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1. Selected sectors and data

This report describes the investigation into innovation in services in Denmark. It includes analyses of
the following service sectors/indudtries. Financid services, knowledge intensve business services
(consultancy, accountants etc.), manua services (cleaning, catering etc. to business and private
households), welfare services. tourism, and retailing. IT/tele services are adso included to some
degree.

The materid used in section 2 is based on national reports on business development in a macro
perspective, selected studies published in articles or reports and key-interviews. The used literature
isliged in appendix 1, key-interviews in gppendix 2. The materia used in section 3 is case Sudies
of servicefirms.

2. State of the art and macr o per spective on innovation
2.1. Characterizing service functions and innovation types
2.1.1. Innovation typesin services
Service innovations may be categorized into different types:
a. Product innovations (e.g. anew type of bank loan)
b. Processinnovations (e.g. introducing self service in banks)
c. Organizationd innovations (eg. anew form of working organization)
d. Market innovation (e.g. an insurance company starts saling holiday trips)
An invedigation of the mogt important innovations within the financia services indudry in the
1980s shows the following digtribution of the types:

per cent
a Product innovations 54
b. Process innovations 16
c. Organizationd innovations 19
d. Market innovation 12

Source: Sundbo 1997a

This demondtrates that product innovations are the most important type of innovation in financid
sarvices. Case studies of the financiad and other service industries conclude that product innovations
have been emphasized more in the late 1980s and the 90s than in the former period when service
firms emphasized process and organizationa innovations (Sundbo 19978). This points to a different
pattern than Barras (1986, 1990) in his study of the financid service indudtry in the early 1980s.
New market posshilities have gppeared as the service sector has become the focus of attention in
terms of policy as well as the awareness of the customers. This has brought about grester emphasis
on product innovations.

Searvice innovations are not necessarily technological as in the manufecturing sector. Some
innovations in the service sector are technologicd, others not. Some while not being technologicd,
are depend on technology if they are to be redized. E.g. a new insurance is developed as a hon-
technologica innovation, but must be administered by using IT if the costs of production are to be
aufficiently low to compete. The most important innovations in the financid services indudtry in the
1980s can be distributed within these three categories and the types above (technology isin this case
information technology - IT):



Tablel Innovations, dependence on technology
Per cent
Type of innovetion

Organiza- Process Product Market All types

tiona
Not tech- 9 16 47 70 54
nologica
Not  tech- 6 23 42 30 30
nologicd, but
depen-dent
on technology
Technolo- 0 62 11 0 16
gicd
TOTAL 100 101 100 100 100
N 16 13 45 10 84

Source: Sundbo 1995

Mogt of the innovations are non-technological. Only 16 per cent are technologicad, most of them
are process innovations.

The higtoricd development of the technologica innovations and those dependent on technology
for each type of innovation is an important question. The Danish materid gives no posshilities of
concluding anything about thisissue. Thereisno satistica or case-study datathat analyses this.

A nationd survey has focused on flexibility and innovativeness (Erhvervsredegarelse 1996). It
shows that business sarvices have the highest degree of flexibility (defined as changes in work
organization, training of employees, the employees plan their own work, cooperation with customers
and/or suppliers). Hexible sarvice firms had a much higher productivity than flexible manufacturing
firmswhile inflexible service firms hed adightly lower productivity then inflexible manufacturing firms.
Flexible firms dso innovate more than inflexible firms and the process of organizationd learning is
better (there is no data specificdly for service firms)

2.1.2. Entrepreneurship

In the material one can find data about establishment of new firms. However, thereis no investigation
as to whether the firms are established on the basis of an innovation. Some are and some are not.
Data show the birth and death rate of new firms.



Table 2 New firms and survivd rate of new firms (1993)

Number of new firms | Rate of establish-ment! | Rate of survival2 1990-

1993 1993 93
Manufacturing 1,096 3.3 62
Construction 1,038 3.6 63
Car sdle and repair 529 4.0 -
Wholesde 1,968 6.6 47
Retall 3,281 8.2 50
Hotd, restaurant etc. 850 5.4 56
Transport 685 45 56
Financid services 99 2.8 -
Hire services (ind. 563 19 77
gpartments)
Business services 5,235 6.9 57
TOTAL 15,494 54 56

1 Number of new firmsin percentage of total firmsin the sector
2 Percentage of firms established in 1990 that have survived until 1993

Source: Erhvervsredegarelsen 1996 p. 410-11

The highest rate of establishment of new firms is in retaling, which aso has the second lowest
aurviva rate. The new firms within retailing are rardy established on the bads of an innovation
according to investigations (Serviceydelser 1994). Business services and wholesale have the next
highest rate of establishment, but again low rates of surviva. There is no indication of whether the
new firms within these two sectors are based on innovations. Business sarvice is the sector that has
the highest absolute number of new firms. From other sources we know that most of them are
owned by a single person without any employees and a very smdl turnover (most of them under
100.000 Dkr = £ 10.000). They are often away of organizing extraincome for academics.

The rate of surviva in Denmak is lower than in France and the Netherlands
(Erhvervsredegaerelse 1994 p. 165). Thisistrueto al sectors, but particularly in the service sectors.

The entrepreneursin services have a higher educationd standard than those in manufacturing. This
does not in itself ensure innovation, but it gives these entrepreneurs a better basis for solving
problems. Nevertheless do fewer of these firms survive. Whether it is because many of them are
cregted to gain extraincome, and then quickly closed down again, we do not know.

The Danish government has creeted a system of financia support for entrepreneurs establishing
new firms. However, there is no demand that the establishment should be based on an innovation
and the financid support is mostly directed towards unemployed people. These factors may dso
contribute to the low surviva rate.

2.1.3. Innovation activities based on infor mation technology

Investigations of the impact of IT have been rarein Denmark within the last decade. The government

has published an andysis of the perspectives of the information society (Info-samfundet & 2000,

1994). This, and a few other reports, highlights many aspects of IT use, dso that the IT sector is

very innovative. The reports stresses hardware devel opment more than software and I T-services.
There is little investigetion of how much the IT deveopment means to innovations in services in

these reports. The case studies (modul 2) include this issue. The key-interviews only answer the



guestion generdly. IT means more, and more services and service innovations are made by means of
IT, but exactly how much and how isimpossible to tell.

A generd survey of the literature suggests that there has been three phases in the IT use in the
Services.

1. The central system with large mainframes until mid-1980s.

2. A decentrd system with PCsin the late 1980s-early 90s.

3. The internationa IT-network system in the mid-1990s. The last phase is assessed to give
possibilities for new trade and innovations, but no empirica studies of the posshilities have been
done.

In the report on the information society (Info-samfundet & 2000, 1994), the Danish government
has concluded that the development of new sarvices in tele-networks is limited by the price
gructure. The policy is thus to reduce the prices. The means is a thoriugh liberdization of the tele-
sector, which started in the early 1990s. Then, four regiond tele-companies were merged by the
government. In 1996 the tele-network was opened for private service providers. Foreign and
domestic companies offer chegp telephone cals (which may aso be used for data communication)
by didling a certain number. From 1998 there will be practicaly free admisson for any private tele-
communication company.

An andysis concludes that the service sectors use much new | T-technology, but they develop to
a much less degree (Erhvervsredegarelsen 1995). This means that generdly only a few service
innovations are technological, but many may be dependent on technology. The use of IT in service
sectors has not made amassive contribution to improving the national economy, neither by increasing
productivity or by creating many or radical product innovations. The innovations - whether product
or process - are nor reproduced and diffused to a large degree. Thus, each innovation has only
limited locdl effect within one firm, or maybe a sub-indudtry.

