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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 autónoma de Cataluña 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-

nesses, and not to the individual end-customer. 

Within this section I will focus on knowledge-

intensive services provided by small enterprises, 

such as consulting firms. I do not distinguish 

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 

consultancy services for their businesses. 

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: 

Exhibit 01: Fraction of the economy selected for 
analysis, personal elaboration. 
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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. 

T H E  W O O D E N  S T O O L -M E T A P H O R

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 / Leydesdorff 

(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, 

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 

impact on how the economy as a whole fares in interna-

tional comparison. 
Exhibit 02: The wooden stool of com-

petitiveness, personal elaboration. 
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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. 

S T R U C T U R E  O F  T H E  P A P E R

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 autónoma 

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.

T H E  C H A N G I N G  F A C E S  O F  I N N O V A T I O N

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 20th 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 computer-related 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 

Regional Innovation System and the Service Sector: The Case of Catalonia

(c) Valentina Thörner da Cruz 13



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 (not-incremented) 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: 27ff).  

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). 

I N N O V A T I O N  I N  T H E  S E R V I C E  S E C T O R

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.

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, o-en in co-operation with B, 

nut not leading to the production of a good capable of circulating in the economy separately &om 

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 Services Status/significance
IPR Strong, patents Weak; copyright Current, strong

Technology orienta-
tion

Technology push; sci-
ence- and technology-
led

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

Historical, declining

Research/innovation 
generation and supply

In-house Mainly sourced ex-
ternally

Declining signifi-
cance; manufacturing 
and services converg-
ing

Labour productivity High impact Low impact (until 
1980s?)

Current, potentially 
declining significance

Innovation cycles Short Long (except for 
computer services)

Declining signifi-
cance; medium

Product characteris-
tics

Tangible, easy to 
store

Intangible, difficult to 
store

Declining signifi-
cance; medium

International servic-
ing

Exports, then FDI FDI, then exports Current, medium

Spatial scale of sys-
tem or reach

National --> global Regional --> national 
global

Declining signifi-
cance; services catch-
ing up in internation-
alization 

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-

Exhibit 04: Innovation: manufacturing and services system traits. Howe# 2001: 57. 
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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-

tomers or B2B to other busi-

nesses (without differentiation 

in business sectors). The Y-

axis represents the intensity of 

knowledge needed in order to 

successfully run the business, 

in th i s ca se represented 

through the percentage of 

highly-qualified personnel 

working in the enterprises, 

taking into account that serv-

ices are not the low-skille d 

sector it used to be, but nowa-

days also contains very high-

skilled jobs. (Pilat 2001:31). 

Exhibit 05: Classification of services based on knowledge intensity and 
customer base (Business / End customer), personal elaboration. 
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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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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 a# 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 gestió de la innovació en empreses de serveis“ 

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

(SMEs) 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 offer 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: 118f).  

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 abstaining from other interfer-

ences in the corporate reality. However, with growing pressure on the  welfare state 

through competition between economies, policy makers have moved  towards a more 

proactive attitude, trying to actively encourage economic activity within their bounda-

ries. Starting with reducing taxes on local enterprises, soon the perspective was broad-

ened toward supporting innovative companies and promoting nations and/or regions 

as especially suitable for successful firms. As most European countries cannot compete 

on the grounds of low labour costs, other advantages are highlighted, such as an highly 

educated labour supply,  successful research centers, a good infrastructure or a very 

active chamber of commerce offering special services for companies. This is then 

called innovation policy. 

However, the term innovation policy does not describe a concise program for action. 

It is merely the conscious tentative of experts and/or politicians to support the inno-

vative capacity of the system through different measures. If this attempt is successful 

or not, not only depends on the policies themselves, but also on the reaction of those 

affected by the different proposals. To put it simply: innovation policy is a govern-

ment‘s way to pursue the competitiveness within its corresponding territory. Thus, it is 

not a new phenomenon, but in different degrees it has existed since there were minis-

tries of industry. However, as focuses shift and economic affairs become  more net-
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worked, policies striving to support the economy also develop. What today is called 

innovation policies by the OECD, is an advancement of what has been known as Sci-

ence Policy and Technology Policy during the Cold War.  (Lundvall/Borràs 2005). 

The difference between these terminologies is mainly the scope of action. Science pol-

icy focuses primarily on the production of scientific knowledge as basic research. The 

main instrument was massive  funding for private and public universities and research 

centers, especially those targeting physics, biology and chemistry.  The idea is to foster 

basic research which the may be the starting point for new products, new ideas and 

new enterprises. The focus here is more on universities and research centers than on 

enterprises. Especially SMEs that are not able to invest into their own research might 

fall short of any attention. As a matter of fact, business services are only interesting 

insofar as they might offer support for scientific research. 

Technology policy combines this science-based approach with fiction and supports 

certain technologies or sectors, usually with a clear purpose (e.g. space technology, in-

formation technology, genetic engineering). While science policy intends to stimulate 

radical innovations through supporting new technologies and products, technology 

policies additionally focus on incremental innovations. Common instruments are pub-

lic procurements in combination with tax reductions and subsidies tied to those sec-

tors that are seen as strategically most important. The main problem associated with 

this approach is that it  neglects those sectors that are technically not as attractive, 

which is the case for many business services, independent of their size. The critique 

that there have been no policies addressing the needs of the service sector in general, 

and small business services in particular, is thus justified. After all, most countries have 

a ministry of  industry, while a ministry of  service is hardly found (Lundvall / Borràs 

2005: 621). 

In this light, the implementation of innovation policies is a step forward, as modern 

innovation policy is not a single ministry issue any more.  Exhibit 08 shows the main 

instruments of all three policy approaches, and how the attempt to channel innovation 

has been broadened from a narrow focus on science alone, toward an approach that 

tries to integrate the different needs and opportunities of all different kinds of 

economic actors, ideally without resorting to the practice of picking winners. Differ-

ent ministries now need to coordinate their strategies, deciding either for a laisser-
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faire approach or toward a systemic view of innovation policy. The former approach 

favors a non-interventionist behavior, only optimizing the general framework, while 

the latter seeks to improve the performance of the whole system. The innovation sys-

tem is reviewed and benchmarked against other systems in order to improve its per-

formance. Links between organizations and institutions are redesigned in cases where 

innovation does not diffuse rapidly enough. Usually this implies extensive programs for 

companies, as they are perceived as the core unit of any innovation system. The inno-
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vation policy’s aim is then to foster a healthy balance between competition and coop-

eration between these firms.

CONCEPTUAL BACKBONE: THE INNOVATION SYSTEM AP-
PROACH

Innovation policy is a concept based in daily routine and has developed in the making. 

With a certain time lag, scholars have started to theorize about this development. 

Consequently, both concepts are interrelated, however, they outline different aspects 

of a political and economic phenomenon: while innovation policy is about influencing, 

the innovation system approach tries to analyze and explain  the innovation process as a 

systemic one in order to give information on where best to influence. The idea behind 

the innovation system approach and the related innovation policies is the belief that a 

“supportive environment for innovative companies can deliberately be created“ (Cooke 2003: 2) 

or, to choose a less enthusiastic description, the supportive environment can help to 

further develop an already existing but underperforming innovation system (Lundvall 

2007: 112). 

Roughly sketched, an innovation system is about enhancing the innovativeness of dif-

ferent actors within a designated (geographical or sectoral) area. The concept itself was 

first developed and published by Christopher Freeman in 1987 when he presented a 

thorough analysis of the national innovation system of Japan. Approximately at the 

same time, Lundvall worked on the same topic. Both scholars focused their analysis on 

the National level, as did many scholars afterward. The first theorization was thus al-

most exclusively done for national innovation systems, and with good reason. (Lund-

vall 2007:96ff). The advantages are quite obvious: a nation-state has a clearly defined 

geographical territory which corresponds with the area of legal jurisdiction and a cer-

tain political system, both important components of the systemic approach. Further-

more, the coherence within a nation is very high, especially in small countries like 

Denmark or Japan. However, for bigger countries, and especially for federal states, it 

proved difficult to implement nation-wide policies to enhance competitiveness. 

Federal states in particular already have a tradition of delegating certain policy areas 

from the national to the regional level. Although not officially so, soon many provinces 

e.g. in Germany or Great Britain developed their own innovation policies, geared to-

wards special regional necessities. Through comparing these initiatives, Cooke (2004) 
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introduces the notion of a regional innovation system, arguing that the basic principle 

of a systemic interpretation of the innovation process can be transferred to any other 

geographical entity, as long as there is a certain cohesion present to justify the treat-

ment as one territory.  At best, this territory should also include a government aspect 

as part of the differentiation of neighboring regions, although Cooke recognizes that 

this government aspect can be of  a grassroots character. From the 1990s on, more and 

more case studies were also done  at the regional or even local level. The extent of the 

territory included in the analysis can be considered an individual decision of the scien-

tist, depending on the research question. The systemic character of the innovation 

process remains the same. 

Before entering into detail on the inner logic of an innovation system, an analytical 

description of the individual terms is necessary to clarify the vocabulary used in this 

paper. While the territorial part of the innovation system is to a varying extent subject 

to the researcher‘s liking, the term “system“ has a strict scientific meaning. Edquist 

(2005) gives a detailed overview of the systemic characteristic of innovation systems. 

Scientifically, a system has to fulfill three requirements in order to be considered as 

such: 

1. The system is defined through its components and the relationship between these 

components. The components and their relations form a coherent whole. 

2. The system has a reason for existing: it is either achieving or performing some-

thing. 

3. The system can be distinguished from that which is not part of the system or lies 

outside its boundaries. 

The main components of an innovation system are organizations and institutions. It is 

crucial to clearly differentiate between these two concepts, as in day-to-day language 

they are often used as synonyms. In the scientific context, however, organizations are 

the players or actors within the innovation system. They are consciously created for a 

certain purpose and consequently have a legal identity as organizations. Examples are 

the chambers of commerce, enterprises, the ministry of  science and technology, a uni-

versity, etc. Institutions on the other hand, are a little more difficult to depict, as they 

represent the way things are done. Institutions are not physically present, but rule the 
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relationship and ways of contact between organizations. This includes, but is not lim-

ited to, common habits, norms, routines, practices, as well as laws influencing and 

regulating the interaction between the players of the system. The function of the sys-

tem thus depends both on the actors and how they cooperate (or not) with each other. 

Functions and activities are somewhat easier to differentiate. The primordial function 

of an innovation system, as the word suggests, is innovation. As such, it should foster 

the development, diffusion and use of innovative ideas resulting in new products, serv-

ices, processes and other changes that can be described with the term innovation. 

Functions are a system’s  reason for being for . The activities, on the other hand, com-

prise all factors influencing this purpose, consciously or not, such as R&D, network-

ing, competence building, formation of new markets, implementation of quality de-

mands, creating and reforming organizations needed, creating/reforming institutions 

to correspond to new situations, incubating activities, financing, consulting services, 

etc. (Edquist 2005: 191). It should be noted, that this is not a closed todolist for inno-

vation systems. To the contrary, each innovation system has to find its own activities 

necessary for successful functioning. By comparing different innovation systems, best 

practices can certainly be found, and some basic characteristics can be isolated, how-

ever, each system is unique in its way to organize the activities within its borders. Con-

sequently, the process of innovation in its systemic characteristics is difficult to cate-

gorize and to influence. Systems evolve over time. Consequently, they are not con-

sciously designed, but they emerge out of a complicated interplay between organiza-

tions and institutions.  

It is important to keep in mind that innovation policy is but one institution within the 

innovation system. It cannot be held accountable for the functioning of the totality of 

the system, however, it might influence in favor of a highly competitive system. Inno-

vation policy is also not necessary for an innovation system to exist. It is merely the 

conscious tentative of experts and/or politicians to support the innovative capacity of 

the system. If this attempt is successful or not not only depends on the policy itself, 

but also on the reaction of the system. Consequently, there is no onesizefitsall receipe, 

but each system needs its own tailored policy approach. (Cooke et al 1997, Edquist 

2005).
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For this aim, the European Union is very active in comparing different innovation sys-

tems in order to give regional and national policy makers more informed policy op-

tions.. The innovation systems are reviewed and benchmarked against each other in 

order to improve performances. Linkages between organizations and institutions are 

re-designed in cases where innovation does not diffuse rapidly enough. Usually this 

implies extensive programs for companies, as they are perceived as the core unit of any 

innovation system. The innovation policy‘s aim is then to foster a healthy balance be-

tween competition and cooperation between firms. 

Classifications for Innovation Systems

Most policies in Europe aiming at creating innovativeness and economic growth up to 

the 1990s were regulated by the nation-state, organizing the allocation of resource to 

poorer regions in order to attract investors. Only some federal states had experience 

with relatively autonomous sub-national policies. However, , with the growing expo-

sure to globalized markets, the state lost its ability to successfully coax firms into spe-

cific regions, as the location factor became an important asset. (Keating 2001: 217). 

However, the driving force to transfer ‘innovation policy’ to the regional level was the 

EU, setting regional targets for development. The Structural Funds Policies often tar-

get the NUTS II level, splitting larger member states into their provinces, regions or 

Länder.

The policy shift towards a smaller geographical area was an effect of the discourse on 

the knowledge economy. With the development of ever more possibilities to share and 

access knowledge that is facilitated through the internet, knowledge and its use was 

profoundly changed. When codified knowledge is available from any spot in the world, 

then tacit knowledge, based on learning and practice, becomes more important. Sud-

denly, regions were seen as a potential means to foster interactive learning and support 

local advantages through their institutions. (Asheim/Gertler 2005). 

As Cooke (2004: 3) points out, in Europe the practice of Regional Innovation Systems 

(RIS) preceded a thorough theorization. It was seen as a solution to three problems: 1) 

scientific knowledge often remained within academia instead of being exploited com-

mercially, 2) Europe had to cope with innovations that put its already mature manufac-

turing sectors under stress , and 3) in benchmarking Europe with the US, a severe lack 

of advanced business services handling the knowledge exploitation had been discov-

Regional Innovation System and the Service Sector: The Case of Catalonia

(c) Valentina Thörner da Cruz 39



ered. Backed by the European Social and Cohesion Policies, soon the first RIS were 

implemented in Europe, however with very different structures and outcomes. 

It is important to recognize the interaction between the innovation policy as a gov-

ernment strategy, and its recipients, namely research centers and enterprises. The in-

novation system is influenced by both factors, however, it does not depend on their 

interaction, and their impact on different innovation systems might be quite different. 

Cooke (2004) thus divides innovation systems depending on whether innovation is 

primarily driven by the market or by the government and related agents. Although his 

systematization is coined on the producing industries, it might be equally relevant for 

the knowledge intensive business sector, however, with different implications. 

Cooke (2004) proposes to classify regional innovation systems (RIS) either as entre-

preneurial or institutional-dominated systems. The institutional regional innovation 

system (IRIS) is characterized by the positive effects of systemic relationships be-

tween the production structure and the knowledge infrastructure embedded in net-

working governance structures regionally and supporting regulatory and institutional 

frameworks on the national level. On the other hand, the entrepreneurial innovation 

system (ERIS) draws on the dynamism of local venture capital, entrepreneurs, scien-

tists, market demand and incubators to support innovation that draws primarily from 

an analytical knowledge base. The classification is clearly based on an industrial view 

of innovation, differentiating whether the main impact comes from above or below. It 

can be suggested that RIS with successful business services are more likely to be or-

ganized as an entrepreneurial RIS, as the peculiarities of this sector are of less impor-

tance in this case when competing for input and funding. 

