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Fostering user-driven innovation through clusters
Draft discussion paper prepared by DG ENTR-Unit D2 “Support for innovation”
Brussels, September 2009
This draft discussion paper serves as an input to the discussions on the forthcoming European action plan for innovation / European Innovation Act, which is currently being prepared by the Commission. It will be further discussed at the annual partnering events of Europe INNOVA (Heraklion/Crete, 20-22 September 2009) and PRO INNO Europe® (Sweden, 23-25 November 2009). It represents the views of DG ENTR-Unit D2 and does not commit Directorate-General for Enterprise & Industry or other services of the European Commission. Stakeholders from the Europe INNOVA and PRO INNO Europe® communities are invited to provide online comments through the PRO INNO Europe® website [www.proinno-europe.eu] until 31 October 2009.
Context
Globalisation, technology and new societal challenges are constantly changing the rules of the game in the economy. New innovation patterns are emerging that push companies to listen to their customers, collaborate with competitors in smart ways and assume greater social and environmental responsibility. Innovation must respond to users’ needs, which often requires involving and empowering them already at early stages in the product or services development phase. The concept of “user-driven” innovation is distinct from “demand-driven” innovation, which more about the purchase of new products and services than about their co-development. This raises the question how such “user-driven innovation” can be best supported.

“User-driven” innovation is not only a challenge for enterprises, but also for innovation support that aims at effectively helping enterprises to innovate faster and better. Originally, innovation support started from financing research projects, technology transfer and promoting science parks. In a next phase, the emphasis shifted towards supporting entrepreneurship, and public support was provided to business incubators, university spin-offs and industrial parks. These efforts in support of entrepreneurial innovation were later complemented by the facilitation of access to finance, for example through business angels and better links between incubation and venture capital funding. More recently, many national and regional authorities have embarked upon facilitating innovation management in general and across sectors, by supporting innovation consultancy on different matters, including IPR, internationalisation and growth facilitation. In this respect, full neutrality between the different forms of innovation has not yet been achieved as there seems to still be a bias towards support for technological innovation. Moreover, support for “user-driven” innovation is only in its infancy.
Cluster organisations aim at bringing the different forms of innovation support together and at customising them according to the needs of the enterprises in a given regional economic environment. The changing nature of innovation, and the growing importance of “user-driven” innovation, is also reflected by new forms of cluster collaboration as well as by new services provided by cluster organisations to cluster firms. For example, “living labs” that experiment with innovative solutions in an interactive manner with users are not by chance most often found in clusters, where they can catalyse the development processes of innovative products and services by relying on already existing networks and collaboration schemes. Cluster organisations have started to promote user involvement in innovation in different ways, in particular by integrating “living labs” or design centres into their activities. However, more radical approaches may still have to be developed and tested in order to better involve users more systematically in, at early stages of innovation processes. 

Although “user-driven” innovation seems to be the future for many sectors, the practical difficulties and risks of following such an approach should not be underestimated. In particular, innovative SMEs may find it difficult to organise such open innovation processes while also ensuring the necessary control over the commercial exploitation of the results. Cluster organisations will have to offer new services and safeguards that keep a balance between more openness towards users and the fear of loss of control. At the same time, competition and State aids rules need to be respected. The new pilot actions and discussion fora launched under Europe INNOVA and PRO INNO Europe should become instrumental to fully exploit the potential of clusters in support of “user-driven” innovation.
The challenges ahead
“User-driven” innovation is a new element for both manufacturing and services characterised by the systematic identification and consideration of user needs, which previously were perceived to be external
. Even science-driven industries do often not follow the traditional technology-push approach anymore, where research is linearly translated into new products and services. There are sectors, in which enterprises are particularly prone to the concept of user-driven innovation, such as in IT, mobile technologies, media and health care. Furthermore, there seems to be untapped scope for exploiting better user involvement in more “traditional” sectors such as tourism, business support services and transport. Whereas in some sectors innovation is more driven by end-users, other sectors are more dominated by business-to-business relations or public procurement. In short, sectors tend to have different characteristics in terms of user involvement. But generally, user involvement is strengthened everywhere. This is not limited to consumers but includes also businesses and public authorities, who may represent lead users. 
As a consequence, many clusters shift from a “research-driven” approach towards a more “user-driven” approach, where the leading edge lies in the co-creation of values with the customers and in new forms of business cooperation. This represents a double challenge for clusters: On the one side, “user-driven” innovation calls for the integration of new players and institutions into clusters such as “living labs” or design centres that can provide feed-back from users and test innovative ideas with them. This challenge has to be addressed through cluster policies and initiatives that must acknowledge that innovation is not only driven by research and technologies but also by other forms of knowledge. On the other side, the user-driven approach also represents an operational challenge in terms of finding better ways to involve users in innovation processes. Cluster organisations – as the entities in charge of managing cluster interactions and providing or channelling specialised and customised business support services – seem to be particularly well placed to play this role. 
“User-driven” innovation happens in different ways and, therefore, cluster organisations face different challenges to better support user involvement in the innovation processes of cluster firms:
1. Business to business: How to encourage closer business cooperation between suppliers and buyers to promote the co-development of innovative products and services? How can this be supported by cluster organisations?
2. Business to consumers: How to better involve end-users directly in innovation processes? Which specific support services can be offered to cluster firms in this respect?

