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Innovation activity in the ESF projects of
Central Finland, Paijat-Hame, and Satakunta

Third intermediate report of
the ALUEOSAAJA project

Welfare - the objective of every region - requires staying in the front line of the manufacture of new kinds
of products and services and the utilisation of more effective production methods and distribution
channels. This in turn requires small gradual innovations in everyday working life and more radical
solutions turning in completely new directions. Besides technological innovations the attention is also
drawn to social innovations. People are the crucial factor in the way technology affects their lives and
improves their well-being. Differences in know-how, motivation, evaluation, and interaction determine the
direction of the development of different regions and the mutual competition.

The purpose of the European Social Fund projects is to assist regions and regional actors in the creation
of welfare. Have they been successful? As the last projects of the structural fund period are beginning, the
focus shifts to the results: what has been accomplished with the resources invested in the projects?

The third intermediate report of the ALUEOSAAJA project continues the evaluation of the projects and
their results from the perspective of regional effectiveness and the strengthening of know-how. The first
intermediate report examined the extent to which the projects focus on increasing know-how capital and
aim at regional effectiveness, and how these characteristics can be strengthened in the planning stage of
the project. The second report provided tools for the allocation of project funding to targets and actions
to increase the probability of regional effectiveness and lasting results. In this third intermediate report,
the perspective deepens further towards the core contents of development processes. What is the innovation
activity in the projects? Where are the sources of innovation, what is the innovation directed at, how can
the creation of innovations be promoted? Did they have the courage to turn in new directions when the
"risk fund" of the Structural Funds was used? Is the development work of the projects utilised, or do part
of the opportunities remain unused? The present report aims at finding answers to these questions.
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1 Introduction

The European Social Fund (ESF) contributes to the
implementation of the Lisbon strategy (2000)
across the entire EU. In accordance with the Lisbon
strategy, the objective of the member states is,
through the development of human capital and the
promotion of entrepreneurship and innovation
activity, to be at the top of the development of the
knowledge-based society by the end of the decade.
The promotion of innovation, in particular, is seen
as a cornerstone with which the objectives of the
Lisbon strategy can be attained. According to the
latest reviews, however, the objectives are not being
attained in the desired way in the intended
schedule. The insufficient innovation activity in the
member states is regarded as an essential obstacle to

the

Commission has also emphasised the importance of

development. As concerns innovation,
social innovations as a significant factor in the
accomplishment of the objectives, besides the large
R&D investments (EC, 2003a; EC, 2003b).

The study on the development of regional know-
how and structural fund projects (ALUEOSAAJA)
adheres to the contents of the Lisbon strategy. Its

objective is to evaluate the effects of the ESF

projects on the development of regional know-how
and competitiveness. The national-level review in
the first stage of the ALUEOSAAJA study was based
on the analysis of the grounds for the granting of
funds'. The second intermediate report, directed at
the pilot provinces, concentrated on the review of
the implementation, results, and expected effects of

the

emerged in

emphasising the specific issues

the

development work, realisation of the effects, and

projects,
national-level  review, i.e.
continuity?.

According to the results of the first intermediate
report, based on the review of register material on
the national level, ESF projects are strongly
articulated with the objectives of producing know-
how capital and employment and with regional

Development  work was also

the the

development of new methods, models, and lines of

development.
emphasised  in

projects  through
action. Further, an action model of learning region
was constructed in the report as a frame of reference

for the study. The the

intermediate based on

results of second

report, which was

questionnaires to those carrying out the projects as

' Ritsila, J. & Haukka, J. (2003). ESF Projects in the Operational Framework of Learning Regions, Intermediate
report |. Publications of the Ministry of Education 2003:7. Helsinki: Multiprint Oy. (In Finnish)

2 Ritsila, J. & Haukka, J. (2005). ESF Projects in developing Regional know-how - Effects of Project work in
Satakunta, Paijat-Hame and Central Finland, Intermediate report Il. Publications of the Ministry of Education

2005:3. Helsinki: Yliopistopaino. (In Finnish)



well as Regional Management Committees in the
pilot provinces and also on provincial statistics, can
be grouped under three main themes. First, in the
projects under examination, direct influencing was
closely connected with development work, the
combined effect creating additional value to the
projects. Second, the regional effectiveness of the
projects correlated strongly with the promotion of
research and development work, the utilisation of

learning networks, and the emphasis on the
cooperation between central and peripheral regions
in the implementation of the projects. Third, on
the background of the creation of lasting effects in
the projects were the emphasis on the development
of the operational environment and the internal
development of the implementing organisations
and the utilisation of learning networks in project
work (table 1.1).

Table 1.1 Key results of the two previous stages of ALUEOSAAJA project

Materials used

National level: FIRST INTERMEDIATE REPORT (2003)

Three central outcomes

e Structural Funds Decree, ESF Decree, ESF
frame of reference, Regional Development Act,
objective programme documents, and other
relevant documents

Relevant scientific literature

Analysis of the register material on the national

level (500 projects)

Pilot province level: SECOND INTERMEDIATE REP
Materials used

* The ESF projects are strongly connected to
the objectives of employment and the
production of know-how capital

The key processes of the learning region are
vital in the setting of objectives
Development work and the development of
the implementing organisations are
emphasised in the setting of objectives

ORT (2005)
Three central outcomes

Structural Funds Decree, ESF Decree, ESF
frame of reference, Regional Development Act,
provincial strategic documents, the Lisbon
strategy, the NAP, other relevant documents
Relevant scientific literature

Provincial statistics

Internet questionnaire to Regional Management
Committees

Internet questionnaire to project leaders

Direct influencing and development activities
integrate, producing explicit additional value
to project activities

The promotion of R&D activities, the utilisation
of learning networks, and the emphasis of the
cooperation between central and peripheral
regions in the projects are strongly correlated
with the regional effectiveness of the projects
The emphasis in the projects on the internal
development of the implementing
organisations, developing operational
environment and on the utilisation of learning

networks correlate with the emergence of

lasting effects in the projects

)




In the Finnish ESF frame of reference and the
applying it,

expectations have been placed on the activity as an

programming dOCllantS great

instrument supporting innovation activity as
regards both the innovative methods developed in
the projects and the promotion of the innovation
system. Up to now, however, the reviews on ESF
activities have not been able to provide a good
account of the extent to which project activities have
fulfilled these expectations. Also, several comments
have been very critical, questioning the additional
value of project activities from this point of view.
Through the review based on interviews of
project leaders, the current, third intermediate
report of the ALUEOSAAJA project aims at
deepening the understanding of the significance of
structural funds in the development of regional
know-how, especially from the point of view of
innovation activity. By means of thorough
interviews we have intented to determine the extent
to which the

through

implemented interventions are

the
emphasised in the ESF Decree and frame of
the

integrated development activity

reference into support of innovation in

accordance with the Lisbon strategy. For reasons
stated above the review is divided into two sections.
First, the innovation activity taking place in the ESF
projects is under examination. Second, the report is
concerned with the role of the ESF projects in the
regional innovation system.

The report is structured as follows: Chapter 2
presents the starting points for the acquisition of
the data set, the limitations, the basic description of
the data set, and the starting points for the analysis.
Following this, Chapter 3 discusses the starting
points and special conditions set for innovation
activity by the Lisbon strategy, the national
strategies, the ESF Decree, and the ESF frame of
reference. Chapter 4 concentrates on the innovation
activity taking place in the projects, whereas
Chapter 5 charts the role of ESF projects in the
development of regional innovation system.
Chapter 6 presents the central conclusions and
suggestions of the research. As concerns the
conclusions and suggestions, we have tried to
prioritise the perspectives that are most relevant to
programme work, which is in accordance with the

previous intermediate reports.



2 Data set and
research arrangements

2.1 Defining the data set and
acquiring information

The data used in the previous intermediate report
was formed by the ESF projects that had received a
financing decision in the pilot provinces (Central
Finland, Satakunta, and Piijic-Hime) in 2000-
2002 and the interprovincial projects, the actions
and financing of which could clearly be assigned to
the pilot provinces. The data set for the present
report is formed by the projects that took part in
the Internet questionnaire in the previous stage and
the telephone interviews for further information.
The questionnaire data of the previous report is
used as background material in this report as well.

Table 2.1 Projects examined, replies
to the Internet questionnaire, and interviewees

The number of the projects interviewed was 237,
which is 66% of the respondents to the Internet
questionnaire. 13 of the projects interviewed were
so-called own production projects. Two of these
were in the administrative sector of the Ministry of
Trade and Industry (business departments of TE
Centres), and the remaining 11 were in the
administrative sector of the Ministry of Labour
(labour departments of TE centres, employment
offices). Table 2.1 presents the formation of the
data set.

-~

~

Projects examined

Respondents to
the Internet questionnaire
(% of projects examined)

Interviewees (% of
respondents to
the Internet questionnaire)

o

Central Finland 176 139 (79 %) 89 (64 %)
Satakunta 166 128 (77 %) 84 (66 %)
Paijat-Hame 124 90 (73 %) 64 (71 %)
Total 466 357 (77 %) 237 (66 %)

J

10




2.2 Restrictions relating
to the data set

The most fundamental restrictions in the study
naturally relate to the subjectivity of the people
involved and the validity and reliability of the data
(Heikkild, 1998). The telephone interviewees in the
study were ESF project leaders, who cannot be
considered fully objective sources of information as
concerns interventions to be carried out. On the
other hand, these people usually have the best view
of the objectives, the operation, and the effects of
the the

Additionally, the presence of an external evaluator

project in implementation  stage.
and the large number of interviews minimises the
need of the interviewees to consciously manipulate
the answers relating to the productivity of the
projects. The acquisition of information through
telephone interviews also enabled the phrasing of
questions to be specified and tested while carrying

out the interviews. Therefore, we were able to ensure

the reliability of the results and the validity of the
phenomena examined. Particularly because of the
challenging examination of innovations, this is a
basic requirement for the production of adequate
and reliable information basis.

Another the

implementation stage of the projects. Some of the

essential limitation relates to
projects examined are still under way, and their
results and effects have not been completely
realised. The interviews of the project leaders took
place from November 2003 to the end of March
2004. Figure 2.1 shows the ending year of the
projects both by the number of projects and by the
amount of funding. Measuring both by the number
of projects (85%) and the amount of funding
(75%), the majority of the projects have been in
the final stage of implementation, ending during
the year 2004 at the latest. On the basis of the
above, the material can be assumed to give a fairly
good picture of the phenomena under examination.

/ 100 %

\

90 %

80 %
S 70% Interviews
= November 2003 - March 2004
3
2 60% < >
o
T
0 50 %
E
E 40 %
3

30 %

20 %

10 %

0 % ’—L h
2000 2001 2002 2003 2004 2005 2006
Ending year of the project

‘ E Number of projects B Funding (ESF+government)

G

Figure 2.1 Ending year of the projects interviewed and time of the interviews
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2.3 General description of
the interview data

Table 2.2 presents the distribution of the projects
interviewed as well as all projects by region, by
programme, and by administrative sector, according
to the number of projects. The generalisability of
the interview material was tested concerning the key
factors. The
follows the distribution of both the projects

distribution of the interview data

information can be considered to give a fairly extensive
and generalisable picture of the ESF activities as
concerns the phenomena under examination®.

Table 2.3 presents the distribution of the ESF
projects interviewed into types of project by the
number of projects and by funding, in relation to

the that the

questionnaire (Appendix 1). Also in relation to the

projects replied  to internet
types of project, the interview material can be

considered to describe well the ESF projects in the

interviewed and all projects, as concerns the key pilot provinces concerning the phenomena

factors, and therefore, the acquisition of further examined.

