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Abstract

The rise of knowledge economy has put knowledge-intensive services high on the research
agenda. The argument is that their overall impact on economy has grown significantly.
Besides creating a significant number of highly skilled jobs within the sector, knowledge-
intensive services are seen in a pivotal role facilitating innovation and economic growth
across the sectors. In the current society knowledge-intensive services have many roles, and
they touch the very essence of the innovation system, knowledge itself. It is assumed that they
can contribute to the renewal and growth of other businesses by creating fertile ground for
innovations and diffusion of novel practices. Also public sector has recognised the central role
of knowledge-intensive services, their ability to facilitate innovations, job creation and
economic growth. As a result, policy measures and instruments are increasingly addressing
knowledge-intensive services. The aim of this research is to create a better understanding of
how knowledge-intensive services can benefit client firms, and how various policy measures
may influence the use of knowledge-intensive services.

Keywords

knowledge-intensive services, co-production process, business support services, innovation
policy, knowledge-intensive service activities (KISA), knowledge-intensive business services
(KIBS).

Acknowledgements

The authors wish to thank the support of the national programme for science, technology and
innovation research (ProACT) funded by the Ministry of Trade and Industry and the National
Technology Agency Tekes.

Introduction and overview

Knowledge-Intensive Business Services (KIBS) are business service firms that rely heavily
on knowledge or expertise related to a specific domain. To their clients such firms supply
intermediate products and services that are knowledge-based and they contribute the
knowledge processes within the client firms (see Hertog 2002:237, Toivonen 2004:36).
Internationally the growth of ‘KIBS sector’ has been significant over the past few decades. In
Finland the number of personnel employed in business service enterprises grew by 43 per cent
between 1990 and 1998 (Toivonen 2001:77). Much of this growth comes from technical and
computer related services (Kuusisto & Meyer 2003:11). On the EU level, expertise-related
services' account about 60 per cent of the employment (Lith 2004).
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Research interest has been sparked not only by the growth of KIBS, but also by the
recognition that KIBS may have an effect on overall economic growth. KIBS are believed to
serve as ‘bridges’ for knowledge flow between firms and other organizations, as well as
across the industries. Hence they may function as carriers, facilitators and sources of
innovation in the economy. Typically knowledge-intensive services involve close interaction
with the client firms and imply a learning process, which often is mutual in nature (Hertog
2002; Antonelli 2000, Schienstock 1999, Hauknes 1998). In the KIBS-client interaction
generic and localised expertise is combined and this can create a dynamic and fertile ground
for innovation (see e.g., Gallouj 2002). However, KIBS-firms are not sole providers of
specialised expertise to the businesses, even if much of the recent research has focused on
them (cf. Leiponen 2004, Toivonen 2004). Knowledge-Intensive Service Activities (KISA)
refers to all knowledge or expertise based services (OECD 2001; Miles 2003:17). These can
be internal to the firm, public or private sector provided, or derived from a network of actors
not primarily engaged in provision of knowledge-intensive services. The concepts of KISA,
externally provided KISA, and KIBS-provided KISA are ‘nested’ (see figure 1).

The study at hand focuses on expert services delivered by external providers, either public or
private sector actors. Public and semi-public organizations may deliver services by
themselves, subsidise, or otherwise facilitate service provision. As soon as public sector
actors become involved in service provision, (as providers, funding bodies, or initiators) they
will also influence directly or indirectly the service co-production process between service
provider and the client firm. The key question is, how do the clients perceive such public
sector intervention? And further on, what are influences of public intervention on the
outcomes of the client-provider relationship?

Typically the take up of external expertise among small- and medium firms (SME’s) is rather
low due to their limited resources and capacity to make use of external expertise (see, Storey
1998). Nevertheless, promotion of SME growth has high priority on the government policy
agenda (see e.g. Yrittdjyyden politiikkkaohjelma 2004). Overall, public policy seeks to
encourage innovativeness, internationalisation and growth by supporting SME’s
(Yrittdjyyskatsaus 2004). What are the particular challenges faced by smaller firms in
utilising external KISA? Do the outcomes of service meet clients’ needs and expectations?
These are among the issues this research aims to shed light on.

KISA
External and internal knowledge intensive services
provided by public- and private sector actors

External KISA
knowledge intensive services provided by public -
and private sector external actors

KIBS services
provided by firms

Figure 1. Nested definitions
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It is suggested that the influences of external KISA on the client organisation can be threefold.
They can materialise on: 1) a single service process level, 2) on a single client or provider
organisation level, or 3) on the innovation system level. The analysis seeks to advance
understanding of how KISA-client co-production, and public sector influence on that co-
production, works on each of these levels. Proposed research design emphasises the process
nature of services and focuses on the co-production during the interaction between service
provider and the client. The aim is to identify factors that can contribute to positive outcomes
of the co-production process. On the innovation system level, the analysis is related to the
service provision structures and the policies that shape them. This will allow us to discuss the
direct or indirect innovation-related effects of policies. The overall research question can be
formulated as: how the public sector involvement influences the delivery, co-production and
outcomes of knowledge intensive services, from the clients’ perspective?