Some experiences concerning innovation processes and I T have been investigated by the bankers
asociation (Info-samfundet & 2000, 1994). The banks have many possibilities to use IT for
innovations. SAIf sarvice by usng ATM and Smilar machines, payment cards, eectronic payment
transmissions etc. have been used since the 1980s. Home banking was introduced in the late 1980s,
but without success due to the poorly developed systems of that time (SELFI 1988). It has recently
been re-introduce with success. However, the innovation potentia of the home banking system have
not yet been utilized very much. The chip-card - “smart card” (a payment/credit card with a chip)
crestes many possibilities for innovations. It can be used as a carriable bank which can hold
information and be used for transactions independent of bank branches and PCs (SELFI 1988). An
innovation has dready been made in the form of a coin-card which can be used for payment and
can be refilled in ATMs. The bankers association concludes that there are some barriers to the
development and diffusion of 1T-based innovations. One is that it takes a long time to develop the
innovation because different technicd systems must be adapted to the innovation. It dso often
demands organizationa developments and training of the staff. Another barrier is that the time until it
becomes accepted by the customers is long. An innovation in Denmark  was a common payment
system for al banks (including the Post Giro) with a common payment card (the Dan-Card). In
1994 2.4 mil. Danes had a Dan-Card (inhabitants: 5 mil.), but this diffusion has taken nine years.

A problem with IT-network services, that has been discussed much in Denmark, is the data
Security problem. A commonopinion is that information about individuals should be highly protected.
This can be an impediment to 1 T-based service innovations, but it can aso be abasis for innovations
(systems with build-in protection).

2.2. ldentifying innovation patterns



2.2.1. Characterigics and parametersindirectly linked to innovation
Hereisafew set of relevant data presented for selected service indugtries:



Table 3 Employment growth in service industries 1980-1990
Wholesde 14

Retal - 87

Financid services 20.1

Business services 41.2

Wdfare service 13.4

Household service - 96

Tourism (including leisure) 28.2

(Source: Serviceyddser 1994, Turisme/Fritid 1993)

This development has changed since 1990 for the financia services sector, which has had a
decreasing employment. Nevertheless, the Danish financid services sector is gill among those that
have the lowest productivity compared to other countries. The interest rate margind in Denmark is
among the highest in Europe. Although the Danish financid services indudry is innovative, the
incentives to increase productivity may not be that big for that reason.

Table 4 contents some indicators of developments in the Danish service sectors.

Table4 Growth, factor employment and productivity in market services
in Denmark 1966-93

a Market services total

Average 1966- 1974- 1983- 1988- 1966- Manu-
annud 1974 1982 1988 1993 1993 facturing
change total 1966-
in % 1993
Vaue 3.7 14 3.6 13 2.5 2.2
added

Employ- 1.0 0.1 2.1 -0.7 0.7 -0.7
ment

Labour 2.7 1.3 1.5 2.0 1.8 2.9
produc-

tivity

Capital

intengty

-total stock 3.3 2.3 -0.6 1.7 1.8 34
-machinery 39 34 9.0 53 4.9 3.8
and equip-

ment
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b. Service indudtries

Average | Retal and | Hotdsand | Trans-port| Commu- | Financid | Busness | Persona
annud whole-sde| restau- nication Kvices | savices | savices

change rants

in %

Vdue- 24 0.6 21 6.2 11 4.3 0.0
added

Employ- - 0.6 0.8 0.3 0.6 3.0 39 -0.2
ment

Labour 3.0 -0.2 1.8 5.7 -1.9 04 0.2
produc-

tivity

Capita
intensity

-total 3.8 14 2.3 14 0.6 2.0 35
stock

-machi- 4.7 3.3 5.8 53 55 3.2 4.0
ney and
equip-
ment

Contribu-
tion to
vadue
added

- Labour -0.6 0.8 0.3 0.6 3.0 3.9 -0.2

~ Capitd 16 0.4 0.9 05 06 0.8 14

-Total 14 -0.6 0.9 52 -1.2 -0.3 -1.2
factor
produc-

tivity

Source: Technologica and Organisational Change 1996 p. 53-55

Table 4 shows that growth in value added changes from period to period. There is an congtant
increasing labour productivity growth, except for hotels and the financid servicesin particular.

2.2.2. Structural characterigticsdirectly linked to innovation
The contribution of the above service areas to Danish exports has increased from 1.9 per cent in
1980 to 3.3 per cent in 1990. The largest export rate has technical services (engineering, hiring out
I T-equipment, chemical laboratories, other technical services). Next comes management consultancy
and data-processng. Denmark has a strong pogition in the world market in technical business
sarvices and in operational business services (cleaning, catering etc.). It could also have a strong
position in welfare services, but there is not much tradition for internationa trade with those. The
retall and financid service indudtries are not assessed to be in a specid drength postion. The
exceptions are a very few retall fields where Danish firms have made market innovations and have
established abroad, and bond trade where Denmark has an efficient system.

(Source: Serviceydelser 1994).

The concluson of the industry andlysis is that the service industries are not sufficiently innovative
(Serviceyddser 1994, Turisme/Fritid 1993). The firms are too conservative and have often not
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understood that innovation can develop their business and sometimes help them survive. However,
the awareness of innovation isincreasing in most service industries.

There is a generd tendency towards a larger standardisation of services, dso in knowledge
intendve sarvices (Sarviceyddser 1994). The service firms ill focus on customer orientation and
sarvice management, but combine it with standardization in a modul system (Sundbo 19944). The
modulization or standardisation increases innovation because the innovations can be reproduced
more easily and the service firm thus get higher return for the development costs.

Knowledge intensive business services have been internationaized. Many foreign companies have
established themsdves in Denmark and have bought up Danish companies. This is assessed as an
advantage by key-persons in the indudtries. The foreign companies transmit knowledge and
innovations from other countries to Denmark, which is an advantage to Danish manufacturing
companies, service companies and public indtitutions. Further, the foreign owned companies creete
employment in Denmark since they need to employ Danish labour because of the culturd barriers.
The opposite Stuation existsss within manua business services, where Denmark has a couple of the
world's largest companies which have established themselves in many countries. They have not
crested many Danish jobs abroad. They have head offices and innovation departments in Denmark.
The latter contribute to the development of the companies. The effect on Danish employment and
economic growth of these innovation departments cannot be measured, but is assessed to be low.
The concluson is the opposite of that in the industrid society: Imports (as foreign firm establishment)
are good while export (foreign establishment by Danish firms) is neutrd or bad for the economy (it
might lead to Danish innovations will be used aoroad which means that the Danish society will not
benefit from it).

The issue of externdization-internaization of business sarvice has been studied. In the 1980s it
was found (Pedersen 1986) that the more interna service firms produced, the more externa services
they bought. The explanation is that the interna service personnd know the fild and what they could
get from the external service providers and they can communicate with them (Illeris 1996 p. 68). In
the period 1984-94 34 per cent of Danish manufacturing firms had outsourced services. However,
this seems to be a difficult question to answer since 35 per cent of the firms questioned were unsure
of what to answer. 45 per cent of the manufacturing firms had outsourced production. 31 per cent of
them had insourced activities formerly performed by sub-contractors. This includes production and
sarvice activities, one may guess tha the answers primarily concerns the former. (Technologicd and
Organizationa Change 1996 p.83). In 1991 customers of consultancy services were asked about
their expectations of future use of consultancy services. 30 per cent expected increased use, 55 per
cent the same and 15 per cent less use (Poulfet 1991). This indicates a continuous, but not
dramatically, increasing externdization. As treeted above, this may be followed by an increase in
interna competence resources within the same field in the cusomers' firms. There is no data about
internal service resources in manufacturing or service firms.