Table 2.2 Distributions of the projects interviewed (n) and all projects (N)

by region, by administrative sector, and by programme

K SATAKUNTA PAIJAT-HAME CENTRAL FINLAND TOTAL \

n % N % n % N % n % N % n % N %

PROVINCES 35,4 35,6 27,0 26,6 37,6 37,8 100 100
Ministry of Trade
and Industry 6,0 6,6 3,1 4,0 5,6 74 5,1 6,2
Ministry of Education 32,1 32,5 43,8 46,8 48,3 49,4 41,4 427
Ministry of Labour 39,3 39,2 50,0 45,2 32,6 30,1 39,7 37,3
Ministry of the Interior 20,2 19,9 - - 11,2 9,7 11,4 10,7
Ministry of Social
Affairs and Health 2,4 1,8 3,1 4,0 2,2 3,4 2,5 3,0
Objective 1 - - - - 12,4 12,5 4,6 47
Objective 2 417 44,6 43,8 37,9 449 449 43,5 42,9
Objective 3 54,8 53,0 56,3 61,3 427 40,9 50,6 50,6

kEOUAL 3,6 2,4 0,0 0,8 0,0 1,7 1,3 1,7 J

Table 2.3 Projects that participated in the interview and the Internet questionnaire

divided into types of project numerically and financially (ESF+government)

f Type of project

Interviewees Internet questionnaire\

kTota |

% by number % by number
(ESF+govt.%) (ESF+govt.%)
Actions aiming at the improvement of the career and
life control of the unemployed 15,6  (14,1) 148 (14,4)
Actions aiming at the development of the professional skills of
the unemployed 3,8 (11,3) 3,4 (9,6)
Direct employment measures aimed at the open labour market 72  (14,0) 56 (10,5)
Actions aiming at the development of entrepreneurship 29,5  (29,6) 31,1 (34,3)
Actions aiming at the development of the operation of
educational institutions 177  (15,0) 18,8 (15,0)
Actions aiming at the development of on-the-job training 13,9 (9,0) 14,6 (9,6)
Actions aiming at the promotion of R&D activity 6,8 (3,2) 5,3 (3,4)
Actions aiming at the development of other parts of the public sector 5,5 (3,6) 6,4 (3,3)
100 (100) 100 (100)

J

8 The distribution was statistically tested using the chi® test. According to the test the distribution of interviewees follows the distribution
of the fundamental set as regards provinces, programmes, administrative sectors, and project types in accordance with the objectives

set for the implementation of data collection.
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2.4 Research arrangement

The aim of the third intermediate report of the
ALUEOSAAJA  project is to

quantitatively and qualitatively the innovation

examine both

activity taking place in the ESF projects and the
role of project activity in the development of a
regional innovation system. The report aims to
answer the following questions:

*  What kinds of innovations arise in ESF projects,
where do they come from, and how are their
diffusion and continuity secured?

* How are ESF projects connected to the
development of the regional innovation
system, and what role do the implemented
interventions have in them?

* How can the production of innovations in ESF
projects and the role of ESF projects in the
innovation system be further strengthened?

Table

evaluation, sources of information, methods used,

2.4 presents the central targets of
and outcomes of the report on the basis of the

above.

Table 2.4 Research arrangement and central research questions

K Target of Sources of
evaluation information Methods Outcome
CHAPTER 3 Lisbon strategy Strategy analysis Objectives of the Lisbon
Strategic Relevant national reports strategy and the national

starting points
and marginal

Government Programme
Strategy of the Ministry

strategies from the perspective
of innovations

in ESF projects

questionnaire
Relevant scientific
literature

interview data
Quantitative and
qualitative analysis of the
Internet questionnaire as
reference data

terms for of Education The role of ESF as an
innovation ESF Decree instrument of innovation activity
activity in ESF ESF frame of reference in relation to strategic
projects objectives

CHAPTER 4 Interview material Quantitative and Starting points and content of
Innovations Results of the Internet qualitative analysis of the the innovation activity in ESF

projects

Social innovations in ESF
projects

Adoption and diffusion of
innovations

CHAPTER 5
ESF projects in
the development

Interview data
Results of the Internet
questionnaire

Quantitative and
qualitative analysis of the
interview data

Connection of ESF projects to
the development of a regional
innovation system

suggestions

&

Results of Ch. 4
Results of Ch. 5

of regional Relevant scientific Quantitative and
innovation literature qualitative analysis of the
potential Internet questionnaire as
reference data
CHAPTER 6 Results of the analysis of Synthesis of the Accomplishments of ESF
Conclusions and strategic starting points evaluation activity from the perspective of

innovativeness

Suggestions for further
development of the innovation
aspect of ESF activity

)
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3 Special conditions for
innovation in ESF activity

3.1 Framework of
the European Union Level

Innovation activity is the cornerstone of the Lisbon
strategy, prepared by the European Council in
March 2000. The Lisbon strategy emphasises the
role of technical innovations as a source of
economic growth and employment based on know-
how. The objectives set for innovation development
(to be at the top of the development of the
knowledge-based society by the end of the decade)
can be considered challenging, and the results
accomplished so far at the European level are not
satisfying. The level of innovation activity has
remained lower than intended, and this is regarded
as a central reason why the challenges of learning
economy and economical development have not
been met in the desired way. Essential problems
behind the low attainment of the objectives of
innovation activity, on the other hand, include low
research and development investments and the
inadequate realisation and commercialisation of
innovations as new products and new enterprises
(EC, 2003a; EC, 2003c; EC, 1995; EC, 2000;
EC, 2005a; EC, 2005b). However, comparing
countries within the European Union - according
to the criteria of the Lisbon strategy - Finland is

14

among the most competitive countries (Blanke &
Lopez-Carlos, 2004).

The the policy
concerning the Lisbon strategy highlights the

updating  of innovation
significance of social, organisatorial, and business-
model innovations as sources of growth and
employment. In this respect, other kinds of
innovations besides technological ones have also

The

innovation policy also stresses

been emphasised recently. updating of
the fact that
weaknesses in the creation of social, organisatorial,
and business-model innovations have perhaps
influenced the unsatisfactory meeting of the targets
set in the Lisbon strategy as much as the low level
of R&D investments. To meet the challenges of
innovation policy, the Commission emphasises the

the the

transformation, and utilisation of

significance  of know-how basis in
production,
innovations. On the basis of the above, the role of
the development of social and organisatorial
innovations and the operating environment should
increasingly be emphasised in the support of the
creation and application of innovations (EC,

2003a). However, the support of technological



innovations of high-technology enterprises and
universities is still strongly emphasised in the
strategic choices of innovation policy. Therefore,
extending the range of innovations to cover other
besides left little
importance, at least at the concrete level (EC,

2005a; EC, 2005b).

areas technology s with

3.2 Challenges and reactions
at the national level

The particular challenges of the Finnish innovation
policy include the reformation of enterprises, the

the

development of know-how intensive services, the

modernisation of traditional businesses,
support of cooperation networks, the strengthening
of basic research, the reformation of the education
system, the prevention of social exclusion, regional
cooperation, and the coordination of innovation
activity (Sitra, 2002). Society must be renewed by
supporting both technological and social innovations
in order to secure regional competitiveness in the
constantly changing world economy. There is reason

that besides

technology-oriented innovation activity, it is more

to suggest supporting  traditional
and more important to support social innovations
as well (Science and Technology Policy Council of
Finland, 2002).

The central challenges of national innovation
policy are also brought up in the report on the
effects of globalisation on the Finnish economic and
employment strategy, prepared by a committee
appointed by the Prime Minister's Office. The role
of technological innovations as the basis for national
development is still important, but the essential
problem is the insufficient realisation of innovations
as successful products or enterprises, which is partly
the result of too much technology-orientation in
relation to business know-how in innovation policy.
The final report by the committee brings up the
significance of organisatorial and social innovations
alongside technical innovations as producers of
growth and employment. The report emphasises
their connections with technical innovations and
pays attention to the support of the innovation

activity concerning services in both the private and
the public sector, through which the quality and
productivity of services can be improved (Brunila et
al., 2004).

The objectives of the Finnish Government
Programme are closely connected to the challenges
of innovation policy stated above. It is an objective
of the Government Programme to support the
research and development activity, know-how, and
innovation activity both in the service sector and in
new branches of industry. Special emphasis has been
put on the development of the potential relating to
the

innovation

commercialisation and  productisation  of

the the

implementation of new technology and new

and on promotion of
business models. As regards the development of the
regional innovation potential, the Government

the

effectiveness of universities and polytechnics by

Programme aims at increasing regional
developing education and research through the
support of regional strengths and characteristics. As
regards the promotion of regional development and
innovation activity, the Government Programme

the effects of

centralised know-how and

expansion of the
the

technology centres in order to strengthen the know-

emphasises
know-how and

how and technology basis in areas outside them
(Prime Minister's Office, 2003).

The strategies of the Ministry of Education have
more and more strongly emphasised the role of the
education and research system in developing
working life in the field of technological and social
innovations. This has been seen as a way to support
both the renewal of traditional lines of business and
the development of new, growing fields. The
strategies have strongly emphasised the role of
universities and polytechnics in the support of
regional innovation systems and innovation
potential. The development lines of the Ministry of
Education have highlighted the significance of the
recursive  interaction between education and
business life, especially in the productisation and
commercialisation of the results of research and
development work. As regards universities, this aim
is pursued through their business know-how,
the commercialisation of

innovation services,

15



innovations, and the concrete support of regional
innovation activity (Ministry of Education, 2004).

3.3 Special conditions set by
the European Social Fund for
the support of innovation activity

From the point of view of supporting innovations,
the ESF has two clearly different roles. First, the
ESF Decree includes clear starting points for the
support of innovations taking place in the projects
through the development of education and the
renewal and strengthening of employment services.
The national ESF frame of reference additionally
emphasises the role of ESF as a “development
laboratory” and a product development tool in the
projects carried out. Through the frame of
reference, the strategic premises emphasise the
pursuit for an active, developing way of working in
the search for new approaches to education,
employment, and the development of working life.
This is a good starting point for the pursuit for
innovativeness and innovations in the projects
carried out (European Communities, 1999b;
Ministry of Labour, 2001; Ministry of Labour,
2004).

Another starting point relating to innovations is
the objective of the development of the innovation
system, emphasised in the decree and the frame of
the this the

development of know-how in the fields of research,

reference. In decree, refers to

science, and technology. The frame of reference

16

correspondingly highlights the development of the
through

innovation  potential of enterprises

cooperation in production, technology, and
marketing as well as through the related areas of
productisation, commercialisation, and utilisation
of technology. Through the development of know-
how, ESF activity is connected by its strategic
premises to the general development of the
innovation  system  (European Communities,

1999b; Ministry of Labour, 2001; Ministry of
Labour, 2004).

3.4 Central outcomes
at the strategy level

The Lisbon strategy and the national strategies
emphasise the development of innovation potential
and the innovation system as a key factor in the
development of employment, competitiveness, and
ESF the
implementation of these strategies. The ESF Decree

productivity.  The contributes  to
sets clear objectives for the development of
education and employment services through the
projects. On the basis of the above, the innovations
created in the projects are expected to connect
closely to organisatorial innovations and service
innovations. Through the setting of objectives for
the development of know-how capital, ESF projects
are closely connected by their strategic premises to
the general development of the innovation system as
well.



4 Innovations

in ESF projects

The ESF Decree highlights the development of
human resources especially through actions directed
addition, the
emphasises the development of structures relating

at private persons. In decree
to know-how and the renewal and strengthening of
employment services (European Communities,
1999b). Also, the national ESF frame of reference in
Finland highlights the role of the ESF as a
“development laboratory” in the field of the
development of know-how. The objective of
structural reform and the “development laboratory”
arrangement inevitably leads to the pursuit of
innovativeness and innovations in project work
(Ministry of Labour, 2001).

Innovations can be defined as changes consisting
of development and implementation of new
processes, services, or products in a new context,
often including a change of methods as well.
Innovations can be described as "successful
production, adoption, and utilisation of novelty" in
economic and social fields (Rogers, 1995; Kimberly
1981; Clark, 1985; EC, 2001). Traditionally,
innovation activity has been approached from the
perspective of product, service, and process
innovations as well as technical and organisatorial
innovations. Innovations have also been typified by
their and

innovations. Incremental innovations refer to the

character into incremental radical

gradual change through which the system, product,
or process is made more effective with small
improvements, without changing the fundamentals.
Radical innovations refer to discontinuous change
meaning e.g. completely new products or service
(Alarinta, 1998; Kolehmainen, 1997). On the basis
of the above, innovation can be typified into new or
improved products, services, processes, and ways of
organising work.

The examination of innovations increasingly
highlights the significance of social innovations
alongside technological ones. From the point of
view of learning economy and learning regions,
innovations are about change in which know-how
transforms into new kinds of welfare-creating
technologies, products, and services or ways of
organising work through the learning process

(Cooke et al., 2003). A
correspondingly changes the related methods used

social innovation
by the community, and it is usually based on
organisatorial and institutional reforms relating to
problem solving and social relations. The starting
point for the creation of social innovations is usually
the challenge to solve problems relating to
technology, commercialisation, the operation of
organisations, or social practices (Lievonen &
Lemola, 2004; Ruuskanen, 2004). In accordance
with learning economy, a social innovation can be
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understood as an interactive learning process
between actors that are socially and regionally
committed to each other and culturally and
institutionally connected to each other (Lundvall,
1992).

