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(2)
Abstract 


Pressures  on  pharmaceutical  research  and  development  due  to  increasing  costs  and  stagnating 
 outputs are forcing innovation upon the industry. Hence, this thesis’ aim is to investigate if and 
 how  LEO  Pharma  can  facilitate  an  online  scientific  community  for  early  research  in  order  to 
 improve their exploration capabilities. With outset in LEO Pharma’s Open Innovation Platform 
 and focus on the concept of Organizational Ambidexterity, we employ the Dynamic Capabilities 
 framework  in  combination  with  recent  platform  business  model  theory,  which  allows  us  to 
 propose implementation strategies based on an assessment of asset needs.   


Using  an  abductive  action  research  strategy  consisting  of  in-depth  interviews  and  ongoing 
 collaboration  with  LEO  Pharma,  an  analysis  of  the  rationale  behind  facilitating  a  scientific 
 community  was  enabled.  This  included  how  to  overcome  barriers  for  implementation  and  the 
 organizational  transformation  needs  necessary  for  commencing  such  an  initiative.  During  the 
 course  of  data  collection,  summarised  transcriptions  and  discourse  with  internal  stakeholders 
 guided the identification of objectives and revealing of key barriers to implementation. This led 
 to  uncovering  LEO  Pharma’s  lack  of  essential  dynamic  capabilities,  which  allowed  proposing 
 suggestions on how to obtain them.  


In conclusion, the thesis proposes LEO Pharma to acquire platform and community know-how, 
 as well as data know-how. This is in order to set strategies for fostering the community and to 
 retrieve  value  from  the  data  generated  in  the  community  due  to  their  importance  for  successful 
 realization.  Furthermore,  it  proposes  the  outsourcing  of  technological  know-how  and  assets  to 
 carry  out  the  development  of  the  platform,  in  addition  to  user  involvement  know-how  to 
 continually develop the platform based on user perspectives. In its entirety, these transformational 
 efforts will allow LEO to improve their exploration capability for future competitive advantage. 


The findings of the thesis contribute to the existing body of knowledge by providing an example 
 of how to operationalize the dynamic capabilities framework within the pharmaceutical industry. 


Moreover,  it  provides  insights  for  other  pharmaceutical  organizations  that  can  be  utilized  to 
understand  how  increasing  organizational  ambidexterity,  through  the  application  of  open 
innovation, can be achieved.
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LEO Pharma  LEO 


Pharmaceutical  Pharma 


Research and Development  R&D 


Open Innovation  OI 


Biotechnology Company  Biotech 


Dynamic Capabilities  DC 
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1. Introduction 


During recent decades, pharmaceutical organizations have been faced with a problem that is still 
 haunting  both  major  and  minor  companies  from  within  the  industry:  An  increasing  lack  of 
 Research  &  Development  (R&D)  output  from  internal  operations.  This  is  arguably  the  most 
 dominant problem currently faced by the pharma industry (Paul et al., 2010). The presumption is 
 backed by studies showing that while costs related to R&D have increased, the anticipated results 
 have  not  been  achieved.    The  reason  behind  this  is  that  the  number  of  new  drug  approvals  has 
 stagnated during the same period of time (Pammolli et al., 2011; Rafols et al., 2014). This entails 
 a  rise  in  late-stage  attrition,  in  which  drug  candidates  are  declined  by  agencies  such  as  the  US 
 Food  &  Drug  Administration  (FDA)  in  the  later  stages  of  the  process,  thereby  proving  more 
 costly  to  the  companies  due  to  higher  expenses  related  to  testing.  A  bad  scenario  could  for 
 instance  be  a  research  organization  progressing  to  the  phase  of  testing  in  human  cells,  only  to 
 discover at a later stage that the drug is declined due to unforeseen circumstances. If this happens, 
 huge amounts of time and money are wasted merely for the companies to go through the process 
 again. This possible scenario puts pharma companies at risk of having to continually invest more 
 in R&D, thereby obligating the industry to rejuvenate its way of handling R&D procedures. For 
 the same reason, several organizations, such as Pfizer, Sanofi, and AstraZeneca, have recently cut 
 their R&D costs by streamlining processes and laying off personnel (PwC, 2014).  


These companies, along with the rest of the industry, are in need of innovative ways of 
 bringing novel drugs into their R&D pipelines, in order to lower costs and increase the likelihood 
 of  drug  approvals.  However,  what  is  it  that  is  squeezing  the  industry  to  rethink  their  R&D 
 business models? 


External Pressures 


Several external pressures can be identified as causes for this apparent lack of R&D output, but 
 some  seems  to  be  more  prevalent  than  others:  patent  expirations  and  generics,  reimbursements 
 and regulations, and a political push for decreasing prices.  


The amount of core business drugs with expiring patents has been overwhelming for many large 
pharmaceutical companies during the past decade. In 2016, an estimated value of $190 billion in 



(7)impact  on  companies’  competitiveness  due  to  the  so-called  ‘patent  cliff’  (VanEck,  2016).  This 
 term refers to an immense drop in sales of a given product once it reaches the end of its patent, as 
 generic products can be brought to market for much lower prices (Calo-Fernandez & Martinez-
 Hurtado,  2012).  The  patent  cliff  can  be  exemplified  by  the  drop  in  sales  that  occurred  when 
 Lipitor,  an  anti-cholesterol  blockbuster  drug  patented  by  Pfizer,  lost  its  exclusive  rights  in  late 
 2011.  Lipitor  had  enormous  sales  exceeding  $10  billion  in  2010,  but  in  2012,  after  generics 
 entered the market, that same number was diminished to approximately $4 billion (Song & Han, 
 2016;  Brumley,  2012).  This  equates  to  a  loss  of  more  than  60%  due  to  an  expired  patent. 


Numbers of such magnitude are scary for even the largest companies. In general, generic drugs 
 are sold at prices that are up to 80% lower than brand name drugs (FDA, 2016). This is due to the 
 difference in R&D costs used for developing and approving new drugs, which is only carried out 
 by the original manufacturers. 


Regulations are also one of the key pressures put upon pharmaceutical companies. The process 
 for approval of drugs with the FDA is long, expensive, and cumbersome. This is highly due to the 
 requirements set for quality assurance in the form of efficacy, safety, and side-effects by the FDA 
 and  EMA  (European  Medicines  Agency)  in  their  respective  parts  of  the  world.  These 
 requirements are changing over the years, which has led to a substantial increase in drug recalls 
 during the past decade, where recalls peaked with 1225 instances in 2014 while only 116 recalls 
 happened in 2006 (Gaffney, 2014). A recent study about the Australian healthcare industry also 
 showed a general increase in the extent of regulatory burden experienced by pharma companies 
 from  year  2012  to  2014  (PwC,  2015).  Regulations  are  pressuring  pharma  companies  from  one 
 side, while it is simultaneously becoming increasingly difficult to receive reimbursements from 
 payers.  Companies  must  compare  their  drugs  to  other  drugs  on  an  increasing  number  of 
 parameters,  which  forces  them  to  create  ‘value  cases’  for  the  payers  in  order  to  receive 
 reimbursements.  It  has  gotten  to  the  point  where  payers  are  looking  for  considerable  value-
 additions as opposed to slight improvements, which was previously accepted (Casey, 2014). 


