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1 Introduction

PricewaterhouseCoopers Oy has conducted a study on innovation strategies through the downturn held by
Finnish business leaders. The aim was to gain a clearer picture of how Finnish companies will confront the
challenges of global recession, today and during the next two years. The survey was conducted using an online
questionnaire, for which the CEOs of Finland’s 100 largest (in terms of turnover) companies, 100 biggest R&D
investors (partly overlapping) and 200 innovative SMEs were selected as respondents. The 100 largest companies
were selected from the Talouseldma (Economic Life magazine) Top 500 list of companies for 2008. The 100
biggest R&D investors were identified from the article of Tekniikka & Talous (Technique and Economics magazine).
Innovative SMEs were selected from various sources, such as those funded by Finnish Funding Agency for
Technology and Innovation (Tekes), finalists of the InnoSuomi (Innovation Finland) competition, patent registers
etc. A majority of the SMEs fall within the technology industry.

As the global economy enters into recession, organizations face new challenges and opportunities. In today’s
interconnected world, it is impractical for companies to suspend their innovation initiatives until the worst of the
storm blows over. To do so is to risk being well behind the curve when the economy does recover, and losing
precious ground to competitors who found creative ways to keep their innovation initiatives moving during the
darkest days of the downturn.

The survey “Innovation strategies through the downturn” was conducted in co-operation with the Ministry
of Employment and the Economy and ZEF Solutions Ltd during the period 13-31 January 2009. An invitation
to participate in the survey was sent out by email on 13 January 2009. Participants were given three weeks to
respond to the survey. The first reminder was sent out on 19 January 2009 and the second on 26 January 2009.
The response rate was 25% in spite of the survey’s timing and the shortness of the response period.

The questions were divided into three sections: innovation environment, innovation strategies and innovation
policy. We also included additional questions around the situation today and the expected situation during
the next two years. Each section contained eleven items, one of which was reserved for free-form comments.
Respondents were asked to evaluate the importance of said items in Finland as seen from their own company’s
perspective. All evaluated items are presented in this publication.
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2 Division of R&D investments

As part of the globalization process, since the 1990s
companies have started locating their strategic R&D
(product development for global markets) in certain
emerging economies. Such companies have mainly
been multinational corporations. Further, in a more
recent development, some companies from emerging
economies have also started carrying out R&D to
develop products for global markets. These processes
are facilitated by the liberalization of economies
worldwide and, most importantly, the changes in
technology dynamics in several industries that allow
delinking of manufacturing and R&D as well as the
divisibility of innovation process into specialized
modules. This permits a geographically distributed
division of labor. Such global R&D has implications
for both host countries (where the R&D is performed)
as well as for the companies’ home countries (mainly
industrialized countries from where some R&D is
moving away). For instance, outsourcing of R&D

is leading to the emergence of pools of scientific
entrepreneurs in emerging economies, in the form of
R&D service providers. (Reddy, 2007).

According to Statistics Finland, nearly EUR 6.4
billion was spent on research and development in
Finland in 2008. Of all research expenditures, the
percentage of corporate research expenditures was
slightly over 70%, totaling EUR 4.6 billion. However, its
GDP share is expected to contract by one-tenth of a
percentage point from the total 3.5 per cent level where
it has stood for the past few years.

According to Statistics Finland, the company survey
shows that R&D investments are still considered
important, and that their increase is promoted by
the need for new products and services as well
as technological development and other factors.
Places where research and product development are
practiced are most heavily affected by the availability
of researchers, availability of R&D knowledge and
predictability of legislation regulating R&D activities.
Labor costs are of least interest, considering their
proportion of total investment. Companies prefer
to maintain their R&D operations in their country of
domicile. (Statistics Finland, 2005 & 2008)

According to data gathered from the Confederation
of Finnish Industries (2008) member companies, just
under one-quarter of R&D personnel and some 47%
of R&D investments are in foreign countries. This
mainly applies to the metal and electronics industries,
which together account for over 90% of all company
R&D operations abroad. However, in the forestry and
chemical industries, the importance of foreign R&D
has increased during the last years. Foreign growth
indicates not only the need to be close to markets,
but also the availability of skilled resources and
other factors related to the quality of the innovation
environment, not to mention the internationalization
of companies. Large corporations in particular have
enjoyed R&D growth abroad, resulting from R&D units
gained through corporate acquisitions.
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Total

1 = Share of R&D investments in Finland today
2 = Share of R&D investments in Finland in two years
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We asked CEOs to estimate the division of their respective company’s R&D
investments between Finland and foreign countries. According to the survey, 55%
of R&D investments are earmarked for Finland, when examining the average of

all companies queried. The figure is thus very close to those arrived at in previous
survey. The situation is, however, changing very rapidly, based on CEO estimates.
In two years there will be a 10% reduction in the amount of R&D investments
earmarked for Finland, bring the total to 45%. Consequently, R&D investments
will continue to be directed abroad in the future. Thus the trend which R&D
investments have followed in recent years will continue.

SMEs

1 = Share of R&D investments in Finland today
2 = Share of R&D investments in Finland in two years
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When looking at the division of SME R&D investments today and during the

next two years, one can see that the investments earmarked for Finland would
decrease from 53% to 47%. This represents a decrease of some six percentage
points. This result indicates that SMEs are already investing heavily in R&D
abroad. According to free-form comments made, one of the biggest reasons for
directing R&D investments outside of Finland was the cost of R&D services there.
SMEs quite simply did not have the financial resources to obtain the necessary
services in Finland. Indeed, investments have been increasingly targeted at
Eastern European countries, particularly Poland and the Czech Republic, which
are considered to have highly skilled human resources, good skills in English and
relatively good working environments.
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Large firms

1 = Share of R&D investments in Finland today
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The changes in R&D investments seem to be the most dramatic in large
corporations. According to the survey, a decrease of 20 percentage points

is expected, resulting in a change from 60% to 40%. This trend will have a
significant impact on Finnish society as a whole for several reasons: First, when
R&D personnel are increasingly hired abroad, tax revenues in Finland are reduced.
Second, large corporations usually employ smaller companies, from which

they purchase R&D services for their own needs. If the change is in line with the
survey results, these small R&D service providers will suffer a major blow to their
operations. What might further exacerbate the situation is the fact that, despite
Finland’s high technology level, the sale of these services to foreign companies
may prove to be extremely difficult. At present, the sale of Finnish R&D services
to foreigh companies is marginal at best, and no serious efforts to rectify the
situation have been made. If large corporations were to purchase their R&D
services from foreign service providers, the (third) result might be a decline in R&D
investments in Finland.

