as the creation of meaning (Buchanan, 1992; Kimbell, 2011,
2012; Johansson-Skoldberg et al., 2013; Carlgren et al., 2016a; 2016b; Prud’homme van Reine,
2017). The idea is to bring design practice and competence into the managerial and/or learning
context and find new ways to deal with a complex reality (Johansson-Skoéldberg et al., 2013).
Hereby, human-centeredness is a core issue. This is reflected in the concept of human-centered
design, which “has gradually developed into a field of expertise of its own” (van der Bijl-Brouwer
and Dorst, 2017, p.1).

Carlgren and her colleagues (2016a, 2016b) identified five core elements of design thinking, na-
mely user focus, problem framing, visualization, experimentation, and diversity. Innovation and
design thinking are closely intertwined so that enterprises use the design thinking approach as
a key lever for improvement (Brown, 2008). Successful design thinking implementations come
along with substantial organizational changes. To implement design thinking successfully, organi-
zations have not only to provide settings and working spaces that fit the design thinking purpose,
but also have to rethink their traditional values and norms. Against this background, the objec-
tive of this paper is to learn more about the implementation of design thinking in general and
the role of spatial issues in particular. To do this, we adapted Schein’s (1990, 2017) approach of
different layers of an organizational culture (artifacts and behaviors, observable values, and basic
assumptions).! In a rough outline, the implementation of design thinking addresses two layers:
visible artifacts and behaviors (office spaces, design thinking activities such as prototyping), and
basic principles to think about business problems (design thinking as a change of mindset) (Hassi
and Laakso, 2011; Carlgren et al., 2016a, 2016b). This paper addresses both—the design of office
spaces as well as the need to change the mindset while implementing design thinking.

! In alignment with this, Argyris and Schon (1996) stated that the visibility of a culture can be assigned to

two different theories of action: the espoused theory and the theory-in-use.
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The paper is structured as follows: First, we give a brief overview of the research on design
thinking (Chapter 2.1). Next, spatial issues are outlined (Chapter 2.2). The research question
and method are addressed in Chapter 3; we focus on the identification of spatial and organizati-
onal issues while implementing design thinking. For that reason, expert interviews with design
thinking experts (managers in large multi-business organizations) were conducted. The findings
of the interview study are reported in Chapter 4. Finally, implications and limitations of the
research are discussed (Chapter 5).

2 Design thinking

2.1 Designerly thinking and design thinking

There is an extensive body of literature on design thinking. Kimbell (2011) reviewed the origins
of the term “design thinking” and identified three main accounts, namely design thinking as
(1) a cognitive style (the focus is on experts and their problem-solving activities in traditional
design disciplines; design problems are ill-structured); (2) a general theory of design (the focus
is on design as a discipline; design’s purpose is taming wicked problems); and (3) a resource for
organizations (the focus is on innovation; organizational problems are design problems). More
generally, Johansson-Skoldberg et al. (2013; see also Carlgren et al., 2016b, and Elsbach and Sti-
gliani, 2018) identified two strands, namely an academic and a practitioner-oriented perspective:
designerly thinking and design thinking.

Designerly thinking is rooted in design and closely related to disciplines such as architecture,
planning, art, or design history. It aims at understanding students’ education, e.g., in mechani-
cal engineering, and refers to the “academic construction of the professional designer’s practice
(practical skills and competence) and theoretical reflections around how to interpret and cha-
racterize this non-verbal competence of the designers” (Johansson-Skoldberg et al., 2013, p.123).
Johansson-Skoldberg et al. (2013) identified five strands of the designerly way of thinking, na-
mely design and designerly thinking as (1) the creation of artifacts (Simon, 1969), (2) reflexive
practice (Schon, 1983), (3) problem-solving activity (Buchanan, 1992), (4) practice-based activity
and way of making (Cross, 2006; Lawson, 2006), and (5) the creation of meaning (Krippendorff,
2006) and innovation (Verganti, 2009). Against this background, one can state that there is a
rich, theoretically underpinned discussion on the nature of designerly thinking (Carlgren et al.,
2016b). However, this is not fully true for the discussion on design thinking within the manage-
ment discourse—it is “less thoughtful and robust than contributions to the designerly thinking
discourse” (Johansson-Skoldberg et al., 2013, p.127). Design thinking refers to the use of design
practice and competence in the managerial context. It can be seen as (1) a way of working, (2)
a way of dealing with organizational problems and therefore a crucial skill for managers, or (3) a
part of management theory. The starting point was the need to think about creativity to be suc-
cessful in saturated markets (Ward et al., 2009; Stevens and Moultrie, 2011), and design thinking
has become a strategic tool (Kotler and Rath, 1984). The need for innovation and creativity as
well as new ways to think about complex business problems are the main reasons for the popu-
larity of design thinking in management (Johansson and Woodilla, 2009; Johansson-Skoldberg
et al., 2013).
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While discussing the relationship between design and designerly thinking, Johansson-Skoldberg
et al. (2013, p.131) stated that “design thinking can be seen as a translation of designerly thin-
king into a popularized, management version” (for differences between business thinking and
design thinking see Liedtka, 2010). Meinel and Leifer (2010, p.xiv) postulated that design thin-
king “creates a vibrant interactive environment that promotes learning through rapid conceptual
prototyping.” By analyzing common approaches, definitions, and toolboxes of design thinking,
the following key issues of design thinking seem to be noteworthy (Carlgren et al., 2016a, 2016b;
Matthews and Wrigley, 2017):

Innovation and customer centricity are seen as central factors behind the implementation of
design thinking. The induction of design competence into the management context has an effect
on innovation and can lead to competitive advantages (Brown, 2008; Johansson-Skoldberg et al.,
2013; Carlgren et al., 2016b; Prud’homme van Reine, 2017). Martin (2009, p.38) argued that
design thinking “enables leaders to innovate along the path of the knowledge funnel (mystery,
heuristic, algorithm) and the firms that master it can gain long-term business advantages.”
Innovations should meet customer needs and therefore be user-centered. Furthermore, Elsbach
and Stigliani (2018) highlighted the relevance of empathy with users. In this context, approaches
such as user-centered or human-centered design are discussed; both are closely related to design
thinking. Norman and Verganti (2014) discussed the potentials of human-centered design for
creating innovations critically. They stated that companies have to overcome the traditional
methods of human-centered design (observations, ideation, rapid prototype, and testing; for an
overview on methods to support human-centered design see Maguiere, 2001). In fact, companies
have to think about fundamental changes of technology and meaning (e.g., by motivating design
teams to work simultaneously in multiple directions) when they want to create radical and not
just incremental innovation (Norman and Verganti, 2014). In response to this criticism, van
der Bijl-Brouwer and Dorst (2017) emphasized the importance of human-centered design. They
stated that nowadays human-centered design provides deeper insights about human beings’ needs
and aspirations, and simultaneously design innovation is becoming more human-centric. They
introduced a transdisciplinary four-layer model of human needs and aspirations for application
in a design and innovation process (NADI) and distinguished four levels of needs and aspirations:
(1) solutions: what people want and need; (2) scenarios: how people want to interact with a
solution in a specific context of use; (3) goals: what people want to achieve within the context
of a certain design problem; and (4) themes: the underlying structures, meanings, and values
outside the direct context of the problem.

Furthermore, design thinking is related to problem solving. Buchanan (1992; see also Kim-
bell, 2011) described design thinking as a general approach to deal with wicked problems, and
Kimbell (2011, p.287), as well as Carlgren et al. (2016b, p.39), defined design thinking as a
“human-centered approach to problem solving.” In this sense, design thinking activities are often
described as problem-solving processes. Liedtka (2015) named three phases of the design thinking
process, namely (1) data gathering to identify user needs and define the problem to be solved, (2)
idea generation, and (3) prototyping and testing. Elsbach and Stigliani (2018) identified—based
on the framework of Seidel and Fixson (2013)—three categories of design thinking tools: (1)
need-finding tools (i.e., ethnographic observations, in-depth contextual interviews, and customer
journeys used to empathize with and understand customers’ needs), (2) idea-generation tools
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(i.e., brainstorming, cocreation/codesign), and (3) idea-testing tools (i.e., rapid prototyping and
experimentation). Dorst (2011; see also Lawson and Dorst, 2009, or Paton and Dorst, 2011)
identified two paradigms to describe design thinking, namely the ‘rational problem-solving’ (Si-
mon) and the ‘reflection-in-action’ (Schén) approach (see above). Based on the work of Peirce
(1931-35) on the logic of reasoning, the need of abduction-2 to deal with complex problems is
highlighted. This means that designers have to create a product or a service and in parallel
have to develop new ways of working to create value for the customers. He suggested working
backwards, starting with the value the designer wants to create, then developing or adopting
a standpoint from which the problem can be tackled, and finally moving to abduction-1 and
creating the product or service. Furthermore, barriers or cognitive biases hindering the problem-
solving process were outlined. Liedtka (2015) identified cognitive biases (e.g., the hypothesis
confirmation bias or the gap between saying and doing) that are linked with negative consequen-
ces in decision making. Paton and Dorst (2011) also depicted enablers (using metaphors and
analogies, contextual engagement through research, conjecture) and barriers (fixation on initial
ideas, unfavorable mental models of design, resistance to journey) to reframe a given situation
in a new one (for the impact of team cognition on problem reframing see also Kress and Sadler,
2014).

Creativity is derived as an essential objective for design thinking implementations (Dorst, 2011).
Creativity and knowledge resources are positively associated with newly designed products (Ji-
ang and Zhang, 2014). Design thinking is characterized as “an analytic and creative process”
that generates opportunities to experiment, to prototype, and to gather feedback for redesign
(Razzouk and Shute, 2012, p.330). This notion can also be found in the work of Meinel and
Leifer (2010, p.xiv), by describing design thinking as the “creation of, as well as adaptive use of
a body of behaviors and values.”

Change issues are also part of design thinking. Against this background, it is obvious that the
discussion on design thinking is intertwined with organizational culture issues. We follow the
understanding of culture as “beliefs, ideologies, and values, and the ways these are transmit-
ted through symbols, languages, narratives, and practices” (Schneider et al., 2011, p.373). In
summary, culture can be defined as (group) patterns of behavior and actions learned during
a specific time period to achieve external adaptation and resolve internal integration problems
(Schein, 1990, 2017).2 Hassi and Laakso (2011) evaluated how design thinking skills can be
beneficial for dealing with continuous change, while Burdick and Willis (2011) investigated the
bias toward action as a major change enabler for organizational development.

Finally, a comprehensive evaluation of the success of design thinking initiatives is needed in order
to derive change measures for improvement. This could be done in various ways (i.e., number of
prototypes, satisfaction of customers, product usability).

2.2 Spatial issues: Learning environments and working spaces

A learning environment is seen as “a place where people can draw upon resources to make sense

2 Sometimes culture and climate are seen as equivalents. In brief, one can state that climate researchers focus

more on practices, procedures, and behaviors, whereas research on culture is more on a macro level and
targets values and beliefs (for a differentiation between organizational culture and organizational climate see
Schneider et al., 2011).
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out of things and construct meaningful solutions to problems” (Wilson 1996, p. 4); it is a set-
ting “wherein the learner acts, using tools and devices, collecting and interpreting information,
interacting perhaps with others” (Wilson, 1996, p.6). Physical proximity and face-to-face com-
munication foster learning and knowledge transfer in enterprises (Nonaka and Takeuchi, 1995;
Cook and Brown, 1999) as well as in universities (Cox, 2018; Thoring et al., 2018). A learning
environment is characterized by the particular quality of the current learning situation in terms
of time, space, and social and cultural context. The terms “space” (locations without social
connections for employees) and “place” (locations with meaning and values created by human
experiences; see Saar and Palang, 2009) are of importance in describing an environment (for the
architecture of university buildings see Cox, 2018). With regard to workplaces, Lindahl (2004)
also differentiated between space and place and highlighted the relationship between spatial
and organizational issues of workplaces for the development of organizations. Leifer and Steinert
(2011, p.157) also emphasized the design of working spaces as a key factor for performing change:
by adapting the physical environment, “organizations are able to lower hierarchical boundaries,
enhance ideation and creativity, foster and accelerate prototyping and generally increase the rate
of learning and change.” Flexibility in terms of adaptive as well as agile working places is outlined
as a crucial component of the spatial setting.

