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Executive summary

Background

There is a general agreement that the Nordic economic strength and welfare
development is dependent on our societies’ abilities to build relevant competences,
adapt to change and find ways of solving our most pressing problems. However, most
policy discussions on innovation focus on the innovation that takes place in the
private sector.

The public sector is often understood as a passive receiver of new productsgsroces
and services developed by private companies. To the extent public institutions do
innovate these activities are classified as expenses, not investments nfangher
policies for the development of the public sector is normally labelled with téens
“modernisation” and “increased efficiency” and is more concerned about saitsg
than improving the innovative capabilities of the public institutions as such.

Interact takes another approach, considering public sector learning agjestéate
part of our societies’ ability to innovate.

Scope

Interact uses the
methodological and
theoretical basis of the
EU Fifth Framework
Programme project
Publin - Innovation in
the Public Secta.

Interact report No. 2

presents six case studies

of innovation within

health and social
services in the Nordic countries, the Faeroe Islands included.

Interact report No. 3 contains an analysis of the role of the public sector in Nordic
innovation policy development. It also contains an appendix with presentations of
relevant white papers, green papers and selected policy measures from the s
countries’

Policy recommendations

The need for a holistic innovation policy including the public sector
The main message from this report is that innovation in the public sector must not be
reduced to a matter of delivering new technologies to a passive recipient, the non-

! www.step.no/publin
2 The reports can be downloaded framw.step.no/interact
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innovative public sector. There is a lot of innovation taking place in the public sector,
within or outside the scope of policy planning. What is needed now are policies with a
more comprehensive and broad based approach to innovation in the public sector, and
which takes all relevant forms for learning, interaction and innovation praatices i
consideration. The use of knowledge is as important as the production of knowledge,
and the social aspects of learning is as important as the technical ones.

The Nordic countries are lucky in having some of the most advanced and knowledge
intensive public sectors in the world. No doubt this is a contributing factor to some of
the wealth creation taking place in these countries. However, we still havdlyot f
grasped the effects the public institutions have on innovation in the private sector, nor
do we fully understand the interaction between the two sectors. What Publin and
Interact have demonstrated is that it is more fruitful to understand productityhg

and wealth creation as the effect of innovation taking place in one large innovation
system consisting of innovative people and institutions within all three sectors:
private, public and civil. We need innovation policies with the same approach, which
necessitates closer cooperation between various ministries and agenbees on t
innovation policy side.

Interact believes that it would make sense to expand the current innovation policies in
the Nordic countries to include:

1. Innovation in the public sector as regards its effect on innovation in the private
sector, and visa-versa.

2. Innovation in the public sector per se, i.e. as regards the effects theseeactivit
have on the institutions’ learning and innovation capabilities

3. A common learning and innovation arena including public, private and civil
organisations.

Beyond the quest for cost effectiveness

While innovation policies for the private sector increasingly include thersyst

aspect of innovation and is focused on the “absorptive capacities” of companies (i.e.
the firms’ ability to find, understand and make use of knowledge in innovative
practices), innovation policies targeting the public sector are moredreitiThere is

a strong focus on technology push, meaning research and engineering taking place
outside the public institutions, and on reforms for cost reductions and increased
efficiency. Both these elements are necessary. However, Interaesdhat there is

also a need for strategies and instruments targeting the learning and mmovati
capabilities of public institutions on a broad front. In other words: policy makers,
civil servants and public service providers have to turn around a take a look at their
own innovation processes.

This entails a stronger awareness of both their own employees’ ability tstamde

and make use of new technologies and new knowledge. However, it is equally
important to understand the social processes underpinning learning and innovation, in
order to identify existing drivers and barriers. The research done by tntardats

EU predecessor Publin, clearly shows that the development of people skills is
extremely important if one want to encourage innovation in these institutions.



Innovation in the public sector

An innovation policy for the public sector

The public sector is responsible for some 50 to 60 percent of GDP in the Nordic
countries, and the sector is seen as an important vehicle for social poittiesléare
development. Needless to say, the ability of the public institutions to perform
efficiently and produce the services and tasks society asks of them is important
indeed, there is a continuous debate on public sector performance in the media and in
policy circles.

The starting point for this project is the hypothesis that the ability of public
institutions to deliver relevant high quality services is their abilitydaonl@nd to
innovate, i.e. their ability to change behaviour in order to achieve particular
objectives.

The goal of Interact has been twofold:

1. We have as an extension of the EUFsamework Programme project Publin -
Innovation in the Public Sectbiried to learn more about how innovation
takes place in Nordic public institutions. This has been done through several
case studies; all presented in Interact report No. 2.

2. We have tried to ascertain to what extent Nordic governments have a clear
vision as regards an innovation policy for the public sector, in order to see
whether there is a need for further efforts in this field. This study is gessen
in report No. 3.

It should be noted that Interact, like all innovation policy projects under the Nordic
Innovation Centre, is not a research project in the strict sense of the word. Tihe mai
point is to make use of existing material for a policy oriented analysisteto

concrete policy recommendations. The theoretical and methodological foundation for
Interact is found in Publin and we refer our readers to the Publin reports for more
information and references.

Before we go on answering the questions on whether there is innovation in the public
sector in the Nordic countries and whether the relevant governments have developed
innovation policies for these institutions, we need a clear idea about what innovation
means and what an innovation policy is. Given that these concepts have been adapted
from the private sector, we will first discuss what they mean in an industry polic
context.

% For Publin reports, seeww.step.no/publin




On industrial systemic innovation policy

In the early 1990s the term was introduced in policy cit@des concept that should
help policy makers expand their view of how learning and knowledge creation takes
place in society, a concept that went beyond the traditional views of science and
technology as the main driver for economic growth and wealth creation. The new
view was based on new strands of economic

Linear technology-push theory, in particular systemic evolutionary
model of innovation economics and, partly, so-called new growth
theory?

This new research understood knowledge
creation and innovation in industry not as the
end result of processes starting in research, but
as the result of interactive learning processes
involving the whole so-called innovation
system, i.e. not only universities, science labs

| and high tech companies, but all companies

\ and their surrounding environment, laws,
regulations and public organisations included.

Hence this was a move from a research
oriented science and technology policy to a
company centred innovation policy, where the
end result — understood as change and the
capability of adapting to changing framework
l conditions — was seen as the result of not only
research and development, but also innovation
practices like incremental improvements of
products, processes and services, and activities
like branding, marketing and design.

The adaptation of competences and

technologies from others was also seen as important, i.e. the acquisition and use of
machinery, and learning through the interaction with other companies and knowledge
institutions.

This led to a redefined understanding of knowledge transfer. Where traditional
science and technology policies had focused on technology transfer from umisersiti

to industry, the new approach looked at all kinds of interaction in the innovation
system, including business to business collaboration, the idea being that innovation is
based on learning and that learning is dependent on efficient personal and indtitutiona
networks. Without such networks the diffusion of knowledge will be hampered.

* See for instance the OECD Technology Economy Rrogre (TEP)

® For a recent introduction to innovation theory $he Oxford Handbook of Innovatiedlited by Jan
Fagerberg, David C. Mowery and Richard R. Neldexditor), Oxford University Press 2006. See also
the litterature list of this report.



Market pull & _
company learning This focus on personal

model learning and networking

was followed by shift of

focus from concepts like

s | “information” to concepts

‘ ‘ like “knowledge” and
Vo “competences”.

‘ , ‘ — Competences can be
: < understood as information
E | l that has been internalised
by the individual. These are
not data or codified facts
found on paper.
| | Competences are skills that
‘ have been put into practice.
The individual knows how
to find, understand and
make use of relevant knowledge and technology. This total set of competences is
uniqueefor the individual and some of this experience is not easily transferable to
others.

s

This “tacit” knowledge undermined the idea of knowledge as a free commodity that
easily transferred from one company to another. Even if such knowledge is ‘@bdifie
and put on paper, other companies might find it hard to make use of it, because the
understanding of this knowledge requires a specific background. This line of
reasoning led to a new type of innovation policy that put more stress on the
“absorptive capacities” of firms, which means, essentially, theityahdlifind,

understand and make use of knowledge developed by others. Hence policy measures
for company learning, industry-university collaboration (as opposed to one-way
technology transfer) and lifelong learningere launched.

This does not mean that the more traditional types of policy instruments of science
and technology policy disappeared. Far from it! First of all it is recognizéd tha
research and development play an important role in the industrial learningga®ce
also in a company centred model of innovation. In some industries, especially those
labelled as “high tech® R&D represents an efficient way of learning and creating
new and improved products, processes and services.

Moreover, the competence base of these companies relies on the existence of
personnel trained in the theory and methods of science and engineering, skills that ar
needed in order to make sense of knowledge and technology developed elsewhere.
Partly because of this even “low tech” companies — i.e. companies that irtlest lit

® For a discussion on concepts like learning, kndgéeand competences, see the appendix to this
report.

" For a comprehensive overview of innovation poliegasures in Europe, see the EU Trend Chart on
innovation www.trendchart.organd the NICe project GoodNIP Good Practices indi¢olnnovation
Policies (www.step.no/goodnip.

8 per definition companies investing heavily in R&® percentage of turnover)
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R&D — may go through learning processes influenced by R&D. The learning
capabilities of their employees may be based on scientific and technologjitialg.
Indirectly R&D also influences their innovation activities through the adgnsof

new machinery and other types of technology and through collaboration with R&D
intensive suppliers, customers and research institutions. Hence the overall R&D
capacity of an innovation system is important, also for those companies that do not
take active part in R&D activities themselves.

It should be added, though, that many contemporary innovation policy strategies and
measures continue to be based on the older linear understanding of the role of science
and technology, with universities and colleges understood as the main drivers for
economic development.

On the industrial holistic innovation policy

The latest development in the area of innovation policy has been the birth of the so-
called “third generation” or “broad-based holistic” innovation policy. This type
policygcan be understood as an extension of the systemic innovation policy described
above?

A holistic innovation policy is based on the
understanding that company learning and the
innovative capabilities of firms are based on the
framework conditions the firms are operating
within. These framework conditions are
influenced by policy decisions made by
practically all ministries, not only those that
traditionally are responsible for research and
innovation policies (like ministries of research
and ministries of trade and industry).

The Ministry of Finance will, for instance,
influence the innovation investments of
companies through tax policies. The Minister of
Education will lay the foundation for the skills
of future employees, and the Minister of the
Environment may introduce regulations that
might both stimulate innovation and put other
companies in their grave.

9 For a presentation of holistic innovation policisse the OECD MONIT project.
http://tinyurl.com/y8wwzdand  Innovation Tomorrow, Innovation policy and the rigary
framework: Making innovation an integral part ofthroader structural agendaDG Enterprise 2002,
Contractors: Louis Lengrand & Associés (France) BRBJniversity of Manchester, United
Kingdom) ANRT (Francg
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A third generation innovation policy

An innovation policy study written for the Commission's Enterprise DG argues the case for
a “third generation innovation policy that recognises the centrality of innovation to
effectively all policy areas”.

Even though progress has been made in building an “innovative society”, the study, called
Innovation Tomorrow, argues that a new generation of policy is required, which embeds
innovation in all relevant policy fields, from research, to competition and regional policy.

While the first generation of innovation policy was based on the idea of a linear process for
the development of innovations, the second generation emphasises the importance of the
systems and infrastructures that support innovation. The 'third generation innovation
policy' would place innovation at the heart of each policy area. “The common aim is to
maximise the chances that regulatory reform will support innovation objectives, rather than
run the risk of impeding or undermining them,” states the paper.

“Innovation in a knowledge-based economy is diverse and pervasive. It is not just based
on research, or science and technology, or enterprise and ingenuity. Innovation [...] also
depends on organisational, social, economic, marketing and other knowledge,” the policy
study says.

Policy areas impacting on innovation are listed as competition, trade, intellectual property
rights, enterprise, research, information and communication technologies, financial
services and risk capital, education, taxation, regional policy, employment and
environment, with competition having the greatest impact.

http://cordis.europa.eu/innovation-policy/studies/gen_study7.htm

This also means that innovation policy strategies and measures put into place by one
ministry may be undermined by measures launched by another. And measures
introduced by one agency may pull in another direction than one introduced by
another.

Because of this it has been argued that the government need to develop a cross-
ministerial holistic innovation policy that takes all these areas of regpldgsnto
consideratiort® The plan for a holistic innovation policy developed by the previous
Norwegian government is an example of such a strdtegy.

The public sector does definitely play an important role in third generation innovation
policies. Still, these are seldom innovation poli¢e@sthe public sector. These are
innovation policies with a stronger focus on the role public institutions play for
innovation in theprivate sector.

Obviously, the public institutions’ ability to learn, innovate and adapt will also have
repercussions for private sector innovation, to the extent these activitefs are
relevance to companies. However, we are also interested in knowing tttesetfe
innovation has on the performance of the public institutions in and for themselves.
Moreover, is there a holistic third generation policy for innovation in the public
sector?

19 See for instance the OECD MONIT project.

" Fraide til verdi, Regjeringens plan for en helliggihnovasjonspolitikkNeerings- og
handelsdepartementet, Oslo 2003.
http://www.dep.no/nhd/norsk/dok/andre_dok/handlpigeer/024071-220005/dok-bn.html
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Figure representing the three generations of innovation policy:

1.

Traditional technology push science and technology policies focusing on (university)
science and company engineering. Main responsibility of ministries of science,
industry and the economy.

Systemic company centred innovation policies focusing on learning and innovation in
companies and their interactions with other companies and institutions in the
innovation system. Main responsibility of ministries of science, industry and the
economy.

Holistic innovation policies similar to 2, but including the effects of decisions made
within other policy areas, including transport, child care, law and order, and more.
The public sector is normally included to the extent public services influence the
innovative capabilities of firms. 3b above illustrates a holistic innovation policy that
takes into consideration innovation taking place in and for public institutions.

Innovation in the public sector

There is a common conception that there is no innovation in the public sector, and —

even — that the term “innovation in the public sector” is a contradiction in terms.
There may be several reasons for this:

13



One is based on the meetings people have had with hard-headed bureaucrats and risk
aversive civil servants. And there is no reason to deny that the public sector has its
share of less creative personalities. (But then again, so do private companies).

The second is the fact that many civil servants and public institutions do not market
themselves as innovative. Many of them consider themselves safeguards agains
reckless spending, irregularities and lawlessness, and — indeed — thisnsnadsyy i
cases the role they should play.

Differences between private and public sector innovation

Private Sector

Public Sector

Organising
Principles

Pursuit of Profit, of Stability or of
Growth of Revenues.

Enactment of Public Policies.

Organisational

Firms of many sizes, with options

Complex system of organisations with

Structures for new entrants. various (and to some extent conflicting)
tasks

Performance Return on Investment Multiple performance indicators and

Metrics targets

Management Some managers have While there are efforts to emulate

Issues considerable autonomy, others private sector management practice,

constrained by shareholders,
corporate governance, or
financial stringency. Successful
managers liable to be rewarded
with substantial material benefits
and promotion.

mangers are typically under high levels
of political scrutiny. Successful
managers likely to receive lower
material benefits than comparable
private sector managers.

Relations with:

Markets may be consumer or
industrial ones, and firms vary in

End-users are the general public,
traditionally seen as citizens, though

~ End-Users | the intimacy of their links with the | recently there have been efforts to
end-users of their products, but introduce market-type principles and
typically market feedback move to see them as customers or
provides the verdict on consumers.
innovation.

~ Supply Chains | Most firms are parts of one or Public sector is typically dependent on

more supply chains, with larger private suppliers for much of its
firms tending to organise these equipment, and is a very important
chains. market for many firms.

~ Employees | Nature of workforce varies Public sector employees are typically

considerably, and relations
between employees and
management range from
fractious to harmonious. Efforts
are made in some firms to instil
company loyalty and/or a
customer-centric approach, but
employee motivations are often
mainly economic ones of
securing a reasonable income..

highly unionised (economists and social
scientists in the central administration
and health- and social professionals as
nurses, social workers, child-care
workers, teachers etc in the public
services). Many are also professional
workers organised through professional
associations. While usual concerns
about status and salary are
experienced, many workers enter public

14




service with idealistic motivations.
~ Sources of | Companies have considerable Despite large resources, parts of the

Knowledge | flexibility in sourcing innovation- public sector may be constrained from
related information from using private sources of knowledge
consultants, trade associations, (other than those of suppliers). Public
and public sector researchers, sector sources of knowledge (e.g.
but many smaller firms have Universities) may be highly oriented to
limited resources to do so. other parts of the public sector.

