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We're all innovators now:
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How users are changing the rules of innovation

User-led innovation — where users play an active part in the development
of new or improved products and services - is exploding. Proliferating
digital technologies mean that we're all potential innovators now. New
firms based on user innovation are being sold for hundreds of millions of
dollars only a few years after being founded.

Policymakers remain somewhat sceptical about the importance of user-

led innovation. But if the UK is to harness this new wave of invention and
creativity, it needs to develop world-leading policy to support it. This means
being more aware of the impact of new legislation on user-led innovation,
and establishing a policy forum, investment fund and measurement system
that are tailored to the specific needs of these new inventors.

Users frequently develop new
products and services

New or better ideas do not always emerge
from formal research and development (R&D)
in industry. Users increasingly play an active
part in the development of new or improved
products and services — generating ideas,
identifying needs and designing and building
their own solutions.

A ‘user’ can be an individual, community

or even a firm. For example, Boeing is a
manufacturer of aircraft, but it is also a user of
machine tools.! Whereas manufacturers expect
to benefit from selling a product or service,
users expect to benefit from using it. Users
tend to develop more qualitatively new goods
and services than traditional manufacturers,
who often focus on making incremental
improvements to existing products.?

User-led innovation has a rich history in
the UK

User-led innovation in the UK is not a recent
phenomenon. It has long been recognised
that ‘common workmen” in the front line

of manufacturing operations have been
responsible for day-to-day incremental
innovation on the shop floor.2

More recently, the development of the World
Wide Web can be traced to Sir Tim Berners-
Lee, and his actions as a user of the fledgling
internet in his job at CERN. To a large extent,
the video games industry grew out of the user-
led innovations of amateur ‘bedroom coders’.

User-led innovation is growing in
importance

New digital technologies have accelerated
user-led innovation

In recent years, the exponential growth of

ICT has facilitated widespread access to
information, eroded geographical barriers and
provided a global platform for collaboration.
The growth of the internet has helped create
a virtual space for users to connect and gather
into online communities.

Experts are forming international online
communities

Digital technologies permit like-minded
individuals, highly skilled computer
programmers and knowledge workers to
assemble into structured online communities —
sharing ideas, expertise, tools and techniques
in real time. Such communities have the
capability to change whole industries and
they increasingly expect to participate in the
innovation process.

Users have a particularly strong presence
in open source software systems and the
creative industries

Users have led the growth of open source
software systems, such as the Linux operating
system, which have helped to re-shape the IT
industry.? Individuals are permitted access to
the source code of a program, contributing to
systems development without paying fees or
the fear of facing legal action.’
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User innovation is particularly apparent in the
video games, music and social networking
industries.® “Crowdsourcing” — outsourcing a
task originally performed by an employee to
an open community — has created commercial
value for a number of firms built up to exploit
this trend. For example, Threadless.com invites
users to submit designs for T-shirts. The online
community then vote on their favourites and
winning designers are rewarded while the firm
profits from sales.”

User-led innovation creates
significant commercial value

Historically, users have been the source of
some of the most commercially significant
and novel products and processes, including
in areas such as oil refining (43 per cent),
chemical production (70 per cent), sports
equipment (58 per cent), and scientific
instruments (77 per cent).’

In the age of digital technologies, open source
software — despite its roots in non-commercial
user-led innovation — generates significant
revenues for many commercial firms. For
example, the American firm Red Hat, one of
the world’s leading providers of Linux and open
source technology, generated revenues of $341
million in 2007.° It has been estimated that
open source software now accounts for more
than a fifth of the value of the European ICT
sector.'”

Open business models are best placed to
capture the value of user-led innovation
Many firms recognise that ‘not all the smart
people work for you’.'? Realising this, they are
adapting their business models to capture the
value generated from sources of innovation
outside of the firm. In some cases, this
involves users. New ‘open” business models
are emerging that seek to collate, harvest and
leverage the talents and market insights of
those that firms would not — or could not —
employ.'

Multinational companies are recognising
the value of user-led innovation

Large global firms now invest resources in
gaining a better understanding of user needs:
analysing their behaviours, encouraging

their suggestions (and providing tools to

help them engage) and monitoring emerging
innovations. This is often now a part of their
business strategy, R&D process or product

offering. Firms like IBM and Sun Microsystems
participate in many user-led open source
projects.'

Despite a vibrant digital scene in the UK, it is
sometimes difficult for firms to remain in UK
ownership. Major American firms in particular
have recognised the growth potential of user
innovation-based firms, as witnessed in their
acquisition strategies. Bebo, started in 2005
and now with 42 million users, was recently
sold for £417 million to US internet company
AOL. Last.fm was acquired by American
broadcaster CBS in 2007 for £140 million.

User-led innovation challenges
traditional innovation assumptions

User innovators tend to be interest-driven
Whereas firms are motivated by profit, users
tend to be driven by their interests. Often
individuals are passionate and willing to devote
time and energy to their area of interest. User
communities frequently create huge archives of
information for members and provide advice,
support, software toolkits and educational
resources for novices. In some cases, this
entrepreneurial activity has led to new business
start-ups, such as firms like FXpansion and
Splash Damage.'

Traditional intellectual property concerns
may be set aside

Sometimes, users find it impractical'® or too
costly'” to protect the intellectual property
(IP) that embodies their innovation. More
often, however, user innovators tend to view
traditional IP concerns as less important,
indeed they may even be set aside entirely.
Open sharing or ‘free-revealing” of ideas is
commonplace.'®

There are now a series of mechanisms,
sometimes referred to as copyleft, designed

to prevent later restrictions on copying,
developing and distributing original work, so
protecting innovations from being directly
appropriated by firms.'® Copyleft may also help
harness and exploit the innovations of pariah
or ‘outlaw” users.?