Thoring et al. (2018) presented a typology of creative-learning spaces with regard to the working
and learning processes of designers. Based on an extensive literature review, they distinguished
among five types of creative spaces: (1) personal space for working alone, (2) collaboration space
for working together with others, (3) presentation space for giving presentations, (4) making space
in which people experiment and try things out, and (5) an intermission space for transition and
recreation (e.g., cafeterias). They further distinguished among five different spatial qualities (each
space type comprises all spatial qualities): space can (a) be a knowledge processor (e.g., provides
access to knowledge); (b) be an indicator of organizational culture (e.g., indicates privacy); (c)
be a process enabler (by providing an appropriate infrastructure); (d) have a social dimension
(e.g., reduces or facilitates social interactions); and (e) be a source of stimulation (e.g., provides
external stimulation). By linking the space types with the spatial qualities, they were able to
describe spatial concepts in organizations and universities.

In design thinking research, flexibility in terms of adaptive as well as agile working places is
outlined as a crucial component of the spatial setting. The space makes allowance for and even
can arouse ideation and prototyping actions. Stanford’s Center for Design Research (d.school)
identified some important issues: (1) flexible room separators instead of fixed walls, (2) movable
and modular furniture, (3) furniture should enhance creativity and lower barriers to ideation, (4)
the use of minimum commitment prototypes to facilitate rapid redesign and learning, and (5)
furniture and support infrastructure should be customized for the needs of project teams (Leifer
and Steinert, 2011). Against this background and with regard to the learning theories based on
the context of situated learning (Brown et al., 1989; Collins et al., 1989), the following elements
of physical spaces are discussed to foster design thinking activities (e.g., Herrington and Oliver,
2000):

e Design thinking requires physical space that is different from the usual offices, and a phy-
sical environment that fosters creative thinking. The space should enable a thorough
investigation from different perspectives. Among other aspects, this includes a prototyping
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environment that reflects the usage of knowledge in real-world scenarios (making space).
Writable walls and easily movable furniture are also often mentioned. Moreover, spaces
should provide possibilities for transition and recreation (intermission space) to facilitate
social interactions.

e Design thinking needs room for teamwork (collaboration space). Collaboration and cocrea-
tion refer to core elements of design thinking. Ill-defined problems are tackled by a project
team, and complex tasks are better addressed within a group than by individuals (Resnick,
1987; Collins et al., 1989; Hooper, 1992) in order to get an all-embracing perception of a
problem. Furthermore, the exploration of problem settings from various perspectives is of
importance (Collins et al., 1989; Lave and Wenger, 1991).

e Finally, spaces should provide access to knowledge and expertise. Ways to make tacit kno-
wledge explicit and to get access to expert knowledge are needed. Access to expert thinking
is necessary to deepen the knowledge in ill-defined problem areas. This is particularly true
for the initial project phase in which the team has to immerse itself in the subject matter
to deeply understand the problem field.

3 Interview study

The main objective of the interview study was to explicate spatial issues (the design of office
spaces) and organizational issues (design thinking in relation to changing the mindset) in design
thinking initiatives in selected European companies. In doing so, we conducted an interview
study. Eight interviewees (proponents who are entrusted with design thinking in their compa-
nies) were identified and addressed for scheduling the interviews. During the correspondence for
the appointments, the interviewees confirmed the challenge of implementing design thinking ini-
tiatives in the last few years as well as the relevance and the challenges associated with designing
an appropriate office space. The interviews were conducted to explore the firm-specific conditions
of implementing design thinking and to learn more about the office space. In this context, we
were particularly interested in the relationship between spatial aspects and the understanding of
design thinking as a change of mindset (in the sense of a change of the organizational culture). In
other words: Are design thinking tools and workspaces seen as a trigger to change the mindset or
has a change of mindset influenced the design of office spaces according to the principles of design
thinking? With regard to Schein’s (1990, 2017) layers: Do the interviewees stress the underlying
norms, values, and assumptions more or do they highlight visible artifacts and behaviors? We
asked questions on the following aspects: (1) What was the main reason for implementing design
thinking? (2) How did the introduction of design thinking take place? (3) How are the design
thinking offices designed? (4) How is the success of design thinking measured? (5) Finally, we
wanted to learn more about the understanding of design thinking (is design thinking seen as a
tool/method or is it more about a change of mindset?). After running a content analysis of the
individual interview transcripts, a cross-organizational analysis was used to find patterns in the
collected data.

By using the criteria of organization size (defined in terms of sales volume and number of em-
ployees) and industry segments, eight interviewees were selected with a theoretical sampling

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 86



Journal of Innovation Management Seifried, Wasserbaech
JIM 7, 1 (2019) 80-107

strategy (Eisenhardt, 1989). Enterprises with different characteristics were incorporated (from
different industries) to cover different perspectives. Each of them faces serious competition with
regard to quality—cost leadership is not an option. Consequently, there is a strong need for
innovation, creativity, and change. The consideration of different organizations with diverse in-
dustry backgrounds offers a more holistic view of design thinking. The organizational culture
and the business models differ considerably among the companies, and design thinking initiati-
ves are deployed in different corporate functions such as innovation management, research and
development, corporate venturing, information technology, and consulting. This ambiguity is
also reflected in the job descriptions of the interviewees.

We used a semi-structured interview guideline, and the interviews were conducted in April and
May 2016 in person or via phone. The interviews lasted between 22 and 59 minutes. In order to
retain the data from the interviews, the interviews were recorded. After the interview sessions,
the interview transcripts were submitted to the interviewees for control and approval. The final
interview reports were used for the analysis. In order to generate a holistic view of the interviewed
organization, the interview results were linked with publicly available information from corporate
websites and information service providers such as Bloomberg. Table 1 shows the profiles of the
interviewees.

Table 1. Profiles of the interviewees

Case Sector Employees  Turnover € Interviewee Interviews
> 20k > 20 billion
. Manager, Innova-
ALPHA Industrial Vv Vv tion 1
BETA Technology Vv Vv Senior Consultant 1
Director, Corporate
GAMMA Utilities \/ \/ Ventures 2

Senior Vice Presi-
dent, Technology
Director,  Innova-

DELTA Health Care vV vV tion 1
EPSILON  Industrial Y E) igr;Ctor’ Techno- |
ZETA Industrial N N Xi‘ager’ fnnova- 1
ETA Consulting — — Senior Consultant 1

4 Findings

4.1 Design thinking in different organizations

To contextualize the findings, we first present brief information on the companies that outlines
different ways of implementing and using design thinking. Table 2 gives an overview of the key
findings of the interviews.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 87



Journal of Innovation Management Seifried, Wasserbaech
JIM 7, 1 (2019) 80-107

4.1.1 ALPHA

Context information: ALPHA is a multinational industrial company with corporate headquarters
in Europe. The product, service, and solution portfolio covers a broad range of technologies,
and ALPHA is the market leader in different markets. Key markets are located abroad, while
product development and design reside in Europe. Novel products, services, and solutions are
rolled out globally without specific tailoring to customers’ demands or cultures. One key issue
is that ALPHA’s products are very complex and often do not meet customers’ needs. The main
challenges are dealing with market dynamics and innovative, customer-tailored solutions.

Design thinking in the organization: A few years ago, design thinking was implemented as a
method for topics burdened with wicked problems (especially to develop more innovative pro-
ducts). At ALPHA, design thinking is primarily seen as one instrument (among others) designed
to support innovation and to find out what the customer needs. The interviewee also mentioned
the relevance of design thinking as a tool to support the change of mindset, but top management
support is not strongly noticeable. ALPHA’s design thinking comprises recursive loops in the
ideation phase using arts and crafts materials. In this context, the aim is to find a solution that
works on the basis of a prototype and delivers value to the customers. The interviewee stated
that “design thinking revealed that users actually had very different needs than originally anti-
cipated by the business unit and engineers.” While implementing the design thinking method,
the implementation team cooperated, among others, with IDEO (a global design company),
and members were trained and coached through external consultants. At ALPHA, no specific
measurement tools to assess the success of design thinking have been established. Qualitative
indicators such as the perceived benefit of projects have been used instead.

Office space: For ALPHA’s design thinking initiative, rooms and labs were set up in order to
be flexible. The rooms were equipped with movable furniture, and foamboards were used (e.g.,
as visualization platform and prototyping space). An advanced machine shop with additive
manufacturing technologies (e.g., 3D printing devices), as well as a computerized numerical
control laser cutter, both of which make prototyping more professional, were deployed. The
interviewees highlighted that new spaces do not automatically solve the problems of ALPHA but
help to break up certain rules and assumptions. In this sense, the design thinking office spaces
were seen as a tool to support the change of mindset.

4.1.2 BETA

Context information: BETA is a large technology and software vendor that supplies all relevant
markets in the support and automation of customer resource planning, manufacturing execu-
tion, customer relationship management, supply chain and supplier management, and business
analytics. BETA is headquartered in Europe but has worldwide user designs, research and
development, and sales offices. After years of organic growth, BETA now tends to focus on
acquisitions more to attract new customer segments and to come up with innovations. Techno-
logical disruptions in this branch are currently initiated by other market players (e.g., Silicon
Valley start-ups).

Design thinking in the organization: BETA has had a long tradition of design thinking practices
for more than twenty years. In recent years, design thinking has been rolled out and established
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on a global scale. Design thinking is understood as a global mindset, and it is supported by
top management in many ways. In daily operations, the processes and routines focus on the
methodical point of view of design thinking. While implementing design thinking, BETA utilized
different steps, namely the use of (1) external design thinking coaches, (2) qualifying internal
coaches, and (3) project-based development of design thinking skills. Often employees with
design thinking expertise perform an ambivalent role in the project team. They are both coaches
and project workers. Balancing these needs turns out to be challenging. Another challenge is
to balance creativity and large-scale project requirements. The approach is to cooperate with
partners that provide physical space and infrastructure to take the team out of its daily business
and enable cooperation and co-creation across organizational boundaries. The interviewee stated
that BETA has managed the design thinking institutionalization successfully. Drivers were the
support of the board of directors as well as the intrinsic motivation of employees to spread
design thinking within the organization. Customer feedback is used to assess the success of
design thinking.

Office space: The physical learning environment constitutes both internal and external locations.
For external locations, BETA uses facilities with a craftsmanship background or loft buildings
that are located nearby. Temporarily moving to external locations helps to get out of the daily
work routine and to rethink traditional views. Each of BETA’s internal buildings incorporates at
least one design thinking space in proximity to break rooms and restrooms to ensure convenient
access. All rooms have been designed individually. The furniture, sofas, movable walls, bar chairs,
and bar tables are equipped with casters so that the room becomes flexible and can be tailored
to different needs. Tools and materials for prototyping such as polystyrene beads, cardboard
boxes, construction paper, glue, LEGO bricks, and modeling clay are available. Most of the
design thinking spaces are based on redesigned meeting rooms. Walls have been repositioned
to create spacious and light-filled rooms. The comfortable furniture and colored design items
offer cozy corners and seating areas that make people stay in the office after work. As the
interviewee stated, the well-equipped office spaces can be seen as an indicator of how much the
top management supports the implementation of design thinking as a mindset.

4.1.3 GAMMA

Context information: GAMMA is one of the major European enterprises in the untility indus-
try. In recent years, the organization has been restructured and has suffered from governmental-
initiated turnaround in energy policy. The organization is split into two parts: a more con-
ventional large-scale system provisioning business and a new business unit that designs and
implements decentralized and customer-tailored energy solutions. Two company representatives
were interviewed to reflect both views.

Design thinking in the organization: Against the background of game-changing market dynamics
in the energy crisis, GAMMA’s management decided to give strategic significance to innovation
and new business models. In this context, design thinking found its way into GAMMA. First,
external coaches conducted workshops with the entire senior management team. As articulated
by one of the interviewees, GAMMA wants “to realize more innovation and a change in the
enterprise culture. A lean and rapid approach of testing new business models in the market is
preferable toward thoroughness and perfectionism.” Following this notion, an innovation hub was
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launched. The innovation hub is organized in several sections that present the current topics of
interest (e.g., smart home, big-data management, and digitalization). Design thinking, so far
seen more as a tool, plays an essential role in transforming the traditional mindset nowadays,
and several corporate initiatives have been started to overcome risk aversion and to open up for
new ideas. To learn more about the success of design thinking, GAMMA analyzed a number of
projects that found their way to the market.

