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Abstract

Open innovation, as presented by Henry Chesbrough in 2003, has been extensively explored in
the context of large corporations in industrialized economies. Studies that have been done
focusing on the adoption of open innovation in small and medium enterprises have mainly
focused on SMEs in developed economies. In order to further explore this practice under
different geographical and firm conditions, this research is dedicated to examining the drivers,
benefits, and challenges of open innovation adoption by SMEs in developing economies, with a
major focus on Africa and specifically Kenya. The study focuses on 10 small and medium
enterprises from three industrial sectors, namely manufacturing, retail and ICT. Of these 10, five
SMEs will be selected from the ICT sector, three from manufacturing, and two from retail.
Admitting that a favorable internal environment is necessary and important in enabling
productivity and innovation in an organization, this study seeks to analyze the significance of
transformational leadership in driving open innovation. Specifically, it explores how
transformational leadership influences employee engagement, productivity and its subsequent

impact on open innovation adoption in SMEs.

A gqualitative methodology was employed, utilizing semi-structured interviews which on one
hand interacted with leaders and the other with employees using a sample of 10 Kenyan SMEs.
Thematic analysis of the collected data revealed significant insights into the interplay between
leadership style, employee engagement, and innovation adoption. Findings highlight the pivotal
role of transformational leadership in fostering an environment favorable to open innovation
which comes by cultivating trust, motivation, and cooperation between employees. These
results contribute to the growing body of knowledge on open innovation and offer practical

implications for SMEs in developing economies aiming to enhance their innovative capability.
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1. INTRODUCTION
1.1. Purpose of the Study

Open innovation refers to a concept that has been widely acknowledged as an essential
element in enhancing organizational performance and profitability. Despite the fact that over
the years, multiple studies have examined the notion of open innovation and its effect on
businesses, most of this research has focused on large multinational corporates and high-tech
organizations, analyzing their innovation strategies and practices. While these studies provide
valuable insights on open innovation, they often fall short of addressing the unique context and

needs of small and medium-sized enterprises (SMEs).

SMEs are distinct in several ways and differ with their counterparts in large corporations,
particularly in terms of resource and technology accessibility. SMEs often operate with limited
financial and human capital, and their main strategic decisions are frequently shaped by the
entrepreneurial vision of a single leader or a small team. These unique characteristics render
the findings and recommendations from studies on multinationals and high-tech firms less

applicable to SMEs.

The significance of SMEs in any given economy is often times ambiguously expressed. In one
narrative, they are widely said to be the engines of economic growth and development, playing
a vital role in both developed and developing economies. SMEs contribute substantially to an
economy’s gross domestic product (GDP) and are said to be the key drivers of employment
creation, addressing challenges of unemployment that many developing nations grapple with
(Usman et al., 2018). However, despite their state importance, SMEs face numerous and unique
obstacles and challenges that impede their viability, growth and sustainability, such as limited

access to capital, shortage of skilled labor, and inadequate technological infrastructure.

Open innovation, which is depicted by the strategic use of internally and externally available
ideas and resources to accelerate innovation, offers a potential pathway for SMEs to overcome
these barriers. By engaging in open innovation practices, SMEs are able to enhance their
competitiveness, access new markets, and create innovative products and services.

Nevertheless, the successful adoption of open innovation requires a supportive internal



environment, including a supportive leadership structure and the presence of absorptive
capacity—the organization’s capacity to identify, integrate, and utilize external knowledge

effectively.

Focusing on the important role that SMEs assume in the global economy as well as the potential
of open innovation to address their challenges, this research study’s objective is to bridge the
research gap by looking at SMEs and their adoption of open innovation in developing

economies. Specifically, the purpose of this study is:

1. To analyze the drivers, benefits, and challenges faced by SMEs in implementing open

innovation.

2. To examine the role of transformational leadership in enabling open innovation within

SMEs.

By investigating these aspects, the study seeks to provide actionable insights that can guide
SMEs in leveraging open innovation as a strategy for growth and sustainability. Furthermore, the
results of this study will enhance the understanding of and contribute to the broader body of
knowledge on open innovation, offering practical recommendations tailored to the unique

context of SMEs in developing economies, a less studied context.

1.2. Context of the study

Since its introduction by Chesbrough (2003), the open innovation concept has gained significant
academic and practical attention which has prompted many organizations to embrace this
approach in a bid to improve their innovation processes. Before the rise of open innovation,
organizations primarily relied on their in-house departments that focus on research and
development (R&D) to develop and create new products, processes, and technologies that
provided them with a competitive advantage. This traditional "closed innovation" approach was
characterized by strict organizational boundaries, which limited the flow of knowledge and

resources to those developed internally.

