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Abstract:

Today, video game developers are faced to a disotiom between the value creation
resulting from innovation and the value captureegated by the sale of innovation. In the
literature, this disconnection refers to a strateliemma (cooperation versus integration) and
organizational dilemma (open model versus closedebtawithin the innovation process. In
our opinion, the literature does not give any claaswer about the organizational forms
which could solve this dilemma. This article analyzhe way the video game developers
organize their innovation process to combine thieevareation with a high level of value
capture. Based on a qualitative methodology and dase studies, we show that the question
of the combination can be resolved by organizingage phases of the innovation process
differently. Therefore, by adopting an open model the upstream phases (through
cooperation), and a closed-model in the downstrgdrases (through integration), the
developers can optimize value creation and valp&uca. Finally, this research contributes to
the studies on innovation and value logics andi@pates in creating a better understanding
of the video games sector.

Keywords: innovation process, value creation, value captudeo game industry, SME.
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innovation process: Evidence from video game SMEs

INTRODUCTION

In the video games industry, value creation resglfrom innovation (new games) and value
capture generated by the sale of innovation (Satmmes) may be strongly disconnected for
two reasons. Firstly, they are often managed bfemdift stakeholders (Johns, 2006), and
secondly, they are organized during different phaxfethe innovation process. The creation
of new games takes place in very creative devedopier the upstream phases of the
innovation process (design, research and developn@n the other hand, the value capture
which results from the sale of games depends orcanéol of downstream phases of the
innovation process (financing, sales promotion digldribution) that are managed by the
publishers and distributors (Parmentier and Mandgema009; Shankar and Bayus, 2003).
These differences lead to conflicts and resourgemlgence that influence the level of value
capture for each type of actor (Johns, 2006). Témeldpers, generally small and medium
enterprises (SMEs), only capture a very small pdrthe monetary value whereas the
publishers and distributors, generally large congmncapture a very large part. Other
constraints can influence value creation and vakljure and strengthen the disconnection
between them. Among these constraints, the spiieific of cultural products, the
fragmentation of the innovation process and thealartte between the ‘artistic’ aspirations
and the ‘management’ necessities are the mostemiilal (Cohendet & Simon, 2007; Gil &
Spiller, 2007; Storz, 2008). Thus, the situation d&fvelopers is problematic and many
between them try to reduce the gap between vakation and value capture by adopting new
models of organizing innovation.

In the literature on innovation, this disconnectisrobserved mainly on a strategic and
organizational level (Adner & Kapoor, 2010; Lep&mith & Taylor, 2007). Value creation
can be defined aghe invention or the reconfiguration of assets and skills making it possible
to create a usage value (new product, new service, etc.) subjectively seen as new and relevant
for the potential user” (Lepak, et al., 2007: 182). Value capture candedéined as the
capacity of the company to capture a material (monetary) or immaterial (knowledge,
reputation, etc.) sum received in exchange for a usage value created for a potential user”
(Lepak, et al., 2007: 182). On a strategic levelug creation seems to be facilitated by
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cooperation strategy (Chesbrough, et al. 2006; RBod904; Stuart, 2000), but limited by
integration strategy (Chesbrough, 2003) - wheredsevcapture seems to be facilitated by
integration strategy (Teece, 1986, 2006), but atted by cooperation strategy (Casciaro &
Piskorski, 2005; Chesbrough & Appleyard, 2007). @dnorganizational level, value creation
seems to be facilitated by an open model, but dichiby a traditional closed-model
(Chesbrough, 2003), whereas value capture seerhs facilitated by a closed-model, but
very difficult to manage in an open model (Teec®8&0Nest, 2003). Thus, companies are
faced with a strategic and organizational dilemmthe innovation activity that affects SMEs
hardest because of their limited resources. Tokaowledge, the literature does not provide
clear answers concerning the organizational waysoltee this dilemma. In this perspective,
the analysis of the innovation process can prosimae keys to understand how effectively
manage this dilemma. Indeed, the innovation protessys together all of the stages and
activities to create a new idea (value creatiorc@ss) and commercialized it in a market to
acquire money, reputation and others (value cappuoeess) (Freeman & Engel, 2007;
Rogers, 2003). As innovation is a source of valeaton, the innovation process includes
the activities that create value. As value captisgends, amongst other things, on the control
of ‘support’ assets connected with the productind tne diffusion of the innovation, (Teece,
1986), the innovation process also includes thgiaies that a company must control in order
to capture value. Therefore our research questipfHow can the innovation process be
organized to combine value creation with a high leal of value capture?