3. Business to public services: How to share development costs, risks and new products and services between firms and public authorities? What can cluster organisations do to promote the concept of pre-commercial public procurement?
In all these areas, practical examples can be found of how cluster organisations support “user-driven” innovation, reflecting the different needs of cluster firms in different sectors. What seems to be less well addressed is the challenge of optimising the link between cluster support and the development of regional strengths through user-driven innovation. Although regions may find it difficult to promote “lead markets” due to the lack of scale and negative external effects, it would seem possible to better engage lead users in innovation processes by providing financial incentives to end-users to cooperate with local firms. This is still a widely untapped area. Cluster organisations could, for example, issue innovation vouchers funded by regional development and innovation agencies to end-users, with the view to test innovative solutions developed by cluster firms. This may be a promising approach, in particular in areas requiring high investments such as energy efficiency or construction.
Another promising approach to support “user driven” innovation is pre-commercial public procurement, where public authorities enter into direct relationships with enterprises to find innovative solutions for pertinent problems. Although some practical examples for concept exist, it still not widely used. The question is whether and under which conditions clusters could be considered as privileged partners in this process, by engaging groups of innovative firms into the search for new solutions addressing societal challenges and building upon the advantages of strong cooperation between industry, research and other institutions. 
“User-driven” innovation is very trendy. However, most of the examples used to illustrate this new concept stem from larger firms with strong brands or the IT sector, where users have long been actively involved in product and services development. For SMEs the advantages of “user-driven” innovation are less obvious and more difficult to grasp. Cluster organisations may play a useful role as intermediaries, in particular between public authorities and private customers on the one side, and innovative SMEs on the other side. The potential risks of such relationships should, however, not be underestimated. Direct contacts between companies and public authorities are especially difficult and constitute a particular challenge in view of the potential risks of bribery, corruption and breach of competition rules. In this respect, there is a need to establish and manage clear agreed ground rules, and cluster organisations seem better placed to do so rather than individual companies that could be seen as trying to strengthen their own position or unduly influence public authorities. 
Also direct or indirect contacts between SMEs and their customers pose a challenge. While such relationships are usually indirect, facilitated through interest groups such as, for instance in the health sector, patient associations or organisations representing the disabled community, they may, nevertheless,  generate unrealistic expectations of the potential benefits or the company may be exposed or even accused of “playing with people’s health” or using them as ”guinea pigs for profit making”. The relationship becomes particularly delicate when dealing with specific social groups such as young people.  If SMEs are encouraged to enter into such user relationships, they must be able to carefully manage them in order to avoid misunderstandings and disappointments on both sides.  
The potential role of cluster organisations in fostering user-driven innovation
Clusters provide a generally favourable eco-system for user-driven innovation to happen, and this can be further facilitated by practical support from cluster organisations to “incentivise” user-driven innovation at different levels: at business-to-business, business-to-consumers, and business-to-public services level. 
1. Cluster organisation support for business-to-business cooperation for innovation
Cluster organisations can play a key role in undertaking market and user demand analysis and in providing such information to their cluster firms. Furthermore, they act as mediators and moderators of contacts between innovation actors and users bringing together strategic buyers and suppliers and identifying opportunities for business-to-business cooperation. 
This can facilitate strategic business collaboration amongst cluster firms as well as between firms from different clusters willing to join forces and expertise to develop innovative products and competitive services together. The support by cluster organisations may include the active facilitation of technology transfer, marketing and branding activities as well as the acquisition of new lead users, e.g. through exhibitions, fairs and cluster visits.
Moreover, cluster organisations are often involved in the identification of the technological needs of their cluster firms and in facilitating the transfer of technologies from suppliers to end-users located either within the cluster or elsewhere. To further support this type of activities at EU level a successful action was recently launched by the INNET project, a founder member of the European Cluster Alliance (see box below). Furthermore, cluster organisations can also assist cluster firms to improve their innovation capability by facilitating their contacts with companies specialised in areas such as IPRs, innovation financing, international contacts and design. For example, Clusterland Upper Austria has established a horizontal Network of Design & Media, which provides information on design and relevant service providers across its cluster initiatives and fosters collaboration between companies to test and co-develop new products and services (see box below). Clusterland Upper Austria also supported the efforts of their cluster companies in developing “user-driven” innovation in another context. They entered into cooperation with the Software Park Hagenberg
, a unique network of business, research and education in software development, linking up companies to test and co-develop new products and services.
Case: Clusterland Upper Austria

