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Innovation in Services — Theoretical Approach

Abstract

The aim of this article is to present the evolution of theoretical studies on
service innovation. The author also attempts to put these different approaches to
service innovation into order and to indicate the possible forms of service
innovation that emerge from these researches. In further part of the article the
issue of the availability of statistical data and its relevance to the possible forms
of service innovation, as well as some changes that has been implemented
recently in order to improve this relevance, are discussed.

1. Introduction

Services dominate advanced economies, accounting for about three
guarters of their gross value added and employment and they are the only part of
advanced economies to have expanded in terms of employment in recent years
(see OECD or Eurostat database). What is more they have increased
substantially, in terms of their importance as inputs to other sectors of the
economy. But the contribution that they make to innovation and competitiveness
remains largely unexamined, by analysts and politicians alike.

For a long time services have been perceived as non-innovative activities.
Such a perception was a result of technological approach to innovation, deriving
from manufacturing innovations, that are usually based on technological content.
Unfortunatelly, it is not relevant to service innovations, as in their case non-
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technological aspects are of greater importancés Ftuation, perceived by
some researchers as a paradox, is precisely dedchlp Gallouj: “While
services (as a sector) and the service relation@sipa mode of coordination
between economic agents) are now essential chasticke of contemporary
economies, innovation is another. Thus modern eo@m® are both service
economies and economies of innovation. Paradoyjdaley are not regarded as
economies of innovation in services, that is asienoes in which service firms’
innovation efforts are proportional to their cobttion to the major economic
aggregates. It is as if services and innovationewaio parallel universes that
coexist in blissful ignorance of each other” (Gajl®002(a), p.xii).

However, the situation is changing, and in thetlighobserved changes it
is not possible to ignore service firms’ innovatiantivity any more. Many
service industries have now reversed their subatdinrelationship with
manufacturing industry in matters of technologicalovation. In other words,
they produce their own technical systems, eithertliymselves or within
a power relationship favourable to them. This ie tase, for example, with
automatic cash dispensers, cleaning robots andingpolind refrigeration
equipment for fast-food restaurants. It also agpla certain large distribution
chains that exert pressure on their suppliers mnpdse specifications so precise
that it indeed becomes possible to speak of sugptietechnology dominated
by service users. Another phenomenon is the acteplayed by knowledge
intensive services in their clients’ innovation geeses (particularly those in
manufacturing industry). Whether the innovationdatee to organisation,
strategy, products, etc., these service providesisiatheir clients in a variety of
ways, to differing degrees and at different stagebe innovation process. It is
no exaggeration, therefore, to speak of “consulgsisted” model of
innovation (Bessant and Rush, 1995, pp. 97-114lo@al2002(b), p. 151).
What is more we can observe the increasing conmesgand interdependence
between manufacturing goods and services. In dtresdical linkages that tie
together different groups of manufacturing and iserare becoming a crucial
factor of competitive advantage in the new econ@¢wiindrum and Tomlinson,
1999, pp. 391-408; Di Cagno and Meliciani, 2005, pP-171; Guerrieri and
Meliciani, 2005, pp. 489-502; Castellacci, 20089&).

In the light of these changes, the development afomprehensive,
integrative theory, that would be relevant alsseéovice innovation, is of great
importance. On the base of such a theory it shbalgossible to develop some
new indicators, more appropriate to measure inmmvaactivity in services.
Some adjustments in this field could already beeplei (Oslo Manual 2005,
CIS 2008), but they are still not sufficient. Withidurther ones innovation
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activity in services will continue to be underesited by researchers and by
politicians.

The aim of this paper is to analyze the evolutibdiffierent approaches to
the issue of service innovation, and the poss#ulito evaluate the importance
and dynamics of different forms of service innovaton the base of available
statistics.

2. The evolution of theoretical studies on serviageanovation

Until the 1980s very little research was undertakeninnovation in
services, or indeed on services in general. Thesesuent literature on
innovation in services can be identified inttechnological and non-
technological approach A separate category constitutes sgnthesis or
integrative approach

2.1. Technological approach (Flikkema, Jansen, varder Sluis, 2007,
pp. 543-545; Gallouj, 2002(a), pp. 2-18)

It focuses on technological change. Innovationervises are equated or
reduced to the introduction of technical systemsatémal transport and
processing systems and, above all, information @mmunication systems)
into service firms and organizations. These studiesy far the oldest and most
numerous, which has contributed to some extenhé¢odverestimation of the
technological dimension and to the underestimatain other aspects of
innovation in services. The main argument in fawmiusuch an approach is that:
service industries are becoming increasingly teldgyoand capital-intensive
and until relatively recently they were often driverimarily by the adoption of
industrial technologies.

In the literature on service innovation, the tedbgizal approach is often
identified with the assimilation approach, wheraasording to Tether (Tether,
2006, pp. 4-6) the assimilation approach followsslperiod of neglect.

1 In the literature we can also find the term “temlogist”, instead of “technological”
approach.
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Neglectapproach’ — for a long period of time services were thoughé
laggards with regard to innovation — they were amsli to be uninteresting
adopters of existing technologies rather than predu of new technology.
Innovation were perceived relatively narrowly, bathterms of focusing on
technical advances, largely embodied in machinegyjpment and other goods
(such as new drugs), and the processes involveld thé development and
commercial introduction of new, technologically adeed goods.