In order to become an attractive world class player in
the future, Finland should concentrate on next level
of value creation. This means that we need to create
new mechanisms for building understanding of the
markets, and transforming market opportunities into
new high growth businesses.”
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3 Innovation environment

The innovation environment comprises institutions which, together and individually, contribute to

the development and dissemination of new information and new technologies and which comprise a
structural and legal framework on which the government executes policies promoting innovation. The
innovation environment consists of structures, actors, reciprocalities and a legally created operating
environment. In addition to these, other key elements include an innovation culture, processes that
inspire individuals and organizations to create the new, global information channels as well as shared
innovation knowledge and interpretative frames of reference. (Hautamaki & Kuusi, 2005.)

Considering relevant items related to the innovation environment, we asked the following questions
in our survey. After the list of items, the results are presented separately for SMEs and large companies.
In the analysis part, results presented in small figures illustrate the average of all answers, including
SMEs and large firms. In addition, we have included some comparative answers (=grey circles) from a
previous study of innovation environment in Finland (Saarinen et al, 2006).

SMEs Large firms
ZEF

DURING THE NEXT 2 YEARS

2 YEARS

Availability of skilled (domestic) personnel

Services provided by external experts

Culture that supports entrepreneurship

Technical resources and equipment

Predictability of technological development

Availability of risk financing and private equity investments
Personnel costs

Predictability of growth opportunities

Taxation policy

0. International networks

ScOeNoO AN~
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1. Availability of skilled (domestic) personnel

Skilled labor is a national asset. When it moves from Finland to
foreign shores, Finland’s own economy loses the utility it provides.
As global competition gets tougher, the pressures exerted on the
Finnish educational system are constantly increasing. According to
the latest PISA surveys, the Finnish educational system has thus far
done exceptionally well in international comparisons, even to such an
extent that other countries are modeling their own educational systems
after the Finnish system. As international competitiveness increases,
numerous different actors have begun to make recommendations
to improve the educational system. One solution model has been
specialization. Finland can only be home to a few top international
universities. Discussions have also touched on improving the
attractiveness of vocational education by systematically updating the
equipment and teaching environments of educational institutes, in
order to ensure the availability of skilled personnel in the years to come.
This need to ensure a sufficient supply of skilled labor is underlined
by the fact that Finnish high-tech companies still suffer from a chronic
shortage of educated labor, and total employment in the cluster would
certainly be much higher without this restriction. In the near future,
when the so-called large generations will retire, the availability of skilled
personnel in Finland will be much more difficult. This is made evident
in, for example, a survey conducted by Talouselama (Vihma, 2006),
in which the directors of personnel development from 40 of Finland’s
largest companies were asked to give their opinion on the adequacy
of labor as well as the expertise needs for management and expert
personnel. Just over half of the large corporations believe they will get
a sufficient number of qualified supervisors and experts over the next
five years. How well Finland is able to maintain and attract a sufficient
amount of skilled personnel will be a key issue in the near future.
When CEOs were asked about the importance of availability of
skilled personnel today and during the next two years, the future
growth trend seems to be pretty good. Faith in the availability of skilled
personnel is, in the view of several respondents, increasing. Today,
domestic expertise is highly valued. If we compared these results with
the previous ones (Saarinen et al, 2006), an enormous change has
taken place during the last three years. One possible explanation for
this change could be a successful education policy, which means that
the future needs of Finnish industry are foreseen clearly, the results
of which are emerging already today. On the other hand, in the free-
form comment section, quality of Finnish universities and lifetime
professorships met quite heavy criticism.



2. Services provided by external experts

Dramatic economic turmoil typically throws up unusual problems
which may well be new to many business people, or emphasizes issues
which have been below the surface insidiously affecting business
performance. These may include once-in-a-business-lifetime issues,
and as such there may be a lack of internal experience; consequently,
now may not the time to try to become an expert but it may be the time
to employ one. Using appropriate experts to solve specific problems
for companies will not only ensure the problems are solved effectively,
but it will also leave company managers free to run the normal day-to-
day business.

The use of external specialists is very much the way modern
businesses operate, where companies typically employ the necessary
core of key staff while using external companies or individuals to
flex around varying demand and varying needs. Other things leading
businesses to use external capabilities include outsourcing; the current
trend for smaller business to operate as almost virtual companies in the
sense that they may have no fixed abode; very little infrastructure; and
few employees other than the founders or owners.

In our survey we asked about the importance of services provided
by external experts. According to the results, Finnish companies
consider the role of external experts is playing minor role for their
business. In addition, the expectations for the future are even
more skeptical. This topic scores the lowest values of all when the
importance during the next two years is analyzed. However, there
were some positive comments in the free-form answering part about
this item. Some respondents mentioned that during the last crisis they
tried to do everything themselves. However, that turned out to be the
worst possible solution. During this recession, they use the external
experts from the very beginning. Unfortunately, this type of behavior is
more often adapted only in those companies whose CEOs and boards
have personally experienced the previous crisis. The number of such
companies is extremely low in Finland.

3. Culture that supports entrepreneurship

Promoting enterprise involves creating an atmosphere in which
companies can succeed and which encourages individuals to use their
creativity and new ideas as effectively as possible, thus creating new
jobs. A strong entrepreneurial culture produces new and competitive
companies and rejuvenates existing companies and organizations.
As aresult of this, the development of entrepreneurial education and
training was a key area of focus in a government enterprise project
initiated in Finland at the beginning of 2000. Factors such as work ethic,
enthusiasm, incentive and motivation as well as negative aspects such
as envy are integral parts of the entrepreneurial culture.