Another pressure, which has been highly debated recently, is that of pricing. Patients have long 
been eager for lower prices on pharmaceutical drugs and they were backed by the two democrats, 
Hillary Clinton and Bernie Sanders, who laid out plans to decrease prices on prescription drugs as 
part of their election campaigns in 2016 (Frakt, 2016). But not only the two democrats had drug 



(8)pricing on their agenda. The newly appointed President of the United States, Donald Trump, has 
 recently  called  for  new  initiatives  to  lower  the  ‘astronomical  prices’  and  improve  fostering  of 
 innovation (Scott & Garde, 2017; Leonard, 2017). Even though such comments are not positive 
 to  the  ears  of  top  management  within  pharma,  signs  of  cooperation  have  been  indicated  by 
 Kenneth Frazier, a member of PhRMA’s federal committee and CEO of Merck, who said that the 
 committee  is  focused  on  “[...]  tax  policies  and  making  sure  companies  continue  to  innovate” 


(Leonard, 2017)). As such, the common denominator becomes the topic of innovation, an aspect 
 that has become integral for the entire industry.  


Open Innovation in Pharma 


Innovation  comes  in  many  forms  and  types,  but  when  it  comes  to  R&D,  there  is  one  specific 
 approach that is becoming widely recognized: Open Innovation. The concept of Open Innovation 
 is concerned with benefiting from external competencies through ‘opening up’ and leveraging the 
 knowledge that resides outside the firm (Chesbrough, 2003).  


The trend of opening up has become very popular. Successful companies such as LEGO, 
 Samsung,  and  GE  have  all  established  successful  open  innovation  initiatives  that  have  helped 
 them foster innovation through external input. LEGO is a great example of this. A company on 
 the  verge  of  bankruptcy  back  in  2004  that  embarked  on  a  journey  based  on  a  customer-driven 
 approach. This approach focused on opening up its innovation process for the crowds in order to 
 leverage the full spectrum of innovation available to them. The open innovation-based change led 
 LEGO to become the world’s second most powerful brand last year, according to Brand Finance 
 (2016). 


As  in  other  industries,  several  pharma  companies,  such  as  Eli  Lilly,  Merck,  Bayer, 
AstraZeneca,  and  LEO  Pharma,  have  initiated  different  kinds  of  Open  Innovation  projects  to 
improve their drug discovery capabilities (Nilsson & Felding, 2015). This is due to the change in 
socio-cultural  circumstances  that  has  happened  and  is  impacting  the  industry.  As  opposed  to 
earlier,  talents  with  great  knowledge  are  now  increasingly  found  outside  of  the  large 
pharmaceutical  companies  (Chesbrough,  2013).  This  has  led  to  60%  of  ‘innovator  small 
molecules’ and 82% of ‘innovator biologics’ stemming from smaller organizations and startups in 
2011 (Accenture, 2011). That pool of externalized knowledge is what the pharma companies are 
looking to dive into in order to improve their innovation capabilities. 



(9)Open  Innovation  has  been  identified  as  one  of  the  main  contributors  to  turn 
 pharmaceutical R&D around to a more profitable and successful endeavor (Accenture, 2011; PA 
 Consulting, 2016). The accuracy of this belief will be assessed in the future, but nevertheless, this 
 notion  is  also  the  belief  residing  in  LEO,  which  is  the  company  we  have  decided  to  cooperate 
 with during this thesis. The following section entails a description of the company.    


1.1 LEO Pharma 


In 1908, two danish pharmacists bought a pharmacy in Copenhagen. In their basement, they set 
 up a pharmaceutical production and named it 'Københavns Løveapoteks kemiske Fabrik’. This is 
 the  origin  of  the  independent,  research-based  pharmaceutical  company  today  known  as  LEO 
 Pharma  A/S  (LEO).  The  organization  is  100%  owned  by  the  LEO  Foundation,  making  it 
 independent of outside capital and free of stockholder pressures. They market products globally 
 in more than 100 countries, while their 5000 employees are spread across 61 different countries 
 (LEO  Pharma,  2017).  For  many  years,  LEO  has  prospered  through  their  current  portfolio  that 
 consists  of  dermatological  drugs  for  diseases  such  as  psoriasis,  acne,  actinic  keratosis,  and 
 eczema. Besides their dermatological diseases, thrombosis medicine is also a focus area in which 
 LEO  is  producing  treatments  (LEO  Pharma,  2017).  The  headquarters  are  located  in  Ballerup, 
 Denmark,  where  approximately  1700  employees  have  their  daily  work  routines.  During  the 
 process of writing this thesis, the authors were placed alongside the Open Innovation team, which 
 is part of Skin Research in Global R&D. 


LEO Pharma Mission & Vision 


LEO’s  mission  statement  is  to help people achieve healthy skin,  with  the  vision  to  become the 
 preferred  dermatology  care  partner  improving  people’s  lives  around  the  world  (LEO  Pharma, 
 2017). In reaching this goal of becoming the preferred dermatology partner, they vastly improve 
 their odds of helping more people around the world achieve healthy skin. 


To  pursue  the  goals  set  by  top  management,  LEO  has  changed  their  mindset  to 
focus more on patient needs and innovation (Interview 1). An example of the increased patient 
centricity  is  an  in-depth  analysis  carried  out  by  LEO  about  the  convenience  of  medications  for 
patients, as opposed to focusing solely on efficacy and safety (McKinsey, 2016). The change in 
focus means that LEO has embarked on several innovation initiatives. These include the opening 
of  LEO  Innovation  Lab  in  Copenhagen;  an  independent  unit  working  with  digital  ±solutions 
focusing on e-Health and add-on devices (LEO Innovation Lab, 2017), LEO Science & Tech Hub 



(10)in Boston; a department looking to catalyze early-stage collaborations in science and technology 
 in  the  world’s  leading  life  science  cluster  (LEO  Pharma,  2016),  and  LEO  Pharma  Open 
 Innovation;  a  collaborative  platform  to  explore  partnerships  in  early  drug  research  by  offering 
 free  access  to  selected  research  capabilities  (LEO  Pharma  Open  Innovation,  2017).  These 
 initiatives are all innovative ways for LEO to help more people achieve healthy skin. Whether it 
 be through digital solutions offered directly to patients or through improvements to the processes 
 for the earliest stages of research.  


LEO’s  Open  Innovation  Platform  is  the  initiative  we  have  decided  to  focus  on  in  this 
 thesis. With the recognition Open Innovation has received both in pharma and throughout other 
 industries and research communities, we find it extremely interesting and relevant to center our 
 research around this platform.  


1.1.1 LEO Pharma Open Innovation  


In  March  2015,  after  long  discussions  and  evaluations,  LEO  decided  to  launch  an  Open  Innovation 
 platform  (Sutton,  2016).  The  Open  Innovation  paradigm  is  based  on  the  observation  that  “useful 
 knowledge  today  is  widely  distributed,  and  no  company,  no  matter  how  capable  or  how  big,  could 
 innovate effectively on its own” (Chesbrough, 2011). In other words, knowledge is increasingly residing in 
 startups, universities, and the likes. This is highly due to factors such as easy availability of information 
 online  and  bigger  capital  injections  from  venture  capital.  This  is  in  contrast  to  earlier,  where  large 
 companies  hired  the  best  talents  and  kept  everything  related  to  innovation  internally  and  in  secrecy.  By 
 utilizing  this  societal  change  with  an  Open  Innovation  approach,  companies  are  able  to  innovate  more 
 profitably  by  spreading  risks,  accelerating  time  to  market,  increasing  differentiation,  and  reducing  costs 
 (Chesbrough,  2011;  Chachoua,  2015).  The  concept  of  Open  Innovation  will  be  further  elaborated  in  a 
 subsequent theory section dedicated to the concept. 