The Danish financid services industry has not yet been involved in the internationdization process
as much as prognoses have shown (Arthur Andersen 1989). Nevertheless, national competition has
increased, because of deregulation among other reasons. It has resulted in mergers, indudtria diding
through establishment of financia supermarkets and rationdization of the production. The Danish
financid sector has had an increasing market competition with the customers becoming more critica
(athough not as critical as when they go to buy in the supermarket) (Sundbo 1997b; Sundbo
1995)). The industry has decreased its employment by about 20 per cent the last x years. The
financid services indudtry is a mature industry that must be very innovative not to stagnate or fdl in
turnover and profit. Concerning employment it is a matter of not having an exponentid fdl. The
industry has attempted to be innovative in at least three ways. 1. To develop new types of advice. 2.
To develop sdf service concepts (ATMs, home banking etc.) by using IT. The self service tendency
gtarted in the 1980s, stopped around 1990 because of other strategies, but is reintroduced in the last



12

two years. 3. To combine financia services with other services (such as insurance companies
providing holiday services). An evauation (Serviceydelser 1994 p. 22) recommends that new
financid services are developed in closer relation with other service industries such as retailing,
household sarvices etc. This may be an advantage to financid service firms, but there is generdly a
potentid tendency to sectorid diding. The latter means that other service industries take over
financid services such as accounts, loans etc. Further, the bank industry has attempted to increase
income by demanding fees for different types of services. This has been difficult. The customers are
used to getting the services free and there is often an unclear logic in the fee system (e.g. higher fees
on services that does not imply as high cogts as other services where the fee has been lower).
(Sundbo 1997b).

Retailing in Denmark has been assessed not to be very innovative (Serviceydeser 1994). Thereis
a tendency towards internationalization which leads to larger units and more rationa processes
where logistics will be a core competition parameter. This demands new drategies in retaling.
Danish retailing can, to some degree, enter international competition, but it is difficult to assess how
successful it is. The evauation part of the report proposes innovation within the following aress. 1.
Including new goods categories to extend the assortment. 2. Development of new shop concepts. 3.
Development of vaue adding services (e.g. information etc.). 4. Greateruse of IT.

The evdudion of Danish wholesdle concludes that this sector is in a drong postion
(Serviceyddlser 1994). Nevertheless the evauation recommends that the industry should be
developed. It should focus on adding value ingtead of just transport goods from manufacturers to
retallers. If not, it may disappear. Further, the wholesale industry could play an active role in the
innovation process of manufacturers and retailers because it is a mediator. The wholesder as
developer of new goods/service packages and as innovation experts is a role that this report has
introduced.

The development of wefare services in Denmark is generdly rated to tendencies in the public
sector gnce by far the most are public. This means either innovations in public welfare services or
outsourcing to private service firms which should then innovate. The tendency is to increasngly
outsource operationd sarvices (cleaning in public inditutions, catering in hospitds, cleaning in eder
peoples home etc.). There might be a tendency to outsource some socia tasks such as
kindergartens and old peoples homes. Outsourcing most often leads to more rationa production.
Whether it implies innovation (whether in products, processes or organization) is an open question.

Household and persond services are characterized by very little development in quantity and
content. The Danish tax system makes it necessary for a household member to work up to five hours
to pay for one hours household service. The household service firms are paticularly wesk in
organizationd and Strategic competencies and in innovativeness (Serviceydelser 1994).

The evauation of the totd Danish sarvice sector (Serviceydelser 1994) (which includes
knowledge intensve and operationd business sarvices, financia services, welfare, household and
persond services) concludes that the following Six points are the drategicaly core issues for the
future development of the service sector in Denmark:

a. International competence building.

Increasing globalisation makes it necessary for Danish service firms to go abroad to get knowledge
about production and delivery systems, innovations, management, competencies etc. from other
countries. Smultaneoudy, foreign busness service companies establishing themsdves in Denmark
can ddiver new knowledge to the Danish service sector and their Danish customer firms. The latter
may improve innovation in Danish manufacturing and services in generd.

b. Outsourcing

The tendency to outsource service activities will increase the business service sector. Outsourcing
may a0 lead to innovations will be created in the meeting between the service firm, the outsourcing
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firm and perhaps its customers. The outsourced activities may be delivered to firms or to private
customers. The latter is the Stuation when the public sector is outsourcing.

c. Better relationship between the manufacturing sector and the business service sector
Busness sarvice and manufacturing are increasingly intertwined. However, the business sarvice
sector does not sufficiently fulfil the demand of the manufacturing sector for specidised and branch
related services. In other words: the business service is often too generd.

d. Innovation

If the service sector should grow in the future, it is necessary thet it becomes more innovative in itself
and that it participates more closdy in the customers firms innovation process.

e. Profesionalization of small and medium seized service firms

The smdl and medium saized service firms must be more professond than they currently are. The
amdl and medium saized business sarvice firms may foresee a specidization in the future. They may
ether specidize in particular types of services or in servicing smdl customer firmsin generd.

f. International I T-networks

Development of an efficient internationd I T-network will be an advantage to Danish service firms.
Through the network they can collect information internationally and they can creste new information
services which will be ddivered via the internationad networks. The networks will adso incresse
competition for Danish sarvice firms since foreign service firms can ddiver information (including
financid) services directly to Danish customers.

Concerning tourism, Denmark has a problem of low innovativeness and being dominated by |ow-
goending family tourists (discount tourism). There is a low degree of internationdization in the
ownership structure (except in outgoing tourism - Danes going for holidays abroad). A larger degree
of international ownership could have increased innovativeness by transmitting new idess. Thereisan
over-cgpacity in many destinations. Even though many new firms are established, very few of them
are based on an innovative idea and the deeth-rate of new firms is above average. The overdl
assessment is that athough internationaly tourism will be a growing indudtry in the future, the Danish
tourigt industry has some drategicd and developmental problems. Thus, there is a danger that
tourism in Denmark will have aless than average growth..

The strategy for the future is to get more business tourism (congresses and businessmen spending
extra time as tourists) and having the families spending more money in the country. The later
demands innovation. There has recently been an attempt to develop new dtractions (amusement
parks, specid museums or other origina activities). The policy is aso to change the heavy emphas's
on summer holiday tourism in Western Jutland into short-time city and town tourism in Copenhagen
and the townsin the eastern part of the country. This demands product or market innovations.

(Source: Turisme/Fritid 1993).

This again demands cooperation between different and same types of tourism firms, which has
turned out to be very difficult. Tourism in Denmark is dominated by smdl firms. There are very few
large firms sdling tourism in Denmark. The country has some large firms for outgoing tourism, but not
for ingoing tourism. In particular has the formation of regiond or local networks in each destination
been stressed as a hecessity to develop the industry (Turisme/Fritid 1993 p. 147).

