Eric von Hippel, 64, professor of management of innovation and head of the Entrepreneurship Group at the MIT Sloan School of Management, argues that innovation does not come from within company walls, but from the users of products and services, especially the small percentage he calls ‘lead users.’ Smart companies will find these ‘lead users’ and give them ‘toolkits’ to make it easy to adapt products, then take those adaptations and incorporate them into product offerings. He calls this process democratizing innovation, and has published a book by that name (available in Japanese, or in English on his Web site http://web.mit.edu/evhippel/www/books.htm)
Diamond. What do you mean by democratizing innovation? 

Von Hippel.  Users innovating for themselves. Users can be individual users, and there are user companies. 

Diamond. Name a couple of companies that might surprise people with their use of lead users. 

Von Hippel. Lego. Lego for a long time thought it was just bizarre (that its users were innovating). They said, ‘why are they doing that? They don’t do that -- we do that.’   But Lego has finally open sourced it’s Mindstorm software and it’s inviting and adopting user innovations, it’s finally closing the circle. 

A lot of manufacturers have no sense how to use this, they think, ‘it’s our job to innovate.’ So now there’s the (Toyota) Scion, and they’re trying to do in a limited way, it’s a modular car that lets you plug in a lot of pieces. That’s an attempt to hook into the community. But there’s not a feedback mechanism for them to get at the hottest stuff these users do, that are not plug-on panels they give you.

So the whole circle would be, ‘they’re out there innovating, give 

them a toolkit into your car in a modifiable way and take what they 

did and commercialize it.’ Toyota’s sort of on the way to there but 

they don’t really quite get it yet.

Diamond. Are there markets where you can’t do a toolkit?

Eric.  If there’s no heterogeneity in needs, if everybody wants the same things.  Plastics, maybe.  But we had one of these big old food companies telling us, ‘we have an 800 number , we know all about our customers.’ So we went on the Web and looked, and here were hikers developing stuff for special hiking purposes, there were people designing molecular food, there were tremendous innovations the company was totally unaware of.  It’s seeming to us now that almost anything has a user community attached to it. 

Diamond: R&D is the source of a lot of political wrangling in the U.S., especially around what we’re spending on research.  What does this lead user concept mean for this debate? Are we spending our research dollars in the wrong way?

Von Hippel: We pay companies for research, we give ‘em tax credits and so on. But users tend to innovate while doing.  There’s a bias towards manufacturing innovation for R&D. but R&D is actually a pervasive activity, integrated with doing.

Diamond. Technology transfer is a huge problem (for companies). Is the lead user concept a more efficient way than the one we’ve seen large industrial corporations develop over the last several decades?

Eric.  The lead users are the ones developing the novel functions.  It’s logical that they are because they’re the ones with the needs.

It doesn’t mean these R&D labs are useless at all. It means they have to figure out what part of the portfolio they should be working on. They should be working on improving the toolkit.

Diamond. Let’s talk about your ideas on democratizing innovation vs. Clay Christensen’s Innovator’s Dilemma. Is this lead user concept perhaps the way that innovators avoid a dilemma?

Von Hippel. Clay’s innovation dilemma focuses on a problem that manufacturers have, namely do they or do they not pick up new innovations. This is a whole other matter, this is where these innovations come from. 

If you learn to grab them than you probably could solve your problem of the innovator’s dilemma.  But a big chunk of the innovator’s dilemma comes from corporate culture.  It’s not that they sometimes don’t even know this stuff is out there, they just can’t do it. Companies are designed as operating machines. Six sigma is designed to do what you’re doing and tweak it to the ultimate. You tweak what you’re doing really well, and it gets harder and harder to throw the whole thing away. 

Diamond: From a national policy perspective are there things we can do to change our mindset and leverage lead users?

Eric.  Lead users flourish when they have freedom to operate. So intellectual property, the very idea of IP, is not helpful. So manufacturers who are madly trying to tighten down on IP, and the government is going with them, it’s a big mistake.

Diamond. Do we want though something as free form as China?

Eric. I would say we do. If they manage to resist our pressure to force them to adopt IP, they then represent a model which we might have to follow, which is not a bad thing.

Diamond. So should all patent laws be abolished?

Eric.  This is what we’re working on. It’s not clear. The evidence is that companies don’t rely on them much. The basic underlying principle is that you shouldn’t be given a monopoly unless you get something for it, in other words if an innovator would innovate anyway, you shouldn’t give them a monopoly.  In lots of areas basically 30 years of studies say they’ll innovate anyway. 

Diamond. You argue in your book that having a bunch of lead users who are really innovative is a competitive advantage for a country. Which countries are potentially well positioned, if they get policy right, to drive more innovation?

Eric.  The Danes have put this into national policy. They’ve said it’s going to be national policy to promote user-centered innovation for Danish firms.  The reason they’re doing this is quite intelligent. They haven’t got the money typically to compete on technology R&D, which is what the government rewards them for right now. But they think they’re closer to customers, so maybe they have a comparative advantage in really learning how to do all this stuff like toolkits. So with Copenhagen Business School, we’re setting up a center over there. 

Diamond. Is it harder in a culture that is hierarchical and autocratic and not open to ideas from people down the food chain?

Eric. The Danes think that’s why they have a comparative advantage -- they’re much more democratic. But on the other hand a culture like General Electric, which is very autocratic, is able to force this kind of thing down the chain.

Diamond.  If I’m a CEO, what do I do with this concept?

Von Hippel. Lead or follow, it’s their choice. 

They have to figure out what’s my defensible core and then what the users want to do. The users often don’t want to invent this stuff from scratch. Nobody builds a car from scratch. Same thing with video games. If we can provide the engine, you (the user) provide the mod (modification). So if you figure out what they want to do and what they can do better than you, great, make a nice interface to it and give ‘em tools.

It’s a very difficult challenge for the CEO who does not understand the innovation process.  Innovation processes are designed a round the way you think the phenomenon works. And if it doesn’t, you’ve got to change your company, and you know how hard that is.  