Furthermore, for the service sector, a big part of the innovation system is not as rele-

vant as for the industrial sector: as discussed above, research and development is much 

less a source of innovation in services than it is in the manufacturing industries. Con-

sequently, the link between service firms and research centers is likely to be weak, at 

least when it comes to interest for research results. On the other side, innovative firms 

might be interested in recruiting successful students form universities to incorporate 

them into their workforce. 
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Analyzing the main sources of innovation and competitiveness of knowledge-intensive 

business services also suggests that the general support system formed by laws and cul-

ture are of considerable importance to these service firms. As they are highly depend-

ent on a highly educated work-force, education, immigration laws, labour mobility and 

training facilities become major factors to stay competitive. On the other side, the cul-

tural factor of trust and loyalty within markets should also not be underestimated. 

Service products are difficult to measure, increasing the level of uncertainty for clients 

and services alike when evaluating offers. Consequently, a regional identity and a high 

amount of trust between strangers should be a positive trait for these kind of innova-

tion systems. Asheim/Gertler recognize the importance of regional peculiarity in their 

classification of RIS into three variations, depending on how innovation is fostered 

within a region (2005: 301). The strong point of this classification, vis-a-vis the Cooke 

proposal, is its focus on the source of support for the innovators, instead of focusing on 

the presumed innovators (and thus on a certain industry) alone. The three ideal types 

are: 

1. territorially embedded RIS: the innovation process is based in local firms (often 

SMEs). Localized learning processes depend crucially on social, geographical and 

cultural proximity. There is little interaction with knowledge organizations.

2. regionally networked RIS: intentional policy interventions by the regional gov-

ernment seek to strengthen the institutional infrastructure. 

3. regionalized NIS: the RIS is functionally integrated with the national level and 

there is little interaction with the region itself (e.g. Science Parks). 

The classification focusses primarily on the governance level of the RIS, arguing that 

the environment significantly shapes the region and the way it functions. Although 

firms may also try to influence this environment, above all they act within this frame-

work.

Small Business Services and the Innovation System Approach

The innovation system approach, whether coined on a nation-state, a region, a county, 

or even a cluster or special economical sector, claims to be an inclusive and all-

embracing approach towards explaining the dynamics between government and mar-

ket concerning the innovativeness of the economy. However, the model has been set 
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up with industrial firms in mind, considering business services only in the case of of-

fering research services. A quick assessment of the interaction between SMEs and the 

innovation system is needed. Preparing the case study to be presented in chapter 4, 

this assessment will already focus on small firms within the business service sector.

Innovativeness and competitiveness are foremost a result of a firm‘s strategies with 

regard to personnel, internal organization, customer acquisition and even equipment 

of the working space. However, both innovativeness and competitiveness are more of-

ten than not also the result of interactions with other firms, competitors, customers, 

and providers. Also, these interactions might lead toward learning processes that could 

not have been achieved by the firm alone and in isolation. In their case study on SMEs 

in two German regions, Maier / Obermaier (2001) however, come to the conclusion 

that the regions as such only made a difference to big companies that took advantage 

of cooperation with universities and research centers. SMEs, on the contrary, were re-

luctant to share their knowledge with others and did not show much participation in 

official network proposals and cooperation projects with researchers. 

Even without the participation in network organizations and little conscious recogni-

tion of regional advantages, location is of crucial importance especially for small en-

terprises. Once installed in a certain region, they are unlikely to move for a variety of 

reasons, summarized  in the concept of embeddedness. Although it could be suggested 

that for service firms it is easier to move, as they do not possess large production lines 

and local physical investments, they are dependent on other assets which bind them 

just as effectively  to their location (often on a regional rather than a  national level). 

The first reason to stay at least in the same country is language and culture. Many 

knowledge- intensive business services are dependent on language and communication 

in order to use their knowledge for their clients. Personnel might be trained in the lo-

cal language, and not show the same confidence when explaining their projects in an-

other language. These employees might also be reluctant to move to another country, 

implying that a move would cost recruitment and training of new personnel at the new 

location. Valuable tacit knowledge would be lost on the way (Howells, 2001: 68f). 

Furthermore, the differences in laws and culture between different countries effec-

tively prevent knowledge-intensive business services from relocating to another coun-
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try. Knowledge of laws and practices, more important for the ever-changing project-

based work of business services than for manufacturing industries, is  a crucial ingredi-

ent both for the acquisition of new clients, as well as when working repeatedly with 

the same company.  For example, recruitment consultants are dependent on knowing 

national employment laws in order to be successful in organizing human resources for 

their clients. Consultancies need to understand their clients’ culture in order to find 

suitable solutions. Marketing firms are more successful when taking into consideration 

the culture of the targeted market. Although today’s communication possibilities su-

perficially help to detach the location of working from the location of delivering the 

product, for services the simultaneity of production and delivery highlights the impor-

tance of physical proximity. 

Business services might thus take most advantage of territorially embedded RIS or re-

gionally networked RIS, as these two approaches are based on a genuine recognition 

of the region‘s advantages. Within regionalized NIS, small enterprises (of all sectors) 

will probably not be obstructed, but rather fly below the radar of innovation policies, 

at least those that are not based in the national capital or economic heartland.  

While science and technology policy (were? are?) very much a national issue, with only 

minimal participation of regional entities, innovation policy in the European Union 

has developed in a truly multi-level governance field. While the primary enactors of 

innovation policies are still the nation-states and their regional subdivisions, the 

European Union has integrated the concept into its own agenda as well. With the 

Euro-Innova network and the 7th Framework Program, the European Commission has 

integrated an European approach to innovation into the center of many of its initia-

tives. While the topic of supporting competitiveness of the European market area is 

not totally new, the broad approach, no longer limited to R&D policy  clearly mirrors 

the innovation system approach as being adaptable to virtually all government levels.  

European Initiatives on Innovation 

When working with enterprises, the EU faces special circumstances, which are kind of 

alien to its usual day-to-day work. While member states are relatively easily coaxed 

into implementing EU policy on the national level, enterprises are a much more diffi-

cult target to work with. Institutional and legal questions might be solved on the EU 

basis, but innovation and competitiveness is a little bit more complex. It is impossible 
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to get innovation by decree, especially as the most important player is very likely to be 

the individual enterprise. 

Fortunately, enterprises are usually interested in staying competitive. Although they 

might be reluctant to adopt certain kinds of changes, they are constantly thriving for 

profit and economic success. Knowing this, the European Union has focused less on 

the enterprises themselves, but has tried to offer a surrounding that fosters this inher-

ent thrive for excellence among enterprises. 

The approach of the European Union, and among its institutions most notably the 

Commission, can be depicted as a pyramid consisting of three different areas that built 

upon each other: data collection and analysis, lobbying and policy proposals, and sup-

port of direct measures (see exhibit 09). 

Data collection and analysis. The backbone of all 

possible policy interventions and actions should be 

knowledge, especially when these actions will affect a 

variety of very diverse countries. For this purpose the 

EU conducts regular survey in all its Member States, in-

cluding the annual Innovation Scoreboard, the Trend 

Chart on Innovation in Europe. Furthermore, it encour-

ages the Member States to adhere to common standards 

in their own surveys in order to ensure maximum com-

parability between the data sets. Much of this data is 

available for researchers and EU staff via EuroStat to 

ensure that data is not only collected, but also analyzed 

and qualified. Both research institutes, like universities 

and think tanks, as well as working groups of the different DGs use this data to de-

velop models and explanations for how innovation works in different sectors and re-

gions. The OSLO Manual and the Fratini Manual covering R&D measures and innova-

tions measures respectively, are a good example for this approach, as they insure a ma-

jor compatibility of data between the different Member States. 

Exhibit 09: Pyramid of EU ap-
proach to innovation policy 
(personal elaboration). 
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Lobbying and policy proposal.1  On the basis of concrete data, EU staff is able to 

build up strategical considerations and recommendations for the Commission and the 

Member States alike. The aim is to constantly bring it to the attention of decision-

makers in politics and economics alike to stress the importance of innovation. The 

strategic goal is about putting innovation on the forefront of the agenda not only as an 

abstract vision, but as a down-to-earth policy approach for Member States and regions 

alike.

PRO INNO Europe aims at pooling  the analysis of innovation 

policies in order to speed up learning processes through best prac-

tices. Furthermore it provides assistance for cooperations among regions and innova-

tion agencies.

The Netw ork of Innovating Regions in Europe (IRE) is an exclusive 

platform for the development of ‘Regional Innovation Strategies‘. Its 

main task is to develop methodologies for the benchmarking of strate-

gies to ensure a higher scientific standard. 

Europe INNOVA focusses on sectorial innovation and clusters. It aims 

at bringing together innovation professionals to discus and exchange 

good practices, ideas, tools and policy recommendations for industrial 

sectors. The initiative fosters public-private partnerships and aims at 

improving the governance concerning cluster management, financing, and European 

standards.   Its scope is meant to be transnational cooperation.

Support of direct measures. The EU has different programmes that invite enter-

prises to voice their opinion about what  kind of help would be most useful to them. 

These programmes are often delivered in partnership with member states and may in-

clude financial measures, such as loans, grants, or guarantees for credits. Another form 

of support is the provision of contact networks for enterprises, training courses, and a 

variety of counseling and information services both online and through local centers. 

The restructuring of the European  approach to innovation includes a 

bundling of knowledge about all programs into one network. The En-

terprise Europe Network (EEN) will be launched in February 2008, in-

tending to “help SMEs to develop their innovative potential and to raise 
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their awareness on Commision policies“. SMEs then will only need to seek one Euro-

pean body in order to find all the information needed for EU funding and other sup-

port schemes.  All over Europe there are 43 regional Innovation Relay Centers (IRC) 

in 33 countries to provide special services for innovation in companies, research insti-

tutes and technology centers. In the future they will be incorporated into the EEN.

In order to mainstream innovation initiatives within the EU, several programmes and 

strategy papers have been issued both by the Commission as well as by the Council. 

The backbone of most current innovation strategies is the Lisbon European Council 

from March 2000, where Member States decided to turn Europe into the “most com-

petitive and dynamic knowledge-based economy in the world by the year 2010“ 

(CORDIS website). The resulting Lisbon process has done a lot to strengthen the tip 

of the support pyramid. It bundles several initiatives together, including access to dif-

ferent sources of innovative technologies, information on new and emerging technolo-

gies, connecting interested entrepreneurs for networking, linking together incubators, 

and support programmes for SMEs. 

During a follow-up evaluation of the different activities and support measures, the 

European Commission decided to offer a legal basis for all Community actions that 

aim at fostering innovation and competitiveness. The resulting Competitiveness and 

Innovation Framework Programme (CIP) especially targets SMEs, institutionalizing 

the compromise the EU feels for its smallest institutional unit in economics. For the 

first time, the division between policy proposal and enterprises support was success-

fully bridged, as both governments and enterprises are invited to participate in the dif-

fusion of best practices and information within and among different regions. The en-

couragement of SMEs to participate in research and development further tries to in-

tegrate enterprises at all levels of European innovative activities. Consequently, the 7th 

Framework Programme (7FP) running from 2007 to 2013 is now divided into thematic 

operational programmes instead of focusing on different actors:  the Entrepreneurship 

and Innovation Programme (EIP), the Information Communication Technologies Pol-

icy Support Programme (ICT PSP), and the Intelligent Energy Europe Programme 

(EEI). (CIP-homepage). 

While the above-mentioned Programmes are considered to be sector neutral, as serv-

ices using traditional R&D are also invited to participate, the European Commission 
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has pushed for an amended Service Directive to broaden the European Single Market 

for service providers. Due to the restrictions arising from different legislations in the 

member states, services are only responsible for 20% of intra-EU trade between 1997 

and 2002. By harmonizing this market, an expected increase of 0.6% of GDP and 

0.3% in the employment level can be expected, substantially adding to the European 

economy. In this context, the legislation in the different countries should be reviewed 

to remove superfluous barriers and regulations. Consequently, the Service Directive 

calls upon member states to thrive for mutual standards, in order to allow for higher 

mobility of labour, knowledge and access to venture capital.  (European Commission 

2007: 17 ff, for a complete overview of job creation potential see Anxo and Storrie 

2000).

Enacting the Framework: An interplay of Member States, Regions and Working 
Groups

The above mentioned examples have one point in common: the EU understands itself 

as a facilitator of information and choices, rather than as a government agency imple-

menting detailed policies on a European-wide level. Rather, the different European 

agents may act as consultants for the member states through its data-base, research 

results and policy proposals. Consequently many of the genuine European innovation 

programmes target either the general framework (such as laws and regulations) or in-

stitutional actors within this framework. The biggest disadvantage of such pro-

grammes however, is the voluntary nature of the participants. Only enterprises that 

are actively searching to enhance their innovativeness are likely to look for such sup-

port centers, while those enterprises that have never worked with the topic may not 

recognize the benefits such institutions yield for them. This self-selection may be a 

problem, especially as enterprises that have not been working on the topic of innova-

tion might have a higher need for direct support. 

This direct support, however, is re-directed to the national level, where it can be either 

organized by national ministries and working groups, or directed further to the re-

gional level. The latter is especially popular in federal states, where the government 

structure allows an easy implementation of regionalized policies. We will here focus 

especially on policies that are deemed especially suitable for supporting innovation in 
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services (for an in-depth analysis of the following policy options, see e.g. European 

Commission 2007). 

The main resource of services is personnel and knowledge, both usually intimately 

linked together. Lack of an high-skilled work force is one of the most significant barri-

ers to innovation in services, as this sector is especially dependent on skilled labour. 

The necessary skills need to be partly integrated into university and training curricula, 

but can also be facilitated through on-the-job training facilities, and/or tax facilitations 

for these fields. 

A second policy option is the provision and facilitation of financing schemes for serv-

ices, as venture capital is usually not available for new service firms. This topic also in-

cludes support for intellectual property valuations and business plan support. 

The public sector is not only a facilitator of economic activity, but also one of its main 

customers, including for the service sector. A demanding market expecting improve-

ments and innovations instead of insisting on the same old services is vital for the in-

novativeness of service providers. Considering that public entities are part of this cus-

tomer market, it becomes evident that public procurement can be a powerful tool in 

supporting innovative new services. This policy area also includes setting high stan-

dards for service procurement to stimulate innovative services and enhance market 

transparency to allow customers a more informed decision when deciding between dif-

ferent service providers.

The above-mentioned policy tools, however, are not available for all policy levels. This 

is the main reason for advocating instead a national system of innovation. However, 

national policies are unlikely to affect all regions in the same manner, at least in geo-

graphically extensive countries. Also, not all regions thriving for a successful innova-

tion system are administrative units within their nation-state, and even those that can 

count on a regional government usually do not have the same instruments at their dis-

posal. Both budget constraints and conflicting priorities from the national and the re-

gional government may hinder a concerted action within the region. As the national 

government usually has broader objectives than regional governments, it might be dif-

ficult to get support from the national level. The scarce experiences with regional in-

novation policies add another challenge when policy makers want to decide on suit-
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able policy tools. As regional innovation policies are a fairly recent development, the 

amount of case-studies and best-practices is yet to be improved. (Cooke 2003: 8f). 

There is yet another aspect to the discussion on scale for innovation systems. If a na-

tional innovation system can be analyzed in connection with regional innovation sys-

tems, an even smaller scale might be useful as well. In their case study on regions in 

Canada, Holbrook/Salazar (2003) state that even regional innovation policies rarely 

have the same effect on the whole of the declared regions. Usually their effect is more 

or less restricted to the bigger urban agglomerations, without spreading to remoter 

rural areas of the administrative unit. For the region of Catalonia, discussed in the 

next chapter, this could be a valid argument as well, as economic life is heavily concen-

trated in Barcelona and its industrial belt. Both the presentation of the region and the 

interviews in chapter 4 will shed light on this topic. 

