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Abstract

Services have long been perceived as non-innovative or technologically
backward. It is only recently that innovation in services has attracted greater
interest. However, service innovation is important for organisational competitive
advantage and is of ever greater importance in the economic development through
creating new business opportunities and employment. In our study we look into
how application of service innovation theories can benefit Aker Solutions by
investigating our research topic: “Improving service innovation in Aker Solutions
— How clients’ knowledge, management and organisational structure can facilitate
service innovation.” We test and analyse our proposed model of service
innovation through applying it to Aker Solutions and this results in a revised
model of service innovation. Management support, mass customisation,
knowledge creation and sharing, amongst other, play an important part in this
model, as well as understanding customer needs and involving and interacting
with the customer. Our study shows how important it is for a knowledge intensive
organisation, where knowledge plays a crucial role in generating value, to have a

clear innovation focus and a relevant organisational culture.
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1. Introduction

In this study, we will explore the theory of ‘service innovation’ within Aker
Solutions. We will adopt a case study approach, using Aker Solutions as the
selected case as it is amongst other a knowledge based company. Aker Solutions is
a multinational company and trades in several sectors. Amongst them are: Energy
(oil and gas), maritime and consulting. We will concentrate on the energy sector

and several projects within this.

We will review Aker Solutions’ adoption of service innovation theories and how
the organisation is using theory in practice to maintain and/or increase its
operational effectiveness in a competitive business environment. We will also look
into how clients’ knowledge, management and organisational structure affect
service innovation. Through investigating and analysing the application of service
innovation to Aker Solutions, we hope to find the strengths and weaknesses of
these theories. As a result, we also hope to add suggestions for improvement or
potentially making a new model. The objective of our thesis is to gain deeper
insight on service innovation and how Aker Solutions uses service innovation to

achieve success.

1.1 Background of studies

Innovation has become very important for today’s organisations as it provides the
energy for their growth and development in the ever more competitive
environment. The focus is on innovation because of reputation effects, a short
product life cycle, a short strategic cycle and performance improvement. Foster
and Kaplan (2001) wrote that both the product life-cycle and the companies’ life-
cycle are becoming shorter. The S&P 500 companies’ life-cycle was 50-60 years
in 1950, it was down to 15-16 years in early 2000 and the average life expectancy
of Japanese and European companies is now 12.5 years (Burns 2001). Due to this
companies have to focus on innovation. If not, they could be out of the market or
they might face serious competition from companies which innovate and quickly
capture the rest of the market. For this reason, manufacturing industries and
service industries have to concentrate on innovation. Freeman and Soete (1997, p.

266) wrote that “[...] not to innovate is to die”.
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Service has been neglected for a long time in the innovation department. It has

also received little attention by innovation and technology policy makers. Preissl,
Stanley and Miles (2000) said “Services’ roles in technological change, in
particular, were largely seen as so insubstantial as to be barely worth
examination.” Even though there has been a significant growth in service
industries, especially in the knowledge-intensive business services, manufacturing
industries have got most of the attention in terms of academic research. Service
innovation has been ignored until recently. Miles (2000) stated that service
innovation had, and still to a certain extent has, a “Cinderella status” which means

it is marginal and being neglected.

There are several reasons for the ignorance of service innovation and service
sectors. One of them is the intangible aspect of the services. Another one is
people’s perception of services. One used to think of services as a part of
products. Rainy (2005, p. 5) mentioned “Product innovation is the overarching
management framework for making incremental changes and improvements to
products, services, and processes.” Sundbo (1997) distinguished between
manufacturing industries and service industries. This is important for managing
product innovation and service innovation in different ways instead of thinking of
services as part of products. This will also increase the awareness of service
innovation. Sundbo (1997, p. 432) wrote “Manufacturing industries produce
goods, while service industries produce non-material ‘products’.” In his article, he
also claimed that service firms do innovate and do have research and development
activities. Another important issue mentioned in his article is that service firms
have close relations with their customers and that this gives an advantage to
service firms over manufacturing firms. DISR (1999) referred to de Jong et al.
(2003, p. 14) and wrote that service firms deliver “[...] help, utility or care, and
experience, information and other intellectual content — and the majority of the
value is intangible rather than residing in any physical help”. Furthermore,
Gardrey, Gallouj and Weinstein (1995) wrote “[...] to produce a service [...] is to
organise a solution to a problem (a treatment, an operation) which does not
principally involve supplying a good. It is to place a bundle of capabilities and
competences (human, technological, organisational) at the disposal of a client and

to organise a solution, which may be given to varying degrees of precision”. This
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definition takes service innovation to the next level. It explains that organisational

and human capabilities together with technological capabilities are necessary for

providing services.