This is a work-in-progress progress paper and the second section will describe the conceptual
basis of the empirical work. The third section explains the research methodology employed.
In the final section, expected outcomes of the research are briefly discussed on basis of
existing research and progress so far. By early 2004 the work commenced with literature
review and further development of the research strategy. A number of pilot interviews have
been done in order to gain better pre-understanding of client firms’ conceptualisation and
perceptions of external KISA. On the basis of the work completed so far also the data set has
been refined, the availability of different types of KISA has been explored, and the structure
and processes of public sector involvement has been clarified. The project is part of the
ProACT research programme funded and administered by Tekes (The National Technology
Agency) and the Ministry of Trade and Industry of Finland.

Developing conceptual framework for the study

The following sections will address theoretical literature that is closely related to the
conceptual framework being developed for this study. To start with, co-production of
knowledge involves at least two parties, expert service provider and the client. In most cases
these parties are not alone but the environment as a whole, and a number of other actors are
also influencing the process. In this research the focus is on service supplier, client and public
sector actors that can influence the co-production process. Such constellation can be examined
as a network and this theoretical perspective will be discussed first. From the process
perspective, the conceptual framework of the study is presented as a three-stage episode. The
first stage concerns entry and engagement into the co-production process. Here the theoretical
discussion will mainly address client organisations buying process: motivations, buying
criteria, resources and overall ability to engage into the co-production process. The second
phase includes the actual expert service delivery process and the roles of participants are
discussed mainly in the light of existing literature on co-production in the case of expert
services. The third phase will discuss the actual outcomes of the expert service delivery and
co-production process. Here the analysis will focus on the client perceptions and views of the
outcomes from the use of expert services.
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Supply side networks

Entry into Co-production Outcomes of
co-productior] production |— co-production

Figure 2. Outline of the conceptual framework under development

Co-production, relationships and networks

At present the network perspective is pervasive to study of interactions between
organizations. The general shift from firm level focus to analysis of interactions between
firms has happened in the 1990’s (Ritter & Gemiinden 2003:691). The adopted approach can
be linked to much of the network discussion which indicates that networks play a pivotal but
they are not panacea for SMEs success. For instance, diversity in firm’s relations, active
management of network relations, close links with suppliers, distributors and third parties and
owner-managers personal and informal relations are issues related to beneficial networks.
However, networks can fail for variety of reasons, they may be obstacles for success and anti
competitive in nature. Further on, government intervention may have both positive and
negative influences on networks. To conclude, networks may have positive influences on co-
production but these clearly need further investigation (Pittaway et al. 2004). Industrial
Marketing and Purchasing (IMP) approach provides some useful elements for the conceptual
framework. Its main focus is on the interactions between buying and selling firms through set
of variables. These describe 1) the parties involved, 2) the elements and process of
interaction, 3) the environment, and finally 4) the atmosphere. (IMP 2002:22-24). In this
study both of the parties involved in service delivery are examined but the focus is clearly on
the interests and outcomes of the client firm. Also the empirical material will be mainly
collected from the service clients focusing their views and perceptions of the co-production
process and its outcomes. Also the client firm’s motivations, needs, inputs and capabilities to
make use of offered services will be analysed. As for the environment, the analysis focuses on
the direct and indirect influence of the public sector.

Entry into co-production

There are numerous possible reasons why businesses decide to make use of external expert
services. In innovation literature, typically the use of external expertise is associated with
R&D efforts. However, there are also many other reasons to use external expert services and
such activities are growing rapidly. Increase in outsourcing is often seen as one important
driver of the growth of the KIBS-sector. It can be seen as a way further develop the division
of labour, and effectiveness of the business by using increasing number of expert services
(Abramovsky et al., 2004). Cadrey & Gallouj (1998) argue that the decision to acquire
business services can be analysed in terms of simple make-or-buy decision. They consider
three ways of relating internal and external expertise.
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- In substitution the client replaces internal functions with external ones, for example by
outsourcing accounting or personnel management.

- In acquiring complementary capacity, external professionals provide inputs that are
complementary to those provided by internal professionals, for example in marketing
or IT.

- Finally, internal and external expertise comes together in an inferface role. (Cadrey &
Gallouj 1998).

As such, complementary capacity can serve several purposes in client firm. The motivation to
use external services may stem from the need to expand existing capacity or from the need to
acquire novel skills, i.e. expertise the client firm does not possess in-house. Further on,

businesses may seek new perspectives to familiar issues from external experts (see cf.
Fincham 1999).

The above discussion of motivations for using external expertise implies that each transaction
arises from a systematic consideration of needs and costs. However, in real life exact
specification of needs or costs tend to be very difficult and rare. Another implication is that
the client firm is the active party, identifying a need and seeking a solution. Yet, the impulse
to buy external services may be rather spontaneous, and / or the impulse may come from an
external source. Indeed, active marketing of KIBS services rests on the knowledge that the
development needs are not necessarily recognised or clearly understood by the potential
client. By offering services KISA provider often helps client in formulating the problem in
such manner that it will lead into purchase of external expertise. This is a particularly
important aspect for the public sector which in many ways seeks to promote the use of KISA.
Much of the public sector business support seeks to cultivate client firms alleged latent needs
for external expert services. The first challenge for the public sector agencies is to locate
business sector partners that are willing to take part in such development projects. Secondly,
it is not always easy to match businesses needs and available services. For instance, Finnish
polytechnics represent a public sector actor charged with the task of supporting the
development of SME’s. In addition, there is plethora of various types of non-commercial
actors offering and promoting the use of expert services.