Even at the EU level, attention is given to improving the
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DURING THE NEXT 2 YEARS

entrepreneurial culture. Efforts have been made to encourage
SMEs and service sector companies in particular to, for example,
create new jobs. Furthermore, efforts have been made to use new
technologies and innovation to create and develop new companies
as well as to promote environmentally-friendly production and
consumer approaches. There has also been a dramatic increase in
research and development funding. In addition to this, attention has
been given to: facilitating the founding of companies and engaging
in business operations; reducing the general costs of hiring new
employees; developing risk capital markets; and altering taxation
policies to move job creation in a favorable direction. (European
Commission, 2005)

According to the survey, entrepreneurial culture is considered to
be highly important in Finland. This has been affected by measures
promoting enterprise which have been realized by the government
in recent years. Attention has also recently been given to attitudes.
Efforts have been made to create a positive perception of enterprise,
particularly in the eyes of students. During the next two years,
according to our survey, the importance of entrepreneurial culture
will even increase. In fact, it gets the highest scores of all when
future scenarios are considered in marked contrast to the previous
survey.

In the free-form comment section, CEOs gave advice on how
entrepreneurial culture could be developed in Finland. The main
comment was that companies would like to get their voices heard
better in the future. The current development of entrepreneurial
culture is still at some extent driven by institutional self-preservation
instinct, not by the real needs of the companies.

The level of technology in Finland underwent a dramatic period of
“catch-up” following the Second World War, when it developed
from an almost non-existent state to one of the highest in the world.
(Saarinen, 2005.) The equipment base of companies has improved
significantly over the past few decades. Following a brief downturn
in the early 2000s, the fixed investments of Finnish industrial
companies has experienced slight growth since 2004. According to
a Confederation of Finnish Industries EK survey (2008), in 2008 the
primary objective of industrial investments will be to replace existing
production capacity. Unfortunately, this has not been the casein a
large number of Finnish firms.

According to the survey, CEOs rate the importance of technical
resources in Finland as medium. In the future, technical resources
and machines are expected to decrease in importance. One reason
for this trend might be the increase in R&D investments, which are
not considered as physical investments. Compared to the previous
results, there has been a big downgrading in CEOs estimations



about the current state. In free-form comments SMEs expressed
concern that they would not necessarily have the financial resources to
invest in the acquisition of new equipment and machinery.

5. Predictability of technological development

The current rate of change in the opening and expansion of world
trade as well as the continuous development of technology pose major
challenges for all companies. During such rapid worldwide growth, it is

even more important to identify future weaknesses as early as possible.

Vast amounts of data and estimates concerning these are produced
throughout the world and in Finland. Those firms who are able to
transform the data for the advantage of their own business will be the
winners in this game.

Technology forecasting comprises information on what new
technologies are on the horizon, the maturity and developmental
dynamics of technologies, which boundary conditions and correlations
affect development, and when technologies can be moved from the
laboratory into production. The charting of key actors in technological
development, various competitive situations and, for example, the
impact of standards on technological development are also crucial.
Technology forecasting also involves technological applications and
new innovations in various industries. Technology forecasting helps
generate ideas for developmental paths in the future.

The predictability of technological development is generally easier in
technical fields which are close to the company’s own core technology.
We asked our CEO respondents to evaluate the importance of
predictability of technological development today and during the next
two years. According to the results, the predictability of development is
quite important today and will be equally important in the future. These
results are almost in line with the previous results, as can be seen in the
figure above.

6. Availability of risk financing and private equity
investments

Until the mid-1980s the banking system in Finland was based on
continental Europe’s central banking system and a weakly developed
risk capital market, presenting weak conditions for nurturing
entrepreneurship and financing new small and medium-sized
enterprises. After that time, a vibrant venture capital market emerged
as a result of the liberalization of the financial sector. This provided
unparalleled financing opportunities for innovative high-tech firms,
which are now able to enter the market at a relatively early stage of
product development.

The amount of venture capital investments increased more than
tenfold between 1995 and 2000. It is estimated that about one third
of private equity investment in Finland went to information and
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communications technology during this period. During the 21st
century, the venture capital investments in Finland have decreased
continously. Today, the status of the Finnish VC industry is critical. The
number of active funds investing in early-stage is currently less than
10. The total annual value of the VC industry is around EUR 200 million.
Most of the funds have moved to more mature stages or MBO/MBI
—investments. (Ruohonen, 2007)

According to the survey, the results differ greatly between SMEs and
large firms. CEOs of SMEs judged that the availability of risk funding
has of quite high importance for the company and will be of increasing
importance in the future, whereas CEOs of large companies estimated
totally the opposite. It is clear that raising money during a recession
is a little harder. However, good teams with good ideas can always
get venture capital or angel funding. In fact, VCs are sitting on cash
right now and they want to invest it in hot new startups. In fact, many
VCs are reluctant to dump more money into an existing startup that is
struggling, but will invest in a new startup idea.

Finland has been part of the Euro zone since the beginning of 1999.
Changing the external value of domestic currency is no longer possible,
which has compromised the ability of national policy to affect the price
competitiveness of companies. Instead, it is still possible to affect
company cost development, particularly in regard to labor costs. With
the advent of globalization, labor costs will face serious challenges,
as the labor costs in new EU member states and especially China and
India are only a fraction of those in Finland. Other costs, such as raw
materials and energy, are largely determined by global market prices.
The CEOs felt that the personnel costs are important and will
have an increased importance in the near future. This could mean
that companies are continuously searching for attractive and cheap
locations for their business operations. On the other hand, personnel
costs have increased rapidly in the so-called “low cost countries”
during the last five years. In the previous study (Saarinen et al, 2006) it
was generally stated that, despite the high level of costs, Finland is a
good country for doing business in comparison with other European
countries. However, it was expected that company personnel costs will
rise further in Finland during the near future.

Growth opportunities, as well as growth companies, are most often
seen in the technology industries. A growth company can be defined
as any firm whose business generates significant positive cash flows
or earnings, which increase at significantly faster rates than the
overall economy. A growth company tends to have very profitable
reinvestment opportunities for its own retained earnings. Growth
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companies such as Google are expected to increase profits markedly
in the future, and thus the market bids up their share prices to high
valuations. This contrasts with mature companies, such as diversified
utility companies, which see very stable earnings with little to no
growth.

