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Figure 2.18: Mapping of
UDI processes at Valve Software

5. Key Lessons

The manufacturer can derive great benefit from modding when users make innovations which
manufacturers either are unable to make or find too costly because of difficulties of sourcing
information from users. It requires however that the company is able to build up user
communities. Then modding offers value, when the information held by consumers is
transferred from the users to the manufacturers. When users make the complements, and
when manufacturers are given access to user-developed prototypes, manufactures no longer
require a deep understanding of user needs.

In a situation where modding has been adopted more broadly in the computer gaming
industry, the better the original product technology is prepared to allow users to fulfill their
needs the more likely it is that user innovators will be attracted to making innovations for that
particular product. Therefore, manufacturers adopting the modding model may compete on
their ability to attract users to their platforms. As users do not gain (monetarily) from
innovation in this context, they are attracted simply by the quality of the tools and product
technology offered by manufacturers for serving their needs and desires. To achieve a
profitable business model, manufacturers should focus on tool building and how to facilitate
innovation and manage their community of users in order to motivate them to create valuable
innovations. Firms may also compete on their abilities to monitor and identify promising
mods of commercial value. Through this process of modding, the manufacturer externalizes
and reduces not only production costs when out-sourcing the product development to users,
but also the important risk of costly failure of innovation in the given field.

The effect of modding in a manufacturer’s product market is that user innovations will tend to
fill out existing niches in the market for complements. Users tend to fill out market niches of
highly specific individual needs in the periphery of the market that remain unfilled by
manufacturers. However, as shown by the example of Valve Software, users’ complements do
not necessarily find niches outside core segments of the mass-market. The case shows that
users’ innovations may often become much more popular than the original. It is attractive in
itself for manufacturers to have peripheral niche segments and mass-market segments filled
by users on the condition that such segments do not rob manufacturers of their own sales.

Challenges to the user community based innovation model

Another challenge to manufacturers’ attempts to benefit from modding can arise if users go
one step further in their efforts and create (and share) game platform technology. The key
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element of the modding business model presented is the protected core asset - the platform.
Unlocking the platform would (as in most platform-based business models) lead to a
disintegration of the business model in its present form. Therefore, the most credible nuisance
to commercial-based modding business models would come from a potential high quality
“open source platform”.
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Part Three: Summary Observations and
Policy Implications™*®

Summary Observations

This study focuses on user involvement in the innovation process — both user involvement to
identify opportunity areas, and in development. Users include end users, end user facilitators
(doctors, nurses), or — if the process involves B2B — other companies.

The innovation process can be split into 2 phases: a pro innovation phase where the company
focuses on why and what to offer their customers in the future, and a second phase where new
ideas are transformed into concrete goods or services.

There is a long-standing tradition for involving users in the innovation phase that deals with
transforming new ideas into concrete goods and services. The methods applied in this phase
resemble the methods used when adjusting and improving existing goods and services in line
with the customer’s experience — referred to as incremental innovation.

When applying traditional methods for user involvement, the company will attempt to test
ideas to shape and adjust products and services to best fit the user’s functional requirements
and taste. Thus, the companies will attempt to utilise the users’ acknowledged needs on
functional requirements and preferences. It should hardly be surprising that this approach to
user involvement will rarely lead to new insights which, in turn, create entirely new solutions
and concepts.

For user involvement to lead to entirely new solutions, other methods for user involvement
are required — methods which may lead to new concepts or platforms...breakthrough
innovations.

The new form of user involvement adopts an exploratory approach to identifying user
behaviour and, in turn, uncovers perceptions which may lead to entirely new solutions and
concepts. The user is rarely conscious of their behaviour, and it’s only seldom that the user
can imagine alternative solutions which have not yet been developed. Approaching the user
directly will rarely lead to a new understanding of their behaviour or their perceptions of
alternative solutions. Hence, other methods must be applied in gaining knowledge on what
can be referred to as the user’s unacknowledged needs.

This study introduces a number of cases where companies use an exploratory approach and
involve users in new ways. This is done either by allowing users to actively and directly take
part in the innovation process or by involving users indirectly by exposing them to
experiments in which their actions will uncover new and unknown behaviour and needs that
can be used to create platforms for new solutions and concepts.

Examples of direct user involvement can be seen in the Valve-case and the CCP-case. In the
Valve-case the active participation of users led to the development of the Counter Strike
computer game where players developed a first person shooter game concept where one group
of players could play against another group of players. This was only possible since Valve
made the programming codes and tools available for users (“modders”) in order for the users
to continue the product development task. The result was a new dimension offered for the first
time by a computer game.

In the Eve-online computer game from CCP, the users’ active participation led to the creation
of a massive multiplayer online game with a one world society which had never been seen
before in the gaming industry. Furthermore, user involvement led to the establishing of a

"% Part Three has been written by Jorgen Rosted and Tanja Bisgaard, FORA.
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social and political dimension in the Eve-online game which also was a new aspect for
computer games.