The tele sector is extremely important to service development and innovations. It is the basis for
development of other sectors. It is also the basis of development of new information tele-services. In
Denmark the former regional semi-public telephone companies have been merged by the date.
There has been a merge between the telephone sector and other communication sectors such as
televison, film, entertainment, educetion eic. The teephone company has moved into the
televison/film industry in dliance with film producers. New technicd infrastructure for data and
televison transmisson has been established in the last decade. The Danish telephone company has
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aso been engaged in exporting know how and have established abroad within telephone traffic and
tele services.

These developments demands and induce innovations in technica fields as well as information-
savice fidds. The Danish telecommunication sector is in a rdatively strong postion on the world
market, but the generd liberdisation in Europe demands that Danish tdecommunication companies
makes dliances with other companies - telephone, communication/tdevison and data-processng
companies. The integration of hardware, software and services (whether business information
sarvices or entertainment) could be the basis for an innovetive development.

(Source: Trangport/Kommunikation 1993).

2.2.3. Areasof particular political policy: Welfare and household services

The Danish government has particularly emphaszed innovation in welfare services (socid, hedth
care, educationa services) in industrid policy. Denmark is supposed to have a developed welfare
gate. The public welfare services is therefore supposed to be a great export article. It may either be
in form of sysem exports where Danish firms or public ingtitutions run wefare services in other
countries. It may adso be in form of establishment of welfare sarvices (including buildings) in other
countries, which then take over the running of the service. It has been redlized that both demands a
cooperation between public authorities and private service firms so the competencies could be
combined. The wefare services are not new in Denmark, but could be innovations in the importing
countries.

This attempt has only been a very moderate success until now. Culturd barriers seem to have
been an impediment to export. The innovativeness in the projects may aso have been too low and
Danish welfare service products are thus insufficiently different from domestic systems. Investigations
aso show that flexibility and innovativeness are too low in Danish welfare services (Serviceydd ser
1994 p. 273). The competencies within the welfare service sector are too little commerciaized. It
has been difficult to transform the public services into smooth market oriented services that could be
sold on the world market.

The experience has shown that there is a cultura barrier between the public inditutions and the
private service firms. The private firms think in terms of sales and profits and the public indtitutions
think in terms of generd welfare. This barrier is an impediment to innovations and developing the
welfare services into service products that could be new and sold on the world market.

In 1993 the Danish government has created a system for developing household services, caled
the Home Service system. This is manuad services sold to households (cleaning, gardening etc.). It
has in been pointed out that this is the only sector where employment for poorly educated people
can be increased. Since most unemployed people are in this category, thisis an attempt to solve the
unemployment problem. At the same time this attempt should solve the problem of illegd work
(people working without reporting it to authorities within the tax authorities, unemployment fund
efc.). The system has the god of creating more private service firms. The firms will get a subsdy per
working hour they invoice (the subsidy is 85 Dkr = £ 8 per hour). The households buy the service
from the firm at the market price. Because of the subsidy, the market price will be lower than
normd.

This system has been of moderate success (Sundbo 1997¢). More than 500 new firms have been
created from 1993 to 1996, where totally 2,800 firms used the system. It has created between 4
and 5.000 new jobs (compared to 2,800 full time jobs). Since the ministry of finance declared that
more than 100,000 jobs could be created by the system, thisis not agreat success.

Innovatively it is not a great success ether. Nearly dl the firms entering the system are new or
exiding smdl firms. Only very few exising large firms within the cleaning branch etc. have entered
the system. The reasons are that they find the subsidy too low, they are not used to negotiate with
private customers about contracting, quality assessment etc. (they are business service firms) and
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they find it difficult to increase productivity by the Home Service sysem: Since the subsdy system
awards the number of hours and not the tota service, it provides no incentives to process and
organizationa innovations which could improve productivity. Investigations have aso demondrated
that very few product and market innovations have been made (Sundbo 1997c¢).

2.3. Effects of innovations on economic parameters

There is no data that can tell us anything about this issue. The investigation of the effect of IT on
productivity generdly concludes that IT has not had the supposed productivity-increasing effect, nor
in sarvices. There are examples in the interviews of innovative service firms that have had economic
success, but also examples of innovative service firms that have los money and have come into a
bad economic Stuation. It seems to be more a question of baance in relation to market Stuations
than a question of maximd innovation.

2.4. Indicators of innovation in services

Exact indicators of innovative activities do not exist for the service sector (Erhvervsredegard se 1995
p. 159). Neither does vaid information about training investments for service firms. No survey which
could measure innovation activities in the service sector has been done. The regular satistics may
include some indicators (like patent Statistics etc.) that could measure some innovation activities.
Because of the specid dtuation for service innovations (e.g. they are very rarely patented), these
indicators are so poor that they are usdess. The only type of indicators that are approximately valid,
are indirect indicators such as growth in value added and productivity (even the latter has many
vdidity problems).

Data on entrepreneurship do not indicate innovativeness, but only establishment of new firms as
mentioned. The death-rate of new service firms would be the indicator that comes nearest to
expressing innovativeness (which would be higher the lower the death-rate). The death-rate in
sarvicesis higher than in manufacturing, cf. table 2.

2.5. Service sector linksto knowledge infrastructure and other links

The evauation of the Danish service sector concludes that a research and development infrastructure
that can generate knowledge about the service sector and support the service firms capability of
sysematic innovation is lacking (Serviceyddser 1994 p. 10).

Case studies have aso concluded that the knowledge structure in services is weaker than that of
manufacturing (Sundbo 1994b). There is very little research focused particularly on the function of
the service firm, nor is much education focused on that. Reaionship between sarvice firms and
universities or other knowledge inditutions is relatively poor. It is assessed as poorer in Denmark
than in other countries since Denmark does not have a tradition of people moving between
univergties and business service firms. The network between service firms is wesk due to the fact
that service innovations traditiondly have been easy to imitate. This has made the service firms afraid
of giving information to potentid competitors. In interviews in the financid sarvices indudtry this has
been mentioned as a reason for using IT as an insrument for developing innovations. It is more
difficult to imitate an I T systemn than for example a new type of advice from abank.

Mogt innovations within services are internal, quick, ideas and are not based on research or often
even not intensive knowledge. However, that is to a certain degree the case even to manufacturing,
so0 the differenceis only a matter of degree.

Within tourism there are some educationd ingtitutions. The financid services sector has its own
private education inditutions. There is a large public and private system of training people within
technical and IT sarvicefidds.

The financid sarvices industry has had some limited reations to law and paticularly to
economics. The economic and statistical sciences may be considered as a fundamental science for
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the financid services indudtry (eg. as chemidry is for pharmaceutical industry). The relaionship to
these areas has recently been improved. The largest Danish bank has for example sponsored
professorships in economic inditutes at the two largest universities.

Also retalling has some tradition of relaionship with the business schools, mostly about market
anayses.

Within business services lawyers and accountants have had the closest relationship to the
education and research system.

Denmark has a large system of semi-public knowledge agencies for improving innovation, on
nationd and regiond leves. The problem isthat it is officidly mogtly oriented towards manufacturing
innovations. It has been demongtrated that the customers of the system often comes from the service
sector, but the agencies have limited competencies in service areas. The agencies should develop
new competencies. There is a politicd discusson of such a draegy. Some of the knowledge
intensive business service firms express the opinion that they should ddliver that knowledge and they
see the semi-public agencies as unfair competitors.