There is a variety of policy options available to politicians wanting to foster innovation 

in their area, either through targeted incentive schemes supporting selected industries 

or special types of enterprises (based on location, size, background of founder etc.) . 

As discussed above, policy makers do have an interest in supporting innovative capac-

ity, as it is a crucial ingredient in sustaining economic growth. However, empirical evi-

dence seems to indicate that not all policies are equally qualified to help different 

types of enterprises. Sternberg/Arndt 2001 have analyzed the innovative behavior of 

SMEs in different regions and come to the conclusion that the region does not play 

such an important role after all, at least at the level of regional initiatives. Implicitly 

however, the region can facilitate innovativeness as long as it concentrates more on the 

actors than on the desired macro-economic outcome. Firms are indeed interested in 

taking advantage of their location (that is the reason for their being there), however, 

they do not work for the welfare of the region, but for the welfare of their own 

economic activities. The positive development of growth and competitiveness of the 

region is for most firms rather a secondary (though not unwelcome) outcome.  

In any case, policy makers have to keep in mind that policies might have different im-

pacts on service economies than on economies with predominantly industrial firms. 

Macroeconomic and structural policies thus also need to be readjusted to take into ac-

count the new preponderance of services in European policies. Changes in output and/
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or prices are difficult to assess in the case of services which has an impact on the de-

sign of monetary and fiscal policies (Pilat 2001: 41f). 

After this overview of the effect of policies on the competitiveness of business serv-

ices, the next chapter will present the region of interest for this paper: the comunidad 

autonoma de Catalonia. Combining the theoretical considerations with a practical ex-

ample of a region will prepare the background for the case study in chapter 4.
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The Role of Location and Culture: Catalonia
We now have a clear understanding of what innovation is and how the legal framework 

and the different options of innovation policies might influence the innovativeness 

and thus the international competitiveness of  a geographical area. Furthermore, the 

role of innovation support for SMEs in general and knowledge intensive business serv-

ices in particular have received special attention. Remembering the metaphor of the 

wooden stool of competitiveness, two of its legs have now been filled with meaning. 

The following chapter will thus focus on the third leg, representing the role of culture 

and location when dealing with competitiveness and innovation. Following this chap-

ter, the case study will then be introduced to validate the hypothesis using a practical 

example. 

In this paper the region is the comunidad autónoma of Catalonia.  This is, coincidentally, 

also an administrative region of the Spanish state. This is, however, not a constituent 

factor of all regions. While administrative regions offer easier access to data and statis-

tics, the most important characteristics are a determinate size, a certain homogeneity 

in terms of the criteria to be analyzed, an internal cohesion (or self-understanding as 

region) and clear borders differentiating it from other regions (see for example Hol-

brook / Salazar 2000; Cooke 2003: 5). For innovation policies, regions are indeed usu-

ally administrative units, as it is the regional government that puts these policies into 

place. However, we need to bear in mind that innovation in itself is a ubiquitous phe-

nomenon which may happen anywhere and at any time, even without policies. In or-

der to be innovative, a region does not need to be defined in administrative terms, al-

though this might be helpful when a politically driven support system is the aim. 

Nevertheless, the analysis of one particular region may shed some light on strengths 

and weaknesses of the general framework when adapting it to this region. As regions 

are unique entities differing in economic structure, political conditions, and socio-

cultural background, the use of the innovation system approach might need adapta-

tion in each individual case. In any case, the approach is a valid tool to systemize and 

understand developments and tendencies, without falling into the trap of offering a 

one size fits all solution for all regions. Each region aspiring to use this approach to 

enhance its competitiveness needs to find its own strategy. Classifications can help to 

indicate where best to start looking for solutions. However, even though regions might 
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be tempted to copy successful practices from other regions, these strategies need al-

ways be fine-tuned to complete the already existing systemic characteristics. It is an 

important task for policy makers and their scientific advisors to analyze the region 

they are working in/for, taking into account both regional assets and opportunities, as 

well as recognizing weaknesses and limitations. 

Keeping these considerations in mind, the present chapter seeks to give background 

information on the region in focus: the comunidad autónoma of Catalonia, with a special 

emphasis on the economic center, the metropolitan area of Barcelona. Starting with a 

general introduction to Catalonia’s economy and its position within the Spanish na-

tion state, the next step will be the analysis of the Catalan innovation system. As in 

the previous chapter, the role of small knowledge intensive business services will again 

be the focus of analysis. The third part of the chapter is dedicated to understanding 

the regional identity and cultural implications, taking a closer look at the region’s lan-

guage policy and its repercussions on economic activities.  Officially recognized as a 

bilingual comunidad autónoma, the region faces the challenge to  accommodate the use 

of Catalan and Spanish within a highly politicized environment. While both are offi-

cial languages in this part of Spain, the question of when to use which language in pub-

lic is not free of dispute and discussion. Although superficially this debate seems to be 

restricted to elitist and political circles, it is important to take the cultural perspective 

into consideration with the economical data in order to understand why this particular 

innovation system functions as it does, highlighting important aspects that policy 

makers and scientists have to take into account when recommending action.  

E C O N O M I C  I N D I C A T O R S  F O R  C A T A L O N I A

The Spanish state is divided into 17 comunidades autónomas (autonomous communities), 

representing the level NUTS-2 within the Spanish state. While the Spanish constitu-

tion of 1982 does define the necessary political institutions for all comunidades autóno-

mas, the right of self-government is an option, not a duty. Consequently, the compe-

tencies allocated to either the comunidad or the central government vary between the 

different regions. While some comunidades chose not to use their right of self-

government to a great extent, the Basque country and Catalonia soon implemented 

local governments (in Catalonia: the Generalitat) with relatively wide responsibilities, 
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to underline their wish of auto-determination after the dictatorship of General Franco 

(Encinas 2004: Chapter 4).  

Economically, Catalonia is one of the most prosperous regions in Spain, conveniently 

located on the Mediterranean Sea and serving as a gateway to the Iberian Peninsula. 

During the Franco dictatorship it received considerable amounts of resources for de-

velopment projects to decrease the resistance against the Franco regime. The infra-

structure and successful industrialization of the region was one result of these policies.  

At the same time, all attempts to strengthen or even practice Catalan culture and lan-

guage in public were violently suppressed in favor of a unique and centralized Spanish 

state. With the new constitution in place, the new regional government, the Generali-

tat de Catalunya practiced a process of nation building, articulating a strong regional 

identity as a minority, but without the strive for independence as in, for example,. the 

Basque region in Northern Spain. With the EU accession in 1986, the call for a Europe 

of the Regions has been repeatedly supported by the Catalonian government. (Keating 

2001: 222). 

Apart from its government tasks on the regional level, the Generalitat is prominently 

present in all major cultural events promoting Catalan culture and economy. The work 

of the Generalitat is the most important factor as to why Catalonia can be considered 

a Regional Innovation System in the first place. While administrative divisions within 

countries do not necessarily reflect a sense of belonging and regional self-

understanding, some of the Spanish comunidades autónomas do actively seek to trans-

form the area within their jurisdiction into coherent regions. There is a strong convic-

tion that promoting political autonomy and forging a sense of unity will ultimately 

spill over to the economic sector. (Keating 2001: 220ff). The cohesion of the particular 

region of Catalonia is thus consciously constructed based on history, administration 

and economy.

General State of the Catalan Economy

There are advantages to working with regions which are administrative units within 

their states. Regions with a more or less autonomous regional government get support 

from the nation state and are institutionalized through regional ministries and the 

right to conduct policies within this region. Usually they gather their own statistical 

data to complete (or challenge) the national statistics issued by the national govern-

Regional Innovation System and the Service Sector: The Case of Catalonia

(c) Valentina Thörner da Cruz 53



ment. In Catalonia this task is done by the Institut d‘Estadística de Catalunya (Idescat), 

presenting its data regularly in the Statistic Yearbook and on its website 

www.idescat.net. If not stated otherwise, the data on Catalonia in this chapter is re-

trieved from the Annuari Estadístic de Catalunya 2007. 

Economically, Catalonia has been at the forefront of Spanish industrialization and de-

velopment. In the 19th century, the economic focus was on traditional industries, such 

as clothes, leather, food and beverages, and small machineries industries. During the 

Franco dictatorship, electronics and chemicals came to the front of economic struc-

ture, while the newest developments are consumer electronics, pharmaceuticals, busi-

ness services and information and communication technologies (Santisteban 2006: 30). 

Among Spanish regions, Catalonia is at or near the top of most rankings on competi-

tiveness, economic activity, GDP, and active population. According to the Idescat 

(AEC07/4), the Catalonian GDP in 2006 was 195,284 million Euros, representing 

19.91% of the Spanish GDP. Considering that Catalonia accounts for 15.93% of the 

Spanish population (approx. 7,020,207), the economic activity is above the average 

when compared to other Spanish regions. In a European perspective, the GDP of 

Catalonia per capita (adjusted for purchasing power) in 2006, is 31.5% higher than the 

average in the EU-27 and still a 17% higher than the EU-15 (Spain: 5.3% and -7% re-

spectively). As this data shows, Catalonia’s claim to be Spain‘s most important comuni-

dad autónoma is not  far-fetched. 

In contrast to development in other European regions, the unemployment rate in 

Catalonia has decreased in recent years. While in 2002 10.2% of the overall population 

was unemployed (with 20.3% of unemployment between those aged 16-24), by 2006 

the unemployment rate had been reduced to 6.6%. Young men and women between 

16-24 years are still the most vulnerable group, coping with an unemployment figure of 

14.7%.  (ACE/07/3.32). Although these numbers appear quite positive when comparing 

them with similar regions elsewhere, the picture for employees is not as easy as it 

might look. The vast majority of work contracts are of a temporary nature, which 

means that the relatively low unemployment rate does not represent a high security, 

but rather a higher turnover in workers. Upon completing one temporary work con-

tract, workers might find another temporary work place rather quickly. However, the 

insecurity of whether there will be another work place still remains. 
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In agriculture only 12% of 53,671 contracts in 2004 were not of temporary nature. This 

in itself is not surprising, as the use of seasonal workers is a widespread practice in ag-

riculture. In the industry sector, the picture is slightly more stable, however still 74.4% 

of a total of 81,152 are temporary and in the construction sector more than 4/5ths 

(81.9%) of 340,666 contracts are temporary. The service sector, similar to the construc-

tion sector, includes a 81.5% of temporary work contracts, based on a total number of 

2,242,838 contracts. (AEC/07/3.55). 

This high percentage of temporary work contracts also impacts the salary structure, as 

the average salary for temporary contracts is much lower than for the indefinite coun-

terparts (21,888 EUR/year vs. 13,937 EUR/year), even when controlling for half-time 

and full-time differences. Furthermore, there is a substantial gender gap in salaries, in-

dependent of contracts, which might be due to the absence of national wage agree-

ments as they exist in other countries (AEC/07/5.15). Considering that the average cost 

of living for a household is 24,431 EUR (2004), salaries have to be considered quite low. 

This comparatively low salary structure in combination with moderate labour costs 

apart from salaries, already indicates a clear advantage for the region vis-a-vis other 

competing regions: labour is relatively cheap. On top of the salary, which accounts for 

73.51% of labour costs, another 26.49% goes to taxes and other contributions. On the 

other hand, the general education level of 

the population is average rather than 

high. Only around 15% of the adult popu-

l a t ion ha ve a un iver s i ty degree 

(ACE/07/2.09 and ACE/07/14.32), of 

which 3/4ths live in the Metropolitan 

Area of Barcelona, the main hub of 

economic activity in the region. 

Looking at the GDP divided into sectors 

in Catalonia and in the Metropolitan 

Area of Barcelona, the importance of the 

regional capital is even more accentuated. 

Exhibit 10 shows the differences. While 

the agricultural sector represents 1.8% of 

Catalonia Barcelonés

0%

19%

38%

56%

75%

Agriculture Industry Construction Services

Exhibit 10: GDP in Catalonia and Barcelona (2001) 
divided by sectors. AEC/07/4.07.
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the Catalan GDP, in Barcelona there is no agriculture at all. The industrial sector pro-

duces 27.2% of the Catalan GDP, however only 19.3% of the GDP in Barcelona. The 

construction sector is also slightly more important in Catalonia (5.8% of GDP) than in 

Barcelona (7.8% of GDP). As these three sectors are underrepresented in Barcelona, 

consequently the service sector is more prominent in the Metropolitan region of Bar-

celona. 74.9% of the Barcelonés GDP is produced by this sector (Catalonia: 63.1%). 

The service sector is the most important sector in the region,  and in Barcelonés in 

particular.  

The Business Service Sector in Catalonia 

Despite its importance for the economy, data on the service sector is not even re-

motely as extensive as on industrial activities. Both on the Spanish and the Catalan 

level, the sector has been neglected and/or only partially included in research ques-

tions and data collections. As with many other European countries, Spain, as well as 

Catalonia, only started a regular and complete collection of data on the service sector 

in 2000, thus implementing the Council‘s regulation no. 58/97 (regulating the availabil-

ity on statistical data for enterprise structures in each Member State). Since this date, 

a report on the service sector for Spain is compiled every year, including demographic 

and economic data and offering a general overview of this sector. (Cifras INE 5/2002).

The importance of the service sector is not only visible in its participation in the GDP 

(67.2% in Spain, 63.1% in Catalonia), but also in the employment figures. While on the 

Spanish level  65% of all employees work in the service sector, in Catalonia the per-

centage is 62.3, also slightly below the European average (71% of GDP, 70% of em-

ployment in 2004). However, the service sector is a very diverse one, which has finally 

been recognized by the IDESCAT, which now divides the sector into five sub-sectors. 

Employment within the Catalan economy in 2006 thus reads as follows (AEC/07/3): 

Agriculture 2.6%, industry 23.1%, construction 12.0%, retail and tourism 20.6%, 

transports and telecommunication 6.1%, financial services and B2B services 

12.8%, public administration/education/health care 15.3%, other services 7.6%. 

12.8% of the economy coming from financial services and B2B services does not sound 

too impressive. However, taking into account the bigger picture, mainly that in Spain 

almost 2/3 (60.3%)  of the total revenue of business services is made in Madrid (2000: 

23.9%) and Catalonia (2000: 21.7%), it becomes clear that this sector plays a vital role 
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in the Catalonian economy. Furthermore, most of these businesses are SMEs, usually 

with less than 25 employees, which indicates that these enterprises are unlikely to 

move to other regions, but rather will stay in Catalonia. Any investment in their future 

will thus be an investment in the future of the region. For an overview on the number 

of enterprises when subdividing the B2B service sector, see exhibit 11: 

R&D Consultancies Technical 
Services Marketing Personnel 

Selection 

Firms 679 30412 1103 4903 1010

Establishments 685 31541 1200 5003 1472

Employed persons 5129 91908 5678 21606 71190

Turnover (million €) 334.59 5495.73 324.08 2993.75 1093.79

Expenditures (with-
out salaries) (million 
€)

216.1 2048.26 362.79 2303.63 113.14

Salaries (million €) 172.73 1848.33 106.93 584.11 960.45

Investment into ma-
terial assets (million 
€)

21.87 267.07 25.35 -140.57 4.27

Exhibit 11: Business Services. 2004. Adapted &om AEC/07/ 11.33. 

Consultancies are by far the biggest group within the knowledge intensive business 

sector. This is mirrored in the case study in chapter 4 of the paper, as three out of five 

interview partners represent consultancies, although the difference between consul-

tancy and other categories may blur at times. 