Time Horizon | Short-term in many sectors, Short-term: policy initiated innovations
though utilities and infrastructural | need to pay off within the election
services may have very long period.
horizons

These must be considered archetypal features of the public and private sectors and
their relations to the propensity and direction of innovation. The table above is based
on a table developed by lan Miles (2004). See Publin repo@id®e differences
between public and private sector innovatlynThomas Halvorsen, Johan Hauknes,
lan Miles and Rannveig Rgste for a more elaborate version.

Another explanation is found in the linear model described above. If innovation is
understood as R&D only and the institutions do not perform or even commission
research, well, then they cannot be considered innovative.

However, even if we understand “innovation” to mean “deliberate change of

behaviour with a specific objective in mind” (the Publin definition), many civil

servants find the term unfamiliar. Th@sennovation, but the word is interpreted to

mean science and technology based research and development, which is not a type of
activity most civil servants take part in on a daily basis. Their innovation isahore

the incremental type: day to day learning through the interaction with other.

To the extent there are systematic, planned innovation processes taking place, thes
are often labelled as “rationalisation”, measures for “increaseteeity”,

“modernization” or “renewal”. Moreover, these alternative terms oftenctedlenore
limited concept of innovation. Innovation is here understood as cost savings within an
already given system or for existing procedures, it does not entail chartges i

existing practices as such beyond what is needed to cut budgets. This is particula
true for new public management practices based on governance by objecéiveg (
resultatstyring. Hence, even if this is innovation in the sense of change of behaviour,
it is not radical or creative innovation, and is therefore not understood as innovation
by the public.

However, as the Publin project clearly documented and Interact confirms, there is a
lot of innovation taking place in the public sector—of nearly all types—also outside
the public research institutions. This should actually come as no surprise as it is
human nature to try to change tactics when problems are not solved. The incentive
structures in some public institutions and some systems may not encourage such
behaviour, but nevertheless, such innovation does take place.

Moreover, as Publin found, there are also entrepreneurs in public institutions, people
that initiate change and continuously work to improve the services they provide, both

15



on the service level — i.e. front offices facing the general public — and on the policy
level, i.e. in ministries and public agencies.

Types of innovation

There are several types of innovation in the public sector. Publin listed aijeHst
new or improved servicege.g. improved health care at home)
process innovation(a change in the manufacturing of a service or product)

administrative innovation (for example the use of a new policy instruments,
which may be the result of a policy change)

system innovation(a new system of fundamental change of an existing
system, for instance by the establishment of new organisations or new patterns
of co-operation and interaction)

conceptual innovation(a change in the outlook of actors; such changes are
accompanied by the use of new concepts, for example integrated water
management or mobility leasing)

radical changes of belief systems or rationalitieéneaning that the world
view or the mental matrix of the employees of an organisation is shifting)

All of these types are also found in private companies and in civil organisations.
However, the Publin researchers argued that there are differencesrbtevpablic
and private sectors as regards innovatfon.

For instance: Public organisations are primarily suppliers of services, and not of
products or production processes leading up to the production of “hard physical
objects.” This means that public institutions normally have more in common with the
private service sector, than traditional manufacturing industries. Polieythissleads

to the same problems as for the development of innovation policies for services.
Policy makers find it hard to grasp the competence needs of private servicemovi
as well, as they are oftemotdirectly based on active research performed by the
companies themselves.

Furthermore, public institutions are not competing in order to maximize profits. This
lack of profit seeking is often interpreted as a lack of a major incentive for inorovat
However, as the Publin researchers point out, the idea that profit seeking isdhe maj
driver for company innovation is probably too simplistic. Both private and public
employers may be motivated by idealism, the joy of creating somethinganew
intense interest in the topic at hand, friendship and the sense of belonging, career
ambitions etc.

12 pyblin report No. D24, p. 15.
13 See for instance Publin report D the difference between the public and the peigactory lan
Miles and Rannveig Rgste.
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That being said, the lack of profit seeking may be replaced by other incentihes i
public sector. This is succinctly expressed in the British TV conYedyMinister

where Permanent SecretaBepartementsrad$ir Humphrey Appleby is appalled
when finding out that someone in the system has actually managed to save money:

“l asked him [the minister’s Private Secretary Bernard Wooley] why Ise wa
looking worried. He revealed that he genuinely wanted the Department of
Administrative Affairs to save money.

This was shocking. Clearly he has not yet grasped the fundamentals of our work.

There has to be some way to measure success in the Service. BritaatdLesyh
measure success by the size of its profits.

[...] However, the Civil Service does not

make profits or losses. Ergo, we measure

success by the size of our staff and our

budget. By definition a big department is

more successful than a small one.

It seems extraordinary that Wooley would
have passed through the Civil Service
College without having understood that this
simple proposition is the basis of our whole
system.**

Another factor that makes the public sector

different from the private sector is the unit of

analysis. Most public institutions or units are

part of a greater chain of command where it is hard to draw definite lines. For
instance, a hospital may interact closely with a directorate of health) at&n

interacts with the ministry of health. The innovation activities in theseutistis are
strongly influenced by decisions made higher up in the hierarchy or by proposals
forwarded by units lower down in the chain of command. The closest phenomena we
can find on the private side of the fence is probably the inner life of a huge
multinational.

Furthermore, the political aspect is more important in the public sphere. Pabdic se
institutions are at least formally controlled by elected politicians, vpnilate
institutions are normally only indirectly affected by policy decision(tbh laws,
regulations and policy instruments).

14
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Innovation defined

Publin presented several definitions of innovation, but these definitions all had one
thing in common. They all described innovation as a deliberate change in behaviour
with a specific objective in mind.

The following more theoretic definition is found in the Publin D20 academic summary
report:

Innovation is a social entity’s implementation and performance of a new
specific form or repertoire of social action that is implemented deliberately by
the entity in the context of the objectives and functionalities of the entity’s
activities.

Green, Howells and Miles (2001), in their investigation of service innovation in the
European Union, provide a related definition of the term innovation, which denotes a
process where organizations are

...doing something new i.e. introducing a new practice or process,
creating a new product (good or service), or adopting a new pattern
of intra- or inter-organizational relationships (including the delivery of
goods and services).

What is clear from Green, Howells and Miles’ definition of innovation is that the
emphasis is on novelty. As they go on to say,

“innovation is not merely synonymous with change. Ongoing change
is a feature of most... organizations. For example the recruitment of
new workers constitutes change but is an innovative step only where
such workers are introduced in order to import new knowledge or
carry out novel tasks.

The ways most people reflect over the innovation concept in both everyday and
analytical usage tend to carry with them a reification — or even materialisation — of
innovation. Deliveries from the pharmaceutical industry come to mind.

Innovation in the public sector may indeed include the production of material “things”
or products, but more often that not public innovation entails the application of already
existing “things” or the delivery of services, accompanied by organizational change
and policy development.

There are also differences in management incentives. Publin points out that public

managers in general are more likely to receive lower and lessmparfoe-based
benefits. This may reduce their willingness to take risks.

A less forgiving environment for failure in the public sector may strengibeh a
risk-aversion. Or to put it more precisely: Success may lead to promotion and
personal satisfaction, but so magttaking risks. Failure on the other hand may

wreck a career.

Still, Publin could find no proof that the public sector is less innovative than the

private sector. In many cases public sector institutions may actuallyaitesti
innovation in the private sector, through customer relationships.
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Drivers and barriers

The better the actors are at developing networks that can help them get@ccess
relevant competences and partners, the greater are the chances thata¥aiioim
processes will succeed.

As the Publin research pointed out these innovation networks may be informal, i.e.
dependent on individuals working in the public organization. However, these
networks may also be used in more systematic innovation processes, where the
organization as a whole has decided to start an innovation process aimed at solving a
particular problem. This may for instance entail discussions with privatpacoes
delivering machinery, equipment or services, and may also in some cases involve
research institutions. The figure below is a presentation of an institutionairkdor
learning and innovation.

On the basis of this model Publin stipulates that successful innovation, i.e. innovation
processes that leads to a solution to the problem at hand, requires:

Networks
Access to relevant in-house competences
Access to relevant competences outside the organization (networks)

0 In-house competences needed to find, understand and make use of
outside competences and technology

Culture and organization

o0 Anin-house culture that encourages — or at least allows — such learning
and innovation processes

0 Anin-house organizational structure that supports such learning and
innovation processes

Given that any public organization or unit is part of a larger hierarchy, the last point
may be extended to include other organizations in the public sector. The innovative
capabilities of a hospital may be strengthened or weakened by polidedoya let's
say — the Directorate of Health. Furthermore, the directorateitydbiinnovate

requires a close interaction with the Ministry of Health. In this reqnddic

institutions differ from private companies, where the chain of command is ngrmall
much, much shorter.

Given the systemic nature of innovation, any analysis of the innovative capalufiti

public organizations, must take their innovation culture and networking abilities into
consideration. We must find out what engenders innovation and what hinders it.
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Ministry Local authority Public agency NGO

Company Other health
(service provider) institutions
CORE
INSITUTION
Company o Sub branches of
(technology ' ’ Institution _ main organization
provider) providing public

services.

Main coordinator
of innovation
Drocess.

Users/clients
Citizens

Third sector
service provider

R&D department University Government Research institute
in company department laboratory

Simplified model of a knowledge community seen from the institutional viewpoint. Normally only a few of these
institutional types will be involved in a specific innovation process. There will be interaction between many of the
parties involved. Policy institutions will take part in similar systems of learning and innovation. (Per Koch, Publin,
based on a figure developed by Finn @rstavik for the private sector)

Publin mapped different types of barriers and drivers for innovation, i.e. social
phenomena that hinder or encourage innovation activities in such instittitions.

Among the important barriers to public innovation, Publin listed:

1. Size and complexityrhe public sector comprises extremely complex and
large-scaled organizational entities that may develop internal barriers to
innovation.

2. Heritage and legacyPublic sector organisations are prone to entrenched
practices and procedures.

15 This set of barriers and drivers was developeBdmyl Cunningham of PREST, the University of
Manchester. See Publin report Di#iovation in the health sector — case study asialy
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3. Professional resistanc@here are professional groupings with their own
communities of practice, rationalities and perspectives.

4. Risk aversionPublic organisations are under close scrutiny of both politicians
and the media, and employees are not normally rewarded for taking risks.

5. Need for consultation and unclear outcormBse large range of stakeholder
involvement generates a strong requirement to consult and review any planned
changes.

6. Pace and scale of changEhere have been so many reforms that employees
are becoming “innovation fatigued”.

7. Absence of capacity for organisational learnifignere may be a lack of
structures or mechanisms for the enhancement of organisational learning.

8. Public resistance to changElements of the public might be risk-averse.

9. Absence of resourceShere may be a lack of financial support or shortages of
relevant skills or other support services.

10.Technical barriersThere may be a lack of technological solutions to the
problem at hand.
Among the important drivers for innovation Publin drew particular attention to:

1. Problem-oriented driverd?eople innovate in order to solve certain problems.
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2. Non-problem oriented drivergnnovations may improve on the former
situation.

3. Political push Strategic change frequently requires strong, top-down, political
will.

4. Growth of a culture of reviewAssessment practices may stimulate innovation.

5. Support mechanisms for innovatigkuthorities may implement policy
measures aimed at funding and encouraging innovation.

6. Capacity for innovationPublic employees have often high levels of
professional expertise, creativity and problem solving.

7. Competitive driversPerformance targets may encourage the use of innovative
approaches.

8. Technological factorsTechnological innovation can be a strong determinant
for subsequent innovation.

9. NGOs and private companidglodels developed by NGOs and private
companies may be adopted by public institutions.

An innovation policy for the public sector should be aimed at encouraging relevant
innovation by building down unnecessary barriers and making use of efficient drivers.

The Interact case studies

Each of the five Interact partners carried out a case study with theontenti
studying drivers and barriers in that particular part of the public sectohand t
national innovation system.

The five case studies were:

Implementation of electronic prescribing system at the Landspitaliesity
Hospital, Iceland
By Elvar Orn Arason

Commitment to public innovation: a case-study of a Copenhagen health care
centre
By Lars Fuglsang

Implementing Electronic Health Records, The Faeroe Islands
By Heini Hatin

Systemic innovation in Pirkanmaa Hospital District, Coxa joint replacement
hospital, Finland
By Niilo Saranummi and Sirkku Kivisaari
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Distributed examination of x-ray images using broad band technology,
Norway
By Trond Einar Pedersen

Following the Road of Innovation? A case study of Berzelius Science Park in
Linkdping, Sweden
By Karla Anaya-Carlsson and Peter Schilling

The case studies are presented in Inteact report,Nlm@vation in the public sector
in the Nordic countries, Case studi€slo 2006 Www.step.no/interagt

Iceland: Implementation of an electronic prescribin g system at the
Landspitali-University Hospital

The Icelandic team took a look at the implementation of an electronic prescription
system — the Theriak Medication Management system — in one ward of the
Landspitali-University Hospital (LUH) in Iceland.

Electronic prescribing (e-prescribing) reefers to the use of computeeddwi enter,
modify, review, issue and/or transit medication prescriptions.

The story told by the Icelandic team is a story of problems, especially ungeiothe
phase, where it was found that lack of ICT support, slow and cumbersome usage, a
time consuming sign-in process and inadequate network stability made the
participants consider abandoning the project altogether. Improvements werandade
the system was implemented in the whole ward. At the moment of writing, however,
the system has yet not been implemented in the whole hospital.

Some of the lessons learned from the study are the following:

1. This is an example of public procurement leading to innovation. The main
reason behind LUH’s decision to collaborate with TM Software was previous
collaboration. The integration of this new product required innovation on both
side of the public/private divide.

2. This innovation process was influenced by the proposed establishment of the
Icelandic Health Database (including the assembly of medical recmidba
genome for the entire Icelandic population by the company Decode Genetics).
The debate and uncertainty that followed led many companies, including TM
Software, to move their focus overseas. TM Software’s collaboration with e.g.
Dutch and Danish companies did stimulate innovation in the company.

The Icelandic report found the following innovation drivers:

1. Revision of work practicélhe ward did not try to restructure work routines so
that the Theriak system was better integrated with the daily practice. The
author recommends that a further implementation at LUH should be followed
by altered work processes. The work routine can then become a driver, not a
barrier, to innovation.
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2.

4.

User-involvementAll stakeholders within the hospital must collaborate to
encourage the rapid adoption of electronic prescribing. Heterogeneous users
from a variety of wards should be included in the process, and mutual learning
between them should be encouraged. However, one cannot and should not ask
clinicians to adapt systems that compromise the care for the patients.

The provision of adequate IT suppofFhroughout the pilot project, the staff
complained of a lack of IT support both from the vendor and the IT

department at the hospital. It is vital to recognise that electronic iiagcs

a mission-critical process that demands 24 x 7 technical support — especially to
begin with.

Appraisals Conducting an evaluation of the adoption process and observation
of the “real life” try-out give valuable input into the hospital-wide
implementation process. The fact that this technology has been tested on
Iceland may help the further adaptation of the technology elsewhere.
However, this requires a process evaluation with before-and-after teggnoni
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At present, not enough resources have been invested in the collection of such
evidence at LUH.

5. Organisational cultureAccording to the Icelandic report paying attention to
organisational culture and behaviour change management is a criticaksucces
factor. Widespread cultural changes should be promulgated, not only among
ward staff, but also within the pharmacy and among other units that will either
use the information system or be affected by it.

The Icelandic report found the following barriers to innovation:

1. Professional resistanc&enior managers and clinical staff were sceptical to
the introduction of the new technology. The Icelandic team argues that more
emphasis needs to be placed on providing clear-cut evidence of enhanced
patient safety, cost reduction and efficiency, thus winning the hearts and
minds of the people involved.

2. Increased time/workload in the beginnifdne Icelandic team argues that
appropriate incentives should be deployed before a hospital-wide
implementation takes place, since the current workload will increase in the
implementation period. Moreover, doctors must be active participants in the
implementation process.

3. Technological emphasi¥oo much emphasis was put on the technical aspects
of the implementation process. A system that is technically “perfect” thhem
beginning may exhibit suboptimal effects when implemented in a clinical
environment.

4. Unpredictable outcomes/risk aversidrne Icelandic team argues that a
contingency plan needs to be developed that takes into account unprecedented
incidents, as unexpected failures will occur.