In recent years, service innovation has got recognition for its contribution to
economic development. Skiba (2010, p. 25) mentioned that “Most of the growth
in today’s economics is in the field of services. We may also notice that mature
economics are gradually shifting towards service-driven economics.” Moreover,
Gallouj and Djellal (2010, p. 2) said “Nobody any longer disputes the ability of
services to create value.” Customers are demanding more and more services to
fulfill their requirements. Therefore companies have to put more and more
importance on service innovation. Gallouj and Djellal (2010, p. 49) wrote
“services have taken on an increasing economic role and today play an important
role in the development of change; innovation in services can therefore be seen as
a new factor in economics.” In the developed countries service activities are today
dominating over manufacturing activities. Andersen et al. (2000) stated “In 1996
the service sectors accounted for 73.3 per cent of employment and 72.9 per cent of
gross domestic in the US, and 70.6 per cent and 61.3 per cent respectively in the
UK (OECD 1998).” By 2005 the percent of employment in the service sectors had
reached 80% in the US according to Fitzsimmons and Fitzsimmons (2005). This
situation is influencing researchers to take service innovation more seriously.
Service innovation has also become a growing research field, but still is very
small. Kiipper (2001, pp. 1-2) mentioned that “Facing the growing importance of
the service sectors and new services, one can see that there are potential research
gaps in the area of service innovations which are reflected by the share of 1,3% of
articles about ‘service innovation’ in articles about ‘innovation’ and the share of
1,85% ‘service innovation’ —articles in ‘service’ —articles.” Knowledge-intensive
business services (KIBS) has received more attention from media, researchers and
policy makers. KIBS have certain aspects in common which partially set them
apart from the old types of services. People used to believe that knowledge could
be created and exchanged by product innovation, but the growth of KIBS proved
that not to be the case. Miozzo and Grimshaw (2006, p. 1) mentioned that
“Knowledge intensive business services [...] are considered important because

they represent an important source of job growth and value-added.”
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1.2 Research question

Research is a systematic approach for investigating, planning and executing to
find answers to our specific question. In general, research can deepen theories. It
can create knowledge in order to strengthen the theories and form a basis for
decisions through the collection of data. It can show practical implications of the
theories. The purpose of the research is to identify the subject areas and describe a
subject. It can aid to generate other factors and issues related to the research. The
purpose of the research can be to explain a research question, for developing
theories and methodology. The research question is one of the centre points in the
research design and is surrounded by research purpose, conceptual context,

methods and validity.

Our master thesis will elaborate on service innovation and how this concept has
been adapted in the organisation of Aker Solutions. As mentioned earlier service
innovation and service economy is very important for the development of the
countries’ economy. Moreover as we know from the above discussion, the service
industries are facing a number of challenges with regards to innovation and
innovation management, amongst them the previous lack of development within

the service industries.

By discussing the purpose of our research and taking the challenges and problems
of service innovation into consideration, our research problem can be defined as
follows:
“Improving service innovation in Aker Solutions — How clients’
knowledge, management and organisational structure can facilitate

service innovation.”

1.3 The case

1.3.1 What is Aker Solutions?

The adopted case in our thesis on service innovation is the Norwegian company
Aker Solutions. Aker Solutions is part of Aker (www.akerasa.com), which is a
group of premier companies with a focus on energy, maritime and marine resource

industries. The Aker companies share common values and a long tradition of
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industrial innovation. Aker ASA as an industrial owner controlling 40.27 per cent

of the shares in Aker Solutions through Aker Holding AS, takes an active role in
the development of Aker Solutions (Aker Solutions’ annual report 2010). Aker
Solutions, through its subsidiaries and affiliates is a leading global oil services
company that provides engineering services, technologies, product solutions and
field-life solutions for the oil and gas industry. The Aker Solutions group is
organised in a number of separate legal entities. Aker Solutions is used as the

common brand/trademark for most of these entities.

Executive Chairman

Presedent ' and @yvind Eriksen ‘ Chief Operating Officer
Chief Financial ief of Sta
Officer C%?:t:zte Chief Strategic Marketing
' President of - | | Chief Technology Officer
Aker Solutions ASA Leif Borge 1 Chief HR Officer

Process

Engineering Subsea Umbilicals
Systems
(ENG) (suB) (UMB) {PRS)
Valborg Alan Tove Thor Ame Leif Michael Wolfgang Karl Erik Tore

Lundegaard Brunnen Reskaft Haverstad Haukom Hambly Puennel Kjelstad Sjursen

Figure 1: The corporate structure of Aker Solutions

(Source: Aker Solutions 2011a)

The annual report (2010, p. 16) shows that Aker Solutions has a long standing
culture for innovation and technology development. This has developed through a
broad and strong engineering community with hands on experience from project
driven engineering and project management through procurement, construction,
commissioning and operations. The ability to continuously develop and qualify
new technology to meet customer’s needs and secure the companies competitive

advantage is fundamental to the group.

Aker Solutions annual report (2010) stated that the following four topics are on
the top of the companies operational improvement agenda: 1. Customer focus or
to build strong and lasting relationships to individual customers and develop
regional and country strategies. 2. Quality and performance or to chase
operational excellence (HSE; health, safety and environment, project
management, cost efficiency), reduce quality costs and continue to strengthen
performance culture. 3. People or to retain and attract the best and most competent

people and ensure there are high quality programs in place for people and
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leadership development. 4. Technology or to focus on existing technology

processes and initiatives in the operating businesses and to identify and co-

ordinate research and development initiatives.