T H E  C A T A L A N  I N N O V A T I O N  S Y S T E M
The qualification of Catalonia as an innovation system is not undisputed (see Riba Vi-

lanova 2001 for a detailed analysis), due to a weak correlation between research insti-

tutions and the economic applicability of research results in the form of patent appli-

cations. However, as shown in chapter 1, innovation is not only about R&D in tech-

nology, nor is it restricted to areas where patent applications are a valid source of 

property right protection. When including process and organizational changes in the 

definition of innovation, the systemic character of the Catalonian innovation support 

system becomes apparent. There is no doubt that the region is a recipient of innova-
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tion policies from at least three levels where responsibilities and competencies are 

sometimes shared and sometimes overlap. Together, the Generalitat, the Spanish gov-

ernment, and the different EU organizations in charge of supporting innovation in 

Europe, put together a unique system of policies within the region, targeting both sci-

ence and technology centers doing R&D, as well as private enterprises in both indus-

tries and services. A comprehensive overview of the Catalan innovation system has 

been compiled by Busom 2006, analyzing in-depth the state-of-the-art innovation in 

Catalonia. She describes the Catalan innovation system as shown in exhibit 12. The 

public system, as well as enterprises are both actively fostering different projects re-

lated to R&D, science and technology. 

The different policies pursued by these different entities are not always balanced and 

mutually re-enforcing, although the Generalitat makes an effort to incorporate Euro-

Exhibit 12: Overview on the Catalan Innovation System. Busom 2006: 26. 
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pean initiatives into its own policies. In the area of innovation support, companies 

may apply for structural funds based on the European Innovation Framework. Fur-

thermore, there is a Spanish Innovation Policy, implemented by the Spanish Govern-

ment in its different provinces, which especially focuses on Research and Develop-

ment. Additionally, the Catalonian Government has recently engaged explicitly in fos-

tering innovation.  

Considering the structure of Catalonia to be foremost dominated by SMEs, the region 

especially qualifies for support under the European Innovation Programme (EIP). Al-

ready in the II and III Framework Programmes, the predecessors of the CIP in 1998-

1991 and 1990-1994 respectively, Catalonia received a considerable amount of support. 

In this period, EU funds were more important than Spanish and Catalan funds for 

R&D activities (Riba Vilanova 2001: 220). However, with the accession of other, struc-

turally much weaker regions compared to Catalonia, the region might need to contrib-

ute more by itself. 

The most important EU tool for innovation support in Catalonia is the regional Inno-

vation Relay Center (IRC). All over Europe there are 43 IRCs in 33 countries to pro-

vide special services for innovation in companies, research institutes and technology 

centers. In the future they will be incorporated into the European Enterprise Net-

work, which, however, is not yet operating.

In Catalonia, the IRC is firmly incorporated into the Centre d‘Innovació i Desenvo-

lupament Empresarial (Center of entrepreneurial innovation and development) - 

CIDEM -   a specialized agency belonging to the Generalitat. As a result, this organiza-

tional aspect leads to a strong interrelation between European and Catalan innovation 

policies. As most policies are promoted and developed in the same center, they have 

more or less the same reach within the enterprise population of the region. Knowing 

about European funding opportunities necessarily includes knowledge about the 

CIDEM’s activities. On the other hand, having access to CIDEM programmes most 

probably results in knowledge of how to obtain European funding. For the Generalitat 

this is certainly a logical development, as the region is on the forefront of the Euro-

pean Movement of Regions, thus having strong interests in good relationships with 

EU entities. On the other side, this relation is also instrumentalized to bypass the 

Spanish national government.
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The third big player in the innovation policy arena is the Spanish government, which 

still retains decisive decision and budget power over many innovation related areas. 

Although the constitution of 1976, marking the transition to democracy, entailed a 

growing influence of the autonomous communities on many policy areas, policies tar-

geting competitiveness remained the sole responsibility of the central government. 

Policies were targeted almost exclusively at industries, as was the custom in Europe in 

that time.  Only in the late 1990s, when the concept of regional innovation became 

latent, the regional governments of many autonomous regions became active with 

their own innovation policies. (Santisteban 2006: 27). These activities would compete 

with the national public research centers (of which Catalonia hosts 21) and technologi-

cal development programmes implemented by the Spanish government since the mid-

1980 in the context of the National Plan for R&D. Considering that Catalonia had al-

ready then received between 20% and 30% of all funding for competitiveness, the re-

gion had a high amount of national influenced innovation policies from the very be-

ginning. (Bacaria 2004: 72f).

The EU Report on Innovation for Spain in 2006 positively remarks the changes with 

the new government, elected in 2004. For the first time the National Plan for R&D 

and Innovation 2004-2007 includes a more or less concerted strategy to coordinate 

different innovative policies on different levels, together with clear incentives for 

companies to innovate independently of their region. The most important project for 

innovation within this Plan is the INGENIO 2010 programme, targeting an increase 

in R&D expenditures and more private sector engagement into R&D in order to 

measure up with the EU15 average expenditure. For enterprises, the entrepreneurship 

programme seeks to incubate and develop new ideas, in combination with a Human 

Capital Programme. (Appraisal Report 2006: iii). 

However, at the moment, Spain is overall investing only 1.06% of GDP in R&D 

(about half of the EU15 average). Even including the national fiscal policies for R&D, 

which allows companies to deduct up to 50% of their taxes for innovation activities, 

the Spanish government is not the first address for Catalan companies when in need 

of support. Public subsidies and funds are half the EU average and most are managed 

in a highly bureaucratic manner, which makes them even more unattractive. (Appraisal 

2006: 3). 
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The main problem of the Spanish innovation approach is the great variety between 

the Spanish comunidades autonomas, both in economic structure and in the level of self-

governance. The different comunidades thus have different needs and different means at 

their disposal to tackle those needs. Sometimes the university system needs support, 

while in other parts the network of SME‘s are lacking incentives, while in other re-

gions the civil service is the weakest link. It is thus very difficult to develop a compre-

hensive innovation approach suiting all needs (Buesa et al 2006). Perhaps the new In-

noEmpresa 2007-2013 initiative can overcome this difficulty. This initiative is planned 

at the national level, however regional governments have a voice from the very begin-

ning. The coordination with the regions is sided by a co-financiation by Structural 

funds and aim at building a comprehensive innovation framework. However, for an 

evaluation it is still too early (Appraisal 2006: 24).

On the regional level, the Catalan innovation policies are concentrated on the Barce-

lona metropolitan area, where most of the relevant organizations and centers are lo-

cated. The city is the focal point of urban and industrial developments, as 70-75% of 

the province‘s population live and work here. Santisteban (2004: 29) shows that within 

a radius of 100-120 km around Barcelona would include almost 95% of Catalonia‘s 

economic activities. As a consequence, most of the innovation policies are targeted at 

SMEs within this region. The annual statistical report of Catalonia also shows that the 

sub-region of the metropolitan area received almost half of all investments (Anuari es-

tatistic 2007: 460) for at least the last three years. In 2007 the Barcelona metropolitan 

area received 1646.36 million Euros out of a total budget of 3675.02 million Euros. The 

remaining amount is divided between the other six sub-regions. 

Legally, under Article 9.7 of the Statute of Autonomy of Catalonia (1979), the Catalan 

government decided to retain the exclusive competencies on R&D, coordinating rele-

vant approaches with the central government. Consequently, regional and national 

policies are both present (as can be seen by the Spanish research centers in the region), 

albeit, with often unclear borders. (Bacaria 2004: 74). 

The first step toward an autonomous innovation policy was the creation of the Inter-

ministerial Commission for Research and Technology Innovation (CIRIT) and the 

Center of Entrepreneurial Information and Development (CIDEM). While the first 

one coordinates all scientific research within the framework of the Generalitat, the 
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CIDEM focuses on industrial development. Hierarchically, it is a part of the Depart-

ment of Industry, Commerce and Tourism, however, it is very independent in its ac-

tivities, which consist mainly of creating and managing a network of laboratories that 

run the technology transfer centers in the region (where also the European Relay Cen-

ters are located). (Bacaria 2004: 74). Over time, the CIDEM expanded its activities 

and today understands itself as the main actor responsible for innovation in Catalonia. 

(Bacaria 2004). However, the two organizations also illustrate Catalonia‘s greatest 

weakness in innovation: the division of scientific research and the entrepreneurial in-

novation, organized through two different approaches, namely the Research Plan for 

scientific research and the Innovation Plan for SMEs. However, since 2005, the new 

Research and Innovation Plan (PRI) managed by the CIRIT tries bridges this gap, 

while the CIDEM focuses its work on the facilitation of European initiatives and the 

development of SMEs in the region.   

The Generalitat and its supporting institutions are participating in and implementing a 

variety of EU sponsored networks and projects, especially in the field of infrastruc-

ture. The semi-public Patronat Català Pro-Europe even goes so far as to represent Cata-

lan interests in Brussels, through its own representatives and a permanent office. At 

the same time, this organization is a direct track for information about EU R&D pro-

grammes to reach the Catalan innovation system (Roller / Sloat 2002: 79). Other sup-

porting measures implemented by the Catalan government offered by the EU R&D 

Framework Programmes are a stronger support of basic research, developing an infra-

structure for research of European interests, support SMEs to be involved in large-

scale projects, and managing the relationship between research and structural funds. 

(Appraisal Report 2006: 24). 

Cooke et al (1997: 482) classifies the strength of innovative regions along their budget-

ary abilities, as fiscal and budgetary independence at the same time increases the in-

dependence within the political system (vis-à-vis the central government). In this con-

text Cooke et al divide the regional spending capacity into 1) decentralized spending 

where the nation states allocates the resources to be spent by regional governments, 2) 

autonomous spending where the regional government can decide by itself where to 

allocate the assigned money, and 3) the authority to impose taxes. Following this clas-

sification, Catalonia is a comparatively strong region in the European context, al-
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though its tax-raising powers are limited. However, complementing its own taxes, 

Catalonia is granted 30% of the income tax (IPRF) in the province since the tax re-

forms in 1994, plus transfer payments from both state and EU funds, which however 

are often directed at specific policy areas. All-in-all, despite more fiscal autonomy 

based on the new Statute of Autonomy from 2006, the ability to manage funds is still 

greater for the Generalitat, than its tax-raising power. Consequently, the Generalitat is 

more likely to shift existing expenses from one sector to the other when one or the 

other sector is deemed to need more investment. Thus, the government department 

(ministry on the autonomous region level) for university, research and information 

services was abolished (2006: 959.58 thousand Euros, 2007: 0 Euros) and the money 

re-allocated toward the department for innovation, universities and enterprises, which 

as a result increased from a mere 140 thousand Euros to more than 1.320 thousand 

Euros, showing a huge increase in relevance of this policy area (AEC/07/12.03). Among 

a total of 17 governmental departments, only 4 other departments (the department for 

social action and citizenship, the education department, the public operations de-

partment, and the employment department) have a higher spending power. 

Innovation is thus now an even higher priority for the Generalitat than before. With 

its two innovation-related organizations, the CIRIT and the CIDEM, the Generalitat 

is offering support to both academia and industry in a very extensive manner. SMEs 

get special attention, as they make up a prominent part of the Catalan economy. They 

are offered a wide range of courses and resources on innovation management, espe-

cially for the industrial sector (Ribera et al. 2002). However, the main focus of the 

government support is to further develop policies proposed by Spain and the EU. At 

this time, the most important instrument to strengthen the innovation system is the 

Research and Innovation Plan (PRI), approved by the Generalitat in January 2005. The 

plan covers the period between 2005 and 2008 and is based on a budget of € 800 mil-

lion, divided between three major instruments: 1) transversal programmes focusing 

primarily on Research support measures and transfer from academia to industry, 2) 

complementary programmes with a special focus on mobility, cooperation and interna-

tionalization on a global and European level, 3) sectorial programmes to enhance suc-

cessful clusters. (PRI 2005: 15ff). 
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The objectives of the PRI place a strong emphasis on the diffusion of R&D results 

and on strengthening the link between academia and industry, in combination with a 

stronger international competitiveness of the RIS. For the individual company, the 

PRI is interesting insofar as under objective 4-7 companies are the explicit target of 

projects fostering the communication and transfer of knowledge between individual 

firms and research institutes, as well as the incorporation of researchers into regional 

active companies. 

The PRI is complemented by the extensive services offered by the CIDEM for com-

panies that need financial and knowledge backup for their innovative initiatives. In-

formation on strategic and innovation management, technology outsourcing and fund-

ing availabilities is available, together with a special programme for young entrepre-

neurs wanting to start their own company. In contrast to the PRI however, this very 

concrete information is fostered by the government, however, firms are expected to 

contribute financially. (CIDEM 2006).

Policy-making in Catalonia is all but a simple measure. At least three different policy-

makers have to be taken into account, namely the Generalitat, the Spanish State and 

the European Union. Sometimes a fourth level of the local authorities might even be 

added. Despite a clear focus on innovation policy, however, the economic framework 

in Catalonia is highly shaped by EU and national legislation, while the Generalitat has 

more influence on welfare and public policy. A more detailed overview on the multi-

level governance can be found in exhibit 13. 

P O L I C Y 
S E C T O R

S T R A T E G I C 
R E G U L A T I O N

F O R M U L A T I O N P R O V I S I O N

Telecommunications EU State State

Employment EU State Generalitat

Environment EU Generalitat Generalitat

Social Protection EU State State

Immigration EU State State/Generalitat

Housing State State/Generalitat Generalitat

Education State Generalitat Generalitat

Health State Generalitat Generalitat

Language Generalitat Generalitat Generalitat
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What has been previously stated now becomes clear: the Generalitat is the main ref-

erence for citizens and SMEs in Catalonia, however, its main strength lays in the pro-

vision of infrastructure previously decided upon in the EU or national government. 

Consequently, it makes sense for Catalonia to substantially invest in its presence in 

Brussels through the Patronat Català Pro-Europe to strengthen its position within the 

province and the nation-state.

Bruesa (2006) differentiates the 

innovation systems of different 

Spanish regions by analyzing 

which actor is most influential 

in the innovation system (ex-

hibit 14). For Catalonia, the in-

novative firms have a surpris-

ingly low role, giving more im-

pact to the overall regional and 

productive environment and the 

universities. However, the  re-

cent data available at Idescat  

(2006) offers a different picture.

In 2004, an overall amount of 12,840 enterprises report to be engaging in innovation. 

32% are investing in internal R&D and 16% use external R&D. Almost all (90%) of 

these firms plan to invest in education, knowledge acquisition and commercialization. 

These numbers represent a growth of 21% of innovative firms in 2002 to 31.7% in 

2004 (Spain: 20.6 and 29.7% respectively). Unfortunately, there is no data available for 

the period where the new RPI was implemented, however, the rising numbers of in-

novative firms may indicated a change in culture with more emphasis on innovation. 

The Catalan Innovation System and the Business Service Sector

Information on how the innovation system reacts upon and toward the business serv-

ice sector is relatively scarce, as the main activities are (usually) focused on industrial 

enterprises doing R&D, working with universities, and/or registering patents. How-

ever, as the chapter on innovation has shown, these measures are only partly appropri-

ate to measure the innovativeness and the effect of the innovation support system on 
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Exhibit 14: Own elaboration based on Buesa 2006: 469. 
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knowledge-intensive business services. Although officially the service sector has been 

included in programmes and initiatives from the EU, Spain and the Generalitat alike, it 

has usually been subsumed to the industrial sector without taking specific characteris-

tics into account. The innovation system, as it has been described by Busom 2004, is 

still very focused on traditional product innovation, R&D support, and the transfer of 

hard scientific knowledge from universities to (predominantly industrial) enterprises. 