In innovation studies based on neglect approachD Rgatistics and
patents are used as the main measures of innoivey. Since service firms
are often observed to do very little R&D and/oradbtvery few patents (despite
the large number of engineers and managers now ogetblin service
industries), in the light of such measures of iratmn activity, they are
generally considered to be marginal with respeatriovation.

The development of “object-based” approaches tontifying and
measuring innovations only served to reinforce uhderstanding that services
were uninteresting with respect to the productibmew technologies (Pavitt
1984, pp. 343-73; Pavitt, Robson, Townsend 198938#7). The object based
studies focused on identifying an outcome of intiova activity — that is
innovation, being an object such as i.e. a new drug new computer system.
As services tend not to produce objects directlthdagh they may assist in
their development), the vast majority of the idiedi innovations were
attributed to manufacturers.

Within the scope of this type of studies the oneRayitt should be
mentioned, as it is very important and highly depeld one (Pavitt 1984,
p. 343-73). Pavitt built his seminal taxonomy afidwative activities on the base
of a huge empirical study carried out in Greatdnit(on a database of nearly
2000 significant innovation introduced there betwd®45 and 1979). Using
a number of criteria and characteristics (partidulsources of technology, types
of users and their needs, regimes of innovatiorragujation, size of firm,
degree of technological diversification, etc.) helde the economy down into
four categories of firms: (1) science based fir(@3, specialized suppliers, (3)
scale intensive producers and (4) supplier domih&itens. He considered the
first and the second category to be producers wfteehnologies, the third one
to be both producers and demanding users of ndmodagies, while the fourth

2 Much of this neglect can be attributed to the idésich dates back to Adam Smith that it is
material wealth that matters, and that it is mactuféng that ‘fixes’ technological advance in the
form of new equipment and other goods. Smith fayodgscribed manufacturing labour as
productive, and services as unproductive. Althohghmeaning has often been misunderstood to
imply services are not valuable, the implicatioattimanufacturing matters’ has dominated two
centuries of economic thought.
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one to be passively dependent on the others fosupply of new technologies.
Pavitt's taxonomy was intended to be universallpli@able, but it's main
shortcoming is that all services were assignethéddst category, within which
firms can be characterizes as follows: they tenddosmall, have no R&D
function and they may have difficulty in appropiigt innovation through
technical means, which forces them to fall backion-technological procedures
such as branding, marketing, etc.; their cliengslikely to be more conscious of
price than performance and their technologicakttajry obeys a logic of cost-
cutting. It is obvious thus, that this taxonomy mahinclude all the variety of
service activities and service innovations, as .wélhfortunately, this well
known study consolidated the perception of servaee®eing uninteresting, as
far as innovation activity is concerned. Now suebhcpption is less common, but
it still exists and it is a major reason why inntea in services remains under-
researched (Gallouj, 2002(b), pp. 144-145).

Assimilation approach (Tether, 2006, pp. 6-8; Drejer, 2004, pp. 553-
554) — in the 1980s, with the continued growth efvees (and the contraction
of manufacturing) in advanced economies, servicegevincreasingly hard to
ignore, and a small number of researchers setooexglore this very large part
of the economy. This phase of research was eshentteracterized by the
perception of innovation in services as fundaméntihmilar to innovation in
manufacturing (i.e. as the production and useadifrielogical artefacts) and thus
it was attempted to study innovation in service;gighe conceptual tools
developed to understand (technological) innovaitiomanufacturing — it was an
attempt to assimilate services into the wider fafighnovation research and thus
it is called the assimilation approach.

As an example of such an attempt, particularly beffdrts to develop
a theory of innovation in services proposed by &arcan be seen (Barras, 1986,
pp. 161-73). Through research on financial seryid@arras observed that
contrary to the conventional pattern of innovattbrough the life cycle of an
industry as observed by Abernathy and Utterback&19 in which innovation
initially focuses on developing new products (antptioving quality) before
a dominant design emerges, after which innovatmsudes on processes (in
order to seek out efficiencies to reduce costs) @mancial) services innovation
appeared to first focus on processes (with a facuthe application of ICT to
improve the efficiency of back-office functions)efbre shifting to products
(partially through learning but also through thereasing ability to customize
offerings, again because of the flexibility affoddey IT systems). Thus Barras
not only claimed services may follow a ‘“reverse duct cycle” in their
innovation activities, but that the applicationI&fT had brought services into
the industrial era — they begin to use an inddgeizhnology appropriate to their



30 Joanna Wyszkowska-Kuna

information intensive activities, and reorganizepartant parts of their work
around this. Eventually, they become important jrashelent innovators in their
own right.

Although it was clearly based on an attempt to adap existing
understanding of innovation to services, Barrasdetavas highly influential,
and marked a first step towards theorizing inn@ratn services. However, his
‘one-size-fits-all’ model of innovation in servicehas been subject to
considerable criticism, especially as Pavitt intrced his taxonomy, that had
strongly suggested there were multiple patterngmdvation in manufacturing,
so they should be in services, as well.