The above discussion indicates that often SMEs decision to use external expertise is
influenced by a number of external factors that are often linked in business support activities
offered by the public sector. Yet, businesses take the final decision whether to use external
expert services, or not.

The following sections will address issues that are relevant at the stage where the client is
considering the use of external expertise. These include: stages of the purchasing decision,
intangibility and tacit knowledge, nature of the service provider-client relationship, client
firms available resources, public sector influence in the use of expert services. These factors
will be relevant at the data collection stage and they provide tentative ideas for the analysis of
the pre-purchase stage of the co-production process.

Patterson et al used introduced six key decision criteria used by the clients in the selecting the
providers of management consulting services. Their generic stages are 1) identifying the
problem, 2) determining whether the problem should be handled internally or externally, 3)
identifying possible consultants, 4) searching for information concerning possible consultants,
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5) preparing a short list of consultants and 6) making the final selection of consultant.
(1997:10, cf. Day & Barksdale 2003:565). Gallouj (1997) used a similar stage model, but
noted that for smaller businesses all the stages are rarely operationalised. The Finnish
foundation for SMEs, has published its own guide to SMEs on use of management
consultants. Their recommendations emphasize careful consideration of the needs and
resources available for the process in the client firm. (PKT-S44tio 2002).

Services have traditionally been defined in terms of their intangibility, and KIBS services
come closest to the archetype of ‘professional services’ as described by Silvestro et al (1992).
Clemes et al (2000) were able to find supporting data for the supposition that highly
intangible services present a different set of marketing problems. Intangibility is also an issue
from the client’s perspective. The central paradox is that in applying expertise to specific
situations (which is the core of what KIBS do), the service provider is actualizing tacit
knowledge in a particular context. However, in making the offer, the service provider must in
advance describe an essentially tacit process as an explicit set of outcomes. The client has an
even more daunting task of choosing on basis of abstracted presentations the provider who
will give best value in actual delivery. This is difficult particularly when the service in
question lies outside the client’s core expertise.

The pilot interviews we have carried out demonstrated that service provider selection process
is a highly context specific event. It is clear that where sufficient expertise is available from a
supplier already familiar to the client, there is a strong tendency to use the same provider
repeatedly. There is some research-based evidence that the clients tend to favour long-term
relations with their service providers. In such cases clients are rarely dissatisfied with the
quality of their external KIBS providers, and new providers are mainly considered when new
expertise is needed (Kuusisto 2000; Kuusisto et al., 2004). Information gathering regarding
possible suppliers tends to take a lot of resources. As both the service and its value are
difficult to determine in advance, personal trust is highly important in provider selection.
When there is no previous experience, referrals and word-of-mouth can count for much.

In pilot interviews several business managers pointed the influence of limited resources on the
use of external experts. The amount of work required from business managers can be a
prohibitive factor. Typically businesses have to do a lot before external experts are
sufficiently familiarized with their needs and products to be able to give any meaningful
advice. From the perspective of the interviewed client companies, the KIBS firms can be net
receivers rather than sources of knowledge. This means that both search and switching costs
are high. On the other hand, to KIBS firms the SMEs may be less desirable clients for
somewhat similar reasons. A large client with many assignments to offer is more attractive
than an SME, since with the larger client more volume can be generated from learning to
know the client. (cf. Howells on R&D services, 1999). Making sure that organizational
development services are available also for the less attractive client firms is in fact one of the
reasons for public involvement in provision of certain business services (EC 2002).

Several possible dimensions of public sector influence in the take up of expert services can be
identified. Public initiatives that facilitate the use of expert services often both defines some
of the objectives and subsidizes some of the costs. In effect this largely determines the outset
for the service provision. This can have, from the client firms’ perspective, multiple effects.
When the public sector is actually delivering the service, the provision is not motivated by
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profit seeking. Often the prices of such services are subsidised and SME’s have limited choice
in terms of who will deliver the service. Lower prices as such may not be a problem but the
public sector provider tends to have an agenda which may complicate the process for the
client firm, or lead to lower actual or perceived service quality. Since the client firm needs to
expend resources even in a service that is provided for free, low quality results can be
experienced as a net loss (cf. Leino 2004). Further on, personal interaction on the
implementation level may be affected by the differences in organizational culture, but not
necessarily. All in all, public sector intervention tends to influence co-production process in a
variety of ways. These differences may create a situation which is remarkably different to that
of straightforward market KIBS transaction.

Co-production

Co-production process is a key element of service delivery and it has many features which
make it distinct from more ‘routine’ type of purchasing situations. In the routine type
purchases client typically makes the decision without using too much time neither effort in the
process. Hence, clients degree of involvement in the information search and examination of
materials and / or processes is low, typically focusing on price and some tangible aspects of
the item (for example in the case of office supplies). Similarly, outsourcing of relatively
routine type actitvities means rather low level of involvement (for example, supplying a part
of the firm’s product, or janitorial services). This type of ‘subcontracting’ and related
interaction are often regulated by long-term contracts which introduce strict pre-determined
guidelines for the process. (Cf. Coombs & Battaglia 1998, Fitzsimmons, Noh & Thies 1998).
Co-production is essentially different from both of the above described cases because the
process involves mutual exchanges and the client accesses provider’s expertise rather than a
process or a good. The service provider at the same time needs to access the client’s
situational knowledge to be able to deliver meaningful services. Even if the conceptual
difference between outsourcing and co-production is significant, in the empirical context
these activities exist in parallel and in different types of contexts it is not always easy judge
what type of activities are in question.