1.3.2 How does Aker Solutions conduct their business?

According to Aker Solutions’ executive chairman, @yvind Eriksen (Annual report
2010) “Aker Solutions is cultivating its core businesses in separate companies
with relatively new entities that focus on growth in their respective markets:
Kvarner as a specialised EPC (engineering, procurement and construction)
company tailored to meet EPC market trends and client demands in the global
market, and Aker Solutions as a fully-fledged provider of engineering,
technologies, solutions and services for the upstream oil and gas industry,” The
company’s range of services include deep water drilling technologies, subsea oil
and gas production systems, well services, mooring and offloading systems, well
stream processing technologies, as well as life-of-field solutions through its
maintenance, modification and operations business. At the end of 2010 the group
had 19 444 employees in continued businesses and activities in more than 25
countries. The number of subsidiaries and affiliates is over 150. (Annual Report

2010, p. 5).

Aker Solutions has many and diversified clients of various sizes. Other players in
the industry are often cooperating with the same clients as Aker Solutions, so the
competition is fierce and requires in-depth specialisation. The principal operations
of Aker Solutions are mainly based on delivering services according to client’s
requirements. Every aspect of their projects in terms of e.g. knowledge, skills,
management, operational activities, client requirements and their involvement is
important for the organisation. Aker Solutions is a project based company were

customer orientation is always a strategic concern.

In a study by Panesar, Markeset and Kumar (2008) based on the Norwegian Oil
and Gas industry the focus is on the role of knowledge- and technology based
industrial services in the capital intensive industries. They discuss that B2B
industrial services can be based on knowledge, competence and skills (knowledge

based services) and on specialised technology as a part of the service content
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(technology based services). Technology can also be used as a tool in the service

delivery process (technology enabled services). However, the study states that
most often the service product is a combination of both knowledge and
technology. Panesar, Markeset and Kumar (2008) refer to Kuusisto and Meyer
(2003) and say that co-production of knowledge and joint problem solving
processes are the key issues of service innovation and performance. From above it
can be seen that the principal operations within Aker Solutions are extremely
complex, involving high tech, heavy and intensive use of equipment, various
software, IT systems and specialised employees. Thus Aker Solutions’ co-
production of services with clients is an interesting topic to look into when it

comes to service innovation within the organisation.

In our case study we analyse three different service projects in the SLS service
department of Aker Subsea. Aker Solutions’ Subsea Lifecycle Services (SLS) and
Rental Tool Pool (RTP) departments are based in Oslo and are part of Aker
Solutions Subsea business area with focus on operational and Life of Field service
support. From eight service bases around the world, SLS provides installation and
operational support, offshore assistance, maintenance and repair of company

owned equipment and rental tools to major fields and clients globally.

1.3.3 Which sector does Aker Solutions operate in?

According to Aker Solutions annual report 2010, market demand for Aker
Solutions’ technology, products and services is driven by the world’s increasing
consumption of oil and gas for transportation, energy production and industrial
purposes. Market prospects are regarded as good. The world’s energy
consumption is expected to continue to rise. Combined with declining reserves
and reduced oil and gas production in many parts of the world, this is expected to
generate a persistent need for new development. For many years, the North-West
European continental shelf has been the world’s primary geographical market for
offshore oil and gas activities. Historically, this was also Aker Solutions’ home
market and a breeding ground for new technologies and solutions. This region
continues to play a key role for Aker Solutions, although the composition of this
market is shifting. With the maturing of the oil and gas fields in the region,

demand has grown for technologies and solutions required for increased oil and
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gas recovery, satellite field developments and maintenance and modifications

required to extend the lifespan of existing field infrastructure.

Page 8



GRA 19003 Master Thesis 27.08.2012
2. Critical literature review

Service innovation is a new emerging area for research disciplines. Hence it is
important to understand innovation and product innovation and also see service
innovation’s similarities and differences to product innovation. This will help to
understand the growing focus on service innovation. There is a number of patterns
for different research studies. In these studies, critical literature review has been
used for several different goals and purposes. In our study, the critical literature
review will accomplish three main purposes. Firstly, the critical literature review
will underline the specific assumptions of the research questions (Marshal and
Rossman 1995) and provide further guidance and motivation, secondly, it will
draw attention to the current study from previous research and intellectual
traditions and finally, it will be of assistance for identifying the mechanism to

interpret data.

The critical literature review will follow the deductive approach by outlining
research on service innovation which will subsequently be tested using evidence.
In order to effectively apply concepts of service innovation to Aker Solutions, it is
necessary to outline the variables associated with corporate distress leading to
decline, for instance employees engagement in the service innovation,
organisational structure etc., and also the strategies and processes influencing the

service innovation’s success and failure.

The literature review will start by identifying the emergence, origin and
constitution of service innovation and then go on to outline its principles. We will
discuss how ‘A layered model of innovation’ as introduced by Barcet (2010) fits
into Aker Solutions at present and how it could help to identify the company’s
further potential in service innovation. We will also investigate how this model
can help organise the company’s resources, amongst them knowledge and
expertise, in order to develop their services. In addition we will look into ‘A four
dimensional model of service innovation’ (Hertog and Bilderbeek 1999) and

compare it to the above model.