Office space: In the past, more and more rooms were designed especially for design thinking.
Movable furniture and writable walls were key requirements for the interior design as well as
sticky notes and movable walls. The aim was to create an entirely agile environment to support
the changing needs in a project. Being a pioneer for GAMMA, this trend was adopted rapidly by
other business units. After some initial resistance, people recognized the advantages of such an
environment, in terms of a contrast to the usual office spaces. In this sense, the new designed office
spaces trigger the change of mindset. As described by the innovation manager after facilitating
some design thinking workshops, “if you look at someone working in the finance area, and drop
him in a design thinking room for the first time, where you can write on walls and have LEGO
bricks for prototyping, he probably thinks he is in pre-school. But after going through the design
thinking process and looking at tangible prototypes, they quickly are convinced.”

4.1.4 DELTA

Context information: DELTA is a multinational health-care company, and innovation plays a
key role. The company opened an innovation center to give employees the possibility to work on
new ideas and projects in a creativity-enabling environment. An important element of the inno-
vation center is an “Innovator Academy,” where employees have access to trainings or workshops
including topics such as design thinking, user-centered design, and creativity techniques.

Design thinking in the organization: To push cross-divisional innovations, design thinking is
a tool to foster collaboration within the company. In the past, things were explored in one
area, mostly in laboratories, and in this area they were brought to market maturity without a
prototyping phase or a customer requirement analysis. Design thinking should help to overcome
this problem. The innovation center is seen as a melting pot of ideas and offers space for
working in interdisciplinary teams, and the building complex has been constructed to represent
the management’s cultural change of mindset. While implementing design thinking, external
coaches were hired. The success of design thinking is analyzed by indicators such as participation
rates at design thinking events.

Office space: Openness is the main guiding principle behind the architecture of the innovation
center. It is divided into two areas: one where staff and visitors have access and a second
one that is reserved for project teams. Here, employees and external partners work together in
interdisciplinary projects. There are no fixed office rooms but flexible working spaces instead, and
everything is easily movable. The finished modules as part of the building are grouped around a
spacious courtyard. For the manager of the innovation center, a key factor for productive work
is the atmosphere. For a feel-good factor, a kitchen was incorporated into the work area. As
the innovation center has been built to represent the management’s cultural change of mindset,
visible artifacts can be seen as a tool to change the values and norms.
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4.1.5 EPSILON

Context information: EPSILON is a leading industrial provider of maintenance services for the
transportation sector. EPSILON faces some serious challenges that can be traced to game-
changing market shifts. Original equipment manufacturers are looking for new business mo-
dels since they are suffering from shrinking margins, international competition, and service-
demanding customers. Another challenge is the intense competition for EPSILON’s custo-
mers. Both factors weaken the market position and lead to considerable cost pressure for EPSI-
LON.

Design thinking in the organization: Design thinking was brought to EPSILON a few years ago
and is seen as a tool to promote innovation. Until then, there had been no internal trainings
available, but when an employee now wishes to gain experience, this is seen in line with his or
her personnel development and thus is supported by EPSILON. Against this background, the
implementation of design thinking is still in a rather early stage. The interviewee reported being
quite satisfied with the result of the new way to work after EPSILON implemented a structural
reorganization of the IT department. Along with some other units, his team is seen as one area
for change and the usage of innovative and creative methods for their daily work. Particularly
in the IT sector, rapid prototyping and other agile approaches are of importance. Through the
reorganization, his team had the chance to rethink the established processes and culture. They
became a grass root movement, and slowly more and more units explored the advantages of design
thinking. In this sense, the new designed office spaces are seen as a measure to support change.
After initial hesitation, the support of the top management is also emerging now. To learn more
about the effects of design thinking, EPSILON used data from employee surveys.

Office space: At EPSILON, employees can create flexible working spaces for design thinking
issues. These rooms have writable walls, and while some are furnished with couches, others have
high tables and stools. Moreover, conference rooms and libraries are provided for the team, if the
employees want to work in concentrated silence. Before the implementation, employee surveys
showed the need for this. But the libraries were not frequented as expected, and therefore the
library space has already been transformed into a team room. The rooms are supplemented by a
“market place,” which is an open, cozy area with sofas, tables, and comfortable chairs. Further,
EPSILON’s manager clearly emphasized the benefits of writable and accessible glass partitions
in meeting rooms and office spaces. However, he acknowledged budget restrictions. Especially
for the prototyping phase, serious LEGO play is of importance. A 3D printing lab was also
installed to create prototypes quickly. Especially for the manufacturing unit, this device is seen
as advantageous.

4.1.6 ZETA

Context information: ZETA is a traditional engineering-minded European organization and
constructs resource-, knowledge-, and capital-intensive investment goods. As the final assembler
that brings complex systems together, ZETA heads a large production network. One of the main
challenges lies in the consolidation of ZETA’s business customers. As a consequence, ZETA
started extensive cost-saving programs that look for all costs in the business and accordingly
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approach suppliers to renegotiate prior agreements to reduce the product price. Due to financial
constraints, the equipment operators cannot afford the huge investments anymore.

Design thinking in the organization: Design thinking started a few years ago. Several managers
attended workshops and brought the notion into the company. Nowadays, design thinking is
part of the corporate innovation program. There are awareness workshops to inform ZETA’s
technicians and engineers about the design thinking paradigm. However, the management has
understood that the benefits of design thinking go far beyond a collaborative working mode in
workshops. The corporate innovation team aims at developing user-centered innovations and
thereby altering the maturity of design thinking usage. The idea today is to implement design
thinking extensively as an innovation method. However, the spread of design thinking within
the company is still limited. There is no top management support that drives a design thinking
program, provides budget, or controls the success of design thinking. At ZETA, currently, no
specific measurement tools/key performance indicators have been established to measure the
success of design thinking.

Office space: There are physical rooms that have been tailored for innovation projects, but
ZETA has no dedicated room for the exclusive use of teaching or applying design thinking.
The interviewee explained that “the needs of such a room differ considerably.” At ZETA, there
are pop-up spaces to bring internationally distributed teams physically together. Moreover, the
design thinking space has to facilitate the prototyping activities. This includes prototyping on
paper, but also an environment for testing the prototypes. For a pop-up space, the team can use
existing spaces and reshape them. The basic notion is to make those spaces flexible and scalable.
This includes modular walls and different zones, such as meeting zones and focus zones. The
resources that are still required are projection spaces, interaction spaces with projectors and
smartboards, and a videoconference system for remote collaboration.

4.1.7 ETA

Context information: The interviewee is a management consultant with eight years of experience
in design thinking. He consults, among others, with clients in the financial service industry.
This industry faces different game-changing problems and is characterized by hierarchical grown
structures and thinking in terms of status.

Design thinking in the organization: The interviewee’s bank client has started with a bottom-up
approach. The middle management, responsible for aligning business and technology strategy,
wanted to improve the cooperation mode. A program was set up to initiate design thinking
projects on the operative level. At this time, the operative project managers realized that
customer solutions (e.g., banking apps, online banking) were outdated. So design thinking was
used to get access to customer needs in direct interaction with customers. They started with
small project teams that were coached by external consultants. Further, they built an innovation
community that diffuses design thinking within the corporation. This had an enabling effect on
the working culture. Nevertheless, the implementation teaches management executives that the
learning curve cannot be shortened. As outlined by the interviewee, “although design thinking
is simple and feasible, this does not imply that it can be implemented at once. All organizations
have to pass the hermeneutic circle of learning.” For the implementation of design thinking,
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support by top management is advantageous. Even a sound bottom-up strategy that supports
the needs of project teams is essential. Against sceptics and doubters, this is the best solution
when both parties are aligned and cooperate. When it comes to approaches to measure the
success of design thinking, the interviewee stated that the deployment of adequate controlling
instruments and key performance indicators will take a long time and is a challenging task.

Office space: The learning environment starts with the appropriate physical location. Lessons
learned from the financial service provider refer to a hosting role for the design space. This
person ensures usage in terms of the intended purpose and takes care that the required material is
available and stocked. The room should be located centrally to enable good access and allow drop-
by situations from other curious employees. Openness, transparency, and daylight offer further
features. Comfortable and cozy furniture as well as writable and flexible walls, all equipped
with “movable casters”, complement the interior of the design space. By referring to one of his
previous mentors from Stanford University, the management consultant stated that “each point
in the room has to be accessible within a seven-second reach, since this is precisely the time
period that a person can keep a prototyping idea in mind.” This presents an appropriate size
indication without mentioning a number in square meters. In addition, the atmosphere should
be inviting and cozy to make people stay in the room, even for leisure activities. Further, the
behavioral rules should allow making results visible and exposing prototypes for several days or
weeks. For instance, there is a well-recognized best practice to preserve stakeholders’ profiles
such as personas for the entire design thinking project along all phases. This measure helps
to keep the assessment of all project ideas and outputs against the desired customer and user
centricity criteria in mind.

4.2 Summary of the findings of the interviews
4.2.1 Implementing design thinking

First of all, it is of interest to know whether design thinking is merely seen as a method/toolbox
or as a way of thinking about business problems. BETA shows the highest maturity in this
concern: design thinking is implemented comprehensively, and it is understood as a mindset. At
GAMMA, the interviewee also reported that nowadays there is a more comprehensive understan-
ding and the shift from the tool to the mindset perspective is noticeable. The interviewees from
ALPHA, DELTA, EPSILON, and ZETA merely stressed the tool perspective. Particularly in
these cases, the crucial success factor to implement design thinking is the strategic alignment of
design thinking within the company. The findings from the interviews indicate that a bottom-up
movement as well as top management support are both of importance. In the interviews, diffe-
rent positions were mentioned. BETA and DELTA both have top management support, budget
for buildings, design rooms, and training programs. At ALPHA and ZETA, design thinking is a
supportive staff division. At EPSILON, the IT division design team came up with an initiative
due to its understanding of the need for prototyping—and the efforts of the employees let the
design initiative grow. The interviewed consultant (ETA) additionally stated that “top mana-
gement support is an evergreen. But that’s not the only possibility. You also need people from
bottom-up who have pressure; when they are supported by the management, that’s the best

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 93



Journal of Innovation Management Seifried, Wasserbaech
JIM 7, 1 (2019) 80-107

case. Once there is a main unit that is convinced and also top management support is given,
then a cultural change can occur.”

Furthermore, the interviewees mentioned the important role of design thinking coaches. But
in the end, the key issue is that the organizational culture fits design thinking. This is espe-
cially relevant in the prototyping phase when all restrictions and limitations are set aside and
possible prototypes occur that are not aligned with the business strategy or company portfo-
lio. At ALPHA and ZETA, design thinking initiatives don’t integrate well with the traditional
organizational structure and management leadership style. Accordingly, their impact remains
limited to the administrative departments they report to, e.g., ALPHA’s corporate innovation
department. Similar thinking applies to ZETA, where the innovation manager emphasized that
the product divisions have to be convinced by his unit to allow active participation and coaching.
ETA’s senior consultant brought forward organizational readiness as one of the key differenti-
ators between those organizations that formally pretend to conduct design thinking and those
that have achieved the readiness to take radical innovation ideas seriously (as done for example
in BETA).

Closely linked to the implementation of design thinking is the question of how the success of
design thinking is evaluated. Currently, the companies did not have customized key indicators
at hand, but the development and establishment of measurement tools is seen as an important
task for the future. ALPHA’s innovation manager stated that “if you measure design thinking
projects in terms of market entry as part of a strict definition of innovation, then we have not
succeeded.” BETA used customer feedback in some cases, but BETA’s senior consultant ackno-
wledged that the opportunity costs of not having used design thinking for ideation to innovate
product development cannot be calculated. GAMMA analyzed the funnel from the project idea
to the market, but the interviewee stressed that it is hard to identify the crucial triggers for mar-
ket success. At DELTA, an evaluation based on key performance indicators is also quite difficult.
DELTA offers voluntary participation events with design themes in the evenings and measures
the participation rate as an indicator for the acceptance of design thinking. EPSILON does not
apply specific measures for design thinking projects, and at ZETA the conception is prevalent
that classical quantitative measuring instruments do not fit the design thinking approach. One
can state that the success of design thinking is not measured based on hard facts on a regular
basis. The companies used mostly weak indicators such as employee participation in design thin-
king projects or employee satisfaction with regard to design thinking. ETA’s senior consultant
acknowledged that the deployment of adequate controlling instruments will take a long time, but
he saw the potential for the following performance indicators: employees using the method, di-
versity and interdisciplinary representation in the design team, number of generated prototypes,
and number of ideas that achieved market readiness.