As it has been for the rest of the pharmaceutical industry, LEO has also had issues in recent years. They 
too have witnessed the amounting pressure to improve their innovation aspirations due to increasing costs 
related  to  pharmaceutical  R&D  (Interview  2),  while  regulations  surrounding  generic  products  mean  the 
life cycle of drugs is rather short. Hence, LEO is in a situation where they have to do more with what they 
got  without  any  additions,  as  stated  by  Niclas  Nilsson,  LEO  Pharma’s  Head  of  Open  Innovation,  in  an 
interview: “What we have is what we got. We have to be able to do more and diverse things with what we 
got. It is a classic situation of how to do more with less” (Interview 1). But not only are they affected by 
cost and generic pressures, they have also struggled with the molecules in their R&D pipeline, where they 
have  been  lacking  novelty  and  diversity  (Interview  1).  In  an  attempt  to  cope  with  these  issues,  LEO 



(11)costs  in  commercial  and  production  functions  (Winkler,  2016).  The  change  of  scope  to  biologics  is  a 
 challenging  one  for  LEO,  as  biologic  treatments  are  more  interesting  for  big  pharma  companies,  which 
 means there is a larger degree of competition to adapt to (Interview 2), thereby further increasing the need 
 for exploring innovative ways of conducting effective research.  


Settling on Open Innovation 


These  are  some  of  the  reasons  behind  LEO’s  decision  to  look  for  explorative  ways  of  improving  their 
 innovation capabilities to improve the performance of their pipeline. There are many ways of doing so, but 
 the  one  LEO  found  to  be  most  interesting  was  an  Open  Innovation  approach.  Several  rationales  were 
 behind  this  choice.  LEO  had  realized  that  all  the  good  ideas  did  not  reside  internally  within  their 
 organization.  Instead,  the  conclusion  was  that  the  expertise  was  not  only  internally  but  in  the  external 
 environment, and that they had to capitalize on this to have a more wide-ranging research unit (Interview 
 2;  Interview  3).  In  addition  to  this,  LEO  has  ‘leverage  external  competence’  as  a  part  of  their  corporate 
 strategy, which fits well with the Open Innovation line of thinking (Interview 1). 


The  premise  set  was  that  increasing  the  amount  of  compounds  going  into  the  pipeline  would 
 increase the amount that progressed through it (Interview 1). Hence, with an Open Innovation approach, 
 LEO would be able to increase the volume of incoming molecules, thereby also increasing the output in 
 the end. Open Innovation enables this by speeding up the process through utilizing external capabilities, 
 while simultaneously benefitting from more diverse and novel contributions due to the different scopes of 
 external suppliers. In addition to this, Open Innovation could be a way of branding LEO as an innovative 
 company that is capable of and ready to indulge in partnerships with the external environment. In turn, this 
 should  lead  to  an  increased  reach  and  better  possibilities  for  helping  patients  achieve  healthy  skin.  By 
 incorporating an Open Innovation mindset, LEO was able to create a better flow of ideas and knowledge 
 within their domain (Interview 2; Interview 3). Finally, LEO already had some experience with testing of 
 external materials, which made it easier to envision how to mold the process with different tweaks in order 
 to create a well-functioning platform. 


  


All of these dispositions contributed to the decision of creating an Open Innovation platform. In practice, 
however, it is almost always more difficult to actualize such initiatives than theory lets us know. The first 
task encountered by LEO was to figure out what part of the process could and should be opened up. After 
thorough consideration, early research, or discovery, was chosen as the process to be opened up with an 
Open Innovation approach. Thus, the focus was put on testing of molecules that could possibly go into the 
early ideation phase of the pipeline. The reason being that participants are more incentivized to open up 
and  share  their  assets  at  an  earlier  stage  relative  to  a  later  stage,  due  to  the  mitigation  of  risk  as 
commercialization and monetary rewards are far away at this stage (Interview 3). 



(12)Once LEO had settled on a scope for the initiative, a set of deliverables had to be established. As 
 for any project, being able to track and evaluate whether or not it has been a success is highly important, 
 especially  when  budgets  are  being  allocated  by  the  management.  For  this  reason,  the  decision  makers 
 defined a set of goals for the Open Innovation platform. The initial goal for the platform was simply to get 
 it up and running in order to establish whether or not it was even possible. Once this process was set up, 
 the aim was to get 10 ‘partners’ to participate on the platform (Interview 2). The overall goals, however, 
 were not set in specific quantitative measures. Instead, they were simply; to get new and more molecules 
 into  the  pipeline,  to  get  a  better  understanding  of  the  disease  and  molecules  being  researched,  to  build 
 relations  to  the  external  environment  and  establish  partnerships,  and  as  tool  for  branding  LEO  as 
 innovative (Interview 1; interview 3). 


1.1.2 Platform: Pilot 


Having settled on a scope with objectives and goals set, LEO launched their platform as a pilot 
 project  in  March,  2015: www.openinnovation.leo-pharma.com.  A  key  decision  made  by  LEO 
 was  to  make  the  platform  digital.  In  doing  so,  LEO  vastly  expanded  their  opportunities  for 
 reaching  possible  participants  from  all  over  the  world,  as  a  digital  platform  provides  immense 
 scalability. But not only does it provide scalability, it also makes the process faster as all relevant 
 information  is  available  online  without  the  need  for  physical  work  or  information  from  human 
 interaction. 


 As of now, the website is the heart of the platform as it functions as the primary source of 
information.  It  consists  of  sub-sites  describing  the  purpose  of  the  platform,  the  science  that  is 
made available to the external environment, how the process is set up and works, how intellectual 
property  and  legal  rights  are  handled,  as  well  as  a  contract  to  be  downloaded  and  submitted  to 
LEO by participants (LEO Pharma Open Innovation, 2017). LEO’s current platform is one that 
offers free testing of molecules in specific assays. Hence, it is a platform where LEO on one side 
is testing molecules and creating knowledge from it, while multiple participants are providing the 
molecules  to  be  tested.  Since  launching  in  2015,  approximately  40  different  participants  from 
four continents have submitted more than 400 compounds. The initial goal of 10 participants was 
reached  within  the  first  year  of  the  pilot  (Interview  2).  Of  these  40  participants,  about  1/3  are 
universities while 2/3 are biotechs. The current state can be seen as a platform approach to supply 
chain  management,  where  participants  supply  compounds  to  be  tested  for  efficacy  in  specific 
assays in a mutually beneficial process.   



(13)With the project having a few years on its back, LEO recently evaluated the platform to assess 
 what the future of LEO Pharma Open Innovation should look like. In short, the platform has until 
 now contributed with what is viewed as a good amount of compounds to be tested, where one of 
 the  participants  has  progressed  to  further  collaboration  with  LEO.  However,  LEO  has  realized 
 that  pipeline  input  is  not  necessarily  the  most  important  contributor  from  the  platform.  Instead, 
 the knowledge about what is going on in the scientific community, such as secondary data about; 


what is being researched by others, who is doing it, where they are from, whether they are known 
 to LEO or not, and so on. This is seen as being worth even more to the company (Interview 3). In 
 addition, the amount of publicity and branding the platform has received has been massive for the 
 organization.  The  innovative  aspect  of  the  initiative  has  been  recognized  within  the  external 
 environment and is helping LEO becoming a company that is known by others (Interview 2). 


With  these  outcomes  in  mind,  and  an  improved  understanding  of  what  it  takes  to 
 create  a  successful  Open  Innovation  platform,  LEO  has  now  made  a  strategic  decision  to  put 
 more  focus  on  Open  Innovation  and  continue  developing  the  platform.  As  they  see  it,  the  pilot 
 project  has  taken  LEO  from  being  an  organization  that  keeps  research  internal,  thereby  only 
 utilizing  the  knowledge  of  their  own  employees,  to  an  organization  that  leverages  external 
 competences through the OI platform, thereby expanding their reach and boosting their chances 
 of providing novel input to their R&D pipeline, while simultaneously being a tool for branding 
 and  acquiring  knowledge  of  the  research  landscape  in  which  they  are  operating  (Interview  1; 


Interview 2; Interview 3). With the decision made to continue developing the platform, LEO is 
adamant that they can further increase their reach. This includes bringing more competent people 
into the process of providing valuable science to companies working with and people living with 
skin  diseases.  In  order  to  get  to  the  next  level,  LEO  has  identified  the  establishment  and 
facilitation of a digital scientific community as a key contributor to further the reach and output 
of the platform, while simultaneously seeking to attract more participants to the current platform 
format. The reasoning behind this decision will be elaborated in the analysis. In illustration of the 
innovation spheres can be seen below:  



(14)1.2 Problem Statement 


LEO  is  looking  to  become  increasingly  innovative  by  enhancing  their  exploration  endeavors 
 while  still  contributing  to  their  current  efforts  in  pharmaceutical  R&D  related  to  dermatology. 


