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Executive Summary

The present paper analyses the situation of small knowledge intensive business serv-
ices in the region of Catalonia. The role of the region for the innovativeness of these
businesses if of special interest, as regional innovation policies are gaining momentum
in the European Union. The guiding presumption of the paper is the following: the
innovativeness of these enterprises in Catalonia would benefit much more from
framework policies addressing crucial resources such as human resources and knowl-

edge than from sector-specific policies.

Considering the difficulties to evaluate innovativeness in the service sector, the paper
chooses a mix of quantitative and qualitative data in order to explore the topic. Theo-
retical considerations on innovation and the system approach are combined with em-
pirical data from the region of interest. These insights are used as the analytical back-
ground for a qualitative case-study with a sample of five business services from the re-
gion. The interviews were conducted in July 2007, focusing on competitive strategies
within the businesses, human resources strategies, and the role of the location for

business strategies.

The analysis of the interviews confirms the importance of an educated and medium
and high skilled labour supply. This is a major problem for Catalan businesses, as the
educational system does not satisfy the demands of local industries and services. Con-
sequently a reform of the framework policies in the region would already increase the
competitiveness of the most innovative businesses. Considering the heterogeneity and
dynamics of the service sector these policies would also reach a much broader audi-

ence then targeted sectorial programs.
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Introduction and Hypothesis

Innovation is foremost an economical phenomenon, related to the competitiveness of
enterprises in a challenging and fast-developing market. Globalization has expanded
this market, increased competition, and, as a consequence, innovation has become
more important than ever before. Although globalization brings markets, providers,
customers, and competitors closer together, it has not offset location as an important
factor for both politics and economics. Each individual firm takes advantage of com-
bining its moveable productive factors with the region it is embedded into, to gain a

unique starting point for innovative capacity (Keating 1997: 25).

Meanwhile, policy makers have become aware of the possibility to influence the de-
velopment of their regions through targeted programmes and incentives or support
schemes. Because just as enterprises are affected by the region’s political and economi-
cal framework, so does the regional welfare depend on its enterprises for economic
well-being. The interest in supporting innovation is thus present in both areas, al-

though strategies vary between firms and regions alike.

In order to analyze these interdependencies, this paper will focus on the innovation
framework in one particular region, the comunidad autonoma de Cataluiia in Northern
Spain. Within this framework, the focus will be on small service enterprises working
with business customers. Considering that the service sector includes between 50%
and 70% of all economic activity in most developed countries, it becomes clear that
innovation is not only a requirement for industrial and manufacturing enterprises.
Where both goods and services can be traded world-wide, due to an increase in com-
munication speed and decreasing costs of establishing and maintaining these commu-
nications, innovation becomes a major factor in competition in all sectors of the econ-

omy.

Despite its economic importance, innovation in the service sector has been neglected
by scholars and policy makers alike. As traditionally the manufacturing industry had
been considered to be the main source of work and economical growth, the service
sector had been labeled a mere appendix of the industrial sector. Services were sup-

posed to take up technical innovations, but without contributing much by themselves.
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The heterogeneity of the sector adds further difficulties in drawing up a concise

framework on innovation in the service sector, or for an economy as such.

The present paper does not pretend to embark on this task either. Rather than at-
tempting to construct a theory for all, the main objective is to understand how small
business services in the region of Catalonia interact with government policies. In this
context the role of culture and location will be highlighted, combined with the speci-
ficities of the chosen sector (Keating 1997: 34). The primary reason for this approach is
my own interdisciplinary background, which has given me one clear insight: there is
no one reality, nor is there one universal truth. All that science can do is decipher parts
of reality, putting sense into data that mirror fractions of this reality, however without
claiming to have found the only valid explanation or solution. The different results of
scientific inquiries then might help to find new approaches to deal with reality which
otherwise would not have become salient. Theories are thus helpful devices for real

decisions, but must never be taken as the only possible device.

The focus of this paper will thus be one part of

the service sector, namely the B2B sector, where
businesses perform services for other busi- ,

service sector
nesses, and not to the individual end-customer.
Within this section I will focus on knowledge-

i i i i . knowled N
intensive services provided by small enterprises, )

such as consulting firms. I do not distinguish

B2B services

however, whether these services are delivered to

small or big companies, although it is much

more common for small companies to out-
source their own services or to order certain
Exbhibit o1: Fraction of the economy selected for
consultancy services for their businesses. analysis, personal elaboration.
Considering the importance of the region for these enterprises, an assessment of the
innovation support capacities targeting this sector of the economy will be included. As
it is difficult to design policies for “the service sector”, the assumption holds that it is
just as difficult to design concise policies for parts of this sector, especially when het-
erogeneity is only partially reduced by sub-dividing the business sector. The guiding

question of this paper is thus:
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The innovativeness of small enterprises in the business service sector in
Catalonia would benefit far more from adequate framework policies ad-
dressing the main resources of the sector (e.g. personnel and knowledge),

than from specific policies targeting selected characteristics of the sector.

Apart from scientific literature on innovation and competitiveness, the paper includes
a case study with a sample of five selected business services. The analysis of how these
selected enterprises innovate and perceive innovation as a competitive advantage will
be based on the metaphor of the wooden stool, visualizing the essential ingredients of

a successful innovation support framework within a limited geographical area.

THE WOODEN STOOL-METAPHOR

Both social scientists such as Keating (2001) and economic scholars such as Cooke /
Leydesdorff (2006) point out different aspects that may influence the economic per-
formance of a given region. It is the specific interplay of these characteristics that (I’'m
not sure if “that” is the correct word here, but this sentence is missing a word in order
for it to make sense) built the constructed advantage of each region. The advantage is
constructed insofar as it can be influenced by policy makers and other agents, al-
though it cannot be controlled in each and every detail. The three characteristics
adopted for this paper are: 1) the economy, 2) the role of institutions and enacted poli-
cies, and 3) cultural traits. Cooke / Leydesdorff (2006) adds still a fourth component,
the knowledge infrastructure. However, as small enterprises, and especially small busi-
ness services have only little interaction with universities and research centers, this

aspect will not be explicitly included in this analysis.