Conversely, the open innovation model proposed by Chesbrough (2003) advocates for the

openness of organizational boundaries, which allows the sharing of insights, expertise, and



technologies between firms and the external economic environment. This model has been
proven to encourage organizations leverage innovation sources available externally—such as
consumers, suppliers, institutions of higher education, and startups—while also creating
pathways to commercialize their internal technologies through partnerships or licensing
agreements with other entities. This shift in perspective has redefined how organizations view
and manage innovation, emphasizing collaboration and shared value creation as key drivers of

competitiveness.

Despite the extensive research on open innovation, many related research has primarily
concentrated on large corporations and high-tech industries, which led to overlooking the
innovative potential of small and medium-sized enterprises (SMEs) to utilize this approach.
SMEs, often and uniquely characterized by their agility and adaptability, are inherently
innovative and increasingly adopt open innovation practices to overcome resource constraints
and market challenges. However, scholarly attention to open innovation within the SME context
has lagged behind. As stated by Usman et al (2018), studies on open innovation in SMEs only
began to gain traction in 2009, even though the concept was introduced six years earlier. In this
case, studies found that SMEs experiences a chicken and egg situation whereby they need skills
and knowledge to manage open innovation well even though they need the open innovation in

order to access the resources they do not have within their borders (Usman et al, 2018).

It is therefore crucial to explore subsequent literature and carry out further investigations, due
to the fact that SMEs operate under unique conditions that differ significantly from those of
large corporations. Due to the minimal access to financial, human, and technological resources
in SMEs, open innovation emerges as a valuable strategy in fostering their growth and
resilience. Further research into open innovation in SMEs can uncover the specific drivers,
practices, and challenges faced by these organizations, providing a more inclusive
understanding of the concept's application across different organizational contexts. Small and
medium enterprises, unlike the large corporations which are rigid on their business models,
tend to have a great context for implementing open innovation, due to their flexibility as they
can change their organizational strategies and structure in response to changes in the market

and industry (Usman et al. 2018).



Adoption of open innovation allows SMEs to act on their challenges, by forming collaborations
and by the use of inflow and outflow of knowledge which fastens innovation and eventually

leads to growth.

The internal organizational environment can support or act as an obstacle to the adoption of
open innovation. Factors, such as the quality of skill available, can determine the absorptive
capacity of new technology, the employee’s motivation to innovation and creativity determine
whether employees will be in support of the new technologies. Leadership style determines the
environment of the organization and its ability to support the innovation strategy designed by

the organization’s leaders (Singh et al 2021).

For those studies that do exist on open innovation in small and medium-sized enterprise (SME),
most frequently focus on advanced economic regions such as Europe and Asia (Hossain 2015).
Additionally, significant attention has been devoted to SMEs operating in innovation hubs like
Silicon Valley, where advanced technological ecosystems and access to resources provide a
conducive environment for innovation. However, there is a noticeable lack of research on open
innovation adoption in SMEs in African economies, particularly in sub-Saharan Africa, despite

their critical role in economic growth and employment creation across the continent.

This study seeks to address this gap by focusing on SMEs in Kenya which is a representative
country within sub-Saharan Africa and a developing economy. Kenya is known for its dynamic
SME sector, which constitutes a significantly large portion of the country's economic fabric.
SMEs in Kenya face unique challenges, including limited access to financial and technological
resources, infrastructural constraints, and regulatory bottlenecks. Despite these obstacles, they
also demonstrate remarkable resilience and creativity, often relying on resourceful strategies to

navigate their complex environments.

1.3. Research Problem Statement

Large corporations and SMEs in developed economies have mastered the art of open
innovation, but their counterparts in developing economies are still struggling to innovate
sustainably (Vvrgovic 2012). Additionally, Adu-Danso (2023) found that, SMEs in developing

economies, face challenges such as constrained financial and human resources that hinder their

4



innovation capability. SMEs can gain substantial value from open innovation compared to their
counterparts in large organizations and is seen as a means to tackling many of the challenges
that SMEs experience (Hossain 2015). As a result of labor mobility, extensively available
knowledge and the increasingly available venture capital within the economic landscape, it has

become necessary that SMEs make use of open innovation (Omar, Mauricio, & Domingo 2023).

Comparatively, a study by OECD/Eurostat (2018) found that only about 5-10% of SMEs in the
European market have adopted the use of open innovation. This shows SMEs’ inactiveness in
the adoption and use of innovation which can be a result of challenges they are exposed to such
as managerial, leadership and access to technical skills issues. The complexity of new products
and technology necessitates the adoption of open innovation by small and medium enterprises,
which allows them to adopt new technologies (Omar, Mauricio, & Domingo 2023).According to
Hossain (2015), SMEs need to work on their absorptive capacity, if they are to benefit from
open innovation. It is necessary to have methods in place that will allow SMEs to overcome the
challenges of open innovation implementation. Many studies focus mainly on the benefits and
challenges of open innovation on SMEs, but do not factor in the organizational archetype and

the absorptive capacity of organizations.