They are in a position where they must innovate to stay successful in an increasingly competitive 
 landscape.  Achieving  this  is  difficult  due  to  political  influence,  generic  competition,  and  cost 
 pressures within the industry. LEO’s OI platform, however, affords them with the opportunity to 
 leverage external competencies to boost their own research, while simultaneously contributing to 
 the  overall  progress  of  the  scientific  dermatology  community,  thereby  providing  them  an 
 advantage over their competition.  


For this reason, LEO has made the strategic decision to continue developing the platform 
 and establishing a community. In this case, the problem is not related to what they should do and 
 why. Instead, the problem we are facing is related to how  to do so and why it helps them become 
 more  innovative.  Both  creating  a  community  and  facilitating  the  interactions  is  new  to  LEO, 
 which brings forth a lot of interesting aspects to be enlightened. With an area as foreign as this, 
 investigating whether or not the organization possess the capabilities necessary for carrying out 
 such an innovative transformation becomes highly relevant. This thesis will provide LEO with an 
 examination  of  how  to  overcome  the  perceived  obstacles  related  to  facilitating  interactions,  as 
 well  as  of  how  to  attract  more  participants  to  their  current  platform  model  and  the  community. 


With the abovementioned in mind, our research question becomes: 


Does  LEO  Pharma  have  the  required  capabilities  to  facilitate  a  scientific  community  to 
enhance their exploration efforts?  



(15)1.3 Relevancy 


To complete the introduction, we will now look into the relevance of our research in relation to 
 practice,  academia,  and  ourselves.  In  doing  so,  we  reveal  the  reasoning  behind  choosing  this 
 specific domain as our subject. 


Practical Value 


The  research  was  achieved  through  close  collaboration  with  LEO.  For  this  reason,  the  scope 
 inevitably focused on practical implications. Due to our personal interests and the possibilities we 
 had,  commencing  a  research  rooted  in  a  contemporary  subject  was  deemed  a  natural  course  of 
 action.  


We believe there are many organizations in the pharma industry that are about to enter an 
 explorative journey. Being radically explorative, however, is not something the industry has a lot 
 of  experience  with.  Thus,  looking  into  the  implications  of  operationalizing  internal  change  to 
 improve  ambidexterity  is  likely  to  become  the  reality  for  companies  looking  to  compete  in  the 
 long  term.  Our  research  sets  the  stage  for  one  way  of  looking  at  this  area  and  is,  to  our  best 
 believe,  one  of  very  few  research  papers  that  investigate  this  phenomenon  within  the 
 pharmaceutical  industry.  It  is  our  hope  that  the  research  can  guide  future  researchers  and  help 
 organizations  begin  the  transformation  towards  becoming  more  explorative  and,  eventually, 
 ambidextrous organizations.  


In addition, we find LEO’s perspective on open innovation to be highly interesting. 


In showcasing how an open innovation initiative can be interpreted and taken to the next level, 
 we  believe that  others  may  look  to  LEO  as  an  example for opening up their organization. This 
 would allow for more collaborations across the external environment of the industry and, in the 
 end, improve the lives of people living with diseases.  


Academic Value 


While the scope of our research is focused on a highly practical problem, we still believe there is 
value  to  be  derived  for  the  academic  community.  First  of  all,  our  case  extends  the  use-case 
scenarios for open innovation. The rigid and complex task of researching and developing drugs is 
extremely  difficult  to  change.  However,  this  concept  proposes  a  new  way  of  facilitating 
collaboration  within  early  drug  discovery,  which  can  help  bridge  the  gap  related  to  actual 
outcomes  and  experiences  in  OI  in  healthcare  (Wass  &  Vimarlund,  2016).  In  addition,  we 



(16)provide  a  thorough  explanation  of  our  methodology  that  can  be  tested  for  application  purposes 
 within a field that is somewhat lacking actual operationalization examples to follow. As of such, 
 we  provide  our  take  on  how  to  implement  changes  for  increasing  explorative  measures  in  a 
 complex situation. 


Researcher's Value 


Finally,  the  topic  of  choice  is  deemed  valuable  to  ourselves.  Combining  organizational 
 exploration  with  aspects  of  the  very  modern  platform  business  model  provides  a  sound 
 foundation  for  becoming  experienced  within  the  areas.  We  find  it  to  be  both  interesting  and  a 
 path to great opportunities in our future careers. In addition, we believe that LEO will follow up 
 on the research made, which means our work is likely to have an actual impact on the future of 
 pharma research.  


1.4 Thesis Structure 


To  provide  an  overview  of  how  we  answer  our  research  question,  an  outline  consisting  of  short 
descriptions of each chapter can be found below:   



(17)
2. Theory 


This  section  will  provide  elaborations  on  the  four  theories  that  will  be  the  basis  for  the  thesis: 


Organizational  Ambidexterity,  Dynamic  Capabilities,  Open  Innovation,  and  Platform  Business 
Model  Theory.  These  theories  have  been  selected  based  on  the  relevance  for  the  problem 
presented in the introduction, and they will be the means on which we investigate whether LEO 
has the necessary capabilities to increase their organizational ambidexterity.  



(18)Each theoretical explanation will be followed by a literature review in which we analyze 
 the published literature in a critical manner by summarizing, comparing, and evaluating the most 
 pertinent topics. 


2.1 Organizational Ambidexterity 


Ambidexterity is defined as the ability for humans to use both hands with equal ease (Merriam-
 Webster,  2017).  The  same  metaphorical  approach  can  be  applied  in  an  organizational  context, 
 defined  as  an  organization’s  “relation  between  exploration  of  new  possibilities  and  the 
 exploitation of old certainties”  (Schumpeter,  1934;  Holland,  1975;  and  Kuran,  1988  in  March, 
 1991, p. 71). Therefore, an organization’s ambidextrous ability to successfully exploit its current 
 business as well as concurrently ensuring exploration through continuous incremental innovation, 
 while minimizing the trade-off between the two, is of crucial importance.  


An  important  aspect  of  ambidextrous  organizational  theory  is  to  acknowledge 
 ambidextrous tension within multiple organizational levels, as well as ambidexterity occurring on 
 each of these. Many researchers argue that ambidexterity affects and is affected by various levels 
 of  the  firm:  individual,  project,  business  unit,  and  organizational  (Raisch  et  al.,  2009;  March, 
 1991;  O’Reilly  &  Tushman,  2013;  Maier,  2015).  Therefore,  each  of  these  distinctive  levels 
 should  be  kept  in  mind  when  seeking  to  enhance  ambidexterity  within  an  organization.  In 
 accordance, prior research by O’Reilly & Tushman highlights the importance of reaching each of 
 these  levels  and  how  to  do  so:  “a clear and compelling vision, relentlessly communicated by a 
 company's  senior  team,  is  crucial  in  building  ambidextrous  designs”  (O’Reilly  &  Tushman, 
 2004,  p.  81).  They  further  argue  that  resistance  at  the  top  levels  of  an  organization  cannot  be 
 tolerated,  as  the  senior  team  must  be  committed  to  operating  ambidextrously  even  if  its 
 employees are not ambidextrous themselves. This notion should be emphasized vigorously as it 
 can  be  tough  for  organizations  to  break  out  of  a  rut,  especially  an  exploitative  rut  that  is 
 comfortable and profitable. 