Although the CIDEM has opened most of its programmes for the Service sector, or at 

least for those services working with the industry sector, innovation is still very much 

perceived as product-related. This is not only due to CIDEM’s affiliation with the 

ministry of industries or the focus on research in technologies. It is also related to the 

lack of understanding of what business services might add to an economy. In Busom’s 

representation of the Catalan Innovation System, the market is the part of the system 

which is influenced by public entities working with Science and Technology, while it 

has a decisive impact on private enterprises from industries and services alike (see ex-

hibit xx, p. xx). One of these markets is the qualified workforce, which, however, does 

not only depend on science and technology. The current RIS seems to focus much 

more on the other three market segments, including the shift of university activity 

from training towards R&D. A shortage in qualified personnel, however, tends to hit 

service enterprises harder, as their salaries are usually lower than in industrial enter-

prises. 

While innovation-support programmes usually target enterprises and universities, in 

order to increment the quality of the workforce through on-the-job training or spe-

cialized study programmes, Busom highlights another problem of the Catalan labour 

market. The population is either very qualified or lacks basic qualifications. While in 

other European countries between 40% and 60% of the population has a medium 

level of education, in Catalonia only 18% are in this category. 25% are highly qualified, 

while a troublesome 58% have only low qualifications and are thus the most vulnerable 

part of society. For a region thriving for innovation and competitiveness in a global en-

vironment, this is probably more problematic than many other factors and might hin-

der innovative entrepreneurs and firms in their development. (Busom 2006: 129ff). 

Although the official public innovation support does only marginally support the busi-

ness service sector, there has been a recent development that nevertheless creates a 
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positive surrounding for these enterprises: the growing trend to outsource those ac-

tivities not belonging to the core category of many industrial companies. Garcia i 

Inglés (2007) has recently presented a study on the “tertiarization of Catalonia‘s indus-

try”, analyzing this shift in the Catalan economic structure. Following her argument, 

Catalonia is in fact a very suitable environment for small service firms, especially be-

cause of its high industrialization. Her research shows that usually firms outsource to-

ward service enterprises within the same province or even municipality, supporting the 

argument that proximity is of importance for the further development of innovation 

systems. Although Catalan enterprises tend first to out-source those activities which 

are of little added value (such as transport and preparatory steps in production), the 

organization of outsourcing is usually already done with the help of a consultant, such 

as a knowledge-intensive business service. As a result, out-sourcing does not only shift 

employment from the industrial sector to the service sector, it also creates new job 

opportunities in business services, as these tasks are usually realized by geographically 

close firms.  Overall, business services show a general positive trend for job creation 

(see exhibit 15). If this change in business culture should persist, the knowledge-

intensive service sector will increase even more during the coming years. 

As a matter of fact, the service sector is especially receptive to changes in culture and 

reacts positively to a broader recognition of the advantages of innovation. As services 

are delivered in close interaction with the customer or client, this customer plays a de-
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cisive role in determining whether a service will be successful in the end or be a failure. 

Consequently, the cultural traits of the location may play a special role also for 

knowledge-intensive business services. In order to get an overview of this topic, the 

following subchapter will present data and peculiarities which are unique to Catalonia 

and may influence the way firms in the autonomous community do business. The 

analysis of the interviews in the third part will shed further light on these proposi-

tions.

R E G I O N A L  I D E N T I T Y :  T H E  I M P O R T A N C E  O F  C U L T U R E
The qualification of labour and active R&D in universities and private research centers 

is not enough for a region to be innovative, independent of the sectorial characteris-

tics. Although empirical evidence does confirm a role for the region, the key is a cul-

ture oriented toward interaction and communication between actors (see e.g. Rondé 

et al. 2005). These competences need to be spread throughout society, instead of being 

related to only one sector. As relations are foremost spread through language, this is 

one important factor within the regional setting of Catalonia. 

There are three regions in Spain with more than one language. While Spanish is the 

official language for the whole country, there are three regions with regional official 

languages: Galicia, which borders Portugal, the Basque country, which borders France 

in the North, and Catalonia, which borders France in the West. In all three regions, 

language is an important part of cultural self-understanding, although the real use of 

the languages may vary.  The importance of the language has been reinforced through 

a history of repeated political attempts of centralist governments to eliminate the use 

of languages other than Spanish. The last suppression, during the Franco regime, is 

still a vivid memory for older people in all the regions with minority languages, as 

General Franco outlawed all minority cultures in the Spanish territory, inflicting severe 

punishment in case of non-compliance. Since the re-democratization and the estab-

lishment of autonomous regions within the Spanish political system in 1976, the oppo-

site is taking place, with a strong initiative to recover culture and language that had 

been lost during the dictatorship, when a whole generation was deprived of learning 

and using their languages. Due to the language structure, the consequences are much 

easier to cope with for Catalonia and Galicia than for the Basque country. 
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According to the Galician government, almost everybody in the province understands 

and speaks gallego (99.16% and 91.04%), while more than half of the population are 

able to read (68.65%) and write (57.64%) the language. The reason for the general dif-

fusion of Gallego is certainly its linguistic similarity with Spanish and Portuguese. 

Galicia is home to approx. 6.6% of the Spanish population.  

The Basque language has a more difficult situations, as it bears no similarity to either 

Spanish or other European languages. The Basque government thus estimates the per-

centage of the Basque population using the language always or often is at around 9%. 

As the language is rather difficult to learn, its diffusion is not likely to expand much in 

the future, although the government offers free language courses to support the lan-

guage community. Official government information, as well as education, is available in 

Spanish and Basque. 5.5% of the Spanish population lives in the Basque country. 

Catalan then is the most important one of the three regional languages, as 15.5% of the 

Spanish population live here. As a romance language with certain resemblances to 

Spanish and French, it is relatively easy to learn for those who already know either of 

these languages. Additionally, the regional government, the Generalitat, pursues a deci-

sive policy in favor of so-called “language normalization”, including both voluntary and 

coercive measures. The default language when dealing with the authorities is always 

Catalan, although Spanish is accepted on request. The legal background is the Statute 

of Autonomy of Catalonia from 2006 (replacing the Statute of 1979), which signifi-

cantly broadens the support for Catalan. In the 1979 Statute, the government is called 

upon to “create the conditions making it possible for them [the two languages] to 

achieve full equality in terms of the rights and duties of citizens of Catalonia”. In the 

new Statute of Autonomy of Catalonia, approved in a 2006 referendum, Article 6.2 

goes further demanding that “the public authorities of Catalonia shall establish the 

necessary measures to enable the exercise of these rights and the fulfillment of this 

duty [to know both Catalan and Spanish). Consequently, the educational system up to 
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the university level is entirely of-

fered in Catalan only (save 3 hours 

of weekly Spanish lessons). Also, 

public signs often only appear in 

Catalan. On the other hand, the 

government offers Catalan language 

courses free of charge up to a basic 

level, intended especially for immi-

grants from both other Spanish re-

gions as well as other countries.  All 

these  measures lead to a rather 

wide-spread knowledge of the lan-

guage, as shown in exhibit 16. Note the very small difference in language knowledge 

between Catalonia in total and the Metropolitan Area of Barcelona. Considering that 

68% of all foreign residents in Catalonia live in the Metropolitan area, knowledge of 

Catalan seems to be relatively high among these inhabitants as well. The fact that 

about 2/3rds of foreigners come from either Spanish-speaking (Latin America) or 

French-speaking (many African countries) regions, may explain the small difference, as 

it is relatively easy for this population to adapt to the new language 

quickly(AEC/07/2.27). 

However, simply knowing a language does not necessarily mean that it is used in daily 

life. It could be that many people manage Catalan quiet well when they need to, for 

example in the educational system. To document the real use of Catalan, the Idescat 

thus included questions on the frequency and areas of use for both Catalan and Span-

ish into its Annual Statistics (AEC/07/2.37-40). According to this data 50.1% of the 

population report Catalan as being their most used language, while 44.1% use Spanish 

more frequently than Catalan. The remaining 4.7% use both language the same 

amount of time. Catalan and Spanish seem to be equally important in daily life. This is 

also supported by the areas of use of the two languages (see exhibit 17). 

While general knowledge of Catalan is almost the same on the level of the comunidad 

autónoma and the Metropolitan Area of Barcelona, the percentage of the population 

using only Catalan in different areas of life differs significantly, being lower for Barce-
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Exhibit 16. Knowledge of Catalan in the population aged 2 and 
older. AEC/07/15.34.
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lona in all five categories. 

Only 28% of the resi-

dents in Barcelona speak 

only Catalan with their 

f ami l i e s (Cata lon ia : 

37.2%), 16.1% use Catalan 

exclusively with their 

f r i ends (Cat a lon ia : 

24.5%), and 19.5% with 

their neighbors (Catalonia: 29.5%). With study colleagues and work colleagues, the ex-

clusive use of Catalan in Barcelona is 19.3% and 20.7%, respectively (Catalonia: 27.3% 

and 27.4%). Consequently, while the knowledge in Barcelona is as broad as in the rest 

of Catalonia, the use of Catalan as the only language is much lower, which is also a sign 

of the internationalization of Barcelona. 

Two other data are interesting to better understand the extent of difference between 

Spain and Catalonia, the use of Catalan vs. national newspapers and the political di-

mension of a strong or weak identification with the comunidad autónoma. There are six 

journals available in the Catalan language, centering the news coverage on Catalonia 

and its relationship to Spain. These newspapers compete with a variety of national 

newspapers in the Spanish language. Nevertheless, 31.7% of all newspapers sold within 

Catalonia are those Catalan papers, further underlining the importance of language 

and culture in the region. This share has been growing (though very slowly, starting 

from 30.5% in 2002) during the last years (AEC/07/15-29).

Despite the relatively high popularity of the language and the importance of safe-

guarding Catalonian culture, the comunidad autonoma has not suffered from political 

unrest as has, for example, the Basque country. Most political parties represent the 

status quo and despite some minor changes (e.g. more fiscal autonomy) there are no 

secessionist aspirations. Approaches are usually pragmatic and the lack of influence in 

Spanish politics is used as an incentive to engage on the European level (Roller / Sloat 

2002: 4). Only one political party, namely the Esquerra Republicana de Catalunya (Repub-

lican Leftist Party of Catalonia), officially aspires to independence of the so-called 

països catalans of all Catalan-speaking territories, including Catalonia, the comunidad 

Exhibit 17. Use of Catalan and Spanish in daily life. Adapted &om 
AEC/07/15.39. Missing to 100%: no answer. 
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Catalan

Both Only/Mostly 

Spanish

Family Members 44.3 9.0 44.3

Friends 42.3 18.4 37.5

Neighbors 40.1 17.2 41.1

Study Colleagues 45.3 20.3 30.6

Work Colleagues 43.4 20.6 32.9



autónoma of Valencia, a Western strip of the comunidad autónoma of Aragón, the Princi-

pality of Andorra and most of the Southern French département of Pyrénées-

Orientales. Even within a Europe of Regions, this seems to be a dream still far from 

realization. 

Policy-making: Not everything in Catalan is of Catalan origin 
The relationship between the Generalitat and the Spanish government tends to be 

tense where the autonomy of the comunidad autónoma is concerned, as the constitution 

does not explicitly define the division of powers and responsibilities (Roller / Sloat 

2002: 77). This is especially the case in the fiscal area and with cultural questions (e.g. 

the recent introduction of a mandatory third weekly hour of Spanish led to massive 

protests from politicians from all parties). However, while the political discourse often 

focuses on an apparent competition between Spanish and Catalan, the general popula-

tion seems to accept the status quo without much reservation, as long as they are not 

deprived of the right to speak the language and educate their children in this language. 

A clear sign of this development of normalization has been the referendum on the new 

Statute of Autonomy of Catalonia in 2006, broadening the responsibilities of the 

autonomous government. The Spanish constitution leaves the exact design of how to 

use their autonomy to its comunidades autónomas, which allows a re-design of rights and 

duties vis-a-vis the Spanish state (Encinas 2004: Chapter 4). The new Statute declares 

the Catalan people as a nation and expands the rights of the Generalitat concerning 

taxation, selected judicial matters, and the transport system. Although the new Statute 

passed with 73.2% of the vote, the low participation of only 48.9% as opposed to the 

usual participation rate of between 60% and 70% of potential voters, indicates that 

the population is not as keen on the topic as politicians and the media 

coverage.(AEC/07/19.20). 

Language and culture are thus crucial when analyzing the region, as the language is 

recognized as an important part of regional identity. Although it is perfectly accept-

able to speak Spanish, knowledge of the Catalan language might open doors for the 

local population which otherwise would not be there. This also holds true for informa-

tion on innovation policies and market access. 

While the economic sector usually resorts to Spanish as the internal communication 

method, the innovation support system from universities and the local government 
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alike, more often than not, limit their presentation and information services to Cata-

lan. This practice certainly influences information flows among support organizations 

and firms (among all sectors). A very interesting example is the CIDEM, the govern-

mental organization in charge of innovation and competitiveness in Catalonia. While 

on its homepage http://www.cidem.com the general information is available in Catalan, 

Spanish and English, further details on funding opportunities and how to obtain finan-

cial or other support is only offered in Catalan. While it could be argued that this en-

sures a certain advantages for local entrepreneurs, the exclusion of immigrant entre-

preneurs (from abroad, but also from other Spanish regions) might not be the right 

way to foster innovativeness within the region. 

All in all, for local enterprises and citizens, the presence of the Generalitat is much 

more visible than the importance of both Spain and the European Union. The impor-

tance of the latter two is recognized, however, they seemingly have little influence on 

real life. This is interesting information insofar as the first level to turn to for policy 

changes is the regional government. In the case of innovation, the Generalitat seems to 

be on its way to level expectations on influence with real provision of policies. How-

ever, in many other policy sectors (see exhibit 18) the perception of the Generalitat has 

been much higher than its effective influence, while the EU and the Spanish state ex-

ert a relatively high influence without being very present (Brugué 2001: 106). The high 

visibility is accompanied by a high level of trust from citizens living in Catalonia. The 

regional government is perceived as less corrupt and more efficient than its national 
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P O L I C Y 
S E C T O R

S T R A T E G I C 
R E G U L A T I O N

F O R M U L A T I O N P R O V I S I O N

Telecommunications EU State State

Employment EU State Generalitat

Environment EU Generalitat Generalitat

Social Protection EU State State

Immigration EU State State/Generalitat

Housing State State/Generalitat Generalitat

Education State Generalitat Generalitat

Health State Generalitat Generalitat

Language Generalitat Generalitat Generalitat

Exhibit 18: Multilevel Policy-Making in Catalonia. Predominant institutional actors. Brugué 2001: 112. 

http://www.cidem.com/
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counterpart. This might be one reason for the general acceptance of policies coming 

from the Generalitat in contrast to initiatives from the nation-state. (Keating 2001: 

223f). 

One reason for this misperception might be the communication of many services in 

Catalan, which somehow conceals the real author of certain policies. However, the 

Catalan language is not only a governmental issue. The local Chambers of Commerce, 

different networking organizations and the worker’s union recruit their members and 

activities, with few exceptions, from the Catalan-speaking part of the economy. The 

Spanish-speaking offers are usually promoted by nation-wide networks (e.g. 

neurona.es, a professional online networking tool), which focus on Spain as a whole 

and do not hold special interests in one region or another. While this does not have a 

negative impact on Catalonian innovation, it might lead non-Catalan entrepreneurs to 

ultimately invest their ideas in other communities, resulting into a loss of expertise for 

Catalonia. 