The literature review will also introduce writings about open service innovation,

knowledge, mass customisation and customer needs and look into the critic’s
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arguments on service innovation. Aker Solutions is a knowledge intensive

company and thus a strong candidate to apply the theories of service innovation.
Strambach (2008, p. 155) in his article ‘Knowledge-Intensive Business Services
(KIBS) as drivers of multilevel knowledge dynamics’ says that “KIBS firms are
organisations that are at the front line and are particularly representative for
knowledge economies. Knowledge is both their main input and output [...] and
their primary value-added activities consist of the creation, accumulation and
dissemination of knowledge for the purpose of developing customized service

solutions.”

Moreover, the literature review will outline the role of the management and
management contribution to service innovation. It will also review what will be
the responsibility of the manager in order to introduce service innovation in the
organisation. By reviewing the advantages and disadvantages of service
innovation, it will be possible to determine how an organisation can use the model
to their benefit, which in turn can be applied to Aker Solutions. It will also look
into how service innovation can be used to facilitate the operational activities in

the organisation of Aker solutions.

2.1 Services

In a report from the EU on issues and trends in service innovation Howells and
Tether (2004) wrote that services have long been perceived as non-innovative or
technologically backward. Until the 1990’s services were perceived as passive
adopters of technologies developed by manufacturers. Services are certainly
major users of technologies, not the least information and communication
technologies (ICTs), and services often use these in a creative way. Their need for
new functionality is a major stimulus for innovation. Thus, even as users of

technologies, services can be significant innovators.

Services as an activity can be found in almost every economic industry and their
diversity and number are significant. They contribute to the global economy to a
high extent and create added value. The service sector accounts for over 70% of
total employment and value generated in OECD economies (OECD 2005).

Several definitions of the word ‘services’ have been put forward, such as:
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“services are a group of activities: trading, playing, driving and so on; and

services are also the products or results of these activities: sales, concerts,
journeys and so on” (Illeris, 2007, p. 19). And he continues to say that “the
traditional definition is that service [...] activities are those which do not produce
or permanently modify material goods” (2007, p. 22). We would like to add that
the role of a service is to produce and offer solutions to problems. For example
when a company has a faulty copy machine, the company becomes a client of a
service provider that repairs the copy machine. The role of services can also be a
solution to a certain need in the market economy; i.e. the need to hire an employee
or the need to use your mobile phone more effectively by buying apps. It is not an
easy task to define what service really is, however, the most common description

is that services are intangible as opposed to products.

Service activities have evolved into various industries where each service has its
special role and function. The most common service industries or sectors are
mentioned by Bettencourt (2010) and include types of services such as education,
construction, health care, utilities, finance and insurance, hospitality,
transportation, entertainment and other personal and professional services. The
Handbook of service industries (Bryson and Daniels 2007) discusses five different
types of service activities. The first service is consumer services that provide
services for end-users, the second is producers and business services that provide
intermediate inputs into the activities of private and public sector organisations.
The third type of service is public services provided directly by the state or
indirectly by the private sector and non profit organisations. The fourth type is non
profit organisations working beyond the confines of the state and the fifth is
informal services or unpaid service work that is often predominantly undertaken
by women, and which is a vital element of people‘s daily lives. Bryson and
Daniels (2007) mentioned that each of these types describe a heterogeneous
collection of services and their functions. Howells and Tether (2004) classified
service into four groups: services dealing with goods (such as transport and
logistics), services dealing with information such as call centres, knowledge based

services and services dealing with people such as healthcare.
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2.2 Characteristics of services

The four main characteristics of services are discussed by Vermeulen and Aa
(2003). First is the intangibility which is a key factor in affecting the development
process of a service. The second is the simultaneous production and consumption,
or the fact that when service is bought it is used and consumed at the same time.
The third characteristic is heterogeneity and the fourth perishability or the fact that
new services can be developed in advance. However services can not be stored.
Elche-Hotelano (2011) referred to Hill (1977) and Miles (1994) when identifying
features or characteristics which he claims are common to all service activities;
First he mentions the close interaction phase of production and consumption
(coterminality), secondly, the information—intensive content of services or the
intangibility, thirdly he talks about the major importance of human resources for

competitiveness and lastly the equally critical role of organisational processes.

Toivonen and Tuominen (2009) discussed the taxonomy presented by Soete and
Miozzo (1989). Different technological trajectories are thought to reflect different
kinds of innovation characteristics by dividing services into three groups. They
are the supplier-dominated, production-intensive and science-based services. The
supplier-dominated services include public services such as education, health care
etc, personal services including hotels, restaurants, domestic services and some
distributive services such as retail trade. The production-intensive services cover
scale-intensive service productions which are client service, information
processing etc. and services dependent on physical networks such as transport or
wholesale or on information networks like finance, insurance and
communications. Science-based services are those which have innovation
activities of their own, or which use and develop new technologies like software
and business services. Vermeulen and Aa (2003) referred to de Brentani (1991)
who argued it is easier to develop new services than developing industrial
products. They also referred to Shostack (1984) who argued this relative ease of
developing new services is a result of the absence of patents, prototypes and major
investments in raw material. However, these arguments are not applicable to all
service industries. As an example, prototypes of various systems can be patented

and also be costly. Vermeulen and Aa (2003) claimed that services are mostly easy
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to imitate. They referred to Easingwood (1986) who says that this ease of

imitation results in a casual approach to developing new services, even though

they are often highly complex.