5. Lack of resourcesAlthough the Icelandic report does not argue that a lack of
resources was an impediment in this process, the author points out that several
other pilots in the public sector have been perceived as failures because
adequate resources for full implementation were not provided.

6. Training. During the implementation period, the staff complained about
inadequate training. The training problems are amplified in large hospitals,
such as LUH, which have a constant staff turnover. The need for training
cannot be exaggerated and should not be under-funded.

7. Privacy and secrecyOne of the most common criticisms stated in relation to
electronic health records and e-prescribing is the threat to privacy amidysecu
However, the Icelandic author argues that this problem might just as well be
considered a driver for innovation, as a well-designed e-prescribing system
can be far more secure than the current paper-based system. Howevek, the ris
or perceived risk of lax security may discourage innovation.
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The Icelandic team argues that there is no clear-cut recipe avéiabie successful
implementation of an information system in health care organisations. The caynplex
of the socio-technical networks, and the inherent unpredictability of information
system implementation within complex organisations, is simply too greatniylaki
implementation susceptible to mutual learning and experimentation can cantoibut
success.

In general, both the doctors and the nurses are quite satisfied with the outcome of the
adoption process at LUH. The largest obstacles in the way of the transition process
are the costs of the transition process and the attitudes of professional stakeholde
towards the system’s introduction. The implementation should be treated as a change
management project, where education and training will be crucial.

When limited funds hold back the next-phase rollout following successful piloting,

this can lead to a discouragement that ultimately may undermine future innovation in
this area. The people who have devoted substantial effort into achieving the objectives
of the pilot see their investment, and that of the hospital, is wasted.

Denmark: Innovation in a Copenhagen health centre

The Danish case study covers the creation of a new health care centre far chroni
patients, which was created in Copenhagen in 2005. This innovation can be
considered a conceptual innovation, leading to a new relationship between patients
and the health care system. The patient is to be taught how to take care of her or his
own health.

A critical event for the revitalisation of the idea of health care centteshwook

place in 2003, was the government’s wish to reform local government in Denmark.
Thus, in October 2003, the Danish government set down a Commission of Local
Government Reform This commission had an important agenda-setting role of placin
the subject of the health care centre on the agenda in a way, which could not be
ignored, due to its crucial role in local government reform. Hence, it was, in a sense
an important external source of innovation.

The Commission stressed that health care centres could replace the prealbus sm
hospitals, and that different kinds of health care centres already had beenhestablis
in the buildings of abandoned small hospitals.

Nevertheless, for the Danish general practitioners, the idea of a healteo#re as a
mini-hospital (following a Finish model) was not attractive: Firstly,ouvd

undermine the business of the general practitioners (who belong to the private sector
in Denmark); secondly, it might reduce general practitioners to second ratesdis

the health care centres might be considered second rate hospitals. Thegavere al
nervous that the health care centres would become rival entry points into the health
care sector, a development favoured by the nurses.

The idea of creating health care centres had been around for several decades
However, the notion of a health care centre was vague and not sufficiently well
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defined. It could be a mini-hospital, a walk-in centre, or a place for prevention and
rehabilitation. In some versions, the health care centre was seen as a ngwiahtry

into the health service authorized to refer patients to hospitals. In othengethe
doctors remained the gatekeeper to the health service with the authorfgr to re
patients both to the health care centre, to specialist doctors and to hospitals. Another
guestion was whether the general practitioners should participate dascgff in

the health care centre or stay outside.

It was concluded that the health care centres first and foremost were tartakxd

prevention and rehabilitation issues, and should not become second rate mini-
hospitals. General practitioners should continue to be the gatekeepers of health car
services. Doctors should not participate as full members or leaders in health ca
centres, and the health care centres should not in any way become independent entry-
points into the health system. Furthermore, doctors working in the primary or
secondary health sector should continue to be employed in one and the same operative
unit, the region, not be transferred to the municipality.

Health Care Centre @sterbro, as it evolved, was very much in line with these
considerations. A project description was worked out during summer 2004 and during
the fall of 2004 the health care centre was planned in more detail: Four working
groups were set up, one for each of the four main diseases to be treated, comprising
medical doctors, general practitioners, nurses, physiotherapists scaetisbthers.

The director of the health care centre started on January 15 2005 and the centre at
@sterbro was opened in Randersgade 60 on Agfil 19

This case study provides support for the idea that openness and interaction ake centr
features of innovation commitment also in the public sector. Furthermore, this
openness can be understood as both a design characteristic and as something that has
to be activated by the use of certain competence attributes of the users and producers
of the new service. The following four incidents have been observed that can support
this hypothesis:

1. Openness toward demarmktcording to several sources, the Mayor of health in the
city of Copenhagen was very much in support of the idea of the health care centre.
She successfully argued that there was a demand for the health care centr®oA de
was then made in the town council to proceed with the idea.

2. Openness toward involveme@tvil servants (top management) in the municipality
expressed scepticism towards the idea, which they saw as very vagueidhgy t
qualify the idea further through involvement of various stakeholders. This openness
towards involvement is also a design characteristic, since it is normal pre¢edur
involve a range of stakeholders in the creation of public services. But ibia als
competence attribute since the civil servants had to be able to identify and dmgage t
relevant stakeholders and make sure they did not obstruct the process.

3. Openness toward entrepreneurstgcentre director was employed. This person
was a nurse who was credited as both entrepreneurial and professional, and she also
had a record of being patient oriented.
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4. Openness toward co-creatidfinally openness towards some degree of co-creation
among various users and producers was to some extent important. Standards of
recruitment were laid out by working groups. Co-creation was a design feawire (t
working groups), but also dependent on the competences of the users. The centre is,
for example, dependent on patients’ willingness to meet in the centre and their
openness towards learning. This is not unproblematic as the patient is ill.

The Danish report makes the following comments on relevant barriers to innovation
in this case:

1. Size and complexiig an important barrier in this case, with a pre-existing
strongly institutionalised division of labour and distributions of competences.

2. Heritage and legacis also important. We have seen that the actors involved
to a large extent have an institutional perspective on change, which means that
they to a large extent build on internal resources.

3. Professional resistanas also present and can be explained by institutional
factors. It is especially rampant among doctors, both medical doctors and
general practitioners.

4. Risk aversions also crucial, since it is claimed, for example, that the notion of
the health care centre is a weak notion, implying that the risks are high.

5. Public/political profile and accountabilitdoes not seem to play an important
role in this case as a barrier, even though evaluation and accountability are
important to the project in the long run.
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Need for consultation, and unclear outcoim@ot so much a barrier, but more
a driver in this case, because the need for consultation in the form of open
innovation drives forward the innovation process in a constructive way.

Pace and scale of changeindeed a problem. When the concept of the health
care centre was introduced, no one knew exactly what to do with it.

Public (and end-user) resistance to chahgs not been important to this case.
If anything, public discourse concerning coordination and quality in health
care has been a driver, especially for the Mayor of Health.

Absence of resourceés of course always important, but the necessary
resources were allocated to this project through the municipality and the
Ministry of Health. One may suspect, however, that for the future, the capacity
of this particular health care centre (1,500 patients) will not match the demand
(potential users have been estimated to 6,800).

The author makes the following comments on drivers for innovation:

1.

Problem-oriented driverBave been important. At the same time, the problems
were not clear-cut from the beginning. They had to be negotiated. Once an
important key problem was identified and solutions were presented, this key
problem became an important driver of innovation.

Political pushhas been extremely important, in the first place from the
government through its Commission of Local Government Reform, and in the
second place from the Mayor of Health in Copenhagen, who successfully
launched the idea and was willing to take the risk.

Growth of a culture of revievg essential to the public sector in Denmark, but
has not been so important in this case. Nevertheless, the review culture will be
important in a second phase, where the centre will have to document its results
through evaluations.

Support mechanisms for innovatibave been present both in the form of
political support (Mayor, government), professional support (from Bispebjerg
Hospital), administrative support (the municipality) and financial support
(from the municipality and the Ministry of Health).

Capacity for innovatiorgoes without saying. Much institutional innovation

has always taken place in the health sector as a consequence of thecscientifi
approach and professional culture. One problem for this innovation culture is
that it increasingly has to consider “open innovation” based on external
sources and incentives.

Competitive driverhiave not directly influenced this innovation. Fear of more
competition in the health care system has rather been a barrier to innovation.

NGOs and private companies as drivers for innovatiane not directly
played a role, even though NGOs are included in the overall centre strategy as
potential co-players and competence bases.
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The author argues that this study shows how a mixture of openness towards a)
demand, b) the involvement of stakeholders, c) social entrepreneurship and d) co-
creation of services between users and producers supports innovation.

The Danish researcher furthermore argues that openness and “open innovation”
(Chesbrough 2003) is a central feature of innovation in the public sector and not just
in the private sector. This openness, when it exists, appears to be both a design
characteristic of the public sector and a competence attribute.

Another critical factor in this case is the attempt to maintain a legalogi s

cohesion in the health care system among the different sub sectors (secondary,
primary, and municipality). This cohesion is important for its own sake, but also
because innovation is dependent on social cohesion and creativity at the same time.
This social cohesion or social order seems harder to achieve under conditions of open
innovation than under conditions of institutional innovation (i.e. where an institutional
framework is given).

Implementing Electronic Health Records in the Faroe s

The Faroese case study looks at the implementation of Electronic Heatttu&fec

(EHR) in the Faroese health sector. The use of paper based patient jouh®als is t
norm at the moment with the exceptions of some General Practitioners (GPsgwho ar
using electronic systems for this purpose.

The main aim of the “Digital Health System - DHS “ measure (TalgildsHgkipan-
THS) is to bring forth a “cooperative health sector”. System proponents argue tha
successful use of the system will bring about more holistic effects ttaaitittinal”
EHR systems, labelling the platform an Integrated Clinical Workplace.

The DHS is a common information platform intended to support administrative and
clinical processes in the health sector as a whole. It entails:

Integration of different digital health systems in the health sector as a whole
(domestically and in Denmark). Integration with other related systems in the
social services sector.

Integration of routines, standards and procedures amongst GPs and hospitals
within and across sectors.

The DHS system is to become an access point for all relevant services limd hea
systems and is to be used mutually by all health sector actors. It coagiitate
common place for accessing information needed in service provision as well as one
common place for entering information related to the services.

30



The story told by the Faroese team is in many ways the story of a countsygbat i
small that it is hard to develop innovation systems of a critical mass. The policy
system is too small, and it is hard for the public sector to find relevant business
partners on the islands. The Faroese case may be extreme in this respect, bet the ot
Nordic countries should not take the phenomenon too lightly. All the Nordic countries
are small, relatively speaking, and some of the processes we find on the natiehal |

in the Faroese Island, may also be found in regional communities elsewhere.

The following are some of the drivers that have played a role in the initiatibe of t
DHS project, according to our Faroese analyst:

1. Political push There is a general attitude in the political environment and
amongst user segments that the DHS is a positive project, which may improve
health service quality and efficiency. The DHS process marks a change in the
ways of working with change in the health sector in general. Traditionally
change and innovation has happened in relatively ad hoc manners and in
response to external pressures, rather than as a result of long term political
planning on the Faroese Islands.

2. Problem oriented driversThe DHS was initiated as an approach to help
ongoing efforts succeed in the field of digitalisation of Patient Journals. These
had failed due to resistance and inadequate efforts. Moreover, for a long time
efforts had been made to integrate the primary and secondary health gector
a better way through direct organisational change, again without any success.

3. Support mechanisms for innovation as a drivecomprehensive project
organisation has been set up to assist the many actors that are working
together in the realisation of the project outcomes. However, despite the
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efforts it seems that the support mechanisms are insufficient and at times
inappropriate given the circumstances.

4. Small size of society as a drivém many respects the small size of society is a
barrier in this project, but this condition also has potential positive effects. In
logistical and project technical terms it is easier to roll out an ICEsyst a
smaller user environment, as there are fewer users etc. This is mostyrobabl
the reason why the ICT strategy set out to implement an infrastructuwad
common patient journal and a common backbone for one integrated solution
for patient oriented systems. In this sense the small size of society has bee
driver, initiating a process that is unique in international terms.

5. NGOs as driversin terms of the DHS case patient organisations have not had
any initiating effect.

6. Other drivers It seems that other drivers (e.g. culture of review, capacity for
innovation, competition) are not present in this case.

Barriers in the DHS process:

1. Limited innovation capacityA range of interrelated conditions limit
performance. These conditions concern mainly competence levels at the
customer and supplier sides. Generally the innovation capacity (including
infrastructures for knowledge transfer) in the health sector system tisdimi
The system has few resources that can be used to work proactively with
strategic development projects. For instance: the Central Hospital as an
organisation has limited experience in working with complex cross boundary
development projects internally; health personnel focus on their occupational
tasks. Neither is there any domestic private sector knowledge basestoatili
to interact with. The problem of innovation competence shortages is
exacerbated by the complexity of the system, and its abstract naturéhi
perspective of users.

2. Small size of society as root causbese problems are fundamentally rooted
in the small size of society. Important interrelated functions such as policy
making at the ministerial level—coupled with strategic long term planning and
organisational development performed by top hospital management—are
weak or lacking

3. Capabilities of suppliersThe performance capabilities of suppliers are limited
given the conditions and requirements that apply in the project. The main
contractor abroad makes a living out of innovation. Competence levels
regarding project work are high and there are wide ranges of systems in use
for knowledge sharing internally. However, the main contractor hastmit
experience in the details of the system being provided. The main contractor is
dependent upon the knowledge of a Faroese sub contractor that owns the
system, and there as been a lack of communication between the actors about
how the subcontractor goes about implementing such systems.
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Physical and cultural distandeas added to the problem. Despite the
communication and interaction opportunities given by ICT, personal face to
face communication may be required to solve and interpret complex issues.
This option has been limited in the customer-supplier relation and in internal
supplier relations. Furthermore, the combined cultural gap between the user
representatives in the project and the main supplier representatives in terms of
occupation and nationality has induced confusion in workshops.

Lack of supplier incentives as barrién international and financial terms the
project is small. In situations where the supplier must prioritise between
different projects, the Faroese projects will often loose out.

. Size and complexityn relative terms the DHS project is probably the most
comprehensive ICT project taking place in the Faeroes. There are various
dimensions of complexity to be overcome in the project. Mainly these are 1)
technical complexities of integrating many solutions into a common platform
and 2) organisational and legal complexity in the user environment. Within

this project’s organisational context a range of standard methodologies have
been used for knowledge gathering and distribution. In many cases though,
these structures and methods have been inappropriate and some core activities
have been lacking, perhaps due to lack of overview and competence, in the
light of complexity.

Professional resistanc@here seems to be a wall between health units and
professionals on the one side and the central administration and hospital top
management on the other. Actually, there is a physical barrier in the form of a
road between the central hospital on the lower side, and the Ministry and
Central Hospital top management on the upper side. Health personnel tend to
address administration and management as “those on the upper side of the
road”. The DHS is seen as an administrative system that tilts the power
relation between administrators and health care personnel in favour of the
former (Mittin 2006). One grouping is the head doctors who historically have
been very autonomous and authoritative. Another is the head nurses, who have
had rivalries with the medical employee groups. Another is the GPs who
generally resist “giving away their journals”.

In general there are several hidden power structures in the sector. As one
senior policy maker indicated “the hospital is similar to a modern airport in
terms of complex interrelationships that need to flow together. At the same
time it is governed by tacit rules, like a monastery”.

Heritage and legacylhe National Doctor, Head Doctors and other senior

health care actors were previously in charge of both management and health
care. Gradually a management function has evolved, and tensions between the
two parts have existed ever since. In general health service provision has been
characterised by autonomy and lack of integration. GPs have for instance had
a status of autonomy and authority in the regions, and have practically owned
patient journals. On a continuous basis the regional hospitals have fought
against centralisation etc. The project has from the outset focused on thorough
change management and the handling of resistance from stakeholders.
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9. Public and end user resistance to chanfjee change process is also
negatively affected by forces in the outer environment.