Organizational management and leadership are among the crucial areas that can enable or
deter the adoption of open innovation, as many organizations are still stuck on the not invented
here (NIH) syndrome, which is a barrier to adoption of open innovation that is mostly
perpetuated by the leadership in the organization (Dufour, 2015). Hence, this study looks at how
transformational leadership can support the adoption of open innovation, as well as motivate

employees into being creative and innovative in the Kenyan context.

Research question 1: Are SMEs in Kenya embracing the concept of open innovation? If so, in

what ways?

Proposition: Kenya has become a hub for innovation due to support by the government of
Kenya and private companies that are setting up innovation hubs to support SMEs experiencing

challenges in their operations. According to a report by UNDP (2023), these hubs support SMEs



mainly in the acquisition of capital and strategic guidance, by allowing the hubs to offer

guidance and capital.

However, despite the establishment of innovation hubs and government initiatives to support
SMEs in Kenya, most SMEs are not effectively embracing open innovation. This is due to
persistent structural barriers such as limited awareness, inadequate capacity to integrate
external ideas, and cultural resistance to collaboration. This study will therefore investigate the

drivers, challenges and benefits of open innovation adoption by in the Kenyan SMEs.

Research question 2: How does transformational leadership style promote or hinder the

adoption of open innovation in the SMEs?

Proposition: Studies have shown that there is a positive relationship between transformative
leadership and the attitude of SMEs in fostering innovation. According to Lee et al. (2017)
leaders who are said to be empowering in turn have employees who are more likely to come up
with new ideas and new ways of doing things compared to employees with leaders that do not
empower them. Hence their conclusion was that transformational leadership is more effective
when employee creativity and innovation is required. However, Chukwuemeka (2021) and
Martin et al. (2013) suggest that it is not only transformational leadership that motivates
innovation, but transactional leadership which is also referred to as dictatorial leadership also
motivates innovation in an organization. This study will focus on several Kenyan SMEs to

investigate the positive relationship between open innovation and transformational leadership.

Research question 3: How does the adoption of open innovation by SMEs vary in different

sectors?

Proposition: According to Chesbrough (2003), some industries such as the entertainment
industry cannot thrive without embracing open innovation. However, there are some industries
such as weapons manufacturing that have a complex product offering which makes it difficult to
adopt open innovation (Chesbrough, 2003). This study proposes, subject to investigation, that

different sectors will have varied appetite for open innovation.



1.4. Significance of the study

This study will make a significant contribution to the body of literature firstly, on the adoption of
open innovation by SMEs in emerging economies, which is an under searched phenomenon
especially in Africa. Secondly, the study will offer practical insights on open innovation adoption
to SMEs managers as it looks at the benefits of collaboration and partnerships with external
partners to kickstart innovation projects effectively and efficiently. The managers will hence be
exposed to the benefits of adopting open innovation and the strategies on how they can use

this phenomenon to curb the challenges experienced by SMEs globally.

1.5. Limitations of the study

This study is subject to a few limitations as follows;

e The study’s context is around SMEs in Kenya only; hence it will only focus on firms within
the Kenyan national boundaries.

e The study focuses on the internal organizational-level variables that impact the adoption
of open innovation by SMEs.

e ltis subjected to the reflections of a few SME leaders and employees who answer the

interview questions.

1.6. Definitions of terms

Innovation - Innovation is the implementation of a new or improved product or process that

differs significantly from the previous product brought into the market OECD/Eurostat (2018)

Creativity - Creativity has been defined by Sawyer(2011) as a new mental combination that is

expressed to the world

Open Innovation - Chesbrough (2003) defined open innovation as a concept that uses internal

and external ideas and bringing together internal and external paths to the market.

Leadership - Leadership has been defined as the process of socially influencing people while

gathering their support in achieving a shared goal or vision (Tikas 2017) and (Chemers 1997).



1.7. The structure and outline of the report

Chapter 2 — Literature review.

This chapter looks at the theory of open innovation and transformational leadership, and the

conceptual framework that brings the two models together.
Chapter 3 — Methodology Design

The aim of this chapter is to describe the research design and methodology as well as the

strategy the study uses to answer the key research questions.
Chapter 4

This chapter presents the results and findings derived from a series of interviews that take place

in small and medium-sized enterprises (SMEs) personnel based in Kenya.