Despite the economic downturn, one possibility where companies
can find growth opportunities is among the 3.7 billion people at the
"base of the pyramid” (BOP) by adopting innovative strategies that
benefit local communities, according to two reports released in January
2009 by the World Economic Forum. Innovative companies are finding
new strategies to engage the BOP in their value chains - providing
much-needed income and food security to poor communities.
Companies can tap these opportunities by adopting new strategies
to discover hidden value and new business partners at the BOP. The “““‘“D“JET.T&“THE e ﬁgagsmunw
telecom sector, for example, has developed technologies that lower
unit costs and enable service provision in remote areas; applications
that provide cash transfer or information services to BOP customers;
and sales strategies that expand usage in partnership with local
entrepreneurs.

In regards to the predictability of growth opportunities, the CEOs
of SMEs gave similar marks as they did for the predictability of
technological development, whereas CEOs of large and R&D intensive
firms saw it slightly differently. For large companies, the importance of
predictability of growth opportunities seems to be of minor importance.

This result is quite surprising, but it explains pretty well the recent
developments in the Finnish industry. New growth opportunities are
not actively searched outside the company’s core business, even

when that core business is generating negative results. If we compare
this result with the previous study, we see the difficulties mainly in the
foreign markets. The predictability of the operating environment abroad
was seen to be highly unsatisfactory.
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Social solutions concerning enterprise and taxation have direct impact
on the competitiveness of companies. It is vital to Finland and the
well-being of Finns that companies ensure Finland will remain a prime
location for both Finnish companies and foreign investors. At present,
it seems that taxation is becoming a complex competitive factor, in
Finland as in Europe. Some OECD countries offer tax exemptions for
R&D operations. In Finland the use of these types of incentives is quite
low.

Taxation policy in general was seen to be of medium importance o
for Finnish companies. However, in the near future, the importance
of this policy will slightly increase. In the previous survey in 2006,
taxation policy received especially bad results. In addition to the
poor marks, this issue produced the most heated commentary in
the free-form section. It was emphasized that Finland must be able
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to ensure the permanence of Finnish development resources and
availability of foreign development resources through taxation and
other means. It was hoped that taxation could be made more lenient
where entrepreneurs are concerned. Taxation could also be much
more effectively used to support bringing new innovations to market.
The risks associated with innovations are currently borne by the

entrepreneur, but the tax authority is the first to take revenues.

10. International networks
Networks have always played — and still play —an important role in the

industrial and entrepreneurial life in Finland. Over the years, networks
E have been built up for various purposes, usually in order to rationalize
E the activities of the firms. However, over the years a wide variety of
-3 new kinds of organizational arrangements have emerged to support

innovation. It is widely acknowledged that the industrial development
in Finland before the mid 1980s was characterized by large number of
cartels. As cartels became less acceptable, later on even forbidden by
the law, other forms of networking increased their importance. Among
these new forms, R&D collaboration turned out to be highly beneficial.
Small and medium sized businesses are said to concentrate on
developing more incremental types of products than large multinational
companies. It has also been argued that their development process
R lacks overseas partners, small companies ten.ding torely more on Igcal
networks and seek know-how locally. The main argument behind this
is that of scarce resources; it could be presumed that small companies
lack the resources to build long-lasting relationships with overseas
‘ ‘ When you are aimi ng at par‘tpers. Entrlepreneurship, more spegifically the gntreprgr?gur’s
international markets previously gained c_ontacts gnd experience of foreign activities, may
. . enhance collaboration that is especially relevant for new start-up
In‘your busmess, R&D companies. For large companies, the situation is slightly different.
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operatiqns have tQ be According to the survey, CEOs of large firms rate the importance
located in international  ofiinternational networks as highly important, whereas CEOs of small
markets as well” firms see their importance as more moderate. However, in the future,

international networks are seen to increase their importance. The
recent studies concerning the importance of international networks
for Finnish innovative firms illustrate that international networks have
decreased theirimportance during the 21st century. In view of our
results, this seems to be a temporary situation, as the results for the
future show greatly positive expectations.
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4 Innovation strategies

Recessions result big change and the longer and deeper the recession, the more change there is.

Big change can take place in your consumer and client, in your market, in your industry, in global
business as a whole. Big change is scary, but big change is good. Big change means big opportunities:
Opportunities to change the game, to take advantage of weaker competitors, to find new and novel
ways in which to not only survive, but to thrive. Innovation is all about realizing and capitalizing on the
opportunities available to your company, and represents the way out of vicious cycles.

The good news is that companies intent on winning the game are now forced to look at innovation
with a sense of urgency previously unseen. They will look towards innovation to revisit past
assumptions, norms, and directions in a bid to become different from the competition in the eyes of the
consumer and client. To no longer be able to be compared on a like for like basis, and to compete in a
market of one instead of many. Winners emerging from this downturn in the economy will develop an
innovation strategy that looks at innovation in a very unique way from most companies.

During economic downturns, innovation is the single most important condition for transforming
the crisis into an opportunity. And while many businesses simply will not be able to afford further
investment in innovation, governments should recognize that innovation systems, with all their
academic, industrial, and public components, are strategic national assets that need to be protected,
just like the financial and housing sectors. Times such as these call for government intervention to
prevent the contraction of the knowledge bases upon which economies are now more than ever
dependent. (Mahroum, 2008)

In order to get some understanding of innovation strategies during the downturn, we asked CEOs
the importance of following items. The list of items is at large extent based on the study made by
Frey and Callahan (2008). The results of this exercise are presented separately for SMEs and large
companies.