The issue of cregting new public inditutions (knowledge, research or consulting ingtitutions) for
supporting innovation in services has been broadly discussed. All industrid areas have been andysed
in a very large project in the Minigry of Industry 1993-94 (Publications for service indudtries.
Serviceydeser 1994 (business, financid, welfare, household, wholesdle, retail) , Turisme/Fritid 1993
(tourism, leisure, entertainment), Trangport/kommunikation 1993 (trangport, communication)). As a
follow-up working groups have discussed proposals for each area.

Within the service industries included here, four ingtitutions have been established or proposed:

1. Within IT-software/service a public centre of development and research has been established in
1996. It should cooperate closely with the I'T industry and private firms.

2. A qudity inditute for welfare services has dso been established in 1996. The inditute receives
public funding, but must sall some services on the market; after five years it should exist on pure
market conditions according to the plan. It has concentrated on developing quaity assurement
methods for outsourcing public welfare services to private firms. It is difficult to say how much
innovation will result.

3. A public indtitute for development of tourism has been established in 1996. Its purpose is to
market Danish tourism and create innovations. It is supposed to cooperate with tourist firms.

4. Within knowledge intensve business sarvices the representatives from the indudtrial associations
have been sceptica towards cresting knowledge or innovation inditutions. An outcome of the
working group for this area has been that a universty, a semi-public knowledge agency, one
industrial association and four business sarvice firms have established a consortium that should
develop innovations for the firms involved and accumulate general knowledge of how to organize
innovation activities in business services. The date gives financia support.

2.6. Potential for and impedimentsto innovation in servicesin a European per spective
2.6.1. Potentials

As dated above internationdization will improve innovations, not only in the service sector, but aso
via business sarvice firms in the manufacturing sector. Internationdization has two mgor effects

1. Through establishment of efficient internationd IT/tde-network a new market place for
information services is created. Thiswill cdl for knowledge and information service innovations.

2. Interndization of knowledge intensve business service firms diffuses new ideas and will in itsdf
cregte innovations through the meeting between many professonds and departments from nationd
divisons of the same company or between smdl firms from different countries. The same can be the
case in manua services, even household services. All countries can benefit from this developmernt,
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even to increase employment - unlike manufacturing where innovation and development in one
country often result in reduction of employment in other countries.

For financial and telecommunication services this demands deregulaion as EU and nation dates
have aready introduced.

2.6.2. Impediments
Besdes the impediments of regulation mentioned above, two other types of innovation barriers
related to internationdization can be observed:

1. Linguidtic, palitical and culturd barriers,

Obvioudy, language is a barier to the internationd innovation movement mentioned in point two

above. The fact that political systems (e.g. pension systems, systems of public care for elderly people

elc.) are different in European countries is a barrier to innovation, or a least to diffuson of

innovation. It is for example extremdy difficult for Danish life pendon and life insurance companies to

export new penson systems to other European countries because law and politica systems are
different and very complicated. Also genera culturd differences are a barrier. These facts might be a
chdlenge that could lead service firms to adapt new services to other countries, eventudly in a
modulized form. However, this possibility demands much more focus on the posshilities within the

sarvice firms. EU could make an effort here by awareness campaigns and concrete projects.

2. Too little internationa entrepreneurship

Another type of barrier isalack of entrepreneurship and interest in going into international marketsin

the smdl and medium saized service firms. This has particularly been a barrier to development for the

Danish sarvice indudries because the country has many such firms due to its seize. The only

exceptions are sea and air trangportation and manual business services where Denmark has some

large, innovetive international companies. An investigation of the Danish service sector

(Serviceyddser 1994) concluded that smal Danish service firms were led to the internationalization
route by participating in EU projects with foreign partners. The determinant was not as much the EU

project as such, but the persond relationship the Danish firms got to foreign partners - service and

manufacturing firms, universities, other knowledge indtitutions etc. In that way EU has a mission by
creating project groups across the boarders - dmost no matter what the projects are about.

2.7. Palitical instruments

Could new political instruments be created to improve the innovetiveness in the service sector?
According to the indudtrid representatives themselves not many. The financid services indudtry has
pointed to deregulation. The issue has been discussed in a commission for knowledge intensve
business sarvices. A centre for innovation was proposed, but most of the representatives were
againg the idea. They do not believe that the firms need such an inditution to be innovative. Some
representative pointed to a genera decrease of the income tax as a means to increase turnover in the
sarvice sector, but how this particularly should increase innovation is difficult to say from current
knowledge. The result of the work in the commisson is the conglomerate of a university, a semi-
public change agency and four business service firms mentioned in section 4 above.

The deaning industry attempts to establish a large development project which should emphasize
innovation as well as work environmenta problems and should be financed by the government. The
Ministry of Business and Industry is scepticd and has not yet granted the money.

However, analyses (eg. Serviceyddser 1994) and the case studies referred in modul 2
demondtrates that the service sector including knowledge intensive business services have problems.
Although many sarvice firms are innovative, too many are not. Many of these are smdl, often
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individually owned where the owner is conservative in his or her business, focused on the nearest
future and not aware of the necessity to innovate to survive in thelong run.

3. Case studies

3.1. Characterigtics of the interviewed firms
This section is based on a multi-case study of innovation in Danish service firms (Sundbo 1992ab,
1995, 1996, 19974) supplemented with afew extra cases. Between 1 and 15 interviews have been
done in each case firm. The casefirms, ther seize, ownership, industry and whether they are
internationd are listed in table 5.

Table5

Sdlected case firms

Activities of the
caefirm

Industry

Saze
(number
employees)

of

Ownership

Internationd
only domegtic

or

A. Catering

(The  company
delivers  severd
manua  busness
services)

Operationa
business service

400
(Catering divison

The

company:
120,000)

tota

Limited company

International

B. Ambulance,
fire, car break-
down, guard
srvice

Operationd
business and
household service

7,000

Limited company

| nternationa

C. Marketing of
tourisn  in  a
destination,
development  of
new tourist
products

Tourism

Co-operdtive
(Owned by loca
tourig firms)

Domedtic

D. Maketing of
tourism in  a
degtination,
development  of
new tourist
products, initi-
ated by the lo-ca
bank

Tourism

Co-operétive
(Owned by local
tourigt firms)

Domedtic

E. Consultan-cy:
Strategic,
organizationd,
management etc.,
accountan-cy

Knowledge
intendve busness
vice

400
(The internationa
comparny:
45,000)

Partner owned

| nternationa

F.  Conaultancy:
Strategic, orga
nizaiond, ma
nagement etc.

Knowledge
intendve busness
vice

200
(The internationa
company: 2,000)

Partner owned

| nternationa
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G. Conaultan-cy: | Knowledge 6 Persona owned | Domedtic
Traning, intengve busness

organizetiond, sarvice

politicd (Iob-

bying) etc.

H. Consultan-cy: | Knowledge 20 Co-operative Domestic
Andytica- intendve busness

economical savice

projects

|. Bank Financid services 300 Limited company | Domestic
J Insurance | Financid services 3,000 Limited company | Domestic
company;, has (has been
incdluded  bank international)
activities,  trave

company €etc.

K. Payment and | Financid services 1,000 Owned by the| Domedic
credit card Danish banks (with export)
company

L. Investment | Financia services 3 Personad owned | Domedtic
advice

M.  Teephone| Tee services 17,000 Limited company | Domedtic/is
and other tee (the Danish date| becoming
communication has mgority) internationd
N. Household | Manua  house- 1,000 Personad owned | Domedtic
savice Clea | hold service

ning, gardening

etc.