The innovation activity defined in the ESF
Decree focuses on the improvement of the operation
of public-sector organisations in the fields of

Further, the decree emphasises service innovations
and innovations connected to service processes and
4.1).
innovations, on the other hand, have a strong role
diffusion,

organisatorial ~ changes  (figure Social

in the creation, development, and

utilisation of these innovations.

~

employment and development of know-how.
INNOVATION ACTIVITY
AS DEFINED BY THE INNOVATIONS
ESF DECREE

|

PRODUCT

|
| !

SOCIAL

INNOVATION

}

PROCESS

|
| |

MERCHANDISE SERVICE

ORGANISATORIAL TECHNOLOGICAL

\

/

Figure 4.1 Focus of innovations in ESF projects
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An essential factor relating to the innovation process
is the diffusion process of innovations within and
between organisations. The diffusion process
emphasises the adoption, implementation, and
establishment of innovations, which take place after
their creation and development, and information
channels for further distribution of the innovations
(Rogers, 1983; Kolehmainen, 1997; Rogers &
Shoemaker, 1971). From the point of view of
innovations in project work, the success of the

DEVELOPING ORGANISATION

CONDITIONS

diffusion process is a key factor in securing lasting
effects and continuity, as concerns both the
developing organisations and interest groups.
Connected to the diffusion process are the
production of innovations, the utilisation through
learning, and  the further  development
accomplished through feedback, which leads to the
growth of information and further development of
innovations (figure 4.2).

INFORMATION

* Performance deficiency
 Organisational norms
« innovation capacity

CHARACTERISTICS DEVELOPMENT

OF INNOVATIONS
» Supremacy

* Applicability

* Mobility

ADOPTION OR
« Testability IMPLEMENTATION REJECTION

DEVELOPER
* Organisational culture -

* Cooperation networks ESTABLISHMENT

OTHER ORGANISATIONS

DISTRIBUTION

v

CHANNEL H RECEIVER

(&

)

Figure 4.2 Diffusion and distribution of innovations (cf. Rogers, 1983;

Rogers & Shoemaker, 1971; Kolehmainen, 1997)
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4.1 Classifications used
in the examination of the innovation
activity of the projects

Starting points of innovation activity. From the
perspective of innovation activity in the projects
and the development of the public sector, the
origin of the innovation process is essential. The
origin of an innovation can either be internal, i.e.
the innovation has been developed inside the
organisation, or external, i.e. the innovation has
been developed elsewhere. Similarly, the basis of the
innovation can be internal, in which case the
innovation is based on a problem detected inside
the organisation, or external, in which case the
problem activating the innovation process has been
detected outside the organisation (Kolehmainen,
1997; &  Shoemaker, 1971). The

classification presented above can be illustrated by

Rogers

a fourfold table that produces the types of
organisatorial changes connected to innovations
(Table 4.1).

Innovation typology. Innovations created in the
projects are classified by type using the classification

Table 4.1 Types of organisatorial change
in public sector innovations (Kolehmainen, 1997)

developed for the examination of public sector
the

(innovations)

observation  of
and

(organisatorial development) from the perspective

innovations,  enabling

discontinuity continuity
of both the services and their users. As concerns the
production of services, process innovations are
strongly integrated with organisatorial and service
innovations, and it is very problematic to
differentiate these areas. Therefore, as concerns the
innovations created in the projects examined, we
will mainly adhere to the analysis of the product
dimension. However, as mentioned above, this
review covers the analysis of service innovations
quite well. Figure 4.3 illustrates the principles of
innovation typology. The horizontal axis indicates
the division of service innovations according to
their newness into new services and existing services.

The the

innovations to the users of the services, dividing

vertical axis indicates relation of
innovations to those that answer the needs of
existing end users and those that answer the needs

of new user groups (Osborne, 1998; Walker et al,
2002; Coombs, 1996).

™

/ ORIGIN OF INNOVATION
INTERNAL EXTERNAL
= Internal change (innovation developed Selective change (innovation developed
= 5 inside the organisation, based on a problem elsewhere, based on a problem detected
g E detected inside the organisation) inside the organisation)
§ =
(e}
2
(uj 3 Partial internal change (innovation developed Guided change (innovation developed
(2} E inside the organisation, based on a problem elsewhere, based on a problem detected
@ E detected outside the organisation) outside the organisation)
1]
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EVOLUTIONARY INNOVATIONS

THE CHANGE INCLUDES THE
OFFERING OF NEW
SERVICES TO EXISTING
CUSTOMER GROUPS

an

o

Existing customer
groups

/

Figure 4.3 Innovation typology of public services
(Osborne, 1998; Walker et al, 2002)

In accordance with the public sector innovation
typology presented above, four kinds of innovations
can be derived in the examination of ESF projects,

taking into  account the perspectives of
discontinuity  (innovations) and  continuity
(organisatorial ~development) (Osborne, 1998;

Walker et al, 2002):

() Developing innovations (incremental
innovations), which connect to the development
of existing services of the organisation and their
improvement for existing customer groups.

(I) Evolutionary innovations, in which the change is
connected to the offering of new services to

existing customer groups.

(1) Expansive innovations, in which the change
includes the offering of existing services of the
organisation to new customer groups.

(IV) Total innovations, in which the change includes
the offering of services that are new to the
organisation to completely new customer groups.

In the analysis of the distributions, as regards the
classifications applied, we also tried to test the
differences statistically in the realms of possibility.
For certain parts, the material did not allow their
application because of presumptions relating to
statistical methods (e.g. distributional presumptions

and of the
categories). The problem could have been solved by

the numbers observations within
combining different categories, but that was
considered to fundamentally reduce the information
content. The statistical testing has been presented -
to the extent that they have been used - in
Details the

footnotes. can be obtained from

researchers.
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4.2 Starting points and contents of
innovations created in ESF projects

On the basis of the interviews, all public sector
innovations in the projects examined have been
based on solutions developed within the
organisations (table 4.2). In none of the projects
were any innovations based on utilising in a new
operating environment the innovations produced
outside the organisation. The bases of innovations,
however, divide into development needs detected

both (58%) (42%) the

organisation. The innovations created in ESF

inside and outside
projects are strongly based on internal and partly
internal change in the organisations. As concerns
partly internal change, innovation activity is
strongly connected to the national policies on the
fields of the development of know-how, mainly
regarding on-the-job training and the development
of the

Therefore, the innovations created in ESF projects

regional effectiveness of universities.
are by nature such that they both implement the
national-level strategic choices and take into

account the individual needs of project actors.

Table 4.2 Origin and bases of innovations in ESF projects

Table 4.3 divides the innovations created in the
projects by the innovation typology used. The
majority of the innovations created in ESF projects
are such that develop the implementing
organisation - the innovations are closely connected
to the development of existing education and
employment services for existing customer groups of
the organisation. However, one fifth of the
innovations created in the ESF projects under
examination can be classified, according to the
typology used, under more radical innovations, i.e.
development of new services and/or serving new
customer groups. Most strongly emphasised in
these innovations are the production of new services
to existing customer groups (evolutionary
innovations, 11%) and the production of new
services to new customer groups (total innovations,
8%). Clearly the smallest emphasis in the projects
interviewed was on the offering of existing services

to new customer groups (expansive innovations,

2%).4

e

ORIGIN OF INNOVATION (N=131)

™

INTERNAL EXTERNAL
2 Internal change (innovation developed Selective change (innovation developed
= E inside the organisation, based on a problem elsewhere, based on a problem detected
g E detected inside the organisation) inside the organisation)
% - 58 % 0%
r4
4
3 3 Partial internal change (innovation developed Guided change (innovation developed
(2] E inside the organisation, based on a problem elsewhere, based on a problem detected
g E detected outside the organisation) outside the organisation)
k - 42 % 0 %

4 As concerns total innovations the result is very similar to the results of earlier studies on innovations in
the public and private sectors (see Walker et al, 2002 and Coombs et al, 1996).
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Table 4.3 Types of innovations in ESF projects and allocation of funding by

type of innovation (ESF + government) [N=237]

flnnovation Number € million Content focus

type (%) (%)

Total 20 (8 %) 5 (6 %) New services to new customer groups

innovations (e.g. new R&D services and education services to
enterprises, technology-based education
programmes, product development and testing
environments, productised education services to
enterprises)

Expansive 4 (2 %) 1 (1%) Expansion of existing services to new

innovations target groups (e.g. adult education services,
education services to special groups and the
unemployed, expansion of R&D services to new
customer groups, application in basic education of
education services developed for enterprises)

Evolutionary 25 (11 %) 10 (12 %) New services to existing customer

innovations groups (e.g. new study lines, educational
possibilities, study programmes)

Developing 82 (35 %) 35 (41 %) Development of existing service processes to

innovations existing customer groups (e.g. distribution of
operation models and processes in education,
employment services and social services)

Total 131 (55 %) 51 (59 %)

)

Looking at the ESF and government funding to the
projects, the result is very similar. Nearly 60% of all
ESF and government funding has been allocated to
projects aiming at innovation activity through
either total, expansive, evolutionary, or developing
innovations. The funding granted to single projects
that produced innovations did not differ from the

funding granted to other projects on average.
Instead, the projects that produced innovations
lasted longer than average, and within the projects
a larger part of resources were allocated to
development work’.

5 Kruskall-Walllis test results: ESF and state funding chi>=3.701 (p=.448); the duration of the project in months
chi>=17.675 (p=.001 ***); resourcing of development chi>=12.258 (p=.016 **)
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the

innovativeness of the projects has been equal in

As  regards pilot provinces, the overall

quantity, taking into account all types of
innovations. Between innovation types a clear
exception is Piijit-Hidme, where the total
innovations created in the projects have been
emphasised more than in Satakunta and Central
Finland. In addition, the funding allocated to
projects that produced innovations has been clearly
smaller in Central Finland than in the other pilot
provinces. Examined by administrative sector, the
proportion of total innovations is clearly larger in
the projects of the Ministry of Education and the
Ministry of  the

administrative fields. This phenomenon is partly

Interior than in other
explained by the connection of the projects in these
administrative sectors with the increase of the
regional effectiveness of universities through new
R&D and education services. Clearly the smallest
number of innovations has been created in the
projects in the administrative sector of the Ministry

of Trade and Industry. In these projects the focus

has been on the development of the business and
substance know-how through utilizing existing
services and methods (Appendix 2).

Examined by type of project (Table 4.4), the
innovations created in the projects follow the overall
distribution, developing, incremental innovations
being emphasised in the projects. An exception,
however, is that in operations aiming at the
promotion of R&D activity, the innovations
produced by the projects are strongly connected to
the development of completely new kinds of
services particularly to enterprises as a new target
group (total innovations) and to the transfer of
R&D-oriented educational products of existing
enterprises to the basic education of educational
organisations (expansive innovations). As regards
total and overall innovativeness, the projects aiming
at the development of educational institutions also
stand out. The aforementioned projects have
strongly aspired to develop education and
educational structures in accordance with the ESF

Decree.

Table 4.4 Innovations produced by the projects by type of project

-~

Total Expansive Evolutionary | Developing | All

Career and life control of

the unemployed n=37 5 % 5 % 16 % 27 % 54 %

Professional skills of

the unemployed n=9 0 % 0 % 22 % 22 % 44 %

Direct employment measures n=17 0 % 0 % 12 % 47 % 59 %

Development of entrepreneurship n=70 4 % 0 % 6 % 23 % 33 %

Development of the operation of

educational institutions n=42 | 17 % 0 % 24 % 31 % 72 %

Development of on-the-job

training n=33 9 % 0 % 0 % 82 % 91 %

Promotion of R&D activity n=16 | 31 % 13 % 6 % 0 % 50 %

Development of the rest of

the public sector n=13 0 % 0 % 0 % 46 % 46 %
kA" N=237| 8% 2 % 11 % 35 % 55 % J
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Table 4.5 presents the distribution of different
kinds of innovations in different developing
organisations. In accordance with the classification
of innovations, total innovations are strongly
emphasised in the higher education organisations of
the pilot provinces. This is partly explained by the
fact that the projects examined emphasised strongly
the regional development task of universities, in
accordance to which ESF funding has been directed
at developing concrete methods and services to
support regional entrepreneurship and develop the
innovation system. The emphasis on total innovations
in  third-sector  organisations  correspondingly
connects to their new role in the production of

services directed at the unemployed.