Chapter 5

This chapter discusses the results that are presented in Chapter Four of this study.
Chapter 6

The main purpose of this chapter is to summarize the findings and conclusions expected to arise

from the literature, as well as the interviews that are carried out in this study.



2. Literature Review

2.1 Introduction
This section will outline the literature on open innovation in small and medium-sized

enterprises globally, in developing economies, and particularly in Africa. It will also present a
basis for studying the influence that transformational leadership has on the capability of such

organizations in their journey of open innovation implementation.

2.2 Theoretical and conceptual understanding of open innovation

The open innovation concept has been in existence since 2003 having been pioneered by Henry
Chesbrough who remains the most influential researcher of the concept (Orlova 2019). As
confirmed in his book “open Innovation” , Chesbrough’s main audience was the business
manager, but over time, the open innovation notion has increased popularity in the innovation
management field, which led to the emergence of many conferences, books and articles on the
topic, resulting in some governments also embracing the concept of open innovation in their

political frameworks (Orlova 2019).

Several researchers over time have developed theoretical frameworks in relation to open
innovation. Some of these frameworks include a framework by Wallin (2010), who believes that
knowledge is at the core of innovation and that innovation cannot be implemented without the
movement of knowledge both from inside the organization as well as outside organizational
boundaries. Wallin (2010) believes that product, process and service innovation depend on the
collaboration of different people and teams who hold different types of knowledge, acquired
from different practices. Figure 1 below illustrates the framework as described above where the
author found that for an organization to adopt open innovation, the innovation process steps
have to be clearly defined to avoid the innovation process being halted by, for example,
organizational politics. Secondly, it is important to identify innovation relevant knowledge that
will support the stage at which the organization is applying the open innovation concept and
ensuring that the organization has a solid integration mechanism, to allow and enable smooth
implementation without disrupting the organizational way of operation. For example, the
manager can set up rules on when to engage a consultant when the expertise required is not

readily available from within the organization, or when to out-licence an innovation if the



organization is unable to commercialize their product. Creating an effective governance
mechanism is another factor in the model where a manager has a set way of governing the
process in order to plan for any pitfalls, finally balancing the incentives and controls, ensuring

that the benefit of implementing the concept of open innovation outweighs the cost.

Define the Identify Choose an Create Balance

i [ innovation appropriate effective " i

;gg;’;:gfg relevant integration governance ! nc%r;tr:\ir%sisand
P i knowledge mechanism mechanisms

Figure 1: A process model for knowledge integration - Wallin, (2010)

Another framework that extends the open innovation notion is that of open innovation at the
national level by Lee (2020), where the framework is meant to guide the government on

collaboration with other countries at different levels, namely, the macro level, meso level and

micro level.
/ Macro-level
Y
/ /
/ Attractiveness (Segmenting) //
/
7/ How attractive is the country as a collaboration partner? /
/ /
/ /
/ /
—————————— Meso-level
/
Closeness (Targeting) /
/ How close is the focal country with the partner country? /
4 /
/ Micro-level —

// Strategy (Positioning) /

What strategy is suitable for collaboration with the country?
/

Figure 2: Multi-level framework for open innovation at the national level. Lee (2020)

In support of the model on collaboration at the national level, studies show that well-
constructed collaborations between SMEs and large firms and other SMEs can lead to

strengthening of their competitive advantage. According to these authors, this is due to the
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leveraging of streams of knowledge, including advancements in technology, evolving market
demands, and strategic decisions made by competing firms. According to Lee (2010), for
instance, SMEs are more likely to have superiorities in the invention of technologies but lack the

ability to manufacture and commercialize technologies.

R&D

v

Commercialisation ————»

Other firms ' market
and business model

. : __-<' )
licensing-out
outsourcing

N 5 partnership
New market and business / networking
model for your firm S

INNOVATION

b = — o L Current market and business
,",,‘[;7.7;,]"}7),,7.#"" ................
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Figure 3: Open innovation model for SMEs - Sungjoo Lee (2010)

Hence, Chesbrough (2003) suggests that it is more common for SMEs to invest in open
innovation mainly in the downstream aspect of the value chain such as manufacturing and
commercialization, which is highligted by Figure 3 above. This study will therefore use the

framework on collaboration at national and organizational level by Lee (2010).

2.3 Conceptual understanding of leadership and innovation

There are several factors that may hinder the innovation capability of an organization. External
factors such as policies, competition, technological change, or the availability of human
resources may impact how an organization is able to bring forth new technology (Lee 2020).
Internally, the organizational culture and leadership may hinder or advance the adoption and
innovation appetite of the organization (Dufour 2015). Internally, factors such as the “not
invented here” (NIH) syndrome, which refers to a scenario where managers fail to embrace
technologies not produced within the organization, may impact the adoption of new knowledge
available outside the organization. Secondly, employee commitment or lack of it, which in most

cases is determined by the leadership style available in the organization, affects their

11



productivity which determines their innovative and creativity levels (Dufour 2015). Additionally,
according to Wallin (2010), for an organization to nurture innovation and creativity, the
leadership hierarchy and management style must distinct from conventional leadership
approaches which tends to be transactional and characterized by a command and control
management style, which may limit the creativity and innovation levels of the organization’s

employee.