One  of  the  most  poignant  aspects  in  becoming  an  ambidextrous  organization  is  being  able  to 
explore  and  exploit  in  simultaneous  fashion  (O’Reilly  &  Tushman,  1996;  2013).  This  is  also 
known  as structural  ambidexterity  and  is  of  crucial  importance  for  organizations  facing  rapid 
change  in  their  respective  business  environment.  Shifting  structures  gradually  might  prove  too 
slow  and  ineffective,  which  is  why  the  argument  by  O’Reilly  and  Tushman  is  to  establish 



(19)autonomous  explore  and  exploit  subunits  concurrently  enhancing  the  organizational 
 ambidexterity. In summary, the key objective is not only to explore and exploit simultaneously, 
 but also to do so in an autonomous manner. Throughout much of their accumulated work, they 
 stress the necessity of structural and organizational separation through a tightly integrated senior 
 team (O’Reilly & Tushman, 1996; 2004; 2013). However, the separation should not be limited to 
 the structures of explore and exploit subunits alone “[...] but also different competencies, systems, 
 incentives,  processes  and  cultures—each  internally  aligned.”  (O’Reilly  &  Tushman,  2008,  p. 


193).  As  a  result,  exploration  subunits  will  undisturbed  be  able  to  utilize  and  function  in  an 
 environment  diverged  from  the  traditional  exploitation  processes  and  culture,  in  addition  to 
 enforcing its own measures of success. 


Concluding  on  the  research  of  organizational  ambidexterity,  we  have  identified  the  concepts  of 
 most  importance  and  relevance  to  our  research  to  be  the  structure,  processes,  and  vision.  A 
 structure that supports organizationally independent subunits, allowing for autonomous processes 
 of  simultaneous  exploration  of  emerging  business,  while  concurrently  exploiting  existing 
 business - all of it supported by a clear compelling vision set by management, top-down. 


2.1.1 Organizational Ambidexterity Literature Review  


Ever since Robert Duncan introduced organizational ambidexterity in 1976, numerous qualified 
 researchers have investigated the concept. This has led to a set of varying perspectives about how 
 organizations achieve becoming an ambidextrous organization (O’reilly & Tushman, 2013). 


On of these perspectives concerned the use of exploitative and explorative measures and 
 how  the  two  supplement  each  other  (March,  1991).  March  argues  that  being  explorative  is 
 imperative  to  reaching  long  term  success.  In  contrast,  he  highlights  that  most  concentrate  on 
 refining  their  exploitation  efforts  to  increase  short  term  winnings,  which  is  not  the  optimal 
 balance between the two. However, it is worth noting that many organizations are not capable of 
 focusing  on  their  explorative  measures.  To  do  so,  they  first  need  to  be  good  at  what  they  do. 


Especially  during  early  life  of  an  organization,  focus  must  be  put  on  exploiting  their  core 
 competences and business areas.   


Further  supporting  March  research  of  exploitation  and  exploration,  O’Reilly  and 
Tushman’s  interests  lies  in  the  importance  of  having  a  clear  ambidextrous  vision  set  by  top 
management,  and  how  structural  independence  from  an  organization’s  current  business  is 
necessary for achieving ambidexterity (O’Reilly & Tushman, 2004). Both are highly relevant for 



(20)this  thesis,  as  the  intention  is  for  LEO  to  improve  their  organizational  ambidexterity.  When  it 
 comes  to  acquiring  new  skills  to  achieve  this  ambidexterity,  however,  their  research  becomes 
 rather vague. While they do venture into the existing relationship between current employees and 
 management, there is little to obtain about how to carry out onboarding of new competences to 
 complement ambidexterity. 


Another  concept  proposed  by  Duncan  is  that  of  sequential  ambidexterity  (1976).  The  approach 
 emphasizes the need to shift an organization’s structure little by little over time, hence the name 


‘sequential’.  This  is  in  contrast  to  the  aforementioned  structural  ambidexterity  proposed  by 
 O’Reilly  and  Tushman,  where  an  organization  should  form  autonomous  subunits,  in  order  to 
 concurrently  explore  and  exploit.  This  should  improve  exploration  by  allowing  the  exploratory 
 subunits  to  create  their  own  processes  and  culture,  thereby  enabling  them  to  build  the  units  to 
 focus  solely  on  exploration  efforts.  Meanwhile,  the  parent  organization  can  stay  focused  on 
 exploiting  their  current  capabilities.  (O’Reilly  &  Tushman,  1996).  Both  types  of  structural 
 ambidexterity  can  be  fitting  for  different  purposes.  In  the  modern  era,  however,  we  believe  the 
 structural independence proposed by the latter is more fitting due to a continuous increased rate 
 of  technological  change,  happening  within  all  industries.  Sequential  ambidexterity  may  prove 
 valuable for slow-paced industries, but the shifting reality is changing that. 


Finally,  Maier  points  out  that  organizations  looking  to  converge  can  achieve  valuable 
 competitive advantages if they manage to create multi-level ambidexterity. This will allow them 
 to stay ahead of competition and mitigate the risk of being disrupted (Maier, 2015). Hence, being 
 able  to  continuously  innovate  is  seen  as  an  essential  feat  that  organizations  should  strive  for. 


Although this is not a radical discovery, the point is nevertheless important to keep in mind and is 
 well suited for our research. 


2.2 Dynamic Capabilities  


The  concept  of  Dynamic  Capabilities  was  defined  by  Teece,  Pisano,  and  Schuen  as  an 
organization’s ability to build, integrate, and reconfigure external and internal competences as to 
best  address  rapidly  changing  environments  (Teece,  Pisano,  and  Schuen,  1997).  This  is  highly 
relevant  for  1)  organizations  within  environments  of  rapid  technological  change,  and  2) 
organizations  seeking  to  change  themselves.  As  a  result,  dynamic  capabilities  enable 



(21)organizations to create, deploy, and protect the intangible assets that support superior long-term 
 business performance (Teece, 2007). 


More  specifically,  Dynamic  Capabilities  can  be  disaggregated  into  three  clusters  of 
 activities  and  adjustments:  “(1)  to  sense  and  shape  opportunities  and  threats,  (2)  to  seize 
 opportunities,  and  (3)  to  maintain  competitiveness  through  enhancing,  combining,  protecting, 
 and,  when  necessary,  reconfiguring  the  business  enterprise’s  intangible  and  tangible  assets” 


(Teece,  2007,  p.  1319).  Therefore,  the  key  for  organizations  is  to  sense  and  identify  potential 
 opportunities,  while  adjusting  organizational  structures  and  processes  in  order  to  seize  the 
 opportunities, in addition to transforming the organization's intangible and tangible assets in order 
 to  best  maintain  a  continued  dynamic  fit.  Teece  also  describes  this  aspect  of  the  Dynamic 
 Capabilities  framework  as  semi-continuously  morphing  (Teece,  2007).  This  is  of  high 
 importance; as being able to respond by establishing organizational and strategic shifts enhances 
 an organization’s competitive advantage in environments subdue to change. 