Measured by the innovation index (table 4.5),
innovation activity is most strongly emphasised in
projects implemented by other educational
institutions, municipal education and training
consortiums, and labour departments. This result
reflects the strong role of ESF projects in the
construction of regional know-how infrastructure
and the reformation of employment services. The
aforementioned sectors have been strongly focused
on the development of education and service
processes, and the innovations have thus been of the
developing variety. On the other hand, in the
projects implemented by polytechnics and
universities, the significance of total innovations has

been considerably greater.

Table 4.5 Innovations in different implementing organisations

-~

~

-

Total Expansive Evolutionary | Developing| All | Innovation

index

Higher education institute n=69 16 % 3 % 10 % 19 % 48 % 87

Adult education unit n=14 7 % 0 % 14 % 29 % 50 % 91

Other educational

institution / municipal

education and training

consortium n=65 3 % 2 % 12 % 65 % 82 % 149

Municipal organisation

unit n=20 10 % 0 % 5 % 30 % 45 % 82

TE centre, labour

department n=5 0 % 0 % 0 % 60 % 60 % 109

TE centre, business

department n=2 0 % 0 % 0 % 50 % 50 % 91

Employment office n=6 0 % 0 % 0 % 50 % 50 % 91

Other public sector unit n=18 0 % 0 % 17 % 28 % 44 % 80

Development company n=15 0 % 0 % 13 % 20 % 33 % 60

Third sector n=12 17 % 8 % 8 % 8 % 42 % 73

All N=226 8 % 2 % 11 % 34 % 55 % 100
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4.3 Social innovations and
co-learning

According to the project interviews, the majority of
public sector innovations have been based on
learning and development work inside and between
organisations (table 4.6). Social innovations integrate
strongly to service and organisation innovations
produced through learning and development work.
As regards developing innovations, learning and
development work inside the organisations are
emphasised. Learning and development work
between organisations, on the other hand, are
emphasised particularly as regards evolutionary,
expansive, and total innovations. On the basis of
the above, it can be noted that when it comes to
more radical innovations, organisations have a
greater need to search for know-how outside the
organisations as well to successfully implement
innovation processes®. The more radical a service
innovation has been, the greater need there has
been for combining the know-how of organisations
and for social innovation.

The "co-learners" of innovations connected to
employment and the development of the structure
of know-how vary. As regards innovations
connecting to the strengthening of the development
of know-how, the most common producers are
naturally educational institutions and research and
development units. Correspondingly, innovations
relating to the development of employment services
are usually produced by other public sector units
and third-sector organisations. In both cases the
role of the enterprise sector in the development of
the innovations created in the projects has been

the The

innovation activity in the projects has a strong

significant according to interviews.
connection with the needs of the enterprise sector
in the region as concerns both employment and the
sectors of the development of know-how. This
expresses the fact that the active role of the

enterprise sector in the production of public sector

innovations is considered important.

Through the link with the enterprise sector,
networking, social innovations, and the pursuit of
changes in ways of action connected to social

the
strongly to the development of the operating

innovations, projects interviewed connect
environment. From this viewpoint the project
leaders brought up the service structure of the
region and the development of the know-how
infrastructure as specific challenges. From the
viewpoint of employment, the starting point has
usually been the improvement of effectiveness
through the development and adoption of common

the

corresponding focus in the development of know-

methods and service solutions, and
how has been the improvement of the orientation
towards working life.

The results are very similar across the pilot
provinces. Innovation activity in all pilot provinces
is strongly connected to the development work,
learning, and change of methods co-implemented
by the organisations. Across administrative sectors,
on the other hand, there are differences in the
production of innovations. In the projects in the
administrative sector of the Ministry of Trade and
Industry, only internal learning and development
are emphasised (in this context the small overall
number of projects producing innovations in the
administrative sector needs to be noted). As regards
the Ministry of the Interior, on the other hand, the
learning and  development work  between
organisations are emphasised more than on average

(see Appendix 2).

4.4 Moving target and
the diffusion of innovations

There is a learning process related to the creation
and development of innovations, through which
the product, service, or production process is
developed. In the early stages of the innovation
process there may be no information about the final

8 The same phenomenon has been observed in earlier studies as concerns enterprises: the more radical and
"discontinuous" the change relating to the innovation is, the more difficult it is for a single enterprise to implement it
alone, because it requires, for instance, the unification of new technological know-how (e.g. Coombs et al, 1996).

26



Table 4.6 Co-learning in public sector innovations

KT

~

ype of innovation (N=131) Primarily based on learning Primarily based on learning
and development and development work
inside the organisation between organisations
(%) (%)
Total 20 80
Expansive 25 75
Evolutionary 20 80
Developing 33 67
kA" 28 72 J
Table 4.7 Innovations, lasting effects, distribution of the results, and further development
Type of innovation Lasting effects have been Distribution of the Further
(N=131) created in the project results of the project development
(%) (%) (%)
Total 75 90 80
Expansive 75 75 75
Evolutionary 88 72 100
Developing 84 85 81
All 83 83 84

-

"goal", which only comes into existence through
the learning process. From the viewpoint of
innovativeness and innovations this means that the
operation models under development are tested in
a real operational environment and target groups,
and further, that feedback 1is received for
redirecting, specifying, and concretising the
development work (Ritsili & Haukka, 2005).
According to the interview material, the original
objectives and implementation process have
changed during the implementation in nearly one
third of those projects that aimed at innovation
activity - the "goal" of the project has been changed
as a result of learning. The majority of changes have
originated in the experiences gained through the

implementation of actions aiming at direct effect.

Other significant factors triggering the change
process were mainly related to changed factors in
operating environment or cooperation. Changes
made in the implementation of the projects have
reflected both to innovations created in the projects
and to actions of direct influencing. In projects
connected to innovation activity, the combination
of direct influencing and development has been of
primary importance regarding both content and
operation. Through direct action, innovation
activity has better conditions to operate based on
demand. The combination of innovation activity
and direct action can also be seen as a prerequisite
for the successful integration of innovations into the

basic operation of organisations.
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According to the interviews with the project
leaders, the majority of the projects that produced
innovations have also accomplished permanent
effects in the operation of organisations (Table 4.7).
The creation of permanent effects has been
emphasised especially as concerns developing and
evolutionary innovations. In innovations relating to
new customer groups and new services, less than
the average amount of permanent effects have been
created so far. The weaker establishment of total
and expansive innovations into the operation of the
developing organisation is explained by their
radicalism. Total and expansive innovations are
about producing new services to new customer
groups, and the risk of failure is also greater. The
the the
demanding its realisation process will become
(Lievonen & Lemola, 2004).

On the basis of earlier research, it has been

more radical innovation is, more

observed that the obstacles to successful innovation

process include insufficient preparation and

motivation of development work, resistance to

the

eschewing new solutions, and insufficient resources

changes  within organisation, a culture
for development work (cf. Kolehmainen, 1997).
These things came up in the interviews for this
report as well.

As the most important factor influencing the
entrenchment of the innovations of ESF projects,
the interviewees brought up the coordination of
innovation activity across the organisation, which in
practice means getting the management and the

the the

innovations. The project leaders emphasised the

personnel committed to adoption
importance of the diffusion of innovations between
organisations already in the early stages of the

project. In the projects which, according to the

28

interviews, have not succeeded in creating lasting
effects and entrenching the innovations, the lack of
resources and the detachment of the project from
the proper activity of the organisation were brought
up as the central reasons. Although in some of the
projects the development objectives had been
connected to the organisation strategy, the project
leaders saw that enough energy had not been
invested in the practical entrenchment of the
innovations.

From the point of view of innovations, ESF
funding has clearly had a role of activating various
processes. The majority of the projects interviewed
would not have been implemented, in other words,
the innovation would not have been produced
without ESF funding (88%). Funding has clearly
had a role of producing innovations, particularly in
the public sector innovation activity. The majority
of the projects (cf. Table 4.7) aim at actively
distributing the innovations (83%) and further
developing the processes started (84%). As a motive
for  further the
emphasised the improved readiness of organisations

development, interviewees
to react to changes coming from the operating
environment. A large part of the projects examined
have the characteristics of recursive continuity, in

which the

innovations creates further needs and emphases to

distribution and  utilisation  of
further develop the innovation processes started,
while at the same time, the innovation processes
create increasing demand for the innovations
produced (Figure 4.4). The results are very similar
across the pilot provinces (Appendix 2). The further
development and distribution of innovations

the

multiplicative effects in the pilot provinces.

support accumulation of learning and
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Figure 4.4 Continuity pursued in the utilisation of
innovations in the projects examined (N=131)

Closer examination of the content and concreteness
of the development and distribution aspects,
however, reveals that the picture of continuity is not
nearly as convincing. Although the interviewees
emphasised the active distribution of the results of
the projects, every fourth project had not considered
the actual distribution channels and methods.
Further, communication, seminars, and electronic

the

significant concrete distribution channels. These,

and printed publications became most
however, can be considered relatively passive ways
to accomplish true recursive continuity.

According to estimations, only 27% of the
projects connected to innovation activity reach true
recursive continuity through the utilisation of
networks. As concerns the distribution of results, it
should Dbe the

critically considered ~ whether

distribution has been sufficiently taken care of and
whether the related actions are too unidirectional
from the perspective of the passage of information.

highly probable that of the

interviewed, only those that utilise active networks

It is projects
and have prepared clear distribution plans will
reach the level of true recursive continuity. The
securing of wider and more effective diffusion
requires more active measures, particularly from the
viewpoint of commitment. In practice, those that
finance and those that implement the projects
should consider in cooperation the principal
starting points of the continuity of the project. The
key question will be how the results are to be
distributed and how the cooperation structures and
commitment are organised as early as the planning
and initial stage of the project.
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4.5 Central outcomes of the analysis
of innovation activity in the projects

Innovation activity in ESF projects is strongly
focused on the development of the production of
services in the public sector. The primary producers
of innovation are public sector actors in the field of
education and employment. Four central outcomes
can be derived from the analysis of innovation
activity in ESF projects presented above:

(1) The projects have aimed at making the operation
more effective in accordance with the ESF
Decree in the fields of education and
employment through developing (i.e. incremental)
innovations.

(2) The innovation activity has been guided by
problems detected both inside and outside the
organisations. Innovations, on the other hand,
have been developed inside the organisations,
without applying existing innovations in a new
operating environment.

(8) The innovations produced by the projects have
mainly been based on learning and development
work within and between organisations.

(4) The objective of the projects is to further develop
and distribute the innovations produced, but on
the other hand, distribution channels have not
been sufficiently considered in the projects.

30

In whole, the production, utilisation, and further
development of innovations are strongly integrated
in the innovation activity of ESF projects. The
production and implementation of innovations is
coloured by the process of co-learning. Also, the
further development of innovations is emphasised
as part of the securing of continuity in the
innovation processes of the projects. In project
work the production of innovations is strongly
integrated with direct action e.g. in the form of
education or employment measures, which then
makes an effective feedback system possible in order
to further development the innovations. The further
development of innovations supports cumulative
know-how in producing organisations and interest
groups. Through learning, feedback, and cumulative
information, the role of social innovations is of key
importance in the development of the production of
services implemented by the ESF projects.

The innovations created in the ESF projects
the

organisations and services in the public sector, as

integrate  strongly to development  of
presented above. It is important to note, however,
that project work also has a significantly wider
connection with the development and support of

regional innovation system. This role is examined in

Chapter 5 below.