The first part of this article analyses the strategmd organizational dilemma related to
value creation and value capture. Then, we studyirthovation process with a focus on the
organizational models. The choice of the video gamdeastry, the method of data collection
and treatment, and the four case studies are Hedcin the second part. The third part
presents the main results, discusses the conndagisreen the organization of the innovation
process and the combination of value creation agl Yalue capture, and concludes by the
limitations and the perspectives for future researc

1. VALUE CREATION AND VALUE CAPTURE: A STRATEGIC AND
ORGANIZATIONAL DILEMMA IN THE INNOVATION PROCESS

Value creation and value capture can be analyzeough strategic and organizational

approaches centered on innovation. Indeed, innmvéaia crucial source of value creation for
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the long-term survival and growth of companies (Balj 2002). However, to profiting from
innovation, it is not sufficient to create and depenew products or services, but also to
capture the value resulting from the sale of theouation (Pisano & Teece, 2007; Teece,
1986). For a SME, this step is crucial to enswsduture investments, especially for research
and development. Thus, the combination and themigpdiion of value creation and value
capture is a central preoccupation for all innox&atsMEs. In the literature, the approaches
focused on strategy and organization allow undedstesow a company can optimize these
two activities. On the one hand, the literaturetmninter-organizational forms of cooperation
(e.g. Deeds & Hill, 1996; Dhanaraj & Parkhe, 208&uart, 2000) and the studies on open
innovation (Chesbrough, 2003) explain that the eoafon and the adoption of an open
organizational model facilitate value creation. @ other hand, thdrofiting From
Innovation (PFI) approach (Teece, 1986, 2006) explains hod \ahy certain innovative
companies (especially SMEs) may fail to captureetenomic benefits connected with their
innovation, whereas other stakeholders in the imguare able to benefit from them.
Integration strategy and the adoption of a trad#loclosed-model (particularly in-house
R&D) would be therefore more adapted in order tsuea a high level of value capture.
Finally, these approaches highlight a strategic anghnizational dilemma that can be
analyzed withinan innovation processThe innovation process can be traditionally divided
into five phases(see Figure 1): the upstream phases of (1) gengrah idea (making it
possible to answer a need) and (2) creating theepir{research and development), and the
downstream phases of (3) industrialization (fedigybiand setting up production) (4)
marketing and (5) distributing the innovation or tharket.

Figure 1: The innovation process
(adapted from Freeman & Hengel, 2007; Rogers, 2B0&well, 1994)

d _ Research &
ea generation Development Industrialization Marketing Distributio

The way of effectively manage the innovation prgceepends both on strategic and

organizational dimensions. More precisely, the sasof the innovation process is based on
several factors. Firstly, the choices of resourdbs, way of accessing these resources

! Given the heterogeneity of innovation process rso(iRothwell, 1994), it is necessary to proposesaegal
definition, adapted to this research and accepyethbst research on the subject (Bernstein and Sid@06;
Chesbrough, 2003; Forrest, 1991; Rothwell, 1994).
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(cooperation and/or integration) and their attrimutto the different phases in the process is
part of the strategic dimension. Secondly, the wdycoordinating the resources and
organizing the tasks (initial and subsequent),aonditoring the work carried out, with a view
to reaching the objectives that have been fixedfoorganizational dimension. Therefore it is
interesting to use the innovation process for anagythe value creation and value capture

and the dilemma that they cause for SMEs.

1.1. THE STRATEGIC DILEMMA : BETWEEN COOPERATION AND INTEGRATION
Value creation depends on a company’s capacitgdaiee, combine and effectively exploit
the resources by using internal (capacity, assetd)external (networks, social capital, etc.)
resources. Using external resources through diffei@ms of cooperation is today largely
recognized as a means that makes it possible tease the potential of value creation (Amit
& Zott, 2001). The forms of cooperation (alliancemovation networks, partnerships, etc.)
make it possible to discover new opportunitiesiforovating and creating value, to acquire
and exchange knowledge and experience and inctieasmiccess of innovation (e.g. Ahuja,
2000; Calia, Guerrini & Moura, 2007). These elemseate often difficult to access with
integrated models that give priority to integratirggources (Chesbrough, 2003). Therefore,
the positive influence of cooperation in value t@ano longer needs to be proved. Other
research emphasizes the importance of innovatitwanks (Chesbrough and Prencipe, 2008;
Dittrich & Duysters, 2007), new forms of client egfration (crowdsourcing) and user
communities (Howe, 2008; Parmentier & Mangematidi,4) or intermediaries and hub firms
(Gardet & Fraiha, 2012) for the success of valeation. It becomes possible to co-create
value, ideas, technologies, innovations betweemraéxomplementary partners or users in
alliances, cooperation systems and ecosystems [([Eaissmann & Chesbrough, 2009; Von
Hippel & Von Krogh, 2003). Finally, the forms of @eeration have quite positive effects on
value creation whereas integration has quite negadiffects. Thus, the value creation
resulting from innovation is based on internal axternal resources. We observed that the
success of value creation is based on the interaatid the combination of these two types of
resources. We also observed that traditional iategrmodels limit the value creation because
they are only based on internal resources and tlontegrate the sharing and exchange of
external resources, which makes access externaltopities very difficult.