4.2.2 Office space and architecture

All interviewees highlighted the relevance of the architecture of office space. BETA’s senior
consultant outlined that the architectural style is crucial for learning and innovation. The in-
terviewee differentiated between the reuse of existing office space and the acquisition of external
buildings that serve exclusively as design space. Small changes, e.g., different routes to external
locations, can make a first contribution to getting the employees out of their daily routines.
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However, both types of space share specific design features, i.e., writable glass walls or movable
furniture. As reported by the interviewee from GAMMA, it is very advantageous to have a space
that can be perfectly transformed to individual needs. ZETA’s innovation manager thought that
an appropriate workshop room needs one thing above all: flexible walls with space. The design
space creates an enabling role for the selected collaboration mode within the team but should also
serve as separated units for breakout sessions. Besides this, all interviewees declared themselves
in favor of having a spacious room equipped with writable walls, easily movable furniture, and
all sorts of prototyping materials. ALPHA’s favorite tools to document results were foamboards
with sticky notes because they are easily storable between creative sessions. Flexible walls with
sticky notes were the preferred alternative for BETA, DELTA, and GAMMA. There, the results
are secured through smartphone pictures if they can’t remain on the wall until the next meeting.
The director of corporate ventures of GAMMA outlined that an effective learning environment
for design thinking “cannot be drawn back to a singular board or a glass panel; instead, the
opportunity for self-expressionism should be given. The space in which you can let your ideas
flow is important.”

Another strand addressed the atmosphere of the environment. GAMMA'’s director of corporate
ventures postulated that the office spaces for design thinking “should be so spacious and invi-
ting that people say, let’s stay for a group session.” For him, it was essential that people feel
comfortable and that everything is located next to the room or in the room so that a “bon-
fire atmosphere” can arise. The senior vice president for technology at GAMMA supplemented
this with the following statement: “An indirect effect is caused by a different environment. If
the environment changes, the people have to change.” He continued by saying that “through
furnishings and equipment, a controversial, but nice atmosphere, as compared to the corporate
standard environment, should be created.” The senior consultant at BETA said that the aim
is “pulling someone into another world”. DELTA’s director was sure that the “atmosphere is
always transferred to people,” while ZETA’s innovation manager outlined that he wants to sup-
port a start-up-like atmosphere. GAMMA'’s senior director for corporate ventures said that the
design space refers to a place that people enjoy with bright and flexible rooms. This forms an
atmosphere that encourages employees to stay and ensures that creativity flows. The investment
for large organizations such as GAMMA pays off if the project team spends more time on the
project than in the usual office spaces. In the evening, the company occasionally organizes public
viewings for sport events and includes drinks and food to make employees feel comfortable. At
the same time, those employees are still engaged and can discuss projects after work.

To sum up, all the interviewees emphasized the meaning of design thinking in the sense of
changing the mindset and with regard to architecture and office space issues. All interviewees
addressed the importance of organizational readiness. Especially at ALPHA and ZETA, the
design thinking approach does not integrate well with the traditional organizational structure
and management leadership style. When it comes to the measurement of the success of design
thinking, all interviewees stressed that prevailing instruments and key performance indicators
are not appropriate and have to be adapted.

4.3 Discussion of the findings

As Lindahl (2004, p.253) stated: “Often in situations when changes of work and the organi-
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sation of it are underway, workspace issues are discussed”. But one question is which kind of
workplace will support the implementation of design thinking in the most effective way. The
more challenging question, however, is to what extent office space is seen as an instrument to
support mindset change. Regarding the first question, all interviewees showed great agreement
and mentioned the importance of key features of design thinking spaces (writable walls, movable
walls and furniture, cozy atmosphere, and so on). Regarding the latter question, we found that
the use of design thinking tools and new designed office spaces had an effect on the change of the
mindset in the sense of the underlying norms, values, and assumptions (Schein, 1990, 2017). All
interviewees indicated that this relationship exists. But a comprehensive alignment between the
organizational culture and visible artifacts and behaviors (office spaces and design thinking tools)
was only clearly visible at BETA. Against this background, one can assume that the openness
and readiness to organizational change is of importance for a comprehensive implementation of
design thinking.

Against this background, the results from our interview study are partly in line with key findings
on design thinking. In their extensive literature review (86 empirical articles: 79 articles used
case-study methodology, but only seven used survey or interview methods) on the relationship
between design thinking and organizational culture, Elsbach and Stigliani (2018) showed that
specific design thinking tools support the development of specific aspects of the organizational
culture (33 articles) and vice versa (25 articles), and they stressed the idea that there is a
recursive relationship between the tools and the culture. They also reported that the use of
design thinking tools produced physical artifacts (e.g., drawings, prototypes, design spaces) as
well as emotional experiences (e.g., the experience of empathy) (22 articles).

More specifically, our findings confirm the results from an interview study conducted by Carlgren
and colleagues (2016a, 2016b). They interviewed 36 respondents from five large firms that
all had had only a few years of experience of using design thinking to learn more about the
common understanding of design thinking. They used a framework that included the categories of
principles/mindset, practices, and techniques and identified different strands (user focus, problem
framing, visualization, experimentation, and diversity). The main use of design thinking was
often to foster innovation, and design thinking was mainly understood as a process or as a
set of principles on an organizational level. Aims of using design thinking were the wish to
develop innovative solutions and to effect cultural change/mindset change. Both perspectives
were highlighted in our interviews as well. With regard to the integration of design thinking
within the company, Carlgren and colleagues identified different approaches (e.g., integration
in existing structures, use of workshop formats to support projects, the use of design thinking
as a special innovation function). As main challenges linked to the use of design thinking,
they named, among others, a misfit with existing processes and structures as well as with the
existing organizational culture, and they highlighted the need for “balancing between doing things
differently with not alienating people in the organization” (Carlgren et al., 2016a, p.353). This
holds true for our study, too.

Furthermore, approaches to measure the success of design thinking were addressed in our study.
All interviewees stated that they do not have customized key performance indicators but use
common indicators instead. This could be seen as an indicator that design thinking is not yet
fully integrated into the organizational culture. Based on Kirkpatrick’s framework of evaluation
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(Kirkpatrick, 1994; Kirkpatrick and Kaiser Kirkpatrick, 2016) one can state that a change of
mindset can be measured on four levels, namely reaction (level 1: the degree to which employees
perceive design thinking as favorable and relevant for their jobs), learning (level 2: the degree to
which employees acquire design thinking knowledge, skills, attitudes, and so on), behavior (level
3: the degree to which employees apply design thinking knowledge and skills during their jobs),
and results (level 4: outcomes for the organization). Usually, self-reports (surveying employees),
surveys with customers and other stakeholders, as well as assessments and observations at the
workplace, are used to measure the effects on levels 1 to 3. Since many factors can impact effects
on level 4, it is hard to isolate the direct link to organizational cultural issues, and therefore it
is understandable that companies do not have a sophisticated framework for measuring design
thinking performance yet.

Our findings are in line with results from a survey done by Schmiedgen et al. (2016). They
surveyed about 400 design thinking practitioners from mostly larger companies. The respon-
dents stated—generally speaking—that it is not possible to measure design thinking as a single
concept. Carlgren et al. (2016a) also mentioned the difficulty of assessing the success of design
thinking initiatives. Besides this, Rauth et al. (2014) worked out some strategies to legitimize
design thinking, e.g., demonstrating its usefulness. More generally, one can differentiate an input
perspective (e.g., sum of costs), a process perspective (e.g., team engagement), and an output
perspective (e.g., number of projects ready to market, number of prototypes), as well as an inter-
nal (e.g., employee satisfaction), and external (e.g., customer satisfaction) view, and create key
performance indicators for the design thinking process as well as the outcomes. Liedtka (2017),
for instance, described the design thinking impact on innovation outcomes as follows: design
thinking leads to higher-quality solutions, helps to reduce the risk and cost of failure, improves
the likelihood of implementation of ideas, improves organizational adaptability, and supports
the creation of local skills and competencies. Based on these five assumptions, key performance
indicators to measure the success of design thinking could be developed. It is evident that the
usefulness of different key performance indicators depends on the organizational context (e.g.,
industry or the mature level in design thinking utilization) (Rauth et al., 2014; Bjorklund et al.,
2018).

5 Conclusions

This study sought to analyze the implementation of design thinking in Europe-based compa-
nies. The starting point of the implementation of design thinking was that all of the companies
wanted to have a better understanding of customers’ needs and become more user-centric (see
also the results from case studies done by Seidel and Fixson, 2013; Liedtka, 2014; or Rau et
al., 2017), because all are players in global competitive markets. The interviewees were convin-
ced that design thinking is about mindset change and that office space—in the sense of visible
artifacts—is an important tool to push the new way to work on business problems. Based on
the results from the expert interviews, we identified different issues that are crucial for design
thinking in organizations, namely physical space (flexible office design and space equipment),
atmosphere, organizational readiness (see Weiner et al., 2008, for an overview how organizati-
onal readiness for change can be defined and measured), and top management support. Most
importantly, design thinking tools and artifacts have to be aligned with issues of organizational
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culture. All interviewees pointed out that the development of customized measurement tools is
a desideratum.

Our research addresses the empirical understanding of how design thinking is implemented and
practiced in companies. Nowadays, there is a large body of empirical research on design thinking,
and several review articles are available (for an overview see Elsbach and Stigliani, 2018), and—in
sum—~positive implications of design thinking were emphasized. All of our interviewees stated
that it is not trivial to assess the success of design thinking. Most of them implemented design
thinking successfully, but they could not calculate the opportunity costs of not using design
thinking.

From a research perspective, it would be very interesting to compare entities with or without
design thinking in comparable settings to learn more about the potential and the effects of de-
sign thinking (e.g., in an experimental setting using experimental and control groups). The
development of a valid system of indicators is of interest from a research perspective as well as
a managerial perspective. Furthermore, additional research on the potential of design thinking
in small- and mid-sized companies is needed. Besides this, the relationship between the pro-
fessional qualifications as well as the attitudes, beliefs, and emotions of the employees and the
success of design thinking should be analyzed in greater detail. In this context, Elsbach and
Stigliani (2018, p.2300) mentioned the important role of empathy (representing an important
issue of design thinking; empathy can be interpreted as “an important signal of cultural values of
collaboration and user focus in the organization”) for a better understanding of the effectiveness
of design thinking processes. Finally, research on the possibilities and constraints of the imple-
mentation of design thinking in higher education (e.g., linking design thinking to topics such as
entrepreneurship; see Garbuio et al., 2018) is of interest.

Our study comes with several limitations. The use of interviews implies certain validity restric-
tions. We used a convenience sample but payed attention to the careful selection of the inter-
viewees. The sample was limited to eight individual expert interviews from a certain number
of organizations and selected industry sectors. Each expert represented an individual perspec-
tive, which may not necessarily have corresponded with the espoused theory of the company.
The phenomenon of interest was initiated by different innovation stakeholders ranging from the
cofounder to executive managers and departmental managers in technical development and IT
to management consultants. In accordance with these different roles in the organization, the
interviewees showed considerably different backgrounds, resided on different hierarchy levels,
and belonged to different corporate functions. This, in turn, exposes another limitation for
generalizing the cross-interview findings, as in most cases only a singular representative of the
organization was interviewed. The given information reflects a specific perspective on design
thinking implementation, e.g., from the corporate innovation department, I'T, or a new-venture
unit. Moreover, the data sampling relied on large and Europe-based companies. This imposed a
traditional and engineering-focused culture but made those organizations that implement design
thinking interesting subjects of investigation. Small- and mid-sized organizations do not have
the resources to roll out design thinking in this way. Against this background, we have to be
aware of selection bias (all interviewees were entrusted with design thinking issues and therefore
could be biased) and we have to question whether the results are transferable to other organi-
zations and/or industries. To increase the reliability, we compared the interviews with freely
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accessible company information from the corporate websites and information service providers
such as Bloomberg.

From a managerial perspective, the alignment of tools and organizational culture is the key issue
to implement design thinking successfully. There are many barriers to the implementation of
design thinking (Carlgren et al., 2016a), and top management support as well as highly qualified
and motivated employees are of importance. However, the interviews also showed that the extent
to which design thinking is integrated into organizational culture varies. It ranges from a rather
early stage to a comprehensive implementation in the sense of linking design thinking tools and
cultural values.

