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Product, service and process innovation is a critical strategy at companies such as
P&G, Whirlpool, Philips, Ford and others worldwide. Important innovations are
developed internally, externally or in collaboration with suppliers and customers.

However, firms have not yet fully established how they will most effectively leverage
external supplier capabilities to accelerate innovation to the benefit of both buyers
and suppliers. Innovation sourcing requires companywide strategies, with strong
executive engagement, that are both customer and internally driven. Innovation
sourcing is in the early stages of development at most firms.

Numerous articles, private research, and government reports and books emphasize
the need for innovation improvements by U.S.-based companies and the country in
general. Consulting firms are increasingly focusing attention on innovation strategy
and “clean sheet” design of products for emerging markets. There is, however, a
need to further develop insights about how companies are achieving innovation and
leveraging supplier capabilities, especially in their new product development.

In this and a complementary report, Implementing Supplier Innovation: Case Study
Findings, CAPS Research studies and explains how leading companies and their
suppliers are engaging in supplier innovation. The research examines the strategies
and approaches that are in place at a number of companies to accelerate and obtain
supplier innovations. Company case examples are used to describe these strategic
approaches as well as barriers to success, enablers and overall critical issues.

Foreword
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Innovation of products, services and business models is
increasingly identified as an important strategy to
achieve competitive advantage. Apple, Cisco, Ford, IBM,
Philips, Procter & Gamble and Whirlpool, to name a
few leading companies, have identified “innovation” as a
critical strategy that will enable their future growth and
profitability.

“Open innovation”1 is a strategic approach being
implemented by firms across multiple industries.
Procter & Gamble popularized the open innovation
approach through its “Connect + Develop” efforts,
whereby it established a goal of attaining 50 percent of
its revenues through external innovations over a five-
year period.2 Open innovation maxims include:

• Smart people work at our own as well as other
companies.

• External R&D can create considerable value and
internal R&D enables capture of some of the
value.

• Research does not have to originate internally to
profit, and establishing better business models is
more important than getting to market first.

• Companies that make the best of both internal
and external ideas will win.

• Companies can profit from others’ use of their
intellectual property (IP) and companies should
buy others’ IP whenever their own business model
can be advanced.

In addition, The Boston Consulting Group, in
conjunction with Bloomberg Business Week, recently

completed its seventh annual global survey of senior
executives about their company innovation strategies
and practices.3 Three key findings stand out:

1. “Innovation is again becoming a top priority at
companies, after the great recession, and more
resources are being spent on innovation and
satisfaction with the innovation return is slowly
increasing.”

2. “The innovation focus is still cautious, with the
focus being incremental innovation, based on
existing products and services vs. breakthrough
new products and innovations. However, the
innovation focus is broadening in rapidly
developing economies to include product
development and idea generation.”

3. “Three areas of weakness limiting innovation are;
(a) risk adverse corporate cultures, (b) lengthy
new product development cycle-times, and (c)
inadequate measurement practices for innovation.”

Furthermore, C.K. Prahalad and R.A. Mashelkar4 argue
that, following the severe economic downturn,
innovation is making a comeback as a high-priority
corporate strategy. However, traditional approaches to
and views about innovation are changing dramatically.
Innovation strategies built around affluent consumers
and abundance may be giving way to more inexpensive,
value-to-customer or money-driven products and
services. In addition to the value focus, consumers
worldwide are also demanding environmentally friendly
products and services, further shifting the focus of
innovation.

Executive Summary
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Within this changing environment, CAPS Research
undertook research to determine how buying
companies and their suppliers were able to collaborate
in order to further innovation and the development of
new products and services.

The research was aimed at answering three fundamental
questions:

1. What company strategies and approaches can be
used to achieve supplier innovation?

2. What supply strategies can be used to identify,
select and effectively collaborate with suppliers to
accelerate and achieve supplier innovation?

3. What is the specific role supply management can
play in achieving supplier innovation across the
stages of product, service and process innovation?

The primary source of data was in-depth interviews
with five leading worldwide companies, eight of their
SBUs and their suppliers with a focus on innovation
and companywide approaches to achieving supplier
innovation. Extensive interviews were conducted with
more than 70 key leaders representing innovation,
engineering, technology, sales, product development
and purchasing. The business units were from the
automotive, industrial manufacturing, electronics, food
and beverage, and telecommunications industries.