Kuusisto and Meyer (2003, p. 2) claimed that “[...] services are both complex
processes that have technological, economic, social and cultural dimensions. They
relate to processes and products and involve scientists, developers and marketers,
as well as customers”. They also discussed further that as for heterogeneity,
services involve a great variety of activities, ranging from cleaning services to
strategic business consulting. Intangibility in turn has two key dimensions. The
first is absence of materiality which means that something intangible cannot be
seen, felt, touched or tasted. The second is mental intangibility which refers to the
fact that it can be difficult to have a clear and precise mental image of the
intangible. Susman, Warren and Ding (2006) described several other
characteristics of services such as ‘Ownership’ in the terms that a pure service
does not transfer the ownership of a tangible item to the customer. They also
discussed ‘Imatability and opportunities for bundling’. They said that services can
be more readily combined into customised packages, which differentiates
products from services and makes them more difficult to imitate by competitors.
Next they mentioned the ‘Integration of an external factor’, meaning that during
the preparation of a service an external factor will be involved in the process, e.g.
a car in a car rental contract were the car rental is the delivered service. Kuusisto
and Meyer (2003) wrote that most companies that offer products also offer

services.

2.3 Innovation

Innovation is an interesting phenomenon for academics, businesspeople and
politicians. Innovation research started in the 1960s and is continuously moving
forward because of its central role to economic growth and to create competitive
advantage for firms (Schumpeter 1934). Innovation is to create something new. It
involves development and implementation of new ideas to get benefits from the
market place. It also involves understanding of market demands and uncertainty
as well as understanding how to combine resources to achieve more attention.

Wickham (2006, p. 447) wrote “Economically, innovation is the combining of
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resources in a new and original way.” Innovation is doing something differently or

better than the existing method, product, services etc., but it has to focus on
improvements which will increase profit. Innovation is very important for today’s
organisations because of increased market competition. According to Baregheh,
Rowley and Sambrook.: “Innovation is the multi-stage process whereby
organizations transform ideas into new/ improved products, service or processes,
in order to advance, compete and differentiate themselves successfully in their

marketplace”(Baregheh, Rowley and Sambrook 2009)

Fagerberg, Mowery and Nelson (2005, p. 6) in their book referred to Schumpeter
who distinguish innovation into five different types: new products (and services),
new methods of production, new source of supply, the exploitation of new
markets and new ways to organise business. For creating something new we need
to have knowledge about creating or improving products and services, producing
them, getting supplies, locating market demand and serving that market.
Innovation differs in terms of several factors: economic factors, social factors,
political factors, legal factors and environmental factors. Hence, product and
process innovation may have different impact on society and innovators have to
take these factors into account. Fagerberg, Mowery and Nelson (2005, p. 7) wrote
‘The focus on product and process innovations, while useful for the analysis of
some issues, should not lead us to ignore other important aspects of innovation.’
Freeman and Soete (1997) referred to Schumpeter’s work and discussed that
innovation has been classified according to the impact of technological change
and how this change affects innovation. If innovation occurs in the process to
improve products and services on a continuous basis, it is called incremental
innovation. On the other side, if innovation happens in totally new ways and has a

large impact, it is called radical innovation.

2.4 Emergence, origin and debates of service innovation

According to Drejer, the United States was the first economy to become a ‘service
economy’ (2009, p. 3). Drejer (2009) drew on Fuchs (1965) writings and
discussed that since the mid 1950°s only a minority of the employed US
population has been involved in the production of tangible goods. However, the

studies of service innovation as a theory are still in a relatively early development
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phase, where approaches of applying a traditional manufacturing logic to service

innovation exist alongside those approaches that view services as distinctive
activities (Drejer, 2009). Today, decades after services began dominating the
economy, the majority of innovation studies are still focusing on technological
innovation within manufacturing, reflecting that innovation theory has its roots in
a time where manufacturing was still the major economic activity (Drejer, 2009).
Analytical and detailed discussion about the nature of service innovations and

their emergence is only at a beginning stage (Toivonen and Tuominen 2009).

According to Toivonen and Tuominen (2009) many theories of service innovation
today start from the views which were first formulated by Schumpeter, and even
though he concentrated on material goods, his thoughts are still useful today.
According to the Oslo manual (2005) Schumpeter said that innovation was at the
heart of economic change. Toivonen and Tuominen (2009) discussed further that
recent theories that rely on Schumpeter, the classic writer in the field of
innovation research, argue that service innovations are not necessarily linked to
technology. Instead of extraordinary individuals or inventors, he put entrepreneurs
in a central position as innovative players and by that laid the grounds for the
studies which examine innovations emerging in everyday business activities

(Toivonen and Tuominen 2009).