5 ESF projects in the

regional innovation system

5.1 Starting points of

the examination concerning
the role of ESF interventions
in the innovation system

The operation of the regional innovation system
can be divided under three cycles according to
Figure 5.1. The basis of the innovation system can
be considered to be the regional innovation
potential, which mainly consists of the regional
innovation infrastructure including research units
and universities, the innovation base produced by
the enterprise sector, and the cooperation between
the enterprise and research sectors. The utilisation
of the regional innovation potential is followed by
the
(breakthrough of ideas into innovations), which
the

competitive innovations, their productisation and

stage  of  developing  innovativeness

includes creation and recognition of

commercialisation, and the diffusion of innovations
(Tanewski et al, 2003). The effective utilisation of

innovations correspondingly leads to the wider
the

increase in

realisation of innovations into regional

economy, which manifests as
investments, productivity, and competitiveness, and
as the creation of new enterprises and jobs
(Lievonen & Lemola, 2004; Davelaar & Nijkamp,
1989; Cooke, 1998; Lundvall & Borras, 1997).
The above-mentioned cycles can be thought of as a
continuum with no clear border between them.
Further, they form a kind of a hierarchic unity in
which the realisation of the previous cycle is a
prerequisite for the next one. On the other hand,
the innovation process becomes cumulative - the
realisation of innovations into the economy enables
greater resources to be allocated to the development
of innovation potential.
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INPUTS
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1. INTERNAL AND EXTERNAL INVESTMENTS

2. INCREASE IN PRODUCTIVITY

3. INCREASE IN COMPETITIVENESS IN THE ENTERPRISE SECTOR
4. NEW ENTERPRISES AND JOBS

INNOVATIVENESS

CREATION OF IDEAS

RECOGNITION OF COMPETITIVE IDEAS
PRODUCTISATION AND COMMERCIALISATION OF IDEAS
DIFFUSION OF INNOVATIONS

DEVELOPMENT OF
INNOVATION POTENTIAL

INFRASTRUCTURE (UNIVERSITIES AND RESEARCH INSTITUTIONS)
2. INNOVATION BASE PRODUCED BY THE ENTERPRISE SECTOR

3. COOPERATIVE NETWORKS BETWEEN THE RESEARCH AND
ENTERPRISE SECTORS

/

NOILLVININNDODV

/

Figure 5.1 Cycles in the innovation system (cf. Brunila et al., 2004; Davelaar & Nijkamp, 1989;

Lievonen & Lemola, 2004; MEANS, 1999)

Through the development of learning, ESF actions
can be used to support the development of regional
the
and further,

innovation  potential, formation  of

the

innovations into the regional economy. The

innovativeness, realisation of

following examines the connection of ESF projects
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with the development of the regional innovation
system in the pilot provinces. First we will go
through the classifications used in the analysis of
the interview material, and then we will present the
empirical results and conclusions based on these
classifications.



5.2 ESF project work in

different innovation cycles
As regards the connection relating to the
development of the regional innovation system, it is
important to notice that the role of project work is
strongly focused on the support of the processes of

the innovation system; it is therefore indirect. On

the basis of the above, the analysis is particularly
concerned with how ESF projects support and assist
the development of regional innovation potential,
innovativeness, and through the utilisation of
realisation into the

innovativeness, their wider

regional economy. Table 5.1 summarises the
classifications utilised in the analysis of the interview

material relating to the regional innovation system.

Table 5.1 Classifications used in the analysis (non-exclusive)

(I) Supporting the development of innovation potential (CYCLE 1)

~

Higher education and basic research

R&D services

R&D networks

Innovation potential of enterprises

(1) Promoting innovativeness (CYCLE 2)

Projects which have emphasised actions aiming at

the development of university degrees, post-graduate degrees,
basic research, or higher education

Projects which have emphasised actions aiming at the launching
and development of R&D services

Projects which have emphasised the support of the networking
between enterprises and research units

Projects which have emphasised the promotion of the R&D
facilities of enterprises, further education of the personnel of
enterprises in the field of science and technology, or the

development of strategic anticipation capabilities of enterprises

Business know-how of enterprises

Productisation and product development

Diffusion of innovations

Projects which have emphasised the development of the
business know-how of enterprises

Projects which have emphasised concrete product
development or promotion of productisation

Projects which have emphasised the support of the diffusion of

technological innovations into organisations

(I11) Promoting the regional realisation of innovativeness (CYCLE 3)

Extensive industry development

sectors

Vertical networking

Horizontal networking

Supporting growth enterprises

Projects which are significant industry-specific development

projects and which aim at extensive development of different

Projects which have emphasised the development of regional
subcontracting chains, cluster-based development of
entrepreneurship, and vertical transfer of innovations
Projects which have emphasised horizontal networking and
transfer of innovations between industries

Projects which have emphasised the recognition of growth

enterprises and the support of the growth of enterprises by

k utilising innovations J

33



5.3 The role of ESF projects
in the development of regional
innovation potential

Table 5.2 presents the connection of the projects
interviewed with the development of regional
innovation potential (cycle 1). According to the
previous intermediate reports, the proportion of
projects aiming at the promotion of research and
development activity was very small both nationally
and in the pilot provinces (Ritsili & Haukka,
2001; Ritsild & Haukka, 2005). According to the
interview material, however, ESF activity also has a
significant role in the development of innovation
potential through other types of projects. 27% of
the projects interviewed aimed at the development
of regional innovation potential, while 21% of the
public funding (ESF + government) was allocated
to the development of the innovation potential in
the pilot provinces. The most significant focus in
the actions was the support of the creation of the
innovation infrastructure in the pilot provinces
through the development of basic and postgraduate
university degrees, basic research, and higher
education generally.

In addition to the above, the development of the
innovation potential of enterprises was also strongly
emphasised in the projects interviewed. This

includes the development of know-how connected

to the R&D facilities of enterprises and
improvement of anticipation capabilities of
enterprises. The development of anticipation

capabilities in the projects was directed e.g. at the
anticipation of changes in technology and markets,
which supports the ability of enterprises to be
utilising or producing innovations at the right time
in the right place. In the projects aiming at
the

focusing on specific industries was stronger than in

developing innovation potential,

regional

the other projects’.

The development of regional R&D services in
the projects can also be considered significant for
the building of regional innovation potential. R&D
services are important in the operation of the
innovation system, because they pass new know-
how to their customer enterprises and strengthen
the innovation capacity even in technologically
mature fields (Jirvinen et al, 2001; Kolehmainen,
2001; Palmberg, 2000). On the other hand, the
development of R&D networks of enterprises and
research units, which has often been emphasised in
connection with the development of regional
innovation systems, is emphasised to a surprisingly
small extent in the projects (Table 5.2).

Only 11% of the projects aiming at the
development of innovation potential emphasised
the development of the cooperation between central
and peripheral areas to a considerable extent, and
the emphasis on the cooperation did not differ
much from the profile of the other projects. Also,
the projects aiming at the building of innovation
potential are usually found on the central areas of
the provinces. What can be seen as a positive result,
however, is that 13% of the projects aiming at the
development of innovation potential ~were
connected to the projects implemented with ERDF
funding. Practically all projects with an ERDF
connection were directed at the development of
regional innovation potential. Therefore, in part of
the projects, the development of the innovation
infrastructure has been connected through various
funds to both the development of know-how by
ESF funding and the infrastructure investments by
ERDF funding. However, the number of these
projects is very small.

the

development of innovation potential in Piijit-Hime

There are more projects promoting
than in the other pilot provinces, measured both by
the number of projects and by the public funding

allocated to them. On the basis of the relative share

7 Nearly 64% of the projects aiming at building innovation potential pursued the creation of development
conditions of certain industries. The lines of business most strongly emphasised in the projects include
information technology, electronic industry, the manufacture of machines and devices, metal industry, graphic
industry, and woodworking industry. Therefore, the development of innovation potential has focused on both the
support of the initial stage of new growth sectors and the renewal of traditional industries.
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Table 5.2 Connection of ESF projects with the building of

regional innovation potential (cycle 1)

Element of regional innovation
potential (N=237)

Promotion of elements
by the number of
projects (%)

Focus of content

enterprises

-

Higher education and 40 (17)
basic research

R&D services 16 (7)
R&D networks 10 (4)
Innovation potential of 35 (15)

University degrees, postgraduate
degrees, research, development of
higher education

Launching and developing
R&D services

Promotion of the networking of
enterprises and research and
development units

R&D facilities of enterprises,
further training of the personnel of
organisations in the field of
science and technology,
strategic anticipation capabilities
of enterprises

J

of different the

innovation potential, Satakunta differs clearly from

sectors  of development of
the other pilot provinces by the smaller emphasis
on the development of higher education and
research, the promotion of R&D networks, and the
the

enterprises. The development of regional R&D

development of innovation potential of
services, however, was emphasised more strongly in
Satakunta than in the other pilot provinces. What is
also noteworthy about the differences between
provinces is that in Pidijit-Hidme there has clearly
been a greater attempt at developing the innovation
potential of enterprises (see Appendix 3)%.

the the

between administrative sectors follow closely the

According  to interviews, differences
division of their primary function as concerns the
actions aiming at developing innovation potential.
The
emphasised especially in the administrative sectors
of the Ministry of Education and the Ministry of

the Interior, where the focus of the development of

development of innovation potential is

regional innovation potential has been on the
promotion of higher education and research. Also,
in the administrative sector of the Ministry of the
Interior, the development of regional R&D services
has clearly been emphasised. What is also noteworthy

8 Statistically, actions targeted at the development of innovation potential are equally emphasised in the
provinces. As concerns different sectors of the development of innovation potential, differences can be
found as regards the innovation potential of enterprises. The results are presented in Appendix 3.
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is the strong connection of the projects in the
administrative sector of the Ministry of Trade and
Industry with the development of the innovation
potential of enterprises.

According to the interviews, the most common
supporters of the building of innovation potential
are  higher education units and regional
development companies (Table 5.3). As regards
development companies, the development of the
innovation potential of enterprises is emphasised in
accordance to their basic operation, and the
respective focus of polytechnics and universities is
on the production of degrees and the development
of higher education. In accordance to the strategies
of the Ministry of Education, in the projects
implemented by universities, the role of the
intermediate organisation’ relating to the so-called
third task is emphasised in the promotion of the
2004). This

between the

innovation system (Koskenlinna,

manifests as strong connections
projects implemented by universities and the
development of R&D services, the building of
innovation networks, and the development of

innovation potential of enterprises.
5.4 ESF projects in the support
for regional innovativeness

21% of the
strengthening innovativeness. Measuring by the

projects interviewed aimed at
amount of public funding for the projects, 22% of
the resources had been tied to projects supporting
the utilisation (cycle 2) of innovation potential

(Table 5.4). The resources have been distributed

quite evenly in projects between the different
sectors of the development of innovativeness, i.e.
the promotion of business know-how, productisation
and product development, and the diffusion of
innovations in enterprises. Only 8% of the projects
in support of innovativeness aimed at promoting
the cooperation between central and peripheral
areas. This indicates the harsh fact that innovation
networks are typically oriented towards the central
areas.

Measured by both funding and the number of
projects, interventions aiming at the promotion of
innovativeness are emphasised to a smaller extent in
Central Finland than in the other provinces.
Compared to other pilot provinces, the project work
of productisation and product development, and the
diffusion of innovations". Looking at different
administrative  sectors, the development of
innovativeness in the enterprise sectors is naturally
emphasised in the administrative sector of the
Ministry of Trade and Industry (Appendix 3).

Table 5.5 presents the central actors related to
the support of innovation potential. The promotion
of innovativeness is most strongly emphasised in

the

companies, enterprises, and business departments.

projects implemented by development

implemented by
and

emphasised to a much larger extent than on

In  projects development

companies enterprises, all sectors are
average. As regards projects by universities and
development companies, supporting the utilisation
of innovation potential is closely connected to
intermediate  organisation

activity,  including

business incubator services.

¢ In innovation literature, intermediary organisations represent several different types of organisations from public
administration to private sector organisations and enterprises. They promote the operation of the innovation process by
providing and transmitting know-how in all stages of the innovation process from the idea to the development stage, and
further in the marketing. They have been created to correct the deficiencies in the functionality of the innovation environment.
They belong to the scope of public innovation policy because a large part of their business income is directly or indirectly
based on public project funding (Koskenlinna, 2004). It needs to be noted that in this context intermediary organisation does
not refer to the concept in the ESF context, in which it means an organisation acting as the implementing body of the project

and directing funding to small actors carrying out operations.