The following sections will discuss different perspectives to co-production process and their
relevance in the case of knowledge intensive services. The items to be discussed address co-
production in terms of: joint effort, case- and context specificity, nature of provider-client
interface, proximity between actors in terms of involvement into the process.

Gallouj & Weinstein (1997) consider co-production an essentially organizational, extensive
and balanced interaction. In this research co-production is defined as the joint effort by which
the service provider and client produce the service. In this joint effort the quality of the final
product largely depends on the nature of interaction and quality of communications between
the parties. In order to organize a solution that fits the client’s situation, the provider must
offer specific knowledge that fits the client specific needs, and combine it successfully with
the client’s knowledge base. (Hertog 2002). Co-production implies an interaction into which
clients as well as the KISA providers bring different sets of capabilities and competencies.
The mutual fit of these sets has implications for how the process works and what its outcomes
are. Without sufficient internal expertise even the best external input will fail, this because the
quality service ultimately hinges on the internal experts. External service provision is a
process, not an instant purchase, and it is a process of knowledge transfer, requiring reciprocal
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learning. (Cadrey & Gallouj 1998). This means that the absorptive capacity of the client firm
is paramount. Absorptive capacity refers to the ability of a firm to “...recognize the value of
new information, assimilate it, and apply it to commercial ends” (Cohen & Levinthal
1990:128). A business needs to possess a certain level of knowledge/learning capacity in
order to a) recognize the importance of information, and to b) assimilate the new knowledge,
1.e. learn. The concept was originally centred on R&D investment as a perquisite of these
abilities, but later has come to take on other dimensions as well (cf. Zahra & George 2002,
Lane & Lubatkin 1998 , Palmberg 2004). In this study absorptive capacity relates to the
ability of the client firm to gain and utilize knowledge from the KISA provider in the context
of co-production.

Besides knowledge, skills and abilities, both parties also need commitment and ability to
express their ideas to each other (Bettencourt et al. 2002). A good fit in competencies is
useless unless there is also a good fit in application of the competencies. Besides contact
persons with good communication skills, also sufficient time and resources needs to be
allotted to the process by both parties (Kuusisto 2000). In effect, the skills of the service
provider may become irrelevant to the process if there is no sufficient opportunity to learn
about the client’s specific situations.

Also the level of co-production is highly case- and context-dependent and the variety of
processes is significant. To start with, the contributions by different parties during the
exchanges may not be evenly balanced, even if mutual effort is often implied. Also the
outcomes of the shared process can vary from a co-produced fairly standardised service to a
co-produced innovation. The task of co-production can range from a combination of firm- or
industry-specific knowledge and generic knowledge, to actually generating ‘new’ knowledge
(Miles 2002:188).

The nature of provider-client interface has been discussed in the literature through two key
dimensions. These include interaction intensity and the degree of implementation. For
instance, the interaction mode can be either jobbing or sparring, with or without
implementation. A jobbing, non-implementation interface involves selling of skills under
supervision of client. When implementation is included, the supervisory responsibility
remains with the client but the operational responsibility for results gives the consultant more
weight. In a sparring interface the client and consultant share supervision in a more reciprocal
manner. (Cadrey & Gallouj 1998:6-8). High degrees of interaction can here be equated with
high degrees of co-production. At the same time it must be acknowledged that all KISA-
service provision involves co-production. Cadrey & Gallouj’s framework suggests that depth
and breadth of interaction as well as division of labour and responsibilities are pertinent
dimensions for analysis.
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Degree of
implementation

Mode of
interaction

provision of expertise
without implementation
(emphasise ‘deliverables)

provision of expertise
with implementation
(emphasise outcomes)

jobbing
(precisely defined task,
less interaction)

(1) analysts and architects
External KISA provides
skills/capacity, client firm
defines & supervises

(2) project engineers
External KISA provides
applied solution, client firm
defines with ext. expert input
& supervises

sparring
(internal & external experts as

(3) Co-pilots
External KISA provides
skills/capacity, mutual
definition & supervision

(4) ‘doctors in management’
External KISA helps define
and implement solution,

partners, more interaction) ..
mutual supervision

Table 1: KISA provider — client positioning, based on Cadrey & Gallouj 1998, p.6

So far discussion on co-production process has been focused on the service supplier and client
interaction, emphasizing exchange of inputs. In a network perspective, the environment of the
interaction will be considered as well. This is a significant aspect also for this study which
investigates the possible influences of public sector interventions. Typically public sector
intervention into the co-production situations brings with it a complex set of network
relationships.