A second notable attempt to assimilate servicesimiovation research,
using the existing concepts and tools was Miozzd 8pete’s adaptation of
Pavitt’'s taxonomy to embrace services (Soete ammz&P001, pp. 162). Like
Pavitt, Miozzo and Soete identified different cksf technological service
activities into three categories:

1. Supplier dominated sectors —such firms can b@damainly in personal
services (restaurants and hotels, laundry, repaiices, barber, and beauty
services) and in public and social services (edorwahealthcare and public
administration). Firms in the first subsector aemgrally small, and their
in-house R&D, engineering capability, and in-hoaeéware expertise are
weak. They appropriate less on the basis of a tdopital advantage than
on the basis of professional skills, aesthetic gfesitrademarks, and
advertising. On the other hand, firms in the seceunlsector are large
organizations. Overall, supplier-dominated firms keaonly a minor
contribution to their process technology. Most waitions come from
suppliers of equipment, information, and materials.

2. Scale intensive physical networks sectors afatritation networks sectors
— we can divide it into two subsectors:

« Scale-intensive (or production intensive) physiwatiworks - it involves
large-scale processes with considerable divisiotatlwdr, simplification
of tasks, and the substitution of machines for lalis development is
closely related to the application of modern infation and
communication technology, initially, at least, wite aim of reducing
costs. Firms heavily dependent on scale-intendwesipal networks can
be found in transport and travel, wholesale trade, distribution.

e Information networks - it includes firms dependesn information
networks(finance, insurance, and communications).

In both subsectors, while technological innovatiorey well originate in
manufacturing firms, the nature of these innovatiail be strongly determined
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by service use. Such “service dependent” suppliersjrn, might provide their
large service customers with specialized knowlemig experience as a result of
designing and building equipment for a variety skrs, often spread across
a number of service activities.

3. Science-based and specialised suppliers sectoisnce-based firms are no
longer confined to the handful of manufacturing teex such as
pharmaceuticals and electronics. The last coupldeofides have seen the
emergence of an increasing number of businesscesralosely linked to
R&D, software, and the development and applicataininformation
technologies. In all these sectors, the main ssuotg¢echnology are the
research, development, and software activitiegrofsfin the sector itself.

Along similar lines, and on the base of Italianagd&vangelista classified
service firms into four groups (Evangelista 2008, 211-213):

1. Technology Users — they are the least innovajieep, and come closest to
the archetype of services as being ‘supplier dotediaThese firms rely on
technologies bought in from external sources, Uguhk manufacturing
and/or IT sectors. The types of activity withinstlgroup include (amongst
other things) waste, land and sea transportatiecirty; cleaning; legal
services; travel services and retail. This categmgounted for about 80%
of all service firms and more than half of employinerhe firms in this
group tend to be small.

2. Interactive and IT Services — they also constitularge group, accounting
for around a quarter of employment in serviceghése sectors, innovation
is achieved through close interaction with cliemather than through
internal R&D or technological acquisition. A heargliance is placed on
developing software and/or acquiring know-how. Tdmivities in this
classification include: advertising, banks, inseerhotels and restaurants.

3. Science and Technology Based Services - thess &re major generators
of new technological knowledge, which they therdudi€ to manufacturers
and other services. Their innovation activities pagically located “up-
stream” at the “frontend” of the innovation and Wwhedge generation
chain, with close interactions with public and pti research institutions.
The activities included here are R&D services, pegiing and computer
and software services. Although this group accalife less than 5% of
employment in services, it contributed to 30% ofvee firms’ total
expenditures on innovation, showing they are higmhpvation intensive.

4. Technical Consultancy Services — these combheracteristics of the
science and technology-based services and theadtiter services. They
carry out internal innovation activities but drawealily on clients’
knowledge. While all services may be said to hawaes problem-solving
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activities of one sort or another, the technicalstdtants’ main function is
the provision of solutions to meet the specificdseef their clients.

Evangelista’'s work broadly supports the concepwatk of Soete and
Miozzo, and argues that innovation in services tiypamirrors Pavitt's
conceptualisation of innovation in manufacturingndded, Evangelista
concluded that innovation in services shows marelaiities than differences to
manufacturing — there may be differences in emghasit it is a case of shades
of grey, not black and white. However, arguablysth@pproaches have taken
a rather narrow view of innovation — there is dittttention to interaction (for
example through delivery innovation, which is impot in services), and the
focus is still on the production of new technol@gie

Gallouj (Gallouj 2002(a), p.3) proposed a bit diéfiet classification of
technological studies. He distinguished three gsafthem:

1. The studies that focus on the economic consequesfcé® introduction
and expansion of (informational) technologies irgervice firms or
industries (they are called thus impact analysésis-the largest group in
gquantitative terms;

2. The studies that draw on the evolutionary apprdacbrder to map out
innovation trajectories in services — Pavitt’s tagmy and the subsequent
studies based on Pavitt's one (Soete and Miozzan@alista);