According Teece (1986), capturing a high levelha value generated by the sale of the

innovation firstly involves the construction of eaand inimitable resources, especially the
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resources connected with the production and therilmiion of the innovation (the
complementary assets). Sirmon, Hitt & Ireland (20§Yowed that the effective capture of the
value created depends, in particular, on the manageof these resources and the company’s
capacity to structure its resources portfolio idesrto group them together and to exploit the
market opportunities. Rare and inimitable resoueskey factors in this management, as
they can serve as protective mechanisms to faceeiiion (Pisano & Teece, 2007). The
protection of the value creation (particularly tigh formal and informal protection
mechanisms of intellectual propedtycontributes to increase the value capture anit time
opportunism (Fréchet & Martin, 2011; Pisano & Teef@7). Teece’s model (1986) relies on
the company’s asset base (particularly the compitang assets), the type of intellectual
property regulations and the strategic choices. dihor made two recommendations for
managing the beneficial value capture: (1) a cohied strategy when there is a strong
capture system and the additional assets are bladad easy to access for the stakeholders
in the industry (dependence on weak assets) (dntagration strategy when the capture
system is weak and there is considerable dependantlee additional assets (showing the
major importance of these assets). However, theoautid not discuss cooperation. As this
was lacking, it was of interest to study the efeat cooperation on value capture. Firstly,
cooperation is an answer to access missing resaufbés need to acquire missing resources
can lead to negative dependence phenomena (Ca&cRiskorski, 2005; Pfeffer & Salancik,
1978) that may influence the conditions for valaptare. For example, a SME can be forced
to transfer a high part of the monetary value (ttesulting from the sale of a product or
service) to companies which have invested the massturces in the collaboration (Pisano &
Teece, 2007). Similarly, the power games betweewrrak actors in the collaboration can
influence strategic and organizational decisiorg@msure a level of value capture in favor of
actors who have the most power (Jgrgensen, 20@4pn8ly a high level of protection of
intellectual property is necessary during cooperato protect value capture, as a protection
against opportunism (Pisano & Teece, 2007). Thirdbpperation implies a dilution of value
between partners and the contributions of eachr awtthe collaboration can be difficult to
identify (Chesbrough & Appleyard, 2007). In thiggeective, the final division of results and
the economic benefits can be unbalanced. Thus, ecabpn, even if it facilitates the
absorption of knowledge and experiences, rathenbgative effects on value capture.

2 Formal mechanisms generally concern the patentrdodnal mechanisms concern the secret, the cotitple
of the product design and the technological advéRechet & Martin, 2011).
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Finally, cooperation seems to have positive effextscreation, but rather negative
effects on value capture, whereas integration seerhave positive effects on value capture,

but rather negative effects on value creation.

1.2. THE ORGANIZATIONAL DILEMMA : BETWEEN OPEN AND CLOSED-MODELS

In the literature, the innovation theories focusedhe organization enabled us to distinguish
three main organizational models for the innovagoocess: linear models (closed or open),
the exploitation/exploration model and the nonineodel.

Linear Models are sequential models, where thevation process is a succession of
stages. These stages are divided between diffea¢egories of stakeholders: the conception
of the innovation (idea and research) is the rélthe researchers and creative stakeholders,
the development is undertaken by the engineerssdles promotion, and the distribution by
the sales representatives and the marketers. Thefudosed linear models shows that the
organization of the innovation is insourced, wherd& use of open linear models implies
that a company has opened its boundaries. The etenpisourcing of the process makes it
possible to reduce uncertainty, to increase its ggoand avoid opportunism (Pfeffer &
Salancik, 1978), whereas opening the process allmwvsase the opportunities for innovation
through a combination of internal and external veses (Chesbrough, 2003). Therefore, the
process organization is based both on internaleaienal resources that are often difficult to
reconcile. Using the exploitation/exploration mouteplies that two activities are carried out
simultaneously (March, 1991) : (1) the exploitatiowhich is based on the use and the
development of existing skills, and existing tedogees and paradigms and (2) exploration,
which is based on research and experimenting veth solutions, either within or outside the
company. The combination of these two activitiesd¢fore requires delicate organization that
may take place in-house or externally through avoek or with independent companies.
Finally the non-linear modalistinguishes itself from the other models by iterenchaotic
vision that requires permanent renegotiating ofitim@vation conception and the roles of the
stakeholders implicated in its development (Akri€lallon & Latour, 1988). In this model,
the method for organizing innovation depends onvithg in which the process is used within
the company and in its network. These models sh@wmultiplicity and the complexity of
the organization of innovation.