An early theory that advanced innovation leadership was modeled by Evans (1970), later
supported and extended by Fabac (2022), is the path -goal theory which is broadly described as
a person’s perception of how their individual action (path) or behaviour is directly related to
their outcomes (goals). It describes the extent to which the path, in this case, individual
behaviour and actions are seen as the motivator or a hindrance to the attainment of goals by
the individual, which in most cases are affected by the leadership style in an organization.
According to Fabac (2022), the path-goal theory suggests that individuals will be motivated once
they think they can manage a given task, as soon as they believe that success will be as a result
of their efforts, and when they believe that there will be compensation for their efforts. The
leadership behaviour associated with the path-goal theory is supportive, that is, whereby the
leader is empathetic to the follower and is in touch with the welfare of the employees.
Secondly, leadership, according to this theory is participative, which means a leader will engage
the employees in the organizational strategy and decision making. And lastly, the leader is seen

to be directive, where the expectations and goals are well outlined for the employee.

The leader member exchange is another innovation leadership theory whose foundation is the
vertical dyad linkage (VDL) and which was first modeled by (Dansereau et al. 1975). The theory
suggests that there is a distinct rconnection between the leader and his follower which is
centered on the vertical exchange. As suggested by Sharifirad (2019), the leader member
exchange theory, consists of two groups among the followers. The first is the in-group, which in
this case will be closer to the leader, and have access to information and get involved in
organizational decision making. The second is the outgroup, which tends to have a limited
access to information and may not be involved in decision making. According to Cote (2017),

this theory holds that the leader’s behavior towards the employee is the main determinant of
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the relationship between the two, and hence employees’ reaction to innovation. It holds that if
a leader motivates, shows trust and loyalty to employees, in return, the employee tends to be
more engaged and productive, which gives them the environment to be creative and

innovative. It is believed that the relationship between a leader and their followers grows from

a basic contractual relationship to a mature one with trust and loyalty between the two parties.

Transformational leadership theory is termed a new leadership paradigm which is crucial in the
current competitive business environment (Bass 1990) (Northouse 2007) (Cote 2017). This
theory as later extended by Waham (2020) who affirmed that transformational leadership is
seen as a possible solution to increasing challenges facing organizations in the current times
where competition is high and innovation is necessary for an organization to stay competitive.
Transformational leadership theory inspires, energizes and intellectually stimulates the
employees when faced by uncertainties (Cote, 2017). It is widely accepted that engaged
employees demonstrate strong devotion to the organizational vision and mission, which
increases the productivity of the organization, creativity, innovation and its overall competitive
advantage (Cote, 2017). According to Cote (2017), companies are now turning to
transformational leaders who inspire and empower employees, which in turn builds
relationships between the leader and follower, based on trust and engagement. Trust leads to
followers who are engaged, empowered, creative and willing to take risks and collaborate on
behalf of the organization. According to Waham (2020), transformational leadership is built on

four main traits as shown in the diagram below;

Figure 4:Transformational Leadership model - Sharifirad (2019)
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A leader that acknowledges the value of transformational leadership style will enable as well as
inspire the followers to align their individual goals with the organizational aims, hence
inspirational motivation. By using idealized influence, the leader uses their charisma to mentor
and influence the followers to do what they say. A transfomational leader will aim to consider a
follower individually which means they will be supported and motivated based on their
strengths and weaknesses. Finally and most importantly in this context, a transformational
leader will encourage imaginations of the follower and challenge them to think outside the box
as well as gather knowledge from beyond the organizational boundaries, which leads to

inventive and forward-thinking approaches to problem-solving (Renjith 2015).

This study therefore refers to the transformational leadership theory, which together with the
open innovation in the SMEs’ theoretical framework by Lee (2020) form the conceptual
framework for this study. The study looks at the motivation for adopting open innovation by
SMEs, challenges they experience while implementing open innovation and the benefits that
these SMEs will experience as a results of collaborations. The study also touches on the impact

of transformational leadership in the above factors of open innovation.

DRIVERS OF OPEN BENEFITS OF OPEN
INNOVATIONS INNOVATIONS

What is the driving force for Why is itimportant that SMEs
open innovation adoption by consider implementing open
the SMEs? innovation in their firms?