0|n the support of innovativeness, there were no statistical differences between the provinces. The significant
statistical differences in the sectors of the support of innovativeness were the major emphasis in Satakunta on the
development of business know-how and the respective minor emphasis on the promotion of the diffusion of

technological innovations (Appendix 3).
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Table 5.3 ESF actors in projects supporting the development of

innovation potential (cycle 1)

~

kTotaI

flmplementing number | Supporting SECTOR (non-exclusive)
organisation innovation Higher Innovation
potential education and R&D - R&D - potential of
research services networks enterprises
Higher education institute n=69 64 % 51 % 19 % 12 % 29 %
Adult education unit n=14 7 % 0 % 7 % 7 % 0 %
Other educational
institution / municipal
education and
training consortium n=65 8 % 2 % 0 % 0 % 6 %
Municipal
organisation unit n=20 15 % 10 % 10 % 5 % 5 %
TE centre, labour
department n=5 20 % 0 % 0 % 0 % 20 %
TE-centre, business
department n=2 0 % 0 % 0 % 0 % 0 %
Employment office n=6 0 % 0 % 0 % 0 % 0 %
Other public sector unit| n=18 11 % 6 % 0 % 0 % 6 %
Development company | n=15 47 % 7 % 0 % 0 % 47 %
Third sector n=12 0 % 0 % 0 % 0 % 0 %
Enterprise n=11 9 % 0 % 0 % 0 % 9 %
N=237 27 % 17 % 7% 4% 15 %

Table 5.4 Connection of ESF projects with the promotion of

innovativeness (cycle 2)

-~

Factor of regional
innovativeness
(N=237)

Promotion of factors
by the number of
projects (%)

Focus of content

Business know-how of

enterprises

Productisation and

product development

Diffusion of technological
innovations

(enterprise sector)

-

25 (11)

21 (9)

23 (10)

enterprises

Development of the business know-how of

Concrete support of the product development of

enterprises and promotion of productisation

Promotion of the technological know-how of
enterprises and support of the diffusion of
innovations (e.g. support of the conditions for
electronic business, technology consulting,

technological solutions in production systems)

J
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The most significant effects of the projects aiming
at the support of innovativeness are connected, in
accordance with the actions, to the development of
the business know-how of enterprises. The effects of
the projects examined on the development of the
business know-how of enterprises have mainly been
comprehensive with a specific emphasis on the
development of marketing know-how. In addition
to the development of business know-how, the
projects have had effects on the improvement of
productisation and product development know-how
of enterprises. On the other hand, only in a
marginal share of the projects has the result been
concrete improvement in products, for instance.
The majority of the effects of the diffusion of
technological innovations have been connected
through the development of know-how to the
ability of enterprises to apply and adopt new
innovations, which is typical for ESF activity. In
addition to this, however, the promotion of
technological  investments especially  through
consulting and the development of the production
systems of enterprises have been emphasised in the
projects. The most significant single area of
application has been the promotion of the diffusion
of ICT and environment technology into delivery
chains and subcontracting systems, for instance.

5.5 Role of ESF projects
in the promotion of the regional
realisation of innovativeness

A central challenge in the support of the innovation
system besides the promotion of innovation
potential and the utilisation of innovativeness is the
promotion of more extensive utilisation and

the

economy (cycle 3). According to the interviews,

realisation of innovativeness in regional
only 8% of the projects aimed at the promotion of
the realisation of innovation activity through
extensive industry development, vertical and
horizontal networking, and the support of growth
entrepreneurship (table 5.6). 7% of the public
sector funding was allocated to these projects. The
more extensive utilisation of innovativeness was

principally connected to the development of
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which,

research, has an important role in the transfer of

subcontracting  systems, according to
knowledge and know-how and in the creation and
utilisation of innovations (Lievonen & Lemola,
2004; Koschatzky & Sternberg, 2000). This is
largely explained by the fact that enterprises can often
increase the effectiveness of their production system
only if subcontractors are capable of producing new/
renewed products to the markets. On the other hand,
stronger horizontal orientation in development would
enable innovations of technological industries to be
applied in the traditionally strong sectors and the
service sector, for instance.

The support of realisation is emphasised to an
equally small extent in all pilot provinces, and we
can hardly make any conclusions on the differences
between sectors because of the small number of
projects connected to the support of realisation.
Comparing different administrative sectors, however, it
is evident that realisation is supported in the projects
in the administrative sector of the Ministry of Trade
and Industry, following the principal lines and
functions of the administrative sector (Appendix 3).

According to the interviews, the most important
project actors supporting realisation are regional
development companies, adult education units, and
enterprises (table 5.7). The role of development
companies is also emphasised strongly in all sectors
- in extensive industry development, in vertical and
horizontal networking, and in the support of growth
enterprises.

In those few projects that have aimed at the
support of more extensive realisation of
innovativeness, actions have mainly been directed at
extensive industry development, vertical and
horizontal networking, and the support of growth
entrepreneurship. Especially the development of
vertical networking combined with the support of
has enabled the methods
production processes of whole subcontracting

chains to be changed. On the other hand, through

horizontal networking, for instance, combining

innovativeness and

different kinds of know-how (e.g. technology and
design) has been supported to realise innovations of
enterprises in different lines of business. The moves
implemented can act as pilot operations in the



Table 5.5 ESF actors in projects promoting the innovativeness of

enterprises (cycle 2)

~

Implementing number | Promoting SECTOR (non-exclusive)
organisation innovative- Business Productisation and Diffusion of
ness know-how product development innovations

Higher education institute | n=69 23 % 9 % 10 % 10 %

Adult education unit n=14 29 % 14 % 7 % 7 %

Other educational

institution / municipal

education and training

consortium n=65 6 % 2 % 2 % 3 %

Municipal organisation unit | n=20 15 % 10 % 5 % 20 %

TE centre, labour

department n=>5 40 % 40 % 0 % 0 %

TE centre, business

department n=2 50 % 50 % 50 % 0 %

Employment office n=6 0 % 0 % 0 % 0 %

Other public sector unit n=18 11 % 0 % 6 % 11 %

Development company n=15 67 % 44 % 25 % 31 %

Third sector n=12 0 % 0 % 0 % 0 %

Enterprise n=11 46 % 36 % 46 % 18 %
kTOtal N=237 21 % 11 % 9 % 10 %

Table 5.6 Promotion of the regional realisation of

innovativeness (cycle 3)

~

-

Factor of the promotion of Promotion of factors

the regional realisation of by the number of

innovativeness N=237 projects (%) Focus of content

Extensive industry development 2 (1 %) Extensive industry-specific development projects

Vertical networking 13 (6 %) Development and streamlining of the
subcontracting networks of enterprises

Horizontal networking 8 (3 %) Supporting the horizontal networking of
enterprises and seeking synergy

Supporting growth enterprises 5 (2 %) Recognising the growth potential of
enterprises and supporting growth enterprises
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further development of the operation of the public
sector in this field.

The minor emphasis on the support of more
extensive realisation of innovations in the regional
economy (cycle 3) is partly related to the fact that
it can be assumed to be much more challenging
than the building of innovation potential (cycle 1)
and the promotion of innovations of single
enterprises (cycle 2). This is particularly evident in
the projects interviewed. In some of the projects
aiming at the development of innovation potential
and innovativeness, more extensive support of
e.g.

subcontracting networks, but this simply did not

realisation was  pursued by developing
succeed, and they had to compromise the objectives
in this regard. In fact, it seems that there are no
methods effective enough in the support of

realisation, and for this reason the actual operations

include only the support of innovation potential
and innovativeness, regardless of greater objectives.
Effects may be brought about in single enterprises,
but wider synergy is not attained, and the results
therefore remain below the expectations from a
regional economic point of view. In future actions
aiming at supporting the realisation of wider
innovations, it should be ensured that enterprises
have the sufficient capabilities to utilise the know-
and produced by
Also,

comprehensive development of the innovation

how innovation potential

universities, for  instance. effective,
system requires a strong mutual trust, a common
mission, and a true will of development between
the actors in the innovation system. This would be
supported by the transition from cooperation in the
project level to permanent, strategy-based practices

and methods of cooperation.

Table 5.7 ESF actors in projects promoting regional realisation of

innovativeness (cycle 3)

~

-

Implementing number| Promotion SECTOR (non-exclusive)

organisation of regional | Extensive Vertical Horizontal Support of
realisation |industry de- net- net- growth

velopment working working enterprises

Higher education institute | n=69 6 % 0 % 4 % 7 % 1 %

Adult education unit n=14 21 % 0 % 21 % 0 % 0 %

Other educational

institution / municipal

education and training

consortium n=65 2 % 0 % 0 % 0 % 0 %

Municipal organisation unit | n=20 0 % 0 % 0 % 0 % 0 %

TE centre, labour

department n=5 20 % 20 % 0 % 0 % 0 %

TE centre, business

department n=2 0 % 0 % 0 % 0 % 0 %

Employment office n=6 0 % 0 % 0 % 0 % 0 %

Other public sector unit n=18 6 % 0 % 6 % 0 % 6 %

Development companies n=15 41 % 7 % 29 % 13 % 13 %

Third sector n=12 0 % 0 % 0 % 0 % 0 %

Enterprise n=11 18 % 0 % 9 % 9 % 18 %

Total N=237 8 % 1% 6 % 3% 2%
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5.6 Continuity of the innovation
process

Securing the continuity of innovation processes
increases the probability that the basic investments
in the enterprise sector and interventions of the
public sector will realise as competitiveness and
growth of single enterprises, industries, and
clusters. This shows in regional economies as
improved employment, vitality of entrepreneurship,
and increased regional competitiveness. Figure 5.2
presents the activities related to the development of
innovation potential and the support of the

utilisation of innovation potential and innovativeness

in the projects interviewed. According to the
results, projects that focused only on the support of
regional innovation potential or innovativeness were

most common both in terms of finance and the

The

innovation

number of projects. most  significant

combinations of cycles are found
between innovation potential and innovativeness
and as a combination of innovation potential and
innovativeness. 7% of the projects (measured by
finance, 11%) aimed at supporting all cycles

simultaneously.

/

. 19.% (15 %)

-

\

INNOVATION POTENTIAL
44 % (35 %)

""'\-\._\_\_\_ 7 % (11 %) , - - :
INNOVATIVENESS |- i REGIONAL
17 % (30 %) 11 % (7 %) !/ REALISATION

1 % (0 %)

"

2 % (1 %)

Figure 5.2 Combinations of innovation cycles
in the projects n=92, number % (ESF + government %)
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5.7 Central outcomes relating to
the connection of the projects
with the innovation system

The development of the innovation system can be
divided into three cycles following each other
seamlessly - (1) the strengthening of innovation
potential, (2) the transmission of innovativeness,
and (3) the regional realisation of innovations. ESF
project activity has its own role in the promotion of
the above-mentioned cycles. Four central outcomes
can be derived from the connection between ESF

projects and regional innovation systems.

(1) In spite of the very limited number of ESF
projects aiming at actual promotion of R&D
activity, project activity has its own strong role in
the support of regional innovation systems also
through other types of projects.

(2) The development of innovation potential and
innovativeness has been oriented towards the
central areas, as expected. Further, as a principal
rule the projects in support of the development
of the innovation system have not aimed at the
development of the cooperation between central
and peripheral areas.

(3) In ESF projects the development of the
innovation system is strongly focused on the
support of the innovation potential and
innovativeness of regions. More extensive
support of the utilisation of regional
innovativeness, on the other hand, is
emphasised in the projects to a clearly
smaller extent.

(4) Securing the continuity of innovation processes
is a key factor in the success of the realisation
of innovation potential and innovativeness. The
majority of the projects, however, have
concentrated on supporting the processes of
only one cycle.
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6 Conclusions and
suggestions

The ESF Decree defines clear objectives for the
development of education and employment services
through projects. On the other hand, through the
development of the know-how capital, set as an
objective in the ESF frame of reference, ESF
projects strongly connect to the promotion of
regional innovation systems as well. The connection
of ESF projects with innovation activity thus becomes
twofold - innovations are created in the projects
themselves, and on the other hand, the projects
contribute to the development of regional innovation

systems.

The third intermediate report of the
ALUEOSAAJA survey aims, on the basis of the
aforementioned  premises, at answering the

following questions: (1) what kind of innovations
arise in ESF projects, where do they come from,
and how are their diffusion and continuity secured?
(2) how are ESF projects connected to the
development of the regional innovation system, and
what role do the implemented interventions have
(3) How
innovations in ESF projects and the role of ESF

in them? can the production of
projects in the innovation system be further

strengthened?

6.1 Innovation activity
in ESF projects

Innovation activity in ESF projects is mainly related
to the development of services and systems aiming
at the promotion of education and employment.
The production of innovations usually takes place
in universities and other educational institutions,
municipal organisations, and development units. /n
the whole, it can be stated that innovation activity is
strongly focused on making the operation of the public
sector more effective.

Innovation activity in ESF projects is focused on
making operations more effective in the fields of
employment and the development of know-how
especially  through  incremental  (developing)
innovations. In addition to developing innovations,
the projects have produced new services and sought

Therefore,

innovation activity in ESF  projects is mainly

new customers on a smaller scale.
developing.