O. Household | Manua  house- 100 Personal  owned| Domestic/
service Clea | hold service (internationa (fran-chising I nternational
ning, garde-ning parent com-pany: | sysem)

efc. 130,000)
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3.2. Form and nature of innovation and research

3.2.1. Awareness

The sarvice firms are generdly not so aware of innovation as a naurd activity as manufacturing firms
are. The sarvice firmsinnovate, but often they term it otherwise - development of service, improving
quality etc. The assessment is that whatever the terms, the innovation awareness is lower in services
than in manufacturing. However, the avarenessis increasing.

One explanation of the rdatively low awareness is that the academic world (universties, business
schools etc.) nor has been aware of innovation in services. There has not wrtiten books on that topic
asit isnot included in education. There is very little literature that could make the service firms awvare
of innovation as away to develop the firm and get it growing and there is no modds or methods for
how to organize the innovation activities. The case firms had only very rarely involved externd
expertsin thar discusson of innovation activities.

3.2.3. Service trajectories versus technology: R&D or other development logics of the
service innovations?

None of the service firms had an R&D department such as we know them from manufacturing
where researchers are dtting in a kind of laboratory experimenting with new products. The new
sarvices are not science based. The sarvice innovations are very often non-technologicd as
demondtrated for the financid services indudtry in table 1. Only process innovations were mostly
technological. This may be assessed to be a generd picture of the service industries except within the
data-service and tdlecommunication indudtries (case firm J and M) and transportation where the
boarder between hardware, software and services is fluent. Innovations within these indudtries are
more R& D based.

Thus, the service innovations are not developed adong technologica trgectories as many
manufacturing innovations are (cf. Dos 1982). They are developed aong service-professond
trgectories. That means that for example the insurers knowledge about how to create a new
insurance has been the basis for a new insurance. Only after the new insurance concept has been
formulated as an idea, does the technology come in as apossbility.

Some innovations are scientifically based, e.g. on insurance science, law, organizationd sociology
(for organizationd innovations) etc. However, the reationship between the service firms and
univergties and other research ingtitutions is generally wesak. Mot service innovations are based on
quick practical idess. There is often no systemétic organization of the innovation activities, which are
then organized ad hoc.

The firms that comes nearest to a systematic innovation organization like the industrial R&D isthe
payment (J) and tele (M) companies. They are the case firms that are most dominated by engineers,
data scientigs etc. The more emphasis on innovation organization may not only be explained from
the fact that the production is more hardware-oriented, but aso by a culturd factor. The engineers
and data scientist are generdly more oriented towards innovation processes and a systematic
organization of it.

The most important technology for the services in the future (maybe with trangportation as an
exception) isIT. TheIT development can be described in three phases:

1. Mainframes dominating 1960-80
2. Decentrdized IT (eg. PCs) dominating 1980-95
3. Networks dominating 1995-

The sart of each of these phases implies more emphass on technologica innovation because the
new technological movement creates new possbilities. This has been told in the financid services
case dudies. The firgt IT phase led to process innovations (mechanization of adminigtrative work
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with accounts etc.), the second to organizational and product innovations. Each employee got a PC
with decison programmes and could work more independently. New sdlf service products were
developed such as ATMs. The insurance company (K) aso discussed sdf service as sdling
insurances via machines like ATMs, but abandoned the idea. There were some experiments with
home banking in the late 1980s, but they were not successful. The third phase is supposed by the
cae firms to emphasze product innovations within knowledge and information services. The
consultants discuss creating a relaionship to their customers through the network. The customers can
get information and advice through the network. The financia services companies plan new versons
of home banking and portable bank concepts. The latter means for example a coin-card that can be
refilled in ATMs or terminals in one's home or bank accounts stored in smart cards with a chip.
Naturdly, the tele company (M) suppose the third phase to be extremely innovative.

This may lead to service innovations becomes more technologica. However, it does not
necessarily means that technologica trgectories take over in the way that the technological
possihilities determine which innovations should be developed and how they should be designed. It
may gtill be the service professond trgectories that are leading. An indication of the latter is the fact
that the EDP (or IT) departments in the case firms obtained a strong interna power position in the
1960s and 70s. In the 1980s they have lost power. Instead the gtaff functions and particularly the
market departments have obtained power. There is no sgn that the I T-departments will get more
power and be more leading in the innovation process by the entrance to the third technological
phase. On the other hand is this phase only in its beginning, so it is impossible to conclude anything
vaid about thisissue. Technologica trgectories might take over in the future,

From the case dudies in the financid services indudtry it can be concluded that innovation
activities are not very technologica push determined. The market pull factor and market strategy can
be assessed to be more important in the case firms than in manufacturing. An example of this is that
the banks did not fully use the technologica possibilities of the second technologica phase. Not
because of non-profitability, but because it blurred the market competition. IT made the services
from different banks more smilar (one credit card or ATM looks like the other). Thus, the banks
wanted to keep the manned branches for competition reasons, even though it was more costly than
switching to the I T based sdlf service system.

3.2.4. Service innovations integr ated
The case firms mention al types of innovations (product, process, organizational, market).
Sometimes an innovation can be identified clearly as one of these types, but often it is a combination,
e.g. both anew service product and a new production and delivery system. The production, delivery
process and the service product are so related in services that the product and the process often
cannot be separated. This makes the innovation process in services different from that in
manufacturing. Many innovations in the service firms have been large projects where many
employees have been involved. For example has the bank (1) in 1996 started a project caled The
Learning Organization. It includes organizationd development, competence development,
involvement of the employeesin a strategy formulating process. Further, innovations are supposed to
be the outcome, but the management does not know which and how many.

The closeness of product-process/organization in services has led to many employees are
involved in the firat phase of the innovation process - the idea phase - and in the last implementing
phase. For example has firm A and J had such comprehensive innovation activities.

3.2.5. Deter minants, conditions and or ganization of innovation
The case firms can generdly be divided into five categories concerning the organization and process
of innovation. Each category has different determinants and conditions.
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1. Large top-strategical organizations (firm A, B, I, J, K, M)

In these firms the innovations are determined by the Strategy. The top management ensures that the
drategy is followed by the organization. The strategy functions as a framework for innovation. It is
very difficult to have an innovation which does not fit into the strategy accepted. The drategy to a
certain degree dso functions as an inspiration to innovation. At the same time the innovation process
involve large parts of the organization. Some innovations come from below. There is a corporate
entrepreneurship where employees and managers get new ideas and struggle for having them
accepted. Others come from above as development projects initiated by the top management. They
are initiated because the management think there is an unexploited market posshility (typicaly
product and market innovations) or there are some problems in the organization (typically process
and organizationd innovations).

The innovation process can be described in phases from the first idea phase to the development
and implementation phases. Free corporate entrepreneurship is manifesting itself mogly in the first
idea phase. The top management or a department to which it has delegated the decision competence
makes decisons after each phase whether to go on with the innovation or not. The longer the
process goes into new phases, the more the process is inditutiondized. That means that it is
organized, typicdly by letting cross-departmenta project groups take over from individua corporate
entrepreneurs. Generdly, the firms let the top management, a dtaff function or the marketing
department be the leading actor.

Stll the firms are dependent on ideas coming from beow and the managements attempt to
induce entrepreneurship in the organization, but dso to redtrict it because it can wagte too many
resources. Company K nearly logt its net capita in the early 1980s because of too much corporate
entrepreneurship.