3. Barras’ reverse life cycle model.

2.2. Non-technological approach (Flikkema, Janseryan der Sluis, 2007,
pp. 545-547; Gallouj, 2002(a), pp- 18-25)

As Gallouj highlighted: “... (material) technology it an inevitable
component of innovation. Innovation can and fredlyestoes take place without
the use of technology (a new form of insurance gyplinew financial
instruments, a new area of legal expertise, a restaurant format, etc.). This
does not mean that these innovations are not orotére based on a material
technology (computer or telecommunications systefms,example) but that
they may in certain cases dispense with them. pikeluct innovation, process
innovation can also be intangible. It can condishethods, that is it can be like
the text of a play or the screenplay for a filmttdafines the words, action and
movements of each individual involved (consultaptsicedures, or the methods
employed in catering). Some of these methods miightbased on technical
systems (computerization of recruitment methodshilen others might be
embodied in tools (legal expert systems), butithisot a necessary condition for
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innovation. In other words, it would be wrong t&eaahat innovation takes place
only when it is embodied in a technical system. tdoaccept this leads to high
underestimation of service innovative capacity, d&o highly “technologist”
national and international indicators of R&D andomation that are unable to
capture non-technological forms of service innawagi (in fact only innovation
in IT services are properly reflected in these gathrs).” (Gallouj 2002(b),
p. 149).

Within the scope of non-technological approach ae find the notion of
demarcation/distinction approach and the notionseivice based approach.
It should be noted that, to some extent, they endas, as they both focus on
non-technological aspects of innovation and thegngt to indicate some forms
of innovation specific for services.

Demarcation/distinction approach (Tether 2006, p. 8; Drejer 2004, pp.
554-556) — this approach came to prominence framntid-1990s and it derived
from the criticism of the assimilation approach. diwf these studies focused
on organizational innovation, and innovation in Whexlge based-services such
as management consulting, where the role of ‘h&edhnologies was less
prominent than in the manufacturing activities thave been the primary focus
of study by innovation researchers.

Initially, this line of research argued that seegdcare different from
manufacturing, and therefore it is inappropriatestiody innovation in services
by merely adapting conceptual and empirical to@getbped with technology-
based manufacturing, as had been done by researcherking in the
assimilation tradition. Instead, it called for tlevelopment of some new
conceptual and empirical tools, more sensitiveht feculiarities of services —
in particular their intangibility, their high depdence on people, and high levels
of interaction (Sundbo and Gallouj (Sundbo, Gall@g01) outlined a number
of service innovation patterns derived from worktlms tradition; “physical”
technologies are prominent in only a few of thes&}nerally, the distinction
line of research tended to privilege organizationad people issues, and
interactivity, rather than technologies, as the tkkeinnovation in services. These
studies represent opposite approach to conventmmed, that argued that the
concept of innovation should involve at least amant of technological change
and should not be extended to all organizationahgh, as in the long run it is
primarily technological change that drives increase productivity (Drejer,
2004, pp. 556-560).

Service based approaci{Gallouj 2002(a), pp. 18-25) — in this line of
research, technology is also considered to be aekmyent in innovation in
services, but it has been noticed that innovatioservices cannot be reduced to
technological innovation alone. In a result, théstexce of particular forms of



34 Joanna Wyszkowska-Kuna

innovation specific for services (such as ad hoowation, intangible products
and processes, etc.) is highlighted. Within thisrapch we can also find some
studies that attempt to produce “local theories”imfovation more closely

tailored to particular service industries.

To sum up, it should be highlighted that, with tjrttee increasing number
of researchers from a variety of perspectives s$tigdinnovation in services
recognize the importance of both technological aod-technological forms of
innovation, and indeed the complementarities batwbem. As a result, most
innovation researchers, including the ‘distinctr@searchers’, now claim to be
working in synthesis (or integrative) approach, ebhseeks to blend traditional
(technological) innovation studies with new insigyhgained from in-depth
studies of innovation in services.

Such a shift is, to a large extent, a result ofraasing convergence
between goods and services. This tendency, widgggnized in the literature,
enhance the necessity to build up a more integndtea of the characteristics
that innovation takes in manufacturing andervice industries, and to shed new
light on the relationships between these intereeldiranches of the economy
(Castellacci 2008, p. 982).

2.3. Synthesis or integrative approach (Gallouj, 2IR(a), pp. 25-26; Drejer,
2004, p. 553; Tether, 2006, p. 9; Flikkema, Janseman der Sluis, 2007,
pp. 547-548)

The theories in this line of research do not demg importance of
technological aspects of innovation in serviceg, thay take into account the
increasing convergence between goods and serWtasufacturing industry is
gradually coming to resemble the service secta.-manufacturing companies
more often offer a wide range of services, accoryipan the sale of
manufactured goods or various forms of services monstitute the main
component of many industrial goods. At the same tienreverse trend towards
the industrialization of certain services, can bsevved - i.e. the formalization
of service activities, particularly in large seericompanies. In a result, modern
services and manufacturing become increasingly tmognd multidimensional
products, including the increasing bundling of sg¥g and manufacturing into
“solutions”.

The very important issue related to the procesofrergence is also the
notion of service relationship, understood as a enoflcoordination between
economic agents in both services and manufactuBagh relationship is also
a key element of modern innovation activity - orfigh® most striking features
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of innovators in modern industries is their attengpform networks with other
innovators in order to obtain access to knowlgdggler 2002, pp. 343).

This convergence also means that, there are oppmegi in the
economics of innovation for mutual enrichment betwegoods and services -
for example, manufacturing activities can draw iregon from service firms in
the development of interactive models of innovateomd different forms of
innovation, considered to be specific for servicesm) be applied equally to
manufacturing goods. That is why the constructibma general description of
innovation is essential for understanding of wiat motion of innovation might
encompass, in both services and manufacturing indwad the basic forms it
might take.