Besides this, key performance indicators with a focus on design thinking issues are needed.
Research shows that companies lack appropriate tools, especially when it comes to effects on
the organizational level. Furthermore, design thinking needs highly qualified and intrinsically
motivated employees. This is closely linked to learning and education. Companies as well as
universities should think about new ways to qualify professionals for the challenge of dealing with
complex business problems. This is about collaborative knowledge construction in groups, mul-
tiple perspectives, coaching and scaffolding, and authentic assessment (Herrington and Oliver,
2000). Technical knowledge is of importance, but we have to “equip students with meta com-
petences going beyond cognitive knowledge” (Scheer et al., 2012, p.8). Universities and other
institutions often struggle with this challenge. Against this background, strong efforts to foster
workplace learning are needed. Furthermore, managers should be aware that design thinking
comes along with some limitations. If design thinking processes mainly focus on customer ne-
eds, companies run the risk of losing balance and failing to sufficiently take other perspectives
and stakeholder needs into account. Finally, not all kinds of problems (e.g., routine tasks) are
suitable for design thinking.
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1. Introduction

Countries increasingly recognize that innovation drives long-run economic growth and govern-
ments are putting innovation at the center of their growth strategies (INSEAD, 2017). Investment
in innovation is an important contributor to productivity and the growth of an economy (Hassan
and Tucci, 2009; Roberts, 1998; Chen, 2009; Chol, 1990). The extant literature on innovation’s
role on economic growth is voluminous (Mansfield, 1980; Romer, 1986; Griliches and Mairesse,
1986; Stokey, 1995; Fagerberg, 1994; Kirchoff, 1994; Wennekers, 1999; Audretsch, 1995; Abiad
et. al., 1989). Growing attention to the Schumpterian theory of economic growth has drawn
attention to the role that technological change and innovation play in achieving economic growth
(Watkins et. al., 2015). This has attracted considerable research interest in the enablers of the
innovation process itself (Crespo and Crespo, 2016; Furman, Porter and Stern, 2002; Lui and
Buck, 2007; Grossman and Helpman, 1991). International variation in the investment on in-
novation presents an opportunity to examine key enablers of innovation-driving policy choices.
Countries find themselves at different stages of economic development and innovation perfor-
mance and so their relative levels of innovation inputs and outputs are likely to be different
(Vivarelli, 2014; Watkins et. al., 2015; Crespo and Crespo, 2016). For innovation policy makers
in developed countries the driver for improving their innovation potential is premised on the
realization that while innovation (particularly that of a process orientation) can reduce employ-
ment, improving a country’s potential to innovate will result in increased investment in capital
goods, lower prices to drive consumption, new products and higher average wages (Vivarelli,
2014). A comprehensive review of the general literature dealing with innovation enablement was
undertaken to determine a suitable conceptual framework and provide empirical support for the
relationship within inputs and outputs of innovation (predicator variables) and with the Global
Innovation Index (GII), (criterion variable). An analysis of the rankings of indices helps po-
licymakers and governments, particularly in industrialized countries, to identify paths for future
development and design innovation policies (Balzat and Hanusch, 2004; Mahroum and Al-Saleh,
2013). The principal research question driving this study is: What enables improvements in
innovation potential among developed countries?

In total, 770 data measures were subjected to an analysis of 242 relationships involving chan-
ges in the GII’s innovation inputs/outputs scores and overall innovation potential of 35 OECD
countries over a five year period (2012 to 2016). This study adopted an indicators method of na-
tional innovation performance and considered the following characteristics (Grupp and Schubert,
2010): the indicators are of comparable importance as measures of the concept under study, the
indicators are based on reliable statistics; the indicators hold their value over time; and the indi-
cators are relevant to medium and long-term policy issues (Carayannis and Grigoroudis, 2014).
To understand the key determinants that drive innovation, this study used Pearson correlation
coefficients and stepwise linear regression modeling to observe the relationships among these
determinants that might inform innovation policy-makers. This follows a “systems of innovation
approach” (NIS) in terms of enablers of, or factors influencing, innovation. This approach inclu-
des economic, social, political organizational, institutional and other factors that influence the
diffusion and use of innovation (Edquist, 1997b; Nelson, 1993, Lundvall, 1992).

We have organized our article by starting with a general discussion regarding innovation com-
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petitiveness and globalization. This is followed by some background regarding the concept of
national innovation systems and then a description of what is involved in the GII framework.
The next section describes the methodology we employed in our study followed by our results
and discussion. We conclude with a discussion of the implications of our findings and identify
some of the limitations of our study.

2. Innovation Competitiveness

Technology entrepreneurs often compete in dynamic and fierce environments (D’Aeni, 1994) and
need to develop and commercialize new products in order to exploit promising market oppor-
tunities, generate cash flows and make a profit (Haeussler et. al., 2012). A knowledge-based
global economy emphasizes the need of a country to develop its innovative potential, given that
the competitive performance of a national economy depends on the formation of intellectual
capital and the society’s capacity to innovate (Carayannis and Grigoroudis 2014). Yet, develo-
ping, testing and commercializing innovations can be a costly and time consuming process and
financial outcomes risky. In order to decrease the risks of innovation and achieve the benefits
of innovativeness, it is important to understand the key enablers. One of the most important
stimuli of innovativeness is public policy support (Wojnicka-Syez and Syez, 2016). The role of
public policy in Schumpeterian economics generally reflects the importance of entrepreneurial
start-ups in generating innovation, economic growth and competitiveness in globally linked mar-
kets (Ferreira et. al., 2017; Audretsch et. al., 2012). Researchers have sought to explain the
determinants of innovation, from a micro perspective, by identifying a number of critical success
factors of innovation such as the firm’s size (Fritsch and Meschede, 2001), strategy and social
capital (Balachandra and Friar, 1997). Other research has shown innovation determinates from
a macro perspective, mainly from the research and development (R&D) function, patents and
governance (Fagerberg and Srholec, 2008; Becheikh at al., 2006a). According to an OECD survey
on a sample of 20 OCED countries over the period 1982-2001, the main determinants of countries
innovativeness appear to be the availability of scientist and engineers, research conducted in the
public sector, business-academic links, the degree of product-market competition and the a high
level of financial development and access to foreign inventions (OECD, 2005: 33).

The link between R&D and other macro functions is of great interest to governments (MacPher-
son, 1997). Governments formulate policies and offer services destined to promote and support
technological innovation, with the hope that it will translate into higher levels of innovation,
growth and internationalization of firms (Raymond and St. Pierre, 2010; Ouellet and Raoub,
2006). Ultimately this strategy leads to innovation as a competitive advantage. Porter’s seminal
work developed this linkage when he identifiedtwo existing models that make a country and
organization competitive: the first model uses efficiency as the source of competitive advantage
and is mainly operated by multinationals; the second model is based on innovation and growth
to meet the individualized needs of the consumer (Porter, 1991). This environment emphasizes
technological progress powered by entrepreneurship and innovation and leads to the creation of
product and process innovations. Later work by the Global Entrepreneurship Monitor (2016)
described this type of environment as “innovation driven” and found within advanced global eco-
nomies. These economies have the ability to produce innovative products and services at the
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global technological frontier using the most advanced methods and are the dominant source of
competitive advantage. At this stage, the national business environment is characterized by the
presence of deep clusters. Clusters become critical motors not only in generating productivity but
encouraging innovation at the world frontier. Institutions and incentives supporting innovation
are also well developed, increasing the efficiency of cluster interaction. Companies compete with
unique strategies that are often global in scope, and invest strongly in advanced skills, the latest
technology, and innovative capacity (Delgado et. al., 2012). Therefore, innovation-driven compe-
titiveness is critical for a country’s long run economic performance (Carayannis and Grigoroudis,

2014).

3. A Systems Approach to Innovation

The concept of National innovation systems (NIS) have its origin in the influential work of
Joseph Schumpeter. He recognized that innovation and ultimately economic growth is not auto-
nomous, being dependent on factors outside of it. Since these factors are many, no one-factor can
ever be satisfactory (Schumpeter, 1947). Schumpeter’s insight was further supported by research
introduced in the late 1980s (Freeman, 1987; Dosi et. al., 1988) and expounded upon in subse-
quent years (Lundvall, 1992; Nelson, 1993; Edquist, 1997). Furman et al., (2002) defined NIS as
the ability of a country — as both a political and economic entity- to produce and commercialize
a flow of new-to-the world technologies over the long term and Oglobina et al. (2002) and Godin
(2007) found that such ability relies on a larger system composed of national institutional sectors
and their environments. Lunval (2007) identified two schools of thought in the literature about
NIS. The first, tends to define innovation in a narrow sense by focusing on science and technology
policy, and mostly analyzes the systemic relationships between R&D efforts in firms. The other
school of thought looks at innovation in a broader sense and defines innovation as a continuous
cumulative process involving not only radical and incremental innovation, but also the diffu-
sion, absorption and use of innovation, beside science (Nasierowski, 2009). The framework also
emphasized the relationships between the components or sectors as the “cause” explaining the
performance of innovation systems (Godin, 2007). In short, a national innovation system can be
perceived as a historically grown subsystem of the national economy in which various organiza-
tions and institutions interact with and influence one another in the carrying out of innovative
activity (Balzat and Hanusch, 2004). The systemic approach to innovation is based on the no-
tion of non-linear and multidisciplinary innovation processes. Interactions on the organizational
level as well as the interplay between organizations and institutions are given central significance
(Nelson, 1993). This in turn is consistent with the dynamics capabilities concept of strategy,
that sees a firm’s ability to deploy and exploit resources as critical to its competitiveness (Amit
and Schoemaker,1993; Teece et. al., 1997). For firms engaged in innovation commercialization
within fast-changing environments, a Schumpeterian approach to innovation is likely to be more
important (Lim et al., 2013). Ultimately, the NIS approach not only contributes to innovation,
but is almost totally defined in terms of, and dedicated to, innovation as commercialization of
technological invention (Godin, 2006a).

Connecting the level of NIS development with the level of economic advancement along structural
and institutional development is critical in order to avoid defining pathways that are impossible
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to achieve (Gu, 1999, Watkins et al. 2015). High income and low income countries demons-
trate different paradigms of economic development, and as such, the dimensions that support
their innovation performance should be distinct (Watkins et. al., 2015; Crespo and Crespo,
2016).

3.1 GII Innovation Framework

Since the late 1990s, the most collective approach to compare the performances of different
innovation systems is the use of indices and rankings. The appeal of indices and rankings is based
on political and operational importance for decision-making. An analysis of the rankings of these
indices helps policymakers and governments throughout the world, particularly in industrialized
countries, to identify paths for future development and design innovation policies (Sonorexa
and Moodie, 2013). In 2007, the INSEAD Business School, Cornell University, and the World
Intellectual Property Organization (WIPO) developed the GII to evaluate the level of innovative
potential in national socioeconomic systems and to support the development of policies and
practices that stimulate innovation. The use of this particular index as a measure of national
innovation capability has been recognized in the recent innovation literature (Al-Sudairi et al.,
2014; Crespo & Crespo, 2016; Jackson et al., 2016; Sohn et al., 2016; Prim et al., 2017). The GII
depends on two sub-indices, each one developed on several enablers. Over time, this index has
improved, and by 2015 included 79 indicators divided into 5 input enablers (institutions, human
capital and research, infrastructure, market sophistication and business sophistication and two
output enablers, knowledge and technology outputs and creative outputs.

4. Methodology

Each of the innovation inputs and innovation outputs contained within the GII framework are
measured for each country by using a number of metrics that are combined to provide their
respective scores. The input/output scores are then aggregated to provide an overall innovation
potential score for each country in the study. The measures included in the GII framework are
described in the Appendix. For the purpose of further analysis we have created a conceptual
model as shown in Figure 1. The authors (Dutta et al. 2016, pg. 49) of the GII recognize that
it is not a tool that can provide “the uwltimate and definitive ranking of economies with respect
to innovation” but they support their framework by stating that “The rich metrics can be used
— on the level of the index, the sub-indices, or the actual raw data of individual indicators — to
monitor performance over time and to benchmark developments against countries in the same
region or of the same income category.”

