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“The greatest obstacle to discovery is not ignorance;’ ¢

it is the illusion of knowledge.

Daniel J. Boorstin (1914-2004)
Historian, professor, attorney, and writer

In the national quest for ground-breaking R&D discoveries and inventions, service innova-
tion is frequently ignored at considerable cost to an organization’s bottom line and a na-
tion’s productivity. For the fact is that innovation applied systematically to all activities
outside of R&D can make the difference between uninspiring results and substantial
growth in every sector.

Many countries, in particular in Europe, have recognized the importance of service innov-
ation and are devoting considerable resources to research, the capture of best practices,
and the measurement of progress and success. Given the physiognomy of the modern eco-
nomy, it does not make sense for leaders in the Canadian public sector to devote all avail-
able innovation investment dollars to science and technology R&D.

This article explores why service innovation is not yet a priority on the innovation agenda
in Canada and why we should correct the dangerous misconception that there is just one
“innovation gap” that needs to be addressed. It provides practical recommendations that
public and private sector leaders can use to take advantage of this under-valued, high-po-
tential innovation opportunity and calls for the creation of a national service innovation
resource to support enterprises of all sizes as a means to improve Canadian productivity.
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Introduction

Breakthrough new products are every company’s
dream, but today they represent a fraction of the achiev-
able innovation opportunities hiding in plain sight in
every organization. For example, organizations fre-
quently ignore the wide variety of opportunities for ser-
vice innovation, which represent an untapped source
of potentially substantial growth.

And, although the service sector is an obvious place for
service innovation, it is definitely not the only one. Ser-
vice innovation applies directly to service functions
such as human resources, finance, information techno-
logy, or sales, and also to the world of manufacturing
through the “servitization” of products (i.e., selling ser-
vices that are complementary to a product). In fact, ser-
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vice innovation can benefit every sector of our new eco-
nomy, from high technology to public service, and from
retail to manufacturing.

But, if service innovation is so important, why is it not a
priority in every organization? The answer is that, since
1776 when Adam Smith discussed the “unproductive”
work of services (tinyurl.com/8yptxdo), the service sector
and service activities have never been considered seri-
ous. The attitude was: "They don’t create anything tan-
gible, therefore they don’t count.”

Service today is still considered an add-on to the core
economy that was initially dominated by agriculture,
and then industry starting at the end of the 19th Cen-
tury. The minister in charge of “business” in Canada is
still the Minister of Industry and close to 100% of the
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funding for research and innovation still goes to sci-
ence and technology, which are primarily supposed to
feed the manufacturing sector. This is despite the fact
that the service sector represents over 70% of gross do-
mestic product (Statistics Canada, 2013; tinyurl.com/
k2lbpzn) and 77% of employment in Canada today (Stat-
istics Canada, 2013; tinyurl.com/m9qs2an), and service jobs
account for as much as half of all the positions in any
modern manufacturing organization (US Bureau of La-
bor Statistics, cited in McKinsey & Company, 2012;
tinyurl.com/kphm?7zb).

In addition, the service sector is “messy” because of the
way it was created, as a catch-all for “minor” economic
activities outside of agriculture, resources, and manu-
facturing. It is a heterogeneous amalgam of sectors that
have little in common, from investment banking to a
convenience store, from healthcare to transportation.
Service also includes internal activities that are funda-
mentally different such as finance, information techno-
logy, or sales. In the authors' view, this complexity
explains in great part why it is poorly researched by or-
ganizations such as Statistics Canada (statcan.gc.ca) and
why service innovation is barely a blip on the research
radar in Canadian universities. In Europe, however, the
service sector, service functions, and service innovation
are now a critical focus of governments and corpora-
tions with major investments in fundamental and ap-
plied research.

As a result of this long-term neglect, innovation in ser-
vices has been seen, at best, as an art not a science. This
view has serious consequences. It means that every
time an organization wants to innovate in services, and
many know they must, it needs to start from scratch.
There is limited, if any, opportunity to share and build
on the experiences of others. As a result, service innova-
tion processes often cannot be improved, let alone op-
timized. For small- and medium-sized enterprises that
do not have the resources to develop their own pro-
cesses, the challenge is even greater: either they "get
lucky" or, more often, they try, fail, and close the book
on innovation outside of R&D.