Innovation activity has been strongly lead by
problems detected both inside and outside the
developing organisation. Innovations, on the other

hand, have for the most part been developed within
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without

the applying
innovations in a new operating environment (in the
Therefore,
activity in ESF projects follows closely the focuses chosen
on the national level while taking into consideration
the individual starting points of the developing

organisations, existing

developing organisations). innovation

0rganisations.

Innovations produced by the projects have
mainly been based on learning and development
work within and between organisations. Through
learning and  development  work  between
organisations, the activity includes a dimension of
social innovations. Through social innovations the
actors pursue common changes in the ways and
models of action. /n the innovation activity of ESF
projects focusing on the development of services, the role
of social innovations is therefore strongly emphasised.

The objective of the projects is to further develop
and distribute the innovations produced. On the
other hand, distribution channels have not been
sufficiently considered in the projects. The further
development of innovations and the receiving of
feedback have supported the accumulation of
knowledge. Development work is done in
cooperation with other organisations, and there is
continuity through internal development, but from
the viewpoint of the distribution of innovations,
there is a danger of remaining on the level of "inner-
circle development". On the basis of the results, it
seems that the innovations produced through ESF

projects are not utilised in the most effective way.
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6.2 Towards ESF project activity
based on innovations

Radical innovations - a window of possibilities.
Innovation activity in ESF projects is mainly based
on gradual development processes (incremental
innovations), in which new service or organisation
ideas are added and connected to existing processes.
Even radical innovations arise in ESF projects,
albeit rarely, opening new possibilities for
innovation activities. However, these "windows of
possibilities” are particularly important as regards
both the development of the know-how capital and
the more effective promotion of employment. The
ability to respond dynamically to the changes in
the operating environment at the right time and in
a sufficiently radical way is an indication of the
learning capability of organisations. In connection
with ESF project activity this means reforms
particularly in the public sector organisations. New
moves include great opportunities. At the same time
they include significant risks of failure, which partly
explains their small number. Masterpieces are rare
but extremely valuable. Controlled risks should in
fact be increasingly taken in future programmes to
produce genuine, competitive new service and
organisation innovations. In practice this could
mean that a portion of the funding should be
allocated to the production of risky radical
innovations in the developing organisations.

Suggestion:

*  Project funding should wilfully be added to the
production of creative, even risky innovations
aiming at more effective education and
employment.

Concretising innovation activity in the projects.
The strategic premises of ESE both through the
the

emphasise the developing and innovative nature of

decree and national frame of reference,
the activity. The definition of the innovativeness
content of the projects, as regards both the
objectives and the monitoring, has so far remained
at the level of separate, fairly general definitions.

Because of this the innovativeness of ESF activity is



often criticised and underrated. In the future it
should in fact be defined in more concrete terms
what is meant by innovation activity taking place in
the projects, both as concerns the setting of

and the While the

innovation activity in the projects is mainly

objectives monitoring.
concerned with the innovation processes of the
public sector, an applicable way would be to utilise
the classifications of bases and typologies of
innovations used in this evaluation. This method
would help the adoption of innovation activity
taking place in the projects and make the wider
utilisation of innovations more effective. Through
proper monitoring of innovations, a basis would be
created for the charting of good methods. Also,
regarding different types of innovations, it is
relevant to analyse various factors as concerns both
profitability and effectiveness.

Suggestion:

* The innovation activity being pursued and taking
place in the projects should be made transparent
and defined in more concrete terms using simple
but systematic typologies. The information
content on innovations produced through
monitoring should be developed so that it could
be actively utilised for further development and
further application of innovations.

More effective utilisation of social innovations.
There has been a great deal of cooperation between
different actors in the production of innovations in
ESF projects. Social innovations can be regarded as
a central instrument in the production and
diffusion of innovations. Social innovations are the
basis for successful production and utilisation of
innovations, the feedback system relating to the
innovation process, and further development of
innovations. The development of social innovations
is cumulative. While adding new perspectives and
ideas, they reform the participating institutions.
Further, the reformed institutions are more open to
new perspectives and ideas. Thus, the renewal of
public sector actors is closely connected to social
innovations. In the future, specific attention should
be paid to the aforementioned cumulative learning

process. In practice this means that the continuity
of the social innovations and cooperative processes
launched through project activity should be secured
after the end of the projects. The social innovations
developed in the projects should be considered a
starting point of a long-span learning process
continuing after the projects.

Suggestion:

* As of the early stages of the projects, more
attention should be paid to securing the
continuity of the learning process as concerns
social innovations and cooperation structures
developed through project activity. Considerable
amounts of project resources should also be
allocated to this use.

Three key factors of innovativeness. Three key
factors can be considered the starting point of a
successful service innovation: (1) demand-orientation,
(2) substance know-how, and (3) development know-
how. Demand-orientation helps the diffusion of
innovations into practice. Substance know-how
ensures that the innovation is realistic and practical.
Development know-how, on the other hand, is
needed in order to implement the innovation
process in the proper way from background surveys
to testing, introduction, and establishment. The
realisation of the above-mentioned starting points
should be ensured especially as concerns projects
aiming at risky innovations.

Suggestion:

* As regards innovation activity taking place in the
projects, it should be ensured in the decision
stage that the innovation process is based on
demand-orientation, sufficient substance know-
how, and development know-how.

Concretising continuity. The ESF projects under
examination have paid great attention to the
importance of the distribution of the results and
the continuity of the development processes
launched. In the majority of the projects, both the
above-mentioned sectors were considered important,
and from the point of view of setting objectives, it
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can be stated that the projects aim at recursive
continuity in which further development and
distribution are in close interaction. However, the
picture of the ideal situation created by setting
objectives weakens when the concrete activity
relating to continuity is more closely analysed. This

the

innovations and good practices produced. In the

applies  particularly to distribution  of
projects under examination, distribution channels
were concretised only to a limited extent, and also
the channels named became quite superficial,
including mainly publications and other non-
interactive forms of distribution. As concerns
innovations produced in the projects, specific
attention should be paid in the future to the way to
ensure wider diffusion. It should be concretely
defined as early as the planning stage of the projects
how to ensure the continuity of the innovations
developed/produced in the projects. As concerns
distribution, the focus should be moved to a more
interactive direction, i.e. from communication to

active further development and utilisation.

Suggestion:

* As concerns the distribution and further
development of the innovations produced in the
projects, particular attention should be paid to
the concreteness and quality of the plans. True
wider application of innovations requires as its
basis an active interaction process between the
producer and the utiliser.

6.3 Integration of ESF activity into
the regional innovation system

ESF projects promote the operation of the higher
education system and research units, the development
of the innovation potential of enterprises, the
productisation and commercialisation of innovations,
and the wider regional utilisation of innovativeness.
As a whole, the role of ESF project activity in the
different development stages of the innovation system
can be characterised as creating and contributing
preferable conditions.
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Despite the limited number of ESF projects
aiming at actual promotion R&D activity, project
activity has its own strong role in the support of
regional innovation systems. Project activity is

the

regional innovation systems also through other than

strongly integrated into development of
actual R&D projects. In their entirety, the projects can
be seen as strongly connecting to the development of the
regional innovation system.

The development of innovation potential and

has

towards the central areas. Further, the projects

innovativeness expectedly been oriented

aiming at the development of the innovation system
the

development of the cooperation between central and

have not as a principal rule pursued
peripheral areas. The development of the innovation
system is based on the support of regionally strong
central areas, but the lack of cooperation between
central and peripheral areas is a clear insufficiency in
the projects.

The development of the innovation system in
ESF projects is strongly focused on the support of

innovation potential and innovativeness. On the

other hand, the more extensive support of
innovativeness is emphasised to a much smaller
extent. The support of the realisation of

innovativeness has been more strongly on view in
the setting of objectives than in the realisation. On
the basis of the above, ESF projects have a strong
connection with the promotion of regional innovation
potential and innovativeness. The contribution to wider
realisation, on the other hand, is more challenging,
and it has not been responded to in a convincing way.

The securing of the continuity of innovation
processes is an essential factor in the success of the
realisation ~ of  innovation  potential  and
innovativeness. The majority of the projects,
however, have concentrated on the support of the
processes of only one cycle. The success of the role of
ESF project activity supporting regional innovation
systems largely depends on how well continuous
innovation processes are reached through separate

projects and combinations of other forms of support.



6.4 Further development of
the connection with the regional
innovation system

Securing the continuity of innovation chains. ESF
activity includes many elements aiming at the
promotion of research and development activity,
the development and diffusion of technology, and
the creation and commercialisation of innovations.
The support of the development of advanced
innovation networks is aimed at through the
promotion of innovativeness and target-oriented
networking. Often, however, the actions remain
separate from each other and especially from the
development activity implemented under other
programme entities. The support measures aiming
at the development of regional innovation systems
should form a whole in which different instruments
different while

complementing each other (figure 6.1).

have roles supporting  and

At the same time as the development of
innovation systems aims at an integrated approach
as concerns actions in the public sector, stronger
profiling is also needed as concerns different
instruments. As regards ESF activity, it should be
seriously considered what the general role of the

activity should be in the development of innovation

systems. The setting of questions inevitably leads to
the discussion of the social dimension from the
original perspectives of employment and the
prevention of exclusion. The lines of employment
policy should be regarded as the starting points of
the activity. The extent to which the development
of the innovation system is related to this problem
is mainly connected to the time perspective. Long-
span, forward-looking, and preventive employment
policy indisputably connects to innovation policy
and the development of innovation systems.
Starting from the current premises and the
tentative lines for the upcoming programme period,

the the

strengthening of regional innovation potential is

an emphasis such as present in
very understandable and justifiable - an education
and research system that creates people with top
know-how and the capability of producing and
utilising innovations is a critical factor in the
operation of an innovation system. On the other
hand, moving the focus towards systematic and
extensive utilisation of innovativeness could be even
more justifiable. The wider utilisation of innovations
has become the bottleneck of innovation systems. In
numerous estimations Finland has been ranked as
the leading country in Europe as concerns e.g.
innovativeness and the production of innovation

3.

Support acts as a means
to promote the effective
utilisation of
innovativeness

2.

3.
Realisation of innovativeness in the
competitiveness of enterprises and regions

Support acts as a means
to pomote the
"breakthrough” of
innovations through the
promotion of the
recognition,
productisation,
commercialisation, and

2.
Innovativeness

diffusion of innovations

1.

Support acts as a means
to prepare the ground for
innovations in both the
public and the private
sector

il

Development of regional
innovation potential

Figure 6.1 ESF projects at different levels of the innovation system
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potential (cf. Brunila et al, 2004; Blanke & Lopez-
Carlos, 2004). In spite of the commendations, the
number of innovations leading to the creation of
new enterprises, the successful commercialisation of
products, strong growth of the enterprise sector,
and significant increase of employment is not
sufficient. The realisation of the above requires
patience and wide-ranging groundwork in order to
utilise innovations in a wide scale in regional
economies and in the national level. If the activity
is directed at the pursuit of immediate results, the
whole idea of the integrated development of
innovation systems suffers.

Suggestion:

* As regards the role of ESF activity in support of
innovation processes, it should be ensured in the
future that the supported stage is part of a
continuous innovation chain supported e.g. by
other public funding. As regards allocation, the
move of the focus towards the challenge of the
wider utilisation of innovativeness should be
considered. As regards the support of innovation
processes, the time of their realisation should be
taken into account in order to prevent distortion
in the allocation of resources.

Work productivity as a cornerstone of ESF
innovation activity. ESF activity in Finland is
seamlessly integrated into the targeting of structural
funds. The activity aims to influence the growth of
productivity and employment while promoting
balanced regional development. The instruments
connected to the development of the regional
innovation system of the ESF are particularly
targeted at the increase in work productivity by
developing know-how capital and technological
know-how. The increase in employment, on the other
hand, realises through increased competitiveness and
production capacity of enterprises, which are results
of work productivity (Figure 6.2). This basic idea
applies for the fields of both high technology and
low productivity. The same idea should also be more
clearly accepted in the strategy level. The immediate
improvement of employment should not be set as
an immediate objective regarding all forms of
support, but it should rather be perceived as a
long-term outcome of increased work productivity.

Suggestion:

* In addition to direct employment measures and
creation of jobs, more attention should be paid to
the overall benefits received from increasing

O — - N —— -
| LABOURSUPPLY HUMAN | FLEXIBILITY OF |
! i CAPITAL | LABOUR MARKET !
5 RAW MATERIAL 5 LABOUR i 5 FIXED L_
| | INPUT | | CAPITAL i
P ! S A, !