The missing link between services and knowledge infrastructure is also the reason why
the triple helix model (e.g. Etzkowitz / Leydesdorff 2000) will not be further explored
within the scope of this paper. For the industrial sector the close interaction between
industry - government - academia is of vital importance for a successful innovation
support system. However, for the service sector the regional endowment seems to be
more important than the university relationship (UMIST 2003: 73). It should be
noted, however, that the relations between different players are no less complicated
without an explicit inclusion of academia. The description of Etzkowitz / Leydesdorft

(2000: 112) that “this network of relations generates a reflexive sub-dynamics of inten-
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tions, strategies, and projects that adds surplus values by reorganizing and harmonizing
continuously the underlying infrastructure” holds just as well for the interrelated rela-

tionships between region, economy and politics.

In order to facilitate the structure of this paper, a metaphor has been chosen to repre-
sent the support for a competitive economy using the three characteristics mentioned
above. For an economy to be considered innovative a certain number of its enter-
prises, organizations and entities need to be innovative. Although innovation usually
takes place on the micro level of the individual firm, the economy as a whole benefits
from these innovations, for example through more competitive firms, more job oppor-
tunities, higher growth rates, etc. Innovation on the micro level is thus the first leg

of the wooden stool of competitiveness.

The second leg is represented by the policies and the legal framework enacted in
order to ensure the competitiveness of the economy. Although it might be argued that
innovation on the micro level is an outcome of the legal framework, this is not entirely
true. Innovation might also occur while (consciously or unknowingly) ignoring certain
laws. Or, policies might have an impact insofar as to foster innovation in one part of

the economy while deterring it in others.

The third leg represents the culture and location of the economy, which refers to the

spatial dimension selected for analysis (e.g. a nation state,

regional

_ competitiveness

an administrative region, a cross-border region, a cluster),
but also to cultural traits manifest within the population
of this region. Differences in economic performance be-
tween regions and states are not only due to differing le-
gal frameworks and distinct economic endowments fos-
tering one or the other micro level activity. Cultural val-
ues such as trust (reducing transaction costs), networking

(allowing quick spillovers of new ideas), and protection of

in-group activities (excluding foreign firms), all have an

Exhibit 02: The wooden stool of com.- 1TPACt O how the economy as a whole fares in interna-

petitiveness, personal elaboration. tional comparison.
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The picture might appear too static to represent competitiveness in an economy.
However, just like all theoretical models, it is not meant to depict reality as it is, but to
highlight certain links. That said, the metaphor is useful in clarifying some important
characteristics: first, the stool is made from wood. The material it is made from has
grown. When putting together a stool, the carpenter has to follow the grain of the
wood in order to ensure maximum stability. She cannot craft the stool without con-
sidering its material, as it would lead to unnecessary instability. This also holds true
for economic systems. Innovation on the micro level can be influenced, but it cannot
simply be ordered from above, as it is the individual enterprise that decides whether
and in which way to innovate (though this might be an unconscious decision). The le-
gal framework might be altered, but it is always based on what was there before. Cul-
tural traits need to be considered to ensure that initiatives are accepted rather than

opposed for “irrational” reasons.

STRUCTURE OF THE PAPER

Inspired by the wooden stool metaphor, the paper is divided into four main chapters.
Three chapters are dedicated to the analysis of the three “legs” supporting the seat of
performance of the B2B service sector. First, the role of innovation on the micro level
and its effect on the macro level are reviewed. Second, the legal framework and policy
approaches towards innovation get closer examination, followed by, third, the consid-
eration of culture and location, using the example of the Spanish comunidad auténoma
of Catalonia. Once these facts and figures have been established, the fourth chapter
presents voices of the business service sector in the form of an analysis of five semi-
structured interviews with managers from selected small enterprises. Contrasting their
viewpoints with the general information beforehand will help to better understand the
needs, necessities and challenges of small business enterprises at a specific point of

time and in a specific region. The paper ends with a section of concluding remarks.
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Innovative firms - the driving force of modern economies

This chapter focuses on the basic condition for a competitive economy: a variety of
businesses competing on the market, offering goods and services to either businesses
or individuals through the use of the three productive factors of labour, land, and capi-
tal. This competition is not restricted to the service or good offered, but also includes
price tactics, additional offers, brand images, and diverse marketing strategies.
Whether an economy is then deemed competitive or lagging behind in international
comparison is mainly due to the combined effort of all its economic actors, even
though these actors work predominantly for themselves, instead of considering con-

sciously what would be better for the economic framework.

Developed societies tend to have a comparably high wage level combined with a full-
fledged welfare state imposing taxes and other fees on its companies. Thus, a competi-
tion based on the production costs alone is not viable for enterprises in Western
Europe. With trade barriers falling within the enlarged European Union, with many
multi-nationals relocating their production sites further East or into Asia, European
small enterprises need another strategy to remain competitive. They are forced to dif-
ferentiate their offers based on something else than just prices. In short: companies
need to innovate to stay ahead of their competitors, and this is valid for all three sec-

tors of the economy, not only for the industry sector.

Traditionally, innovation is linked to products, considered as one input for finding so-
lutions to new demands voiced by customers. Innovation management then is the art
of entrepreneurs to scan the market for signals by customers or even competitors, se-
lect the right opportunity, invest into R&D and finally bring the new product to the
market (Tidd et. al 2004). However, innovation can be much more. Further, it needs to

be much more if the service sectors is to be included in the analysis.

This chapter thus offers a framework to understand innovation as a driving force of
the economy. Offering different approaches to classify and operationalize this entre-
preneurial phenomenon, the strengths and weaknesses of different interpretations of
innovation will be assessed. There is a special focus in the discussion in the second

part of the chapter, where the importance of innovation for small business service
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firms will be used to broaden the traditional conception of innovation as a product

related management tool.

THE CHANGING FACES OF INNOVATION

Originally, the word innovation stems from the latin word innovatio which means re-
newal or change. In everyday life this description is still valid. Someone is innovative
when she has many ideas .A product is innovative when it is completely new. However,
in academic literature, the meaning of innovation is not as all-embracing. Joseph
Schumpeter, often cited as the father of innovation theory, distinguishes between in-
novation and invention in his Business Cycles (1993). The American Heritage Diction-
ary of English Language defines invention as “a new device, method or process devel-
oped from study and experimentation; a discovery, a finding”, from Latin invenre ,
which means to find. Following Schumpeter, an innovation is simply an invention that
has been brought successfully to the market. There are many inventions, but only
those that enter the business world and are used as economic differentiations qualify
as innovations. The process of diffusion is thus an integral part of the definition of in-
novation, not only for Schumpeter but also for recent discussions on innovation man-
agement and innovation systems (Lundvall 2007, Tidd et al. 2001, Fagerberg et al 2005

and others).