Clusterland Upper-Austria comprises important economic sectors such as automotive, plastics, eco-energy, furniture-timber construction, food, health technology, and mechatronics clusters.
 It was founded by TMG, the Upper Austrian Chamber of Commerce, and the Federation of Austrian Industry in order to increase the enterprises’ competitiveness and know-how and to enhance their internationalisation. In addition to the clusters in different sectors, it also includes horizontal, inter-sectoral networks like the Network of Design & Media, which offers information to the companies in all sectors on available design service providers. 
The Network of Design and Media increases awareness for design advantages, and provides access to funding and cooperation partners in the field of design which is of high importance for SMEs that are in a less advantageous situation than large companies. The design companies cooperate with other businesses, educational facilities, or service providers in “best-practice” forums, expert discussion meetings, and in the design conference.
2. Cluster organisation support for consumer-driven innovation
Cluster organisations, as business support service providers, can be one of the effective channels for user-driven innovation. Cluster organisations offer or can offer services for companies to assist them in the area of “user-driven” innovation and to help them better understand and involve end-users. The cluster organisations gather market intelligence, analyse trends and customer needs and provide market foresight, help in building up networking capacity and they can act as a neutral broker between the cluster firms, users and supporting institutions. 
Cluster organisations may also coordinate - through such horizontal networks - the joint organisation of user surveys and user-group feedback on the design of new products and services or gather information on non-recognised customer needs, which may lead to further innovations. They could even try to incentivise the participation of users by organising competitions and offering vouchers to users on behalf of their cluster firms to test new products and services. Cluster organisations may also be used to manage such programmes financed by regional development agencies and public authorities. A more coordinated approach in this respect through cluster organisations may allow for more interoperability between different collaborative environments that could result in higher impact and quality of new products and services.
The Mobile Heights cluster initiative in Sweden has set up “innovation labs” as joint initiatives of the cluster members with the assistance of the cluster organisation in order to identify true user needs and to proactively involving users in the innovation process (see box below). In this case, the cluster companies and universities founded three industrial excellence centres and they also run the activities. However, they embedded their actions in the platform of the Mobile Heights cluster initiative. The directors of the industrial excellence centres are members of the Mobile Heights board, and members of Mobile Heights are part of the advisory boards of the excellence centres. The cluster organisation has the role of facilitating the entire process and act as a neutral mediator. The “knowledge and competence development” taskforce of the cluster organisation is responsible for establishing a plan for cooperation between the three centres and facilitating both internal and external communication.

Case: The Cluster Initiative Mobile Heights 

Mobile Heights is a public-private partnership founded in 2007 by Ericsson Mobile Platforms (EMP), SonyEricsson, Lund Technical University and the Skåne region.
 The founding members have set up three industrial excellence centres, one on services innovation in order to find new ways of transferring knowledge between knowledge institutions and the business sector. The centre’s vision is to become a test-bed for services innovation and it will specifically deal with developing and exploring new methods for working in an open and inter-disciplinary value network, that integrates technology, user value, and business knowledge bases between academia and industry. The centre will test new methods for identifying true user needs and for proactively involving users in the innovation process. The centre will be administrated by the Lund Technical University and is planned to operate for a period of ten years.

The industrial excellence centre is a pilot project supported by VINNOVA, which provides long-term support for innovative research and development centres at institutions for higher learning, and to a larger extent co-financed by industry. The funding organisations invest more than 10 MSEK per year in each excellence centre for a period of maximum ten years. Of the annual financing, 1.75 MSEK is provided by VINNOVA, 3.5 MSEK by the higher education institutions, and 5.25 MSEK by industry.