The role of leadershipin
acceleratingopen

innovation adoption in the
SME industry

CHALLENGES FACING SMEs IN THE ADOPTION OF OPEN
INNOVATION

What challenges do SMEs face in the adoption and
implementation of open innovation and what can be the possible
solutions such as governmentintervention and policies to help
mitigate the challenges

Figure 5: conceptual framework - author's construction
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2.4 Open Innovation

Henry Chesbrough, the pioneer of open innovation theory, defined the concept as a paradigm

where organizations make use of externally and internally generated ideas and concepts, along

with both internal and external routes to market in anticipation of firms advancing their

technology (Chesbrough 2003). Later on in 2006 as the concept of open innovation gained

familiarity, the definition expanded to the purposive use of external and internal knowledge to

hasten internal innovation at the same time increasing technology commercialization. Table 1

below shows different definition refinement overtime.

Table 1: Summary of open innovation definitions

Original definition Open innovation implies that ideas can
emanate from within or outside organizational
boundries and the company can go to the
market from inside or outside the boundaries

of the organization.

(Chesbrough, 2003)

2"d definition Open innovation refers to the deliberate use
of internally and externally available
knowledge in order to accelerate internal
innovation while expanding the market for

external use of innovation.

(Chesbrough, 2006)

3™ definition In the third refinement, open innovation refers
to the innovation process that harnesses
knowledge flowing across organizational
boundaries by use of both financial and non
financial mechanisms that align to the
individual organization’s model so as to guide

and influence knowledge sharing.

(Chesbrough, 2017)
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In the past, R&D conducted internally was a critical asset for the organization and it determined
an organization’s competitive position in the market. Large corporations such as IBM and
DuPont were the trailblazers due to their capacity to intensely invest in their internal R&D
(Chesbrough, 2003). Some of the principles that define the concept of closed innovation are
organizations’ belief that they should get the greatest talent in their industry working for them.
Organizations also believe that they should be the first to commercialize a technology, and if
they come up with it first, they can win if they design the most mind-blowing ideas in the

industry (Chesbrough, 2014). The diagram below depicts the model of closed innovation.

Baundary
of the Firm

Research

:"-'_libgu_i_:

The

) - g Market

Research Development

Figure 6: The closed innovation model — (Chesbrough, 2014)

However, as time progressed, closed innovation began fading out and the concept of open
innovation was introduced by Chesbrough, in the year 2003. The idea of open innovation as
argued by Robin (2019) and Chesbrough (2006) implies that new and productive Ideas are not
centralized in the hands of firms and departments, they are freely distributed in the economic

landscape.
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Figure 7: The open innovation model — (Chesbrough 2014)

Since its introduction, the concept of open innovation has gained popularity in the academic
fields and the different industry sectors. Some industries such as the nuclear reactor may still be
stuck in the closed innovation due to the nature of their businesses, however, in industries such
as entertainment, open innovation is critical for the businesses to thrive (Chesbrough, 2003).

The table below shows the contrasting principles as suggested by (Chesbrough, 2003)

Table 2: Contrasting principles of open and closed innovation — (Chesbrough, 2003).

Contrasting principles of open and closed innovation

Closed innovation principles Open innovation principles
1 | The best human resources in the Not all the best people in the industry work
industry work for us. for our organization, hence we have to

acquire and utilize the knowledge held by

smart individuals outside our organization.

2 In order to gain from internal R&D, it In the same way that external knowledge
must be discovered, developed and brings enormous value, internally developed
commercialized by our organization. technology is required to claim a portion of

it.
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3 If we make the discovery We do not need to initiate the research in
independently, we will be the first to order to profit from it

bring it to market

4 We win if we are the first to bring an Building an advanced business model is
innovation into the market. more valuable than being the first to enter
the market.
5 If we generate the highest number of If we effectively leverage both internal and
top-quality ideas in the industry, we external ideas, we will achieve success.
will succeed.

Zyang et al (2018) believe that the open innovation concept’s growth was accelerated by the
increased mobility of skilled labor, which means that companies cannot hold the best talents
within their boundaries, rapid technology change, technology complexity and readily available
venture capital. Chesbrough (2003) discovered that this concept can lead to innovation
implementation efficiency, and at the same time shorten the project lifecycle, this is also
supported by Krause (2015), in his findings that open innovation is an important mechanism for
small organizations to access technology and knowledge available outside their borders and this

leads to positive innovation performance.

According to Chesbrough (2017), the concept of open innovation works - this statement is
supported by the fact that organizations attest to the their growth and increased perfomance as
a result of open innovation. A survey carried out by researchers discovered that organizations
with more external sources of knowledge had higher innovation performance compared to their

counterparts who had less of the same (Chesbrough 2017).