In order to determine an organization’s distinctive competences and dynamic capabilities, Pisano, 
 Schuen, and Teece further defines three important factors in processes, positions, and paths: “[...] 


managerial  and  organizational  processes,  shaped  by  its  (specific)  asset  position,  and  the  paths 
available to it” (Teece, Pisano, and Schuen, 1997, p. 518). More specifically, processes relates to 
routines  and  patterns  of  current  practice  and  learning.  Position  refers  to  endowments  of 
technology,  intellectual  property,  customer  base,  and  relations  with  external  suppliers,  while 
paths  refer  to  an  organization’s  readily  available  strategic  alternatives  and  their  cause  of  path 
dependencies.  More  specifically:  "Path dependency ‘not only defines what choices are open to 
the firm today, but … also puts bounds around what its internal repertoire is likely to be in the 
future’" (Teece, Pisano, and Shuen, 1997, p. 515, in Ambrosini, Bowman, and Collier, 2009). A 
common occurrence of path dependency is when an organization encounters a lock-in effect. In 
its original meaning, lock-in is a situation in which one technological standard beats out another, 
such as VHS beating Betamax (Cordes-Berszinn, 2013). The same metaphoric use can be applied 
in an organizational context, in which prior decisions result in only a limited amount of potential 
managerial  options  to  be  readily  available,  thereby  leading  to  strategic  inflexibility  (Cordes-
Berszinn, 2013). Therefore, the aspect of organizational lock-in and how to avoid it is a highly 
important  part  of  the  dynamic  capabilities  framework,  as  it  contradicts  its  core  purpose  of 
establishing a flexible organization capable of responding to rapidly changing environments. 



(22)When  environments  change,  organizations  must  change  too  in  order  to  maintain  a  competitive 
 advantage.  A  way  of  doing  so  is  to  continuously  scan  the  environment,  as  well  as  evaluate 
 markets and competitors in order to quickly accomplish reconfiguration and transformation ahead 
 of  competition  (Teece,  Pisano,  and  Schuen,  1997).  Change  is  costly,  however,  which  is  why 
 organizations must seek to develop processes that minimize low payoff changes. In accordance, 
 Teece describes the acts of replication and imitation. Replication is a potentially difficult process 
 involving  the  transfer  or  redeployment  of  competences  from  one  concrete  economic  setting  to 
 another,  and  is  also  known  as imitation  when  performed  by  a  competitor  (Teece,  1976;  Teece, 
 Pisano,  and  Schuen,  1997).  In  relation,  it  is  important  to  note  that  the  higher  the  degree  of 
 difficulty when performing self-replication, the act of imitation by an organization's competitors 
 is likely to be that much harder. This is of utter importance, as it is “[...] the ease of imitation that 
 determines  the  sustainability  of  competitive  advantage”  (Teece,  Pisano,  and  Schuen,  1997,  p. 


526).  


After having successfully sensed and seized an opportunity, the organization needs to to 
 transform  and  reconfigure  its  tangible  and  intangible  assets.  According  to  Teece  (2011),  the 
 intangible assets are of especially high importance as they are hard to build, difficult to manage, 
 and not universally available to every organization. Some of the more notable intangible assets 
 include, but are not limited to: technological knowhow, business process knowhow, intellectual 
 property  (IP),  customer  and  business  relationships,  reputations,  and  organizational  culture  and 
 values  (Teece,  2011).  In  conclusion,  LEO’s  utilization  of  its  intangible  assets,  or  lack  thereof, 
 becomes  very  important.  Especially  due  to  the  struggle  of  fostering  innovation  in  R&D,  as 
 intangible  assets  often  rely  on  complementary  assets  that  makes  them  unlikely  to  be  traded  or, 
 more importantly, acquired. 


In  conclusion,  we  have  identified  the  aspects  of  the  Dynamic  Capabilities  framework  most 
deserving for attention: Sensing by identifying and assessing a potential opportunity based on its 
position. Seizing  by  mobilizing  resources  in  order  to  address  and  capture  the  value  of  that 
opportunity  through processes. Transforming  through  continued  renewal  and  reconfiguration  of 
external and internal competences, as well as LEO’s tangible and intangible assets, to decide on a 
specific path. 



(23)2.2.1 Ambidexterity as a Dynamic Capability 


In addition to individually befitting the scope of this research, the two concepts of organizational 
 ambidexterity  and  dynamic  capabilities  are  also  highly  complementary  of  one  another.  When 
 properly applied, aspects of the two theoretical concepts intertwine in a cohesive manner. This is 
 evident when looking at the sensing and seizing aspects of the dynamic capabilities framework, 
 which O’Reilly and Tushman describe as the key abilities for an organization to utilize through 
 simultaneous  exploitation  and  exploration  (O’Reilly  &  Tushman,  2013).  Furthermore,  O’Reilly 


&  Tushman  describe  the  following  propositions  as  foundational  elements  for  utilizing 
 ambidexterity as a dynamic capability: a clear strategic intent, an overarching vision and values, 
 an aligned senior team, an appropriate organizational architecture with targeted integration, and 
 the  ability  of  the  senior  team  to  manage  the  inevitable  trade-offs  and  conflict  (O’Reilly  & 


Tushman, 2008).  


Conjunctively utilizing these two concepts is highly beneficial to our research. In addition 
 to enhancing an organization’s ability to adapt over time (O’Reilly & Tushman, 2008), the strong 
 correlation  between  the  two  concepts  will  help  minimize  the  weaknesses  of  either  one,  while 
 concurrently enhancing each other’s strengths. 


2.2.2 Dynamic Capabilities Literature Review 


The  concept  of  Dynamic  Capabilities  was  brought  to  the  forefront  of  organizational  research 
 mainly due to the work of Teece, Pisano, and Shuen (1997). 


In  recent  times,  the  three  authors  have  focused  their  research  on  entrepreneurial  dynamic 
 capabilities,  such  as  the  benefits  derived  from  using  their  framework  in  a  setting  of  creating  innovation 
 business  models  (Teece,  2014;  Teece,  2016).  This  exact  aspect  is  interesting  in  terms  of  our  research. 


Until now, many of LEO’s platform participants have been smaller entrepreneurial biotechs. This may be 
 because  they  see  the  potential  in  OI  and  are  looking  to  disrupt  markets  with  new  treatments,  but  it  may 
 also be because they lack the necessary tangible assets in their own respective startups. This emphasizes 
 the need for them to identify and utilize their intangible capabilities in the most optimal way, in addition to 
 gaining access to more tangible resources through the LEO Pharma OI initiative 


It is worth noting that some researchers have criticised the framework for being too vague and not 
fully  defined.  One  of  such  researchers  is  Codes-Berszinn,  who  critiques  the  framework  for  not 
properly reflecting the practices of corporate management. We find this to be somewhat correct, 



(24)organizational structures and capabilities. It is argued that this makes it increasingly difficult to 
 propose  implementation  suggestions  for  evolving  dynamic  capabilities  within  organizations 
 (Cordes-Berszinn,  2013).  To  accommodate  this,  he  believe  there  is  a  further  need  for  creating 
 holistic models of the relations between the dynamic capabilities and the organizational structure. 


In doing so, the structure of the organization becomes a determinant of its dynamic capabilities. 


Another perspective on the dynamic capabilities framework is brought forth by Tallman, 
 who  states  that  dynamic  capabilities  should  be  carefully  investigated  in  order  to  assess  their 
 influence on an organization’s strategy and performance (Tallman, 2006). We see an obvious fit 
 between this and the research as hand, as LEO can take advantage of their dynamic capabilities as 
 a  tool  for  making  strategic  decisions,  especially  in  terms  of  deciding  upon  which  innovative 
 initiatives to embark on. In addition, it may support the company in increasing its relations to the 
 external  environment  if  the  company  can  successfully  repurpose  and  acquire  the  necessary 
 competences. 


2.3 Open Innovation 


The term ‘Open Innovation’ was coined by Henry Chesbrough, adjunct professor and executive 
 director of Center for Open Innovation at Haas School of Business, UC Berkeley (Haas School of 
 Business, 2017), who wrote and published the book “Open Innovation: The New Imperative for 
 Creating and Profiting From Technology” in 2003 (Chesbrough, 2003). 