Despite the certain restriction of flow of information, the language also includes a 

positive, identity-forging aspect. Insisting on Catalan does not only lead to an exclu-

sion of non-Catalan speaking individuals, it also has a strong inclusion aspect as the 

common language strengthens trust and loyalty between its users. Native speakers as 

well as second-language users are making a joint effort to keep the language alive, 

which may be recognized as especially trustworthy behavior.

The topic of inclusion and exclusion will also become apparent in the case study, 

which will be presented in the next chapter. It should be expected that language, as 

one crucial ingredient of location and culture, is especially important for small enter-

prises in the business service sector. Working directly with clients from the region and 

offering individualized services, the results are dependent upon a successful flow of 

information between both the service provider and the contracting client. Combining 

this topic with an analysis of how individual business services perceive their work 

within the comunidad autonoma of Catalonia, some conclusions will be possible when 

assessing the initial hypothesis: small business service providers benefit more from 

general support of the whole system than from directed programmes, which might not 

fulfill their individual needs.
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Voices of the Business Service Sector
As mentioned before, Europe’s future lies in the prosperity of its small and medium-

sized companies. Its future will most likely be especially marked by a growing service 

sector with a special emphasis on the knowledge-intensive service sector. For policy 

makers it is thus of rising interest to understand how this special part of the service 

sector can be supported, or at least not hindered, in order to prosper and influence the 

economy as a whole in an advantageous way. 

In general, a working support structure for SMEs is deemed to be more effective to 

enhance regional development than targeting multi-national and very big companies. 

Smaller companies usually have stronger roots within the region and are not likely to 

move quickly to other locations, even though labour and/or production costs might be 

lower elsewhere. Smaller firms are often more embedded in regional networks and 

have strong links with other local or regional firms, be it as clients or as providers. Al-

though the internet potentially offers the possibility to maintain these links even after 

a relocation, the personal contact is not to be underestimated. This personal contact is 

especially relevant for smaller firms where the founder is still guiding the develop-

ment. As Tidd et. al (2001) point out, usually those who found a new company rely on 

the support of family and friends more than from incubators or business angels. Geo-

graphical proximity to these non-business-related, yet crucial contacts, is thus another 

reason for smaller companies to be less likely to move easily. 

When it comes to policy design however, the needs of small companies are much more 

difficult to asses. While medium-sized companies already possess a critical size of car-

ing for strategy and innovation, perhaps even embodied in a strategic or analytic de-

partment, smaller companies are often very absorbed in their daily business as to care 

for implementing a conscious innovation approach, with or without support offered 

from the outside. However, it might be especially the smaller companies that could 

take advantage of support programmes for their future development and competitive-

ness. 

The main question for policy makers as well as scientists should thus be the concerns 

of small companies rather than relying solely on numbers and R&D indicators. Al-

though some knowledge-intensive business service companies do engage in R&D, this 
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is usually not their main concern, especially in the case of consulting firms. Probably 

the quality of the workforce as a crucial resource, and the use of innovative manage-

ment practices in this highly competitive sector are of more importance than the use 

of R&D and patent applications. 

If official numbers on R&D and patent applications do not shed enough light on po-

tentials and risks of small consulting companies, new ways of finding information need 

to be identified. One approach to open up questions and topics for further investiga-

tion is the use of semi-structured qualitative interviews with selected representatives 

of small firms from the chosen sector. Open questions with a focus on how to cope 

with an accelerated market and abundant competitors are the main issues behind the 

research interviews done for this paper. The following sections will thus present a 

comprehensive analysis of five selected interviews, in order to get an in-depth under-

standing of some of the underlying logics that are present when small enterprises are 

presented with the prospect of innovation.

Service innovation is extremely difficult to measure, as both inputs and outputs are 

often intangible, and hard numbers are difficult to come by. Consequently, for this pa-

per, an alternative approach has been chosen in facilitate the understanding of how 

small firms integrate into the innovation system in and around Barcelona. The previ-

ous chapters have shown the difficulties of evaluating innovation in services and con-

sequently the impact of factors external to the individual enterprise. The qualitative 

approach is thus a way to get an impression of what might be important for the com-

panies in question. The findings may then serve as a starting point to formulate new 

research questions for the future. This means that these findings are not representa-

tive and should not be used to extrapolate on the entire KIBS sector in Catalonia. 

However, the analysis of individual innovation strategies might shed light on the 

weaknesses and strengths of the existing system. 

M E T H O D O L O G I C A L  C O N S I D E R A T I O N S  
The past chapters represent an up-to-date appraisal of existing data and analysis of the 

region of Catalonia. With reference to recent extensive studies organized by CIDEM 

together with important universities from Catalonia, at this point the gathering of 

more classic data, or issuing another quantitative questionnaire would not have yielded 
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substantial new information, especially when considering time and resource restraints 

of a course conclusion paper. To contribute to the growing interest in the service sec-

tor despite these limitations, the methodology used in this paper is explorative and for 

an economic/political topic perhaps even innovative: based on selected qualitative and 

semi-structured interviews, the above presented general data can be measured against 

the particular perception of small enterprises. This method is especially suitable when 

trying to explore new research fields and understanding the research topic from the 

inside. (Patton 2002, p 248). 

The interview consists of six open questions in combination with some general infor-

mation on the enterprises themselves. The format of a semi-structured interview has 

been chosen to prevent the interviewees from simply repeating popular innovation 

phrases used in government publications, to instead reflect on what innovation and 

competitiveness mean for their own firm. The semi-structured interview thus gives 

sufficient guidance to explain the crucial questions, without offering desirable or unde-

sirable answers, encouraging the interviewee to include his or her own point of view. 

The six questions in the questionnaire are all concerned with innovation/ competi-

tiveness of the firms in combination with the company‘s own strategy and the percep-

tion of the province of Catalonia as a supportive or indifferent actor. All questions 

have on deliberately been formulated as open-ended as possible, asking for processes, 

reasons and argumentation instead of permitting binary yes/no answers. Although this 

results in more difficulties for interviewees to answer the questions on the spot, an-

swers tend to be more carefully phrased and explore the different aspects of innova-

tion in new ways not present in company leaflets and numbers. The complete ques-

tionnaire can be found in annex 1. It was available in Spanish and English, as the inter-

viewees could choose the language of the interview.  

The most important part of organizing interviews is always the selection of suitable 

interview partners. For the present project the aim was to find approximately five in-

terview partners from small consultancy firms based in Catalonia that perceive them-

selves as successful and/or innovative in the regional market. The companies should 

have more than 10, but less than 25 employees in order to comply with the EU defini-

tion of small enterprises (Recommendation 2003/361/EC). Although the EU definition 

includes companies up to 50 in the group of small enterprise, for the current paper 
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this number has been reduced in order to get a more meaningful sample for the inter-

views. Certainly, business service firms often remain small as they cannot enhance effi-

ciency through economies of scale, which exempts them from any obligation to grow 

for survival (Pilat 2001: 32f). 

Furthermore, the companies should be older than 5 years, to ensure they passed the 

threshold of five years of existence, which is usually considered to be the decisive pe-

riod after which a company can be judged to be established in its market. The selected 

firms should be working as consultancies in the B2B market, independently of weather 

their clients are SMEs themselves, or big companies. All companies were required to 

have their headquarters in the province of Catalonia, however, other subsidies were 

not a reason to exclude the company in question.

Interview partners should be in the company for at least three years to ensure a thor-

ough knowledge of the company‘s goals. For a pre-selection, the online network 

XING was used to locate 25 potential interview candidates, who were selected based 

on the firm’s characteristics and their position within their companies. All candidates 

were then contacted via email, explaining the purpose of the interviews and asking for 

an interview of about 30 minutes. All interviews would be taped and a transcription 

submitted to the interview partners for authorization. The questions were not submit-

ted with this initial email. 

After about a week, a follow up phone call was done, eliminating some potential can-

didates due to difficulties with scheduling the interview within the next month, or due 

to the fact that the interview was to be taped. However, the latter was a decisive tool, 

as only an attentive transcription of the interview for further analysis would allow the 

required level of detailed information. Furthermore, the repeated examination of the 

written interview versions can possibly reveal aspects which would have been lost if 

only a verbatim of the 20-30 minute interviews was available, which as a matter of fact 

would have included only the points of immediate interest for the interviewer, possi-

bly leaving out other interesting aspects. 

Finally, five interview partners were found, meeting the requested characteristics. Only 

one of them asked for the interview questions beforehand, in order to prepare the in-

terview questions. However, this did not have a significant impact on the interview 
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itself. All others agreed to answer the questions without further preparation, as they 

would have the chance to see the transcript of the interviews for authorization before 

further use. The interviews took place between July 11th and July 23rd 2008 and were 

conducted either in the company offices or in public spaces. All interviews were con-

ducted in Spanish. The transcriptions where sent to the interview partners a week af-

ter each interview, however, apart from some clarifications on programs or places, no 

changes were made to the transcriptions.     

As planned, the companies all belong to the business service sector, working as consul-

tancies for other businesses. In detail, consultancies from the following sectors were 

represented: 

• Marketing and Internet

• Innovation Services

• Innovation and Communication Technologies and Business Strategy

• Corporate Event Management 

• Human Resources

The interview partners all belonged to the management of the respective companies, 

thus having a deep insight into strategies and past developments. The interviews lasted 

between 17 and 32 minutes, all answering the same six open questions (annex 1), how-

ever putting their own emphasis on different aspects. 

P R E S E N T A T I O N  O F  T H E  C O M P A N I E S
Before presenting the in-depth analysis of the interviews, a short presentation of the 

five companies will help the reader to better understand the later development of the 

chapter. The presentation of the companies will be based on their self-portrayal, which 

can be found on their respective websites2. These self-descriptions are valuable insofar 

as they offer a clear picture of what each company wants to transmit of itself and how 

they present their services to potential clients. Although all companies emphasize the 

importance of referrals of new clients through their loyal customers, the internet pres-

ence is nevertheless seen as an additional tool for potential clients to inform them-

selves about the services before getting in touch with the individual company. 
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The marketing and business consultancy, coded MBC1 offers its website in Spanish 

only, although the Catalan and English version are in the making. The official company 

slogan is “What you imagine, we make reality“, already hinting at their versatility in 

adapting new technologies and working outside the ordinary. The website gives a gen-

eral overview of the services offered as well as some references of past and present 

customers. The user may get in touch with the founders or visit one of the offices in 

Barcelona and Madrid, while the website does not indicate that Barcelona is the main 

office with only the technical director being present in Madrid. 

The two core businesses of MBC1 are the area of marketing and communication, and 

business consultancy. For both working areas, the website offers eight examples of ex-

pertise in order to show their creativity and possibility to adapt their offers to each 

client‘s needs. While during the interview, the company was presented as especially 

interested in and driven by information and communication technologies (ICTs), the 

website conveys the reassuring message to potential clients that they will find a solu-

tion to whatever communication or business problem, without recurring on standard-

ized solutions. The word innovation is consequently not an official part of the web-

site‘s vocabulary however, the one-and-only approach for each customer does convey 

the idea of new and innovative solutions for each task. 

The second company, coded as IC2, works as an innovation consultancy providing 

services around innovation and technology.  As in the case of MBC1, the website in-

cludes a presentation of the company. Furthermore, it offers a database for clients and 

interested companies and researchers on and around the topic of technology and in-

formation. Including information on innovation management, fiscal advantages, and 

funding opportunities, the site creates a knowledge base to help potential clients de-

fine their needs before even officially getting in touch with the company. Regarding 

their mission, IC2 offers support for companies, entrepreneurs, and public institutions 

to implement innovation management into the company‘s strategic focus. This in-

cludes the implementation of technological tools as well as management techniques to 

ensure a sound innovation management and funding. Through regular updates with 

news on local projects and opportunities, the site is thus also a resource which encour-

ages site visitors to check back from time to time to see what news have been added. 
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The default language of the site is Catalan, as the companies main market is Catalonia 

and the Balearic Islands. The user however may switch to Spanish or English, although 

in this case not the whole content will be available in these languages. This already 

highlights that most of IC2‘s clients are from the Catalan-speaking region or at least 

have a passive knowledge of the language. 

TBC3 is a consultancy focusing on business, technology and innovation. They are pre-

sent in both Barcelona, Spain and Torino, Italy. The website is available in Spanish, 

Catalan, English, Italian, and has been translated recently into Russian, as the com-

pany plans to expand into the Eastern European market. The company is divided into 

three main areas: strategic and business consultancy, information and communication 

technologies, and innovation and sustainable development. However, these three areas 

are not presented as individual working fields, but rather as part of an inclusive offer to 

clients. Clients are encouraged to take advantage of all working fields, although they 

might start off contracting only one area. 

Although  with as equal a focus on innovation as the previously described IC2, TBC3 

has a much more international focus, working foremost with multinational companies 

from Spain and Italy in the whole world. Long-term relationship between TBC3 and 

its clients are highly valued, and they are sustained through the integral approach of 

the three working areas, which allows the company to adapt to changing needs of their 

clients (e.g starting organizing a business strategy, going on to implementing new ICT 

and then working on innovation management). 

The fourth company to be included in the sample is EMC4, a consultancy firm for 

event- and marketing management. Their website is available only in Spanish. This is 

an interesting detail, as this company also focuses on big multi-national companies, 

offering a specialized service in organizing thematic events, such as conventions, 

product launches, and employee motivation. Taking advantage of new information and 

communication technologies, this consultancy firm creates and manages experiences 

for their clients to add emotions to their work. They describe their work as innovative 

in the sense that they come up with ideas and proposals the client would never have 

thought of, as they have the capacity to focus on details while not missing the bigger 

picture. When organizing an event, EMC4 will be involved from designing the com-

munication pattern and medium through managing and realizing the event until the 
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final evaluation. Their role is not as much to foster innovation itself, but rather to help 

their clients translate changes into something positive for their partners, customers, 

employees, and others. As change is not always easy to implement due to resistance 

from inside an organization, EMC4 offers to ease this resistance through positive ex-

periences. 

The fifth consultancy firm may be classified as a classic business service. HRC5 fo-

cuses on human resources and recruiting. The main office is based in Barcelona, how-

ever they also have a small subsidy in Madrid. The website is available in Spanish as 

well as English, underlining their global approach. While other consultancies in this 

field may focus on both human resources developing and recruiting, HRC5 has strate-

gically decided to excel in recruiting, while leaving the later development to others. 

The website places special emphasis on a competent workforce, claiming that all con-

sultants have a thorough knowledge of different sectors to ensure a deep understand-

ing of the necessities of each of their clients. The extensive network of contacts and 

potential candidates helps to ensure a quick presentation of adequate profiles to each 

client. Furthermore, instead of focusing primarily on CV and work place requirements, 

the company culture and the personal preferences of each candidate are analyzed to 

ensure a perfect match between candidate and the new job. As well as in all the other 

consultancies presented in this case-study, HRC5 also offers a general service to its po-

tential clients which is than tailored to their special needs. 

