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In 1999, an OECD Business and Industry Policy Forum concluded that:

“Services are transforming OECD economies on a massive scale, but are still
impeded by regulations and policies that stifle innovation and competition.
Comprehensive reforms need to be pursued internationally as well as in indi-
vidual OECD countries. With manufacturing slipping to less than 20% of
GDP and the role of services rising to more than 70% in some OECD coun-
tries, services are seen as playing a principal role in economies.”? And almost
80% of all employed in the Nordic countries in 2009 work within the service
sector 2.

In 2006-2008, NICe funded the comprehensive project termed ICONs —
Innovation and the International Competitiveness Nordic Services. The
project’s focus is grounded in the following:

“Most studies in the field of innovation have focused on the relationship be-
tween innovation and foreign performance in manufacturing industries, while
neglecting the service sector — arguably due to the lack of data availability,
and to the difficulty of conceptualising the patterns and performance of ser-
vice innovation”.%.

The aim of the ICONSs project was to change that, and in subsequent years
several Nordic initiatives linked to services have been launched.

The relationship between services and manufacturing is complex and not
always easily understood. Accountancy services provide an example of
this. Prior to the Internet age, accountancy was a personal service. Cur-
rently, accountancy advice is available on a CD-ROM disk and can be
purchased in a standard format off the shelf. In statistical terms, ac-
countance thus becomes a goods product. If the same information is made
available for purchase on a website it becomes a service. This example
may seem oversimplistic, but it illustrates the complexity involved in
considering what constitutes a service as opposed to a goods product in
physical terms.

2 http://www.oecd.org/dataoecd/10/33/2090561. pdf

 www.ixda.org, First Nordic Conference on Service Design and Service innovation,
Oslo, 2009

% http://english.nupi.no/virksomheten/forskningsavdelinger/
avdeling_for_internasjonal_oekonomi/prosjekter/innovation_and_the_international_competitive
ness_of_nordic_services_icons


http://www.oecd.org/dataoecd/10/33/2090561.pdf
http://www.ixda.org
http://english.nupi.no/virksomheten/forskningsavdelinger/
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In the 1920’s, the Ford Motor Company built the River Rouge assembly plant
in Michigan. Coal and iron ore were brought in one end and finished automo-
biles emerged at the other. Today, this would seem to be an aberrant practice —
some sort of bizarre theme park. In fact, the contemporary technology of scale
made such work practices entirely rational. There is a great similarity between
current state of the banking industry and the automobile manufacturers that
built that plant nearly 80 years ago. Today’s banks, in much the same way as
Henry Ford in the 1920’s, are learning the techniques of mass production for
the first time.

There was a time when a bank would lend or provide a mortgage to a
business. It would take the asset and put it on their books in much the same
way as a museum exhibits a piece of art on a wall or under glass — to be ad-
mired and valued for its security and constant rate of return. Times have
changed. Banks now take those assets, structure them into pools, and sell se-
curities based on those pools to institutional investors and portfolio managers.
In effect, they use their balance sheets not as museum exhibits, but as car
parks — temporary holding spaces where they can bundle up assets before sell-
ing them on to investors who have a far greater interest in holding those assets
for the long term. The bank has thus evolved from being a museum which ac-
quired only the finest assets, holding and exhibiting them in perpetuity, into a
manufacturing plant, providing a product for the secondary market. Just as
Henry Ford did 80 years ago, banks today are focusing on manufacturing
standardised products at predictable rates, under standard norms of quality,
and are teaching their workforces to produce that product as quickly and as ef-
ficiently as possible.

Technology has been key to this process. The reason that we observe a ser-
vices economy today, and why we gather to talk about it and recognise its impor-
tance, is because technology has allowed service industries to gain the operational
leverage that manufacturing achieved 100 years ago. In addition to banks, health
service systems, telephone and telecommunications networks, and distribution and
retailing firms all provide further examples of sectors that have been able to benefit
from economies of scale. As a result, we are now living in a world where global-
scale service companies exist for the first time, whereas we have seen global
manufacturing companies for 50 years or more.?®