Users are changing the rules of
innovation

User-led innovation ranges from giving

feedback and support, to creating entirely

new products, services and systems

« Forums for users to exchange knowledge
and provide feedback help firms iterate their
products.

« Some business models are structured around
the practice of users generating and sharing
content, such as Facebook or YouTube.

In other cases, users are increasingly making
minor and major modifications to existing
products, re-engineering their functionality
and improving performance.?' The creativity
of users to recombine existing products into
new forms is a hallmark of user innovation,
such as mashups.?

At the highest level of innovation, users
effectively become manufacturers, creating
novel systems, products or services.

Firms are embracing user innovation in
many different ways

Aspects of the business models of firms like
Bebo and Lego depend on acquiring and
commercialising the IP emerging from user-
generated ideas. MySpace and Second Life are
building products around user content and
provide an architecture for users to upload
and share content. Firms like Nokia provide
software toolkits to encourage more users to
innovate.

In certain advanced technical areas, firms may
provide product components or open up their
product architecture to encourage users to
develop their own ideas.?* Increasingly, users
and user communities are not just a wellspring
of inventive ideas, they are also being recruited
to help design or develop next generation
products and services.

User-led innovation is blurring traditional
firm/user boundaries

The clear divisions that used to exist between
suppliers and users, firms and consumers,

or firms and their suppliers are becoming
increasingly blurred: we're all (potential)
innovators now.%

UK policy has only just begun
to recognise the value of user
innovators

Innovation Nation recognises but does not
support user-led innovation

User-led innovation has emerged under the
radar of government and has largely occurred
despite official policy, not because of it. To
date, the role of the individual in initiating

or shaping innovations in ideas, behaviours,
products and services has been largely
overlooked.

Until the 2008 DIUS White Paper, Innovation
Nation,? user-led innovation was absent from
UK policy. However, while it is a recurring
theme in the White Paper, there is no explicit
policy framework specifically targeted at
promoting or removing barriers to user-led
innovation. Nor is user-led innovation policy
part of the EU Lisbon Agenda, although there
is growing pressure for formal recognition.?

UK policy suffers from a linear model
‘hangover’

In the traditional linear (or ‘pipeline”) model
of innovation, formal R&D leads to new
discoveries that are incorporated into a new
product or process before being marketed to
consumers. Undoubtedly, policy discussion
is complicated by the nature of user-led
innovation; it is diffuse and distributed, not
readily uniform or necessarily domestic.

However, an implicit bias in favour of
traditional manufacturers and producers may
disadvantage valuable user activity within the
innovation system. While UK policy discussions
remain locked into only a narrow segment of
innovation activity, the impact of users will
remain largely hidden.

Across Europe, Governments have bequn to
support user-led innovation

The Danish Government is funding £10 million
per year (2007 to 2010) to support new
projects and a research centre intended to
drive up levels of user-led innovation in the
private and public sectors.®® A number of other
countries are advancing research programmes
to build up their evidence base.?®
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The UK should develop
world-leading policy for
user-led innovation

User-led innovation will continue to increase
in magnitude and value as the number of
skilled workers continues to grow, firms
further adapt their business models to capture
user innovations, and the determination

and creativity of users flourish alongside the
ubiquity of high-speed internet connections.

The UK must find ways to ensure it facilitates,
not blocks, this changing face of innovation.
While it is for individual firms and organisations
to consider how best to harness user-led
innovation, government also has a role to play
in creating the optimal conditions in which it
can flourish.

Government should avoid the potential
chilling effect of existing and new
legislation

While it will always be important for innovators
to be able to legally protect their innovations,
for user innovators, existing IP law may act as
a brake on their creativity. Many of the most
significant user innovations have occurred
when the IP system has not attempted to
configure® or resist®' user experimentation.

Government should take forward the proposals
from the Gowers Review for looser, more
relaxed applications of copyright.®? There
should also be recognition of the difference
between the creative or malicious use of
toolkits.

Formal representation and voice for users
requires a User Innovation Forum

The role of users as a source of innovation is
not reflected in the composition of existing
government initiatives to promote innovation,*
perpetuating policy biases. For government

to better understand user-led innovation and
the impact of legislation on it, it should hear
directly from innovative firms and communities
that harness user-led innovation. The UK
government should establish a User Innovation
Forum.

Create a pilot scheme for funding user
innovation projects

As user innovators tend to set aside IP rights,
investment is normally hard to obtain. A pilot
scheme, primarily through the Technology
Strategy Board, should fund private and public
sector projects with clear user-led activity.

The R&D Tax Credit should explicitly
encompass user-led innovation

Many firms are unsure if the R&D Tax Credit
encompasses extended or distributed R&D that
engages users and user communities. Current
guidelines for firms do not mention users as
potential innovators. Government and HM
Revenue & Customs should clarify that relevant
activities (those that seek to ‘resolve scientific
or technological uncertainty”) involving users

— or supporting users to innovate — are eligible
for the R&D Tax Credit.

More complete metrics to map the role and
impact of user-led innovation

Current innovation metrics largely ignore the
role of users and much activity is hidden.

New metrics should be developed that better
measure user innovation. In addition to NESTA'S
work in leading the development of a new
Innovation Index for the UK,3* government
should benchmark UK performance and policies
against other countries. More broadly, greater
evidence is required on the dynamics of user
innovation within the UK economy and the
social dynamics of user communities.

What is NESTA doing?

NESTA Connect develops programmes
designed to encourage people to connect
across organisations, places and disciplines.
Supporting and developing unusual
combinations helps generate new ideas and
new perspectives on old problems. As part of
Connect’s corporate open innovation strand,
NESTA is working with Virgin Atlantic to come
up with new ways of incorporating a wide
range of users into the production of new
products and services.