Whatever the model used, the innovation processgshaan be organized like open,
semi-open or closed. An open phase is based onptineiple of opening company's
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boundaries to benefit from external ideas and vetaation opportunities - and also to market
the innovations resulting from alliances and paghips by multiple ways (patents, joint
ventures, spin-offs, etc., Chesbrough, 2003). Quehoundaries facilitates the co-creation of
value, licensing and creation of new business n&drlit implies the sharing of innovation
(idem, 2003). However, an excessive opening cash iedhe risk of opportunism and losing
value because sharing innovation may encouragaicgrartners to appropriate the results
from the collaboration, thus diminishing the betsefof the company that initiated it
(Chesbrough & Appleyard, 2007). Opening boundaaés reduces the possibilities of
developing /exploiting the intellectual propertg, iiincreases the risk of leakage of protected
knowledge (idem, 2007). Thus, it is difficult to au systems for effectively protecting
intellectual property, and the effective value captbecomes a delicate matter (David &
Greenstein, 1990). Opening is therefore a meartssems to facilitate value creation. A
semi-open phase is based on the principle of cedr@pening, which involves a limited
sharing of the innovation and information (WestQ20 For example, a company may decide
to share its technology without explain how uséhigreby forcing competitors to collaborate
with the company in order to innovate. The prineipf semi-opening is more applied in the
upstream phases of the innovation process and alb@nefit from the opening but only in a
limited part of the innovation (a technological dko a tool, etc.). Thus, semi-opening is a
means that seems to facilitate value creation. gsed-phase is based on the principle of
managing the activities in-house. The closure itatés the internal control of innovation and
the protection of intellectual property and avodaggortunist behavior (Chesbrough, 2003).
Adopting a principle of closure in the upstream gg®gof the innovation process shows an
R&D model that is judged to be semi-obsolete to@@em, 2003) because of two reasons: (1)
it requires too large investments and (2) the vahaation possibilities are limited to internal
resources and skills. Adopting a principle of clesun the downstream phase of the
innovation process makes it possible to block tlaeket access and control the value capture
(Teece, 1986, 2006), particularly by controllingdéidnal assets connected with the
marketing and the distribution of the innovatiomus, closing the company boundaries is a
means that seems to facilitate value capture.

In the literature, opening and semi-opening seembalve positive effects on value
creation, but rather negative effects on valuewaptwhereas closure seems to have positive
effects on capture, but rather negative effectgadne creation. Under these conditions, some

research (e.g. West, 2003; West & Gallagher, 208&)mmend combining different opening
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levels within the process. However, the right beéabetween the different levels has not yet
clearly identified, and the implications for compzs) particularly in terms of value creation

and value capture, remain largely unexplored.

2. METHODOLOGY: 4 CASE STUDIES IN THE VIDEO GAME INDUS TRY

This research has focused on the video games mydursti more particularly on video games
developers that have difficulties in effectively naoining value creation resulting from
innovation (new games) with a high level of valapture generated by the sale of innovation
(money). This choice and the specificities of timgustry, particularly with regard to value
creation and value capture, are described in (se&il). We will then present the four case

studies (section 2.2.) as well as the data cotiacind treatment.

2.1. CHARACTERISTICS AND SPECIFICITIES OF THE VIDEO GAME INDUSTRY

Innovation in the video game industry mainly depeofl (1) the specificity of the production
of cultural products and (2) the fragmentation le# tnnovative process — which determines
the conditions of value creation and value capture.

Firstly, the process of creation of video games isomplex mix of art and software
technology (Cohendet & Simon, 2007). Overall, itlides four stages: conception, pre-
production, production and post-production (Parmeent Mangematin, 2009). Because of
the very short product life cycle, the creativehatt requires a sustained innovation system
(strong creativity and originality) subject to higgmporal and competitive constraints (Gil &
Spiller, 2007; Shankar & Bayus, 2003). Faced wiltese constraints and the high
technological instability that characterizes thdea games markets, companies must renew
their offers permanently. Moreover, the emergenteordine games and new ways of
consumption (Internet, mobile telephones) has cetapyl transformed the logics of value
creation and value capture.

Secondly, the innovation process is fragmented é&twdifferent types of actors: the
manufacturers, the developers, the service prowjddre publishers and the distributors
(Aoyama & Izushi,2003; Tschang, 2007). This fragmentation leadsawep relations that
may complicate value creation and value capturbngo2006). In a traditional process of
video game creation, value creation (idea of themmegand the concept) originates from

developers which next negotiate with a publisheoroter to obtain the necessary funding for
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the game development (Parmentier & Mangematin, R0@O contract formalizes the
relationship between the publisher (the financad the developer (the creator). In return, the
developers must develop a very high level of fléibin their resources in order to respect
requests and demands from the publisher (Teipéd8)2Moreover, depending on the amount
of financing granted, the publisher can capturery large part of the value generated by the
sale of the game (from 35% to 45%). Once the gaasebleen developed, the publisher will
collaborate with a distributor to supply wholesal@nd retailers. In the same way as the
publisher, the distributor captures a part of thkig generated by sales (around 50%). In the
video game industry, value creation is therefomu$ed on the developers and value capture
is locked by the upstream stakeholders (publiske distributors). This locking creates
tensions and problems for developers which straggio combine the value creation with a
high level of value capture. In response, some ldpees try to organize their innovation
process differently, in order to improve their d¢nea freedom and profitability. These

different reasons justify the relevance of our erogl field, and our focus on developers.

