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When is Virtual Virtuous (733 words)
Chesbrough and Teece consider the pros and cons of utilizing a business structure that achieves competitive advantage in certain types of innovation by outsourcing of responsibilities to external markets.  They refer to this type of entity as the “Virtual Corporation”.  Incentivization appears to be the key advantage of the virtual corporation, while the authors identify a lack of control as its chief disadvantage.  
The authors’ basic premise suggests that autonomous innovation (independent of other innovations) is best pursued by the virtual organization.  On the other hand, systemic innovation (dependent on other innovations) occurs best under the control of a single organization, which can better promote the necessary interchange of information.  Certainly, the author’s PC example appears to support this notion.  Apple dominated the industry by maintaining proprietary control over both PC hardware and software as technological components were developed.  Nevertheless, IBM quickly passed it by leveraging the innovations of third-party hardware vendors to break the logjam of competing technologies and create an industry standard.  While both Apple and Microsoft have assiduously maintained proprietary control over their operating systems and enjoyed market dominance for some time, other software vendors employing open source programming (particularly Linux) are starting to achieve similar results with the WYSIWYG
 graphical user interface (GUI) that users require for today’s computers.
One area that the authors fail to address relates to how the benefits of the firm, as explored by authors like Coase, might allow for and inspire innovation beyond that delivered by external markets.  The firm provides many benefits in the form of reduced transaction costs between parties.  The authors recognize the benefits of control in respect of facilitating communication for systemic innovation, but simply assume that large companies will “flounder” in the face of rapid technological change.  Yet control also allows a firm to minimize its costs of contracting with unknown (and ever changing) parties by arranging the necessary relations between known internal groups.  In fact, many have argued (Coase, e.g.,) that, if properly / efficiently structured, the firm itself can become the type of virtual marketplace that the author’s propose as existing only outside of a corporation.  At a minimum, the authors do not explore the extent to which the relative net benefits of innovating within a firm may exceed the “all-in” net costs of relying on external actors.
By focusing only on incentives and control, the authors similarly ignore the critical issue of risk.  In fact, it seems that the authors assume that an external market not only exists but has the resources (e.g., skilled people) required to innovate.  However, such a market will only develop if some minimal possibility of reward exists to offset the risk of failure.  This risk is particularly high when the goal is innovation and the external market consists of the specialized individuals or firms apparently envisioned by the authors.  By diversifying its resources, the traditional firm can support some who fail with the successes of others.  In reality, then, it appears that the authors are really talking about innovation within an industry or technology already having achieved some level of critical mass.
It is not clear how far the author’s ideas can be extended to early stage / fundamental innovation.  The internet existed for decades before the advent of the world wide web (WWW) allowed for the countless subsequent innovations that have so greatly impacted the way we communicate.  Today’s reality of the WWW grew substantially out of NCSA’s M.O.S.I.A.C. program.  One could argue that subsequent innovations such as e-mail or Amazon.com’s single click purchasing were systemically dependent on the development of the WWW.  However, these specific innovations were not necessarily envisioned by Marc Andreesen as he developed the precursor to Netscape Navigator at the University of Illinois.
  Simply put, the authors’ posit that internal control fosters systemic innovation requires some bound be placed upon it – namely, that it has greater validity the more proximate (e.g., temporally and expectationally) that systemic innovations are to one another.  Also, the notion that independent companies will often be unable to “knit” systemic innovations together presumes a limited time span.  As we see in tracing the development of the internet from inception to e-mail, a number of independent firms can systemically innovate when given enough time.
The author’s take a fresh approach to tieing innovation to organizational structures.  However, they leave  much fertile ground for further discussion while relying on many broad and implicit assumptions.
� What You See Is What You Get (WYSIWYG).


� Andreesen developed MOSAIC, eventually commercializing the program as Netscape Navigator.





