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The 9 Sources of Innovation: Which to Use? 

By Kevin Closson, Nerac Analyst 

 

Innovation is a topic fraught with controversy and conflicting viewpoints. Is innovation slowing? Is it as strong 

as ever? Is it accelerating?  

Even the terms and their meanings are the subject of debate. What does “open innovation” really mean? For 

that matter, what does “innovation” mean? 

Regardless of where one stands on these questions, the one central question that everyone is asking 

themselves is this: 

“How can we as a company be more innovative?” 

While the tactics of how to be innovative are almost infinitely varied, the sources of potential innovation are 

finite. In fact, there are nine (Figure 1). The question of how to be more innovative, then, becomes: 

 

“Which of these sources of innovation should we use and to what degree?” 

 

The answer that critical question will vary according to a number of factors, but this article offers a starting 

point for business leaders seeking to be better, faster, more impactful in their company’s innovation efforts. 
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Figure 1: The 9 Sources of Corporate Innovation 

 

 

Defining the Sources 

As mentioned at the beginning of this article, the terms used in innovation can be defined in a number of 

ways. The first thing we need to do, then, is calibrate on what we mean by the nine sources of innovation. 

 

Internal R&D is defined as those innovation-focused activities conducted solely within your company 

and by your company’s employees. 

Supplier-Driven innovation efforts are those wholly or partially initiated and largely driven by your 

company’s suppliers. 

Innovation Networks are temporary connections between your company and outside innovators. 

Examples are purpose-built innovation marketplaces like InnoCentive, expert referral pools and 

innovation challenge contests. 

Technology Scouting is the purposeful exploration and evaluation of technologies normally 

employed outside your company’s industry. These technologies are explored with an eye toward 

applying them in innovative ways in your industry. 

Corporate Venturing is the act of funding (typically through an equity investment) an innovative 

start-up company. The start-up is usually, but not always, external to the company. 

Mergers and Acquisitions are a source of innovation when the acquisition and exploitation of the 

target’s technology is the primary objective of the deal. 
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Joint Ventures and Alliances are useful as a source of innovation in a slightly different way from 

M&A since no ownership stake is being exchanged. Nevertheless, the coordination of innovation 

efforts with another company can be a viable path. 

Licensing is a legal construct whereby one company is allowed to use the patented technology of 

another company or individual in exchange for monetary remuneration. 

University Affiliations can be a source of innovation through access to research efforts and the 

professors and students performing that research. 

 

Finding the Right Mix 

Now that we have identified our nine sources of innovation, let’s return to the fundamental question we are 

trying to answer: “Which of these sources of innovation should we use and to what degree?” 

The trivial answer, of course, is “it depends.” It depends on major differentiating factors between companies 

like industry and size. It also depends on less obvious factors like company culture and values, geography 

and customer mix. Even normalizing for these differences, though, there is no optimal mix. Besides, we are 

after “better” not “best.” With that in mind, let’s look at some things to consider when finding the right mix of 

sources of innovation. 

Internal R&D 

Spending on research and development internally is doubtless where almost every innovative company 

starts the discussion when considering which mix of innovation sources to use.  

The major reason for this goes to the heart of why companies exist. Any given firm is competitive because it 

does at least one thing (or has at least one technology) that it does really well. This core competence can be 

the starting point for future innovative products, but for that to happen, investment must be made in applying 

that competence. In other words, time and money must be spent on developing that competence. 

Another reason firms look to internal R&D first is because a substantial internal knowledge base is required 

in order to even consider any of the other sources. This internal knowledge base can only come from a 

robust internal R&D program.  

There are disadvantages to focusing solely on internal R&D, however. The most obvious is that innovative 

products require the new combination of several technologies, not all of which will be core competencies of 

any one company. In those cases, a decision must be made about how to integrate those non-core 

technologies. Developing them through internal R&D is one path, but it can be an expensive and long one. It 

is often better to go outside the firm for these technologies. 

Another, less well recognized, disadvantage of internal R&D is that often the time and effort spent isn’t really 

meant to generate innovations. Instead, this internal R&D investment is used to maintain or improve current 

products. 
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The upshot is that even middle-market and smaller companies should be looking outside their walls for 

opportunities to invest in external R&D. 

Supplier-Driven 

Supplier-driven innovation is the most accessible external source of innovation for many companies. All 

companies, even commodity producers, have suppliers and these suppliers can be a driver of important 

innovations. However, while supplier-driven innovation is accessible to all companies, it is not often exploited 

for several reasons. 

Suppliers and the supplied have a dualistic relationship. On the one hand, they are obviously linked in an 

important way on the competitive marketplace. Suppliers want their customers to succeed if only to continue 

to sell to them. Both firms are pulling in the same direction. 

On the other hand, suppliers and customers routinely engage in negotiations that can be adversarial. 

Customers naturally want lower prices and quicker turn-around. Suppliers want certainty of orders, few 

changes and higher prices. 