Another discussion on the origin and emergence of service innovation comes from
Tether and Howells (2007) who wrote that between the 1980°s and the present
day, four perspectives on innovation in services can be identified. The first is
‘Neglect’, where little attention, was paid to innovation in services. Before the
1980°s the dominant view was that innovation evolved around technical advances
in machinery, equipment and other goods, and the processes involved in their
development and commercialisation. Thus services and other ‘low technology’
sectors were seen as uninteresting, adopters of technology, rather than as ‘real
innovators’. The second phase or the ‘Assimilation’ occurred in the early 1980’s
when the continued growth of services in advanced economies showed that it was
increasingly hard to ignore services and a number of innovation researchers began
to explore this field. In this phase the researches were characterised by the attempt

to study innovation in services using the conceptual tools developed to understand
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technological innovation in manufacturing, e.g. the role of R&D was seen as

central. The third phase or the ‘Distinction’ phase emerged in the 1990’s. This
phase was more radical in its approach and tried to reject the centrality of
‘technological innovation’ that had been the main focus of innovation studies. The
focus was on organisational innovation and innovation in knowledge-based
services, where the role of formal R&D and ‘hard’ technologies was less
prominent than in the technology-producing manufacturing sectors. Thus this
phase drew on and emphasized the peculiarities of services’ and how services, and
their innovation activities, differ from innovation in manufacturing. The last phase
or the ‘Synthesis’ approach began with an agreement that the study of innovation
should combine analysis of both technological and non-technological forms of
change. This broader vision of innovation has as much relevance for
manufacturing and other sectors as it has for services. In essence, researchers
adopting this approach recognise the importance of both technological and non-
technological forms of innovation. In short, they seek to develop insights that are
relevant to the whole economy, not just services. This last and newest phase has
created debates between scholars on what to emphasize in research and activities

on service innovation.

These phases relate to key issues and debates that have emerged and ruled in the
literature of service innovation over the last twenty years. Gallouj and Windrum
(2009) provided an overview and short description of the literature that is
interesting to look into when analysing these theoretical debates. They first
mentioned the Gallouj and Savona (2009) paper that begins with a core debate
regarding the innovative potentials of services compared to manufacturing and the
implication for economic growth and employment which dates back to Smith
(1776). Smith’s concern was that personal services offered little or no opportunity
for a division of labour and productivity growth. This concern was retrieved again
during the 1960°s in Baumol’s discussion of the ‘cost disease’. Baumol (1966)
argued that this cost disease was due to the lack of innovation or in his words
‘technological stagnancy’ in services vis-a-vis manufacturing. His argument has
been questioned mainly in terms of problems in empirically measuring outputs of
services. His arguments have also been questioned with regards to the fact that a

new exploration of types of innovation found in services is underway. This debate
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concerns the issue of whether or not the innovation process in services is different

to the manufacturing process. (Gallouj and Windrum 2009)

Another debate introduced by Gallouj and Windrum (2009) is the debate focusing
on the Assimilation, Demarcation and Synthesis discussion (Gallouj 1994;
Coombs and Miles 2000). The services and services innovation assimilation
viewpoint, discussed earlier, can be traced back to Pavitt’s sectoral taxonomy of
innovation (Pavitt 1984). Like Baumol, Pavitt argued that services are innovation
laggards. He continued arguing that it is a typical consequence of the diffusion of
innovations that they are developed and first applied in manufacturing sectors.
This argument proposes that service activities are generically the same as
manufacturing activities and the theories and empirical indicators, originally
developed with manufacturing in mind, are therefore equally applicable to
services. These arguments are the foundation methodology of the assimilation
approach (Gallouj and Windrum 2009). The ‘demarcation’ viewpoint is the
reverse of the assimilation view. Demarcation scholars have introduced the
proposition that service-specific forms of innovation exist. They have also
emphasized the importance of organisational innovation, which seems to go hand-
in-hand with product and process innovations in services along with the roles
played by knowledge-intensive business service (KIBS) providers and ICTs
within the wider innovation process. Today these areas have become key areas of
research. Demarcation scholars argue that completely new, services-specific
theories of innovation are required to understand the nature and the dynamics of
innovation in services. They argue so because some forms of innovation are
services-specific (Gadrey, Gallouj and Weinstein 1995; Sundbo 1998; Hertog
2000; Preifl1 2000). DTT (2007, p. 15) discussed that The Council for Science and
Technology in UK warns against adopting a separate model for service

innovation:

we are not convinced that it would be helpful to maintain a distinction
between services and manufacturing innovation and to develop a separate
model for service innovation [...] the growing interdependence of service
provision and manufacturing suggests to us that it would be better to aim

for models which look at how value is added without imposing a priori
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division between manufacturing and services. [...] Maintaining the divide

may simply stall discussion.

On the other hand, more and more scholars are calling for the development of a
synthesis approach that can integrate the assimilation and the demarcation
approaches (Amara, Landry and Doloreux 2009; Drejer 2004; Gallouj and
Weinstein 1997). Tether and Howells (2007) noted that we still know little about
innovation in services, and that what is important when thinking about innovation
is not which sector they belong to but which approach to innovation the sector
uses. The debates on service innovation and how the relevant theoretical models

should be put forward are still going strong.

2.5 Service innovation

Tether and Howells (2007) said that so far, many innovation studies concerns the
source of new technologies. In essence they say that the focus is on the creation of
new technologies, rather than their diffusion and use. Thus the technology
producing sectors like biotechnology receive far more than their ‘fair share’ of
attention, while technology-using sectors such as services and ‘low technology’
manufacturing are suffering neglect. Tether and Howells (2007) further claim that
innovation here tends to be perceived rather narrowly, focusing on technical
advances mainly in machinery, equipment and other goods (such as new drugs),
and the processes involved in the development and commercial introduction of
new, technologically advanced goods. It is only recently that innovations in
services have received greater interest. They said also that innovation is the
successful exploitation of new ideas and continue discussing that this definition
applies to all firms in the economy and is equally relevant to services innovation.
They continue saying that while innovations in tangible products may be more
easily recognised, most likely due to their physical and ‘codifiable’ nature, there

are a wealth of excellent examples of services innovation.