% OECD, STI The Service Economy, Paris 2000, Ehrlich 1999.
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It is an established fact that most people in the Nordic countries are em-
ployed within what is classified as the service economy, where team
work, project management, coaching and so forth, are familiar instru-
ments utilised for improving current service economy organisations.
However, it is possible that we are still in a situation of trying to under-
stand productivity and performance in terms of the logic of the industrial
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age. The management guru W. Edwards Deming taught the Japanese that
“people get rewarded for conforming”, and that it was for this reason that
US industry was declining. To remedy the situation Deming suggested
that organisations should abolish the annual performance appraisal.
Demning went on to conclude that without pride in your work your only
incentive in having a job is to obtain money. And there is no joy in that.
To illustrate his point that it is virtually impossible to measure the per-
formance of an invidual in the context of a team he derived the following
simple mathematical equation;

X+y+xy=28

in which he argued that if x and y represent the respective contribu-
tions made by the individual and the system, and xy the contribution made
by the interaction between individuals and the system, how can you in all
honesty accurately extract the x component, i.e. the individual’s contribu-
tion? It is mathematically impossible?”.

The reader might ask- what has this to do with the service economy? The
answer may be — Quite a lot, and in several ways. The service economy deals
essentially with intangibles. Success depends on factors such as the educa-
tional levels of the work force, organisation, management and intellectual
capital, innovative capacities and skills defined in the broadest sense.

However, most organisations continue by means of various creative
devices to try to develop new schemes in which performance and innova-
tion is evaluated based on the appraisal of the x variable, and not on the
team. Moreover, people must be prepared if they are to become innova-
tive. Innovation is a discipline which must be managed and measured if it
is to be seen to be successful. If we want Nordic companies to become
more productive and to enhance their returns on innovation, we cannot
ignore services as a process. Every company has to consider how to apply
tools and processes, and to adopt disciplined ways of thinking.

In an interview with the New York Times, Irving Wladawsky-Berger,
IBM’s vice president for technical strategy and innovation, and a visiting
professor at the Massachusetts Institute of Technology noted that:

" Andrew Razeghi: HOPE how triumphant leaders create the future, pp. 120-121, 2006,
Josey-Bass, San Francisco, United States


http://topics.nytimes.com/top/reference/timestopics/organizations/m/massachusetts_institute_of_technology/index.html?inline=nyt-org
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Corporations need to help prepare university students for the new services-
based economy. Information technology is becoming embedded in all aspects
of business, society and our personal lives. We see an increasing requirement
to apply technology, engineering and disciplined thinking and design to the
people aspect of businesses. That’s really what we mean by services.”

We might also examine Toyota and ask why it took American and Euro-
pean car manufacturers so long to narrow the efficiency gap with the
Japanese corporation. The reason is, in large part, that it took Toyota’s
competitors decades to ferret out the radical management principle at the
heart of Toyota’s capacity for relentless improvement. Unlike its Western
rivals, Toyota has believed for a long time that first-line employees can
be more than cogs in a soul-less manufacturing machine; they can be
problem-solvers, innovators, and change agents. %2

Manufacturing is becoming increasingly services-dependent, and an in-
creasing proportion of service companies are becoming integrated into net-
works with other economic sectors. Strong links are also developing between
goods and services sectors due to complementarities of demand. Such inte-
gration implies that separating the two increasingly creates an artificial divi-
sion that is not reflected in the character of production processes.

Consider the amount of effort invested in attempts to define and char-
acterise services. It seems reasonable to conclude that what we call the
service or tertiary sector is so diverse that there can only be a marginal
value attached to seeking a coherent and unique (positive) characterisa-
tion of this sector. It seems that John Stuart Mill’s conclusion still re-
mains valid;

“l have made little use of the popular distinction of industry into [primary,
secondary and tertiaryss]. For, in truth, this division fulfils very badly the pur-
poses of a classification” (Mill 1869).

Historically, the Nordic countries have invested a comparatively high
proportion of their GDP in public sector services. This is due to their
belief in, and a consequent focus directed towards, a societal model cen-
tred on a comprehensive welfare system and related services. The Nordic
countries have recently started to examine innovation among public ser-

% Gary Hamel: The What, Why and How of Managment Innovation: Harvard Business Re-
view, February 2006.
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vice sector organisations. To date, most focus seems to have been on how
to involve the users of the offered services in more systematic ways, sup-
ported by innovation programmes promoting user-driven creativity within
the public sector.