Schumpeter states in his chapter “Theory of Innovation”, that the act of innovation
usually goes along with something he calls creative destruction. Innovative products
(and services) often challenge the existing market. Through a combination of existing
products into a new one or through the substitution of an older product with a new
one, innovation has an impact far beyond the innovation process in itself. It is this ef-

fect that Schumpeter recognizes with his concept of creative destruction.

It should be noted that Schumpeter did not entirely restrict his understanding of in-
novation to products. His definition is comparably broad and embraces products, serv-
ices, processes and organizations alike. The important distinction is the one between
invention and innovation. The innovation needs to have an impact. It needs to come
to the market in order to be considered as such. In this context, he divides economic
history into waves of economic development, triggered by major innovations that had

an impact not only on a small sector, but on the economy as a whole. The First Indus-
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trial Revolution was thus triggered by steam power. The Second Industrial Revolution
based its success on electricity, etc. However, as Bruland et.al (2000: 351f) rightly criti-
cize, the reduction of different epochs to one or two dominant innovations obstructs
the analysis of the transformation these innovations brought with them. Changes in
economic structures involve changes in institutions and work organizations, which in
itself might result in even more innovations in order to keep up with a changing real-
ity. What is often overlooked in this context is that the steam engine or electricity did
not only change the products brought to the market and the way these products were
produced. From the very beginning, these changes required an adaption of society
through an adjustment in public institutions, e.g. the school system, welfare system,
family structures, etc. To understand the origins and the impacts of one single innova-
tion consequently always requires a close look at its broader effects on other, perhaps

not even immediately related, sectors.

Another historically rooted connotation of innovation is its mix of genius-driven and
science related origins. During the First Industrial Revolution the inventors (though
not necessarily the innovators, which brought the new products to the market) were
usually individuals, working either alone or within large enterprises (Bruland 2000:
355). Teamwork was not very widespread and the typical inventor might have been
someone like Disney’s depiction of Gyro Gearloose, who in his backyard boils up the
most interesting inventions. It is only during the Second Industrial Revolution that
Industrial Research becomes popular, resulting in more inventions being turned into
innovations, as companies had an interest in commercializing findings done within the
organizational limits. Chemical laboratories in Germany, as well as similar entities in
the US, did not only invest into planned research, they also lobbied for changes in the
educational system, which was one reason for the reform of the US patent policy in
the early 2oth Century. Through this reform, which entailed a strengthening of the
patent-holder’s rights, in-house research became institutionalized in many producing

industries. (ibid 360).

Whether today we still see part of the Third Industrial Revolution based on electron-
ics and information and communication technology or if a Fourth Revolution (though
not necessarily an Industrial one) is on its way, will be debated later. What is clear,

however, is the huge impact of the advances in electronics technology since World War
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II. The cold war was, at least in the US, the main reason for huge governmental in-
vestments into R&D related to computer systems, software, and semi-conductor ele-
ments, as the military was also the main consumer of computerrelated products.
However, with falling prices, rising performance and the invention of the micro proc-
essor, the new industry leapt from military usage to industrial usage and soon personal
computers were part of most major enterprises. The internet later opened yet another
strand of opportunities to what was by the 1980s already widespread use of desktop
computers. Furthermore, the network idea was subsequently widely employed in big

enterprises engaged in in-house research, such as chemicals and pharmaceuticals.

The shift from the Second to the Third Industrial Revolution also entailed a shift of
input for R&D through all industries. While innovation before World War II was very
much linked to natural resources and their availability (within a country or at least in
its colonies), the Third Revolution shifted the main ingredient from physical endow-
ment to the availability of trained scientist and researchers. The knowledge base of
different economies became more important, even though part of this resource could
also be imported from elsewhere (e.g. foreign researchers at US research laboratories).
Innovations are much more likely to stem from laboratories or technological centers

than from individual backyards, at least when considering product innovations.

Systematizing Innovations

Although, innovation does not necessarily mean the alteration of a physical product. It
may also be based on the production process or the organization around this process.
The common denominator of different forms of innovation is quite simple, but not
necessarily less difficult to manage: innovation always includes change. With a focus
on the product industries, this change can either be technical, leading to product in-
novation or organizational, resulting in process innovation. (Tidd et al. 2001: 6). Some
scholars also choose to distinguish between organizational and process innovation as
two different kinds of innovation. The exact borderlines between these three are often
blurred (e.g. in the service industry), however, for the sake of analysis it might be help-

ful to classify the wide range of innovations.

Product innovation is used to designate the invention and marketing of new products
(or services) that have not been there before. Process innovation refers to an alteration

of the production process, for example in saving time, cost or other resources in order
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to produce an already familiar product. Organizational innovations are often either a
result or the predecessor of process innovations. They occur when organizational prac-
tices and standards are changed in order to, or as a result of, alterations in the produc-
tion process. Organizational innovations are thus more difficult to measure. They are
difficult to detect from outside the directly affected firm, and they are usually not pro-
tected (and thus published) via patent applications or trade mark registries. In most
cases, organizational innovations include at least as much change as other forms, and
probably are even more difficult to put into place, as this often includes the delicate

task of redefining responsibilities and “the way things are done around here”.

While the above mentioned division into product, process and organizational innova-
tions describes the receiving end of the innovative activity, the distinction between
radical and incremental innovation is more concerned about the amount of novelty
involved. In this context, innovation may either result in doing something better (in-
crementalist approach) or in doing something totally different. (transformation). These
forms of innovation are by no means exclusive, although an incrementalist approach

might be favored by firms and organizations which are more risk-averse than others.

An example of an incrementalist approach is the integration of digital cameras and
mp3-players into mobile phones. Even though the new photo-taking and music-playing
telephone is new in itself, all three elements existed previously. Both incremental and
radical innovations have their advantages and draw-backs. The biggest advantage of a
radical innovation is the new markets where no competitor has been before, thus giv-
ing the first mover a distinct advantage over its followers. However, these markets
might need to be developed first, as many potential users might not be aware of the
existence of the new solution. In this case the advantage of being the first user cru-
cially depends on the speed of teaching potential users the new product to overcome

their hesitancy over trying something new.

Incremental innovations are usually easier to be adopted, as users already know the
basic concept that has been improved. However, the market is already filled with po-
tential competitors who might just introduce the same change as well. Furthermore,
existing (notincremented) products or services might discourage potential customers.
Somebody who just bought a cell phone without a camera is likely not to jump at a

cell-phone camera, as it would mean a double expense on the cell-phone side. All the
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same, as incremental innovations are much easier to manage and to implement, they

make up the major part of innovations in all three categories of innovation. (Oke 2007:

570).

