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Activating Regional Innovation Networks:
A Value Network Approach

This White Paper lays out a road map for evaluating Regional Innovation and
using Value Network Analysis as a method for activating regional innovation
networks and the networks that support their success. This approach is being
adopted by regional development agencies in Europe, Scandinavia, the U.S., and
the Caribbean. Although application of Value Network Analysis to regions only
began in 2007, the methodology has already proven powerful and effective for
redirecting strategies and resources.

Supporting Regional Innovation

Traditional approaches to regional innovation focus primarily on the material inputs into a region,
such as finance — and material outputs of the region, an example being the number of patents
generated. But innovation within a region is not a mechanistic process — it is a network activity.
Linear approaches are inadequate to develop meaningful support and strategies for regional
development.

A search of the literature on regional innovation reveals a central finding that firms do not
innovate in isolation, but they rely upon continuous interaction with other local companies and
people, and thus with their environment. Various concepts have been introduced to describe
these interactions, most including one or both of the terms “system” or “network.”

Participation in these systems of innovation for the development and commercial deployment of
new technologies, products, and services may include:

e The research community — both public and private;
e Universities and other institutions — in a broad range of supporting activities and projects;

e Industry (including SMEs) — embracing the whole production and supply chain (including
component, equipment, and sub-system suppliers and buyers);

e Public authorities — in their double role of regulators/policy makers and promoters or
“‘consumers” of goods and services;

e The financial community — banks including the EIB and EIF, venture capitalists, insurance
companies, etc.;

e Users and consumers — as involving the customer base is crucial to channel the process
and optimise the benefits of a new product; and

e Civil society organizations and NGOs — to ensure that public awareness and
understanding of technologies and social or environmental challenges do not act as
barriers to success.
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The experts at ValueNetworks.com define an innovation system as the system of organizations,
individuals, and rules and regulations within which the creation, dissemination, and innovative
exploitation of technology and other branches of knowledge take place. When the interaction
between the different players works well, then new, valuable knowledge is generated which is
quickly put to practical use by commercialization or other implementation. This creates the
foundation for innovations and attracts investments.

Overall Objectives of this Approach

The basic goal of this approach is to better understand how a regional innovation value network is
“activated” in different stages of innovation. Some organizations may be involved in multiple roles,
and even though they may be active in more than one stage their roles may be different in
different stages. Evaluating regional innovation with a value network perspective:

e Provides an expanded foundation for assessing regional innovation capacity and the
effectiveness of the regional innovation system.

e Develops value network indicators to assess the health and vitality of regional innovation
systems and to link innovation system behaviors to regional economic and Intellectual
Capital (IC) indicators.

e Provides a powerful visual language for engaging critical stakeholders, fostering
connective tissue, and improving innovation capacity at the regional level.

e Defines the requirements for continuous monitoring and evaluation of innovation regional
value networks.

Building Value Network Competencies through Systemic Meetings

Value Network Analysis (VNA) is part of a self evaluation of the innovation strength of a given
region. In a longer perspective the capability for self evaluation is seen as part of a means for
innovation governance; that is to execute leadership on a systemic innovation level. Such
leadership is seen as central to the development of regional innovation strength.

Systemic leadership differs from organizational leadership in that it has a wider focus. Just like
organizational leadership it is concerned with the systemic effects of decisions. But in contrast to
such leadership it accepts the messiness of “living systems,” and it chooses to see innovation
systems as such systems. More particularly it accepts the need for personal sense making
stemming from conscious search regarding patterns and choices in the living innovation system
in which the leadership is executed.

The big issue though concerns learning rather than knowledge comprehension. It is one thing to
be able to understand theories and concepts that are presented to you and another thing to be
able to integrate them in your personal reflection repertoire. Systemic meetings are critical to
develop this scope. Based on storytelling and collaborative inquiry, meeting participants are
asked to suggest patterns and choices in the system highlighted by the story being told, which
would be of an event of the type that they meet on a daily basis. Systemic concepts, like those of
VNA innovation system research in general, need to become part of the pattern recognition
vocabulary.
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To the extent that the concepts have personal meaning to the participants they more readily
engage in overall governance issues. In this way the systemic meeting is both a test of the
strength of the meaning behind the concepts and a way to provide feedback on concept
developments. System analytics and system theories become more responsive and provide more
value in shaping and decision making for the participants.

Therefore VNA works best in combination with a systemic meeting approach to engage in
collective sense making and strategy development with the regional stakeholders and participants
in the relevant value networks. This approach is employed with great success in the Skane
Region in Sweden where the series of systemic meetings are part of the self evaluation effort and
are also part of developing an innovation governance function.

Theory Base

Both VNA and Social Network Analysis (SNA) draw from exchange theory and address the
guestion of how social relationships convert into other forms of value. The theme of value
conversion runs through social exchange theory and is a key question in the field of
socioeconomics. Verna Allee’s approach to VNA departs from mainstream exchange theory,
however, by linking the network to both financial and non-financial performance and asset
generation both for the network overall and at the level of individual roles and transactions.