2.2. STUDY OF FOUR VIDEO GAME DEVELOPERS

This research aims to provide a better understgndinthe organization of the innovation
process adopted by developers so as to effectoghbine value creation and value capture.
For this, we studied four developers of differeimes between September 2009 and October
2010. Confidentiality agreements were signed; wedupseudonyms to designate the
developers:Flashgame’ (small: 17 employee$}volugame’ (medium-sized: 34 employees);
‘Jémulex’ (small: 12 employees) and ‘MOP’ (developeith 80 employees in a large
interactive communication agency with 450 employe&ur qualitative research through
case studies used primary and secondary data. \Wewsd several data collection methods
to exploit the synergistic effects of combiningrthéhrough triangulation (see Table 2).

The main primary data source was semi-structureshilews with SME directors who
make strategic and organizational choices and erapto representing different functions
(e.g., technological, creative, R&D) who have adjdoowledge of the innovation process.
We conducted 18 semi-structured interviews witlegigame developers. Each interview was
60—90 minutes long, taped, and transcribed. Fan e@derview, we constructed an interview
guide, structured around four steps. First, we églespondents to tell the story of their
company, so that we could acquire historical knogée of the developer and its business

specialization, strategic positioning, internal owses and skills, internal organization,
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cooperation with other actors and strategic devaekg over time. With this information, we
determined the initial situation of the developed @s position within the industry. Second,
we focused our discussion on the relations betvweereveloper and the other actors in the
industry. Our objective was to get a clear view thé developer's environment and
professional network, to understand the role o$é¢hactors in the innovation process and then
identify the way the value was created and capturadd, we discussed innovation process
in detail, using semi-structured questions and gjinds to identify the developer's specific
difficulties in the combination of value creationdavalue capture. Fourth, we finally focused
the interview on the innovation organization, inedfort to understand how the developer can
organize its innovation process to improve itsaitn and effectively combine the value
creation with a high level of value capture.

We also consulted internal sources, including 8tremts, 15 project documents, 36
emails, and 16 statistical reports. These itemsvigeo a better understanding of the
relationship between developers and other actorstha innovation process. Project
documentation and emails were particularly usefutavealing the role and the impact of
external actors in the value creation process afhgkewcapture process. Finally, we studied the
website hosted by the developers and 18 digitainmuarticles from popular video game
industry publications. Through this investigatiome gained background information about
the developers (e.g., history since their creatteputation, business specialization, network
collaboration, video games created, internal staffnover), as well as accurate, external

information about the innovative game they had peoed through their development projects.

Table 2: Presentation of the four developers studéeand the data collected

Primary data Secondary data
: Pe(_)ple |_\|umb_er o Internal data External data
interviewed interviews
Flashaame Sales director (1 3 Prototyping folder (2) + Website + digital
g + Team leaders (2) project specifications (3) journal articles (3)
Evolugame Technical director 3 Project reports (5) + Website + digital
9 (1) + managers (2) contract¢8) + email4) | journal articles (4)
Jémulex Director (1) + 3 Statistical reports (16) + Website + digital
managers (2) email (3) journal articles (7)
MOP Artistic Director 4 Project meeting report Internet Site + digita

(1) + Managers (3) (5) + email (8) journal articles (4)
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To code the data from different sources, we usedtady content analysis procedures
(Miles and Huberman, 2003). We coded all data gattegories. The data analysis followed
identical steps for each of the four video gameettyers and each type of data. We
conducted thematic coding by crossing our obtauntetd with findings from prior literature
and thereby developed a dictionary of topics. Fa todification of these themes, we
manually classified the data into three broad aateg: (1) the value creation, (2) the value
capture and (3) the organization of the innovagioyctess.

Flashgame:created in 2003, it today employs 10 people. $piscialized in the creation
of adventure video games for hand-held consolek @bthe turnover figures emanate from
service activities for publishers and 25% from gaoneation. The developer works with
publishers and only receives a tiny part of thei@ajenerated by the sales (around 5% of the
sale price). To improve this situation, the develogecides to co-create a new game by
cooperating with a medium-sized developer. An opetlaboration is set up for the
conception and production phases. The pre-produgtibase is undertaken in-house by
Flashgame, and the post-production phase is uk@arta-house by the partner developer.
For the funding, the two companies were able t@iob15% of royalties attributed by the
publisher because of their larger capacity for gtweent. Flashgame receives about 6% out of
this 15%, as its share is calculated accordintsttevel of participation in the project. Finally,
open collaboration seems to be a ‘good opportufdtyFlashgame in terms of value creation
because the game is a success. However, it sesmadeantageous in terms of value capture
as the cooperation with the partner developeré@sd an unequal share of the value.