Although innovation is usually linked to companies introducing a new or different
product or service into the market, the process of innovation is by no means restricted
to the firm and may also be influenced from the outside. It should not be underesti-
mated that innovative firms usually draw on external links, cooperation, unconven-
tional ideas, and personnel who have to be trained at local universities. Tidd et al
(2001: 39) propose the following way to successfully manage innovations: 1) scanning
the environment for opportunities and threats of change, 2) deciding on which of
these signals is important for the individual firm, 3) discover and allocate resources to
respond to the new challenge, 4) implementing the project of innovation. Finding the
right signals is thus the most important factor for the innovative firm. These signals
are very likely to come from outside, including innovations of competitors, innova-
tions in other sectors, new legislation, sudden change in price and/or availability of raw
material and other resources, and changes in labour supply. This is then, where the sys-

temic view gets its merits, and where innovation policies might have their place.

In the end, however, it is the individual enterprise that will put the innovation to mar-
ket (independently if it has been developed in-house or adapted from the outside), and
the above mentioned distinctions do not necessarily help to decide where to invest or
where to start looking for possible opportunities. Considering these difficulties, Erich
von Hippel advocates yet another systematization of innovation. His book The Source
of Innovation (1988) presents his complete argument on the importance of where inno-
vation actually comes from and how to use these sources for both the management in
an innovative firm, as well as politicians who try to enhance innovativeness within the
economy. Already 20 years ago, van Hippel challenged the mainstream tactics of
breaking down innovation into different subcategories before analyzing its effects.
This practice always fails to include some variation of innovation, exactly because in-
novation trajectories cannot be foreseen and may change unexpectedly. A firm that fo-
cuses only on product innovation may thus fail to realize important process innova-
tions due to a false understanding of what innovation means. Consequently, van Hip-

pel does not ask where innovation goes to but rather where do these ideas come from.
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What he calls the source of innovation can be understood as the main origin of input
for an innovative product, process, service, organizational change, etc. This origin can
be tracked relatively easily through observation and investigation, and once identified,

it can be stimulated to foster more innovation.

Innovation research, the organization of innovation and R&D management, as well as
policy proposals, have been shaped by the assumption that innovation is something
done by the firm alone, sometimes even singled out into the R&D department. How-
ever, following von Hippel’s argument, depending on the industry sector, other sources
of innovation might be of much higher importance. The main input might come from
users (user-driven innovation), which in terms of company strategy should lead to an
active involvement of the user community in the innovation process. In other indus-
tries the main input for innovations may come from suppliers that might be able to
offer different (cheaper, more resistant, more flexible) working material if asked for
their opinions. In other situations the in-house research group, the university con-
tacts, or the regular networking meetings might be the most important sources of in-
novation. Interestingly, although van Hippel developed his approach based on data
from manufacturing firms, the idea is not restricted to product innovation, as the
source of innovation does not determine the later development of an innovation, but
rather serves as the first spark. Detecting this spark thus is of crucial importance for
companies. However, as soon as managers know where to look for it, the task of scan-

ning the environment for suitable signals (Tidd et al 2001) is much easier.

Similarly, it can be argued that policies in diverse contexts (National/Regional/Local)
can be tailored to the sources, rather than the outcomes. If the main source of inno-
vation is lead-users; communication with these users should be strengthened, while
secluded R&D departments might be reduced. If the main source of innovation is the
personnel, a focus on education and training for both companies and politics might be
appropriate. However, before turning to innovation policies later, some comments on
measuring innovation are worth considering. Before assessing policies targeting a
whole region, the needs and opportunities of the business service sector need to be

discussed, as this is the main point of reference in this paper.
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Measuring Innovations

Both science and politics are interested in measuring reality for a very simple reason:
measurement offers a generally recognized method to construct a model of reality
which can then be used to change this reality. Scientists, who are usually the ones to
collect and interpret data, thrive to understand past events and predict possible future
scenarios. Politicians are more interested in using these findings to design and defend
concrete policies, as scientific arguments make a stronger case than unproven state-
ments or ideological arguments. At best, science would provide a formula with easy-to-
manipulate variables to allow politicians easy adjustments in their politics by adding a
little more x and a little less y in order get the desired results. Entrepreneurs, in con-

trast, may use the results to adapt their strategies.

Measurements, however, do not result in clear-cut and unambigious data. They con-
struct a reality, and the interpretation may conceal as many parts of reality as it high-
lights others. The characteristics of innovation as something qualitatively new and not
bound to planning make the task of appropriately capturing the phenomenon in data
even more difficult. Measurements and data analysis are usually done by scientists
from the outside. However, it might be difficult to capture process or organizational
innovations when analyzing enterprise data. Furthermore, innovation is closely linked
to the use of knowledge and learning, two parameters that can be detected at best
through indirect data, such as qualification of the workforce. In his analysis of the de-
velopment of innovation indicators, Keith (2005: 149f) stresses the challenge of ap-
proximating a multidimensional and non-linear activity to the rigid expectations of a
quantitative research agenda. Innovation as such is per-se new and often born out of
unexpected developments, which cannot be cooked up following an easy recipe. Al-
though scientists have long recognized the difficulties inherent in measuring innova-
tion, the absence of a better solution has led to the widespread belief that R&D input
is the best proxy for ensuring innovativeness in a certain economic sector or geo-

graphical area.

Linked to this effort is the analysis of the number of patent applications. The argu-
ment is quite simple: innovating individuals or companies have an interest in protect-
ing their innovations as carefully as possible in order to ensure they get the compensa-

tion for the effort (in terms of Return-on-Investment, market share, popularity). Con-
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sequently, the number of applications can at least give insight into the innovativeness
of a certain region or sector. However, it has to be kept in mind that a granted patent
does not automatically lead to its introduction to the market. Thus, the number of

patents is actually a proxy for inventions and not as much for innovations.

The scientific interest in R&D numbers and patent applications finds a clear mirror in
the political agenda. Based on benchmarking different nations or regions against each
other, many governments have implemented an innovation policy that is better de-
scribed as science policy, as it includes merely methods to enhance R&D measures

and/or information for firms to go through patent application processes.