The example of a co-production network in Figure 3 illustrates the proximity between actors,
including three KISA providers, two client firms, and two public sector actors. Five of the
actors are located in the inner circle of co-production, actively engaged in the process. The
other two are in the outer circle of influence, i.e. influencing, or being influenced by, the co-
production process without being active partners in it. When examining a specific case of co-
production, it is often useful to focus on a specific interaction process (e.g. client firm —
engineering firm). Yet in cases where the co-production is in fact a network process, this
multidimensionality needs to be taken into account. Hence, it is co-production network that
becomes a focal object of the examination.
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Figure 3. a co-production network

Networks can influence the co-production in a number of ways, either directly, or indirectly.
Typically each client case has some influence in a KISA provider’s subsequent co-production
processes. In some instances, service provider’s involvement in multiple clients within one
industry is considered unethical because of potential conflict of interests and unintentional
knowledge spill overs. Similarly, public sector influence is often indirect, resulting from
numerous different policy measures, such as regulation and promotion of certain types of
activities.

Co-production outcomes

Knowledge building within KIBS firms and their role in innovation system has been
discussed in several publications (cf. Leiponen 2004, Miles 1999, Miiller & Zenker 2001).
Yet, client firm outcomes have so far attracted very limited research attention. It is assumed
that four types of outcomes may emerge. In order of their potential impact they include:
innovation, capability development, knowledge accumulation / learning and service delivery
as such without much wider implications. (See figure 4)

Service delivery requires co-production in a KISA-client relationship and services are “deeds,
processes, and performances” (Zeithaml & Bitner 1996:5). Thus we can say that a
knowledge-intensive service is also provided by a marketing research firm that delivers to a
client firm a report on a particular market. Although the co-production in such a case may
involve very little input from the client, service delivery requires some amount of mutual
efforts. At this simplest level, the performed service is in itself the outcome.
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Provider
* The service
* Knowledge/learning
* Capability

* |nnovation

Figure 4. Co-production outcomes

In a process involving more interaction, it is more likely that the client firm gains also tacit
knowledge during the course of the process. Interactions may also result in intentional or
spontaneous development of new knowledge. This occurs as the generic or topical expertise
of the service provider is combined with the situational or topical knowledge of the client
firm. Ideally some amount of learning does happen during the interaction process. However,
the argument is that from the client firm perspective relevant learning is a potential, but not
necessary, outcome of co-production process.

If the learning/new knowledge is sufficiently deep or touches upon a critical juncture, it may
result in a change in the client firm. The skills of the personnel, the routines of the firm, its
stock of knowledge, may develop and translate into new capabilities. In essence, the firm is
able to do things that it previously could not, but as a result of the co-production they became
possible. When the new capabilities are actualized in a product or process innovation, whether
comprehensive or incremental, the outcome of co-production can be an innovation. From the
innovation system, and innovation policy point of view, these are most desirable
consequences.

Finally, the outcomes co-production discussed above are often far from clearly
distinguishable entities. Rather they present points in a continuum of outcomes. They can be
relised in some occasions, if the client is able to point to a distinct change in its organisational
processes, product portfolio, strategy etc. Parallel to the firm level outcomes, there are also
situational outcomes in terms of the relationship. The client firm will experience a degree of
satisfaction or dissatisfaction, often based on confirmation or disconfirmation of expectations
(Patterson et al 1997) regarding the quality of the substance of the service as well as the
interaction (cf. Gronroos 1998, Parasuraman 1998:310-311). The episode has consequences
for future relationships and thus also for the network involved in the process.

Methodology

The framework of questions around KIBS/KISA, and their connection to innovation on micro
and macro level, draws upon different disciplines for conceptualizations. The lack of a single
established theoretical framework makes the subject well suited for qualitative methods,
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which are oriented toward exploration, discovery and inductive reasoning (Patton 1990). The
enquiry is approached as an exploration. The interview themes and questions have been honed
out in successive steps during the pilot phase, giving emerging patterns the opportunity to
nudge the analytic design.

Data set

A total of approximately 105 interviews are foreseen, with emphasis on the clients of KISA
providers. The client companies selected for interviews will be SMEs, ranging in size from 5
to 250 employees. Company selection will take place in three lots. One third will be selected
from amongst companies that have received funding from TE-Centres or Tekes in year 2003.
Funding is treated as an indicator of awareness of public business support services. Some
evidence also suggests that it may correlate with use of other public services as well
(Vaanédnen 2003). The second third is selected to so that is it similar to the first lot in other
respects except receiving TE-Centre/Tekes grant in 2003. This set of client firms is designed
to allow examination of differences between different types of KISA usage (public/private,
active/incidental, local availability) within SMEs in production industries. The remaining
third of client interviews will be used to complete any aspect of data felt to be lacking in
initial analysis.

KISA provision is varied, although there seems to be an increasing convergence between
different branches of KIBS. A typical scenario involves partial shift of business services
towards management consultancy. (Toivonen 2001, 2004). The provider interview themes, as
well as the sample, will be finalized on basis of the client interviews. Providers identified as
co-production counterparts will have priority, with particular interest in providers whose
activities typically have a high degree of co-production, or whose activities can shed light on
public actor roles in co-production. The adopted explorative and iterative approach allows for
flexibility in giving space to emergent themes and issues.

Interviews will be personal one-on-one interviews, and are tape recorded. Notes are also taken
during the interviews. Insights and key passages are recording immediately in interview
summaries.