The definitions of the concept are several. Toivonen and Tuominen (2009, p. 11)
mentioned that “A peculiar feature in the rapidly accumulating literature on
service innovation is the limited effort that has been devoted to an exact definition

of the concept”. They continued to say that it is also typical that authors do not
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make clear if they are using the concept of innovation when referring to the

innovation process or to the outcome of this process. Aas (2010, p. 1) discussed
the concept of service innovation and wrote “Service innovation is a complex and
resource-demanding activity with potential long term benefits for firms in the
service and manufacturing industries”. The definition from the Oslo Manual is
widely used and seems to be the definition that policy makers and public
institutions use when defining service innovation. According to the Oslo Manual
(2005) Innovation is a new or significantly improved service and new or
significantly improved way of producing or delivering a service. Toivonen and
Tuominen (2009, p. 14) presented the following definition for a service

innovation:

A service innovation is a new service or such a renewal of an existing
service which is put into practice and which provides benefit to the
organisation that has developed it; the benefit usually derives from the
added value that the renewal provides to the customers. In addition, to be
an innovation the renewal must be new not only to its developer, but in a
broader context, and it must involve some element that can be repeated in
new situations, i.e. it must show some generalisable feature(s). A service
innovation process is the process through which the renewals described

are achieved.

Here we see that the process plays a significant role in defining the concept of
service innovation. Pavitt‘s (2005, p. 88) general framework on innovation
processes encompass that “innovation processes involve the exploration and
exploitation of opportunities for new or improved products, processes or services,
based either on an advance in technical practice [...], or a change in market
demand, or a combination of the two”. From our point of view it is crucial that the
definition of the service innovation concept includes the innovation process.
According to Toivonen and Tuominen (2009, p. 11) “the emphasis of the process
is linked to the insight that innovations are not inventions emerging suddenly, but

the results of a continuous and complex interaction between many actors”.
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2.6 Characteristics of service innovation

When it comes to discussion of the characteristics of service innovation the issues
are complex, but more concrete and fewer debates exist. De Jong et al. (2003, p.
61) wrote “due to the nature of services (intangibility, heterogeneity), the impact
of service innovations is harder to trace than in manufacturing”. On this ground
Toivonen and Tuominen (2009) discussed that when service firms are directly
asked, they often cannot tell whether they have produced innovations, and often
innovations are either underestimated, or every service act is regarded as an
innovation due to its unique nature. Aas (2010) discussed further that service
innovation may encompass both product and process innovation and de Jong et al.
(2003, p. 17) mentioned “Because of the simultaneity of services, product- and
process innovations usually coincide. New services often go together with new
patterns of distribution, client interaction, quality control and assurance, etc.”
Thus several approaches towards the pursuit of service innovation and relevant

processes inside firms exist.

From our point of view, co-creation between the client and the service provider is
one of the most important characteristics of service innovation when it comes to
succeeding and adding value to the firm and the customer. It emphasizes the need
for the firm to be involved in the communication process with the co-creator. This
characteristic is also one of many advantages of service innovation. Other
characteristics which sustain the co-creation thesis are also worth mentioning.
Berry et al. (2006) discussed that service innovation differs from product
innovation in important ways. They mention first the differences in terms of
labour-intensiveness, the interactive services, the actual providers and the service
delivery staff. These players, they claim, are part of the customer experience and
thus a part of the service innovation. Secondly, they discuss that services require
the physical presence of the customer and necessitate the ‘local’ decentralised
production capacity. Meaning that customers will drive only so far to eat at a
restaurant, no matter how innovative it is. And thirdly, a known feature so far;

service innovators usually do not have a tangible product to carry a brand name.
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Toivonen and Tuominen (2009) referred to Sundbo and Gallouj (2000) and Preissl

(2000) and brought up several features that are characteristic of innovation in
services. Firstly, specific resources in the form of R&D departments are often
missing in service companies and in many cases service innovations are not the
results of a deliberate activity at all. They emerge in the process of service
provision on the basis of clients’ needs, and are recognised as innovations only a
‘posteriori’ or based on experience or existing knowledge. Secondly, Toivonen
and Tuominen discussed that the common classification into product, process and
organisational innovations is difficult to apply in services, since services are
simultaneously both products and processes. And finally, the ‘fuzzy’ nature of the
output of services makes it much more difficult to detect a change or improvement
in a service than it is to recognise an industrial product as a new one. It is also
common that service firms do not use innovation terminology, they rather speak
about customer satisfaction and quality improvement when they are actually
seeking to renew their products (Toivonen and Tuominen 2009). Many of these
discussions encompass the difficulties of service innovation. In this perspective

other difficulties are important to mention.