Nevertheless, the reduction of innovative capacity to R&D efforts and patent applica-
tions may exclude a fair array of innovative activity, as it represents a strong bias to-
ward all types of innovation other than traditional product innovations (be they in-
cremental or radical). Both process innovation and organizational innovations are usu-
ally not dependent on R&D and may not be patentable. Consequently, measurements

in this context are bound to be partial only. (Pilat 2001: 271D.

Of course this does not mean that measurements have decreased in popularity. How-
ever, it is always worth carefully checking what exactly is being measured in many in-
novation statistics. More often than not, innovation is meant to be restricted to tech-
nology and product innovation alone. The Eurostat. publication Statistics on Innovation.
in Europe (2001), for example, only includes technological innovators in its sample. In-
novation activities in this context are analyzed among all economy sectors, resulting in
a much higher probability to innovate for manufacturing enterprises. Furthermore,
larger firms are deemed more inclined toward innovation as they spend a larger part of
their turnover on innovation-related activities like R&D, patent applications, and stra-
tegic alliances with universities or public research institutes. Needless to say, this as-
sessment might give important insight into innovations in the technological sector,
however, it does not capture the whole picture of innovations in Europe, as the title

suggests.

Taking into account these difficulties, other factors have been included in many as-
sessments of innovation. Examples include the quality of the workforce, a clear inno-

vation strategy on the management level, active change management, joint ventures
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with other companies, participation in research groups, and networking activities. The
importance of learning abilities and knowledge management has already been included
in the analysis of firms from all sectors since the 1990s (see for example Cohen et al.
1990, Porter Liebeskind 1996, Zabala-Iturriagagoitia et al. 2007). While most of these
examples are difficult to quantify or measure, the difficulty in defining when an inno-
vation is actually an innovation adds another challenge. New products are easily rec-
ognized, but to detect the introduction of new production processes into a given
company, especially a small one, is a different matter. Scholars are not unanimous
whether an innovation needs to be new-to-the-firm or new-to-the-market. Another
difficulty is those solutions that are specifically client-tailored, as is often the case with
consulting firms. Dividing between innovative and standard behavior in these cases is
often a question of personal preference rather than an obvious decision. Nevertheless,
it is important to balance between activities related to science and activities related to
experience-based learning. Tacit knowledge and experience might yield as much input

for innovative performance as does traditional R&D (Lundvall 2007: 104).

INNOVATION IN THE SERVICE SECTOR

The previous pages have given an overview of how innovation is understood in a gen-
eral sense, which is often synonymous with targeting the industry sector. Traditionally,
this was the place where innovation was to be found, treating the service sector (and
the agricultural sector for that matter) as lacking behind and as a pure user of innova-
tions done elsewhere. Hence, the concept of innovation, the discussions on how to
support innovation, as well as statistical evidence, suffer from a certain bias favoring
industries and neglecting the necessities of the service sector. The latter is either left
out completel, or included in the form of product/service innovation without further
elaboration on specificities and peculiarities of the sector. The result is a certain dis-
tortion of relevance of services, as the statistics usually indicate that the manufactur-

ing sector is by far the source of more innovations.

Meanwhile, the service sector has been growing in the European Union, which slowly
is having repercussions on research and policy approaches. A substantial part of Euro-
pean employment (39.9% of EU-25 employment in 2004), as well as value-added
(46.2% of EU-25) can directly be attributed to the service sector, more than twice the

amount contributed by the manufacturing sector in the EU-25 economy.(Arundel et al.
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2007). Furthermore, as shown in exhibit 03, this is not a strictly new development.
Hence, there is now a growing recognition that services might be more than simple
adaptors of innovations done elsewhere. The incorporation of technical innovations
into the service sector may be only one of many factors triggering process and/or or-
ganizational innovations within the individual enterprise. Although the personal com-
puter was not a service sector invention, its introduction into offices to facilitate or-
ganizational and administrative task has had a huge impact on service firms as well.
Re-organization of existing jobs, the invention of new services which would not have
been possible without the technical support, and even the back loop to other indus-

tries, stimulate the innovativeness of the economy as much as product innovations.
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Exhibit 03: The role of services in OECD economies 1985-97. Annual average growth rates. Pilat 2001: 20.

Meanwhile, the service sector has been growing in the European Union, which slowly
is having repercussions on research and policy approaches. A substantial part of Euro-
pean employment (39.9% of EU-25 employment in 2004), as well as value-added
(46.2% of EU-25) can directly be attributed to the service sector, more than twice the
amount contributed by the manufacturing sector in the EU-25 economy.(Arundel et al.
2007). Furthermore, as shown in exhibit 03, this is not a strictly new development.
Hence, there is now a growing recognition that services might be more than simple
adaptors of innovations done elsewhere. The incorporation of technical innovations
into the service sector may be only one of many factors triggering process and/or or-
ganizational innovations within the individual enterprise. Although the personal com-

puter was not a service sector invention, its introduction into offices to facilitate or-
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ganizational and administrative task has had a huge impact on service firms as well.
Re-organization of existing jobs, the invention of new services which would not have
been possible without the technical support, and even the back loop to other indus-

tries, stimulate the innovativeness of the economy as much as product innovations.

The service sector also plays an active role in demanding solutions for new problems,
which then might lead to more product innovation. The signal for a manufacturing
firm for a new innovation opportunity (stage 1 in the innovation management process,
Tidd et. al 2001) may well come from its service providers or customers from the serv-
ice sector. Gadrey et al. (1995) clarify this task in their definition of service, which they
understand as an “operation aimed at transforming some reality C possessed or used by a con.-
sumer B, which is carried out by a provider A at the request of B, often in co-operation with B,
nut not leading to the production of a good capable of circulating in the economy separately from.
its “support” C.”(p. 5). Services are thus solutions to existing problems and, if the solu-
tions requires physical products, service providers will use them. However, the physi-

cal products remain a tool and not the service itself.

Even this general definition of services as offering solutions does not ease the special
difficulties confronted by researchers and policy makers alike when approaching the
service sector. There are two main differences when comparing services with the
manufacturing sector: 1) the heterogeneity of the service sector and 2) the special

characteristics of services vis-a-vis the customers.