This research focuses on issues of organizatidraalge, social networks,
the development of ‘integrated solutions’ and ageanf other mechanisms to
support innovation in services. This shift in emgilaequires incorporation of
many tools and theories from outside traditionaloiation studies, including
organizational behaviour, social networks, markgtinstrategy and
communications studies. In particular, greaternsite has been placed on
organizational innovation and how new organizatigractices may shape the
innovation process in service industries.

Finally, it should be highlighted, that now moshaslars working on
service innovation subscribe to this approach.

The best known example of this line of researcthécharacteristics
approach by Weinstein and Gallouj (Weinstein, Gallouj, 199p. 537-556). It
can be called the integrative one as it encompassttisgoods and services, it
applies both to technological and non-technologicahs of innovation and it
attempts to develop a general formalization of pheduct (good or service).
This approach is based on the study by SaviottiMettalfe (Saviotti, Metcalfe,
1984, pp. 141-151) - according to them, the provisif any type of “product”
can be described in terms of a set of charactesigtiat reflect, on the one hand,
the internal structure of the product in question,eon the other, its external
properties, i.e. the type of service being offetedusers. They divide these
characteristics into three main types (vectorshafracteristics):

(1) The final (or use) characteristics of the goodeythcall it “service
characteristics”) - these are the characterisfiteoproduct seen from the
point of view of the end user, e.g., in the caseaotar, its size,
performance, comfort, safety features, etc. In garierms they constitute
a definition of the services, of the utility beipgrformed by a given good.

(2) The “internal”, technical characteristics of theod — they describe the
internal characteristics of the technology, i.be tharacteristics of the
various technical mechanisms used to obtain the iharacteristics. In



36 Joanna Wyszkowska-Kuna

the case of manufacturing product, these charatiteyiare clearly defined
— in a motor car, for example, they would include type of engine
(internal combustion, petrol or diesel, electricgier), transmission,
suspension and so on.

(3) Process characteristics — they relate to the rdetbyg which the good in
question is produced, and the technologies and snofleorganization
involved (the material used, they way in which theg processed, the
forms of energy, the organization of the process).eThus, they include
all the technologies (in the usual sense of the}arsed in the design,
production and marketing of products — in the cafsthe motor car, the
assembly line is a process characteristics.

As far as goods are concerned, the distinction &etwproduct and
process is widely accepted. The same is not trusepfices, as here the term
“product” frequently denotes a process: a servisekage, a set of procedures
and protocols, an “act”. In a result, in the ca$eservices it is difficult to
separate technical characteristics from processactaistics, and thus it is
assumed that they are one and the same thing thén words that processes in
all their tangible and intangible forms are, awdétre, (partial) replacements for
internal technical specifications.

According to Gallouj and Weinstein (Gallouj, Weigist 1997, p. 540),
the absence of technical specifications (in thditicnal sense) does not make it
impossible to extend and adapt this characteristipproach to services.
However, they point out, that the technical chamastics of product (a good or
a service) consist of: (1) the tangible technidadracteristics (particularly of
information technologies, but also of logisticattiaologies, chemical products,
e.g. in the cleaning services, etc.) used to predhbe services characteristics,
and (2) the intangible technical characteristiegal or financial expertise,
mathematical instruments (economic and financialdeling, operational
research methods), consultant’'s methods or thep{all@) standard contract
used by legal advisers, for example.

In the case of services, “technologies” involvedally take an intangible
form - knowledge and skills embodied in individua{sr teams) and
implemented directly when each transaction ocaatser than in physical plant
or equipment. What is more, Gallouj and Weinsteoppse to add competences
to the above mentioned characteristics. They djsigh two types of
competences:

» All the competences mobilized by the service prewid the provision of
services (i.e. of service characteristics) is galherthe result of
a combination of two mechanisms: the utilization @angible and
intangible) technical characteristics that are ase competences, and the
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direct mobilization of competences (i.e. withoutyanechnological
mediation). It also should be noted that in theeaafsservice activities it is
possible that the provision of the service may takee only through the
mobilization of knowledge and competences, withaujood or a set of
goods (material artefact) being supplied - suckises are called “pure”,
“intangible” services.

e All the competences mobilized by the client — onk tbe major
characteristics of the service provision is therdls participation, in one
way or another, in the production of a service gooduction, service
relationship).

To conclude, the most general and most significeptesentation is that
the provision of a service requires both the diretlementation of knowledge
and competences (embodied in individual membersbath the service
provider's company and the client's company) ane timobilization of
“technical” factors. These factors consist of knedge that is codified and
formalized in such a way that they can be usedatepéy for the provision of
similar services or of services of different kifdepending on whether they are
more or less generic or specific). They may be itdeg(computer or
telecommunications systems) or intangible (modefimgthods, legal expertise,
etc.), they may be already in existence (use otlyidiffused techniques) or be
designed or adapted for a specific “product”.