In this article, we explore the multiple innovation gaps
and then focus on the importance of service innova-
tion, including how it can improve performance in the
manufacturing sector. We then identify how innovation
happens in service and how organizations can imple-
ment innovation in everything they do by focusing on
innovative thinking and a supportive organization.
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The Innovation Gaps

When the topic of why Canada lags in innovation is dis-
cussed, the problem is often described as an “innova-
tion gap” as if only one gap exists. In practice there are
several, depending on the context and how the term
“innovation” is defined.

Scientists and governments, as well as the mainstream
media, tend to define innovation as inventions, discov-
eries, or R&D innovation in science and technology. In
this context, there appears to be consensus that the gap
in Canada is more of a “commercialization gap” or a
“private sector funding gap” than a “discovery gap” or a
“government funding gap”.

Outside of R&D, business leaders use the term innova-
tion to describe the very genuine need for their organiz-
ations to do things better at every level and in every
area, including operations or sales. In this context, our
view is that the real innovation gap is a “knowledge
gap”. This gap arises because most leaders, however ex-
perienced and competent, often have never learned
how innovation happens and what prevents it, and,
more critically, what their role is in improving innova-
tion in their organization (Legrand, 2008; tinyurl.com/
mbjues2).

As a result of this knowledge gap, leaders often default
to making bold statements and may implement initiat-
ives that appear simple and controllable such as an "in-
novation management system", which is simply an
automated version of the old suggestion box. Some-
times, they invest in training in creativity or design
thinking. The problem is that these initiatives never cre-
ate sustainable change. A few isolated efforts can never
identify and address the real obstacles to change and
will always fail to create the impact necessary to shake
up an organization’s comfortable status quo. The de-
sired results do not happen, employees become skeptic-
al, and time needs to elapse before they can start again.

Closing the Innovation Gaps

There will always be a need for science and technology
R&D but, given the physiognomy of the modern eco-
nomy, it does not make sense to devote 100% of avail-
able innovation investment dollars in this one area.
According to Nesta (nesta.org.uk), an organization funded
by the government of the United Kingdom and dedic-
ated to understanding the role and impact of innova-
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tion in modern economies, traditional R&D represents
less than 20% of the total innovativeness of a country
(Nesta, 2009; tinyurl.com/mus8sw4).

Based on the current trends towards services in gross
domestic product and employment, innovating in the
service sector and service functions such as human re-
sources or sales will make a much bigger difference to
Canada’s productivity and standard of living than only
investing in science and technology R&D. Canada has
tried the exclusive R&D investment approach for over
30 years and it still has not delivered the needed results.
Continuing to follow the same path yet expect different
results simply is not logical.

To address the knowledge gap and fuel greater innova-
tion progress, Canada needs to start funding its own re-
search in the processes and tools that allow
organizations to innovate in all areas outside of the
R&D department. It also needs to develop a measure-
ment of the impact of innovation that is not solely reli-
ant on R&D, discoveries, and inventions metrics such
as patents or academic papers.

This recommendation follows a logic developed in par-
ticular by Vargo and Lusch (2008; tinyurl.com/mqt67yt),
who use the field of marketing to describe the neces-
sary transition from a goods-dominant logic to a ser-
vice-dominant logic to develop processes and measure
economic activities. Goods-dominant logic emerged
during the industrial economy. In this logic, goods are
the only focus and services are simply an add-on to
goods and can be treated in the same way as goods. Ser-
vice-dominant logic emerged over the past 20 years be-
cause of the growth of services in the economy. In this
logic, services are considered intrinsically different
from goods and require entirely different processes to
understand and measure them.

If we apply the Vargo and Lusch theory to innovation,
we can quickly identify that, in goods-dominant logic,
an organization’s proprietary knowledge and expertise
form the start and the core of its innovation process. Re-
searchers are usually located in a dark and secret
corner of the organization, and the R&D department
regularly produces new inventions or discoveries that
are then produced and “pushed” to consumers, wheth-
er they want them or not. The growing field of open in-
novation is only an improvement of the old model
where science still drives the innovation process and a
few leaders make the product decisions, although it has
opened the doors to external ideas. In service-domin-
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ant logic, the customer or user is at both the start and
the centre of the innovation process. This approach re-
quires that every part of the organization works to satis-
fy the customers, one customer at a time. Current
tensions between long-established organizational silos
underscore how this logic stretches the industrial mod-
el of organization.