S . Provider Key actor
Client interviews . . . .
interviews interviews
8 oo . ilot interviews
5 pilot interviews (7) p )
E 22-23 grant recipients in 2 regions
E (up to) 10
;E 22-23 non-recipients similar in other respects 25
22-23 to be determined
5 o [Statistical materials, policy documents, other sources
5=
© ® | Available survey data

Table 2. Data set
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An interview guide developed during the pilot interviews is used. However, additional issues
that emerge in interviews may be followed up. The interview material will be complemented
with statistical and other relevant material. A related survey" can also provide complementary
quantitative data. Policy comparisons (Finland, Denmark and Sweden or UK) will focus on
issues directly influencing the knowledge-intensive service provision. Policy data will consist
mainly of documents and other available written sources. Additionally, a limited number (up
to 10) of key actor interviews are foreseen. The data set is summarized in table 2.

Analysis

Interview summaries are used in initial scanning for emerging themes, and for grouping data
excerpts according to them. Both newly emerging proto-themes, and those constructed in the
pilot stage, are noted together with patterns relating to them. Findings are then checked
against the full transcripts to ensure that contextuality has not been lost. The procedure
follows somewhat the thinking of Glaser (1978, 1998) in the sense that the data is examined
minutely and conclusions are formed from and constantly compared with the data. As insights
arise during the analysis, they are immediately recorded in memos for checking against the
rest of the data.

Comparative groupings can be constructed for example according to region, size/age of client
firm, activity of KISA usage in general, or of public KISA usage. Analysis may also yield
unforeseen comparative groupings. In the final stage, the conclusions and theoretical
constructs are re-applied to the data. At this stage the aim is to verify whether the original data
indeed supports the analytic constructs formed. When the KISA client and provider
interviews have been analysed, key actor interviews and review of policy documents will
provide data for secondary analysis, which will be more tightly focused and less explorative.
Stated policy is examined in light of the client/provider results.

The basic level of analysis is set at the co-production relationship between client and KISA
provider. Each client firm may utilize various providers, and each KISA provider, on the
other hand, is likely to have multiple clients, but the analysis will mainly focus on single
episodes of co-production. Outcomes are examined on (client) firm level. Analysis is
structured around the conceptual framework discussed above (see also figure 5). Regarding
the co-production entry phase, the significant themes include client needs and motivation,
client resources, and the framework of KISA availability. Relating to the actual co-production
activity, the situational factors are analysed as well as external actors’ impacts on the process,
and finally, the absorptive capacity of the client firm. Public bodies as direct or indirect actors
as well as frameworks established by public policy are also considered. In addition to the
actual outcomes of co-production, (service, knowledge, capability, innovation), we will look
for indications of actual utilization of outcomes. Outcomes and their utilization can be
compared to stated policy goals.

294



FRONTIERS OF E-BUSINESS RESEARCH 2004

Client perspective

« Client needs/motivation
« Client resources
* KISA availability

Public sector
influence

« Situational factors
» External connections Co-production
« Client ACAP

Figure 5. Analytical framework

Expected outcomes

In an exploratory research process the results can be predicted only to a degree. Our overall
research aim is to understand how public provider involvement influences KISA co-
production, particularly outcomes, from the clients’ perspective. However, although our
research is specifically focused on the involvement and influence of public actors on co-
production, we also expect the results to contribute to a better understanding of the co-
production process in general and the roles different actors can play it in. As we look at the
SMEs that use external KISA in various circumstances, the study will helps us gain a better
understanding of why firms enter into co-production, and what internal and external
influences have impact. We can also examine, from the client perspective, how the co-
production partners are found and selected, and how public actor involvement influences
formation of co-production relationships. Future SME users of external KISA should also find
useful a deeper understanding of co-production features that are associated with satisfactory
or dissatisfactory external contributions. Further, the research will serve to demonstrate the
sort of outcomes accessible through use of external KISA. The data should also allow us to
speculate as to the correspondence between firms’ latent needs, absorptive capacity and the
level of KISA usage.

There is very little KISA-research that adopts the client’s perspective. In words of Ian Miles,
“Iw]hat we lack is detailed studies of KIBS-client interactions” (2003:65). Similarly, the use
of external KISA in SMEs, particularly the smaller ones, is insufficiently addressed.
Fitzsimmons, Noh & Thies (1998:376) noted a dearth of studies on purchasing of expert
services, and although the field has developed in the intervening years, Day & Barksdale
(2003:564) note the same lack. Our research will hopefully contribute to filling this and other
gaps relating to use of knowledge-intensive services in firms. We also hope to assist in
forming a more balanced understanding of how KIBS, as well as other KISA, contribute to
innovation and renewal on micro level.

For KISA providers, both public and private, the research will give, from a relatively wide
qualitative data set, new information on client firm attitudes to external expertise. Also, the
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service providers should benefit from a clearer understanding of how client firms experience
the co-production in terms of resources requirements, outcomes and challenges. From the
policy makers’ perspective the research will provide an in-depth look at how SMEs perceive
and utilize KISA and what the critical issues are for successful co-production. Further, the
research specifically looks at how public actor involvement is actualized in co-production
situations, and what is its’ influence on outcomes and their utilization. The Finnish policy
environment of external KISA provision to SMEs is compared with that of other countries.

References

Abramovsky, L, Griffith, R. and Sako, M. (2004) Offshoring of business services and its impact on the
UK economy, Advanced Institute of management, Said Business School, Oxford University,
UK.