The  main  idea  behind  Open  Innovation  is  that  “ideas  can  come  from  inside  and 
 outside  the  company  and  can  go  to  market  from  inside  or  outside  the  company”  (Chesbrough, 
 2003, p. 43). Hence, ideas stemming from inside and outside the firm boundaries are prioritized 
 with  equal  importance.  This  is  in  contrast  to  the  traditional  approach  known  as  Closed 
 Innovation,  which  focus  lies  entirely  on  internal  ideas  and  R&D  processes  through  vertical 
 integration of the firm (Chesbrough et al., 2006).  


Several  reasons  are  behind  this  change  of  approach.  Perhaps  most  dominant  is  the 
transformation  of  the  knowledge  landscape.  With  the  advent  of  the  Internet,  knowledge  has 
increasingly diffused to reside in a vast array of places. No longer is knowledge to be found only 
in  the  large  companies  and  best  universities.  Instead,  mobility  has  led  start-ups,  consultants, 
suppliers, universities and the likes, to become increasingly knowledgeable due to the amount of 
skilled  workers  and  researchers  they  are  able  to  attract.  Hence,  Chesbrough  states  that  “Open 
Innovation assumes that useful knowledge is widely distributed, and that even the most capable 
R&D organizations must identify, connect to, and leverage external knowledge sources as a core 



(25)process  in  innovation”  (Chesbrough  et  al.,  2006).  In  addition  to  the  changed  knowledge 
 landscape, Venture Capital funding increased vastly from 1980-2001 (Chesbrough, 2003). With 
 more  capital  to  spend,  it  became  easier  to  attract  the  best  talents  and  spend  more  on  their 
 research, while it also enabled them to make investments in the newest technology and possibly 
 in ideas ‘sitting on the shelf’ in the large, closed organizations. If not developed, these ideas will 
 leave  the  company  at  some  point  to  be  utilized  by  start-ups.  Hence,  more external options  are 
 available for those ideas. Related to the diffusion and mobility of knowledge and VC funding is a 
 general  increase  in  the capability  of  external  suppliers (Chesbrough,  2003).  Not  only  have 
 external  organizations  and  institutions  become  more  knowledgeable,  they  have  also  become 
 capable of research, production, innovation, and collaboration of higher quality than previously 
 due to increased funding and skilled workers.  


These factors have all contributed to the change of approach many organizations are undergoing. 


As  Chesbrough  states,  it  is  an  environmental  shift  that  is  occurring:  “What  previously  was  a 
 fundamentally closed, internal environment (where the firm had to create ideas in order to use 
 them)  has  transformed  into  an  open  environment  (where  the  firm  can  create  ideas  for  external 
 and internal use, and the firm can access ideas from the outside 


as well as from within)”  (Chesbrough,  2003,  p.  40).  As  this  quote  suggests,  two  facets  to  Open 
 Innovation exists: “Outside in”, or “inbound”, where a firm brings ideas and contributions from 
 the external environment into the company’s innovation process, and “inside out”, or “outbound”, 
 where  unused  ideas  are  allowed  to  go  outside  the  firm  to  be  incorporated  into  their  innovation 
 processes (Chesbrough, 2011). The former of the two is recognized as the primary contributor to 
 the competitive advantage gained by utilizing an Open Innovation approach, as the company does 
 not  have  to  rely  solely  on  their  own  R&D.  Ensuring  actualization  of  internal  ideas  by  passing 
 them on to the external environment, however, is less frequently used (Chesbrough & Crowther, 
 2006;  Chesbrough  &  Bogers,  2014).  Nevertheless,  both  are  important  aspects  of  the  Open 
 Innovation theory as they both contribute with “[...] purposive inflows and outflows of knowledge 
 to  accelerate  internal  innovation,  and  expand  the  markets  for  external  use  of  innovation” 


(Chesbrough et Al, 2006, p. 1), which is the core of the Open Innovation paradigm.  


A  key  factor  for  implementing  Open  Innovation  is  utilizing  business  models  to 
define  the  requirements  for  the  setup.  This  business  model  is  seen  as  the  “[...] cognitive device 
that focuses the evaluation of R&D projects within the firm”  (Chesbrough  et  al.,  2006).  In  other 



(26)words, the process of defining the value proposition/the ‘why’, the segment that is focused on, the 
 internal structure for the process, the firms role etc., is extremely important if the company is to 
 successfully  implement  Open  Innovation  and  create  value  from  it1,  as  it  filters  the  inbound 
 capacities to make sure they fit the scope of the firm.  


2.3.1 Open Innovation Literature Review 


Since Schumpeter defined innovation as the setting up of new production functions (Schumpeter, 
 1939),  the  notion  of  innovation  has  been  developed  and  redefined  by  a  plethora  of  researchers. 


One  of  the  more  prominent  developments  was  the  above-mentioned  perspective  of  Open 
 Innovation by Henry Chesbrough (Chesbrough, 2003).  


Many  upsides  of  OI  have  been  identified  (Lee,  2010),  but  most  relevant  to  this  thesis  is  the 
 discoveries made by Wass and Vimarlund, who showed that OI has three distinct outcomes when 
 used in healthcare (Wass & Vimarlund, 2016). First, it enables patients to become active actors 
 that  share  valuable  knowledge.  Second,  it  enables  collaboration  with  knowledgeable  external 
 stakeholders.  Finally,  it  provides  access  to  new  markets.  Even  though  these  are  positive 
 outcomes,  one  must  not  neglect  the  cost  at  which  they  come.  Before  venturing  into  an  OI 
 initiative, matters including implementation costs, the loss of key knowledge control, intellectual 
 property  spillover,  and  possible  contractual  information  asymmetry  should  be  carefully 
 considered, in order not to disfavor oneself (Ullrich & Vladova, 2016; Enkel, 2009). According to 
 the authors, organizations should be prepared to face these consequences if they are to implement 
 OI into their internal R&D.  


When considering costs such as those just mentioned, distinguishments of organizational size and 
the apparent OI fit should be examined. Large organizations, such as LEGO, have gained great 
value from open innovation due to their access to external resources and vast technological assets 
(Narula,  2004).  However,  it  is  argued  that  small  and  medium  sized  companies  are  even  more 
likely to benefit from OI initiatives for circumventing challenges and improving competitiveness 
(Parida  et  al.,  2012).  This  is  primarily  due  to  smaller  organizations  being  less  risk  averse  and 
often posses reduced bureaucracy, which makes them better suited to benefit from OI (Gassman 
et  al.,  2010).  Even  though  OI  is  seen  as  a  favorable  approach,  Lichtenthaler  discovered  the 



(27)most  likely  due  to  the  fear  of  not  retrieving  maximal  financial  value  out  of  their  innovative 
 efforts, something that LEO has also experienced on their OI platform in recent years.  


Furthermore,  as  noted  by  Oakey,  closed  innovation  should  not  necessarily  be  neglected 
 entirely,  as  it  is  still  effective.  It  is  argued  that  the  risky  nature  of  R&D  and  the  resources 
 necessary for long-term success mitigates the applicability of OI (Oakey, 2013). Thus, while OI 
 has  its  clear  benefits,  closed  innovation  is  still  the  primary  form  of  innovation,  although  the 
 impact  of  good  relations  with  externals  is  increasingly  viewed  as  a  crucial  component  for 
 improving the innovation capabilities of organizations (Lasagni, 2012). Lastly, open innovation is 
 more  easily  studied  in  larger  firms,  as  SMEs  have  less  ability  to  access  external  resources  and 
 fewer technological assets for which they can exchange compared to larger firms (Narula, 2004).  


2.4 Platform 


Platform architecture is defined as a structural design, which encourages positive network effects 
 while minimizing negative ones. The architectural design should invite participation and provide 
 tools  and  services  that  make  it  easy  for  producers  and  consumers  to  interact  in  mutually 
 rewarding ways (Parker et al., 2016). The goal of the platform is thus to connect producers and 
 consumers via the platform and allow for exchanges of value between them. According to Parker 
 et al., three forms of value are exchanged; information, goods or services, and currency (Parker et 
 al., 2016). 


