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Reading:  Chesbrough, H. (2006). Chapter 4: The impact of stronger IP on the business model. In: Open Business Models. Harvard Business School Press, pages 81-105.


The impact of stronger IP on the business model

Intro

How to link your IP protection to the business model?

Patent protection had strengthened considerably in past 25 years
 	New environment for business models that needs more attention to its IP

Companies must:
1. Connect IP management with underlying technology life cycle (TCL)
2. Change IP management surrounding technology in different stages of TCL


Protecting individual patents and technologies

What patents do:
· Patents do not directly protect technologies
· Patents cover aspects of a technology embodied in a product
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Use of a patent for 1 party
Three regions of interest in the picture

1. Middle region: patent coverage and technology coverage overlap. Uses of this technology are protected
2. Right region: Technology practiced without protection
3. Left region: Patent provides coverage, technology not used

‘Freedom of action’: no other companies cover your technology
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Options when 2 parties have interfering patents/technologies 

3 regions of interest in the picture

1. Middle region or impaired region: The region is impaired for Party 1 = Party 1 cannot practice the technology because party 2 holds valid patents
2. Right region or infringement region: The region is an infringing region for Party 1 = Party 1 is vulnerable to party 2’s enforcement of rights
3. Left region or assertion region: The left-hand region is an assertion region for party 1. They have valid patent claims that cover party 2’s practices

Solution, the grand bargain: Party 1 & 2 agree to cross-license each other
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2 parties, where party 2 is a pure-play IP company

Dangerous business model for party 1.
Party 2 is a pure play IP business model (focus exclusively on IP, does not make products or practice technology). 
· Does not value cross-license
· Wants cash compensation


Mapping your situation

Patent mapping: Tool to examine all of the granted claims for an issued patent & considers where they might apply
· Mapping only one technology in isolation = problem

Solution: Mapping the entire value chain
· Analysis of patent infringement of a tech at every node of value chain
· Reveal opportunities, as well as risks
· Use black, grey & white nodes to indicate level of exposure		
· White: area of freedom
· Black: Serious IP risk


Clear message: Firms should also consider IP risks in other parts of the value chain, not only think about IP in their own business




The dynamics of IP management

Linking IP to the technology life cycle

Technology life cycle (TLC) describes underlying patterns in changing world of technology
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4 stages
1. First stage = emerge
2. Second stage = growth
3. Third stage = Maturity
4. Fourth stage = Decline

Key success factors for technology in one phase are not the key factors for the technology in a different phase

Most companies use a one-size-fits-all approach 
· Not the right way

IP management should align with stage of technology


The IP life cycle model

Management of IP should be tailored to phase of technology life cycle

Exploring the process in more depth within each stage

Emerging phase

Emerging phase:
· Invest in creating IP
· Technology waits for acceptance in market

IP management will depend greatly on whether the technology fits well with the existing business model

If there is an appropriate business model and a dominant design for the unfolding of the technology:
· The management of IP is straightforward
· There is a fit with complementary assets
· Seek as much IP protection as it can afford
· Aggressively develop technology

If there is no appropriate business model at the outset and no dominant design that determines how the technology shall unfold
· IP protection is secondary to the strategic mission of finding the right business model
· Little value in strong protection


Growth phase

Growth phase:
· Go to market 
· Deploy technology

If the company won the battle to be the dominant design:
· Technology and business model will be copied in industry
· Significant tacit knowledge is built

If the company did not win the battle to be the dominant design:
· Futile to hang on to approach that lost the race
· Withdraw from industry OR shift over to winning design

Natural tension between two elements of IP management:
1. First portion of IP management:
a. Support company to become dominant design
b. Consciously share much of technology with others, in hopes of recruiting more interest in technology
2. Second portion of IP management;
a. Capture a portion of the value created by dominant design
b. Protect enough technology to retain industry leadership


Mature phase

Mature phase 
· Harvest fruits of technology today
· Begin to entertain other uses of technology in newly emerging segments and other industries
· Companies now craft many alternative business models

Juncture where technical competition shifts from superior product technology to superior process technology

Different objective for IP management
· Support the application of IP to new segments within current industry
· Seek out new applications of IP in other industries


Decline Phase

Decline phase
· Technology no longer has much value
· Market value of technology expires long before legal protection lapses

Decline phase seems like the least interesting phase, however it is not
· Many profitable ways to extract value from IP
· License brand name and technology
· Firm no longer operates in business  more negotiating power
· Established companies auctioning additional patents from failed start-ups


Managing across phases of the technology life cycle: Windows in China 

Case: In the US, Microsoft won the battle for the desktop against LINUX. In China, however, the battle of the desktop is very much in progress. Microsoft has a problem in China with pirated copies of her software being given away for free and is also losing the battle against LINUX: what to do?

Microsoft does not take action against pirated versions of her software. It actually helps them offset the initial cost advantage of free open source software that LINUX has (LINUX is open source software). 

Bottom line: IP management must be driven first and foremost by the business objectives of the company, and not by a legal perspective
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