Although the companies do not have R&D departments, some of them have an innovation
department. These are communication departments that has the task of inducing ideas from below in
the organization and collect these idea, but aso to sort the ideas into those that should be devel oped
further - after having been presented to the top management for decision - and those that should be
abandoned. The criteria for the decison is the firm's drategy. The innovation departments are as
much grategic as innovation departments. They do not develop the innovations, but often participate
in the development project groups. The tele company (M) has a development department which
comes close to an R&D department. However, it is not a laboratory and it is closdly related to the
marketing department.

Generdly the tendency has been towards spread innovation activities into a larger part of the
organization. In 1990, survey of financid services firms concerning characterigtics of the innovation
activities demondrated this clearly as shown in table 6.

Table 6 Characteridtics of the innovation organization within financid sarvice

firms
Percentage

Characteridic 10 yearsago Today
Speciad department for 36 29
product development
Innovations made by 64 14
single persons
Innovations developed in 46 21

different departments
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Decison by top-management 27 36

Whol e corporation prepared 0 86
for product innoveation

N 11 14
(Source: Sundbo 1992a)

2. Collective professional organizations (firmF, E, H)

These firms are characterized by dl the employed professonds participating in the innovation
activities. The professonals consdered it as a professond duty and it has been interndised as a
culturd factor in the education. This aso means that the innovations are developed within the
framework of professona standards and methods. It is disciplined collective entrepreneurship.

The innovations have often been developed to solve one problem only. Sometimes the solution
has been repeated, but far from aways. There is a tendency towards more standardization and
modulization and a drategicd guidance of the innovation activities as in the top-drategicd large
organizations. Not aways in form of standardization of products, but in form of standardization of
methods, and not as far going as in the top-drategica organizations. This is caused by a market
development where customers emphasize the price and no longer appreciate the individua solution
to their problems. They increasingly demand quality securement and references to former projects,
which press the development towards standardizatiorn/modulization.

3. Entrepreneurial professional enterprises (firm G. L)

These are classic entrepreneuria firms established by one or a few persons on the bass of an
innovation. Firm L was based on a new product, an invesment advisory sysem. Firm G was
established by three individuads that just wanted to be independent. After the establishment they have
been looking for innovations to develop the firm.

These firms follow the classicd entrepreneuria pattern: The entrepreneur innovates himsdlf, often
unsystemdticaly and by intuition, and it is extremdy difficult for employees in these firms to present
new ideas not to speak about developing these ideas.

However, the entrepreneurial firms are developing towards the collective professiond firms, and
in the long run then towards the top-strategica type. Firm G has dready to a certain degree
ingtitutionalized and collectivized the innovation process because the entrepreneurs can not manage a
systematic development process themselves because of lack of time.

4. Innovative network organizations (firm C, D)
The two firms within tourism are of a certain type. They are co-operative firms established by the
locd tourigt firms in a region. They have two purposes 1. Marketing the dedtination; that means
coordinating the marketing of dl the member firms. 2. Innovation. They should develop new tourist
products, ether themsdves or in collaboration with member firms. These organizations thus have
innovation as thair main task. The ideaisto find an entrepreneuria type to manage the network firm.
He or she should develop the tourist sector within the destination by their entrepreneurship. The
reason is that the smal tourist firms are conservative and not development oriented. The Danish
government had established a programme for financid supporting such networks.

The network firms do not function according to the intentions. They have not been innovative.
The managers have shifted regularly. They have ether not been entrepreneurid types and have
concentrated on traditional marketing, or - if they have been entrepreneurs - the loca tourigt firms



24

have been opponents. The reason is conservatism and cultural barriers (the hired managers often
came from outside the region which made many of the loca firms sceptica towards them).

5. Traditional owner-managed service firms (firmN, O)

This type of service firm is the traditiond one, for example, within persona services, household
services etc. The two case companies are within household service. They exigts only due to the
Home Service system (cf. section modul 1 section 2c). Each of them is owned and managed by one
person who decides everything. Company O is a franchised divison of a very large American
manua service company, but the franchiser in Denmark has great freedom. The company has only a
few divisons in Europe. Both firm N and O provide traditional household services like cleaning,
gardening etc. The owner of company N is a firm establishing type and a good organizer, but is not
particularly concerned with innovation. Thus, the firm is not innovative. The owner (franchiser) of
firm O is interested in innovations. The firm may be conddered as an experiment by the American
company which wants experiences of how to establish in Europe. However, the production is not as
complicated and demands as much professond knowledge as the knowledge intensve business
sarvice firms. Thismakesit both esser and more difficult to innovate. The largest impediment to firm
O's innovation is the Danish Home Service system. The firm could not exig without the financid
support from this system, and the system is very redrictive concerning which services can get
support. The owner of firm O attempts to develop new household services that can be sold under
pure market conditions.

3.2.6. External relationsin the innovation process
In manufacturing it has been demondrated that externd reations, particularly to customers and
technology providers, is a success factor in innovation processes. In the service firms externd
relations are of limited importance to the innovation process. Technology providers have practicaly
been of no importance. Knowledge indtitutions such as research centres are of very little importance
as mentioned. Consultants have been involved in some innovation processes, but this is not normd.
(Sundbo 1994b). According to the service management and marketing theory (e.g. Eiglier and
Langeard 1988, Normann 1991) the customer relationship should be extremey important and
centra in service production. Nevertheless are the service firms are not as good as one could have
expected in involving the customers in the innovation process. |deas are mostly coming from internd
sources in the sarvice firms. Interaction with customers have been an inspiration to the internd
corporate entrepreneurs, but rardy have the customers themselves presented a full idea. Customers
are often involved in the late development and implementation process in form of testing of
prototypes on a customer group, but they act is more as passve reacting objects. A very few
examples of common development projects, officidly formed and agreed in a contract, between the
savice firm and a customer firm were found in firm A. One may say that the consultancy firms
aways need, to some degree, to involve customer firms in the innovation process, but it is rardy
sysematicaly and set up in a contract.

The sources of new ideas mentioned most in the interviews are newspapers and magazines and
other firms, normdly within the same industry. The firms interviewed typicaly get ideas from other
firms a conferences where these firms present their new products or organizational idess.

3.3. Resources allocated to innovation activities
This issue is difficult to answer for the service firms since it can not just be answered by counting
R& D investments. None of the case firms have been ableto give any exact data.

A most of the resources used for innovation activities are used in form of corporate
entrepreneuria activities. In two of the case firms in the financid services industry, Jand K, a survey
of the employees and managers has been made. Among other questions they have been asked how
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much time they spent on entrepreneurship, operationalized as getting ideas for new products, change
of work processes, marketing etc., participate in development projects or discuss and struggle for
their own new idess. In table 7 the results are presented as percentage of the working time.

Table7 Per cent of working time dedicated to entrepreneuria activities

Managers Employees Total
Payment/cre-dit 29 18 20
cad company
Q)
Insurance 32 12 13
company (K)

Source: Sundbo 1992b

20 and 13 per cent of the working time dedicated to entrepreneuria activities seems to be quite
much. The payment and credit card company is among the most innovative case firms and the
insurance company among the moderate innovetive. The managers use more time than the
employees for innovation activities.

In the andyds (Sundbo 1992b) it was demondrated that the insurance agents who sold
insurances in the regions had an un-utilized entrepreneurial potentid. They had ideas from their
customer contact that the insurance company did not use, probably because these people are sitting
far away from the head office.