On the base of such a representation of the proGatiouj and Weinstein
define innovation as any change affecting one orenterms of one of more
vectors of characteristics (of whatever kind — techl, service or competence).
These changes are brought about by a range of lesibanisms: evolution or
variation, disappearance, appearance, associaliesociation. They may be
“programmed” (i.e. intentional — the product of R&Besign and innovation
activity) or “emergent” (i.e. the fruit of naturldarning mechanisms). On such
a base they indicate six types of innovations:

1. Radical innovation — the creation of a totally neseduct — a new system
consisting of new final and technical charactersstf a new product and
a new set of competences that are necessary foewa product is
developed.

2. Improvement innovation — the improvement of certalmaracteristics,
without any change to the structure of the system.

3. Incremental innovation — the general structurehef $ystem remains the
same, but the system is changed marginally thrabghaddition of new
elements to the final or technical characteristicthrough the substitution
of elements. Innovations based on improvement, teke a variety of
forms, and may or may not be based on technicahrambs in the usual
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sense of the term - this may involve for examgie: addition of one or two
new characteristics to a certain type of produdthee by directly
mobilizing certain competences, or by adding neshiiécal characteristics;
the improvement of certain final characteristica@eduction in production
costs by adding or changing certain technical dtaratics. This kind of
innovation is very important in practice, but itdgficult to define clearly
the boundary between incremental innovation andorgment innovation
— i.e. to distinguish the moment at which the néwaracteristic is added
from the one at which a simple improvement is made.

Ad hoc innovation — the interactive (social) counstion of a solution to
a particular problem posed by a given client. & igery important form of
innovation in consultancy services, where the abéél knowledge and
experience accumulated over time are harnessed pamdto work
synergistically to create fresh solutions and newwedge that changes
the client’s situation in a positive and originahyv Ad hoc innovations are
often produced jointly by the service provider dhd client, they usually
appear during the process of delivering the sendoe frequently are not
recognized as innovations until after the serviae been provided — thus
they are a form of non-programmed innovation, thieght be described as
emergent, as they arise out of unpredictable negemraent of existing
knowledge and experience.

Recombinative innovation — it exploits the posdiles$ opened up by new
combinations of various final and technical chagastics, derived from an
established stock of knowledge, and a given tedgncdl base or existing
within a defined technological trajectory. Two farmf such innovation
were highlighted in the field of services: (1) ttreation of a new product
by combining the characteristics of two or moresgrg products, (2) the
creation of new products by splitting up an exigtgmoduct, separating out
various characteristics and turning certain eleseinto autonomous
product.

. Recombinative innovation has now become a fundaahemode of

creating innovations — it operates particularly imformational and
biotechnology industries, but also lies at the hearthe innovation and
R&D mechanisms in services. It should be noted thatimplementation
of this innovation is based on the assumption that“product” can be
broken down into clearly identified and definednedmts. In the case of
manufacturing industry a product and a productigstesn is readily
divisible, but in the case of service industrysitess obvious. Thus, though
recombinative innovation also occurs in differeimds of service activities,
they require a greater formalization of existingtiates, i.e. the
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development of “standardized” products and modzédion of service
production (Sundbo 1994, pp. 245-266).

7. The recombinative model of innovation, particulanyportant now, has
some important implications: there is relative latkresearch in classical
sense (the production of new knowledge), which Itesa low costs of
such innovation but on the other hand it causestthditional measures
(developed by national and international institasiy based on the criteria
of novelty, are not relevant within the framewoifittiis model, and that it
can be easily imitated (thus it is difficult to peot it).

8. Formalisation innovation — this model, differentipm the previous ones,
Is not based on qualitative and quantitative vemmin technical or service
characteristics or competences, but rather onuiséility” and the degree
of standardization of the various characteristitonsists of putting in
place the service characteristics “into order” ¢#iyeng them, making
them less hazy, making them concrete, giving thesmage) and quite often
also the technical characteristics - tangible (gopgint, software, etc.) or
intangible (e.g. methods, organization, toolboxds)lso constitutes an
attempt to clarify the correspondence between thedenical and service
characteristics. Thus, we can say that the foragdiz model often
precedes the recombinative model. In many servioekiding knowledge-
intensive ones, this formalization model constiuge genuine “natural
trajectory”.

These different approaches fit neatly into what hihige described as
natural life cycle of theoretical concerns. The htemogical (neglect and
assimilation) approach, as well as the demarcatpgroach are in the phase of
relative decline, whereas the service-based apprisao its mature phase-. The
integrative/synthesis approach is emerging and redipg (attempts are now
being made to bring goods and services togethea umified approach to
innovation).

3. The appropriateness of available statistical datto theoretical research
on service innovation

It is widely known that statistical data on sergi@@e much poorer than
those on manufacturing goods. This is also truease of service innovation
data. On the base of technological approach tovetimn, that dominated
innovation studies for a long time, indicators measy innovation activities
were developed to measure innovation based on atminal change. These
indicators are not able to capture innovation #&a within service industries,
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that usually appear in different non-technologimams (with exception of IT
services). In a result, we can speak of high urstienation of innovation
activity within service firms.

The main source of information on firms’ innovatiactivities in
European countries is the Community Innovation 8yir\(CIS) (Science,
technology and innovation in Europe, 2011, pp. ZR-8is designed to monitor
innovation activity and to analyze the effects ofidvation on the economy
(including competitiveness, employment, econommagh and trade patterns).
It refers to innovation activity within both manataring and service industries.