However, in order to develop adequate organisations it appears that
we must also adopt a new focus directed towards disciplines and other
factors such as management, public sector organisations and innovation at
all levels of society. In particular, focus is required on our business
schools and current management teaching methods. We must also focus
on how these skills are developed and integrated into existing businesses,
organisations and the economy at large. Some of the the innovations
which have generated the greatest impact within the last 100 years have
occurred within organisations. BusinessWeek provided an illustration of
this in March 2009, as is shown in the two tables below.
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Source: BusinessWeek, Special Issue: Managing Smarter, Game Changing Ideas for Business, March 23 and 30, 09.

Gary Hammel? argues that what really fuels long-term success in busi-
ness is not operational excellence or new business models, but manage-
ment innovation — new ways of mobilizing talent, allocating resources
and building strategies. Peter Drucker, writing in 1993%, states that
“there has been a decade of innovations in all areas ... the most innova-
tive area may have been management itself.”

Management innovation not only incorporates new ways of managing
innovation, but goes far beyond that in the sense that it also includes the
invention of the corporation, mass production, the assembly line, the
corporate research laboratory, the living laboratory and the corporate
university. It also includes the invention of total quality management, 6
sigma, just-in-time inventory management, benchmarking as a manage-
ment tool, outsourcing, and a whole range of project management tech-
niques and models applied in areas as diverse as construction and soft-
ware development. It is clearly of great importance, not only in itself, but
also as the enabler of technical innovation. However, management inno-

# “The Future of Management” by Gary Hammel with Bill Breen, published in 2007 by
Harvard Business School Press, ISBN 978-1-4221-0250-3

% preface to a new edition of “Innovation and Entrepreneurship” by Peter F. Drucker first
published in 1985, available from Elsevier, ISBN 978-0-7506-8508-5.
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vation is essentially off-the-radar of those studying innovation systems at
national and European level. It is a form of hidden innovation.

Management innovation is not systematically addressed by managers
even in major organisations. Most companies lack a formal process for
disciplined management innovation. Management innovations can also be
traded. Vehicles for the diffusion of management innovation do exist in
the form of the business literature, the schools of management, manage-
ment consulting companies, corporate universities and franchise systems.
These arenas are all but ignored in the current debate about how to shape
innovation policy for the future. Understanding what it is, where it is, and
how it happens is important to both industry and government. It is possi-
ble that there is a need to invest in new non-traditional forms of research,
together with education and training in recently evolved and related dis-
ciplines and new institutions like the Management Innovation Lab*! re-
cently set up by Gary Hammel.

The NICe-funded InnoTools project has been examining how innova-
tion develops in companies throughout the Nordic and Baltic region.
They have worked with more than 60 managers in 8 companies from 7
countries with employee numbers ranging from 14 to more than 30,000.
Thaim of the project has been to determine where innovation is located
and how it develops under the following 12 headings®:

o Offerings: Products and services sold.

¢ Platforms: The use of components and technologies that provide the
basis for a portfolio of offerings.

¢ Solutions: Customised and integrated combinations of offerings that
solve end-to-end customer problems.

e Customers: Discovering unmet customer needs

o Customer Experience: Everything a customer sees, hears and feels,
including customer interactions.

o Value Capture: Revenue streams and methods of payment

e Processes: How things get done in terms of efficiency, effectiveness
and performance.

3 http://www.managementlab.org/

%2 Based on an article of Sawney, Wolcott and Arroniz published in Spring 2006 Vol. 47
No. 3 of the MIT Sloan Management Review entitled “The 12 different ways for companies to
innovate”.


http://www.managementlab.org/
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¢ Organisation: Control, management, and the form, function and scope
of activities

e Supply Chain: Sourcing of components and human resources etc.

e Presence: Where and how you meet customers; sales channels

¢ Networking: Network intelligence; how you utilise the internet to
reach new customers.

e Brand: Establishing, developing, positioning, leveraging, stretching
and extending brands to create new meaning and value

A competition-oriented analysis of a company in terms of how it is posi-
tioned in each of these areas, and thus its level of exposure to opportuni-
ties for innovation, is referred to as “Innovation Radar”. The method has
proved to be very helpful to the companies involved. Note that there is no
mention of research or research labs in this list. These represent input
variables to any or all of the listed aspects of a business. They are input
variables only in the sense that bricks and mortar and planks of wood are
components of a building. Architecture, location, design and presentation
are all vital elements of a building, but are arguably not sufficient in
themselves to ensure a successful outcome.