Antonelli, Cristiano (2000). New Information Technology and Localized Technological change in the
Knowledge-Based Economy. In Boden, Mark & Ian Miles (eds.) Services and the knowledge-
based economy. Continuum: London. 170-191

Bettencourt, Lance A., Amy L. Ostrom, Stephen W. Brown & Robert I. Roundtree (2002). Client Co-
Production in Knowledge-Intensive Business Services. California Management Review.
Summer 2002, 44:4, 100-128.

Cadrey, Jean & Faiz Gallouj (1998). The Provider-Customer Interface in Business and Professional
Services. The Service Industries Journal. April 1998, 18:2. pp. 1-15

Clemes, Michael; Diane Mollenkopf & Darryl Burn (2000). An investigation of marketing problems
across service typologies. Journal of Services Marketing, 14:7, 573-594

Cohen, Wesley M. & Daniel A. Levinthal (1990). Absorptive Capacity: A New Perspective On
Learning and Innovation. Administrative Science Quarterly 35:1, 128-152

Coombs, Rod & Paolo Battaglia (1998). Outsourcing of business services and the boundaries of the
Firm CIRC, The University of Manchester, CRIC working paper No. 5, June 1998

Day, Ellen & Hiram C. Barksdale. (2003). Selecting a professional service provider from the short list.
Journal of Business & Industrial Marketing. 18:6/7, 564-579

European Commission (2002). A Study of Business Support Services and Market Failure. Available at
<http://europa.eu.int/comm/enterprise/entrepreneurship/support measures/index.htm>
23.11.2004

Fincham, Robin (1999). The Consultant-Client Relationship: Critical Perspectives on the Management
of Organisational Change. Journal of Management Studies 36:3, 335-351

Fitzsimmons, James A., Jeonpyo Noh & Emil Thies. (1998). Purchasing business services. Journal of
Business & Industrial Marketing. 13:4/5, 370-380

Gallouj, Faiz (2002). Knowledge-intensive business services: processing knowledge and producing
innovation. In Cadrey, Jean & Gallouj, Faiz (Eds): Productivity, Innovation and Knowledge in
Services. Edward Elgar: Cheltenham, UK. 256-84.

Gallouj, Camal (1997). Asymmetry of information and the service relationship: selection and
evaluation of the service provider. International Journal of Service Industry Management. 8:1,
42-

Gallouj, Faiz & Olivier Weinstein (1997). Innovation in services. Research Policy 26, 537-556.

Glaser, Barney G. (1978). Theoretical sensitivity. Sociology Press: Mill Valley.

Glaser, Barney G. (1998). Doing Grounded Theory: Issues and Discussions. Sociology Press: Mill
Valley.

Gronroos, Christian (1998) Marketing services: the case of a missing product. Journal of Business &
Industrial Marketing. 3:4/5, 322-338.

296



FRONTIERS OF E-BUSINESS RESEARCH 2004

Hauknes, Johan (1998) Services in innovation — Innovation in services, SI4S Final report, OECD
Business and Industry Policy Forum — Realising the Potential of the Service Economy:
Facilitating Growth, Innovation and Competition.

Hertog, Pim den (2002). Co-producers of innovation: on the role of knowledge-intensive business
services in innovation. In Cadrey, Jean & Gallouj, Faiz (Eds): Productivity, Innovation and
Knowledge in Services. Edward Elgar: Cheltenham, UK. 247-250.

IMP (2002). An Interaction Approach. In Ford, David (Ed.) Understanding Business Marketing and
Purchasing. 3rd edition. pp. 19-34. London: Thomson Learning. (Originally in International
Marketing and Purchasing of Industrial Goods. (1982) Chichester: Wiley, 10-27.)

Howells, Jeremy (1999). Research and Technology Outsourcing. Technology Analysis & Strategic
Management, 11:1, 17-29

Kuusisto, Jari (2000). The Determinants of Service Capability in Small Manufacturing Firms. Ph.D.
Dissertation for Kingston University. Helsinki School of Economics and Business
Administration. Series A, Other publications, HeSE print 2000).

Kuusisto, Jari & Meyer, Martin (2003). Insights into services and innovation in the knowledge
intensive economy. Technology Review 134/2003, Tekes, Helsinki.

Kuusisto, J. Kautonen, M. Hyypid, M. (2004) Uusimaa kansainvélistyvéna liike-elamén palvelujen
keskittymind - Asiantuntijapalvelujen kysynndn ja tarjonnan kohtaaminen Uudenmaan
osaamiskeskusohjelman kérkialoilla, Culminatum, Helsinki, Finland

Lane, Peter J. & Michael Lubatkin (1998). Relative Absorptive Capacity and Interorganizational
Learning. Strategic Management Journal, 19:5, 461-77

Leino, Mirel (2004). Value Creation in Professional Service Processes. Propositions for understanding
value from a customer perspective. Doctoral Dissertation. Ekonomi och Samhélle. Publications
of the Swedish School of Economics and Business administration No. 129. Helsinki.

Leiponen, Aija (2004). Knowledge services in the Finnish innovation system. In Schienstock, Gerd
(Ed.) Embracing the Knowledge Economy: the Dynamic Transformation of the Finnish
Innovation System. Edward Elgar:Cheltenham. pp. 85-105

Lith, Pekka (2004). Osaamisintensiiviset liike-elimidn palvelut Lénsi-Euroopassa. Tilastollinen
tarkastelu maittain ja alueittain. [Knowledge Intensive Business Services in Western Europe.
Statistical analysis per country and region.] Tutkimuksia ja raportteja 7/2004, Suunnittelu- ja
tutkimuspalvelut Pekka Lith. Helsinki 10.6.2004.