Evolugame: with 40 employees in 2009, it started in 2004 with employees for an
activity of developing games for hand-held consoles2006, the developer invested in the
creation of game prototypes. However, the protaypeere strongly criticized by the
publishers and the economic returns were low (atd@#b of the sale price). In 2007, to face
with this situation, the developer began to creatieial worlds on Internet, which integrate
video games, animation series and community wehsite animation developer and a Web
agency joined the project and were associatedgaien innovation project of Evolugame
(in the conception and pre-production phases).fifamcial cost proved to be minimal as the
products were diffused online. The relation betwBepnlugame and its partners takes form
with service contracts (purchases on the Interitetasid acquisition of the rights to diffuse

the animation). Finally, this collaboration enabieslugame to innovate in an original way.
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However, the profitability is low because of itslted success worldwide (slightly more than
1,000 subscribers corresponding to 10% of Evolugainenover).

Jémulex: created in 2000, and with 12 employees in 2009spscialized in the
development and production of sports games on cterpuAs the technology is less
expensive than that of a hand-held game, the deeelovas able to finance all the
development. However, it sought a distributor tadia the marketing and the distribution. In
return, Jémulex had to transfer a part of the vahreected with the sale of the games to the
distributor (around 40% of the sale price). To @a&se its profitability, the developer created a
car race game in 2003, diffused exclusively onrie The digitalization enabled it to
insource the marketing and distribution of its gabyeits own means. This enabled it to
capture the totality of the value generated bydake of the game. This latter was a rapid
success (more than 500,000 copies sold in 200@nkehto this success, Jémulex decided to
open its innovation process (for the conception anelproduction phases) to users by
integrating a tool for creating circuits. Today mdhan 5,600,000 users are registered and
several million circuits have been created. Thesarenaged by the users and the developer
has no control over these creations.

MOP: with 80 employees in 2009, it represents the ‘vigame’ division of a large
interactive communication agency (400 employeegeatéd in 2002, the developer is
specialized in the huge online multiplayer roleyplg games (MMORPG) of which the
advantage is the low cost of development and ddfusThe developer had sufficient
financial capacity for developing, producing andrkesing the game. In 2007, it launched a
project creating an artistic world in different medMMORPG, TV cartoon series, Mangas,
2.0 Web community, etc.). The development of MMORB@ntirely insourced by MOP that
also decided to integrate a tool for collaborativith the users. With this tool, the users have
the possibility of creating and improving the gamenvironment. Thus, MOP opens the
phases of conception, pre-production and produdiomg the innovation process, and users
can contribute to all the stages of the game. Hewethe developer retains control of the
creations and the improvements made by the usenslar to avoid excesses and opportunist
behavior. Therefore, this organization enables M@PBontrol the value creation (connected

with the game) and to capture all of the value gated by the sales of the game.

13



T

UMS

1o narnat
Management Stratécique

XXIVe Conférence Internationale de Managementt8gigue

3. RESULTS AND DISCUSSION

This research emphasizes the crucial role of orgdions in the innovation process in solving
the dilemma between (1) the strategic and orgabpizalt recommendations facilitating value
creation resulting from innovation (collaboratiomdaopen organization) and (2) those
facilitating value capture generated by the saleinobvation (integration and a closed-
organization). We have shown that innovative stalgdrs in the video games sector (the
developers) have to organize certain phases ohtiwsation process differently to improve
their innovation conditions and the financial ptaffility. By adopting a closed-organization
in the ‘downstream’ phases of the process (prodongctpost-production, marketing and
distribution), and an open organization in the togsm’ phases of the process (conception
and pre-production), the developers are able tectfely combine value creation and value
capture. Moreover, we also observed the open azgaon did not seem incompatible with
favorable value capture. From this point of viewr cesults challenge the literature ©Open
Innovation (Chesbrough, 2003) and PHleece, 1986).

3.1. THE COMBINATION OF OPEN AND CLOSED PHASES WITHIN THE SAME INNOVATI ON
PROCESS
By means of the four developers studied, we shaw ithis possible to include a different
organization in the innovation process phases. thigradicts the separation formulated by
Chesbrough (2003), even if other researches cordgimmresult (Von Hippel & Von Krogh,
2003; West, 2003). In fact, a company can bensdinfthe advantages of open innovation
and closed-innovation by developing hybrid strageginaking it possible to combine open
and closed-models (West, 2003).This idea of alter@astrategies or models was also
developed by Von Hippel & Von Krogh (2003), who posed a ‘private-collective’ model
based on cooperation with the users focused onvaiimm, and the privatization of activities
and services necessary for implementing this infi@vaThis wish to open models, which are
traditionally closed, matches with the need forroeening companies’ in-house shortcomings
in relation to innovation. In this way, West (20083ists on the right balance between open
and closed-models that should make it possiblesteefit from the advantages of each of the
models. This idea of a balance can be applied taesearch because we show that opening
and closing phases can be combined within a siimglevation process, through a specific
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organization: an open model in upstream phasesdrels and et development) and a closed-
model in downstream phases (production, marketiagdastribution).