Cluster organisations also increasingly make use of the concept of living labs to involve users more directly in early stages of innovation. Living labs are open innovation environments in real-life settings, in which user-driven innovation is fully integrated with the co-creation process of new services, products and social infrastructures.
 The Levier Living Lab in France (see box below) is an example of such a living lab set up by a cluster organisation. 
International cluster cooperation can also support companies in tapping into global knowledge sources and in reaching an international range of users to test their new products or services. Collaboration among cluster organisations can supply their companies with necessary information on the specificities of foreign markets and customers, they can provide contacts to design centres and living labs in other parts of the world, facilitating market testing and thus the internationalisation of SMEs.

Case: Levier Living Lab

Levier Living Lab
, thanks to its diversity of broadband infrastructures and panels of users, provides an experimental facility, services and methodology for enterprises and R&D projects wanting to practice user-centric R&D. Levier is very much centered around the fixed-mobile convergence paradigm and provides both “real” and virtual infrastructures.
The Levier Living Lab is federated around the Media and Networks Cluster and the M@rsouin project and is administered by the Media and Networks Cluster. Levier Living Lab brings together the existing Living Lab initiatives in Brittany and Pays de Loire, and operates through two main complementary infrastructures. There is also a wide diversity of users. One of the main specificities of Levier Living Lab is to see the technology as a means to serve the users and to develop services for the whole population on the territory ranging from advanced users with high speed connections and new services (e.g. virtual reality) to rural or maritime populations that do not yet have access to broadband, and for whom the services remain to be invented. Numerous projects have been carried out, including Point Etude (ubiquitous access to new services related to university education, gathering 70.000 students); first testing of audiovisual services over DSL; experimental coverage of rural and sea areas via wireless; testing of virtual reality concepts devices and contents on a very large scale, usage tests around HDTV on the production, broadcasting and reception sides.

3. Potential cluster organisation support for the public sector role in innovation
Cluster organisations are also well placed to support the public sector in its crucial role in driving innovation, especially in addressing societal challenges. The public sector often plays an important, direct and influential role in areas such as health, eco-innovation, and energy efficiency, as it is often the first or the largest client. Consequently, public procurement can be very important for the emergence of specific innovations and clusters in these fields. Besides procurement, public authorities also use the instruments of providing grants for clusters to tackle a societal challenge or they launch a cluster initiative themselves on a specific theme of public interest. Examples of this type of “user-driven” innovation through clusters can be found for example in Finland, where the issue of aging population is addressed inter alia through the concept of clusters (see box below).
Case: Home healthcare in Finland

Northern Europe is well known for good publicly funded services, there is high proven innovation capability, but the home markets are small. The present trends in economy and globalization are calling for more cooperation and less overlapping activities in the field of innovation. The local authorities of the Helsinki Region have launched social services development projects focusing on work with elderly persons like the Centre for innovation and expertise in senior citizen care or The Well Life Centre for welfare technology development in Espoo. The centre of expertise has a long-term vision of developing innovative solutions in order to keep people at home longer as they age in order to reduce the increasing burden on the public facilities. They are leveraging expertise in other sectors, and they also reach outside of Finland to seek for complementary expertise. The differing needs of the aging population and the emerging technologies to be utilized will be explored and identified by means of active technological and service development. 
A transnational cluster of service innovation for aging population has been initiatied in fields of healthcare, wellness and assistive technologies to keep the aging population an active part of the society and to increase competitiveness of cluster area. This project is about the groundwork and establishing the cluster initiative for Baltic Sea Region partner countries. 
“The cities of the Helsinki Region would do well to develop their services for senior citizens in a co-ordinated manner through collaboration.” Juha Metso, Director of Social Services and Welfare, City of Espoo.
Yet, it is difficult to find good examples where cluster organisations actively play a role in fostering the collaboration between public authorities and businesses to strategically drive innovation through public procurement. However, they could play an important mediating role in facilitating such business-to- public-service cooperation for innovation, especially in pre-commercial procurement.
 For instance, cluster organisations may negotiate, on behalf of its cluster firms, conditions for pre-commercial public procurement to the benefit of all in the longer term. This may include the negotiation of risk-benefit sharing related to the design, prototyping and testing of new products and services with public authorities as well as the joint definition of competitive procurement specifications. 
Furthermore, cluster organisations can help set up the right consortia to address complex technological solutions and they can channel strategic information to cluster firms in order for them to be able to better address the particular demands of public authorities. With cluster organisations playing a mediating role, it might be possible to engage more innovative SMEs in pre-commercial procurement.  Also, the early involvement of public authorities in the innovation process may offer further strategic advantages for cluster firms in the particular sector. The opportunities that such cooperation and ways to address existing obstacles for such wider, practical cooperation should be further discussed in the context of the European Cluster Alliance and with the European Cluster Policy Group.
Conclusions and next steps 