A N A L Y S I S  O F  T H E  I N T E R V I E W S
The five semi-structured interviews included six questions, which were posed to all 

interview partners. Taking into account the evolution of the interview, some clarifica-

tions were added in the course of each question. After completing the interview ques-

tions, some general data was asked for, which, however, did not require an extensive 

answer (such as the percentage of employees with a university diploma). The ques-

tionnaire can be found in the annex. This additional information was initially not 

planned to be taped, however, after the first interview included some more valuable 

information on workforce strategy triggered by the question on university degrees, the 

remaining interviews were taped from beginning to end of the individual meetings.
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Regarding the content, the six questions can be grouped in three main areas, mirroring 

the three pillars of the innovation approach, as described in the theoretical part of the 

paper: the firms‘ approach to the economic setting in Catalonia, the role of the sup-

port system as part of the political framework, and the cultural surroundings manifest 

especially in the language discussion. Consequently the analysis of the interviews will 

focus on these three categories. First, the competitive strategies including the work-

force policies of the different companies will be discussed. Second, we will have a 

closer look at the relation to the political framework and the support system, and 

third, the cultural background and reason for the regional preference will be analyzed. 

Competitive Strategies: the One and Only

The five interview partners represented five different consultancies, each focusing on 

helping their clients optimize one special part of the management process (marketing, 

innovation management, technology and business management, change management, 

human resources), without pretending to do any more than this. Thus, when analyzing 

the individual competitive strategies of the five consultancies, there are some shared 

strategies and traits which are present in all of them. These strategies can be divided 

into the following areas: 

• organization of work flow

• human resources strategies

• relationship with customers or clients

• incorporation of information and communication technologies

Different from manufacturing companies or firms offering a standardized service, 

these consultancies do not have a regular work load which can easily  be planned or 

anticipated for the future. On the contrary, work is project oriented, depending on the 

current amount of customers and projects-in-progress. This includes that they need 

always keep in mind the acquisition of new projects with already known clients, or 

getting in touch with new potential clients. As EMC4 points out, this includes that 

when deciding between devoting resources to look for government services and invest-

ing these resources in the acquisition of new projects, the latter might be much more 

predictable. The internet presence of all companies is one tool to present their serv-

ices to the broader public, however, most new projects are initiated with already exist-
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ing clients who have been very satisfied with the work done in the past, or with new 

clients who have been referred to the consultancy by an already existing client. The 

careful adaptation of solutions to each client‘s exact needs is part of this overall work-

flow management. As the exact number of projects for the future is unknown, the de-

velopment of existing projects varies from client to client. Services are highly person-

alized, giving the client the additional advantage of a fully integrated solution into the 

already existing structure. 

The second factor in common is the importance of the work force as a crucial re-

source. As opposed to manufacturing companies, these firms cannot replace labour 

through machines, nor outsource it to other companies, as the employees are one of 

the reasons for the success of the five firms. All of them have a very high percentage of 

highly-qualified personnel with university degrees (varying between 75% and 100% of 

the total work force), and all of them invest in further training for their employees, at 

least in the area of language training. Additional measures may be in-house training to 

develop and further knowledge of existing tools and methods, or the funding of op-

portunities to participate in courses at universities or other entities. All companies 

recognize that the qualification of knowledge of their employees is ultimately the rea-

son for their clients to stay with them. Thus, employees are constantly encouraged to 

search for and update their qualifications to increase the overall value of the compa-

ny‘s offer. 

This is connected to the management of the relationships with existing clients. In all 

interviews at one point or the other, the long-term character of the relationship with 

many clients was highlighted, based on values such as trust, confidence, truthfulness, 

loyalty. The relationship with the client does not end with the conclusion of one pro-

ject, but hopefully is continued with a project in a related area either directly following 

the initial project, or taking up renewed commercial relations after some time. This 

entails a higher importance for both networking and personal relations with each cli-

ent. Apart from impressing clients with the service delivered, the human interaction 

needs to be as professional and trust-generating as possible. Only a relationship based 

on genuine trust in combination with high-quality services will generate future con-

tracts. 
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A fourth common area among all five consultancies is the incorporation of informa-

tion and communication technologies, however, the importance and use of these 

technologies might vary. While MBC1, IC2 and TBC3 directly draw their reason for 

being from the use of internet, software adaption, and support for the implementation 

of these ICTs, EMC4 and HRC5 use ICTs as an additional differentiation factor to 

facilitate and optimize their work. While the other three firms use ICTs as constitu-

ent for their self-understanding, these two understand technology as easing day-to-day 

work without interfering too much with the work itself, which is not directly depend-

ing on applying software to clients. 

Summarizing these findings, it becomes clear that small service consultancies have to 

master the uncertainty of individual, project-driven workloads in combination with 

direct impact of the client‘s likes and dislikes in their daily performance. Clients do 

not simply order a service, wait for its completion, and then pay. On the contrary, the 

client is included at every stage of the evolution of the service to ensure an appropri-

ate fit and to detect possible further project opportunities. This might be the reason 

why in most cases, the strategic planning is done by the founder and/or CEO. These 

decisions are very sensible and important, which implies that the owners would not let 

anybody else do this job. Only TBC3 has already developed a more formalized strate-

gic platform, triggered by the need to optimize shared resources between the Spanish 

and the Italian subsidies. As the other consultancies are active only in the Spanish 

market, they do not need a decision organ combining different realities, for example 

when applying for the ISO 9001 certification for both countries at once. 

Another difference is the use of freelancers to support peaks of project work. Out of 

the five companies, only two would regularly contract freelancers to support the fixed 

core team: MBC1 and EMC4. The other three would rely on their regular workforce, 

partly because the workload would not peak as much throughout the year (HRC5), and 

partly because the profile of the employees is too specialized. TBC3 and IC2 both hire 

almost only university graduates from technical careers, a profile which is not always 

easy to find. As TBC3 furthermore requires its workers to have experience working in 

relevant industrial sectors, they are better off to secure these employees for themselves 

than risk to loose them to other firms. Hence, a fixed work contract. For IC2 the 

situation is very similar. Hiring people from technical careers, they need to invest in 
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training in innovation management for these people. To ensure that these investments 

pay off in the future, the employees are offered a fixed contract. To cope with peaks in 

demand, however, EuropeInnova offers internships for university students. As their 

headquarters is conveniently located near the university, they can take advantage of 

the students who need to do a mandatory internship or want to have insight into the 

consultancy business. 

MBC1 and EMC4 are thus the two companies which regularly use the help of free-

lancers to cope with peaks in demand. EMC4 prefers to speak of subcontractors when 

talking about technical and educational support for their outdoor activities and corpo-

rate events. As EMC4 is in charge of organizing these events, it is their responsibility 

to find a suitable instructor for the more adventurous activities, such as rafting and 

mountain climbing. Although these instructors are not officially part of the company, 

EMC4 tends to work with the same subcontractors at each event in the same region, 

in order to ensure a certain level of stability for these freelancers. The idea behind this 

regular work is to ensure both motivation and stability for these workers. Somehow, 

EMC4 is thus reproducing the relationship between itself and its clients, as they also 

work together with many of the multinational clients on several different occasions. 

MBC1 has a slightly different approach to EMC4. The main profile of freelancers is 

different programmers for programming languages (as C++, php, and others). For stra-

tegical reasons, the founders of MBC1 have decided to stay with a 10-person core unit, 

while outsourcing different programming tasks. Similar to EMC4, MBC1 also repeat-

edly works with the same freelancers repeatedly, preferring stable relationships while 

not taking over the responsibility of retaining unnecessary workforce in case of low 

demand.  However, MBC1 does offer almost the same training opportunities to its ex-

ternal partners as well as to its direct employees. As it is also in their interests to be 

able to work with highly-qualified freelancers, they sponsor courses and training in 

new software developments. This gives MBC1 the flexibility needed in a quickly 

changing market with evolving necessities (like new program languages) and changing 

customer desires. As the internet business evolves, MBC1 is forced to adapt its work-

force sometimes quicker than an individual person can update its knowledge, thus it is 

safer to work with freelancers.  
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Whether in need of qualified freelancers, or a special highly qualified work force; all 

five companies have voiced their concerns about finding suitable workers. While in the 

internet business the main disadvantage is that software and computer languages are 

faster evolving than the university system can keep up with, others are concerned 

about the small number of technical career graduates. Consequently, this is the one 

field, where policy could make a definite difference in the development of these small 

consultancy companies. 

Policy - Self-reliance is the name of the game

While questions about competitive advantages and their specialty vis-a-vis the market 

resulted in detailed and lively answers, the questions about the general support system 

and relations with the policy area were answered with much less fervor. This is already 

the first indicator of a lack of integration between these consultancy firms and the 

general innovation system. The five firms included in the present sample can be di-

vided into two groups. The three consultancies working with ICT and innovation in a 

direct way are well aware of support structures of the European Union and the re-

gional and national government alike, while the other two are either not interested or 

not aware of something like an innovation support system. Both HRC5 and EMC4 

have never heard of any support schemes whatsoever that would be interesting for 

their field of work. Concerning indirect matters, such as the general policy framework, 

both would prefer a more interdisciplinary university education of graduates, and a 

regular update of university curricula. Especially where software is concerned, univer-

sities seem to lack the implementation of new developments into their standard cur-

ricula.  

For EMC4 the general framework is characterized by over-regulation when comparing 

event management to other sectors.  They have heard about support for small enter-

prises, however, after an initial interest, the company decided to use resources for the 

acquisition of new clients instead of trying to present a project to a government body. 

The bureaucracy, in combination with a certain lack of transparency and the perceived 

competition with industrial companies, have led to a general disinterest in offers from 

an official policy side. EMC4 is more concerned with the qualification of the labour 

force in Catalonia and the lack of labour mobility within Spain. The ongoing competi-

tion between the autonomous regions, e.g. Madrid and Catalonia, for multinational 
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companies further deepens this mistrust. When working with or for government insti-

tutions or related bodies, there always seems to be the risk of political instead of 

economically-sound decisions. This mistrust in official government bodies, both at the 

regional and national level, might be due to a certain discourse of rivalry between gov-

ernment parties, regions, and decision makers in general. This will be further discussed 

in the next subchapter.

MBC1, IC2 and TBC3 have had experiences with support programs, especially funding 

opportunities, although not all of them have been successful in the application proc-

ess. IC2, the innovation consultancy company, as a matter of business, has lots of ex-

perience with support programs. As their main work focus is the support of other 

companies to use the official support options, the consultancy is always up-to-date on 

opportunities and new programmes in the field of innovation support. It is thus inter-

esting to find that both IC2, TBC3 and MBC1 see the same difficulties when it comes 

to support schemes for small service companies, especially from the consultancy sec-

tor. First of all, there are no programmes exclusively designed for this sector. On the 

contrary, sometimes they are even excluded from presenting their projects as there are 

programmes only for manufacturing firms. Whenever the call for projects is open to 

service companies as well as industrial companies, the competition is very difficult to 

overcome, as the decisive body who ultimately offers the grant is usually not very fa-

miliar with the service sector. As both TBC3 and MBC1 point out, “if we had our own 

software product, this would be different“. Apparently consultancy firms are trapped 

between not offering a totally standardized product or service, and not offering inno-

vation by themselves. Rather, their work is to help other firms implementing solutions 

which are already there, but which have to be adapted to the concrete circumstances. 

Consultancy firms could thus be considered midwives for innovation and successful 

management, which however is not considered in any support schemes. Furthermore, 

those funding opportunities that do offer funding for service industries, are usually co-

financed to a very high percentage which makes it unlikely for companies to invest re-

sources for an application process with very uncertain outcomes. 

While IC2, as an expert in innovation support schemes, is more concerned about bias 

in decision making faced by service companies (“industrial projects are technically 

more beautiful“), TBC3 and MBC1, as well as EMC4, criticize the lack of transparency 
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in decision making. While officially European initiatives are seen as rather reliable, 

both the national and the regional level are considered highly in-transparent, led 

rather by political than economic considerations. This underpins the reluctancy to 

even look for information on supporting schemes that could be interesting for busi-

ness services. It seems that besides suitable programmes and a transparent decision 

making processes, a general strategy is needed to inform service companies that inno-

vation is important and that their initiatives are also worth getting support. However, 

this also needs to entail a new analysis of how to evaluate the role of business services 

in the innovative process. While they might not invest much in R&D to develop new 

software products or production methods, their crucial participation consists of help-

ing others to innovate. Through facilitating change management, the implementation of 

new management software systems, innovation management and committed long-

term employees (in a country where only 20% of all employees have an indefinite 

work-contract (Annuari Estadtisic), business services do have an important share of 

the innovation capacity of a region. TBC3 points out how this would be an important 

topic to include in analysis for further advancement of innovation policies in Catalo-

nia.

Glocalization - The role of the Region

The preceding subchapter has shown that the policy support offered in Catalonia only 

plays a marginal role for business services in the region. The profound mistrust toward 

government agencies and support bodies does not offer a sufficient explanation for 

Catalonia’s relatively high score when compared to other Spanish (and even European) 

regions. Two other questions were thus aimed at finding out the reasons to choose this 

region rather than another one, which typically would be Madrid. Almost 40% of all 

business services registered in Spain are either located in Madrid (19.7%) or Catalonia 

(20%), while 57% of the turnover in this sector is generated in these two comunidades 

autónomas (35% in Madrid, 22% in Catalonia), leaving the remaining amount to be di-

vided between another 15 comunidades autónomas (INE 2008). 

Interestingly, the main answer of all five companies was foremost personal reasons of 

the founder(s), such as family situation, followed by the high quality of living in Cata-

lonia, and especially the metropolitan area of Barcelona. The founders, including most 

of the employees of all firms, are from the region, which entails a strong bond with 
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and knowledge of the local situation, plus the advantage of a network of friends and 

family. As summarized by Tidd et all (2002), these are crucial resources when founding 

a company, as especially during the first years the entrepreneur will draw on his/her 

personal network to achieve success. For Catalonia this might mean that the region 

has a higher amount of entrepreneurs than other regions, as the region did not attract 

these entrepreneurs from elsewhere, but rather triggered an entrepreneurial behavior 

in someone already present in the region. The sample of firms analyzed for this paper 

is much too small to extrapolate these conclusions.  However, it might be an interest-

ing question for further research, whether or not there is a cultural trait such as entre-

preneurship which is more manifest in some regions than in others.  

Certainly, once the company is established in Catalonia, it is likely to stay. As soon as 

valid networks are established, the acquisition of new clients is successful to a point 

that word of mouth propaganda is up and running, then the company is unlikely to re-

locate, not even to the ever competing region of Madrid. Some of the companies have 

decided to set up a subsidiary in Madrid to mark their presence vis-a-vis multinational 

companies that prefer to have their headquarters in the capital. However, these sub-

sidiaries are usually small, offering work for 1-3 employees (MBC1, HRC5), or they are 

only a possible strategy for the future (EMC4). All recognize that Madrid is the more 

dynamic surrounding, however, also with more competition. The headquarters of cli-

ents who are usually in charge of financial decisions for their subsidies in Catalonia, 

are usually in Madrid. Nevertheless, the unique mix of quality of life, technological 

leadership in Spain, and a comparative high amount of multinational companies, 

makes Catalonia still a little bit more attractive than the Capital. 

EMC4 points out, that Catalan enterprises still have the advantage of national preju-

dices, which in this case work in favor of the Catalan economy. Catalans are seen as 

“more European“ than other firms from Southern or central Spain. Values such as qual-

ity, dedication, and efficacy are automatically ascribed to entrepreneurs from Catalo-

nia, which also opens doors elsewhere. On the other side, Catalans are also seen as se-

rious, quiet and not very friendly, however, for economic transactions, this seems to 

work in the region’s favor rather than against it. 

Another difference between Madrid and Catalonia is the accessibility of potential cli-

ents. The root of the above mentioned “seriousness“ of Catalan enterprises might be 
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due to a more cautious treatment between each other. MBC1, with its technical office 

in Madrid, yet the core business in Barcelona, points out that it is much more difficult 

to get into a Catalan enterprise. However ,once in economic relations, the relationship 

is likely to be long-lasting and highly likely to generate more projects.  