3.4. Goals and consequences of innovation and firm strategy

As mentioned innovations are greetly determined and limited by the strategy. Thus, innovation is an
activity that should support the strategy in most of the firms. The drategies of the firms are different

and innovation is central to the strategy in varied degree. Free entrepreneurship is dso a determinant

of some innovations. It can lead to development and growth of the firm, but it can dso lead to a
waste of resources as mentioned.

The consequences to the firms of the successful innovations can not be measured exectly as
stated earlier. The consequences have sometimes been conspicuous. The payment and credit card
company J is established on the basis of an innovation, a common payment card for dl financid
inditutions in Denmark. The insurance company K made an organizational and marketing innovation
which meant that they established themsalves abroad. One conclusion is that an immediately success
is no guarantee for a longer success of an innovation. For example, in a few years the foreign
establishment of company K run with losses. There are other examples of insurance companies of
over-emphasizing innovation and entrepreneurid activities that had led to amost bankruptcies.

3.5. Internationalization

The international consultancy firms (E, F) have etablished internationd innovation organizations.
Idess are collected from the departments in al countries, international project groups are set up
under the head quarter to develop the ideas into innovations that can be marketed. Firm E uses IT-
network in ther innovation process. They have common databases with dl new solutions of
problems. The employees dl over the world can use them for looking for solutions if they have a
project with specific problems. This reinforces the tendency towards modulization which increases
the reproducibility of the innovations and thus the economic return of the innovation investments. This
has improved innovation activities. The problems are culturd barriers which means that a solution
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from one country not aways can be used in another country, and the many data-bases that appears,
which makesiit difficult to get an overview.

The parent company of firm A has dso established a centrd internationa innovation unit. It has
development of qudity as its task, but that implies dso innovation activities. The unit cannot force
any department to implement an innovation, but can motivate them to implement it. This contributes
to transmitting innovations across the boarders. The unit was abolished in 1996. It was argued that
this was due to the economic dtuation of the firm, which had become worse in 1996 because of
large losses in USA. However, whether it is smart to abolish this cross-nationd innovation unit is an
open-ended question. However, it is in accordance with the new Strategy of the company, namely to
decentrdize the responghility for al business activities more to the national companies. That may be
asmart srategy from an economi point of view, but not necessary from an innovation point of view.

3.6. Impediments

Besides the mentioned need for an efficient international 1T-network and deregulation, particularly in
the financial services sector, no absolute impediments to innovation that cannot be overcome by the
firms themsdves can be found. The impediments are firm-internd and market-based: Lack of
innovation awareness within the service firms, lack of instruments to guide and manage the innovation
process, week externad networks and inertness and cultural barriers in the market. This is aso
demondtrated by the concluson of the commisson for knowledge intensve business services, as
described in modul 1 section 5c.

3.7. Diffusion of innovation and knowledge - The problem of innovation protection

Many of the innovations have been diffused to other firms within the same industry, nationdly and
internationaly. The diffuson rate might be assessed to be high between sarvice firms. However, the
gtuation is complicated. On one hand traditiona service innovations are smple, which means that
they are easy to imitate. That leads to each service firm attempting to protect knowledge of their own
innovations. Thisis dso an explanation of why the service firms do not participate much in externd
networks. Many of them are afraid of competitors should sted their good ideas. They become
extremdy cosed, paticularly within the financid services industry. The consultancy firms dso have
problems of employees often shift to ajob in another consultancy firms, taking knowledge and ideas
with them. On the other hand the sarvice firms get most ideas from competitors, often in other
countries (so they are not directly competitors). They buy the new products or go to conferences
where other firms tell about their new products or organizationa changes.

Protection of new ideas and innovations thus is a factor that is an impediment to diffuson of
innovations. For society this is an important issue because it hinders the full economic benefit of the
innovation process. It could be a task for politicd systems, eg. EU, to create an internationa
protection system for service innovations. The étitude of the service firmsis that the patent system as
we know it from manufacturing may not be the best way to protecting innovations. In fact, we need
an organizationd innovation in the political regulation system here. Another issue is the problem of
the consultants shifting job from one firm to another. The firms have tried to solve the protection
problem by setting up restrictions in the employment contracts defining what the employees can and
cannot do if they leave the firm. However, this creates problems of the integrity of the employee asa
wage earners and it is difficult to control the contractud restrictions.

Some of the firms within the financid services industry mention thet their solution is to put the new
sarvices on atechnological form, eg. as sdif sarvice. If anew service is developed so it is produced
and delivered by an IT-system, it takes longer time for competitors to break the code so to say.
Then it takes longer time to imitate the innovation. This demongrates that firms often look more for
functiond smart solutions of the protection problem than for political regulation solutions.
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Other case firms mention the professona knowledge and experiences as the best protection.
Even if acompetitor steals a new idea, he will not be able to sl it within his commercid framework.
The latter includes image, reputation from former projects etc.

3.8. Systems of innovation: Organized strategic innovation or anar chic entrepreneur-ship ?

It is an open-ended question whether one can say that a system of innovation exists within the
sarvice sector. To a certain degree the concept of system of innovation is a theoretical construction,
developed from manufacturing sudies, which might not be very adequate for explaining the
innovetion activities in the service firms and indudtries. As demondrated here, the externd networks
are week in the sarvice indudtries, partly because of lack of research and knowledge ingtitutions
dedling with the service firm's problems, patly because of the easness of imitating service
innovetions.

For the service indudtries and politica authorities a core issue for the future is whether the
innovation development will, or should, go towards the Strategic, well-organized, modulization side,
or it will, or should, go towards the more anarchic, entrepreneurid sde.

The former means that the innovation process will be more organized and drictly managed. This
dtuation could profit from a well developed research system that produces knowledge about the
savice firms customers and managerid problems of the specific service firm. That would emphasize
sciences such as business adminidration, sociology, software science etc. as a counterpart to natural
sciences as foundation of manufacturing innovations. Also development of IT should be emphasized.
It is a task for the political system to create such a knowledge system, which presently exiss in a
preliminary or fragmented form.

The later means that service innovations cannot be systematized and scientized. It will ill be
quick ideas developed by practitioners. Entrepreneurship - within or outsde exigting firms - as an
anarchic activity will gill be the core activity. The issue will be to develop, and optimaly retrict,
entrepreneurship. This means to give empowerment to employees, but to balance that with a
management of the innovation process. IT may be an ingrument for some services, but not for
others. Entrepreneurship could be connected to devel opment of 1T-based services. Relevant politica
initiatives would be to create research and practical programmes which support development of
organization and competencies of the individua employee. This has been done in Denmark by two
programmes supporting development of the human resources, one research programme and one that
financidly supports development in firms. The programmes are not directed towards the service
sector only.

The results of the Danish case study points to the former - the Strategic, modulized system - as
the development trend. However, severa persons interviewed have pointed to the latter as the right
way of developing service innovations. The current Stuation is a combination of the two systems.
That may very wel aso be the Studtion for the future. The core issue for firms and political
authorities then is. Which combination - how much of each? It means that the political support
sysems should have many facets, for example implementing dl the initiatives mentioned here and
more,
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Key-interviews

Chairman of Danish Consultancy Firms Association

Manager in an I T based data-service firm

Manager in IT hardware/software firm

2 heads of office in the Minigtry of Business and Industry

Conaultant in the Danish Bank Employee' s association
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2 tourism researchers

Chairman of the Danish Home Service firms Association

Participation in Commission on Knowledge Intensve Busness Sarviceinthe  Minisry of Busness
and Industry

Participation in work seminar on development of new concepts within the cleaning  industry