The most practical and promising advance in the area
of innovation measurement is the "Innovation Index",
which was developed by Nesta in 2009 and is currently
in its third iteration. This index identifies seven factors
that contribute to real innovation and identifies the cur-
rent level of investment in each activity in the United
Kingdom, as shown below (Nesta, 2012; tinyurl.com/
krmh49l):

1. R&D: 13%

2. Design of products and services: 12%
3. Organizational improvement: 21%

4. Training and skills development: 21%
5. Software development: 18%

6. Market research & advertising: 10%

7. Other (copyright development, natural resources ex-
ploration, etc.): 5%

Why service innovation matters more now

Over the past 25 years, the focus on productivity and
analytical thinking tools such as Six Sigma or Lean has
undoubtedly made Canadian organizations more effi-
cient, but Canada continues to lag behind other de-
veloped countries. These productivity tools have
improved the industrial model and made it very effi-
cient, but the problem is that the competitive environ-
ment has changed, and even the most efficient
industrial organizations are struggling with the current
speed of change. The most effective Six Sigma program
is no longer the solution to reach the next level of pro-
ductivity.

To improve overall productivity in Canada, and there-
fore the standard of living of Canadians, there is no al-
ternative but to focus where it really matters: in the
service sector and the service functions that represent
more than 70% of the Canadian economy (Statistics
Canada, 2013; tinyurl.com/k2lbpzn) There is little point in
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continuing to pretend that investments in R&D to sup-
port manufacturing, a sector that represents less than
10.5% of the country's economic output (Statistics
Canada, 2013; tinyurl.com/k2lbpzn) will directly and sub-
stantially impact overall productivity.

To save and grow what is left of the Canadian manufac-
turing industry, the need must be addressed for innova-
tion in all areas that can quickly improve the sector’s
performance, and not only in R&D. To improve the pro-
ductivity of the service sector, which is necessary to im-
proving overall productivity and the standard of living
in Canada, the focus must be on service innovation be-
cause it is one of the most effective tools.

In addition, to improve the commercialization of Cana-
dian inventions, commercialization must not be
thought of as simply an adjunct to scientific discovery;
it should be treated as what it really is, a complex prob-
lem that needs innovative thinking, not analytical or
R&D thinking.

How innovation happens

Because there are no real scientific-based standards for
innovation outside of R&D, solutions have proliferated.
The problem is that concepts such as serendipity,
chaos, design thinking, or creativity, despite all the ink
spent to describe and promote them, are not sustain-
able innovation strategies in modern organizations. In-
novation can only happen when individuals and teams
apply an innovative-thinking process to a problem or
an opportunity rather than the analytical-thinking pro-
cess that has been most people’s default because it is
the only problem-solving process they learned in
school. Individuals need to learn what innovative think-
ing is and how to apply it.

That said, it is also important to understand that organ-
izational factors usually trump individual skills. The or-
ganization’s environment has to be conducive to the
success of innovation. Its leadership, culture, and or-
ganization practices must support individuals and
teams in their efforts to innovate even if, in and of
themselves, leadership, culture, and organizational
practices alone do not make innovation happen.
Without the right level of support from leaders as well
as from the organization’s culture, practices, and pro-
cesses, even the most innovative individuals are not
able to survive and help the organization.

Once an organization has both an innovation-condu-
cive environment and individuals who can apply innov-

ative thinking, where and how does it begin to
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innovate? Organizations need to apply innovation in
multiple areas (often simultaneously), not only in R&D.
In a high-tech company, for example, there are oppor-
tunities to innovate in the business model, sales, hu-
man resources, information technology, customer
experience, and in services that complement the com-
pany's products. A small startup company can innovate
in its business model and can also innovate how to
bring structure and rigour to the organization without
killing its foundational innovation skills.