10. Risk aversionIn general, regulators of public institutions are, according to
their task, very focused on “upholding the rules”. In general the health sector
is highly regulated both with respect to health professional and administrative
matters. In terms of the latter a crisis in the 1980s led to a u-turn in this
respect. In the 1980s regulations where generally loose, which some asggue wa
a reason for the economic crisis at the time. Now the national auditor and the
Representative keep a strict eye on public sector operations (Kgtlum, Balle
2006). Critics argue that a culture of risk aversion has grown gradually, where
all actors, those regulated and those regulating focus too much on “keeping
their backs free” rather than focusing on holistic improvement of services in
accordance with correct practise. The Data Monitor has, for instanceecequir
thorough approvals and guarantees from the project, something that has
directly delayed the project.

The negative focus may also have led to negative media attention. In
competence terms, the lack of awareness of the need to inform might have
exacerbated this problem. Only lately the Minister of Health has been
informing the public about the DHS as a response to a call for debate from the
Data Regulator.

11.Lack of financial resourced he project is struggling with resource problems
caused by financial shortages. According to participants the estimation of the
project was unrealistic (10 million DKr) and the project has suffered fran thi
from the outset. Hospital top management argues that a lot more is needed in
order to implement the solution according to the rough plan that currently
applies. Many of the project activities have been hampered by
manpower/competence shortages at all levels.

Despite the relatively systematic approach change efforts have be#icierst
causing problems in the innovation process. The main problems are:

Lack of clarity about what is expected from the system.
Confusion in the development process experienced in the project environment.
Delays caused by external influences and internal resistance.

Uncertainties concerning the full implementation of the DHS in the health
sector as a whole.

The health policy system is in general weak. Due to lack of policy
functions/mechanisms and resources in terms of finance and knowledge thaakis a
of general health policy and specifically health innovation policy,. There is a lack of
health related R&D and the policy and the health service systems have no domesti
private health sector to co-operate with.
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Moreover, there is a lack of critical mass to support the nurturing of knowledge e.g
regarding specialist medical treatments, the management of innovation, manage
of the public private interaction etc.

Finland: Systemic innovation in Pirkanmaa Hospital District, Coxa joint
replacement hospital

The Finish Interact case study focuses on systemic innovation processesheithin t
Pirkanmaa hospital district (PHD) in 2004-06. In this study systemic innovatiens ref
to a simultaneous redefining of boundaries of service provider organisations, the
development of new kinds of services, and the application of new technology. In a
nutshell it refers to change in “the mode of operation” or “business model”. The PHD
is one of the 20 largest hospital districts in Finland and it is considered to be the
forerunner in systemic innovation within Finnish specialised health.

The systemic innovation under study is the renewal of joint replacement @®cess
within the PHD. From the organisation’s point of view, it is a case of outsourcing

joint replacement surgery to a company. From the patient’s point of view, the case
represents a change towards patient-centricity and continuity of@ass a

organizational boundaries. The innovation process under study took place in the early
2000s, i.e. just before national policy decisions were made to renew the health care
system.

Since the late 1990s, the
PHD management has
sought to gain scale
advantages with
structural
rearrangements. The
renewal process was
started by regional
reorganisation of
laboratory services in
1999 and continued
through the outsourcing
of joint replacement
surgery from the PHD
to a company servicing patients in 2001.

The moving of the joint replacement surgery into the Coxa hospital has cleady led t
quality improvements. The follow-up data indicates that infections following
operations have fallen dramatically. The number of patients requiring rénewe
surgeries has decreased. Hospital stays have been shortened.

All this was enabled by Coxa’s renewed process flows and by changes that wher
made in the rehabilitation processes in publicly owned primary health carescent
Additionally, national comparative studies have indicated that work satgsfanti
Coxa and customers’ satisfaction with Coxa’s services are outstanding.
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In spite of these unquestionable benefits there are also some unsolved issues. The
initial idea was that Coxa would sell its services nationally and even ititeraldy.
However until the end of 2005 Coxa has sold most of its services (79 %) to the PHD
and the use of its services in other regions is only slowly growing. The inbeadat
markets have not yet been established.

The diffusion of Coxa services and its operation model outside the PHD is an issue
that has gained more attention in the recent ownership rearrangement. Oritfieally
ownership of Coxa was divided between the PHD (35 %), City of Tampere (20 %), a
private German hospital, Wittgensteiner Kliniken Ag (20 %), a private ghnni

hospital, Orton (5 %) and four Pirkanmaa municipalities (5 % each). In 2005, when
the foreign owner was no longer interested in Coxa, it sold its shares to Sitra, a
Finnish investment trust. Sitra is interested in promoting diffusion of the Coxa model
in the whole Finnish health care system.

This case study revealed various critical incidents that have influenced the
development and diffusion of the innovation. First of all, the critical incidents
incorporate new key persons taking office in the corporate management team. Thei
complementary management skills and characters provided a fruitful basis for
intensified management training, renewal of management tools and systems,
experimentation, and strategic dialogue needed for backing the reform. Secondly, a
national study revealing problems in endoprosthetic surgery conventions made it
possible to realize a regional reform that had already been planned, bysohecrea
potential resistance to change.

Additionally, some critical incidents have encouraged diffusion of Coxa’s ssrvice
Firstly, the recent amendments in legislation obliged the municipalitieade piore
orders for endoprosthetic surgeries to shorten the patient queues. However,
municipalities in Pirkanmaa did not take action before they received unfavourable
publicity from the Ministry of Social Affairs and Health’s monitoring ewi

Additionally a potentiatritical incident may be the entrance of Sitra, the Finnish
venture capital organisation, to Coxa’s ownership and management. As mentioned,
Sitra aims to promote national diffusion of Coxa operation model.

In relation to the innovation environment, the study supports many of the findings of
the Publin study. In health care, innovation is hampered by the complexity amd larg
size of the organisations and the decision-making systems. However, in spite of thes
obstacles, skilful management may be able to implement innovation processes. In thi
connection the ability to create and maintain a strategic conversation lwith al
stakeholders is paramount. As regards Publin’s list of barriers to innovations the
Finish team made the following observations:

1. The large size and complexity of organisatiddsspite the fact that the PHD
is one of the largest hospital districts in Finland it was able to generate
systemic innovations and act as a pioneer in specialised health care system
renewal. In this case some advantages of large size became visible. The great
number of highly qualified personnel provided a good source of innovative
ideas and skills to implement them. With competent management, even large
complex organisations in health care can induce and implement change.
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2.

Large range of stakeholder involvemehthe PHD study revealed that all
decisions have to be based on consensus in this complex system of multiple
actors. It also indicated that small minorities can block initiatives ieths

no strong quantitative facts available for convincing all stakeholders of the
necessity of change.

The“not invented here” attitudelt has been claimed that each organisation
tends to consider its operations so unique that successful solutions developed
elsewhere are “not implementable here”. This attitude was also present in the
PHD case: New ideas were adopted but their implementation was always
founded on in-house expertise. The drawback is that if each organisation
develops solutions from scratch by itself and builds its own competence and
skill base, there is no knowledge transfer. This results in “reinventing the
wheel” several times without making use of the lessons of previous
implementations.

Professional resistano@as among the barriers both in Publin and in this case.
Doctors and managers have different approaches to issues such as
accountability, use of guidelines and finance. These differences are based on
their professional education and training, beliefs, and experiences. In the case
study professional resistance occurred but it was managed by committing
recognized professionals to champion the change processes.

Theabsence of resourcéms been referred to as a barrier for innovation in
health care. This is the case in many hospital districts in Finland (Kiv&aari
Saranummi 2006). In the PHD, R&D activities were closely linked to strategy
and sufficient funding for these activities was provided.

The Finish report highlights some aspects which were not pointed out by Publin, but
which were indicated as barriers for innovation in this case study.

6.

8.

One of them relates to the usiadk of objective, quantitative datarhich

could be used to compare regional differences in the quality and costs of joint
replacement surgery processes. In this case, the management was dble to ge
guantitative data to justify the need for change to elected officials and
municipalities. Without being authorized by decision-making bodies,
management could not have started implementing change.

The second barrier relatesgmfessionals’ cliques that resist changken it

goes against their interests. Even in cases were the change would bedlenefici
for the society as a whole powerful cliques can turn it down. This aspect
seems to be related to the slow diffusion of the Coxa model. While the Coxa
orthopaedists are pleased with their good employment terms and possibilities
to specialize in joint replacements, the less specialised orthopaedistsin othe
hospitals feel less fortunate and manifest some envy towards the Coxa
orthopaedists. Some leading orthopaedists reject diffusion of the Coxa model
to other regions because it tends to divide orthopaedists to two “classes”.

And finally, the study points out the underdevelopedply of and demand for
expert servicesupporting innovative activities and diffusion of innovations.
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The case indicated that building and using in-house expert services for change
processes was a strategic choice of the PHD management. Their arguments
favouring in-house expert services were based on the fact that an organisati
of the size and type of the PHD inherently has a lot of knowledge and
competence in its personnel, who are highly interested in further developing
their competence (“curiosity driven professional organisation”). Another
justification was the fact that the changes were so demanding and of such a
long duration that in-house expertise for change management and
implementation of new ideas needed to be cultivated. This preference of
sticking to in-house expertise is typical of health care. Its disadvasttye i

fact that every health care organisation develops its own solutions from the
idea to implementation to practice and do not make use of the experience of
others. Additionally it is expensive.

As todrivers for innovation the Publin study refers to problem-oriented drivers,
political push, increasing assessment practices, support mechanisms fonamovat
capacity for innovation, and competitive drivers.

1. The PHD case is a good manifestation ofgtablem-oriented naturef
innovation in health care. The renewal process was related to the more general
concern on future availability of high quality services for the ageing
population and the strive for better cost effectiveness. The political push for
such changes was also strong.

2. Competitive driversThis case indicated that competitive incentives are often
missing. For instance, the business idea of the Coxa Hospital is to sell its
services also to hospital districts and municipalities outside the PH2niisse
that there are not strong enough incentives for them to purchase joint
replacements from outside. Even if Coxa can make a case for better quality of
joint replacement surgeries with less cost, the potential purchaser
(municipality) of Coxa services faces a difficult decision. In most cages t
purchaser has in-house services for joint replacement surgery. The decision to
buy or not to buy has implications for the in-house capabilities. One has to
remember that health care is today a “zero sum game”. If joint reptatem
are bought from outside then that money goes outside and savings of the same
size have to be found internally. Again, the lack of objective indicators means
that it is not easy to argue for such changes.

3. Theassessment practiceamdbenchmarking activitiebave been increasing
over the years. At least in theory they could promote a culture of
organisational learning (Cunningham 2005). The assessment practices were,
however, criticised for lacking constructive orientation. The problem with
many benchmarking activities is still, that the indicators in use areways
comparable.

The study raises the question of how to strike a balance between the use of in-house
expertise and external services. The encouragement and development of internal
expertise is expected to lead to organisational learning. The encouragement and
development of external, public or private, expert services should, on the other hand,
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lead to knowledge transfer and diffusion of innovations. The question is whether there
is an optimal mix of internal and external expert services.

There are two issues that should be considered in this context. First, systemic
innovation is a process that takes place inside an organisation and has to be led by
internal resources. Using in-house resources for problem solving and impleomentat
leads to organisational learning and the organisation will be better positionest agai
competition and changes in the market.

Secondly, the requirement for internal leadership does not, however, exclude the use
of external expert services to facilitate the change process. Whaesedhec

organisation decides to use depends, of course, on what is available and what services
it needs to complement its internal capabilities with. The question of what listde&ali
creates the “chicken and egg” problem. If there is no demand for expert serviees the

is probably no supply either. And as a corollary there are no market conditions for

such expert services to be created and maintained external to the organisation and
therefore the organisation itself is always more capable than outside sefhiees

only way to end this dilemma is for the organisation to make its expertisebdeaia

the outside.

The study indicated that currently ideas and experiences are freelygedha

conferences and other meetings between health care organisations, but that no single
organisation has the position, interest or incentive to promote similar change
processes in other organisations. Should the “promoter” be an external neutral actor or
the innovator? The innovator would probably benefit from being involved in the
knowledge transfer process. After all, it has been claimed that mastenethstg

comes from a combination of doing it yourself and teaching others how to do it.
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Norway: Digital x-rays: Distributed examination of X-ray images using
broad band technology

The Regional Health Enterprise Mid Norway (Helse Midt Norge) has duringghe la
years invested in digital x-rays and broadband communication between the many
health actors in the region. All eight hospitals in the region have now introduced and
started to use a common PACS/RIS system (x-ray images and patent fitiorma
system) based on broadband technology.

It is not the production of the X-ray or MR (magnetic resonance) images thaumake
the main bottleneck in this case study. It is rather the professional asegssm
evaluation, judgment of the pictures which in turn of course enable a fast diagnosis of
potentially severe illnesses. The background for this is the fact that tmerte is

enough expertise within the Norwegian system. There is an acute lack of x-ray
doctors in Norway, in particular experts and specialists with competence
(radiologists) that can make diagnoses of x-ray and MR pictures, in pariicul

relation to the application of Magnetic Resonance (MR) technology.

The regional health enterprise wanted to initiate a project which would maké arse
existing and tested technology within image diagnostics and broadband
communication. The objective has been to be able to offer better x-ray and MR
diagnostics services. The project was to realize economic and qualitativelgans
economic gains would particularly be connected to a more efficient use of meampow
and machinery in the x-ray departments of the hospitals.

Almost all the hospitals in the Mid Norway region have MR-machines, but the
hospitals lack sufficient competences at the individual hospital to be able to examine
the images. MR is the preferable as the patients avoid dangerous x-ray anadiati

However, examination of MR images requires specialist competences, akebit t
time and money to build up such an expertise. The hospitals do not have enough
human resources in this area, particularly if they are to maintain a 24 hour.service
Diagnostics based on MR images using broadband technology would increase this
capacity and make a 24 hour service for all the participating hospitals possitiie
best for the patients.

The hospitals participating in the project are the Namsos Hospital, Levdaogjgital
and St. Olav Hospital.

The idea has been to use broad band technology to send MR and mammography
images to experts abroad. Two solutions were considered, presented, testeddanaly
and evaluated:

Solution 1 (the Swedish solutioi®wedish doctors with the right competences were
engaged, at first commuting between Sweden and Norway, and then offered the
possibility to do “distant diagnostics” from Sweden, but as employees of the
Norwegian institution.
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Solution 2 (the Barcelona solutiord: large private health care company in Spain
could do diagnostics; they could also offer courses and transfer of competenge withi
diagnostics of MR x-ray to the Norwegian health service.

Many of the objectives given were reached in this project. In the opinion of the
project leadership of the technical supplier, however, the project can onlylgartly
called a success.

Increased capacitylhe distributed examination of x-rays using broad band was to
compensate for the lack of internal specialists at the hospitals. The gioyedd

provide the hospitals with the necessary capacity to offer good services to ¢néspati
The hospitals have tested and confirmed that it is possible to make use of important
competences using broad band.

Improved qualityThe public has got a good quality service.

Improved and more dirigible econonfyhe project has paid off economically. The
hospitals have been able to purchase necessary services to a price agreed umon and ha
not had to hire expensive foreign substitute physicians.

Publicity/learning.The project has received attention from several countries, amongst
others the EU project Baltic eHealth.

As regards barriers to innovation the case study report points to the followingfactor

1. Size and complexityake it harder to implement innovation, especially in a
context with many interest groups and conflicting objectives. This has been
the case also in this project.
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Professional resistancd his case demonstrates that a strong interest group
like the doctors, who also has administrative responsibility in departments of
hospitals, seems to be able to influence the outcome of such projects in a
fundamental way.

. One source of professional resistance may arguabfglbaversion:There
may be an understandable inherent resistance (particularly of the medical
professions) to undertake changes, which may result in an increased
probability of risk (to the patients in their care or to the other recipients of
their services).

. There is a possibility thatublic/political profile and accountabilitis
important in this case as well. Public service managers and politiciansrgre
wary of enacting changes that may result in negative outcomes, palgidular
these attract media attention.

. This process may lead to a slpace and scale in terms of chandais case
is in particular a case of implementation of New Public Management
approaches, which in many public administrations, for a variety of political
and policy reasons, are perceived as negative.

. Although we do not have sufficient information about it, this case may also
point to a lack of structures and mechanisms for organizational learning,
exacerbated by scale and complexity. This has to docaphcity for
organizational learning (at all levels)How is the diffusion of good practice
managed? Frequent reorganizations will also promote a lack of corporate
memory. This problem can operate at all levels from the top of the policy-
making hierarchy down to the service delivery level.