Despite a general recognition of the importance of services, a general description of
the sector is not easy, as the definitions historically denominate a left-over. Everything
that was neither agriculture, nor the manufacturing industry, is services. Hence, the
sector includes as diverse professions as hairdressers, hotel chains, restaurants, banks,
babysitters, cleaning personnel, software firms, marketing agencies, taxi companies,
consultancies, journalists, and everything else that does not produce a physical prod-
uct nor belongs to agriculture. The lag in collection of innovation statistics on this
sector is being corrected only slowly, a fact that can be attributed to the European Un-

ion, which has put services on top of its agenda (Arundel et al. 2007).
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Special Characteristics of the Service Sector

The easiest, though not necessarily the best, way to include services in the discourse
on innovation is the extension of product innovation to product/service innovation. In
this context Oke (2007) for example distinguishes between service product innova-
tion, which would be the product innovation related to services, and service innova-
tions including both process and organizational innovations. This simplification al-
ready shows one important difference from the manufacturing sector: distinguishing
between process and organizational innovation within the service sector is almost im-
possible, as the process of ‘producing’ a service is intertwined with the organization of
the service provider. In fact, even the service offering (the ‘product’) cannot always be
clearly distinguished from the process or the organization, as it is produced the same

moment it is delivered (coterminality).

Even though the service sector is such a heterogeneous and diverse part of the econ-
omy; it is nevertheless possible to detect some common features shared by most serv-
ice enterprises, differentiating them from industrial firms, independent of the further
division of the sectors. Several scholars have defined the distinctiveness of services
based on certain characteristics which are unique to services (Cowell 1988: 304ff, Miles
2006: 435ff). These characteristics can be summarized as follows: First, services offer
intangible goods, which cannot be stored, nor transported, nor exported in the strict
sense of exporting goods. This includes that it is usually impossible to test services be-

fore consuming them (as in the case of product samples).

Closely connected with the intangibility is the perishable quality of services. If not
used at the exact time of delivery, the exact offer is gone. For example, a hotel room
that is not booked this weekend is lost for the hotel, as it cannot go back in time to
use the empty room during the next weekend when the hotel is full. Services are thus a
process in themselves, which renders the distinction between product, process, and

organizational innovation a difficult one when applied to services.

Second, services are usually difficult to protect through conventional intellectual prop-
erty rights, such as patents. Furthermore, it is relatively easy for the competition to
find out about services offered, and copying other firms’ service offers is usually much
easier than copying industrial products or processes. Nevertheless, copying might not

render the same results for one firm as it does for the original service provider. Many
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firms offer a combination of different services, tailored to the needs of their custom-
ers. Copying one of these features would not render the same level of satisfaction for
the customer, which gives a certain protection to the initial provider. Linked with the
topic of property rights is the discussion on ownership. While goods actually change
the owner in case of purchase, services usually only grant the right or access to a facil-

ity, without actually purchasing it (like the hotel room). (Den Hertog 2002: 492).

This leads to the next common feature: services are interactive and usually involve a
comparably intensive contact between the service provider and the customer to agree
upon design, delivery time and characteristics, individualization, etc. This goes along
with the above mentioned fourth attribute: the coterminality of productions and con-

sumption, meaning the inseparability of service provider and the service itself.

Finally, there are certain features concerning innovation practice in service enterprises.
Service enterprises are very likely to focus their in-house innovations on the interac-
tion with the customer and less on the in the preparatory work prior to actually deliv-
ering the service. These innovations, then, are usually influenced by cultural and social
norms, and are difficult to transfer to other locations. On the other side, services often
integrate electronic and technological innovations from manufacturing firms into their
own work flow; as has been the case with personal computers in offices, or with mi-
crowave ovens in hotel and restaurant kitchens. Barras (1986) went so far as to qualify
this characteristic as the main factor of innovation in services, sketching a Reverse
Product Cycle where first the innovative factor is introduced (e.g. the PC), which first
leads to improved efficiency, then to improved quality, and only in the last step toward
new (innovative) services. While highlighting the impact of new technologies on en-
terprises, its effect is not exclusive to the service sector nor does the service sector
only develop new services as a result of the introduction of (technological) product

innovations.

Independent of where the innovation comes from in the service sector, these innova-
tions entail changes in relationships between markets much more than in industries.
(Miles 2006:451). They are usually instantly perceived by the customer, as this cus-
tomer participates to some extent in the delivery of this service. Exhibit 04 summa-
rizes the main differences between innovation in manufacturing and services based on

eight different characteristics:
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System Trait Manufacturing Status/significance

Technology orienta-
tion

Research/innovation

generation and supply

Labour productivity
Innovation cycles

Product characteris-
tics

International servic-
ing
Spatial scale of sys-

tem or reach

Strong, patents

Technology push; sci-

ence- and technology-

led

In-house

High impact
Short

Tangible, easy to
store

Exports, then FDI

National --> global

Weak; copyright

Technology pull;
consumer-/client-led
(co-terminality)

Mainly sourced ex-
ternally

Low impact (until
1980s?)

Long (except for
computer services)

Intangible, difficult to

store

FDI, then exports

Regional --> national

Current, strong

Historical, declining

Declining signifi-
cance; manufacturing
and services converg-
ing

Current, potentially
declining significance

Declining signifi-
cance; medium

Declining signifi-
cance; medium

Current, medium

Declining signifi-
cance; services catch-

global
ing up in internation-
alization

Exhibit 04: Innovation: manufacturing and services system traits. Howell 2001: §7.

Despite clear differences in the innovation practices in services and manufacturing
firms, there have been attempts to consciously broaden classic innovation approaches
to include services. Gallouj/Weinstein (1997) offers such an alternative, which allows
classification of all kinds of innovation independent of the economic sector. Using
characteristics of innovation instead of focusing on the physical product, they offer
the following classification: Radical innovations refer to totally new service offerings
which include that clients need to be taught how to use this new services, as there has
not been something similar before. In contrast, the improvement innovation only al-
ters certain characteristics without changing the service in its essence. Likewise, in-
cremental innovations substitute or add new characteristics, but do not change the
main offering. Ad-hoc innovations entail a solution directly tailored to a specific cli-
ent‘s special need. Recombinative innovation results in new services although based on
pre-existing knowledge, thus being less disruptive to clients than radical innovations.

Finally, formalization innovation is comparable to organizational innovation, as it con-
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tains the conscious definition of service characteristics by giving them a name and de-

fining them (transferring tacit knowledge into codified knowledge).

The question remains how to structure the service sector itself in order to have more
manageable units for analysis. The restaurant around the corner is likely to have dif-
ferent needs than the consulting company, although both offer services. However, an
elevated level of complexity should not be an apology for neglecting such an important
part of the economy. The characteristic of being “everything, but...” already indicates
one possibility on how to proceed when analyzing this very heterogeneous sector: it is
possible to further subdivide the sector to conduct meaningful research, not on every-

thing at once, but on more condensed subsectors.