Recommendations

Organizations that genuinely want innovation must ask
for it, create the right conditions, and identify and re-
move any obstacles. The first step is to ensure that all
leaders understand how innovation really happens and
can initiate and support it over the long run. The
second step is to train individuals and managers in the
rigorous methodology of innovative thinking. The third
step is to focus on the culture. Contrary to popular be-
lief, an innovative culture is not required; in fact, an “in-
novative culture” is an oxymoron given that the role of
a culture is to defend the status quo. What is needed is
a culture that supports innovation by offering the right
level of changeability, risk-tolerance, diversity, learn-
ing, and openness.

Organizations must ensure that practices in areas such
as information technology, human resources, or fin-
ance are not quietly killing innovation but instead sup-
port and encourage individuals and teams when they
innovate. This is the hardest task because it asks profes-
sionals to change how they operate their area for the
greater good of the organization. Why ask for cross-
functional innovation if human resources processes
and evaluation systems in effect prevent it? Why ask for
“new ideas that create value” if the budget process does
not facilitate moving budgets from poorly performing
projects to new and promising projects? Why generate
great ideas if information technology is always going to
be the all-powerful obstacle by asking for full specifica-
tions upfront?

It is important to understand how innovating works,
how it differs from what was done in the past, and how
it can be implemented.

Identify and address complex problems

Service problems and opportunities are complex. With
complex problems, uncertainties and ambiguities are
an integral part of the issue and cannot be eliminated
to reach an effective solution.
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The opposite of a complex problem is a complicated
problem, where all ambiguities and uncertainties can
be removed, and logic, experience, and expertise are
usually enough to find a solution. In the industrial eco-
nomy, most problems were complicated, except pos-
sibly those dealt with by the most senior leaders. It
could be argued that today, most of our children have
only been taught how to solve complicated problems,
not complex problems. Most problems or opportunities
are a combination of complex and complicated in vari-
ous proportions. The ability to separately address the
complex and the complicated parts of an issue is the
key to effective performance today.

When an organization needs to solve a complex prob-
lem, it should accept the problem’s inherent uncertain-
ties and ambiguities and - before looking for solutions
— identify the root causes and all the components of the
problem. This is how innovative thinking works. It fo-
cuses on the problem until it is well understood, and
only then looks for solutions. It is not uncommon when
dealing with complex problems to spend up to 70% of
the allotted time to understand the real issue. As shown
in Table 1, innovative thinking is different from analyt-
ical thinking where the first, and often the only, focus is
on developing a single solution as quickly as possible,
as is usually taught in school.

Table 1. Analytical thinking vs. innovative thinking

Analytical thinking Innovative thinking

Focus on the answer Focus on the question

One best question More than one possible
question

“Just do it” Stop and think

Eliminate ambiguity Accept ambiguity and
uncertainty

Jump to conclusions Divergent and convergent

thinking

AorB AandB

© Ideaction. Used with permission
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A second way to innovate in service is to change the
business or organization model. Many business models
today, especially in traditional businesses or industries,
were inherited from the industrial economy but can no
longer keep pace with the rate of change required in the
knowledge and information economy. The elements de-
fining each approach are identified in Table 2. The key is
not to completely replace the organization's old model
but to add new elements that allow the organization to
address complex problems.

Table 2. Solving complex problems in the industrial
economy vs. the knowledge economy

Industrial economy Knowledge economy

Hierarchy Top down and bottom up

Focus on execution Focus on thinking, then

execution
Value within functions Value within and across
functions
Task driven Outcome driven
Standardization Customization
Consistent output Consistent outcome

TQM and Six Sigma work best  Innovation works best

© Ideaction. Used with permission

Finally, here are some practical steps that organization
leaders can take to innovate more effectively (Legrand
and Weiss, 2011; tinyurl.com/mj3agf3):

1. Understand the rigorous process of innovating in service

2. Ensure the key people in the organization, from the lead-
ers down, understand and apply the innovating process

3. Align the culture by correcting elements that stifle innov-
ation

4. Align the internal processes to your innovating objectives
5. Always start and end innovating with the customer

6. Keep working on the organization until innovating is
“the way we work”
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Conclusion
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