With that observation in mind, and the empirical evidence within the literature that supports
isolating high income from low income countries when using the GII for analysis (Crespo and
Crespo, 2016), we have chosen to focus on the GII data associated with OECD member coun-
tries. Accordingly our principal research question that we seek to address is “what enables
improvements in innovation potential among developed countries™

To measure improvement or deterioration in a country’s innovation potential we have chosen to
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compare the change in a country’s GII score with changes in both innovation inputs and outputs
over a five year period (2012-2016) relying on data published annually by Cornell University,
Insead and the World Intellectual Property Organization in their Global Innovation Index report.
Our sample is comprised of 35 country members of the Organisation for Economic Co-operation
and Development as listed in Table 1. Given the continuous nature of the scoring data, a Pearson
correlation was run to determine if there were any significant relationships between increases or
decreases in a country’s GII score over that five year period when compared to any increases or
decreases in a country’s scores for each of the innovation inputs and outputs, Upon determining
statistically significant relationships, and in order to explore for any predictive variables, stepwise
linear regression modelling was undertaken. Our sample of developed countries are missing only
three of the total number of developed economies as identified by the United Nations; Bulgaria,
Croatia and Cyprus.!

| Political Environment Score }—
Institutions = | Regulatory Environment Score }—
| Business Environment Score }—
| Education Score H
X Knowledge Creation
Human Capital — I Tertiary Education Score }— Score
and Research Knowledge
| Research & Development Score }— Know\esdge Impact and
core Technology
B iFfusi Outputs
| |CT Score Knowlecslszrlglffusmn P
Inf | General Infrastructure Score ‘ Global Innovation
—
nirastructure J Index (Gll) Score
I Ecological Sustainability Score }— Intangible Assets
- Score
| Credit Score }— Creative Goods and Creative
Market Services Score OUtpUtS
Sophistication — | Investment Score }—
Online Creativity
| Trade, Competition & Market Scale Score }— Score
| Knowledge Workers Score }—
Business
Sophistication — I Innovation Linkages Score F
| Knowledge Absorption Score }—

Innovation Inputs Innovation Outputs

Fig. 1. Drivers of Innovation Research Model after Dutta et al. 2016

The change in GII score is the dependent variable and changes in those innovation inputs or
outputs that were statistically significantly correlated to GII are the independent variables. In
addition, we wish to further examine any innovation inputs or outputs that might influence the
predictive variables by identifying any statistically significant correlations between them. As
the GII score is determined using the respective country’s innovation inputs and output scores
we are watchful for any collinearities that might exist in the data. Accordingly we will test
for multi-collinearity between variables by calculating the variance inflation factor (VIF) in our
regressions and employ the Durbin-Watson test on any regression models.

! http://www.un.org/en/development /desa/policy /wesp/wesp _current/2014wesp country _classification.pdf
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5. Results and Discussion

In total, 770 data measures were subjected to an analysis of 242 relationships. Table 2 provides
the results of the Pearson correlations between the 5 year change in GII score and the corres-
ponding changes in scores for innovation inputs. A statistically significant and strongly positive
relationship (R=.515, p = .002) was found between a change in a country’s Trade, Competi-
tion and Market Scale (Trade et al) score and the change in its GII score. This result is not
surprising given that improving the market conditions for trade, encouraging competition that
might stimulate innovation among market participants, and increasing the scale of the domestic
market and its innovation capacity could positively impact a country’s ability to advance its
innovation potential. Our result also finds support in the literature. Baldwin and Gu (2004) in
their empirical study of trade liberalization and increased export capacity in Canada found that
improving access to export markets increased the innovative capacity of firms. In a literature
review on the relationship of market scale and innovation, Dubois et al. (2015) found that for
large industries like the pharmaceutical industry, the larger the market the greater the amount
of innovation and while Stagni et al. (2017) found that increased competition can limit the type
of innovation they also discovered that competition increases firm diversification and innovation
exploration. A more moderate, yet statistically significant, positive relationship was found to
exist between the change in a country’s GII score and its knowledge absorption score.

Table 1. OECD sample countries

Country Gross Domestic GII Income GII Region
Product (GDP) Group
(2016) in US$
billions?!
Australia 1,256.6 High Income SE Asia, East Asia, and Oceania
Austria 387.3 High Income Europe
Belgium 470.2 High Income Europe
Canada 1,532.3 High Income Northern America
Chile 234.9 High Income Latin America and the Caribbean
Czech Republic 193.5 High Income Europe
Denmark 302.6 High Income Europe
Estonia 23.5 High Income Europe
Finland 239.2 High Income Europe
France 2,488.3 High Income Europe
Germany 3,494.9 High Income Europe
Greece 195.9 High Income Europe
Hungary 117.1 High Income Europe
Iceland 194 High Income Europe
Ireland 307.9 High Income Europe
Israel 311.7 High Income Northern Africa and Western Asia
Italy 1,852.5 High Income Europe
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Country Gross Domestic GII Income GII Region
Product (GDP) Group
(2016) in US$
billions?!
Japan 4,730.3 High Income SE Asia, East Asia, and Oceania
Korea, Republic of 1,404.4 High Income SE Asia, East Asia, and Oceania
Latvia 279 High Income Europe
Luxembourg 61.0 High Income Europe
Mexico 1,063.6 Upper- Latin America and the Caribbean
Middle
Income
Netherlands 769.9 High Income Europe
New Zealand 179.4 High Income SE Asia, East Asia, and Oceania
Norway 376.3 High Income Europe
Poland 467.4 High Income Europe
Portugal 205.9 High Income Europe
Slovakia 90.3 High Income Europe
Slovenia 44.1 High Income Europe
Spain 1,252.2 High Income Europe
Sweden 517.4 High Income Europe
Switzerland 662.5 High Income Europe
Turkey 735.7 Upper- Northern Africa and Western Asia
Middle
Income
United Kingdom 2,649.9 High Income Europe
United States 18,561.9 High Income Northern America

1 As reported by GII

The GII measures knowledge absorption principally through the ability of a country’s high tech
sector to acquire information and information technology related to innovation, to encourage
inflows of foreign investment that will allow domestic firms to be exposed to global innovation, and
the measure of local professionals engaged in acquiring intellectual property. To find in the data
a positive relationship between greater knowledge absorption and a county’s improved GII score
is also reasonable and is consistent with the work of Forés and Camison (2016) who found that
the absorptive capacity of firms has a significant positive effect on innovation performance.

Table 3 contains the results of the Pearson correlations between the 5 year change in GII score
and the corresponding changes in scores for innovation outputs. Moderate and statistically
significant relationships exist between the increase in a country’s overall innovation score and its
ability to improve knowledge creation capabilities (R=.475, p = .004) and the ability to diffuse
that knowledge (R=.386, p = .022). The latter result is interesting because the GII framework is
designed so that knowledge diffusion output measures are a “mirror” of the knowledge absorption
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input measures (Dutta et al. 2016, p.55). As opposed to the ability to acquire information as a
benefit for enhancing innovation, the diffusion output measures the value received (royalties and
fees, technology exports, foreign direct investment) for being able to disseminate the knowledge
derived from innovation activities. Given the framework design, to find similar results for both as
significant contributors to a country’s overall innovation potential is therefore not unsurprising.
Furthermore, these results are consistent with the description by Zanello et al. (2016) that
the innovation process is one where investments are made in knowledge building activities that
support the creation, diffusion and absorption of innovation. Finally, a moderate relationship
exists between that the intangible assets associated specifically with creative outputs and the
overall growth in a nation’s innovation standing (R=.486, p = .004). The output measures include
national trademark and design applications as well as the use of ICT within the businesses and
organizations of the country. The literature continues to support these measures as contributors
to improving regional or national innovation potential and support our findings here (Billon et
al. 2017; Khedhaouria and Thurik, 2017).

Having identified some significant relationships between improvements in specific inputs and out-
puts and overall improvement of a country’s innovation standing we now focus on their predictive
capabilities. Stepwise regression was employed to determine the relative predictive contribution
of each

Table 2. Correlations — Change in Innovation Inputs Score with Change in Global Innovation
Index Score (n=35)

Human Capital and Research

Education Tertiary Education Research and Development
Pearson .008 .063 231
Corr.
Sig. .963 720 181
Infrastructure
Information General Infrastructure Ecological Sustainability
Communication Technology
(ICT)
Pearson .080 214 -.297
Corr.
Sig. .648 217 .083
Market Sophistication
Credit Investment Trade, Competition &
Market Scale
Pearson -.157 -.135 .515%*
Corr.
Sig. .367 .438 .002
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Business Sophistication

Knowledge Workers Innovation Linkages Knowledge Absorption
Pearson .208 .262 410*
Corr.
Sig. .230 129 .014

*. Correlation is significant at the 0.05 level (2-tailed).
**_ Correlation is significant at the 0.01 level (2-tailed).

Table 3. Correlations — Change in Innovation Outputs Score with Change in Global Innovation
Index Score (N=35)

Knowledge and Technology Creative Outputs
Knowledge Knowledge Knowledge Intangible Cl'cgtlvc Online
. o Goods and ..
Creation Impact Diffusion Assets . Creativity
Services
Pearson AT5* 223 386 486% 271 317
Corr.
Sig. .004 .198 .022 .003 115 .063

*. Correlation is significant at the 0.05 level (2-tailed).
**_ Correlation is significant at the 0.01 level (2-tailed).

to multi-variate regression models. Table 4 provides the results of the regressions with Trade
et al, Knowledge Diffusion and Intangible Assets being included in the predictive models and
Knowledge Absorption and Knowledge Creation being excluded. Model 3 combined all three pre-
dictive variables improving the total correlation co-efficient or strength of association (R=.714)
and resulting in a relatively high explanation of variance (R?= .549). The validity of Model 3
was examined by firstly adjusting the R? for the number of independent variables included in
the model. The result indicating that the model continues to explain or predict over half of the
variability of the increase in the GII score (Adjusted R? = .505). A Durbin-Watson test was
conducted to identify if any autocorrelation or non-independence exists within the variables and
the test outcome approaches 2 (1.984) confirming the independence of the data. Finally, multi-
collinearity within the data was analyzed to determine if the variance of the co-efficient estimate
was being influenced by any collinearity between the predictor variables. Both the Tolerance and
VIF tests approach 1 suggesting little multicollinearity. We rely on the work of Knofczynski and
Mundfrom (2008) to confirm whether the level of predictive strength given the sample size of 35
is appropriate. With an R? of 0.549 and three predictor variables in our model, their sample size
recommendation for a “good prediction level” (pg. 438, Table 1) lies between 33 and 39.

Table 4. Predictive model (stepwise regression) for GII improvement

Adjusted R Square Durbin-
2
Model R R R?2 Change Watson
1 515 0.265 0.243 0.265
2 695" 0.484 0.451 0.218
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Adjusted R Square Durbin-

2

Model R R R?2 Change Watson
3 741°¢ 0.549 0.505 0.065 1.984

a. Predictors: (Constant), Trade

b. Predictors: (Constant), Trade, Knowledge Diffusion

c. Predictors: (Constant), Trade, Knowledge Diffusion, Intangible Assets
d. Dependent Variable: GII

Excluded Variables

Collinearity Statistics

Bet Partial Mini
Model eLa t Sig. Corre- Tolerance VIF M
In . Tolerance
lation

1 269> 1752 0.089  0.296 0.890 1.123 0.890
Knowledge 0y 2320 0027 0.379 0.894 1.118 0.894
Creation
Rnowledge oo 3679 0001 0.545 0.978 1.022 0.978
Diffusion
Intangible - o0b 1611 0117 0274 0.676 1.480 0.676
Assets

o Bmowledge e 0780 0436 0.140 0.788 1.270 0.788
Absorption
Knowledge 596 1660 0107  0.286 0.827 1.209 0.827
Creation
Intangible = gy0e 917 0042 0355 0674 1483 0.669
Assets

. Knowledge

3 e 088 0.640 0527  0.116 0.781 1.280 0.614
Absorption
Knowledge — joca 1040 0224 0221 0.780 1.282 0.636
Creation

a. Dependent Variable: GII

b. Predictors in the Model: (Constant), Trade

c. Predictors in the Model: (Constant), Trade, KnowDiffusion

d. Predictors in the Model: (Constant), Trade, KnowDiffusion, IntangibleAss

The strongest singular predictive variable; Trade et al., is moderately and positively (R= .489 p
= .003) associated with the Research and Development score. This association was also found
by Silaghi et al. (2014) in their economic study of eastern and central European countries where
they found that increases in research and development by businesses in those countries were
linked to economies that encouraged more trade and competitive (open) markets. Furthermore,
scores for both Trade et al. and Research and Development
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Fig. 2. Innovation drivers influencing predictive Model 3.

were also found to have moderate positive relationships (R= .569 p = .000 and R= .343 p = .043
respectively)with improvement in the Intangible Assets score, another of Model 3’s predictive va-
riables. The association of trademark applications, industrial design applications, and ICT with
(Intangible Assets measures) the measures of Research and Development (R&D expenditures)
would seem logical as they are recognized outputs of the R&D process. More significant is the
relatively strong relationship with greater trade, more competitive markets and increased market
scale, further confirming the collective role they have in promoting growth in innovation.