Participants in a value
network, either individually
or collectively, utilize their
Tangible and Intangible Roles Deliverables
asset base by assuming or
creating Roles that convert
those assets into more
negotiable forms of value
that can be delivered to
other Roles through the
execution of a transaction. Figure 1: Value Conversion Model

Transactions

‘ Realize Value

Utilize Assets f

Tangible and Intangible Assets

Financial
Assets

In turn, the true value of Deliverables received is realized by participants when they convert them
into gains or improvements in Tangible or Intangible assets. The Value Conversion Model in
Figure 1 illustrates this value conversion®.

The emergent purpose and value dynamics of the network are revealed through the particular
pattern of Roles (contributing individuals or organizations) and their unique negotiated value
exchanges in service to fulfilling an economic or social goal or output. Shared purpose and values
may be either tacit or explicit but can be deduced from the network patterns and the nature of the
exchanges. Value is continually being negotiated in this context of both individual and overall
purpose and values.

! Allee, 2002, 2008
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This value network model assumes sustainability of the network is dependent upon there being a
high level of perceived value from the view of the participants. They must feel their participation
brings them direct benefit. Sustainability of the network increases as the participants realize
increasing value from their interactions and if the network itself is perceived as being of high
value in terms of its social or economic outcomes. Therefore understanding the actual
Deliverables of a value exchange and the unique behavior of individual Roles is essential to
understand if, when, and how both Tangible and Intangible value is being created. Figure 2 builds
on Figure 1 by depicting how the value conversion strategy of a Role relates to the pattern of the
value network.
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Figure 2: Value Creating Network

Methodology

The applied method identifies how the innovation process self-organizes in a particular region.
Information about participating organizations is gathered using web surveys, interviews, and
online research. All gathered information about the organizations and the networks they operate
in are consolidated into a single database structured in accordance with the Valuenetworks.com™
data model. The data is then subjected to data mining methods in order to discover stable
patterns of value conversion that represent the way work is done in the relevant context.
Organizations are then categorized based on maturity and supportability in respect to value
conversion capability. This step then allows for comparing individual organizations and their own
specific networks among each other in order to identify best practice approaches, while at the
same time leading to specific interventions necessary on a tactical level to nurture individual
networks towards higher performance.

The method has been developed over a period of several years and is validated in multiple
research projects such as the EU CESPRI?, RAND?, EU ICT-RTD*, and Skéne Regional
Innovation evaluation studies, in addition to multiple commercial research studies with global
players such as SAP, and Knoll°.

> CESPRI 2006

% Rand 2005

4 Allee et al, 2007, Allee and Schwabe 2008
® Venezia, Allee and Schwabe 2007
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Three key levels of analysis
The methodology addresses three key levels:
1. The conditions or environment of the regional innovation system
2. The roles, products and services provided in the supporting value network(s)
3. The innovation value networks themselves by technology, products, services or industry

We take an integrated Value Roles 4 Impact 4 Relationships Integrated Frameworks
d Tool
methodology approach | and foow

using regional : _ ) @
Regional Innovation
Value Network(s

economic and

Intellectual Capital e e emeors
Indicators, webcrawls :
and SNA, VNA,

surveys, and data Support Value Network Web Crawl SNA

mining of survey > e
=\}

results. Other - "P: )

frameworks can be
integrated that may be
in use within a specific
region or country. See
Figure 3.

Value Network Analysis

Environment
Platforms, Conditions

) Surveys and Data Mining

Figure 3: An integrated methodology used at three critical levels

Figure 4 below offers a process view of the method, once the project scope and boundaries have
been defined.

ValueNetwork
Archetype

Governance
Framework

Figure 4: A process view of the method
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The method is based on identifying four perspectives:

e Web connectivity — how are websites linked technically?

e Web messaging — what message and business model is communicated by a website?
e Web survey — what view of the network do its individual participants have?

e Interviews — can the emerging network patterns be verified as correct by its members?

It is important to remember that although no research can truly consider all participants and
influences in a network, the living systems theory base of value networks allows for discovery of
repeating patterns in the network in even small datasets. This unique characteristic of the
approach ensures that even with “dirty” and “fuzzy” datasets, network patterns of collaboration
can be reliably identified and scaled.

Webcrawl and website analysis

A typical webcrawl begins with identification of an initial set of 50-75 URLs of organizations of
interest. The analysis team then conducts a qualitative analysis to extract a first standardization
of Roles and Deliverables and first insights of the network, turning each website into a value
network. The website analysis provides the following:

e Standardizations of Roles where possible
e Different perspectives of governance, operations, and collaboration of each website

e Asset types of each Deliverable according to the basic asset categories of Business
Relationships, Financial, Structure, and Competence

e Three value networks per website (separated into all Deliverables, Tangible only, and
Intangible only views) representing operations, collaboration and governance

e One aggregated value network of all value networks

e Alist and distribution of Roles assumed by organizations
e Web connectivity network between organizations

e Web connectivity network between Roles

Value Network Analysis

All value networks are then aggregated into a legible single value network. The Deliverables are
evaluated to create value creation thumbprints (an overview of what asset types are created by a
Role) and a value conversion profile (a comparison of the number of Deliverables received by a
Role versus the number of Deliverables created by a Role) for each network and the whole
network. The ValueNetworks.com™ application provides social network and value network
indicators. These indicators are used to explore the differences between the evaluated websites,
in search of significant deviations that warrant closer review.