As suggested by Lia et al. (2020), open innovation takes the form of three different processes:
inbound open innovation (I0l), which is the inward technology transfer, where an organization
acquires external knowledge and technology and uses it internally, and outbound open

innovation (OOI) which is the outward technology transfer whereby organizations collaborate

with different partners in the commercialization of an internally created technology. Coupled
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open innovation is the third process which involves co-creation with different organizations in

various forms such as alliances and joint ventures.

Outside-In Process

Integrating external

Knowledge, Customers Inside-Out Process

and Suppliers Bringing ideas to market,
selling/licensing IP and
multiplying technology

Coupled Process

-~ couple outside-in and
inside-out process,
working in alliances with
complementaries

Figure 8: Open innovation archetypes — (Gassman & Enkel 2004)

However, Zyang et al. (2018) believe that open innovation is not a panacea, and that firms need
to be aware of the cons, as increased use of external technology can lead to crowding out
effects on long term projects. Chesbrough (2017) adds that besides all the benefits that come
with open innovation its implementation can slow down the organization’s innovation process
due to lack of enough capacity to commercialize all the new innovations that are realized

through open innovation..

2.5 Open Innovation in advanced economies versus emerging economies

According to a study undertaken by Saga (2016), there have been conflicting results on the use
of open innovation by SMEs, but the descripancies arise from the fact that developed
economies have a higher rate of open innovation adoption by SMEs as a result of policies and
an ecosystem that are supportive of SMEs in implementing open innovation. Additionally,
Alyami (2024), found that SMEs in developed economies have access to financial resources, as
well as information on potential collaborators and partners. Similarly, SMEs in developed
economies have access to a wider pool of new technologies, new knowledge from universities

and research institutions, and the business environment in developed countries consists of strict
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legal structures which make enforcement of partnership contracts easier and manageable
(Alyami, 2024). Moreover, SMEs in developed economies have greatly championed the creation
of jobs, innovation and the generation of new goods and services, which have propelled their
respective governments realising their contribution to the economy, and hence prioritising

support to the development of the SME sector (Yeboah 2015).

On the contrary, according to Saga (2016), SMEs in emerging economies face both internal and
extenal hindrances, such as their small nature, lack of managerial capacity, low in-house skills,
awareness, and minimal access to knowledge available externally, and finally, lack of internal
capacity to handle these challenges. Additionally, in Ghana, SMEs are managed by owners with
limited education, who face restriction in the access of resources, new technology and market

information (Yeboah 2015).

According to Adu-Danso (2023), SMEs in developing economies and specifically in the Kenyan
context, face challenges that hinder their innovation. The challenges as outlined in the literature
can be classified into those that the firm has control over, such as financial constraints, low
adoption of new technology, lack of information and understanding of the market needs, lack of
of skilled human resources and insufficient interaction/collaboration with other organizations.
On the other hand, some of the external factors that hinder innovations by SMEs are,
competition which in most cases is informal, lack of skilled manpower and lack of appropriate

policies to support SMEs in their innovation activities.

Alyami (2024) believes that one of the ways in which SMEs in developing countries are able to
thrive in the adoption of open innovation is to have support of the government and have
policies that offer a good environment to enable the adoption of open innovation. However,
Yeboah (2015) argues that the government policies in the African countries are not supportive
enough to see SMEs grow beyond the infant stage of the business, where he reports increased
death of SMEs, whereby five out of seven SMEs die after their first year of operation.
Additionally, Adu-Danso (2023), believes that policies in much of the Global South and
particulary in Africa lack context based empirical evidence which leads to one-size-fits all

policies that may work in other contexts and fail to work in other different contexts.
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In a paper where André (2016) reviews the pros and cons of this concept, it emerges that
research studies on the “downside” of open innovation is lacking. In his studies, he identifies a
few cons of open innovation that are experienced, especially by the small and medium sized
enterprises,where he divides them into three categories; the first is related to organizational
challenges, whereby the firm incurs implementation costs, coordination costs and faults in
routine work flows, these costs are not mainly financial, but also human resources and time that
are used to implement the outsourced technology and innovation. Secondly, Andre (2016) looks
at the knowledge management cons where strong dependence on external knowledge by the
organization is experienced, leading to losing control of key knowledge, flexibility and strategic
power. The third category falls under legal considerations, where factors such as legal literacy and
intellectual property processes are lacking especially in the SME world. This therefore is an area

of study that needs more research.

2.6 Open Innovation in Small Medium Enterprises

|”

Organizations are termed “small” if they are made up of 1-50 employees and “medium” if they
have about 50-200 employees (Krause, 2015). Formal SMEs differ from the informal small
businesses in the context of management, the reason for its operations and also their growth
strategy. In most cases, informal small businesses are owned by individuals who do not aspire
for growth beyond a certain level. An example would be a pensioner setting up a small business

for the purpose of basic income and having them engaged.