Public (and end-user) resistance to chanbjeere is an assumed general
resistance of the public to reorganization and changes in the way healthcare
and other public services are delivered, although this has not necessarily been
a significant barrier in this case.

. Technological barriersThe security challenges in the project have been
perhaps the most difficult problem. Helse Midt-Norge required that the
supplier of the PACS/RIS system must come up with a satisfactory security
system making sure that the health personnel only got access to the patient
information for which they had clearance. In the Barcelona solution the
Spanish clinic gets no direct access to the data systems of the hospitals. The
clinic only gets the relevant images sent by broadband. All patient informati
anonymised and substituted by a unique examination number for each x-
ray/MR examination. The security arrangements involve more work at each
side, including a cut and paste function by a secretary, with the accompanied
possibility to connect information incorrectly. In the Swedish solution all three
affiliated specialists, who are working in Sweden, are employed by Hels
Nord-Trgndelag. They therefore have the same access rights as if teey we
present at the hospitals.
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The Norwegian report notes that in this case that technology and business related
drivers are the most pronounced. The Norwegian researcher then goes on to make the
following general observations:

1. Technological driversThe technological barriers mentioned above can also be
interpreted as technological drivers: They do make the implementation of the
technology harder, but by providing solutions to these problems, the
participants also demonstrate ability for innovation. In general the whole
project is a result of innovation in the ICT area, including the digitalisation of
images and broadband data transfer.

1. Problem-oriented driverdt is clear that this innovation was introduced in
response to one or more problems. The main problem was the lack of doctors
with x-ray expertise. Typical underlying causes were waiting |retishegh
costs and the need for providing patients with the best possible service. The
public health sector in Norway is facing fundamental challenges in terms of
organization and operation. There continue to be waiting lists for patients and
all regional health enterprises (which own, organize and run the many
hospitals in each region) face annual deficits.

2. Political push. The health sector is high on the political agenda, and the
problems listed in the previous paragraph has led to a top-down demand for
change, including the higher quality of services, cost savings and increased
efficiency. This telemedicine project has also dependesipport
mechanisms for innovatipnamely a specific policy instrument for
implementation and diffusion of IT in society (HOYKOM).

3. Capacity for innovations also present as factor: The staff in the public health
system is certainly able to do this with their high levels of professional
expertise, exhibiting a high level of creativity and problem solving.

The management and advisors in the Regional Health Enterprise Mid-Norway are i
the position to push for what they consider the most appropriate, professional and
cost-effective solution. In their opinion this entails outsourcing to a professional
supplier.

The hospital managers’ and doctors’ perspective is the maintenance of competence
and intimate customer relationsthin the existing hospitals. This perspective implies
that doctors should to do everything they can to build up internal competence in
Norwegian hospitals.

Both arguments are understandable: The structural development of health care in
Norway has led to some hospitals being closed down. This has mainly applied to
smaller, regional/local hospitals. The hospital managers and doctors fear this
development and one way of working against the closing of hospitals is to make sure
that the hospital has vital functions and vital/expert competence internaltyfrSee

this perspective an outsourcing of image diagnosis is to go in the wrong direction. On
the other hand locally based diagnostic systems lead to a lot of duplication tsf effor
and the need to maintain top experts at all locations. This is very costly.
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As in the Finish case there is also another dilemma. If the interpretation ofate i

is made by the patient’s doctor, he or she may have a clearer idea of what tw look f
in the pictures. A “centralised broadband expert” on the other hand, will work more
intensely on image interpretation and may therefore be able to find irréigslaot
found by the local expert. In other words: No solutions are perfect in this case.

Sweden: A case study of Berzelius Science Park in Li  nkdping

One of the main challenges of the East Gothia region in Sweden is getting a
diversified industrial structure. This is maybe most acute in the city of Lingopi
since SAAB have been the dominant industry for a long period and focused its
activities on mainly military technology and civil aircraft. SAAB hasd
diversifying and spinning-out medical technology since the 1960s and 1970s,
unfortunately without success.

The science park (Mjardevi Science Park) that was established by thexgityiof
Link6ping in the 1980s focused on IT companies. The idea of making medical
technology a platform for renewal was not revisited until the end of the 1990s. Then it
was put forward (again) not as a solution to SAAB’s problem but as a strategy to bea
the recession of the 1990s. The recession brought governmental reforms,
decentralisation and budget cuts. This process hit the public sector hard, Bsipecial
the field of health care.

East Gothia County Council wanted a science park that could create a new
information technological sector linked to the medical industry. In the long run a
science park should also strengthen healthcare and research. It couldtétdhee
science park was seen as a long-term investment to increase fisnaleeaed jobs,

and might also have been used by the County council as short-term way to address a
public relation problem.

By taking the results from the University
Science Park a bit further the County Council
suggested cooperation between the University
hospital and the University. Hence, a network
between the representatives of the Faculty of
Health, the University Hospital administrators
and personnel of the East Gothia County
Council was created.

Having established the idea, and having found

some public funding the East Gothia County
Council decided to set up the Hospital Science Park. This type of activity wae new t
the council and by hiring experts in regional development the science park
development also got a professional backing. The actual park had already from the
start a professional manager recruited from industry.

On March 18 1998 the Science Park had become Jons Jacob Berzelius Science Park
AB (BSP) — a limited company mutually owned by East Gothia County Council,
Linkdping Municipality, Linképing University and the Technology Transfer Link
Foundation.
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The expectation from the owners was that the Science Park should not only include an
incubator but also a network of lawyers, a patent administrator, technical corssultant
public relations companies and market research consultants. In addition the park
should, via the engineers and medical research faculty, benefit from re$edanohg

both entrepreneurial and “basic” (Feldman, fc, p 23).

In operationalising the owners’ expectations the park stated it vision as:

“Supporting entrepreneurs all the way from business idea to commercial
success and attracting existing medical and technology intensive confipanies
(Affarsplan 2001, p 3-5).

In addition, three aims were set for the park. Firstly, the objective was top&8P
itself. Secondly, it was to develop new projects and spin-off companies and assis
them from an innovative idea to an established company in the region. Thirdly, the
park should attract already successful companies, in the medicine and medical
technology business area and launch their activities in the region.

The innovation in this case was choosmugto follow the traditional way, namely to

ask the national government for money, but to try to make a long term commitment in
the region with regional resources. In this perspective the making of BSP vaesman i

to save the public sector via long-term economic development of the region. At the
same time, at an operational level, the idea of realising market models oas i

Swedish researcher’s opinion made real by turning BSP into a limited company
instead of putting it in the public sector as e.g. as a subdivision. However, making it a
company fits pretty well with the demands of efficiency and effectiverfdbg o

dominant philosophy of New Public Management.

During the first four years of BSP operations many ideas arose fromediffe

innovators and quite a few companies expressed an interest in working at BSP. Some
companies at BSP became too large for the park. Thus the infrastructureddhthper
development of BSP. From BSP’s point of view the first years as a Sciarice P

brought good results — a lot of activities, new companies, interesting networks and a
physical building that seems too small only after four years. The resriés w

impressing, but it seems that the owners started to question whether theméntest

was reaching their main objective: regional development.

A great number of ideas did not make it through the BSP model i.e. the ideas were not
suited for commercialization. 20 innovative ideas gave birth to companies the first
three years. Others were transferred to companies interested in them.

Another problem was the cultural and employment divide between medical researche
on the one hand and business entrepreneurs on the other hand. That division was a
real obstacle for innovation in the beginning of the period, but the park could despite
this hindrance produce ideas and new companies.

In 2003 the County Council, the Municipality and the director of the Linkoping
University had a meeting were they decided to move the BSP to Mjardevi Science
Park. With that decision the County Council also gave the administration of BSP to
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the Municipality. The main reasons were to reduce administrative costs (patent
lawyers, marketing etc) and solve the problem of space.

The decision to move BSP was problematic. There were several reasons wBythe B
concept could not be incorporated in the Mjardevi Science Park. Firstly, Mjardevi
Science Park did not have an appropriate infrastructure for medical astivitie
Secondly, the proximity to the University Hospital was lost. Some of the interese
argue that it was the most important element for the development of medicine and
medical technology in particular since the competence and the new ideafsaame

the hospital. In addition, the established companies did not move to Mjardevi Science
Park because it is five kilometres away from the Linkdéping University Hosphal
proximity argument is also supported by the fact that companies that steB®g a

and moved away from the park, moved to buildings close to the University Hospital.

This development meant that the BSP role as a hospital science park was over.
However, the Berzelius Science Park’s building has kept the BSP name and consists
in an office block with seven companies as tenants. These companies have still an
interest in medicine and medical technology but the BSP concept as incubator has
passed.

In many ways this is the tale of an innovation policy failure. One reason for this
failure was the gap between the county’s objectives — regional development — and the
achievements made by the park.

The County council hired private sector entrepreneurs to run the park. This meant that
this public innovation was based on private sector entrepreneurship experience. The
entrepreneurs were responsible for the collaboration between the stakehotti&rs
generating public venture capital. The CEO of the park was also hired fonaite pr

sector competences. When the process had come this far, these new public sector
entrepreneurs developed a feeling of ownership to the park. As owners, thegetisag
with the overall mission and commitment to investment.

In addition to the less than optimal relationship between the owners and the park, the
next problematic step in the process was getting something out of the park. Van de
Ven argues that economic performance, whether it is actual or potential i@ cruc
when moving innovation processes to the next step in the innovation process. From
the owners’ perspective BSP did not perform well enough. That is on the one hand
predicable since the owners themselves did not agree on what good performance
should be. On the other hand the actual performance of BSP, creating 20 companies
and numerous marketing activities and not loosing money after only five yedrs mus
be considered pretty good.

However, the owners stayed true to their original idea of creating jobs irgiba.re

That target was not reached by BSP, at least not to the extent that the ownérs hope
for. Having other objectives like efficiency and effectiveness as goalbdir

operations they followed the innovation journey: when an innovation is deemed not
efficient—or does not perform on target — it can and in most cases will be terminated.

There are differences between the private and public sector when it comes to
entrepreneurial relationships and the role of new ideas. This study shows thaté¢here
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at least two types of entrepreneurial behaviour. At the very beginning of the
innovation journey the public sector had to hire one type of entrepreneur in order to
get innovation going. However, as soon as BSP had become an economic actor in its
own right, the public sector entrepreneurs are expected to act as owners and behave
accordingly. This change in role also changed the relationship between thre owne
and the entrepreneur at BSP. In the start up period they were working toljetiver

they had switched to a relationship where the owner pushed for results rather tha
being a facilitator.

The change of roles is even more problematic when it comes to measuring the results
of the innovation and putting them into the development framework. The original idea
was to use the park to develop the region. Interested public sector parties were
committed to the idea and brought in their own recourses. When the journey began
they disagreed on how to reach their objective. To us it seems as if it was their
commitment to New Public Management that brought them together in terminating

the BSP. This can be interpreted to mean that this new management ideology has
problems dealing with development and innovation, processes that require change and
adaptation.

This case study does not lend itself so easily to an analysis based orsatwaftie
drivers and barriers. However, some drivers are apparent:

1. Problem oriented drivers and political needis this case study the main
driver for innovation seems to be the policy need for regional development,
and in particular employment on the political level and the wish to create new
profitable knowledge based businesses on the other. These two sets of
objectives may seem identical, but it turned out they were not. The new
companies did not lead to the growth in employment as the policy makers had
envisaged.

2. ldeological drivers The innovation was based on the idea that medical
university research could be used to generate new industrial activitidsuand t
create new companies and jobs.

3. Support mechanisms for innovatid@cience parks continue to be considered
useful policy tools for public-private interaction.

4. Capacity for innovationPublin argued that civil servants and public
employees may have a high capacity for innovation due to their competences.
In this case the county decided that they did not have the competences needed
and hired entrepreneurs and leaders from the private sector.

As regards barriers, the following comes to mind:

1. Heritage and legacyOne could argue that the concept died not because of
economic failure, but because the public owners did not manage to change
their objectives.

2. The conflict between the science park management and the owners could also
be interpreted as an effect of incompatitddief systems.

47



3. ldeological lock-in.Our Swedish researchers indicate that authorities adhering
too closely to the popular New Public Management philosophy could have
caused the failure. Although NPM is based on private market models, it might
have become too inflexible in this case.

What we have learned

Innovation is learning

It is fair to say that the Interact case studies in many respectsnctimé main lessons
from Publin. The main problem as regards innovation in the public sector seems to be
with learning, coordination and interaction.

Innovation is about human beings and their ability to change and adapt to shifting
circumstances. This ability to change depends on an ability to learn, and thet@bility
learn requires relevant existing competences and access to other peoplectitae ha
necessary new competences and technologies. This may sound naive and self-evident,
but as both Publin and Interact has demonstrated, it is not.

It is self-evident that institutions that lack the internal competences needed
implement a new technology or new practice will fail. However, it is eqtrakkythat
institutions or units that lack the necessary skills to interact with semvite a
technology providers also will fail.

Innovation in the public sector is often a matter of using technologies or services
developed elsewhere, but in order for the public sector institution to be able to
commission and make use of these technologies or services, they need a minimum of
competences to be used in interaction with the relevant suppliers, for identifying the
features needed and to check the quality of the products offered. This means that the
public institution cannot solely rely on the competences of the supplier in this tcontex

Secondly, the competences needed are not static. Yes, the institutions need people
with the knowledge necessary to interact with the suppliers, but they also need to
know how to learn, or how to take part in learning processes involving several
partners.

Public private partnership and public procurement

Innovation based on interaction with parties outside the organisation is not always a
linear process where the (private) supplier delivers technology and knowletigeea
public institution adapts this knowledge to its own needs. It may be, if we are talking
about acquiring standard off-the-shelf computers or chairs, but it is cgmnainif we

are discussing modern technologies as described in many of our case studies.

The examples of public private partnerships we have found here are rather examples
of learning processes where the innovation is the end product of a process where both
parties contribute. The Icelandic, Faroese and the Norwegian cases datapfust
instance, how the development of information technology for hospitals requires
competent public institutions with clear ideas about product specifications.
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In these cases there is no clear dividing line between public and private innovation.
This insight should also have repercussions for innovation policies targeting the
private sector. There is now an increasing interest in innovation policyscioecle

using public procurement as a tool for encouraging innovation in companies. Indeed,
public procurement can be used for that purpose. It is, however, important to keep in
mind that such policies should not be reduced to a new way of subsidising private
enterprise innovation, or — for that matter — ensuring an ample supply of useful
“things” to be used in public institutions. Public procurement policies should rather be
used to strengthen collaborative innovation efforts that serve companiet as we
public institutions. Such efforts will generate learning that will have factefar

beyond the implementation of this or that particular new product, process or service

People skills

The Publin and Interact case studies demonstrate the need for people skills in
innovative organisations, public as well as private. Human beings are not hyper-
rational robots that can be programmed with neat flow charts to do whateverant

them to do. They have their own experiences and their own agendas. They have their
own belief systems and their own prejudices, and they will — often for good reasons —
be critical and sceptical when new changes and reforms are presented.

This means that
politicians, policy
makers and managers
need to know something
about the human psyche
in general and the local
culture in particular in
order to succeed
innovation-wise.

The chance of success is
much better if the
people involved
understand and accept
that this is a good
reform, and that it also — ultimately — will benefit them. This is particularportant
if the local culture is characterised by conflicts between differafégsional groups,
like managers vs. health personnel, nurses vs. doctors, and where some of these
groups have lost in previous power struggles.

There is several ways of building trust, stakeholder involvement being one ofithem.
may take more time, but if professional groups and employees are involved in the
innovation process, and they understand that their ideas and grievances are taken
seriously by the management, their resistance to change may be refitieed. |

resistance continues to be strong, it is — maybe — time to take the innovative idea back
to the drawing board. The resistance may, after all, be based on legitimate and
knowledge based concerns.
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It should also be noted that both the Publin and Interact research confirm the lesson
that documentation of positive effects will help getting employees on boarde Henc
examples of successful implementation elsewhere may help, as will pil@sstudi
where the professional groups have been actively involved.

Bottom-up public innovation

Many of us continue to have an image of the public sector as a mindless bureaucracy,
in the same way some people continue to picture industry as something out of Charlie
Chaplin’sModern Times

Many civil servants continue to be bureaucrats in the traditional sense of the word,
and many of therhaveto be so in order to ensure control of public expenditure and a
fair and equal treatment of all citizens.