There are a three negative associations that have arisen from our analysis and they are worth dis-
cussing here. The strongest and most statistically significant is the inverse relationship between
the change in a country’s Trade et al. score and its Investment score (R= -.659 p = .000). This
result suggests that those countries who increased trade and market competition experienced de-
creased levels of domestic investment in publicly-traded companies. With increased competition
at home, domestic investors might wish to seek opportunities elsewhere to invest their capital
especially if external markets are opened as a result of the introduction of open trade policies.
We found another more moderate negative correlation (R= -.347 p = .041) between a country’s
Credit score and its Knowledge Diffusion score. As countries improved the ability to borrow they
saw a decline, in some combination of high-tech and ICT exports, related royalty and licence
fees, and net outflows of FDI as a percentage of their gross domestic product (GDP). It is likely
the effect is due to the latter, rather than the former, as improving domestic borrowing capacity
should encourage domestic lenders to loan capital at home and perhaps limit their investment
in external economies, thus reducing the FDI outflows. With the former, increased access to
capital should support the ability to fund, and therefore increase, exports. Our final negative
association was also a moderate one and was observed between the Trade et al. and Ecological
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Sustainability innovation inputs (R= -.337 p = .047). From our finding it could be argued that
even in developed countries the improving of trade, competition and market scale results in a
reduction of some combination of energy efficiency, and environmental performance and com-
pliance. This observation is consistent with the literature in finding that increased open trade
and market scale led to greater negative environmental footprints (Al-Mulali and Ozturk, 2015),
even specifically within OECD countries (Shafiei and Salim, 2014).

6. Conclusion and Limitations

The principal research question driving this study was: What enables improvements in innova-
tion potential among developed countries? Developing economies can no longer rely on labour-
intensive industries for economic growth and job creation as those industries have moved to
developing countries with lower wages and lower costs of operation. In developed countries, po-
licy innovation should remain focused on encouraging inputs and outputs that improve a nation’s
potential to innovate. This study explored innovation enablers that have a relationship with high
innovation performance using an NIS approach. We relied on correlations and regression to iden-
tify the specific enablers that contribute to improving a country’s innovation potential. By using
GII data, we have attempted to understand what NIS’ key elements may be more relevant to
designing policy for enhancing innovation performance. In this study, we subjected 770 data
measures to an analysis of 242 relationships between GII’s innovation inputs, outputs and ove-
rall innovation potential among 35 OECD countries resulting in the identification of statistically
significant relationships between the improvement of certain input/output scores and a nation’s
total GII score. We used those relationships to produce a predictive regression model that could
inform policy on improving a country’s innovation capacity. Before stating our conclusions we
need to be clear that we are not suggesting that policies to promote innovation within developed
countries should exclude any of the many inputs and outputs identified in the GII. Rather, we
have attempted to isolate those input/outputs that policy makers may wish to focus on when
considering innovation policy.

In terms of our results, we were surprised to find that, with the large number of innovation inputs
and outputs contained within the GII framework, there were such few statistically significant
relationships found when comparing changes in input/output scores with changes in the total
GII score over a recent five year period. However, we find the aggregate predictive model that
did emerge is significant in its strength and fit. Therefore we conclude that for the developed
nation, the initial focus might be on policies that promote open, competitive markets and the
enabling of hi-tech and ICT exports. Furthermore, policy support for continued creative outputs
and the development and use of ICT might also be considered. As discussed in our results, there
are important relationships with other innovation inputs and outputs that must be considered
when structuring policy as suggested. Certainly, the resulting positive association between open,
competitive markets that encourage trade, competition and increase in market scale and increased
research and development and creative output would be seen by policy makers as beneficial to
increased innovation capacity.

However, caution must be taken as some moderate to strong negative associations may exist when
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focusing policy on the results of our predictive model. The most significant may be the potential
for decreased investment in domestic capital markets as policies for expanding open-trade and
increased competition might encourage domestic investment to seek opportunities externally,
especially if reciprocal open market agreements provides access to external markets. The other
is the potential environmental impact arising from policies that stimulate economic growth such
as easing trade and opening markets. Policy makers may need to consider the importance of
balance between innovation and economic need with protection of the environment. Perhaps
more importantly, policy that continues to support environmental innovation can be integrated
into open market policies in order to mitigate some of the potential harm that may arise.

There are some limitations with our study. We have relied on the integrity of the data presented
within the GII report and would recommend that readers review the methodology contained
within that report in order to assist in understanding why we have chosen to use this data.
Furthermore, we have chosen the scores for each of the inputs and outputs identified by the GII
for our statistical measures but we recognize that each input/output is an aggregation of a number
of measures that make up the score. Further research might look into specific correlations and
regressions within this larger data set. We have also limited ourselves to the most recent five year
period and the changes in score of each input/output for the 35 OECD countries to generalize on
innovation policy for developed nations. The statistical significance of the correlations and the
prediction level of our model may be reasonable but we must rely on the fact that our sample
represents almost all of the countries currently defined as developed countries by the United
Nations in order for us to make our generalizations.

7. References

Al-Mulali, U., & Ozturk, I. (2015). The effect of energy consumption, urbanization, trade
openness, industrial output, and the political stability on the environmental degradation in the
MENA (Middle East and North African) region. Energy, 84, 382-389.

Al-Sudairi, M., & Haj Bakry, S. (2014). Knowledge issues in the global innovation index: Assess-
ment of the state of Saudi Arabia versus countries with distinct development. Innovation, 16(2),
176-183.

Amit, R., & Schoemaker, P. J. (1993). Strategic assets and organizational rent. Strategic mana-
gement journal, 14(1), 33-46.

Audretsch, D. B. (1995). Innovation and industry evolution. MIT Press.

Audretsch, D. B., Falck, O., Feldman, M. P., & Heblich, S. (2012). Local entrepreneurship in
context. Regional Studies, 46(3), 379-389.

Audretsch, D. B., Hiilsbeck, M., & Lehmann, E. E. (2012). Regional competitiveness, university
spillovers, and entrepreneurial activity. Small Business Economics, 39(3), 587-601.

Audretsch, D., & Acs, Z. (1990). The entrepreneurial regime, learning, and industry turbu-
lence. Small Business Economics, 2(2), 119-128. doi:10.1007/BF00389672

Balachandra, R., & Friar, J. H. (1997). Factors for success in R&D projects and new product

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses /by /3.0 121



Journal of Innovation Management Menna, Walsh, Ekhtari
JIM 7,1 (2019) 108-128

innovation: a contextual framework. IEEE Transactions on Engineering management, 44(3),
276-287.

Baldwin, J. R., & Gu, W. (2004). Trade liberalization: Export-market participation, producti-
vity growth, and innovation. Ozford Review of Economic Policy, 20(3), 372-392.

Balzat, M., & Hanusch, H. (2004). Recent trends in the research on national innovation sys-
tems. Journal of Evolutionary Economics, 14(2), 197-210.

Becheikh, N., Landry, R., & Amara, N. (2006). Lessons from innovation empirical studies in the
manufacturing sector: A systematic review of the literature from 1993-2003. Technovation, 26(5),
644-664.

Becheikh, N., Landry, R., & Amara, N. (2006). Lessons from innovation empirical studies in the
manufacturing sector: A systematic review of the literature from 1993-2003. Technovation, 26(5),
644-664.

Bessant, J., Von Stamm, B., Moeslein, K. M., & Neyer, A. K. (2010). Backing outsiders: selection
strategies for discontinuous innovation. Ré&d Management, 40(4), 345-356.

Billon, M., Marco, R., & Lera-Lopez, F. (2017). Innovation and ICT use by firms and hou-
seholds in the EU: A multivariate analysis of regional disparities. Information Technology €&
People, 30(2), 424-448.

Carayannis, E. G., Grigoroudis, E., Sindakis, S., & Walter, C. (2014). Business model innova-
tion as antecedent of sustainable enterprise excellence and resilience. Journal of the Knowledge
Economy, 5(3), 440-463.

Carayannis, E., & Grigoroudis, E. (2014). Linking innovation, productivity, and competitiveness:
implications for policy and practice. The Journal of Technology Transfer, 39(2), 199-218.

Chandy, R. K., & Prabhu, J. C. (2011). Innovation typologies. Wiley international encyclopedia
of marketing.

Chen, C. J., & Huang, J. W. (2009). Strategic human resource practices and innovation per-
formance—The mediating role of knowledge management capacity. Journal of Business Rese-
arch, 62(1), 104-114.

Crespo, N. F., & Crespo, C. F. (2016). Global innovation index: Moving beyond the absolute
value of ranking with a fuzzy-set analysis. Journal of Business Research, 69(11), 5265-5271.

Christensen, A., Mgller, A., & Schwartzbach, M. (2003). Precise analysis of string expressi-
ons. Static Analysis, 1076-1076.

Christensen, C. M., & Bower, J. L. (1996). Customer power, strategic investment, and the failure
of leading firms. Strategic management journal, 197-218.

Christensen, Clayton M. (1997). The Innovator’s Dilemma: When New Technologies Cause
Great Firms to Fail. Boston: Harvard Business School Press.

D’Aveni, R.A., (1994). Hyper competition: Managing the dynamics of strategic maneuvering.
Free Press, New York, NY.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses/by /3.0 122



Journal of Innovation Management Menna, Walsh, Ekhtari
JIM 7,1 (2019) 108-128

Delgado, M., Ketels, C., Porter, M. E., & Stern, S. (2012). The determinants of national compe-
titiveness (No. w18249). National Bureau of Economic Research.

Dosi, G. (1988). Sources, procedures, and microeconomic effects of innovation. Journal of eco-
nomic literature, 1120-1171.

Dubois, P., De Mouzon, O., Scott-Morton, F., & Seabright, P. (2015). Market size and pharma-
ceutical innovation. The RAND Journal of Economics, 46(4), 844-871.

Dutta, S., & Folta, T. B. (2016). A comparison of the effect of angels and venture capitalists on
innovation and value creation. Journal of business venturing, 81(1), 39-54.

Edquist, C. (Ed.). (1997). Systems of innovation: technologies, institutions, and organizations.
Psychology Press.

Fagerberg, J. (1994). Technology and international differences in growth rates. Journal of Eco-
nomic Literature, 32(3), 1147-1175. doi:10.2307 /2728605

Fagerberg, J., & Srholec, M. (2008). National innovation systems, capabilities and economic
development. Research policy, 37(9), 1417-1435.

Ferreira, S., Cabral, M., da Cruz, N. F., Simoes, P., & Marques, R. C. (2017). The costs and
benefits of packaging waste management systems in Europe: the perspective of local authori-
ties. Journal of Environmental Planning and Management, 60(5), 773-791.

Forés, B., & Camison, C. (2016). Does incremental and radical innovation performance depend
on different types of knowledge accumulation capabilities and organizational size?. Journal of
Business Research, 69(2), 831-848.

Freeman, C. (1987). Technical innovation, diffusion, and long cycles of economic development.
In The long-wave debate(pp. 295-309). Springer, Berlin, Heidelberg.

Freeman, C. (1995). The ‘National System of Innovation’ in historical perspective. Cambridge
Journal of economics, 19(1), 5-24.127-154). University of Chicago Press.

Freeman, C., & Soete, L. (1997

)
Fritsch, M., & Meschede, M. (2001). Product innovation, process innovation, and size. Review
of Industrial organization, 19(3), 335-350.

. The economics of industrial innovation. Psychology Press.

Fritsch, M., & Meschede, M. (2001). Product innovation, process innovation, and size. Review
of Industrial organization, 19(3), 335-350.

Furman, J. L., Porter, M. E., & Stern, S. (2002). The determinants of national innovative
capacity. Research policy, 31(6), 899-933.

Garcia, R., & Calantone, R. (2002). A critical look at technological innovation typology and
innovativeness terminology: A literature review. The Journal of Product Innovation Manage-
ment, 19(2), 110-132. doi:10.1016/S0737-6782(01)00132-1

Global Entrepreneurship Monitoring, (GEM), (2016). Retrieved from http://www.gemconsortium.org

Godin, B. (2006). The knowledge-based economy: conceptual framework or buzzword?. The
Journal of technology transfer, 31(1), 17-30.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses/by /3.0 123



Journal of Innovation Management Menna, Walsh, Ekhtari
JIM 7, 1 (2019) 108-128

Godin, B. (2006). The linear model of innovation: The historical construction of an analytical
framework. Science, Technology, & Human Values, 31(6), 639-667.

Godin, B. (2007). Science, accounting and statistics: The input—output framework. Research
Policy, 36(9), 1388-1403.

Govindarajan, V., & Kopalle, P. K. (2006). The usefulness of measuring disruptiveness of inno-
vations ex post in making ex ante predictions. Journal of product innovation management, 25(1),
12-18.