While the restaurant and the consulting firm both undisputedly belong to the service
sector, they nevertheless differ in two fundamental aspects: the type of customer they
are addressing, and the qualification (knowledge base) needed in order to successfully
run their businesses. This observation has led to the two axis by which to roughly di-

vide services into four groups (see exhibit 05). The x-axis represents the main client

the service is performed for,

either B2C for individual cus- 1 professional/
. social software
tomers or B2B to other busi- networks
. . .. marketin
nesses (without differentiation high media E
‘1 busi h fey financial
in business sectors). The Y- 2 services consultancy
axis represents the intensity of | = recruitment
g
. b
knowledge needed in order to 3 hotels
. o conferences
successfully run the business, | £ hotels ( )
. (holiday)
in this case represented low | @t company
i restaurant
through the percentage of hairdresser
) o babysitter cleaning
highly-qualified personnel services
working in the enterprises, BIC BIB
taking into account that serv- customer base

ices are not the low-skilled

Exhibit o5: Classification of services based on knowledge intensity and

sector it used to be, but nowa-
’ customer base (Business / End customer), personal elaboration.
days also contains very high-

skilled jobs. (Pilat 2001:31).
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The four resulting groups can be labeled as basic customer services (low knowledge
intensity, used by individuals), sophisticated customer services (high knowledge inten-
sity, used by individuals), business services (high knowledge intensity, for businesses),
and infrastructure services (low knowledge intensity, for businesses). This classification
has the advantage that it does not divide services into presumably more or less impor-
tant for the economy, but it is based on neutral indicators. The reason then, to focus
on the third sector (high knowledge intensity, business customers) is based rather on
personal interest. It would certainly be an interesting task to analyze the other three
subsectors in the future in order to find similarities and differences in their use and
evaluation of innovation as an competitive advantage in a globalized world. This could
be interesting, as especially businesses with low knowledge intensity are important
work places for labour with lower qualifications. Although several recent publications
sponsored by the EU or OECD (see for example Arundel et al 2007, OECD 2001)
predict that knowledge-intensive business services (KIBS) are most prone to create
new jobs and showing important growth impulses, it should not be forgotten that the
economy also depends on enough jobs for lower-qualified personnel in order to reduce
the unemployment figures. Furthermore, there is evidence that these business services
foster the innovativeness of their customers and serve as distributors of knowledge
improving the competitiveness of the whole economy. (Pilat 2001: 35) Hence, the focus
on knowledge-intensive business services is but the first step to understand underlying

currents within the service sector and its policy implications.

Economic Dynamics in Business Services

The growth of knowledge-intensive business services (KIBS) is a relatively new devel-
opment in Western economies, closely linked to the practice of big manufacturing
companies to outsource activities that are not directly linked to their core business.
Secondary activities such as marketing, personnel training, recruiting, and the design
of tailored software have been outsourced, while the demand for consultancies and
financial services to provide funding and strategical guidance for developments have

increased.

However, while companies are also service users, they always have the option to either
provide for the services themselves or to buy them from outside. For companies offer-

ing these services to other enterprises, there is thus a double competition both to-
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wards other service enterprises, as well as toward the contracting client’s internal
services. Consequently, service companies need to be better than the in-house option,
and different to their competitors. Better, in this case may mean cheaper, offering spe-
cial knowledge, having a broader expertise, being part of a strong network or other
attributes valuable to the customer. (Gazier / Thevenot 2000: 240f). However, once a
service company has been contracted, a closer bond is likely to develop, as a service
provider and service customer have a much more intense relationship than usually be-
tween providers of physical products and their clients. Due to the very nature of their
services, business service companies need a lot of information from their customers in
order to deliver the appropriate service. Simultaneously, they offer lots of information
to their clients on their own strategies during the service provision. Hence, it is of in-
terest for both partners to build long-term relationships for mutual benefits. (Gazier

2000).

Knowledge-intensive business service offerings are often intangible, marked by coter-
minality, usually individually tailored to the individual client, cannot be held in stock,
and above all, use relatively little R&D. This represents a serious problem when assess-
ing innovativeness of services, as well as when designing policies in order to foster
service innovativeness. Patent applications are relatively unimportant in this sector
(with exemption of software programming enterprises), which means that traditional
sources of innovation assessment are not suitable when assessing the amount, inten-
sity, and structure of innovation in this sector. As these traditional indicators do not
reveal, other measures have to be found to assess the competitiveness and innovative-
ness of business services. In fact, innovative ideas are likely to spread more readily be-
tween different service firms, as services are much easier to copy than products, and
they are much more difficult to protect. Strategic management is thus even more im-

portant for service companies than for manufacturing firms.

Another important factor in the service firm is knowledge, both in its codified and in
its tacit form. Codified knowledge is, in theory, easy to replicate and does not depend
as much on individual employees. However, the ready usability of codified knowledge
in business services depends on the ready availability of highly-qualified personnel

with the right qualifications, expertise and experience in relevant areas or even indus-
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Exhibit 06: Ratio of workers with a university degree to workers without a university degree.

By sector of economic activity. Pilat 2001: 38.

try sectors. Exhibit 06 shows the ratio of workers with high and low qualifications in
goods-producing and service industries. Even though the graph contains «/ services,
not only knowledge-intensive ones, the ratio is still higher in services than in produc-
ing industries. It is worth noting that a scarcity of potential employees with special-
ized knowledge usually affects service businesses first, as salaries in industries are usu-
ally higher. Codified knowledge then becomes as irreplaceable as tacit knowledge em-
bodied in experienced employees. Consequently, business services have a special inter-

est in recruiting and retaining a highly-qualified labour force. (Howell 2001: 71ff).

Loyalty, trust, knowledge, an highly-qualified labour force; these are crucial ingredients
for an innovative business service company. However, these characteristics do not help
to answer the question how to measure innovativeness in such a vague surrounding. In
order to get a clearer view, a model by den Hertog (2000) might be helpful (see exhibit
07). He conceptualizes innovation in services among four dimensions, which charac-
terize different innovations in the sector. Most innovations are a mix between these

dimensions, however, for analytical clarity, they may be defined individually.