The first pilot survey was run in 1993, and so $&r collection rounds
have been launched. CIS covers Bt¢Member States, candidate countries and
Norway.

In the interests of comparability across countriesyostat, in close
cooperation with the EU Member States, developedstandard core
guestionnaire (starting with the 2000/01 round)thvan accompanying set of
definitions and methodological recommendations. &gch survey round
improvements were made and new concepts were geabnd added.

According to CIS 2008, in most analyzed countries proportion of
innovative enterprises was generally higher in nfeeturing than in services
(the opposite was true only in Luxembourg, Hungamg Portugal) §cience,
technology and innovation in Europe, 2011, p..88pre detailed CIS data
collected in Polandshow that in Poland service industries are gelyelass
innovative that manufacturing ones (Dziatdhonnowacyjna przedsbiorstw
w latach 2006-2009, 2010). Such a conclusion, gwigent, may seem strange,
if we take into account, that high-tech servicemyphore important role in EU
economies (including Poland) than high-tech martufawy (eferring tothe
number of firms, value added, employment, turnogeoss operating surplus)
(Wyszkowska-Kuna, 2011) — in case of knowledge risitee services, the
domination of services is much higher. This protrest innovative activity of
service firms is still highly underestimated.

This underestimation of service innovation capabig one more, very
important implication — service firms running in@don activity, as being
perceived as less innovative than manufacturings,oneceive less financial
support from public institutions. According to tlaest CIS in Poland, in years
2006-2008, only 10,4% of service companies runningovative activity
received public financial support, in comparisonthwi2z1,5% in case of

3 The legal basis for the collection of these diiatisis Regulation 1450/2004 of 13 August
2004 implementing Decision 1608/2003/EC concernihg production and development of
Community statistics on innovation.
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manufacturing industries — in more details the shaf service innovative
companies that received financial support from dstinénstitutions accounted
for 4,7%, and from the EU for 6,1%; whereas theesahrare for manufacturing
innovative companies accounted for 10,2% and 14@&$pectively (Dziatalni
innowacyjna przedsbiorstw w latach 2006-2009, 2010, pp. 25-26). Gnlihse
of these data, it is possible to conclude that wvatige activity among service
companies still gets much less attention from tuastns responsible for
innovation policy not only in Poland, but also e tEU.

Another important issue is an inappropriatenessavdilable data to
different forms of innovation emerging from thedrat studies on service
innovation. For example, the definition of innoeatiused in CIS was not
relevant to the forms of innovation distinguishadhe characteristics approach
— the one that is regarded to be of great impoetammw. In he latest CIS,
launched in 2009, some important changes haveib&educed -on the base of
the Oslo Manual 20050slo Manual, 2005, pp. 88-89, wider definition of
innovation was implemented, including not only prod and process
innovations, but also organizational and marketings and a distinction was
made between enterprises with technological (PB)ram-technological (NPP)
innovatior.

These four types of innovation are defined as ¥adlo(Science,
technology and innovation in Europe, 2011, pp. 152}

A product innovation is the introduction of a good or service that is/ne
or significantly improved with respect to its chetexistics or intended uses.
This includes significant improvements in technispécifications, components
and materials, incorporated software, user-frievedis or other functional
characteristics.

Process innovationis the implementation of a new or significantly
improved production or delivery method. This inagdsignificant changes in
techniques, equipment and/or software. Process/atioms can be intended to

4 Oslo Manualgives methodological guidelines and defines thecept of innovation. It
should be also mentioned that CIS 2008 is baseth@NACE Rev.2 classification of economic
activities, in accordance with Annex IV of CommissiRegulation No 973/2007, whereas the
previous CIS surveys were based on NACE Rev.1.1.

5 This was for the purposes of comparability witteyious data collections, since fewer
questions in the harmonized questionnaire areectlat organisational and marketing innovation
than to product and process innovation. However gilnestion on innovation expenditure was still
limited to product and process innovation in ortfemaintain continuity with earlier versions of
the CIS.



42 Joanna Wyszkowska-Kuna

decrease unit costs of production or deliverynreéase quality, or to produce
or deliver new or significantly improved products.

Organisational innovation is a significant changdan the enterprise’s
business practice@éncluding knowledge managementyorkplace organisation
or external relations, intended to improve the Trnmnovative capacity or
performance, such as the quality or efficiency ofkflows. It must be the result
of strategic decisions taken by management; itugbed mergers or acquisitions,
even if for the first timeOrganisational innovations usually involve chantges
more than one part of the firm’s supply chain arelless technology-dependent
than process innovations.

Marketing innovation is the implementation of a new marketing method
involving significant changes in product design packaging, product
placement, product promotion or pricing. Marketingovations are aimed at
addressing customer needs better, opening up neketsaor newly positioning
a firm’s product on the market, with the objectofeincreasing the firm's sales.
It excludes seasonal, regular and other routinagd®in marketing methods.