19
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SMEs Large firms
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Planning of future scenarios

Focusing on real customer needs

Marketing of innovative products and services
Leading-through long-term and risky innovation projects
Testing new ideas by energy and cost effective ways
Embracing open-source innovations

Extending your products by “creative” ways

Role of suppliers in the value-chain of your company
Updating your competitor and market analysis

Versatile exploitation of innovative operation models



During a recession it is a good time to think about innovation. The
market turmoil and political transition will create opportunities for new
products and services and will create shifts in markets and consumer
demand. Companies who are willing to get the best out of the crises
should start their scenario planning now, forecasting two to three years
out and evaluating the likely changes and outcomes from the financial
crisis, the political transition in the world and the impending recession
and aftermath. All of these changes - financial, political and economic
- will consolidate and create new opportunities and change existing
markets. Firms that "stick to their knitting” risk being left behind. Some
things that made sense before do not necessarily make sense now.
(Phillips, 2008)

When CEOs were asked about the importance of planning of
future scenarios today and during the next two years, we received
quite positive answers. Today, both SMEs and large firms seem to
understand the importance of future scenarios well. During the next
two years, the importance of planning for future scenarios is expected
toincrease. This could be one sign of uncertainty, as traditional markets
are losing their importance and competition in future new markets will
increase. Those companies who are able to plan future scenarios better
than their competitors will be the winners of this game.

Customers always have problems to solve, even in a downturn. The
recession itself is eliminating some jobs customers previously needed
to get done, while at the same time creating new ones. At the very least,
the current economic conditions are wreaking havoc on the trade-
offs people make when they consider “hiring” a product or service

to get a job done, with convenience now factoring lower than cost

for many customers. Real customers continue to face real problems.
And as always, innovators who figure out different ways to solve
those problems —and make money doing so — will have opportunities
to create new growth businesses. In fact, the creative destruction
unleashed by a crisis always opens up opportunities for innovation.
(Anthony, 2009)

The other thought is that companies really need to think, more than
ever, about how the customer determines value. A core disruptive
concept is that many companies unintentionally “overshoot” swathes
of the market by improving features and functions beyond what matters
to many customers. Looking at what the customers use to determine
value can help companies do smart cost-cutting and think about
low-cost plays that are particularly in tune with the market’s needs.
(Anthony, 2009)

In addition, if there is one thing the customers desperately want
today, it is more value for their money. Ideally, they would like to derive
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that value without investing more in new products. Fortunately, it is
likely that there are many ways companies’ products can be used,
including ways that are not described in instruction manuals. As a
result, new products can often deliver additional value without any
modification. Companies just need to communicate these new uses
to the customers. But before they do that, companies’ need to identify
new uses for their products. (Baumgartner, 2008)

The absolute worst thing companies’ can do in a stalled economy
is to assume that they can just continue to sell the same old product
or service to the same old customers in the same old way and at the
same old price. Instead, companies’ need to get busy working out how
their customers’ priorities may have changed, and quickly realign their
business model to address their new needs. (Gibson, 2008)

In our survey we asked about the importance of focusing on real
customer needs. According to the results, Finnish companies consider
the real customer needs as the most important issue in their business
today and during the next two years. This result indicates that Finnish
companies have finally made a transition from pure technology
push type of thinking towards the pattern of market demand. This
pattern has also been realized in recent studies of Finnish innovations
(Hyvonen & Saarinen, 2009), in which the role of customers as the origin
of innovation has increased rapidly during the 21st century. The open
innovation literature states the benefits of integrating the customer into
the innovation process (open to market side). The Finnish development
might be a result of the open innovation movement, or as a result of
long term evolution away from technology-led innovation towards
market- and customer-driven innovations.

3. Marketing of innovative products and services

Besides innovative efforts such as R&D activities, itis commonly
understood that a market orientation is an equally key determinant
of the performance of firms. However, as Pohjola and Aro (2006)
note, in the framework of the National Innovation System - which has
thus far formed an important guide for R&D and innovation policies
—a conceptual gap exists which addresses the role of markets in
innovation. It is argued that market and R&D strategies should be
connected and aligned, and will line out the interface between the
much more mature field of firm-level strategic planning, and a novel
market-oriented R&D policy planning.

During a recession it is essential to promote new product and/or
service’s value for customers. The first thing should be to communicate
to clients and customers how important the new product or service
is and how it will help customers survive the economic slowdown
better than not buying it. What does this mean for companies today?
It suggests that it may be fruitful to re-think portfolios of offerings and
to consider old products that may be lying in an R&D warehouse, or
that are on the market but have been de-emphasized. Formally stalled
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innovations could thrive in the new environment where the definition
of “good enough” has changed, and would be low-hanging fruit for
success. (Waber, 2008)

According to the survey, marketing of innovative products and
services is considered to be highly important in Finland. In fact, it
scores as highly as the previous item, focusing on real customer
needs. This result is rather surprising, because there is a lack of
empirical studies on the role of marketing in new innovative products
and services. For both SMEs and large firms it seems to be equally
important, now and during the next two years. Marketing of innovative
products and services is expected to have increasing importance
for Finnish companies. Hopefully there will be more studies about
this particular topic and its importance for innovation activities of
companies in the future.

4. Leading-through long-term and risky innovation
projects

When trying to innovate in a downturn, prioritization is crucially

important. Companies cannot do all that they want to do, so they

have to pare their lists and work on the things that will bring them the

most impact and are the most relevant to their strategic priorities.

Reshuffling talent can also be helpful in ensuring that good people can

be redeployed into innovation execution roles, where otherwise they

may be lost in layoffs within underperforming divisions. (Rae, 2008)

During downturns, many companies are cutting back on activities

that are not income-generating and focus entirely on lean operations.

According to the survey, CEOs rate long-term and risky innovation

projects as being of medium importance. In the future, these types of

projects are expected to decrease in importance, particularly among

SMEs. This result is in line with expectations, as prioritization becomes

one of the key issues during a recession. In addition, it is even relatively Docinasing importance increasing importance
. . . : DURING THE NEXT 2 YEARS

easy for companies to quit their long-term development projects and

concentrate on projects in which the revenues are expected to come

in the near future. However, those companies who have the ability to

keep up long-term and risky innovation projects may be in good market

positions as the next upswing becomes real.