The main recommendations from the research
“Innovation Sourcing” follow. Detailed results of the
study are presented in the body of the report.

Recommendations

An Established and Clearly Communicated
Company Innovation Strategy Is Required for
Innovation Sourcing to Succeed
To drive open innovation, a clearly defined and
articulated innovation strategy must be established. The
strategy will require a holistic approach with a number
of elements that include a companywide innovation
strategy with executive engagement, a culture of
innovation from any source, clear-cut definitions of
innovation and metrics that accurately measure the
success of the innovation effort.

Supply network relationships will also have to be
established that include both a focus on customer
innovation needs and the ability to translate and
communicate these needs to suppliers when
appropriate. Equitable buying company and supplier
risk/reward agreements that spur supplier innovation on
behalf of the buying company combined with high

levels of trust and positive supplier working
relationships must also be achieved.

The right systems, processes and capabilities also have
to be in place to speed innovation ideas to
commercialization. These include robust innovation and
new product development stage-gate processes, as well
as internal and external ideation workshops.

Specific Strategies
Specific recommendations for company and supply
policy, strategy and practice that directly impact on the
acquisition of innovation from suppliers, all derived
from this research, include:

• The companywide innovation strategy should be
more “open” than “closed,” with a company
culture that values and emphasizes innovation
from suppliers and other external sources.

• An executive position for innovation should be
established, with responsibility for enhancing the
rate and quality of innovation from all sources,
including suppliers.

• Innovation definitions and metrics should be
established to measure innovation implementation
and innovation results.

• To enhance supplier innovation efforts focused on
company needs, clarity around company
innovation needs should be established and
communicated to suppliers.

• Equitable risk/reward agreements should be
established with suppliers.

• Executive support and engagement should be
established to develop strategic and positive
working relationships with those suppliers most
likely to be able to provide future innovation.

• Innovation and new product development stage-
gate processes should be reviewed to enhance
speed to commercialization and segment
risk/reward scenarios.

• Executives should establish budgets for:
o Innovation workshops
o Internal and external innovation training
o Innovation idea portals
o Working with universities and other third

parties to find new innovations
• Strategic supply strategies should include supplier

innovation as a measurable objective.
• Company innovation needs should be clearly

communicated throughout supply management
and to suppliers.

• Methods to assess supplier innovation capabilities
and ability should be established.

• Approaches to obtain and assess supplier
innovations ideas should be established.

8 Innovation Sourcing: Contributing to Company Competitiveness



• A culture should be established that emphasizes
achievement of supplier innovation through
equitable risk and reward, IP ownership and joint
development efforts.

• Supplier innovation should lead to overall
strategic objectives of competitive costs, asset
utilization, and revenue and margin enhancement.

• Supply base segmentation that identifies strategic
suppliers for innovation, with a focus on positive
supplier working relationships and collaboration
to achieve important innovation needs, should be
established.

• Appropriate levels of information transparency
with strategic suppliers should be established.

• Executives should engage with buyers and
suppliers to establish working relationships
conducive to innovation.

• Supplier communications and trust-building
efforts should be developed to become a customer
of choice for innovation.

• Highly innovative suppliers should be rewarded
with ongoing business.

• An advanced supply group, focused on achieving
supplier innovation early in the new
product/service development process, should be
established.

Required: A Holistic Approach to Achieving
Innovation Sourcing
As is evident from the long list of recommendations
above, there are a number of critical elements that are
required to drive and achieve supplier innovation. The
elements are focused on innovation strategy, supply
network relationships, systems, processes, capabilities
and results. For supply to be effective in its innovation
sourcing efforts, a holistic company and supply
approach to achieving supplier innovation is required
along with effective implementation of the critical
elements. The interrelationships between company and
supply innovation strategy and innovation sourcing
need to be clear and communicated throughout the
company and out to suppliers and other third-party
providers.

Innovation Sourcing Assessment is Enabled
The detailed recommendations in Chapter 11 provide
the basis for a company to assess its’ company and
innovation sourcing efforts. A leadership group can rate
the implementation of each of the recommendations on
a scale ranging from not implemented, somewhat
implemented to fully implemented. A consensus can
then be reached by the executive group regarding
priorities and possible improvements.

9CAPS Research



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