A VNA at a minimum addresses the following insights and indicators:

e One value creation thumbprint for each value network and for the whole;

e One value conversion profile for each value network and an aggregated version for the
whole;
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e Value consumption and generation;

e Resilience of the network(s);

e Asset Management and Intellectual Capital Formation;

e Stability of the network(s);

e Agility of the network(s);

e Risk factors in the network(s);

e Reciprocity and collaboration;

e Maturity and Supportability of the network(s);

* Representation of innovation value network archetypes®

e In depth evaluation of Roles and Tangible and Intangible Deliverables;
e A technology blueprint and plan for value network monitoring; and
e Strategy recommendations.

All insights are further validated with a web survey as well as interviews or face-to-face systemic
meetings with the participating organizations.

Regional Innovation Value Networks Projects

Regional Innovation projects typically extend for six months to one year, depending on the size of
the region and the number of networks evaluated.

We work with a regional team to develop crisp project timelines, milestones, and specifications for
deliverables. As experts in value network analysis methods and visualization tools we provide
advisory services, expertise, technology, training, and technical support for value network
methodology and modeling, visualization, indicator development, and assessment.

Because we work with a region’s own team of analysts, external costs for our services are
reduced considerably while internal competence in value network analysis is built that can carry
the work forward.

Typical of the support we provide:

e |dentify key stakeholders for the project, purpose, and desired outcomes and objectives.

e Assess available regional indicators and data sources appropriate for value network
analysis and monitoring.

e Co-develop a set of regional-level indicators for economic growth and intellectual capital
formation that can be used to assess regional innovation capacity.

6 Allee, Schwabe 2009
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e Provide a webcrawl of linkages among regional government, education, and industry
organizations.

e Facilitate the analyst team in developing value network maps for all selected websites and
developing a synthesized whole-system map by combining the core value network
patterns into one comprehensive value network map or “system.”

e Design and administer a simple survey to fill out value network data and a select target
population for interviews or systemic meetings. Coach the team in collecting and compiling
interview data.

e Conduct an initial assessment of the supporting value network for regional innovation,
identifying high leverage improvement opportunities.

e |dentify any additional data that would be required for a full analysis. (Note it may not be
possible to acquire all needed data for a full assessment, but often we are able to
successfully complete an initial assessment.)

e Use the geo-location functionality of the ValueNetworks.com™ application to map the
participating roles by physical location, providing critical input for urban planning and
regional development.

e Develop a “desired future state” map and success factors for the supporting network for
regional innovation.

e Suggest optimization strategies for platforms, competencies, resourcing roles, supporting
interactions, enabling policies, and other support needed to achieve that desired state.

e Provide a complete report of value network and structural indicators for each value
network. Reports include more than 50 indicators, with analysis and commentary.

e Where data is sufficient at the level of individual participating organizations, we provide a
Collaborative Value Network Report (SNA) in addition to the Standard Value Network
Report.

e Based on the findings of the project we develop recommendations for better supporting
the innovation value network archetypes within the region.

e Plan and co-facilitate face-to-face project team meetings and weekly conference calls.

e Plan and co-facilitate two engagement workshops with regional organizations to introduce
value network concepts and tools into the region.

e Support the project team in distilling insights, developing actions plans, preparing
visualizations and reports, and calibrating business results.

e Help document the methodology for future reuse within the region.
e Provide an Executive Summary report of all findings.

e Provide a technology blueprint for tools to monitor the effectiveness of support for regional
innovation systems and to simulate the impact of such investments.
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Project Costs

Costs vary according to a number of scoping factors. We gladly work to provide the best possible
results for the resources that are available. These projects often lend themselves to university
collaborations which are not only cost effective but also help build value network competencies
within the region.

Conclusion

Regional performance in terms of innovation and value creation are directly linked to value
network patterns of knowledge sharing, cooperation, and connectivity within a region. Value
network patterns link to specific value conversion activities and Intellectual Capital formation for
value network participants and to the innovation capacity of the region as a whole.

Many acknowledge that 70% or more of the value of a firm lies in its intangibles, and the same
argument can be made for the value of a region. This problem is especially intense in
government, civil society, and nonprofit organizations and networks. In these cases value impacts
are exceedingly difficult to describe in only tangible or financial terms. Further, the kind of support
that is needed for innovation at a regional level is far more systemic and “social” in nature, which
makes it even more critical that intangible assets within the region be managed effectively. Value
Network Analysis offers a powerful and scalable method for understanding the dynamics of
intangibles and value creation at the level of business networks, regions, and even nation-states.
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