Grossman, G. M., & Helpman, E. (1991). Quality ladders in the theory of growth. The Review
of Economic Studies, 58(1), 43-61.

Grupp, H., & Schubert, T. (2010). Review and new evidence on composite innovation indicators
for evaluating national performance. Research Policy, 39(1), 67-78.

Gu, S. (1999). Implications of National Innovation Systems for Developing Countries: mana-
ging change and complezity in economic development (No. 03). United Nations University-
INTECH.

Haeussler, C., Patzelt, H.,& Zahra, S. A. (2012). Strategic alliances and product development
in high technology new firms: The moderating effect of technological capabilities. Journal of
Business Venturing, 27(2), 217-233.

Hasan, 1., & Tucci, C. L. (2010).The innovation—economic growth nexus: Global evidence. Re-
search Policy, 39(10), 1264-1276.

Hurmelinna-Laukkanen, P. (2009), “The availability, strength and efficiency of appropriability
mechanisms — protecting investments in knowledge creation”, International Journal of Technology
Management, Vol. 45 Nos 3/4, pp. 282-90.

Hurmelinna, P., Kyla heiko, K. & Jauhiainen, T. (2007), “The Janus face of the appropria-
bility regime in the protection of innovations: theoretical re-appraisal and empirical analysis”,
Technovation, Vol. 27 No. 3, pp. 133-44.

Jackson, P., Runde, J., Dobson, P., & Richter, N. (2016). Identifying mechanisms influencing
the emergence and success of innovation within national economies: a realist approach. Policy
Sciences, 49(3), 233-256.

Khedhaouria, A., & Thurik, R. (2017). Configurational conditions of national innovation ca-
pability: A fuzzy set analysis approach. Technological Forecasting and Social Change, 120, 48-
58.

Kirchhoff, B. A. (1994). Entrepreneurship and dynamic capitalism: The economics of business
firm formation and growth. ABC-CLIO.

Lee, C. (1990). Determinants of national innovativeness and international market segmenta-
tion. International Marketing Review, 7(5).

Li, Y., & Vanhaverbeke, W. (2009). The effects of inter-industry and country difference in sup-
plier relationships on pioneering innovations. Technovation, 29(12), 843-858. doi:10.1016/j.technovation.2009.08

Lim, C. P., Zhao, Y., Tondeur, J., Chai, C. S., & Chin-Chung, T. (2013). Bridging the gap:

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses/by/3.0 124



Journal of Innovation Management Menna, Walsh, Ekhtari
JIM 7,1 (2019) 108-128

Technology trends and use of technology in schools. Journal of Educational Technology € Soci-
ety, 16(2).
Linton, J. D. (2002). Forecasting the market diffusion of disruptive and discontinuous innova-

tion. IEEE Transactions on engineering management, 49(4), 365-374.

Liu, X., & Buck, T. (2007). Innovation performance and channels for international technology
spillovers: Evidence from Chinese high-tech industries. Research policy, 36(3), 355-366.

Lundvall, B. A. (1992). National innovation system: towards a theory of innovation and inte-
ractive learning. Pinter, London.

Lundvall, B. A. (2007). National innovation systems—analytical concept and development
tool. Industry and innovation, 14(1), 95-119.

Lundvall, B.-A. (Ed.), 1992. National System of Innovation. Towards a Theory of Innovation
and Interactive Learning. Pinter Publishers, London. 1992 Lundvall

MacPherson, A. (1997). The role of producer service outsourcing in the innovation performance of
New York State manufacturing firms. Annals of the association of American Geographers, 87(1),
52-T1.

Mansfield, E. (1984). R&D and innovation: some empirical findings. In R&D, patents, and
productivity (pp.

McDermott, C. M., & O’Connor, G. C. (2002). Managing radical innovation: an overview of
emergent strategy issues. Journal of product innovation management, 19(6), 424-438.

McDermott, C. M., & O’Connor, G. C. (2002). Managing radical innovation: an overview of
emergent strategy issues. Journal of product innovation management, 19(6), 424-438.

Mercan, B., & Goktas, D. (2011). Components of innovation ecosystems: a cross-country
study. International Research Journal of Finance and Economics, 76(16), 102-112.

Moschini, G., & Yerokhin, O. (2008). Patents, research exemption, and the incentive for sequen-
tial innovation. Journal of Economics € Management Strategy, 17(2), 379-412.

Nasierowski, W. (2009). A conceptual framework for formalization of National Innovation Sys-
tems. Foundations of Management, 1(2), 159-166.

Nelson, R. R. (Ed.). (1993). National innovation systems: a comparative analysis. Oxford
university press.

OECD (2005). Economics Policy Reforms: going for growth. Paris: OECD

Oglobina, S. Y., Faria, A. P., & Cabral-Cardoso, C. (2002). Research and development in Russia
and its role in national competitiveness. International Journal of Innovation Management, 6(02),
131-161.

Ouellet, P.; & Raoub, L. (2006). Vers une politique de Développement économique Canada
en matiére de commercialisation des technologies et de l'innovation. Montréal: Développement
économique Canada.

Porter, Michael E. (1991). A study prepared for the Business Council on National issues and

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses/by /3.0 125



Journal of Innovation Management Menna, Walsh, Ekhtari
JIM 7,1 (2019) 108-128

the Government of Canada, “Canada at the Crossroads, the Reality of a new competitive envi-
ronment.” Harvard Business School (October).

Prim, A. L., Filho, L. S., Zamur, G. A. C., & Di Serio, L. C. (2017). The relationship between
national culture dimensions and degree of innovation. International Journal of Innovation Ma-
nagement, 21(01), 1730001.

Ray, S., & Ray, P. K. (2011). Product innovation for the people’s car in an emerging eco-
nomy. Technovation, 31(5), 216-227.

Raymond, L., & St-Pierre, J. (2010). R&D as a determinant of innovation in manufacturing
SMEs: An attempt at empirical clarification. Technovation, 30(1), 48-56.

Reinhardt, R., & Gurtner, S. (2015). Differences between early adopters of disruptive and
sustaining innovations. Journal of Business Research, 68(1), 137-145.

Rice, M. P., Leifer, R., & O’Connor, G. C. (2002). Commercializing discontinuous innovations:
bridging the gap from discontinuous innovation project to operations. IEEE Transactions on
Engineering Management, 49(4), 330-340.

Roberts, R. (1998). Managing innovation: The pursuit of competitive advantage and the design
of innovation intense environments. Research policy, 27(2), 159-175.

Romer, P. M. (1986). Increasing returns and long-run growth. The Journal of Political Eco-
nomy, 94(5), 1002-1037. doi:10.2307/1833190

Sainio, L. M., Ritala, P., & Hurmelinna-Laukkanen, P. (2012). Constituents of radical innova-
tion—exploring the role of strategic orientations and market uncertainty. Technovation, 32(11),
591-599.

Schumpeter, J. A. (1947). The creative response in economic history. The journal of economic
history, 7(2), 149-159.

Shane, S., & Venkataraman, S. (2003). Guest editors’ introduction to the special issue on
technology entrepreneurship. Research policy, 32(2), 181-184.

Silaghi, M. I. P., Alexa, D., Jude, C., & Litan, C. (2014). Do business and public sector research
and development expenditures contribute to economic growth in Central and Eastern European
Countries? A dynamic panel estimation. Economic Modelling, 36, 108-119.

Sonrexa, J., & Moodie, R. (2013). The race to be the perfect nation. Australian Economic
Review, 46(1), 70-77. 10.1111/;.1467-8462.2013.12006.x

Shafiei, S., & Salim, R. A. (2014). Non-renewable and renewable energy consumption and CO2
emissions in OECD countries: A comparative analysis. Energy Policy, 66, 547-556.

Sohn, S. Y., Kim, D. H., & Jeon, S. Y. (2016). Re-evaluation of global innovation index based on
a structural equation model. Technology Analysis & Strategic Management, 28(4), 492-505.

Stagni, R. M., Fosfuri, A., & Santalo, J. (2017, January). Unpacking the Impact of Com-
petition on Innovation Strategies: Exploration vs Exploitation. In Academy of Management
Proceedings (Vol. 2017, No. 1, p. 10933). Academy of Management.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses/by /3.0 126



Journal of Innovation Management Menna, Walsh, Ekhtari
JIM 7,1 (2019) 108-128

Stokey, N. L. (1995). R&D and economic growth. The Review of Economic Studies, 62(3),
469-489. doi:10.2307/2298038

Teece, D. J., Pisano, G., & Shuen, A. (1997). Dynamic capabilities and strategic manage-
ment. Strategic management journal, 509-533.

Tellis, G. J. (2006). Disruptive technology or visionary leadership? Journal of Product Innovation
Management, 23(1), 34-38.

Tontini, G., Picolo, J. D., & Silveira, A. (2014). Which incremental innovations should we of-
fer? Comparing importance—performance analysis with improvement-gaps analysis. Total Quality
Management & Business Excellence, 25(7-8), 705-719.

Vivarelli, M. (2014). Innovation, employment and skills in advanced and developing countries:
A survey of economic literature. Journal of Economic Issues, 48(1), 123-154.

Watkins, A., Papaioannou, T., Mugwagwa, J., & Kale, D. (2015). National innovation sys-
tems and the intermediary role of industry associations in building institutional capacities for
innovation in developing countries: A critical review of the literature. Research Policy, 44(8),
1407-1418.

Wennekers, S., & Thurik, R. (1999).Linking entrepreneurship and economic growth. Small Busi-
ness Economics, 13(1), 27-56. Retrieved from http://resolver.scholarsportal.info/resolve/
0921898x/v1310001/27_leaeg

Wojnicka-Sycz, E., & Sycz, P. (2016). Public innovation policy and other determinants of in-
novativeness in Poland. The Innovation Journal: The Public Sector innovation Journal, 21(3),
Article 2.

Woolley, J. L., & Rottner, R. M. (2008). Innovation policy and nanotechnology entrepre-
neurship. Entrepreneurship theory and practice, 32(5), 791-811.

Zanello, G., Fu, X., Mohnen, P., & Ventresca, M. (2016). The creation and diffusion of innovation
in developing countries: a systematic literature review. Journal of Economic Surveys, 30(5), 884-
912.

ISSN 2183-0606
http://www.open-jim.org
http://creativecommons.org/licenses/by/3.0 127



Journal of Innovation Management Menna, Walsh, Ekhtari
JIM 7,1 (2019) 108-128

Biographies

Agostino Menna. Dr. Agostino Menna is the principle co-founder of KnowQuest Inc.,
an EdTech startup in Toronto, Canada. He has held various academic positions including
Ryerson University, Niagara University, and Niagara College of Applied Arts & Technology.
He participated in several incubators including ihub, Spark Niagara, and is most recently
involved with ICUBE from the University of Toronto. He is currently an advisor at the
Fashion Zone and the Big Leaf Consulting. His research interests are innovation, strategy and
agricultural entrepreneurship. He holds a PhD from the University of Toronto.

Philip R. Walsh. Dr. Walsh is an Associate Professor, Entrepreneurship & Strategy at
the Ted Rogers School of Management. He was formerly a Lecturer in Corporate Strategy
and MBA Programme Director at the University of Surrey, U.K. Prior to joining academia
in 2003, he was the Managing Director of a consultancy that provided strategic planning and
policy services to major energy utilities, a number of governmental and municipal agencies,
and various Canadian and British energy consuming organizations. Dr. Walsh is a Researcher
with Ryerson’s Center for Urban Energy, a Fellow of the Ryerson Entrepreneurship Research
Institute and a member of the Ryerson Institute for the Study of Corporate Social Respon-

sibility. His research areas include innovation, sustainability and energy policy. He is a registered professional
geoscientist in Ontario.

Homeira Ekhtari. Homeira Ekhtari is a Research and Teaching Assistant on Managerial
Decision Making, Decision Analysis, and Business Process Design courses at Information Te-
chnology Management(I'TM), Ted Rogers School of Management, in Toronto, Canada. Also,
she is currently pursuing a Ph.D. degree in environmental applied science and management
at Ryerson University, Toronto, Canada, which integrates her environmental management ex-
perience into the business processes studies. She worked as a Research and Policy Analyst
at the Department of Environment(DOE) in Tehran, Iran over ten years before starting her
studies in Canada. Her research interests are electronic waste management, decision analysis,

information and communication technologies(ICTs), and innovation and business interactions.

ISSN 2183-0606

http://www.open-jim.org
http://creativecommons.org/licenses/by /3.0 128