“User driven” innovation is a new challenge for clusters, both at policy level as well as at operational level. PRO INNO Europe® and Europe INNOVA must address these challenges, with the view to constantly modernise cluster policies and adapt them to new circumstances and to incentivise new or better instruments and services in support of innovative cluster firms. With the launch of a new generation of European cluster policy initiatives and projects there is the unique opportunity to take these challenges from the beginning into account. This may require in some cases some adjustments and reorientations, which should however be seriously considered in order to keep PRO INNO Europe® and Europe INNOVA in line with the overall policy objectives as followed by the forthcoming European innovation plan.
The following steps are proposed to be taken within PRO INNO Europe® and Europe INNOVA to further explore how clusters can facilitate “user-driven” innovation, in particular to the benefit of innovative SMEs: 

· The high-level European Cluster Policy Group is invited to discuss in more detail how “user-driven” innovation can be supported by clusters. This may require to encourage new forms of cluster cooperation and to involve different institutions into clusters, in particular in services-driven clusters. Furthermore, the Group is invited to identify those societal challenges that could be best address through clusters, e.g. by using the possibility of cooperation agreements for pre-commercial public procurement, and to elaborate on the practical modalities for following a more “society-driven” cluster approach.

· The European Cluster Alliance is invited to consider the organisation of a specific workshop on new ways of promoting “user-driven innovation” through clusters, by building upon regional strengths. In this regard, specific emphasis should be paid to the possibilities to use pre-commercial public procurement as a “spring board” for regional innovation, taking into account competition and State Aid rules. Furthermore, it should be investigated how and under which conditions Structural Funds and other EU, national, regional and local programmes could be used more widely for the testing and roll-out of new instruments in support of user-driven innovation, such as innovation vouchers to the benefit of end-users. Finally, a discussion should be animated on the question which benchmarking criteria for cluster excellence would be needed to fully recognise the need to strengthen aspects of “user-driven” innovation within cluster policies and initiatives.

· The new INNO-Net on European policies and instruments to support service innovation is invited to address in its work package on new forms of support for open and user-driven innovation management, how user-driven innovation can be facilitated through services clusters. The foreseen pilot activity could further test this aspect and validate the findings in the INNO-Net’s Think Tank. It is recommended that the INNO-Net actively participates in the discussions that take place on this issue in the European Cluster Policy Group and in the European Cluster Alliance.
· The European Cluster Excellence Initiative is invited to devote its 2010 annual event of the European Club of Cluster Managers to the theme of cluster support for “user-driven” innovation. Experiences and lessons learned in providing practical support for “user-driven” innovation should be exchanged with particular focus on the difficulties and opportunities of supporting innovative SMEs in this respect. Furthermore, the consortium is also encouraged to participate in the discussion on new or better benchmarking indicators for measuring cluster excellence, taking into account the dimension of “user-driven” innovation.

· The new sectoral and cluster partnerships under Europe INNOVA are invited to accept the challenge to develop and test new instruments and tools aiming at promoting the involvement of end-users in the innovation process, in particular with the view to help innovative SMEs in this respect. This may include the application of innovation vouchers to new fields, as well as the facilitation of feedback from users on new products and services. 
� For a more detailed description of user-driven innovation, see for example FORA (2005) User-driven innovation – Results and recommendations, available at � HYPERLINK "http://www.ebst.dk/file/7321/userdriveninnovation.pdf" ��http://www.ebst.dk/file/7321/userdriveninnovation.pdf�


� For more information see �HYPERLINK http://www.softwarepark.at/ ��http://www.softwarepark.at/�


� For more information on Clusterland Upper Austria and its cluster initiatives, see http://www.clusterland.at/730_ENG_HTML.php


� For more information on the Mobile Heights cluster initiative, see www.mobileheights.org


� For more information, see for example the 2009 report entitled ‘Living Labs for user-driven open innovation  - An overview of the living labs methodology, activities and achievements’ and http://ec.europa.eu/information_society/actvities/livinglabs


� For more information on the Levier Living Lab, see http://www.openlivinglabs.eu/pdfs/levier.pdf


� http://www.culminatum.fi/content_files/InnovationStrategy.pdf


� For more information on the potential role of pre-commercial procurement in driving innovation, see the Commission Communication COM(2007)7999 final, available at http://ec.europa.eu/information_society/tl/research/priv_invest/pcp/index_en.htm
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