PRODUCTIVITY OF
LABOUR

ECONOMIC GROWTH

Figure 6.2 Integration of ESF activity into the overall objectives of structural fund activity
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work productivity, also from the viewpoint of
employment.

Specifying and profiling the role of the actors in
the regional innovation system. The realisers of ESF
project activity are part of a complex of regional
innovation systems. One prerequisite for the success

that the

responsibilities of different actors in regional

of project activity is roles and
innovation systems are as clearly defined as possible.
This increases trust and cooperation potential
between actors. Perhaps the most essential challenge
in the division of roles between actors in innovation
the profiling

systems s of  heterogeneous

intermediary organisations'". Intermediary
organisations represent several different types of
organisations from public administration to private
sector organisations and enterprises. Their purpose
is to promote widely the operation of the
innovation process by providing and transmitting
special know-how in all stages of the innovation
process from the idea to the development stage, and
further in the marketing. To put it in simple terms,
their role is to correct functional deficiencies in the
innovation environment. They belong to the sphere
of public innovation policy because a large part of
their business income is directly or indirectly based
on public project funding (Koskenlinna, 2004). At
the moment, however, numerous intermediary
organisations aim at operating in the same roles,
causing somewhat ineffective use of resources
through overlapping operations and unhealthy
competition. Also in the implementation of ESF
projects, the profiling of different actors to their
characteristic fields of operation in the development
of innovation systems should be supported in
future.

Suggestion:

*  Generally, and therefore also as concerns ESF
project activity, the roles of the actors in regional
innovation systems should be profiled in order to

prevent ineffectiveness and competition causing
social harm, particularly in the case of
intermediary organisations.

The limited scope of public activity. In the
building of home bases for innovations, it is worth
the effort to re-enact the limited scope of public
influencing. The possibilities of the public sector in
the building of innovation systems and the
competitiveness of enterprises are only marginal,
indirect, and time-consuming. The significance of
different development instruments of the public
sector in proportion to the increase in value, for
instance, is very restricted, and taking into account
the instruments of extensive regional policy, only

The

effectively different support instruments can be

moderate. fundamental question is how

used  through  choices concerning regions,
industries, and actions, among other things. As a
whole the public sector influences the operation of
the innovation system, especially as concerns the
utilisation of innovativeness, mainly indirectly. The
public sector creates a favourable ground for the

and

developing enterprises through various actions, but

utilisation  of  innovativeness supports
the rest depends on how viable the target
enterprises are. Even if the actions in the public
sector were targeted as effectively as possible, time is
needed. In fact, final results cannot be measured in

a few years but rather in a few decades.

Suggestion:

* In the setting of objectives for project activity
and in the measuring of its productivity, attention
should be paid to the limited scope of the
possibilities of influencing in the public sector,
also as concerns the development of innovation
systems. Healthy realism helps to allocate
resources more effectively and to produce long-
span development processes.

" It needs to be noted that in this context intermediary organisation does not refer to the concept in the ESF context, in which it means
an organisation acting as the implementing body of the project and directing funding to small actors carrying out operations.
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Appendix 1

Classification of the main types of project (exclusive)

-~

Main type of project®

1. Actions aiming at the improvement
of the career and life control of
the unemployed

Projects that emphasise the activation of the unemployed,
the development of career and life control, and the
development of the related operation models (e.g. preparatory
training, periods of work experience, the development and
implementation of workshop activity)

2. Actions aiming at the development
of the professional skills of
the unemployed

Projects that emphasise the development of the professional
skills of the unemployed (e.g. the development and
implementation of labour policy education for the unemployed)

3. Direct employment measures aimed at
the open labour market

Projects that emphasise the direct employment of the
unemployed in the open labour market (e.g.

supported employment, enterprise-specific customised
training and the employment connected to it)

4. Actions aiming at the development of
entrepreneurship

Projects that emphasise the development of
entrepreneurship (e.g. development of the operating
environment of enterprises, support of the founding of
new enterprises, consulting, education, or counselling)

5. Actions aiming at the development
of the operation of educational
institutions

Projects that emphasise the development of the operation
of educational institutions or the diversification of the
education structure or supply (e.g. the development of
study materials, study programmes, or working methods)

6. Actions aiming at the development of
on-the-job training

Projects that emphasise the development of

on-the-job training. This type includes projects aiming at
the development of the on-the-job training system, the
training of workplace instructors, working life periods for
teachers, and the development of competence tests

7. Actions aiming at the promotion of
research and development activity

Projects that emphasise the promotion of research

and development activity (e.g. the founding of research
units, the development of private or public research units,
the promotion of research cooperation, and concrete
research activity)

8. Actions aiming at the development
of other parts of the public sector

\_

Projects that emphasise the development of the public

sector outside the other types (e.g. the development

of the know-how of public sector personnel,

the development of public services) j

@ The main type of project is based on the responses of the project leaders and describes the main focus of
the activity. Principal activity belonging to a main type may include activity of other sectors (e.g. development
of entrepreneurship connecting to the promotion of R&D activity or to the employment of the unemployed and

the development of their professional skills)
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Appendix 2 Innovation activity taking place in the projects
by province and by administrative sector

Table 1 Innovations in ESF projects by province and

by administrative sector

-

~

Number of Evolution- Innovation
projects Total Expansive ary Developing index
Satakunta (n=84) 5 % 2 % 16 % 36 % 105
Paijat-Hame (n=64) 13 % 3 % 11 % 25 % 95
Central Finland (n=89) 9 % 0 % 6 % 40 % 100
Ministry of Trade
and Industry (n=12) 8 % 0% 8 % 0% 31
Ministry of
Education (n=98) 17 % 0 % 8 % 48 % 122
Ministry of Labour (n=94) 6 % 2 % 12 % 29 % 87
Ministry of
the Interior (n=27) 11 % 7 % 19 % 22 % 107
Ministry of Social
Affairs and Health (n=6) 0 % 0 % 0 % 33 % 60
\A” (N=237) 8 % 2% 11 % 35 % 100 j
Table 2 Funding allocated to projects that produced
innovations by province and by administrative sector
f Funding for the Evolution- \
projects € million Total Expansive ary Developing All
Satakunta 31 2 % 0 % 15 % 50 % 67 %
Paijat-Hame 24 12 % 2 % 17 % 32 % 63 %
Central Finland 32 6 % 0 % 3 % 39 % 48 %
Ministry of Trade
and Industry 3 5 % 0 % 6 % 0 % 11 %
Ministry of
Education 26 11 % 0 % 8 % 51 % 70 %
Ministry of Labour 52 3 % 1 % 13 % 38 % 56 %
Ministry of
the Interior 4 10 % 3 % 24 % 35 % 72 %
Ministry of Social
Affairs and Health 2 0 % 0 % 0 % 41 % 41 %
All 87 6 % 1% 12 % 41 % 59 %

\_
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Table 3 Interactive learning in public sector

innovations by province and by administrative sector

-

~

Number of Principally based on learning and Based on learning and
projects development work within the development work between
organisation different organisations
(%) (%)
Satakunta (n=49) 35 65
Paiijat-Hame (n=33) 24 76
Central Finland (n=49) 25 75
Ministry of Trade
and Industry (n=2) 100 0
Ministry of Education (n=66) 27 73
Ministry of Labour (n=45) 31 69
Ministry of the Interior ~ (n=16) 12 88
Ministry of Social
Affairs and Health (n=2) 50 50
\A" (N=131) 28 72
Table 4 Continuity by province and by administrative
sector in innovation projects
K Number Processes have Development- Utilisation-oriented Recursive
no continuity  oriented continuity continuity continuity
Satakunta (n=49) 4 % 18 % 6 % 71 %
Paijat-Hame (n=33) 3 % 9 % 12 % 76 %
Central Finland (n=49) 4 % 10 % 18 % 67 %
Ministry of Trade
and Industry (n=2) 0 % 0 % 50 % 50 %
Ministry of
Education (n=66) 2 % 11 % 9 % 79 %
Ministry of
Labour (n=45) 9 % 16 % 16 % 60 %
Ministry of
the Interior (n=16) 0 % 19 % 6 % 75 %
Ministry of
Social Affairs
and Health (n=2) 0 % 0 % 50 % 50 %
All (N=131) 4% 13 % 12 % 71 %

\_
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Appendix 3 Variables of the support of the innovation system
by province and by administrative sector

Table 1 Building of innovation potential by province and by administrative sector (cycle 1)

-

Sectors of innovation potential % (non-exclusive)

~N

KAII

number Support of Innovation
innovation poten- Higher educa- potential
tial number % tion and R&D- R&D- of enter-
(ESF+Govt. €%) research services networks prises
Satakunta (n=84) 24 (14) 11 8 1 6
Paijat-Hame (n=64) 33 (32) 22 6 5 25
Central Finland (n=89) 26 (20) 19 6 7 16
Statistical Chi>=1.591 Chi*=4.047 Chi>=1.594 N/A Chi>=11.386
significance® (p=451) (p=132) (p=451) (p=003***)
Ministry of Trade
and Industry (n=12) 25 (38) 17 8 8 25
Ministry of
Education (n=98) 33 (39) 27 6 8 19
Ministry of Labour  (n=94) 17 (10) 5 3 1 14
Ministry of the
Interior (n=27) 48 (39) 26 22 0 0
Ministry of Social
Affairs and Health (n=6) 0 (0) 0 0 0
(N=237) 27 (21) 17 7 4 15

/

@Numbers of projects have been used in the statistical testing. Under sectors of innovation potential we have tested provincial
differences in the projects aiming at the development of innovation potential (N=64). The results, therefore, indicate differences in
emphasis in the projects aiming at the development of innovation potential. The tests cannot be used for administrative sectors
because of presumptions.

Table 2 Promotion of innovativeness by province and by administrative sector (cycle 2)

-

~N

kAII

number Promotion of Sectors of innovativeness % (non-exclusive)
innovativeness Productisation
number % Business and product Diffusion of
(ESF+govt. €%) know-how development innovation
Satakunta (n=84) 19 (33) 13 7 5
Paijat-Hame (n=64) 28 (25) 9 14 14
Central-Finland (n=89) 17 (12) 9 7 11
Statistical Chi>=3.094 Chi*=5.854 Chi’=0.613 Chi*=4.826
significance® (p=.213) (p=.054%) (p=.736) (p=.090%)
Ministry of Trade
and Industry (n=12) 58 (75) 50 8 17
Ministry of
Education (n=98) 17 (16) 3 7 10
Ministry of Labour (n=94) 22 (24) 14 12 9
Ministry of the
Interior (n=27) 11 (11) 7 4 7
Ministry of Social
Affairs and Health (n=6) 17 (11) 17 17 17
(N=237) 21 (22) 11 9 10

J

@Numbers of projects have been used in the statistical testing. Under sectors of innovativeness we have tested provincial
differences in the projects aiming at the development of innovation potential (N=49). Therefore, the tests indicate possible
differences in the projects aiming at the promotion of innovativeness. The tests cannot be used for administrative sectors because

of presumptions.
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Table 3 Promotion of regional realisation by province and by administrative sector (cycle 3)

-

~

number Regional pro- Sectors of the support of realisation % (non-exclusive)
motion of reali- Extensive
sation number% industry Vertical Horizontal Growth
(ESF+govt. €%)  development networks networks  enterprises
Satakunta (n=84) 5 (4) 0 4 0 1
Paijat-Hame (n=64) 9 (9) 2 6 6 3
Central Finland (n=89) 10 (8) 1 7 5 2
Statistical Chi?>=1.897
significance® (p=387) N/A N/A N/A N/A
Ministry of Trade
and Industry (n=12) 33 (44) 0 25 17 0
Ministry of
Education (n=98) 6 (7) 1 6 5 1
Ministry of
Labour (n=94) 9 (6) 1 4 0 3
Ministry of
Interior (n=27) 0 (0) 0 0 0 0
Ministry of
Social Affairs
and Health (n=6) 17 (11) 0 0 17 17
KKaikki (N=237) 8(7) 1 6 3 2

@)Numbers of projects have been used in the statistical testing. Under sectors of the support of realisation we have tested
provincial differences in the projects aiming at the development of innovation potential (N=19). The results, therefore, indicate

differences in emphasis in the projects aiming at the development of innova-tion potential. The tests cannot be used for
administrative sectors because of presumptions.
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