Dimension 1 characterizes the service concept. Innovations in this dimension target

the characteristics of the service offered. Dimension 2 is the client interface, being the
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link between the customer and the service provider. This interaction is the focus of
many service innovations (e.g. developing new channels of interaction with the client).
Dimension 3 entails the delivery system and is intrinsically linked with Human Re-
source Management. Last but not least, dimension 4 entails the different technological
options for the company. It is important to recognize that technology in this case is
merely a facilitator, and not the main source of innovation. The graphic shows, how
these four dimensions are linked with each others through marketing, organization

development and distribution.

The Hertog graphic has one decisive advantage when compared with most bullet-
point lists of service characteristics. First, it clearly shows how different innovation
strategies can overlap and influence each other. On the other side, it is an easy way to
find strengths and weaknesses in existing business services, thus getting interesting
feedback on interesting areas for further development. It might be for this reason that
the model can be found in very similar fashion even in practical handbooks for manag-
ers, such as the innovation guide “La gesti6 de la innovacié en empreses de serveis®

(2006: 4) offered by the Catalonian innovation agency to the interested public.

P Marketing =
NEW SERVICE < » NEW CLIENT
<« CONCEPT INTERFACE
(DIMENSION 1) (DIMENSION 2)

TECH-
NOLOGICAL
OPTIONS
(DIMENSION 4)

I

NEW SERVICE
DELIVERY SYSTEM
(DIMENSION 3)

of existing and competing
services (business intelligence)

chamclerislicsL actual and
potential clients (market intelligence)

Knowledge of the characteristics

|

capabilities, skills & attitude of existing . :
and competing service workers © DlEl].OglC
(Human Resource Management)

Exhibit 07: Innovation in Services. Hertog 2000: 495.
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The weak point of the model is certainly the missing emphasis on Human Resource
Management, which only appears as a sub-task of new service delivery systems. How-
ever, a high-skilled work force is very important for services. Hine (1999: 415) and
Kandampully (2002: 22f) both confirm the dependency of especially small service firms
on their employees’ skills and creativity to be innovative. Education and human re-
sources are consequently valued very highly by these firms. Furthermor,e small firms
are most prone to be organized in networks. As innovation in services diffuses much
quicker than in other industries (due to reasons discussed above), it is of strategic im-
portance for small service firms to be informed about changes in their environment at
a regular basis. In turn, it can also be profitable to help diffuse the firm‘s own innova-
tion in order to work together in opening new markets and making clients accus-
tomed to the new service. The own (“their own?” Or “the competitive...”?) competitive

edge will be held by ongoing process innovation.

For service firms, the knowledge component is thus of crucial value. Natural resources
have lost their importance in an economy ever more characterized by services, result-
ing in a shift toward mental resources. The new factors are thus: technology, knowl-
edge, and networks, which all depend on human agency. (Kandampully 2002) For em-
ployees this has resulted in a rising importance of life-long learning, accompanied by a
shift from labour as cost to labour as a value. Especially for knowledge-intensive serv-

ices this has resulted in a wage increase, as highly-skilled labour is as scarce as oil.

However, all these changes are fairly new, as research on innovation in services is be-
tween 10 and 15 years old. Thus, theory and policy have not yet accompanied these
changes to their last consequences. The following chapter will thus present the differ-
ent policy approaches toward innovation and how the legal framework and these poli-

cies affect the competitiveness of knowledge-intensive business services.

The above discussion has been centered on different interpretations and classifications
of innovation and how these classifications have repercussions in economic reality.
Even though innovation may happen without previous incentives, only the knowledge
of how to manage innovation ensures a continuous improvement in both processes
and offers. However, the implementation of internal management strategies to foster
innovative behavior of firms cannot be imposed from the outside. Nevertheless, there

seems to be regional differences in innovativeness, alleging that the general framework
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does have an influence on how firms react toward innovation. This framework and the
possibilities to influence innovative capacity of firms through this framework will be

discussed in the next chapter.
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Legal Framework and Policies: A Roadmap for the Economy

The previous chapter has shown that innovation is an important, yet difficult to define
ingredient for the competitiveness of all firms, no matter the size nor sector. Staying
ahead of competitors, which nowadays may be all over the world, requires companies
to constantly adapt both challenges and opportunities triggered by an accelerated
rhythm of economic development. Although small and medium sized enterprises
(SMEjs) in the service sector are more likely to work for regional clients, they never-
theless need to adjust to market changes and incorporate new developments in order
to stay competitive. Although their clients might prefer a geographically closer service

provider, they will not settle for less than the best ofter for themselves.

Just like any other company, SMEs in knowledge-intensive business services need to
decide which strategy to pursue in order to optimize their service offerings. Some
companies prefer to invest in cooperatives with universities in order to get access to
important research results. Others focus on reducing project or delivery time, while
yet others thrive for above-average customer support to ensure that customers come
back for more projects. Whichever strategy a small company opts , its success is not
only dependent on its customers. The (stable) legal framework and the (adjustable)
policy options pursued by policy makers in its country and/or region are just as impor-

tant (Gustafsson / Johnson 2003: 1181).

The legal framework, as the words indicate, refers to the laws that organize the econ-
omy within a territory (usually a nation state) and help to make the consequences for
certain behavior predictable. With the prevalence of democratic regimes all over
Europe, enterprises working within the European Union can count on more or less
stable pre-conditions ensuring certain rights and responsibilities when doing business.
The most important organization to watch over this framework is the judical system.
As long as this system works properly and enterprises are sure to get their right in case
somebody infringes the law against them (e.g. not fulfilling a contract, fail to observe
patent rights), the framework can be considered sufficiently stable and open to steer-
ing through different support policies. The government thus may choose to influence
the economic system in some details, however without substantially interfering with

the general framework. (Lundvall 1999: 62; Bruland / Mowery 2005: 361).
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The legal framework is bound to change very slowly, as it rooted in the corresponding
history. Usually only revolutions substantially alter legal frameworks of nation states,
although historians and sociologist point out that even revolutions usually argue with
the restoration of an older order (see for example Brunkhorst 2007, Bermann 1985 and
2003). Policies, however, have a rather short-term horizon, as they are enacted by gov-
ernments, and consequently may change when a new government is formed by a dif-
ferent political majority. Due to the democratic nature of European Union member
states, government policies naturally have a time horizon of 4-7 years or even less in
the case of election campaigns on certain policy issues that often start sooner. Conse-
quently, policies are not logical, matter-of-fact decisions based on hard facts. They al-
ways include a normative narrative to justify decisions for or against certain policy in-

struments. Consequently, policies may differ substantially in time and space.

Traditionally, politics in the Western world is expected to focus on redistributing
wealth within societies, mainly through taxes, while abstai