Still, the public sector, in the
same way as industry, is
changing rapidly. The
educational levels in both the
private and the public sector
are going up, and both public
and private institutions
demand more of their
employees in the way of
flexibility, responsibility and
initiative.

Hence the modern civil
servant may be overworked,
but the chances of becoming
only an alienated peg in a
Kafka-like machinery is
somewhat reduced. This
should mean that the potential
for bottom-up innovation in
the public sector is greatly increased. There are a large number of ldghbted and
highly skilled people here that may come up with new solutions to old problems if
they are allowed to do so.

This means that the public institutions should work hard to develop framework
conditions that encourage the growth of entrepreneurship in the public institutions.
Management should find ways of rewarding employees that come up with new ideas
and new ways of doing thing. Increased salaries and good career prospectgmay hel
but just as important is the option of giving the entrepreneurs more time anaessour
to develop their own ideas. Flexibility is the key, which also means that local
management must be given the leeway necessary to help local entrepreneurs.

The innovative capability of public institutions is also dependent on local recruitment
policies, i.e. the management’s ability to identify and hire entrepreneursterd ot
people with the skills necessary for the organisation to be open minded and flexible.
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Given that many managers often play it safe and tend to hire clones of themselves,
this might prove difficult in some cases. The silo effect reported by Publin s ofte

based on a kind of mental lock-in, where organisations not only employ people

sharing the same beliefs as the existing staff: There are alsbrsecl@anisms in

place that ensures that the newcomers gradually adapt to the same eswirdnm

takes an open minded and experienced manager to handle and appreciate people who
think outside the box — i.e. who sees an innovation champion where others smell a
troublemaker.

This being said, there is probably a need for a word of warning. Flexibility and
innovation have become popular buzzwords in the management literature, and one
may get the impression that what the world needs is more hyperactive andréxtrove
generalist with no sense of commitment. The public sector has many objectt/es, a
some of them rely on other personal abilities than flexibility and creativit
Thoroughness and reliability are also talents to be valued. Hence our main
recommendation here must be for the public institutions to develop teams that
combine the ability to innovate with more traditional bureaucratic skills.

Handling large organisational structures

We are facing some really big institutional structures here, stru¢hatare very
demanding governance wise. There are limits to how many people and how many
rules and regulations any single individual can take into consideration at oneniime, a
the necessary division of labour inevitably leads to learning gaps: i.e. lack of
transparency and knowledge transfer.

Ironically sometimes the very innovations
that are implemented to solve these
problems may engender new ones. New
Public Management techniques — including
management by objectives — are, for
instance, normally introduced to achieve
two goals: (1) to get a transparent systems
that makes the participants aware of his
and her obligations and help them keep
track of their deliveries and (2) as a control
mechanism that helps their superiors
control that these deliveries are met (i.e.
that “the taxpayers get their money
worth”). These are both fair and necessary
objectives.

On the other hand these very control
mechanisms are so time-consuming that
they leave little time for “creative free

time” and innovation. Moreover, if the
objectives are already defined and you and
your institution are rewarded for achieving
these objectives, there is little incentive for
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developing new ways of doing things — in essence defining new objectives that
generate more work, work not rewarded in the current system.

In other words: Many New Public Management techniques may become static and
backward looking, while innovation requires a system that encourages people to think
outside the box. NPM is often that box.

That being said, there is nothing in Publin and Interact that indicates that it is
impossible to combine the necessary control mechanisms with the flexieted

to achieve innovation. For instance: If management and their superiors alee®nsc

of the need for innovation, it is often possible to give the most creative emplbgees t
room needed to innovate. However, there is a need for an acute awareness of the
problem and some sort of funding, either in real money or in the allotment of working
time (which, in essence, is the same).

Measuring public innovation

This still leaves the problem of legitimizing such innovation processes, asreada
easy way of measuring the effects of innovation in the public sector. Sir Heyrphr
right in the sense that British Leyland can (or — rather — could) measursutbetss
through the profit they generate. For a public institution investments in innovedion a
not counted as such: they are catalogued as “expenses”, and given the stromg press
towards increased efficiency and cost cutting, it s very hard to defencdadtdosts,
even if they are to lead to cost reductions in the long run.

Furthermore, innovation in the public sector does not necessarily lead to cost

reduction. The public institutions are serving other objectives that cost efficienc
objectives like the welfare of its citizens, democracy, law and order etc. Moder

medical technology, medicines and treatments are very expensive. An expensive
treatment that will raise the life quality of a patient may at tls¢ glance look as a

waste of money to the nearest accountant, the responsible civil servant aapolitic

For a company on the other hand, these expenses would be considered investments for
future profit, and if there were enough paying customers, they would, indeed be
profitable.

It should also be noted that the innovative public institution have no way of
documenting the effects seemingly costly innovations have on the society aga whol

If expensive, but efficient, health treatments lead more people to rejoin theweerkf

as productive citizens, their additional contribution to society may prove to be well
worth the investments. And at this point we haven't even started to talk about values
beyond the sphere of plain economics: the quality of life of the individual, the fact

that friends and family may enjoy the presence of a loved one etc. To sum up: we lack
the capability to document and prove the positive effects of some types of innovation.
This is why Publin proposed, and we support, the idea of a thorough debate on the
production of innovation statistics for the public secfor.

18 For a discussion of productivity measurement incedion, social services and public management,
see Johan Hauknes appendix’ to Publin report Nd. ®fmmary and policy recommendations
www.step.no/publin.

52



More recommendations

We will also like to draw attention to some of the recommendations made by the
Publin project, and which are supported by our research (see the Publin summary
report awww.step.no/publij

Develop learning strategies

Public managers and frontline employees interviewed by Publin as well etnte
report a lack of dialogue between different parts of the public system, hollizaniz
vertically, while at the same time underlining the importance of knowledfyssidif.

Public institutions ought to develop in-house learning strategies needed to find,
understand and make use of competences developed elsewhere. Public institutions
will normally benefit from developing inter- and intra-organisational networking
coordination and cooperation at all levels.

Possible mechanisms for improving learning include:

Systematic in house teaching by senior staff.

The recruitment of relevant expertise

Staff suggestion boxes.

The exchange between institutions of “guest workers”.
Sabbaticals and measures for life long learning.

Involving employees in the commissioning of new technology, services and
research, thus making them part of relevant networks of expertise.

Establishing formal networks and working groups with companies and
organisations delivering competences and technologies, as well as with
stakeholders, NGOs and relevant policy institutions.

Participation in national and international forums for innovation and policy
learning.

Improved access to periodicals, databases and other sources of information
and media surveillance (including mapping of relevant research from the
Framework Programmes).

The establishment of informal social arenas where people involved in
innovation processes may meet and brainstorm. This includes workshops,
conferences and the establishment of venues (in house cafés, regular dinners
etc.) where people can meet.

One important reason for encouraging networking and inter-organisational forums is

the need to combat “silo-mentalities” resulting from the existence efrdift belief
systems. As we have seen in Interact, this also applies to professionatsanflack
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of a common understanding of reality shared by management and professionals. If the
parties do not share a common language, and have misleading pre-conceptions of the
motives of the new partners (which are immediately understood to be rivals or
opponents), communication will ultimately break down.

By meeting employees from other organisations, managers and front-eng&ssplo
are exposed to different world views. Even if the parties do not agree on a common
ground, the realisation that employees from other institutions, units or pooi@ssi
groups think in a different way may help communication.

Meetings are not a waste of time if they can be used to develop common ground.
Moreover, one should also value other, less target-oriented, arenas that can be used to
build trust: sharing some coffee and joining colleagues at a conference dliocer

can be said about the effect partying can have on innovation. In short: to avoid mental
and institutional lock-in public institutions must develop quality leadership and a

social environment that create the right climate for change.

It is important to encourage pluralism as regards different approaches twimgpr
service provision to client groups in terms of allowing many different servic

providing organisations (NGOs, stakeholder associations, private companies etc.) as
they may generate different models and different types of innovation.

Public institutions, including ministries and agencies for policy developmerd,eha
tendency to neglect their own learning and innovation activities. Although they do
actively learn through their day-to-day activities, there is oftenkadbstrategies for
learning and innovation in directorates, councils and ministries. Publin pointed out
that policy institutions should make active use of workshops, sabbaticals, coutses a
other forms of training. There could be exchanges of employees for limiiedpef
time, so that policy makers (including both civil servants and politicians) maytkear
know other institutions and their cultures more intimately.

Furthermore, there may be implemented more radical recruitment policasler to
avoid the clone problem (leaders employing people sharing their same Ystieh s
or educational background only) and in order to get a more even distribution as
regards age, gender and educational background.

Recruitment can also be used to fill gaps in the institutional competencedrase, f
instance as regards the capability of interacting with private supplikroadedge
institutions. Even if the institutions is not going to do its own research (and most
public institutions will not), it can often make sense to hire people with a basic
science and technology background, as these may more easily commuriltate wi
innovation partners within or outside the public institutions. It is important, though, to
avoid people that has their mind set on a scientific career, or that have a too narrow
focus on a particular technology. Such experts might find hard to learn from the rest
of the organisation.

Institutions should make active use of international organisations like the Nordic
Council, the EU and its ERA-Nets, the OECD and the UN as learning arenas.
International experience gives civil servants insight into alternative Ismtude
organising public sector instruments and strategies. Such activities also tend to
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undermine at least some negative prejudices. Moreover, senior managers should
invite junior civil servants along on some meetings and conferences, giving them
access to the same networks.

Do the Nordic countries have a holistic innovation policy for the public
sector?

In Interact report No. 3 we ask the question: How is innovation implemented in the
public sector of the different countries? Having these two notions — policy and
implementation — we have constructed a matrix that may help us to relate the Nor
countries to each other. This matrix is based on the different types of innovation
policy measures and strategies identified through a mapping study made by the
Interact team. (See report No. 3 for a review of relevant policy measures).

This type of comparative of comparative approach can tell us something about the
relations between the political level and the daily operations and activities in t
public sector. From matrix 2 we can see that all the Nordic countries have @seasur
aimed at enhancing innovation in the public sector that are cross-sectionasemsiee
that both financing and performers comes from different parts of the public sedtor a
also often from the private sector.

Matrix 2, Public sector innovation policy and measures in the Nordicauntries.

Innovation integrated in the
policy system (content)

A
Finland
Sweden
© Norway
/ Island
©_©
Top down < \ > Horizontal (implementaion)

Denmark

©

v \ Faeroes Islands

Traditional (innovation) policy

From matrix 2 one conclusion is that at least on the performance level, parts of the
public sector in the Nordic countries work in a non-traditional way to enhance
innovation. In four of the six countries we have found horizontal innovation policy
measures in this more restricted interpretation of the term.

Only in Denmark and in the Faeroe Islands could we not find explicit third gemerat
innovation policies where the public sector is included as one of the factors to that
will help the countries become more innovative.
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In Denmark public innovation is dealt with within in a larger perspective thed g
beyond a broad-based innovation policy. This larger perspective — covered by terms
like globalisation, the knowledge society etc. — is also reflected in forums like the
Globalisation Forum. In these larger fields innovation is an issue and an important
one.

There are several problems with the conclusion from matrix 2, however. Firstly, we
like point to the fact that we have not compared the volume (how many) and the
intensity (to what extent) the measures are representative for the putdile of the

public sector. Though there are some hints of this in the measures described in the
appendix to report No. 3. Knowing that the public sector has a high proportion of
GDP in the Nordic countries, the funding in millions of the measures for public sector
innovation tells us that the funding is not substantial.

Secondly, we like to point to the inconsistencies at the policy level in all the Nordic
countries. In Matrix 2 we show how and to what extent innovation policy deals with
the public sector. However, when we change the perspective and ask how pmlicies f
a traditional and important part of the public sector (health care) deal with irorgvati
we get a different picture. From our narrative in report No. 3 we cannot conclude that
innovation — understood as part of a broad based third generation innovation policy —
is a major issue in health policies, even if we find a few cases wheraegyen
responsible for the health sector finance or participated in progrartteaesnhance
innovation in the health sector.

It should be noted that we have not investigated the regional or local levels of the
different countries, where we might find another picture. It should also be noted that
the lack of an innovation policy in this meaning of the term, does not mean that we
claim that there is no innovation taking place in this sector. As Publin and our own
case studies have amply demonstrated there is a lot of innovation (in the meaning of a
change of behaviour with a specific objective in mind) taking place in these
institutions.

However, our hypothesis is that the latter is mainly based on (1) ad hoc, local
initiatives or (2) signified by attempts to save costs and increase ttieref§i and
output of the institutions (cf. the introduction of New Public Management praggtices
not to improve learning and increase the innovative capabilities of the institpgons
se. Our point here is that both health policies and the governmental agencies
responsible for implementing health policies do not to a great extent deal with
innovation in the public sector as part of overall policy strategies.

For instance: In Denmark we may find policy measures based on a systemic approach
to innovation, also where there is collaboration across institutional and sectoral
borders. What we cannot see clearly is a top-level broad-based approach taca holist
innovation policy in Denmark where (1) research and technological development is
seen as but one of many types of learning for innovation, (2) where the effect of
different sectors and general framework conditions — including the public sector — is
taken into consideration and (3) where innovation in and for the public sector is
included.
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Danish innovation policies continue to be mainly based on a technology push
perspective, where science and high tech development is considered more important
than the absorptive capacity of firms and public organisations.

One explanation for the inconsistency between the existence of “holistic” innovation
policy measures and the lack of an overall holistic innovation policy including the
public sector might be found in the innovation policy systems in the Nordic countries.
We have identified the major actors at different levels, and in none of the countries
and at none of the levels could we identify the public health sector a major actor in the
innovation policy system. That is: Ministries of health and social affairs do not
consider innovation policy (in the political meaning of the term) an important part of
their responsibility.

Instead we found that innovation policy in general is limited to ministriegndeaith
research and economic development, agencies like research councils &atbfacil

like Vinnova, Innovation Norway, Rannis and TEKES. At the performance level we
found the public sector represented by universities and research institutigt lben

so that the limited expansion of the innovation policy system to include the public
sector can explain the lack of concrete innovation policy measures in health policy.
The field of innovation policy has (yet) not expanded to include public sector policy
development. The public health sector is not incorporated in the system and because
of this the relevant institutions seem to consider innovation “something that others
do”.

There are a few notable exceptions to this general rule, like the Vios imprograf

the Research Council of Norway, and some more traditional technology andrmgscipl
oriented research programmes targeting the public sector, but theseamscdptnot
seem to represent a trend shift.

This interpretation is rather tentative and is more of an idea for furtbesarnc.
However, based on our and previous research, we will suggest some possible
explanations for why this is so:

1. There is a general impression in the public that public institutions are
conservative and bureaucratic, and therefore not able to innovate. This may
lead some policy makers and politicians to conclude that change can only be
implemented from the outside, through organisational reforms that is to lead to
more efficiency or by the adaptation of technology and knowledge developed
outside the public sphere.

2. The main excerption from this rule is that most seem to accept that publicly
owned universities, research institutes and laboratories do contribute to
innovation in the public sector. This indicates that the old linear model of
innovation, where innovation is seen as the end result of ideas born in research
institutions only, is very much alive. This view may make people blind to the
fact that the public sector is full of highly educated people and entrepreneurs
that actively seek new solutions to the problems they are facing and that
develop new and improved services and products in cooperation with research
institutions and technology providers.
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3. Due to a strong high tech focus in some quarters — in the meaning of R&D
driven innovation being considered the “best” or “proper” form of innovation
— the more incremental, service oriented and “market near” types of
innovation found in public institutions may fall of the radar. This is also seen
in industrial innovation policies, where it is often hard to find policy makers
focusing on innovation in the service sector, even though public and private
services totally dominate the Nordic economies.

Again we sense the linear model, whereby research is considered the birth
place of all types of innovation. Publin, Interact and other studies have shown
that this is a misleading model. High tech, research based, innovation is
important — also in the public sector. But to say that this is the only proper
form of innovation or even the leading form of innovation is wrong. Firstly

high tech innovation is often the result of demands given by customers and
users. Secondly, there is a lot of incremental, “market near” and organisational
innovation taking place that may have just as important economic and social
effects as new science or technology based inventions.

Thus, the lack of coherent and strategic broad based innovation policies for the public
sector may be caused by cultural differences. These sectors have not bednth@oug
same “paradigm shift” as the move towards systemic innovation policies found in the
industry policy arena.