High imporires
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5. Testing new ideas by energy and cost effective
ways

Simplification almost always reduces costs. Simpler-to-make products
are also less costly to make. Moreover, they are typically more reliable
as there are fewer parts to break down. Simple operational structures
are less costly to run. Simple-to-use products keep customers happy.
In addition, piloting and prototyping can be more effective in these
times to tune, calibrate, learn and advance innovation ideas in the
works. This minimizes the cost, helps to manage risks likely on larger
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initiatives, and positions company for the upturn.
A good piece of advice for innovators could be “fail cheaply”. If

% companies are truly innovative, they will fail. If companies do not falil,
£ they are playing it safe. Therefore, if companies are going to fail, they
£ should learn how to fail cheaply. This is not the same as failing fast.
To fail cheaply, companies must embrace the “build, test, and learn
> ) - cheaply” mentality. This means that ideas should be built out as a
é small experiment, then implemented, and after that learnt from the
. experience. When resources get scarce, companies have to be even
more creative about how to test critical assumptions. Fortunately, it
3 has never been easier to develop and test an idea quickly and cheaply,
E using tools such as employee focus groups, low-resolution mock-ups,
; simulations, and "good enough” beta tests. (Anthony, 2009)

Decrassing importance Incressing importance Testing new ideas by energy- and cost-effective ways is generally
DURING THE NEXT 2 YEARS . . . S 4

easier for companies which are operating in a bulk business. We asked
our CEQ respondents to evaluate the importance of testing new ideas
by energy- and cost-effective means today and during the next two
years. According to the results, SMEs see it to be relatively important
to “fail cheaply”, whereas large firms have rather the opposite view
on this topic. One explanation for these different opinions could the
money spent on R&D. According to one rule of thumb from the real
world, today’s companies can survive only two product failures in a
row. If more, the risk of bankruptcy is almost unavoidable. Particularly
in SMEs, two product failures in a row could be the end of business,
whereas in large firms with large R&D budgets, there might still be some
possibilities to survive.

Open source software has a number of advantages over proprietary
software. Itis inexpensive, shared, and creates alternatives to
monopolistic proprietary software. Up until recently, however, it has
not been greatly technically innovative. Most packages so far have
copied the basic functionality of pre-existing proprietary software.
This situation appears to be changing. The question is that how can
companies use open source software in a new and better way to reach
and help clients?

One possibility is to look for opportunities beyond firm’s walls to
continue R&D, but at a lower cost and lower risk. This can be done by
sourcing R&D talent from low-cost countries such as China, India, and
Eastern Europe, or using various services that enable companies to
submit their idea challenge to a large community of expert problem

Dadasig brorizoce Incraating importance solvers. Partnering with other firms who provide complementary
PR products and services is another way to share costs and risks, and
maintain companies R&D momentum through the downturn.

According to the survey, there are not significant differences
between SMEs and large firms when it comes to open-source
innovations. CEOs judged that the importance of embracing open-

TODAY
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source innovations has no importance for companies today. This item
scores the lowest values of all, which is an interesting result keeping
in mind for example the history of Linux with its Finnish origin. A
possible explanation for this result could be the Finns’ willingness to
develop new software solutions to match their existing organizational
operations and structures, as opposed to the other way around.
Another explanation could be the fact that open-source innovations
are not well known in Finland. As new generations gradually overtake
the top positions in companies, the exploitation of open-source
innovations may take a major leap forward.

There are several ways to generate innovative ideas about deriving
additional value from new and existing products. Running ideas
campaigns or brainstorming events to generate ideas on new product
features can generate lots of ideas. But a better approach might be

to run an ideas campaign to explore innovative uses for companies
products. Companies just have to make it sure that participants

understand that ideas may incorporate any product changes they wish.

In other cases, modest changes to companies’ products enable
them to deliver significant additional value at a minimal additional cost.
For those companies that do find themselves financially pinched, there
is an opportunity to refocus some of their innovation efforts. Innovation
is most often associated with growth, but that is an incomplete
assessment. Innovation can be just as easily applied to cost cutting
efforts. In fact, “reductive innovation” is an emerging term that refers
to using innovation tools to come up with ways to get more out of less
without compromise. In areas like energy efficiency, ICT and services,
there are a large number of growth possibilities to be achieved by using
creative thinking. (Silverstein, 2008)

The CEOs felt that extending products by creative ways is not so
important today, but will increase its importance during the next two
years. This could mean that companies are learning to search for new
implementation and extension possibilities for their products. During
the next two years, the importance of this topic seems to increase,
particularly in large companies. The positive issue of this item is that it
is relatively cheap for companies. There is no need for development of
new infrastructure and equipment for this search process. All you need
is an open mind, enough time and a good place that supports creative
thinking.

Many companies habitually undervalue their suppliers. When the
market gets tight, suppliers may struggle more than the parent
company. But if parent companies help suppliers be successful
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they may find that together these companies become even more
successful. In a recession companies can improve the efficiency of

; collaboration, logistics, and other elements of their supply chain.
£ Strengthening these relationships may help companies to recover
£ faster when the market upturn comes. During a recession it could
o be beneficial to brainstorm other potential partnerships that could
> increase companies value to their key customers.
é With the advent of specialization, companies have increasingly
. focused on the management and further development of their
own technologies. The result of this is, for example, the increased
8 importance of subcontractors in production during the past few
E decades. Recent international studies have found that in Finland
; the role subcontractors play in a company’s innovation functions is

Dwmnaéﬁmnﬁmmlg R ;':Ea:;smmum considerably more important than in other European countries. With
the coming of the 21st century, the status of subcontractors has been
put to the test. Even though the level of professional skills in Finland is
high, large corporations have increasingly shifted their subcontracting
functions abroad in search of cheaper labor costs. One example of
this is the Vaisala Group, which announced in 2006 that it would be
transferring its production operations to subcontractors in Malaysia.

The professional skill of subcontractors and suppliers has generally
been strong in Finland. When CEOs were asked to rate the importance
of suppliers in the value-chain, we got different answers depending on
the size of firms. SMEs see the role of suppliers as somewhat important
today, with an increasing importance in the future. In real life, SMEs
find themselves closer to the suppliers’ role, which may have some
impact in the answers. Large firms instead are using suppliers more as
production capacity, which could mean that they are not so aware of
the reality of suppliers. However, the results illustrate that suppliers are
important for large firms today, but will lose their importance in the near
future. If large firms are willing to overcome the downturn, the attitude
towards suppliers has to change. In order to overcome the recession
different parties have to come closer to each other and to find a
beneficial way to work together.