The above mentioned changes show an increasingeagss of the
importance of non-technological forms of innovafitimat are common in case
of services. However, the question arises abouagipeopriateness of this new,
wider definition of innovation to the charactemstiapproach. To analyze this,
we can try to compare four types of innovationdag from Oslo Manual 2005
and CIS 2008 to six forms of innovation derivingrfr the characteristics
approach. The conclusions from this analysis afelksvs:

» The definition of product innovation refers to tkefinition of radical
innovation (a new product) and improvement innawat{a significantly
improved product). It is arguable, if it also reféo incremental innovation,
because incremental innovation means that the myst®e changed
marginally, through the addition of new elementghe final or technical
characteristics or through the substitution of @ats, whereas product
innovation means significantly improved product.

« According to the characteristics approach, in a#sservices product and
process quite often means the same, thus no distinis made between
them.

« In the light of the definition of organizationalniavation, it seems possible
to say it may take a form of formalization innoweati —new, more
formalized methods are examples of organizationahges. It is possible to
say that, if organizational innovation takes a foommsignificant change
referring to external relations, it may result imetcreation of ad hoc
innovation.
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* In the light of the definition of marketing innov@n, it is possible to say it
may take a form of improvement or incremental madéhnovation, and if
marketing innovation is aimed at addressing custameds better, it may
also result in the creation of ad hoc innovation.

e The definition of innovation presented in Oslo MahR005 and CIS 2008,
seems not to include the recombinative model obwation. It is very
important shortcoming of this definition, becausell@ij and Weinstein
claimed it is the most important form of innovatioow. What is more,
recombinative model has very important implicatiémsfirms’ innovative
activity, i.e. the low cost of such innovation.

To sum up, we can say, that the appropriatenetigsohew definition of
innovation to the characteristics approach is sttl sufficient. In a result, on the
base of available data, it is still not possibleet@luate the importance and the
dynamics of innovation models deriving from the reladeristics approach in the
whole service industry, and within particular briages of service industry.

4. Conclusions

1. In the evolution of the studies on service innavative can observe:

» a shift from emphasis on the technological to rexfhological
aspects of service innovation — in more details @& succeeding shift
from neglect approach to assimilation one, them@marcation and
service specific ones, and finally to integratiyetbesis approach;

* an increasing awareness that services not onlynassations created
in manufacturing industries, but they are alsovacparticipants of
innovation process - in some cases we can everk sfpeppliers of
technology (in manufacturing industries) domindtgdervice users.

2. The necessity to develop an integrative approaehresult of increasing
convergence and inter-relevance between manufagtugoods and
services, and the importance of vertical linkageswvben them to the
competitiveness of present economies. The chaistaterapproach is
the best known and most important study in thige lof research. We
should expect the development of further researaBed on the
characteristics approach, as the theory of seimim@vation is still in its
infancy, and a comprehensive theory relating to @dbducts is
indispensable for understandig innovation actiintynodern economies.

3. Among different models of innovation distinguisheth the
characteristics approach, an ad hoc model is iteticas specific for
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4.

5.

services, specially for consultancy services, wiera recombinative
model, that follows a formalization model is inded as the most
important now. It should also be noted that thenfdization model
(being a result of formalization process that wea oaserve in some
service industries) reflects an increasing convargebetween goods
and services — with the formalization process sesviare becoming
more similar to goods.

On the base of technological approach to innovatibat dominated
innovation studies for a long time, indicators meag innovation

activities were developed to measure innovatioredas technological
change. These indicators are not able to capturevation activities

within service industries, that usually appear iiffedent non-

technological forms (with exception of IT serviceshich results in the
high underestimation of innovation activity withgervice firms. This

situation has very important implication - serviaetivities are

considered to be less innovative than manufactwigs, and in a result
they receive less attention not only from reseas;hbut also from

politicians, which is reflected in lower financialpport from public

institutions, both in Poland and in the EU. Thusitter research to
develop more appropriate indicators measuring servnnovation

activity are key to increase the awareness of sealice innovation
capacity and to enhance the attention and suppeteives.

Recently some efforts were made to improve theadn — on the base
of the third edition of Oslo Manual (2005), nonheological

innovations were added as a separate category aitka definition of

innovation was implemented, including not only prodand process
innovations, but also organizational and marketimgs (CIS 2008).
These changes show an increasing awareness ohpieetance of non-
technological forms of innovation, that are comnioicase of services.
However, these changes are still not sufficiente Tdefinition of

innovation used in CIS, despite some positive cheangs still not

clearly relevant to different models of innovatideriving from the

characteristics approach. Its main shortcomingas it does not refer to
the recombinative model of innovation, that acaogdito the

characteristics approach is considered to be thst mngportant now.
Thus, some other changes are necessary to enabévadluation of the
importance and dynamics of these different formsabvation in the
whole service industry and within particular bragehof service
industry.
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Streszczenie

INNOWACJE W USLUGACH — PODEJ SCIE TEORETYCZNE

Celem artykutu jest przedstawienie ewolucji teastych bada nad
innowacjami w ustugach. Autorka podejmuje rowmedhke uporzzdkowania rénych
podej¢ do kwestii innowacji ustugowych oraz wskamecliwe formy tych innowaciji,
wylaniajzce se z analizowanych badaW dalszej e&ci artykutu, podejmowana jest
kwestia dogtpnasci danych statystycznych oraz ich adekwéthojesli chodzi
0 maliwosé zastosowania do analizy adych form innowacji ustugowych. Omawiane
sq réwniez wprowadzone ostatnio zmiany, @@ na celu popragradekwatngci tych
danych.