Still, we have found examples of measures and policies that indicate that in some
parts of the Nordic public sector, people do base new measures on such perspectives —
if not on the ministerial level, so at least on the agency or front office level.
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The Nordic countries seem to be more similar than different as regardsstiemex

of a broad based, holistic, third generation innovation policy. Most of them have
policy measures in place that at least partly reflect such a pevepddie only real
outlier is the Faeroe Islands, which — mainly due to the small size of the country —
show few signs of a third generation innovation policy.

Still, this holistic perspective is normally restricted to policies tangegrivate sector
innovation, and to the extent the public sector is included, it is as a servant for
industrial innovation. As an example we have presented the health sector, where all
the Nordic countries have traditional health policies where innovation is — at best —
considered only is a small part. We cannot find that the innovation perspective is
integrated in these policies. Norway might be a possible exception in thid.regar

With a few exceptions, public sector innovation is rarely integrated into broad-base
innovation policies, and to the extent that they are, they are considered tools for
industrial development (cf. buzzwords like public private partnerships, the use of
public procurement etc.)

Innovation policy challenges and recommendations

Firstly we like to point to the problem of coordination at the policy system level. We
have found that traditional ministries (e.g. health, social services) arepresant

thought of as important actors in the innovation policy system. The challenge is to
bring in the other ministries and agencies into the development of national innovation
strategies.

Bringing in the ministries and agencies of the traditional public sect@sskat the
dialog at the governmental level should to a greater extent be horizontal. The funding
institutions should to a greater extent co-ordinate their effort by enlggpi@grams

and other measures in order to bring in the public sector into the innovation policy
system. In one sentence: Expand the innovation policy system!

It should be noted, though, that this is in no way an easy task. Given the diverse
cultures and the varied belief systems found in the different ministries aigtrgni
departments, it will take time to develop a common understanding that makes such
coordination possible. Developing learning arenas of this kind is time consuming
given the best of circumstances. Furthermore, inter-ministerial policyogenvent is

also influenced by political struggles (anchored in the political level) andghal

struggle for power and money. This means that political processes leading towards a
new holistic innovation policy including the public sector may soon get bogged down
in political and social conflicts and lead to policies signified by uncleapoomses.

An interesting test case is the previous Norwegian governments attempt tpdevel
holistic innovation policyen helhetlig innovasjonspolitikkj Interact has discussed
this case with several people involved in this process, including the political level.
Originally the politicians in the Ministry of Education and Research had planned to

" SeeFra idé til Verdi; Regjeringens plan for en helligtinnovasjonspolitikk
http://www.odin.dep.no/archive/nhdvedlegg/01/09409 1. pdf
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include public sector innovation in the development of the new strategy, but soon
found that that would take too much time. That part of the exercise was therefore
postponed. The influence of public innovation on private sector innovation was
included, however.

The Ministry of Education and Research and the Ministry of Trade and Industry
coordinated the exercise and established a large number of ministerialgvprups
that were to discuss everything from traditional innovation policy measuites tole

of kindergartens in company recruitment. Our respondents report that the pagect w
a success to the extent that one managed to develop a useful learning arena and
advance a common understanding of what innovation is about. In other words: The
ministries managed (mostly) to agree on a common “story” of the role of imoova

in society. It was, however, much harder to develop new political strategiesl or fi
funding for new policy measures. The announced “action plan” eventually beaame *
plan” for innovation.

This project was of course an innovation in its own right, and if we are to pass
judgment on its success we have to take several factors into consideration. [The fina
document did present a clear vision of the role of innovation in the public sector,
which was useful. However, it did not present any radical proposals as regards policy
shifts or a new instrument, which has made many consider it a failure .hgtifleople
involved in this learning process are still around, in the same departments oreid relat
organisations, and their ideas and understanding continue to influence innovation
policy development.

It took more than 10 years for the systemic approach to innovation (level 2 in our
figure on page 13) was commonly accepted in most policy circles (it stilinssdme
guarters). There is reason to believe that the common understanding of the broad-
based approach will take a little longer (level 3a) and that the inclusion of public
sector innovation in regular innovation policies (level 3b) will take years. Tibatd
not stop policy makers from trying.

Still, some may argue that idea of unifying policies targeting innovation in thie publ
sector with policies for the renewal and modernization of the public sector is to go too
far — that it is unpractical or that the innovation processes taking place in the two
sectors are too different. One may argue that policy makers respoositiie public

sector already have policies for learning and innovation in place, even ifrthegta
labelled as such.

Against this, we argue that even if Nordic ministries responsible for thecadalior

are aware of the need for change, they are (1) too hung up in a linear technology-pus
way of thinking or (2) too narrow in their approach, particularly as they have a
tendency of focusing on cost cutting and productivity only, rather than the more
creative sides of organisational development and in-house learning. Because of thi
they may benefit from cooperating with the ministries responsible for nmalust
innovation, as many of them have already developed a more nuanced systemic
approach to learning and innovation.

Furthermore, the fact that both public and private learning and innovation take place
in the same innovation system and the same learning arena and that innovation in one
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part of society has clear consequences for the other, is for us an argument for uniting
the two policy spheres into one innovation policy field. This does not mean that
everybody will have to work together with everyone on all topics and areas of
responsibility. That is not possible. However, it is possible for these varioudriesis
and agencies to interact and learn from each other and develop a common
understanding — a story — of what innovation is about.

Funding of public sector innovation

In order to enhance public sector innovation, we believe that innovation policies
should also target measures for all types of innovation. This means concretely that
main focus on research driven innovation should be complemented with for instance
user driven service innovation in order to create new opportunities for public sector
innovation.

Another challenge is the funding of public sector innovation. We are well aware that
there is a difficult trade off between daily operations and innovative activities
challenge is to handle innovation costs/benefits with operations costs/bemefits. F

our studies we have concluded that funding for public sector innovation is scarce, it is
not focused and it suffers, not in every — but in many cases — from short-term
planning.

This is a huge problem and affects all the levels in the innovation policy system. One
way of trying to solve this problem is to consider long term, horizontal, programs that
target public sector innovation and takes different types of innovation into
consideration. This may not necessary mean that new or additional resources have to
be allotted public sector innovation. It means however, that the recourses now
available needs to be better coordinated.

There is also a need for clear strategies for research for innovation in thee publi

sector. In some research-driven areas this is already the casd toomusies,

especially within medical research and defence. In other areas, whezeltheldgy-

push perspective is less apparent, the research is more ad hoc, and based on the more
immediate needs of ministries and policy agencies. This is exactly theflkamea

where the authorities can make a difference, funding research progratves fisiute
development of public services. A good example of how his can be done is found in
the Swedish E-tjanster i offentlig verksamhet (E-services in publiss), run by
Vinnova!® The program couples research institutions, public institutions and
companies working in the area of e-governance. This program may also serve as a
good example of international competence building, as some of the policy makers
involved are also part of the new European eGovernet network, which is to coordinate
the creation and integration of national e-government research and development
programs.’

When designing research programs for innovation in the public sector it is important
to keep the market pull perspective in mind. They should not be reduced to purely

18 http://lwww.vinnova.se/vinnova_templates/Page__ 62%spx
19 http://lwww.egovernet.org
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academic or technology driven exercises with little or no interaction betthe users
in the public sector and the researchers and engineers. Instead such pregramme
should be considered common learning arenas where the researchersiedhe f
civil servants and service providers in the same way the public employeesdearn f
them.

There is also the role of the public sector entrepreneur to be considered. Both Publin
and Interact have demonstrated that there are a large numbers oeaetiepin

public institutions, i.e. knowledgeable and innovative people that would like to
experiment and find new ways of doing things that might improve the quality of the
services provided. The Nordic countries should increase the support for research
programmes like the Norwegian Vios that support research on public innovation, but
also develop “seed capital” schemes, whereby entrepreneurs may appbdist

sums of money for experiments and pilots.

Conclusion

The main message from this report is that innovation in the public sector must not be
reduced to a matter of delivering new technologies to a passive recipient, a non-
innovative pubic sector. There is a lot of innovation taking place in the public sector,
within or outside the scope of policy planning. What is needed now are policies with a
more comprehensive and broad based approach to innovation in the public sector, and
which takes all relevant forms for learning, interaction and innovation praatices i
consideration. The use of knowledge is as important as the production of knowledge,
and the social aspects of learning is as important as the technical ones.

The Nordic countries are lucky in having some of the most advanced and knowledge
intensive public sectors in the world. No doubt this is a contributing factor to some of
the wealth creation taking place in these countries. However, we still havdlyot f
grasped the effects the public institutions have on innovation in the private sector, nor
do we fully understand the interaction between the two sectors. What Publin and
Interact have demonstrated is that it is probably more fruitful to understand
productivity growth and wealth creation as the effect of innovation taking plaane
large innovation system consisting of innovative people and institutions within all
three sectors: private, public and civil. We need innovation policies with the same
approach, which necessitates closer cooperation between various minmgtries a
agencies on the innovation policy side.
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Appendix: On innovation, knowledge and learning, a
reflection on future research

Publin and Interact have documented the complexity of innovation processes in the
public sector. The following text summarizes some of the academic findings
underpinning this research and reflects on the needs for future research in this area.
We would like to thank Publin researchers Seamus O’'Tuama (University College
Cork) and lan Miles (University of Manchester/PREST) for important contributions t
this text.

Knowledge for growth and welfare, background perspe ctives

As noted in this report, there continues to be a tendency to consider innovation as a
result of research only, even in the private sector. As regards public sectoriomovat
there is a tendency to consider change as the end result of processes aimed at
importing knowledge and technologies from the private sector.

However, both Publin and Interact has shown that innovation in the public sector is
not the end result of such linear or quasi-linear processes. Innovation in the public
sector is the result of interactive learning processes taking place \kghpublic

sector and between the public and private sectors. Moreover, it has been shown that
innovation is based on knowledge and the development of competences in the widest
sense. Research and development is only one of several forms of learning in this
respect — albeit a very important one.

There is clearly a need for more research in this area, especially on tHedg®w
process in clusters — not jusithin institutions, bubetweerinstitutions and in the

wider public milieu (triple contingency) in which knowledge is generated, shaped and
applied. This will give a more rounded and practical understanding of the knowledge
processes in the public, private and third sectors.

The art of choosing among different actions is knowledge-intensive. Theread a ne

for research that focus on knowledge that empowers innovation, i.e. changes intended
to improve the expected performance of the organisation. This includes theiadaptat

of existing technologies, practices and/or formulae to new contexts; thusngquiri

local competence development. It follows that a major part of this base ofaract
instrumental knowledge is intimately linked to the characteristics of tlo#fispe

context (or institution); its functional purpose; the social, economic and cultural
environment; and the wider institutional and political landscape.

In terms of understanding the knowledge process one may deploy what may be
termed both a double contingency model (Mead, Schutz, Parsons, Habermas) and a
triple contingency model (Eder, Strydom, Kilgore, O Tuama).

Double contingency is particularly useful in understanding the knowledge process at
an institutional level. Here the knowledge base is necessarily subjautive a
contingent upon mental models or local theories about the organisation’s activities
The subjective dimensions of the knowledge base imply that knowledge relevance
i.e. to what extent it is relevant for deliberate choices of behaviours andsa€ti®n
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always assessed on a subjective basis. This does not imply that the locas teorie
‘private’ in the sense of having only individual validity. Quite the contrary, many of
these theories will be shared within a community — hence they have an inter-
subjective validity. In fact what constitute a social community are presekat
involve information sharing, culture building etc. amounting to the development of
‘commonly held beliefs and perceptions’ or shared belief systems.

One must also place a wider context on the knowledge process and thus it will also
adopt a triple contingency approach, which includes the idea of a third party or a
public. Here public can mean wider civil society (macro-level) discansend in

this case health policy and stakeholder (micro-level) inputs into shaping knowledge
(e.g. workers, patients, professionals). Triple contingency is an integrhsion of

the process of collective learning, as it takes on board how knowledge is shaped
through debate and discussion. It also helps locate the learning process int thie lig
changes in civil society (Offe) and the transformation of institutions (Burns).

Choices of action and behaviour, including modes of learning and innovation, can be
more fully appreciated together with their institutional and extratirigthal contexts
through this dual approach. An understanding of the characteristics and development
of the purpose-oriented knowledge requires integration with and understanding of
socioeconomic and socio-cultural contexts of the activities to be analysedrQauti
required before drawing generalised or context-free implicationbdaiole of

knowledge and the organisation and benefits from knowledge generation to a wider
policy/practical context.

On the knowledge concept

We see knowledge as a key resource for enabling transformation of what an
organisation does and how it does it. In short: knowledge is studied as a vehicle for
change. Furthermore, it is similarly seen as a resource for improvemeletssion-
making processes including understanding the objectives, intentions and purposes
underpinning the organisation.
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Instrumental knowledge in the context of this study is about the transformation of
informational resources into practical knowledge such as competences,ittapabil

and practices underpinning strategic activities of institutions. It is the knowledge
capital that has been learnt, absorbed, understood or integrated into individual and
collective lifeworlds that enable informed and reflexive decisfi® understand the
effects of knowledge on the economic and social development of society, one has to
go beyond simplified and reified concepts about knowledge as a codified ‘thing’ that
is produced in one environment and costlessly applied in another. The absorption of
knowledge — and hence learning and the building of competences — is never free, and
must be based on existing competences.

Information can be understood as a message containing structured data (Cowan,
David, Foray), while knowledge is information giving meaning by knowledgeable
agents (Fleck). We should look at knowledge understood as competences, i.e.
information that has been found, understood and made use of by individuals and
institutions. In this case knowledge communities consisting of private, public and
third sector institutions involved in a particular.

2 Following Gibbons, we will focus on mode 2 knowgedproduction, i.e. knowledge production
carried out of a context of application. Mode 1 Wwiexdge, i.e. knowledge produced in a context
governed by a specific academic community, wilirmduded to the extent it provides input to the
relevant learning and innovation process. Modetgaissdisciplinary as opposed to disciplinary,
heterogeneous as opposed to homogenous, hierdrahitransient as opposed to hierarchical and
stable.
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Typologies of knowledge

A typology is needed that can be used to discuss different types of knowledge. Many
researchers have a tendency to develop typologies basestaiit giew of

knowledge, where one discriminates between diffetgrtsof knowledge. Hence
Johnson and Lundvall (2001) distinguish between

Know how: the ability to do something

Know what knowledge about facts

Know why. knowledge about principle and laws
Know wha knowledge about who knows what

Other distinctions are betweeadifiedandtacit knowledge (Cowan, David, Foray,

2000 and Johnson and Lundvall, 20@Bnericandspecificknowledge (Nelson),
individual knowledge andollectiveknowledge (Johnson and Lundvall, 2001).

Codified knowledge is understood as explicit and can be stored and transferred as
information (Johnson and Lundvall, 2001). Formal knowledge is always codified.
Tacit knowledge is knowledge rooted in practice and experience that is hard to
articulate or communicate in codified form; it is implicit and wholly embodied i
human individuals transmitted by apprenticeship and training (cf. Fleck, 1997; Lam
1998: 4)** Generic knowledge is knowledge that can be widely applied, in contrast to
specific knowledge.

One way of labelling combinations of different types of knowledge is foundnm L
(2000), based on Collins (1993):

Cognitive Level: Knowledge Types
Ontological Dimension

Epistemological
Dimension Individual Collective

Explicit Embrained Encoded
Knowledge Knowledge
Tacit Embodied Embedded Knowledge
Knowledge

Source: Lam (1998)

1) Embrained knowledges dependent on the conceptual skills and cognitive abilities
of the individual. It is formal, abstract or theoretical knowledge, that is plyma
obtained through formal education and training — ‘learning-by studying’.

L According to Cowan, David, Foray (2000) codificatis a matter of effort; most knowledge (for
example how to ride a bike) can in principle beified.
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2) Embodied knowledgs tacit-individual knowledge, coming from experience. It is
context specific, based on hands-on-experience — ‘learning-by-doing’.

3) Encoded knowledgs codified and stored in blueprints, recipes, written rules and
procedures. It is collective-explicit.

4) Embedded knowledge the collective form of tacit knowledge residing in
organisational routines, practices, values, norms and shared Beliefsmprises
the unwritten rules of the game (Scott-Morgan, 1994). This knowledge type plays
a key co-ordinating role but it is often hard to point out. It is relation-speaidic a
situated.