Competitor and market analysis provides both an offensive and
defensive strategic context through which to identify opportunities
and threats. Competitor profiling coalesces all of the relevant sources
of competitor analysis into one framework in the support of efficient
and effective strategy formulation, implementation, monitoring and
adjustment. Given that competitor analysis is an essential component
of corporate strategy, it is argued that most firms do not conduct this
type of analysis systematically enough. Instead, many enterprises
operate on what is called informal impressions, conjectures, and
intuition gained through the tidbits of information about competitors
every manager continually receives. As a result, traditional
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environmental scanning places many firms at risk of dangerous
competitive blind spots due to a lack of robust competitor analysis.
Companies need to identify any emerging competitors who may
see your firm’s current weakness as an opportunity to advance. They
should remember Christensen’s (2003) advice in The Innovator’s
Solution: incumbents tend to ignore new entrants because their
products and business models are too basic to be taken seriously. But =
many incumbents are already providing products and services that é o
have already “overshot” the needs of their core customers, who may be =
looking for more basic, inexpensive options during the recession.
With regard to updating competitor and market analysis, the CEOs
of SMEs gave highly neutral answers, whereas CEOs of large and R&D
intensive firms saw the importance of this topic as less important. This
result is quite surprising, but sheds some light on recent developments meémmﬂﬁme o ﬁtﬁ;ﬂsﬁw‘um
in Finnish industry. Companies are dealing with same problems and
issues as their competitors, and new technological solutions are
developed and produced for the markets, where the competition is
already high and growth possibilities are relatively low. One indication
about this “double-job” is the share of patent applications, which are
rejected because of overlapping technological solutions with some
pre-existing technology. In Finland, this number is still pretty high.

High imprinres
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A comprehensive approach to innovation is the best way to innovate.
But in times like these, when economies are slowing down and

the future is uncertain, a comprehensive approach to innovation is
critical to companies survival. Companies should not just think about
innovation in terms of products, services, and business models. Why
not spend some time brainstorming with a cross-functional team on
how to identify and reduce areas of waste, which can uncover huge
opportunities for cost savings?

One possibility is to use open innovation to reduce R&D costs.
Sometimes it can be less expensive to have others do the innovating
for companies. There are organizations, which are enable to define
the “value” of a new idea and then post company’s request to a
large community of expert solvers. This moves innovation from an
unpredictable cost (infrastructure, the cost of researchers, and other i L (oWl PGS
hidden costs) to a predictable cost (the posting fee and reward). This
is just one way to reduce costs while growing the business. (Shapiro,

2008)

During the last 60 years, innovation processes have withessed
some major changes. One of these changes has been the increase
in the openness of innovation, or in other words the “open innovation
paradigm”. This can be seen as a huge increase in customers’
involvement, collaboration, and number of technology programs. The
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models do not

always encourage
innovativeness in
networks. Networks
are usually project-
based and without any
longer continuation”

question that still remains is that whether open innovations are just
one minor step in the evolution of innovation processes of companies,
or whether there are some other factors, such as technology policy,
that have directed innovations towards more openness. The follow-up
question is, has the involvement of public authorities and new
legislations made innovations more open, or can we still talk about a
“closed innovation paradigm” in Finland?

According to the survey, CEOs of large firms rate the importance of
versatile exploitation of innovative ideas as quite important, whereas
CEOs of small firms see theirimportance more moderately. In the
future, there may be a huge increase in the importance of this topic,
particularly among the large firms. They see the versatile exploitation of
new ideas as important as focusing on real customer needs. This result
is of particular interest as it could indicate a huge increase in e.g. open
innovation type of thinking. Today, the number of firms who are daily
using open innovation business models is rather limited. There are only
a couple of large companies, who have some experience of this type of
activities.
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5 Innovation policy

In Finland innovation policy drove the need to increase technological innovations beginning in the
1990s. It was one of the main tools for pulling Finland out of the recession, and it did so exceedingly
well. Innovations are, however, also accelerators of social and cultural development, and this particular
implication has received greater appreciation in the 2000s. Technological innovations are necessary for
social development, but these are accompanied by the need to produce successful social innovations
in all social sectors. (Science and Technology Policy Council of Finland, 2002.)

Innovation policies are about creating incentives for enterprises to innovate more quickly in all fields.
Innovation can take place in all sectors, industries and enterprises. Innovation does not happen of
its own accord, as only people can innovate. It is therefore the task of innovation policies to improve
the ability of enterprises to create innovation by developing initiatives which will increase innovative
thinking and innovative action. Innovation policies break down barriers to innovation, and also prevent
new barriers emerging.

The core feature of any future innovation policy would be adopting a broad innovative approach,
emphasizing the perspective of benefiting from innovations. Such an approach would be vital to any
demand-oriented innovation policy emphasizing the implementation of innovations, in contrast to a
traditional, technology-driven innovation policy. Innovation itself is more extensive than technological
development and covers a greater number of single themes and actors. In particular, the role of the
public sector as an ‘innovator’ is regarded as one of the basic elements of any broad-based innovation
policy.

In our survey, technology and innovation policy-related factors did not score highly in general.
Innovation and technology policy specifically did not receive unconditional support from our survey
respondents. As can be seen in the figures below, the majority of circles are located in the lower left
quadrant. Only a couple of circles receive high scores from the respondents. Compared to other
sections such as innovation environment and innovation strategies, innovation policy-related items are
considered less important by the respondents.
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1. Public R&D-funding

In the economic literature, there exists a large number of studies

in which the role of public intervention has been analyzed. In

general these studies deal with the following hypotheses. First, that
expenditures on R&D generate a positive effect on economic growth
and social welfare; second, that public intervention generates an
additional growth of investments in R&D; third (following on from the
second), that public support for R&D will have an additional positive
effect on economic growth and social welfare. In general it is believed
that it is the government that has the responsibility to invest in the basic
infrastructure of education and knowledge generation for science and
technology, particularly in universities and research institutes.