In Kenya, SMEs constitute 98% of the businesses in the country, create 30% of available jobs
and contribute 3% to the country’s GDP (Wakiaga 2019). The SMEs in Kenya have an enormous
potential that can turn around the country’s economy especially by participating in the

manufacturing sector, but it remains largely untapped

SMEs are said to be the source of economic growth in a given economy and major source of
noble innovations (Usman, 2016 ). As a result, the government of Kenya has over the recent
years been supportive of SMEs by setting up policies and an environment meant to enable their

growth. Below are some of the organizations that are at the forefront in supporting SMEs;

21



Table 3: Organizations supporting SMEs in Kenya

The MSME Alliance of Kenya It is the umbrella body for SMEs in kenya
meant to be the voice of SMEs in policy
influence during government and other
stakeholders engagements.

https://msmeallianceofkenya.or.ke/about/

The association of startups and SMEs Brings together and supports the

enablers in Kenya (ASSEK) development and growth of SMEs by creating
an ecosystem where the SMEs can
collaborate and learn from each other.

https://assek.ke/#

Kenya Association of Manufacturers Acts as the voice of SMEs in the
manufacturing industy, by advocating for a
favorable environment and also offers
strategic leadership to the SMEs in the
manufacturing industry.

https://kam.co.ke/about-kam/

Innovation hubs There are several innovation hubs in Kenya
that besides offering co-working spaces, also
offer strategic leadership and guidance to the
SMEs. A good example is the Nairobi garage

https://nairobigarage.com/

The research focusing on open innovation has mainly been centered on high-tech companies
and large corporates (Singh et al., 2021). There has been a couple of studies focusing on
collaboration and open innovation between small firms and large corporates, however much of
these studies provides the large corporates point of view, according to Muhammad Usman

(2016) it is necessary to analyze the collaboration from both SME and large corporates’ point of
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view so as to craft a productive collaboration which can only be successful if their goals and
processes are aligned. Compared to large corporates, SMEs are more inclined to gain
advantages from open innovation and they can easily implement this model due to the
flexibility of their business model and strategies (Hossain 2015). Krause (2015) found that SMEs
are implementing open innovations to increase their competitive advantage by reducing the

cost of operation while reducing the duration required to commercialize.

Small and medium enterprises tend to benefit from collaboration with larger companies as they
are able to overcome their newness and smallness liabilities. As explained by Maria Isabel
Rodriguez-Ferradas (2019), the challenge of newness makes it difficult for the SME to penetrate
the market, while the smallness liability factor makes it challenging to access some resources
such as financial and human resources. Conversely, large firms are also able to gain from open
innovation collaboration as they access new and specialized innovations from the small and
medium-sized enterprises (Weiblen and Chesbrough 2015). Another way that SMEs are
adopting the concept of open innovation is by collaborating with their suppliers and customers

to add external knowledge into the existing internal knowledge base (Krause 2015).

2.7 Drivers of open innovation adoption by SMEs

There are three major classifications of drivers of open innovation: the first relate to the
challenges in the business environment. Stephen (2019) found that some of the challenges that
push SMEs to consider collaboration are cost of operation, which pushes the SMEs to partner so
as to ensure cost efficiency. Secondly, a lack of operational capacity can lead to an SME
collaborationg with a partner with the capacity that they do not have. The ever changing market
is another challenge that drives SMEs towards collaborating with partners. According to
Chesbrough (2003), factors in the external environmental such as knowledge workers mobility,
readily available venture capital, product knowledge and reduced product lifecycle are seen to
push SMEs to collaborate and gather knowledge and expertise beyond its bounderies. Small
and medium enterprises engage in open innovation through collaboration with venture
capitalists, where they access financial as well as support in the form of guidance through the

turbulence of starting and running small businesses (Chesbrough 2003). In most cases SMEs
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adopt the inbound open innovation process due to the constraints of access to resources, it is
through the 10l that they get access to knowledge bases, management experience and other
necessary resources that may not be readily available internally (Lia et al. 2020). Secondly,
based on earlier research done by Chesbrough & Crowthers (2006), the potential benefits and
growth facilitated by open innovation leads to SMEs tapping into the opportunity for growth,
with some of the benefits including the gathering of new knowledge that is avaible outside the
organization’s boundaries, cost efficiency, dealing with capacity deficit and managing the
continously changing market. Additionally, Saga (2016) found that small companies are
adopting open innovation in order to hasten their innovation process, meet the needs of their
customers sooner, being sustainably competitive while minimizing the expenses and

uncert