The companies were not capable of producing these ideas themselves and could hardly have
developed the ideas by simply asking users why they played computer games and what they
preferred, which would have been the traditional approach.

Examples of companies which apply methods in order to understand users’ unacknowledged
needs can be seen in the cases from DSB, Danfoss, Electrolux and Intel. In the DSB case the
observation of users gave the company a new understanding of how travellers use the train.
The same understanding would not have been achieved by simply asking the users about their
behaviour. By understanding that users work in the morning on their way to work, and prefer
to relax or sleep on their way home, DSB created 2 zones on the first class carriages: one zone
where travellers could talk on the phone etc. and one zone where travellers could be quiet.

In the Danfoss case, users were not able to express how they worked when controlling the
various instruments in the wastewater plant. Through observations, it was discovered that the
plant operators not only used the control panels, but they also used their senses, such as
smelling and keeping an eye on the systems when controlling the flow meters. These
observations led to the suggestion of moving the control panels outside, where the workers
could use their senses while looking at the control panel.

In the Electrolux case, users were observed in their homes in order to understand their
cleaning habits. Users were seen to clean more often than previously anticipated. For this
“everyday cleaning,” users did not feel like getting out their large and heavy vacuum cleaner,
which in most cases was perceived as being ugly and therefore was hidden far away. Based
on these observations, Electrolux designed a two-in-one vacuum cleaner with a small hand
held part which could be used easily and frequently. Electrolux also gave the vacuum cleaner
a new and modern design so users would be proud to have it out in the open.

In the Intel case, classroom and home observations of various user groups in the educational
eco-system in developing countries helped Intel to understand the specific needs of students,
parents, teachers and schools. The needs for collaboration and information exchange, for
tracking progress, for monitoring classroom activity and providing interactive material, and
improved parent-teacher communication were all addressed through a new, holistic concept
for an inexpensive, portable computer. The Classmate PC is specifically designed for children
to use in the classroom environment in developing countries — and aims at improving
education and opportunity around the world.

To involve users in the creation of new solutions and concepts thereby creating new solutions
together with the users is a relatively new phenomenon and one which will certainly gain in
prominence in the future. However, this will require significant changes within the individual
company, which will have to abandon the perception that the company itself has the
knowledge and resources necessary to create new solutions and concepts that the company
subsequently may convince the users the value of. And the company must possess entirely
different innovation skills compared to traditional innovation skills.

In the future, companies will have to open themselves to the user and find partners outside the
company that possess an entirely different set of skills in order to create new solutions and
values in collaboration with the user. This emerging type of innovation can be called the “new

. . . 120
nature of innovation” and has also been branded The New Age of Innovation

120 The New Age of Innovation (Prahalad and Krishnan, 2008).
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Policy Implications

The role of national and regional authorities
The public sector plays an important role in this transformation process. It is a role which

resembles the one played by the public sector during the innovation of the Industrial Age,
where the most important factor was to gain a technological advantage.

One can point to five areas where national and regional authorities may help create better
conditions when facilitating the companies’ transition to the “new nature of innovation”.

1. Attracting attention to the challenges caused by the new nature of innovation and
strengthening knowledge of new methods

2. Investing in education and research on innovation partnerships and user involvement

3. Creating collaboration between knowledge institutions and companies regarding
innovation partnerships and user involvement

4. Establishing platforms for user involvement
5. Applying user-driven innovation in welfare benefits and public services

In recent years, the Danish government has implemented initiatives in all five areas. All of the
Danish regions and many municipalities are also involved in the efforts as detailed in the
section on Danish experiences in user driven innovation. The Government Platform from
November 2007 states that the Government will introduce a new innovation strategy in 2009,
which will further improve the conditions for companies in their transition to the “new nature
of innovation”.

A Nordic dimension

One may point to three areas where a Nordic dimension could be relevant in terms of
strengthening governments and regional authorities’ efforts to create better conditions in the
transition to The New Nature of Innovation:

¢ Building knowledge institutions with specialised skills in the area of user involvement
o Establishing platforms for user involvement

e Applying user-driven innovation in welfare benefits and public services

New knowledge institutions

The knowledge and skills necessary to work with user involvement in the innovation process
and to create solutions based on users’ individual needs have both a generic and a specific
character. There is of course knowledge and skills that are necessary regardless of sector, but
there is also knowledge and skills related to user involvement that are specific to individual
sectors and business clusters.

One good example is the food sector. The understanding of the users’ relation to food is vital

to the food industry. Substantial research has been made into consumer’s relation to food.121
A significant portion of this research has focused on the consumer’s attitude towards new
foods including which critical factors determine consumer’s choice between different kinds of
food. On the other hand, there is only limited research as to why these factors are critical.