In the end, however, it is the personal preference of the owner that guides the final 

decision of where to locate each consultancy. Personal networks, economic networks, 

and a high quality of life, which might attract high-qualified personnel despite  com-

paratively lower wages are all reasons to stay in Catalonia, once the main office is set 

up in the region.  Whenever high-qualified and contested (?) employees are sought,, 

the location is one advantage used to attract human resources. The newly imple-

mented high-speed train connection between Madrid and Catalonia via the AVE, re-

ducing the trip from central Barcelona to central Madrid to 3 hours, further encour-

ages people to stay in Catalonia, even though business contacts to Madrid might exist. 

HRC5, which opened a subsidiary in Madrid to keep in touch with its clients from the 

region, is even reconsidering this small office, as new technologies close the gap be-

tween real and virtual presence via video conference. 

Apart from the availability of necessary resources such as a qualified workforce, poten-

tial candidates (HRC5) or providers (EMC4), Catalonia is marked by another specialty 

within the Spanish territory. The comunidad autonoma has two official languages: Cata-

lan and Spanish. While the political discourse is marked by a constant rivalry between 

these two languages, the interviews indicate otherwise. Unanimously, the five inter-

viewees consider the Catalan language to be an additional tool which facilitates com-

munication with Catalan-speaking clients, however, in the same amount as English 

helps with international clients. IC2 and EMC4 conduct their business almost exclu-

sively in Catalan, if the client does not request otherwise, as their main market is 

Catalonia. HRC5 and MBC1 work in Catalan and Spanish, which is mainly due to their 

subsidy in Madrid, where Catalan is not necessarily spoken and written fluently. Only 

TBC3 has recently switched to English as the official company language in order to 

mainstream Italian and Spanish processes. However, within the company, English, 

Spanish and Catalan are used equally. 

The Catalan entrepreneurs of this case study thus use the Catalan language as a com-

munication tool, nothing more or less. Using Catalan or not does not imply any politi-
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cal statement, but is used to make the client more comfortable. On the other hand, 

however, this makes the language certainly a competitive advantage. When choosing 

between a bilingual company (Catalan and Spanish) and a Spanish-only company, many 

clients would probably choose the former one, for the simple fact of being more com-

fortable articulating their needs in their mother language. The question if this is an 

asset or a problem for the regional innovation system is not relevant for these compa-

nies. As small companies usually operate on a regional level, they certainly take advan-

tage of their own language. But this is natural and in Catalonia’s case it does not seem 

to prevent these consultancy firms from doing their business. Spanish clients are still 

welcome, and the Spanish-only competition is less severe. 

Wellman and Hampton (1999) define this behaviour as glocalisation, as Catalan enter-

prises do not think completely local, nor do they focus entirely on a global market. 

Strategies and communication models are adopted as demanded by the situation. Al-

though this behavior does not sound very positive from the outside, inside Catalonia 

this is competitive advantage. While the knowledge of Spanish opens up the entire 

Spanish market for customer acquisition, the additional use of Catalan tightens the 

market for competitors from outside Catalonia. The interviewed consultancy firms are 

consequently more than happy with their bilingual situation. 

B U S I N E S S  S E R V I C E S  A N D  I N N O V A T I O N
After this detailed overview of the five interviews, it is now time to put the findings 

into perspective. Recall-

ing the model on innova-

tion in services by den 

Hertog (2000), presented 

in Chapter 1, an attempt 

to structure the innova-

tion strategies of the five 

enterprises can be done. 

Den Hertog assumes four 

ideal areas of innovation 

in services: generating 

new service concepts, a Exhibit 19: Innovation in Services. Hertog 2000: 495. 
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new client interface, a new service delivery system, or introducing new technological 

options. Although usually competitiveness is based on a mix of these options, never-

theless an inclination of individual enterprises to either one or the other can certainly 

be detected.

It is possible to divide the sample in this paper into two groups. The first group con-

centrates its competitive advantages in dimension 1, generating new service concepts 

usually in combination with the use of new technological options (dimension 4). These 

groups include the marketing and internet consultancy MBC1, the innovation service 

consultancy IC2, and the innovation / communication technology / business consul-

tancy TBC3. All three are constantly scanning the regional availability of competing 

services and assess the possibilities to take advantage of regional offers. The solutions 

offered to their clients are highly individualized and the service offer is expanded as 

new client demands arise or new opportunities enter the market. In this group of en-

terprises, knowledge is of crucial importance for the services themselves.  

The second group includes the corporate event management consultancy EMC4 and 

the human resources consultancy HRC5. Both consultancies offer a relatively stable 

service, whose core characteristics do not differ substantially between clients. The 

strength lies in the details (such as where to host the event or which profile to search 

for), which are adjusted according to the client‘s wishes. Consequently, the capabilities 

and attitudes of employees is the most important asset. Within the model, both di-

mension 3 (new service delivery system) and dimension 2 (new client interface) are the 

two relevant fields of innovative activity. Knowledge is thus of crucial importance for 

the processes behind the service offers. 

Independent of whether knowledge is needed for the service itself or for the organiza-

tion of a more standardized service, the employees and their skills are the main con-

cern of all five companies. Does Catalonia then have a working innovation support 

system taking into account the needs and necessities of local business service enter-

prises? Based on the interviews, the answer is twofold. On the one hand, not all com-

panies seem to be aware of an official support system or policy intervention in their 

favor. The main problem seems to be the lack of possibilities adjusted to the needs of 

service companies, in combination with a lack of information for small enterprises 
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that do not want to bear the additional costs of extensive research for support 

schemes. 

On the the other side, the framework system seems to work relatively positively. Al-

though critiism has been aimed at  university curricula and heavy bureaucracy in some 

areas, the fact that Catalonia is such a thriving region counts in favor for local policies. 

At least they do not substantially obstruct enterprises in their work. Even the unequal 

distribution of skills in the workforce (only a small part has medium skills, while both 

the percentage of low-skilled and high-skilled labour is above average) seems not to 

have a negative impact on knowledge-intensive business services so far, as they mainly 

recruit their labour from the high-skilled strata of the work force. 

A good starting point for reviewing the entire support system of Catalonia could thus 

be a reassessment of the general framework. Universities should not only engage in 

R&D for software and technological firms, but also use resources to constantly de-

velop their educational  tasks. A constant flow of highly-qualified workforce is crucial 

to the success of consultancy firms. Entrepreneurs have usually worked in other con-

sultancy firms before opening their own business, which underlines the importance of 

fostering local ideas instead of trying to import from elsewhere. Especially small en-

terprises usually come from within a region, staying there instead of relocating to 

other regions just because of lower labour costs or a more favorable tax system. While 

multi-national companies have no strong ties to their place of work, small companies 

are usually embedded in various personal and economic networks, which ensure a 

strong attachment to the region in question. 

The policy of the Catalan authorities to issue calls for projects and programmes in 

Catalan, and to expect firms that want to work with the public sector to make their 

proposals in Catalan, might look very narrow-minded from a Madrid, or Extremadura 

point of view. However, for a regional government that is  interested in fostering the 

regional economy more than foreign firms, this is a perfectly valid reason to ensure 

that support measures go to companies that are from the region, or that have invested 

enough into the local language as to stay here (Sternberg / Arndt 2001). After all, the 

Catalan government has the Catalan economy foremost in mind, and not the Spanish 

one. 
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Nevertheless, the programmes may work even better taking into account the necessi-

ties of business services. One trait of these services is the low engagement in R&D, 

while working more on already existing solutions and helping bigger enterprises to im-

plement those. More data and more research are need to assess the impact of business 

services in the work of innovation management in so-called “innovative firms”. Only if 

this impact can be measured correctly will the real contribution of business services 

become apparent. The “midwives” of innovation may not be the creators of the baby, 

but they are necessary for a risk-free pregnancy and a safe delivery. 

. 
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Concluding Remarks: the Wooden Chair
The aim of this paper was to find out if and how small knowledge-intensive business 

services take advantage of the location and support policies of their headquarters. The 

first part of the paper, divided into three chapters, has set the background for the case 

studies in the fourth chapter. This strategy has the advantage of analyzing different 

aspects of the interplay between innovation on the micro-level (enterprises) and inno-

vation support from the macro-level (government agencies), without loosing sight of 

the picture as a whole. 

Innovation sometimes just happens. Innovation entails change. Innovation requires 

ideas, new ways of doing things, thinking outside the box, perseverance, and some-

times even recklessness. But when it is to be used to help a whole economy flourish 

through the creation of new work places, new ways of production, and competitive 

margins leading to a higher level of welfare within a region, it needs something more. 

There needs to be a critical mass of innovative enterprises, which can rely on sound 

policies and a stable political framework, backed by a culture that supports local en-

trepreneurship and innovative capacity. These are the three legs of the wooden stool 

of competitiveness presented in the introduction. Together they sustain the base of 

competitiveness. 

Wooden stools were usually sturdy (not necessarily beautiful, but always practical) de-

vices, with three legs for maximum stability, each one forged from one piece of wood, 

using the strength of the natural fiber to support all kinds of stress placed on the ma-

terial. All these three legs are important to give the innovative activity the stability and 

the sustainability necessary for something more than just a short interval. Just like the 

stool, it is impossible to judge which of the three legs is actually the most important 

one. 

In this context it is important to keep the bigger picture in mind. Especially today, 

where innovation policy is en vogue for many policy makers, many programmes are 

initiated and implemented without taking into account the actual way smaller enter-

prises do business (both in industries and services), nor accounting for cultural and 

geographical peculiarities. This results in a “longer leg“ of policy, than the other two 

supporting legs. However, while three-legged stools are the most stable ones, the three 
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legs need to contain a certain equilibrium. Only in their totality do they offer a secure 

support, which also means that the one-sided support of one of the three legs will not 

lead to more success, but rather to a one-sided platform, which will not be able to fos-

ter sustainable competitiveness. 

The case study based on the interview with five representatives of business services 

underscores this evaluation. The interview questions were targeted at highlighting the 

opinion of the interview partners on each of the three “legs“, mainly their own com-

petitiveness in a fast-changing economical environment, their perceptions of the gen-

eral support system, and the importance of the region in which they work. The an-

swers have shown that small business services in Catalonia are able to find their own 

niches in a competitive market, however, that they do not take advantage of targeted 

policy programs. The general framework is much more important to them. As business 

services, and particularly small business services usually specialize in their core compe-

tencies, it is difficult to design a program targeted at this highly diversified sector. 

Consequently, the broader framework such as a highly-skilled labour force and a well-

developed infrastructure are of much broader interest and might have a more impor-

tant impact on a higher number of enterprises. 

The cultural traits of the region also play an important role for each of the interviewed 

enterprises. The stereotype of Catalan companies as hardworking business partners 

might benefit these companies in their quest for more Spanish clients. On the other 

side, the broad diffusion of the regional language represents a strong advantage for na-

tive enterprises vis-a-vis their competitors from other regions. However, although the 

featured companies use the regional language on a day-to-day basis with their business 

contacts, they do not support the strong political discourse portraying Spanish and 

Catalan as either-or options. Both languages are merely seen as tools for successful 

communications without any political statements attached to the use of either one. 

This is where the metaphor of the wooden stool falls short of reality. Wooden stools 

are made once, and then used for a lifetime without modification. Their legs do not 

grow by themselves, nor can the owner consciously decide which leg to support for 

more steadiness. The “legs“ of the economy‘s competitiveness however may well be re-

adjusted and improved for more sustainable support of innovative capacity. However, 

all three aspects need to be taken into account.  
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In the context of this paper this points to the danger of overrating policy actions 

without taking into account cultural or micro economic arguments. Actually, overrat-

ing any of the three legs leads to an imbalance, which very likely has negative repercus-

sions on the whole system. A stress on the importance of culture might lead to a cul-

tural determinism which in the long run paralyses the development of the region in 

favor of maintaining the true identity of the region. While this might be a good strat-

egy for regions primarily engaged in tourism, for a diverse economy such as Catalonia 

this would probably do more harm than good. 

Focusing only on the policy area also is a task which has to be managed with caution.   

Considering the fashion of benchmarking regions against each other within the Euro-

pean Union, there should always be a second level of reflection in place. Politicians 

might be inspired to simply copy what they have seen elsewhere without adapting it to 

their own region. However, just as the innovation system approach tries to stress 

through the systemic analysis of a given area, it is the interplay of all factors that re-

sults in a more or less competitive region. Policies can fine-tune some of these factors, 

but the results are always uncertain, and they are the more uncertain, the more spe-

cific the policy aim is. 

The initial question, whether small enterprises in the business service sector in Cata-

lonia needed more targeted action, or would rather benefit from a broader approach 

strengthening the overall framework, can thus be answered affirmatively. Businesses in 

Catalonia working in the service sector are used to making their own way, with some-

times even showing a certain mistrust of  all government agencies. While this hinders 

the diffusion and implementation of targeted programs, this trait is the crucial ingre-

dient for a positive repercussion of general framework policies. A better educational 

system, resulting in a higher qualified labour force, would probably have a much 

broader impact on all kinds of knowledge-intensive business services than any targeted 

funding program. Additionally, the benefits of this appreciation of a resource needed 

by all sectors would not be restricted to only one targeted part of the economy, but 

most likely benefit a much broader number of enterprises, regardless of the sector. 
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Questionnaire 

Introduction
First of all, thank you very much for granting this interview. As I have told you when 
scheduling this interview, I am currently doing a Master‘s degree in European Studies, 
researching on the innovativeness of the Business Service sector here in Catalonia. I 
am interested in understanding how enterprises in B2B services, such as consultancies, 
marketing firms, banks etc. remain competitive in this highly competitive environ-
ment and how they relate to the region and its specific conditions. 

For this purpose I have prepared five relatively open questions, which you are invited 
to answer as extensive as you choose to. The interview will be taped, however all per-
sonal data an specific enterprise information will be made anonymous during the 
transcription of the interview. Furthermore, you will get a copy of the written trans-
cription and may still add further comments until DATE . 

Is this all right with you (record answer)

Questions
1)  The new information and communication technologies have resulted into a fast-
changing environment, especially for enterprises offering services to other firms. How 
do you ensure the competitiveness of your particular enterprise?

(record answer)

2) Labour can be either interpreted as a cost, or as a resource. How does your enterpri-
se interpret its labour force and which are your strategies to either reduce costs or get 
an extra value-added from this resource?

(record answer)

3) The European Union encourages states and regional governments alike to foster in-
novation through programmes and the availability of information on related topics. 
What is your perception of the support offered by the Generalitat, the Spanish Go-
vernment and the European Union to enterprises like yours?

(record answer)

4) Does your company have any relations to the universities, R&D agencies or regional 
innovation supporting agencies (like CIDEM)? How have your experiences been/Why 
not?

(record answer)

5)  Catalonia is a very special province in Spain with a distinctive character and a very 
active government. Which were the particular reasons for this enterprise to locate es-
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pecially to this region and which opportunities and challenges do you encounter to-
day?

(record answer)

6) The autonomous community of Catalonia has two official languages: Catalan and 
Spanish. What has been your experience with these two languages and how important 
are they to your business?

(record answer)

Quick info on the company (if not clarified through interview)
What does the company work with: 

When did the company come to Barcelona: 

Is your company independent or a subsidiary of another company? (Spanish or inter-
national?): 

How many employees does the company have: __, with university degree (approx.): ___

Does the company has a specific department for innovation and strategy: yes / no

Is the company member in a networking organization? If yes, which: _________

Which is the main company language: Spanish / Catalan / English / Other
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