Miles, Ian. (1999) Services in National Innovation Systems: From Traditional Service to Knowledge
Intensive Business Services. In Schienstock, G. & O. Kuusi (Eds). Transformation towards a
Learning Economy. Sitra 213. Helsinki. pp. 57-98

Miles, Ian (2002). Services innovation: towards a tertiarization of innovation studies. In Cadrey, Jean
& Gallouj, Faiz (eds): Productivity, Innovation and Knowledge in Services. Edward Elgar:
Cheltenham, UK. 164-196.

Miles, Ian (2003). Knowledge Intensive Services’ Suppliers and Clients. Ministry of Trade and
Industry Finland, Studies and Reports 15/2003. Helsinki: Kauppa- ja Teollisuusministerio
Miiller, Emmanuel & Andrea Zenker (2001) Business services as actors of knowledge transformation:
the role of KIBS in regional and national innovation systems. Research Policy. 30 (2001).

p-1501-1516

OECD (2001) Knowledge intensive service activities in innovation systems — Australian proposal for
a case study, Directorate for science, technology and industry, Committee for scientific and
technology policy, DSTI/STP/TIP(2001)17, Paris, France.

Palmberg, Christopher (2004). Innovation and absorptive capability in the traditional industries: The
case of the Finnish wood products industry. In Schienstock, Gerd (Ed.) Embracing the
Knowledge Economy: the Dynamic Transformation of the Finnish Innovation System. Edward
Elgar:Cheltenham. pp.65-83

Patterson, Paul G.; Lester W. Johnson & Richard A. Spreng (1997). Modelling the Determinants of
Customer Satisfaction for Business-to-Business Professional Services. Journal of the Academy
of Marketing Science, Vol.25, No.1. pp. 4-17

297



FRONTIERS OF E-BUSINESS RESEARCH 2004

Patton, Michael.Q. (1990). Qualitative Evaluation and Research Methods. 2nd. edition. Sage.
Newbury Park.

Parasuraman, A., (1998), Customer service in business-to-business markets: an agenda for research.
Journal of Business & Industrial Marketing, 13:4/5, 309-321.

Pittaway, Luke; Maxine Robertson; Kamal Munir; David Denyer & Andy Neely (2004). Networking
and Innovation in the UK: A Systematic Review of the Literature. Advanced Institute of
Management Research, February 2004.

PKT-sditio (2002). Yritys ja konsultti. Liikkeenjohdon konsultointi pk-yrityksen voimavarana.
[Enterprise and consultant. Management consulting as a resource for an SME.] PKT-sdétion
julkaisu 1/2002.

Ritter, Thomas & Hans Georg Gemiinden (2003). Interorganizational relationships and networks: An
overview. Journal of Business Research 56 (2003), 691-697.

Schienstock, Gerd (1999). Transformation and Learning: A New Perspective on National Innovation
Systems. In Schienstock, G. & O.Kuusi. (Eds). Transformation towards a Learning Economy.
Sitra 213. Helsinki. 9-56

Silvestro, Rhian; Lin Fitzgerald; Robert Johnston & Christopher Voss (1992). Towards a
Classification of Service Processes. International Journal of Service Industry Management, 3:3,
62-75

Storey, D.J. (1998). Six Steps to Heaven: Evaluating the Impact of Public Policies to Support Small
Business in Developed Economies, Warwick Business School Small and Medium Enterprise
Centre Working Paper No. 59, Warwick University.

Toivonen, Marja (2004). Expertise as Business: Long-term development and future prospects of
knowledge-intensive business services (KIBS). Helsinki University of Technology, Department
of Industrial Engineering and Management. Doctoral dissertation series 2004/2. Espoo.

Toivonen, Marja (2001). Main Development Features of Knowledge Intensive Business Services in
Toivonen, M. (ed) Growth and Significance of Knowledge Intensive business Services (KIBS).
Uusimaa TE Centre’s Publications 3, Helsinki. 65-77.

Véidninen, Lotta (2003). Public Provision of Business Support Services in Finland. ETLA Discussion
papers No. 850.

Yrittdjyyden politiikkaohjelma. [Policy Programme for Entrepreneurship.] (2004)
<http://www.valtioneuvosto.fi/vn/liston/base.lsp?r=40240&k=fi>. 15.11.2004.

Yrittdjyyskatsaus 2004. [Entrepreneurship review 2004].
<http://www ktm.fi/chapter files/Yrittajyyskatsaus 2004.pdf>. 30.11.2004

Zahra, Shaker A. & Gerard George (2002). Absorptive Capacity: A Review, Reconceptualization, and
Extension. Academy of Management Review 27:2, 185-203

Zeithaml, Valerie A., and Mary Jo Bitner (1996). Services Marketing, McGraw-Hill.

"Here e.g. accounting, legal services, management consulting, recruitment and personnel services, R&D
services, as opposed to T-KIBS, e.g. computer and technical services of Nace 72 (excl. 725), 742,743 and
74871)

" A survey of approx. 300 KIBS in Finland and UK is to be carried out in the project IP-KIBS, also within the
framework of ProACT.

298




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