Exchange of information, and the facilitation thereof, is of crucial importance for every platform, 
 no  matter  what  its  overall  goal  might  be.  The  reason  behind  this  is  that  every  interaction  starts 
 with  the  exchange  of  information  on  the  platform  itself,  as  this  enables  the  parties  to  decide 
 whether, and how, to engage in any further exchange. 


The goods or services is the actual value being exchanged, whether it be a physical 
 item  being  exchanged off  the  platform,  such  as  a  book,  or  intangible  knowledge  being on  the 
 platform. This is also known as the value units, which will be further described in the following 
 paragraphs.  


Currency can take many forms and are very rarely left out of a platform. On the one 
hand, currency can be of monetary form, transferred through e.g. credit card payments, PayPal, or 
Bitcoins.  On  the  other  hand,  the  attention  provided  to  the  producer  can  also  act  as  a  form  of 
currency, such as amount of likes on Facebook, retweets on Twitter, views on YouTube, and so 



(28)on.  Such  currency,  including  fame,  influence,  and  reputation,  is  also  known  as  social  currency. 


Whether it be monetary currency or social currency, the exchange often occurs on the platform. 


2.4.1 The Core Interaction 


Parker  et  al.  further  state  that  the  fundamental  purpose  of  a  platform  is  to  facilitate  the  core 
 interaction,  which  they  describe  as  “[...]  the  single  most  important  form  of  activity  that  takes 
 place  on  a  platform—the  exchange  of  value  that  attracts  most  users  to  the  platform  in  the  first 
 place”  (Parker  et  al.,  2016,  p.  38).  Therefore,  the  first  and  most  important  thing  to  do  when 
 designing a platform is to define the core interaction and its three subparts: the participants, value 
 units, and filters. 


The participants  are  defined  as  the  producers  and  consumers  of  the  platform.  A 
 huge advantage for a given platform occurs when a participant can act as both. Thus, the potential 
 of participants moving from role to role with ease should be emphasized, especially given the fact 
 that incentives that encourage participation might differ, but the roles of the participants remain 
 consistent. 


The value unit is at the beginning of every core interaction, as the producer creates 
 the  previously  mentioned  valuable  goods  or  services  to  be  exchanged  with  the  consumer. 


Therefore, the value unit can be defined as a basis for participants to decide whether or not they 
 want to proceed with a given exchange. 


The  value  unit  is  then  delivered  to  selected  consumers  through  certain filters.  This  is 
 described  as  “[...]  an  algorithmic,  software-based  tool  used  by  the  platform  to  enable  the 
 exchange of appropriate value units between users” (Parker et al., 2016, p. 40). Filters ensure that 
 users  only  receive  relevant  and  valuable  value  units,  whereas  poorly  designed  filters  present  a 
 flood of valueless units to the user. 


The core interaction can thus be summed up to the why of the platform design and is 
an essential part of the process, as the platform has no direct control over the production process 
of  value  units  themselves,  and  should  therefore  be  viewed  as  an  information  factory  with  no 
control over inventory, but facilitator of the factory floor. 



(29)2.4.2 Pull, Facilitate, Match 


This naturally leads to the how of the platform design, which is defined as the process of ‘pull, 
 facilitate, match’: 


Pull 


An  important  aspect  of  every  platform  is  that  it  must  pull  participants  in  order  to  enable 
 interactions among them (Parker et al., 2016). When doing so, two different pull challenges often 
 occur during the phase of platform design: Who to target first and how to keep users engaged. 


The first pull challenge met by platform owners is the classical chicken-or-egg situation: Which 
 group of participants should be targeted first, producers or consumers? Various pull strategies can 
 be effectuated in order to deal with this challenge. For the purpose of this research we focus on 
 the following two pull strategies of seeding and piggybacking:  


The seeding strategy entails creating value units that will be relevant to at least one set of 
 potential users which, once attracted, will in turn attract other sets of users who want to engage in 
 interactions  with  them  (Parker  et  al.,  2016).  In  addition  to  being  a  great  strategy  for  pulling 
 participants,  it  also  enables  the  platform  manager  to  steer  the  direction  of  the  platform  by 
 deciding which content to initially seed on platform. 


The  piggyback  strategy  entails  connecting  with  an  existing  user  base  from  another 
 platform  and  staging  the  creation  of  value  units  in  order  to  recruit  those  users  to  participate  in 
 your own platform (Parker et al., 2016). This strategy has a huge potential for growing a platform 
 in a quick and somewhat effortless manner, as a large desired user base could potentially already 
 exist  on  another  network,  which  in  turn  need  to  be  identified  and  redirected  to  the  desired 
 platform. 


The  second  pull  challenge  involves  keeping  the  participants  interested  while  continuously 
 attracting new ones. As an example, participants within a community find more value when there 
 are  more  people  they  can  connect  with.  Tools  for  keeping  users  engaged  are  the  single-  and 
 multi-user  feedback  loops,  which  can  help  swell  the  network,  increase  value  creation,  and 
 enhance network effects, in order to create a constant stream of self-reinforcing activity. 


The single-user feedback loop is ”[...] an algorithm built into the platform infrastructure 
that analyzes user activity, draws conclusions about the user’s interests, preferences, and needs, 



(30)and recommends new value units and connections that the user is likely to find valuable” (Parker 
 et al., 2016, p. 45). This is a powerful tool for increasing activity, as the more the participant uses 
 the platform, the more the platform learns about the participant, ultimately making more accurate 
 recommendations to the participants. 


In a multi-user feedback loop, activity from a producer is delivered to relevant consumers, 
 whose  activity  in  turn  is  fed  back  to  the  producer,  such  as  a  post  on  Facebook  made  by  a 
 company who then receive information in return, in the form of likes, comments and views on the 
 post. This can create a virtuous cycle of that encourages activity on both sides, which ultimately 
 strengthens network effects (Parker et al., 2016). 


Facilitate 


In  order  to  ensure  optimal  facilitation  of  exchanges,  platforms  need  to  “[...]  create  an 
 infrastructure in which value can be created and exchanged, and lay out principles that govern 
 these interactions” (Parker et al., 2016, p. 47). Thereby, one needs to make it as easy as possible 
 for producers to create and exchange value through good governance and curation. In correlation, 
 certain  barriers  to  usage  and  participation  need  to  first  be  identified  in  order  to  decide  how  to 
 overcome them. In most cases, barriers need to be reduced in order to encourage interaction and 
 expand participation, but in some cases it might be fruitful to increase certain barriers in order to 
 establish  a  certain  degree  of  trust  on  the  platform,  by  limiting  the  amount  of  platform  entrants 
 through e.g. a screening process.  


Match 


Lastly, platforms need to enhance their matchmaking abilities, making sure that the most relevant 
goods  and  services  are  exchanged.  An  efficient  way  of  doing  so  is  to  acquire  as  much  data  as 
possible about the producers, consumers, and the value unites created and exchanged. The rule of 
thumb is thus that the more data the platform has to work with the better, and the better designed 
the algorithms used to collect, organize, sort, parse, and interpret the data, the more accurate the 
filters  will  be,  thereby  enhancing  the  relevant  and  useful  information  exchanged  (Parker  et  al., 
2016). Accordingly, a specific data acquisition strategy must be put in place. This can be done by 
enhancing  incentives  for  participation  and  for  users  to  provide  data  about  themselves,  e.g.  by 
leveraging game elements, also known as gamification, to gather data from users. Or by acquiring 
data  from  a  third  party  provider,  piggybacking  on  their  data  acquisition  strategy.  Continuously 
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