Lam (1998) uses these knowledge-combinations to typify organisations according to
what knowledge type is dominating and to talk about organisational learning and
innovation?® The typology is useful, but Lam pays little attention to the incentives for
innovation, overall framework conditions (regulations, education and so on) and
horizontal and vertical links of companies with suppliers, users and knowledge
holders. We should understand knowledge as a phenomenon that requires ‘human
absorption’, meaning that what Lam calls ‘encoded knowledge’ will be considered
information or data before it has been read, understood and put into use.

One may also make use of philosophical approaches to the concept of knowledge.
Especially Aristotle, but also Plato, the sophists, and the rhetorical tradigon, ar
increasingly used in current discussions about knowledge. Aristotelian distinctions
between tacit and articulated knowledge forms dgsstemethedrésispathos
poiésig(tékhné)khrésis (tekhné), praxis, phrénésis, the@ia important.

However, one shouldotaim at creating one ‘great unified theory’ of knowledge.

That would be far too ambitious, and probably not very productive. One should rather
use philosophical and scientific discussions as sources of learning and inspiration, and
make use of concepts and theories to the extent they fit with a dynamimisyatel

broad based approach to knowledge, learning and innovation.

Learning

Sophisticated understandings of learning and learning processes arergegoessa
understand the dynamic concept of knowledge in use. There is an enormousditeratur
on the topic of learning’, but there is no generally shared concept of learning
(Easterby-Smith, 1997).

We will stress the aspect of learning as a vehicle for behavioural chmegats
focus on knowledge as a means for innovation. According to Huber (1991) an entity
learns if, through the processing of information, the range of its potential balavi

% The descriptions are taken from Lam (1998), ptielisin Lam (2000).
% The following descriptions are from Lam (1998)bfished in Lam (2000).
4 See for instance specialist journals sucBagnizational LearninggndManagement Learning
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is changed. In the policy literature it is quite comfida define learning as a change
in the habit of thought. These changes open up new possibilities for alteration in
behaviour.

Individual learning and organisational learning cannot be separated: Otigasisae

the social groupings of individuals within which learning occurs, and the institutiona
forms that stabilize and transmit the resulting lessons (Clark). Whentnalec

learning extends individual companies we may talk abociallearning.

Learning theory, which emphasizes how individuals in institutions organize
information in social categories (Rosch; Fiske; Kulik), has a distinctrralew
institutional theory. Institutions learn from their experiences through acatingl
historical experience®.Results and inferences of past experiences are stored in
standard operating procedures, professional rules and rules of thumb. Institutions
learn along several dimensions, for instance related to modification ofgirate
competence and aspiration, and in the interaction of these dimensions.

Learning processes are the foundation for an institution’s ability to find, staddr
and make use of existing knowledge. We need to study such processes carefully, in
order to find examples of successful learning environments that encourage innovation.

Belief systems and learning

Hermeneutical philosophy operates with the idea of ‘life worlds’. A life avisrithe

sum of the individual’s personal experiences, his or her educational background and
cultural environment. The life world changes in meetings with other persons and new
experiences, which again alters the person’s perception of reality (therfeutical

circle, cf. Ricour, Heidegger, Gadamer).

Learning is not about adding ‘facts’ to some kind of internal ‘knowledge bank’. It is a
complex process where learning both expands a person’s internal repository of
information and changes his or her understanding of nature. Radical life world
changes may allow an individual absorb knowledge that was previously out of reach,
as she didn’t have the life experience and concepts needed to absorb this knowledge.

This has serious impacts for knowledge policies. Education is not only about the facts
you learn. It is about learning to learn, about learning to think differently andi@utsi

the box. Given that we live in a society with rapid technological and cultural change
people and institutions must be prepared for unpredictable, to adapt to new and
unforeseen challenges. Any knowledge policy must take into consideration the need
to change or expand existing belief system, or at least encourage comionrandt
learning between different organisations and social groups.

%t is common for the tradition pioneered by He(1674) and Sabatier (1993; 1987).
26 March and Olsen; Levinthal and March; Olsen;8son and Olsen; Olsen; March
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Publin studied role of belief systems (‘rationalities’) on learning and iniovady
belief systems are meant relatively long lasting understandingsliof stered by
members of a culturally and socially defined group. This squares with S4ba88)
who talks aboupolicy core belief@ndsecondarypolicy belief aspects, saying that
policy core beliefs (of advocacy coalitions) are very stable.

A related term is ‘mental models’, i.e. individual belief systems, which are aror
less shared with others (North). At the organizational level, shared mental m@els
labelled as organizational norms and routines (corporate culture). At the levegleof la
groups they are labelled as idea-systems, norms, ideologies, attitudesl. i8batal
models imply common language and facilitate communication. Earlier patterns of
decisions affect later patterns; learning is path-dependent (Sibelsgagne and
Soubeyran).

Within both economics and organization science there is a tendency to incorporate a
cognitive approach to the subject of organizational learning. Examples are
Nooteboom'’s ‘logic of abducation’ model, Wood and Bandura’s social cognitive
theory of organizational management; Walsh’s studies of managerial and
organizational cognition, Harris’s schema-based perspective on orgamazat

culture, Neck and Manz’s work on the impact of mental strategies on employees and
Denzau and North’s research on mental models, institutions and idedfogies.

In the cognitive approach, learning is reformulated as incentive syspeeferences,

risk aversion, preference for order, and the need to reduce cognitive dissonance.
These are crucial elements in policy-learning processes, and can be uadoksadt
knowledge development and innovation in general. This psychological approach also
makes use of concepts that are related to, or can even be considered the foundation of,
rationalities and belief systems. Schemas are expectations, assumptiogsneric

prior knzogwledge that allow us some sense of prediction and control (Fiske and

Taylor).

Policy learning

Any study of policy development must be based on a clear understanding of policy
learning is essential, i.e. the learning processes underlying polickppeent. One
important goal is to discover possible policy failures in the field of knowledge

" Wwithin the organisational literature growing atten is given to tacit knowledge, a very important
but hard to control form of knowledge; examplestagepublications on organizational routines as a
form of procedural memory by Cohen and Bacdaya@4}18nd organizational routines as grammars
of action by Pentland and Rueter (1994). Relatddisois the literature on motivation, incentive
systems and the psychology of change, for exampshldifer and Welch on ‘inertia’ (2001), Thomas
and Velthouse on ‘cognitive elements of empoweriam its effect on intrinsic motivation (1990),
Bowles, Gintis and Osborne on ‘Incentive enhangireferences’ (2001).

2 Cognitive psychology was partly introduced in angational theory with the Carnegie school and
Weber’s theory of bureaucracy. However, it wag fivgh Herbert Simon, James March and Richard
Cyert (Simon 1945; March and Simon 1958; Cyert Bliadch 1963) that cognitive science per se was
introduced to organizational theory. See also Marghrbage can model (Cohen and March 1974,
March and Weissinger-Baylon 1986; March and OIs¢r6]11989, 1995).
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policies, both at local level and in the policy-making apparatus. Sabatier defines
policy learning as ‘a relatively enduring alteration of thought or behavioural
intentions that are concerned with the attainment (or revision) of the precepts of a
policy belief system’.

New institutionalism holds that organizations lose their ambiguity through
organizational norms and routines for appropriateness that evolve gradualfl(Pow
and DiMaggion; Zucker). However, the routines do not necessarily result in
effectiveness. Political choices are decision-making processes madiguous
organizations and actors with inconsistent preferences. Often there argnséor

limits for each decision. It is essential to get the attention of decisionrsnakerder

to make decisions. Whether attention is obtained depends on the character of the
decision-making process and what is embedded as interesting in the organizations.
This is of direct relevance to studies of innovation in the public sector. Not only must
managers and policy-makers have the capability to develop relevantisgdteg
learning and networking, but they must also be able to follow up on a day to day
basis.

Organisational ‘knowledge policies’, an organisation’s strategies andgastbr
knowledge development, is part of a larger cultural and social context. There are, for
instance, struggles for influence and power (Bozeman et. al.). Organizatioties poli
studies understand organizational politics as aggregated influence tadiids/use
employees (Kipnis et.al; Ferris, Russ and Fandt; Kacmar and Feilgsy [Et. al.).

Given that we also have to look at policy processes within the knowledge area
(research, innovation and education), this aspect must be taken into consideration.
Policy makers may be considered rational actors, but they follow another set of
rationalities to for instance researchers. This is why policy documentsimay
arguments from different strands of policy thinking in order to argue for a politic
strategy or policy measure. These arguments are used in a struggle doapaw
funding (Koch and Oksanen).

The advocacy coalition framework (ACF) argues that technical infosmatid

formal policy analysis are generally used in an advocacy fashion (Sabatier and
Jenkins-Smith). According to the ACF approach learning across coalitionsas mor
likely when an intermediate level of conflict is involved, when issues areteadlly
tractable, and when a professional forum is utilized. This does not mean thatakechnic
information is unimportant. Even when the accumulation of technical information
does not change the views of the opposing coalition, it can have important impacts on
policy, at least in the short term, by altering views of policy brokers or other
important governmental officials (cf. Gormly 1986). ACF researchers firiartbst
changes in policy beliefs have to do with secondary aspects, not with core lbeliefs

a change in policgore attributes a change exogenous to the policy subsystem is
normally needed. But such changes alone are not sufficient for policy change; they
must be interpreted by subsystem actors and skilfully exploited,

Sabatier and Jenkins-Smith say that the main influence of the public on policy acts
in limiting the range of feasible strategies, rather than positively deiegrthe

details. They claim that the public lacks the expertise, time, and inclination ‘to be
active participants in a policy subsystem; that role is reserved for @tiiey’. They

see public opinion as a restraining force rather than a proposing one. This is a topic
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that will have to be address especially in the light of triple contingency andocew s
movement theory.

Innovation

Given that both Publin and Interact look at knowledge as a tool for change, innovation
has been an integrated part of these studies, and should be so in the future. Studies of
innovation in the public sector must include innovation theory, an amalgam of various
disciplines: economics, management, organisation psychology, cognitive theory and
system theory. A consolidated finding from the literature on innovation (Lundvall,
Edquist, Van de Ven and others) is that innovation involves learning, coordination

and deployment of resources.

To this tradition also belongs the so-called triple helix perspective — stutiging t
interaction between companies, research institutions and policy organisatinds
network alignment theory.

Innovation requires an absorptive capacity, an ability to find, understand and make
use of knowledge (Cohen and Levinthal) as well as a willingness to innovate.
Innovation also requires the management of attention, whole-parts relationships, the
riding of good ideas into currency and more (Van de Ven). Furthermore, innovation
occurs within national systems of innovation (Freeman, Lundvall, Nelson, Edquist)
and innovation networks or clusters that shape it. Systems theories highlight the
external and internal environments in which innovation occurs and dynamic aspects
of path dependence and trajectories.

The relevant environment or system can be conceptualised in different ways and on
different levels. It may include technological actors and organisationspasdt of

the interaction between these actors. Or it may be seen in terms of thedrame

within which institutions act: institutional structures, social values, pallitialtures,

and so on. .

Like in Publin, future research may use organizational theory, new public
management (and its critiques) and political science. As regards organiziusmmg
one may look at research based on systemic approaches, especially thedsopeall
system perspective, as this allows study of the interaction betweenrdiffere
subsystems interlinked in changing coalitions. Selected schools of the of@n sys
perspective are for example: organizations as loosely coupled systeensgi@y/
March; March and Olsen; Pfeffer and Salancik ), David Easton’s politisem, Jay
Galbraith’s contingency theory, Charles Lindblom’s incremental budgetingtmode
and Karl Weick’s cognitive model, and system design theory (Ashby; Burns and
Stalker; Mintzberg; Perrow).

The actor network approach (Latour and Woolgar; Callon; Latour; Callon) atwaies t
the connection between technology and society is a seamless web, where it is
impossible to argue that some factors are essentially technologicahans sxicial.
According to this approach society consists of various actor networks that are all
trying to convince others that their scenario is the best one. A scenario iagenam
the future, and the actor network participants share common views on how this
scenario is to be made real. We may use these perspectives to enrich our

71



understanding of how belief systems influence knowledge development and
innovation.

The economic character of knowledge

The rationale of public innovation and R&D policies is basically grounded in the
economic character of technical knowledge. Scientific and technological ldgmvle

of importance to industrial development and economic growth have aspects that it
shares with a range of other economic good characterised in an economissense a
public goods, in contrast to thosemivate goods®

Perfect private goods are what are termed excludable and rival. Exalydaibdrs to

the opportunity to express property rights over the good, with a perfectly excludable
good and owner can exclude other users costlessly from getting accessoidthe g
Rivalry expresses broadly speaking that the good can only be used one at,the time
when used or consumed it cannot be consumed by another.

Public goods are both non-excludable and non-rival. Knowledge in this context is
seen as a non-rival good, as, the same piece of knowledge may be used
simultaneously by several users. It is also partly non-excludable, fonshefa
photocopy or a PDF file, access to this ‘piece of knowledge’ may be accgssed b
others.

It is important to keep in mind, however, that this ‘piece of knowledge’ is not truly
knowledge in the way the word is used by Publin and Interact. It is rather a piece of
information, and is as such of no value unless the reader has the competences needed
to find, understand and makes use of it. Moreover, some types of knowledge and
information are not freely available (kept secret, protected by patejoist Grard to

find"), others are freely available through books, publications and web sites.

There are clearly degrees of accessibility that are relevant toniheative

capabilities of firms and institutions, meaning that it is of policy importancenWhe
studying the knowledge building strategies of knowledge communities, one must
therefore, look at the effects of publicly funded research, intellectual propgty, r

tax incentives and policy measures aimed at strengthening knowledge development
firms and institutions.

The health sector

Public sector innovation is a key contributor to national growth and to the welfare of
individual citizens across the developed world. Yet, little research on public sector
innovation exists. In part, this is a legacy of the old view that manufacturing is the
sole source of productivity growth and economic wealth, while services are
unproductive and technologically backward. In part it is the result of a lack adsthter
in public sector innovation among innovation researchers.

% For a discussion of public and private goods,Miiel Callon: “Is Science A Public Good?”,
Science, technology and Human VaJuéslume 19, Issue 4 1994, 395-424.
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To the extent there are studies
of public innovation, they are
often focused on internal
learning and innovation
processes, seen as something
separate from the private and
third sectors.

However, there are large grey
areas of interaction between
public, private and third sector
organisations. Hospitals are the
prime example, there are
examples in all three sectors,
they purchase and use of
medicines, machinery and
equipment developed in the
private sector (often through
public support); they often
initiate and influence
innovation processes. Through
interaction with professional
institutions and patient
organisations they change
organisational practices and
types of health care.

Public sector innovation is often equated with effectiveness and downsizing, meaning
that the overall goal is to reduce cost and increase productivity and not to develop
new and better services that contribute to the improvement of people’s quality of life.
It is about defining the common good on exchequer criteria rather than public welfare

Interact — and to a certain extent, Publin — have studied learning and innovation
processes in the health sector, in order to understand:

1. how institutions develop internal competences needed to take part in relevant
innovation processes, and

2. how these institutions interact with other institutions and in order to get
access to relevant knowledge and technology

Publin and Interact have identified several types of innovation, including:
product innovation taking the form of new/improved products/services.
service delivery
administrative and organisational innovation
conceptual innovation
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policy innovation (including incremental innovation based on policy learning by
the government, and radical innovation sparked by conceptual innovation)

systemic innovation (including privatisation and the contracting-out of public
services)

Interact has made a preliminary exploration of the role of innovation ‘champiwhs’ a
‘policy entrepreneurs’ who fit Schumpeter’s definition of entrepreneurshiy aitee
willing to experiment and take risks in applying, for the first time, radicalideas.
These are either ideas which they have developed themselves, or elsdiest the
application of ideas developed elsewhere. Of course, the environment within which
these innovation champions and policy entrepreneurs operate is very different to
private sector markets. Social responsibility and accountability, plus the ¥fergwli
networks found in the public sector, give rise to a very different set of Isaaner
enablers for the diffusion of innovations. There is a need for more researahilthat
investigate the range of social, technical, and political ‘management akills
‘knowledges’ that are employed by public sector entrepreneurs on a dady ba

Given such a wider understanding of public innovation, it should be possible to
develop new policy recommendations that do not only encourage relevant learning
and innovation processes within the public sector. Given the close interaction between
public and private innovation, such studies should also have an effect on policy
development in the field of industrial innovation policy and economics.
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