One reason supplier-driven innovation is not more common is that supplier-driven innovation requires a high 

degree of trust and coordination between the firms and these misaligned goals tend to make that difficult. 

However, when trust is present, the supplier can be an important driver and catalyst for innovation, especially 

in certain industries like aerospace and automotive. 

Innovation Networks 

Despite their recent popularity, innovation networks tend to be difficult to use as a source of innovation for 

most firms for several reasons. First, the use of these networks requires a certain degree of exposure. A 

company wishing to utilize them must often reveal its intentions to some degree by way of posing a specific 

question (in the case of a challenge or crowdsourcing network) or revealing some portion of its internal R&D 

(in the case of an expert network). 

Another reason innovation networks are limited in their ability to spark innovation is that by their very nature 

these networks are convergent. That is, they are designed to answer already formulated problems. They are 

unable to be truly “inventive” and use divergent thinking to create innovations. 

For these reasons, innovation networks are usually best used to a limited degree and for very specific 

purposes. 

 Technology Scouting 

Technology scouting can be a very effective source for innovation. However, it is a long term project and 

requires diligence and resources to effectively implement. 

Technology scouting, even when used in a smaller company, is usually a significant effort. It requires one or 

more designated people, management backing, and can only be done in companies with a tolerance for 

failure.  
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Furthermore, tech scouting is a long term effort where ROI may not be evident for years. Most germs of 

ideas from these programs will fail or be unusable.  

Tech scouting programs can have fabulous successes and create substantial competitive advantage, leaving 

competitors far behind. However, because they are difficult to get right, few companies use them in a 

purposeful way. 

Corporate Venturing 

Corporate venturing, both internal and external, has recently had a resurgence in popularity, especially 

among large companies with excess cash. The main reason is because the equity investments made are 

usually small compared to the company’s turnover and because these programs offer a very low risk 

opportunity to access potentially disruptive technologies. 

However, corporate venturing is usually the domain of certain industries like pharmaceuticals, biotech and 

high tech. These industries experiment with many ideas to come to a few winners. This tolerance for failure 

is integral to the use of venturing. As a result, outside certain industries, corporate venturing is little used as a 

source of innovation. 

Mergers and Acquisitions 

“Innovation by acquisition” is a valid source of innovation. However, M&A is rarely used for this purpose. 

Instead, most M&A deals are financially-driven. Even when the technology of the target company is the 

instigator for the deal, financial considerations quickly take over and drive key decisions. When done right, 

mergers and acquisitions have been shown to be very successful sources of innovation. However, they are 

not often done right. 

Joint Ventures and Alliances 

Like M&A, JVs and alliances entail the pooling of resources to accomplish a joint goal. Unlike M&A, however, 

the companies remain separate entities. However, in JVs and alliances there is definitely a shared financial 

interest. As a result, these deals have some of the same dynamics as any other partnership (e.g. supplier-

customer). 

Perhaps the most difficult aspect of JVs and alliances to navigate is the ownership interest in any resulting 

innovations. Though these deals can be structured in many ways, the important thing to remember is to think 

these issues through thoroughly prior to the commencement of the partnership. 

Because they are “revocable” and typically benefit all parties involved in a low-risk way, JVs and alliances 

tend to be more common as a source of innovation than M&A or venturing. Not only that, but companies of 

any size can participate in these deals, making them accessible to all. 

Licensing 

Licensing involves the transfer of technology in exchange for financial remuneration. As with JVs, licensing is 

more commonly used than some of the other sources of innovation because it is an arms-length transaction. 

After the transfer, the companies (or individual) don’t have to have any significant contact. 
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Licensing has the two additional advantages. First, the acquirer can pick up just the technology of interest 

without taking ownership of things it does not want. Second, the risky research work has already been done 

(though development and integration into the acquirer’s product remains). These advantages make licensing 

a fairly common and important source of innovation. 

University Affiliations 

Affiliations with universities are an often overlooked source of innovation. Moreover, these arrangements 

have a number of significant advantages. 

First, relationships between universities and companies can be, and often are, quite informal. No formal 

grants need be put in writing, nor research programs outlined. A verbal understanding is often sufficient. 

Second, they are accessible to companies of any size. University researchers appreciate funding of any size; 

it does not need to be a six-figure grant to get a professor’s attention. The best funding for informal 

affiliations is money not tied to a specific program or line of research.  

Finally, university relationships have the advantage of providing the company with access to relevant and 

potentially innovative research and personnel. If attractive enough, the former can be licensed. Student 

researchers can be hired upon graduation, bringing with them substantial knowledge of the research work. 

For these reasons, university affiliations can be an excellent source of innovation for companies of any size. 

Conclusion 

It is important for companies to carefully consider all of the potential sources of innovation when deciding 

how to allocate their resources. While internal R&D is usually the starting point for investment in innovation, it 

shouldn’t be the end point, too. Many of the nine sources of innovation can be tried with little risk and little 

capital; having a well rounded innovation effort is critical for, and within reach of, companies of all sizes. 
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