In the Open Innovation theory, it is recommendedhtve an open R&D phase
(upstream phase of the innovation process) to magiwalue creation (Chesbrough, 2003).
However, Chesbrough is discreet about value capame rather recommends an open
downstream phase within the innovation procesgderoto market or sell (through licenses)
the innovations on new markets, located outsidepeones’ traditional markets. In the PFI
theory, it is recommended to integrate additiorsslets connected with the production and
distribution activities of innovation (downstreanhgses of the innovation process) to
facilitate value capture (Teece, 1986). HowevergckBe does not consider cooperation.
Therefore, these two approaches seem to be strategpmmendations for the different
phases of the innovation process: Chesbrough prefpstream, whereas Teece prefers
downstream. In this way, it is possible to idenfibyr types of configurations for organizing

the innovation process (see. Figure 2) dependiagipistream and downstream phases.

Figure 2: Possible open and closed configurationg the innovation process phases

e Advantage: value creation e Advantage: increases the potentid|
facilitated by the opening of value creation.
Value capture facilitated by Possibility of external sales or
closure marketing of ideas and innovations
Open || . |nconvenience:the firm must be through opening
able to manage this organizational « Inconvenience:difficulty in
balance controlling the process
Organization of the
upstream phases of the Flashgame ; Jémulex MOP
innovationprocess i
» Advantage: favorable value » Advantage: outsourcing
capture created by the sale of the marketing or sale of ideas and
innovation innovations through opening
* Inconvenience:potential of value | ¢ Inconvenience:potential of value
Closed creation limited by insourcing creation limited by internal R&D.
R&D Limited capture of external sales
of the innovation
Initial situation for Flashgame, Evolugame,
Jémulex and MOP Evolugame
Closed Organization of Open

downstreamphases of the
innovation process
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Thus, for effectively combining the advantages pém and closed configurations, it
seems that a balance is necessary between opeeampsphases and closed downstream
phases in the innovation process. This balanceemdble companies to control, improve and

even create their own conditions for value crea#ind value capture.

3.2. THE RELATION BETWEEN OPEN INNOVATION PROCESS AND VALUE CAPTURE

Our case-studies shows that an open innovatiorepsois not incompatible with a high level
of value capture. This relation may be considenedcomparison toOpen Innovation
(Chesbrough, 2003) and PFI (Teece, 1986). Firstiy,open innovation process implies
several restricting elements for the value capproeess: the free sharing of the intellectual
property (Fichter, 2009), absence of protection mmasms (Chesbrough, Vanhaverbeke &
West, 2006), dependence or opportunism engenderatiebcooperation and difficulty in
sharing the results (Chesbrough & Appleyard, 200herefore, it seems to be a negative
relation between an open innovation process angevedpture. Some of our results contest
this relation. Indeed, Jémulex and MOP case stugtiesn that open upstream phases of the
innovation process through collaboration with uskrsiot negatively influence value capture.
On the contrary, the users deliberately contribatenovation and improve the offer without
wishing for a share of the value created. This phemon is in line with the results of
Jeppesen & Frederiksen (2006) who showed thatra fdrlegitimacy can be acquired by
associating a user community with an innovatiotiated by a company. Therefore, the users
only contribute to recognition on the part of tlenpanies (Jeppesen & Frederiksen, 2006).
Thus, open innovation with users can lead to atipesielation to value capture if it fulfills
two conditions (1) to associate a user communityr \&n innovation initiated by a company
and (2) to develop recognition mechanisms for t@raunity to maintain its implication in
the innovation and the value creation process.

In his theory, Teece (1986) did not deal with caapen, but rather the contractual
relationship. Therefore, by showing that cooperafio a perspective of an open innovation
process) has an influence on value capture, wedated a new dimension into the PFI. With
Jémulex and MOP, we show that only an open innomatirocess based on ‘open’
cooperation with users, (in the sense of Pisanoekgsinti, 2008) enables a positive link with
value capture. For Flashgame, Evolugame and Cpéajéhich open their innovation process
with ‘closed’ collaborations with other compani&s the sense of Pisano & Verganti, 2008),
the link is negative. This can be explained bydiggtalization that modifies the ‘traditional’
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conditions of value capture described by Teece §L3d that rather applies to closed-

innovation models (in the sense of Chesbrough, R0B&sed on these observations, it is

possible to show the relation between the strategjanization of the innovation process

(cooperation or integration) and the level of vatapture (low or strong) in the form of a

matrix (see Figure 3). This summarizes the condktioonnected with four situations: (1)

closed-organization of the innovation process inmgya low level of value capture, (2) a

closed-organization of the process implying a gréevel of value capture, (3) an open

organization of the process implying a low levelafue capture and (4) open organization of

the process implying a strong level of value caatur

Figure 3: Strategic organization of the innovationprocess and level of value capture

Collaboration

Strategic organization
of the innovation

Closed-collaboration with
partners

Weak or no protection of the
intellectual property

Risk of opportunism
Uncertainty with regard to the
sharing of results

(3)

Open collaboration with users
User community associated
with a company’s own
innovation

Recognition mechanisms for
the community

(4)

process .