Tether and Howells (2007) discussed that firms in manufacturing industries are
much more likely to use patents to protect their innovations than firms in service
industries. They say that it is common that around half the innovating firms in the
manufacturing industry use patents, but only a quarter of innovating service firms
use patents. This reflects the nature of their activities, and the extent to which any
inventions are patentable. Elche-Hotelano (2011) discussed that the patenting
system grants property rights protection to inventors of novel products and
processes, but given the intangible nature of services, it may not be effective. An
OECD paper on Growth in Services (2005) inclined that IPR could become more
important as competition increases and market fragmentation declines. IPR could
help create a stronger measurability in service innovation. Although firms,
governments and policy makers are constrained as service outputs are blurry and
thus make the evaluation of the actual wealth creation of service innovation

difficult.
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Sundbo (1997) discussed another disadvantage of service innovation which is the

relatively weak engagement of firms in external innovative activities. This is
caused partly by the problem of imitation as it is simple for competitors to imitate
service products within a very short space of time and hence service firms risk not
getting a return on its innovation investments. Elche-Hotelano (2011) discussed
the appropriablity of service outputs. He says that firms need to continuously
coordinate resources and interests in order to benefit from innovation. Service
firms face problems due to the intangibility and high performance content, but
low appropriability of service outputs. These characteristics, advantages and
disadvantages already suggest broad areas of importance for the study of
innovation in services. They also bring up various challenges for innovative firms,
especially the interactive role of consumers and clients with their service provider

and the challenge of defining and measuring output in service innovation.

2.7 Critics on service innovation

There are also problems in relation to service innovation and these problems arise
for several reasons. Most importantly, customer involvement and interaction could
create problems as it can be hard to involve clients in the innovation process and
this could also potentially decrease the success rate of the service innovation.
Another factor is the unique characteristics of service innovation for example
intangibility and inseparability. This makes it harder to grasp service innovation.
Technology can also be a barrier for service innovation. Many authors have drawn
attention to the barriers of service innovation. Amongst other Panesar, Markeset
and Kumar (2008, pp. 184-185) wrote that the most important barrier for service
innovation was customer conservativeness — not taking part in the service
innovation process, second came financing, third was finding market, fourth-
economy of scale. Lack of skilled employees and customer mindset are other
important obstacles for service innovation. Panesar, Markeset and Kumar (2008,
p. 186) mentioned that in their survey the participants identified additional

barriers which can lead to problems in service innovation:

Service buyers:

Inefficient integration of external and internal resources
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Difficulties in finding services and products that helped in achieving

production regularity goals

Inability to define needs and order services from suppliers [...]
Service sellers:

[..]

Inability to align with customer needs

Inability to listen to customers’ needs and identify what was important to
the customers

Inability to be alert and in front when customer was defining her or his
needs [...]

Lack of integration of competence, technology and knowledge for
solutions offerings

Lack of resources (competent personnel, finances, etc) [...]

Lack of commitment from customers to implement new or improved

services.

Hertog and Rubalcaba (2010, pp. 633-636) mentioned that service innovation can
fail because of capability failures-lack of right knowledge, capabilities and skills
and lack of capability to identify customers’ needs; failures in institutions - failure
to (re)organise or (re)structure organisations when necessary; network failures -
inability to network and interact with other actors and framework failures -
regulations which do not support service innovation. Moreover, Kuusisto and
Meyer (2003, p. 29) summed up the main problems of service innovation “into
three main categories: market-related obstacles, service development deficiencies

and the general characteristics of services”.

From the above discussion we can see that the importance of innovation in
services 1s unquestionable as services are dominant in terms of value creation in
the economy. However, the creation of services is affected by the intangible,
diverse, heterogeneous and perishable nature of services. There are many both
challenges and opportunities connected to service creation. The intangibility, fear
of being copied and the lack of tools for measuring real economic outputs are the
main problems of innovation in the service industries. However, the co-creation

with customers, the emphasis on customers’ needs and the knowledge
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intensiveness that does not exist in the manufacturing industries, are all

advantages in service innovation and contribute to value-creation. The existing
debates surrounding innovation in services in the literature today are many. The
debates have, and will probably create even more opportunities in terms of future
research in the field, and help develop new organisational practices that can

support service innovation.

2.8 Service Innovation project

The word project comes from a Latin word ‘Projectum’ which is based on the
Latin verb ‘Proicere’ — ‘to through something forward’ (Project Management
Guide 2012). Turner and Muller (2003) referred to Turner (1993, p. 1) who wrote
“an endeavour in which human, material and financial resources are organised in a
novel way, to undertake a unique scope of work, of given specification, within
constraints of cost and time, so as to achieve beneficial change defined by
qualitative and quantitative objectives.” From the Turner definition, it can be said
that a project is unique as it is changing from start to end and every project uses
an individual and different approach. A project creates unique products, services
or results and also creates capabilities to perform a service. Organisations start a
project for several reasons, amongst other market demand, customers’ requests, a
technological advance etc. Projects are temporary in nature, but this does not
mean that a project is short lived. They can also be of long duration. Organisations
that are built on projects are called project-based firms (Gann and Salter 2000).
These kinds of organisations innovate complex integrated systems or knowledge-
intensive services. The services are created based on their customers’ specific
needs and their clients are involved in the innovation projects. Project-based firms
differ from other firms in terms of their level of collaboration and innovation
strategy. Blindenbach-Driessen and Ende (2010, pp. 706-707) wrote that “project-
based firms always d