"2 The MAPP centre at Aarhus University is one of the world’s largest research institutions within development,
marketing and distribution of foods. MAPP works with two main research areas one of them being
”Understanding Customers”. See more:
http://www.asb.dk/research/centresteams/centres/mapp/about/researchareas.aspx
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Why is it that so many people say that they want to eat healthier, but fail to do so, or why do

so many people eat unhealthy food knowing that it is unhealthy?122 Due to questions of this
nature, the Danish Authority for Enterprise and Construction is considering the possibilities of
increasing the priority on research and competence building in user-driven innovation
together with leading Danish food companies across the food industry. Of course the research
should be of the highest international quality and will therefore be resource-demanding.

Similar initiatives may be required across most business sectors. However, this will be an
extremely resource-demanding task so that one will have to give priority to areas with a
significant business concentration. A similar thing took place in the Industrial Age when
applied research was established within the scientific disciplines. Here there will be a natural
discrepancy in terms of how research is prioritised across countries which in turn will reflect
country differences in business structures. One should expect a similar discrepancy in terms
of how new research and education in user involvement is prioritised.

Since the business composition varies across the Nordic countries, it might make a lot of
sense for the Nordic countries to collaborate on creating sector-specific competencies in the
area of user-driven innovation. This is relevant for collaboration between various public
authorities as well as across the Nordic business community.

A platform for user involvement

Digital products and services which may be accessed via the internet share several common
features that are independent of the sector which delivers the digital products. One of these
common features is methods for user involvement.

There is a significant potential for user involvement when developing new digital products
and services - and at a very low cost. One good example is open source operating systems,
where the users are involved in the ongoing development of the systems without being paid
for their services. In recent years, we have seen similar examples in other areas including
computer games (see Valve and CCP).

In many cases, companies may locate internet communities where interested ‘“‘super-users”
volunteer for development projects; however, there are also examples where dedicated
platforms are built to gain the required digital dialogue with users when developing new
digital products.

All this will help explain the establishment of numerous Living Labs123 across many
countries including the Nordic region. There is some level of collaboration between the

various Living Labs12 , which could be further expanded. All of the Nordic countries have a
significant and growing business activity level in the area of digital products and services, and
in some niches, the Nordic countries hold leading roles. Furthermore, the area is characterised
by multiple start-up companies which add to the dynamics of the market. Start-ups are often
faced with financing challenges, which make them particularly interesting in terms of
establishing low-cost platforms for user involvement.

There will probably be some variation in terms of which users can be accessed across the
different platforms. This will apply to age, geographic location and employment. Are they
private users or business customers? Companies that develop digital services may therefore be
interested in accessing different user involvement platforms.

122 User Orientated Food Research — a study of innovation practice in the food industry and the user practice of
the research “hot spots™ (ReD Associates for Vitus Bering, 2008). The report can be acquired via FORA.

123 See list over European Living Labs; http://www.livinglabs-europe.com/
124 http://www.nim.ax/files/W orkshop/Kari%20Mikkel%C3%A4.pdf
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Hence, there is much evidence to support the further investigation of the need and potential
for a more comprehensive collaboration across the Nordic platforms for user involvement in
the future development of digital products and services.

User-driven innovation in the development of welfare services

User-driven innovation in the area of services is closely related to service design which in
recent years has undergone rapid development'”. Recently, an international conference on
service design was held in Copenhagen. The Nordic countries were highlighted as lead

markets for the application of service design when developing welfare services'*.

The argument is based on the unique Nordic model for welfare services and the tradition and
the cultural development that support the Nordic welfare model. The Nordic market for
welfare services is one of the most sophisticated of its kind, and a market where it might be of
interest to experiment with user involvement in the continued development of welfare
services.

A decisive element in experiments of this kind would be the inclusion of digital technology.
How can the application of digital technology strengthen the quality of welfare services while
at the same time lowering the public sector’s resource consumption?

The Nordic countries might also be one of the places in the world which host the most
competencies and service design companies that work within this area.

All of this would support the further investigation of the area of service design and the
application of welfare services with the purpose of uncovering the potential and possible
collaborative efforts across the Nordic countries.

In addition to these three areas, further efforts to raise awareness and develop a better
understanding of user-driven innovation processes and methods are still in demand. Some
specific research topics or projects which have been requested include:

e (ollection and description of additional company cases in order to better understand what
methods can be used in which business contexts (and with what success)

e Quality checks (or standards) for living labs (and other co-creation environments)

e More detailed understanding on what approaches and business models can be appropriate
to involve different types of users (including individual users, groups of consumers,
customers, etc.)

And to complement research activities and disseminate new information, educational
programmes should incorporate different aspects of the ‘new nature of innovation’ (including
inter-disciplinary education and closer links with companies).

Most of the activities suggested above should be undertaken by research and/or analytical
groups who can work side-by-side with companies in addition to working in academic
contexts. In order to develop useful (and timely) research findings, projects should be
undertaken in inter-disciplinary teams together with companies.

123 Designing Interactions (Bill Morridge, 2007)
126 http://ciid.dk/service-design-symposium-recap
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