Integration

High dependence on the
additional assets

Difficulty in protecting the
intellectual property (weak
capture system)

(1)

Possession or control of
additional assets ( weak or nof
existent dependence)
Protection of intellectual
property (strong capture
system)

Paradigmatic stage for the

industry )

Low

Value capture

Strong +

Finally, regardless the level of opening or closoir¢he innovation process, it can lead

to beneficial value capture but only under certanditions. In case of closed-organization, it

is necessary to respect the principles and thenmemmdations of Teece (1986) to ensure a

high level of value capture. In case of open orzmtion, effective value capture will depend

on the type of cooperation. If the company develp®pen cooperation with users, the level

of value capture can be high if the recommendataindeppesen & Frederiksen (2006) are

respected. If the company develops a closed-cotpenaith industrial partners, the level of

value capture will be limited because of the sltaghresults.
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4. CONCLUSION

Our results point to a locked value chain in théewi game industry, where an innovative
SME does not have the possibility of controlling ttonditions of value creation and value
capture. By analysis different ways to organize ifeovation process (both integrated,
collaborative open and closed), we have showndbdain SMEs succeed in combining the
different theoretic recommendations facilitatingluea creation and value capture. This
combination is possible by opening upstream phaséle innovation process and closing
downstream phases. We emphasized (1) the detegnioie of the organization of the
innovation process in effectively combining valueation and beneficial value capture and
(2) the relation between an open innovation pro@ss advantageous value capture that
depends on the type of cooperation and the tygeadher. Following this research, several
contributions and limitations can be identified.

On a theoretic level, our first contribution reféosthe use of the innovation process,
and more precisely its organization, as a permafmantework for analyzing value creation
and value capture, emphasizing the difficulty imdying the combination of these two
processes. (Lepak at., 2007). By mainly focusing on the strategic lewbk literature is
confined to studies about value creation (Adner &ppor, 2010; Chesbrough, 2003;
Chesbrough &dl., 2006) or value capture (Pisano & Teece, 200m& etal., 2007; Teece,
2006), but rarely both. This research provides kelgsnents to develop a finer level of
analysis (the innovation process) to study this lmoation. This is a second contribution. In
fact, by proposing a way of resolving the theoreliemma connected with value creation
and value capture, we have contributed to the testedies on these two elements (Adner &
Kappor, 2010; Chesbrough & Appleyard, 2007; Leptklg 2007; Pisano & Teece, 2007,
Sirmon etal., 2007; Teece, 2006) as well as on Open Innovd@dresbrough, 2003) and PFI
(Teece, 1986, 2006).

On an empirical level, this research contributes toetter understanding of the video
games industry and its specificities. Up until nolae empirical studies on video games have
concentrated on the evolution of the industriesygkoa & Izushi, 2003), innovation and
creativity (Cohendet & Simon, 2007; Parmentier &ngamatin, 2009; Tschang, 2007), the
transfer of skills (Aoyama & lzushi, 2006) or cdit@ation with the user community
(Parmentier & Mangematin, 2014).Few studies haveeotrated on the means of organizing

the innovation process, or even less have stutiecdonditions of value creation and value
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capture. Therefore, this can be an empirical couation, in line with previous studies on
innovation in the video game industry.

However, our research has certain limitations wiziah drive future research. The first
limitation concerns the lack of depth in the analysf the organization of the innovation
process. On the one hand, we remained on an oggemal level by concentrating on the
organization of the innovation process phases anthe integration or collaboration choices
connected with this organization. On the other hanel approaches use@gen Innovation /
PFI) do not enable an in-depth analysis of the etgmin the innovation process. Future
researches should deeper analyze the internal eteroé the innovation process and their
influence according the different phases. A sedondation refers to the scope of our results,
which questions the possibility of generalizatioecéuse of the specificities of the video
game industry. However, our research presents sgements of a generalization, but the
results need to be extended to other industriesrder to really verify the scope. A third
limitation refers to our focalization on develope@®ur research has not studied the other
actors in the sector. Therefore, our vision of waten, value creation and value capture was
only constructed with the developer’s point of viedthough they are generally at the origin
of innovation (which justifies our choice to focas them), the publishers also participate in
the development of innovation. Moreover, many héner own internal developers, thereby
developing their own ways of organizing innovatidhus, it would be interesting to compare

with those of the other independent developers.
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