Why do growing economies experience booms and recessions?
Traditional answers to this question mainly stress exogenous shocks
or non-linearities, whose effects are analyzed in stationary economies.
Recently, however, several authors have proposed mechanisms that
allow understanding of both short-run fluctuations and long-run growth
in a unified setup. A common prediction in these endogenous growth
models is a countercyclical allocation of resources to R&D. In periods
of high growth of GDP, few resources are allocated to R&D. With low
growth, resource allocation to R&D is proportionately high. The model
that Finland is implementing during this recession is explained in the
following paragraph by the Director General of Tekes.

“During a recession, there is a risk that companies and public-sector
organizations cut back on R&D and innovation. This will undermine
their competitiveness when the economy picks up again. Therefore,
it is extremely important to encourage companies and public entities
to stick to their R&D plans during a downswing. When the economy
is sluggish, the impact of public incentives in support of innovation
is more tangible while at the same time the need for public financing
increases. Government incentives help ensure that companies are in
full swing when the economy recovers” (Saarnivaara, 2009).

When CEOs were asked about the importance of public R&D
funding today and during the next two years, we received strongly
positive answers. Today, both SMEs and large firms consider the role
of public R&D funding to be important for their businesses. During the
next two years, the importance of public R&D funding is expected to
increase. The question now is that what is the optimum level of public
intervention as it comes to development of innovations. In Finland,
public funding plays a significant role in some two thirds of all industrial
innovations. Certainly, public funding has helped many companies to
achieve their dreams and bring new goods to the markets; however
it may have some negative impacts as well, such as decreasing
growth rates after the second publicly funded R&D project. (Niininen &

Saarinen, 2000).
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Bilateral relations between government and university, academia
and industry and government and industry have expanded into
triadic relationships among these spheres, especially at the regional
level. Academic-industry-government relations are emerging from
different institutional starting points in various parts of the world, for
the common purpose of stimulating knowledge-based economic
development. Older economic development strategies, whether
based primarily on the industrial sector or the governmental sector, are
being supplemented, if not replaced, by knowledge-based economic
development strategies, drawing upon resources from the three
0 spheres. A new institutional configuration to promote innovation, a

“triple helix” of university, industry and government is emerging in
which the university has a leading role. (Etzkowitz, 2002)

Decrasng imesiance Increasing impertance Companies’ resources may be insufficient to succeed in innovation

DURING THE NEXT 2 YEARS s .
activities. Therefore they are compelled to seek complementing
resources from external sources and inter-organizational alliances.
These alliances can be created with several types of partners, e.g.
customers, suppliers, universities or public sector organizations.
Hagedoorn (1993) divides the motives for establishing strategic
technology alliances into three groups directed at three different
phases in a firm’s innovation activities. Reducing or minimizing the R&D
costs and uncertainty are motives for alliance formation in the starting
phase of an innovation development. This also includes motives such
as acquiring complementary technology and accessing scientific
knowledge. This is usually the main motive behind companies’ public-
and university collaboration.
In our survey we asked about the importance of public- and

university research in companies’ innovation activities. According
to the results, Finnish companies consider that this type of research
collaboration to be of minor importance for them today. This result
indicates that Finnish companies are trying to do basic research
related activities by themselves, not with the universities or public
research institutes. In case of SMEs, the importance of this particular
item is estimated to decrease during the next two years. However,
large firms consider the future outlook to be quite positive. Naturally,
there are some sectoral differences in collaboration. Lessons from the
past indicate that in the R&D-intensive sectors such as chemicals and
ICT-related branches such as electrical and electronics sectors, the
company respondents assigned greater importance to collaboration
with universities and research organizations. In the traditional sectors
such as foodstuffs and metal products, where innovations often were
induced by competition, as well as by regulations and the environment,
collaboration is relatively less important. (Saarinen, 2005)
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In recent decades globalization has undergone a new phase. On

the one hand this has been due to the impact of ICTs and the new
knowledge-based paradigm on both economies and societies. On the
other hand, the sustained development which large Asian economies
have been experiencing since the late 1990s has profoundly shaped
globalization dynamics. The shifting of research and development
operations to developing countries, such as China and India, has

High impinres

=
increased rapidly during the last decade. In this new phase, companies’ é
internationalization, and in particular the role and behavior of multi- .
national corporations remain among the main drivers of globalization.
In addition, knowledge and innovation have in fact become strategic 8
assets for the success of both enterprises and nations. The balance %
of economic activities is gradually yet continuously shifting, from ;

tangible manufacturing-based structures to a larger share of intangible Gcrfling rwortance increasing imporiance
knowledge and service-based business models. PR THE NRICTS YRAER
In recent discussions in Finnish domestic newspapers, globalization
in general and globalization of R&D in particular has raised concerns
about the high-technology status of Finland in the future. As companies
have moved or established their R&D laboratories abroad, various
comments about the attractiveness of Finland in the global markets
have been made. It has been stated that in the global economy of the
future, the competitiveness of Finland will decline as new players take
part in the race. However, what is believed is that despite of continuous
investments made by Finnish companies abroad, and despite
large Asian economies entering the markets, Finland could still be
competitive in the future. As has been stated by large number of CEOs
of large Finnish firms, the investments made abroad are beneficialfor
the Finnish economy in the longer run, because these are expected to
generate inward foreign direct investments as well.
According to the survey, R&D investments abroad are not seen
as important for Finnish firms. This is a particularly interesting result,
because as we have seen in chapter 2 the share of R&D investments
in abroad is 45% today and is expected to rise during the next two
years time. If R&D investments abroad are seen as less important,
it raises a question about the motives behind these investments.
Namely, is it really so that the main argument behind R&D investments
abroad is closeness to the markets, or are there other factors, such
as cost effectiveness, which still play a major role in the decision-
making process? Nonetheless, for large firms the importance of R&D
investments abroad is expected to increase during the next two years.
Before we can say whether this is positive or negative phenomenon for
the Finnish economy, we need more information about the type of R&D
that is actually relocated, its scope, the host countries FDIs are directed

to and the type of R&D investments made.
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Technology and innovation policy measures seek to contribute to
enhancing the competitiveness of Finnish industry and the well-

being of society, with the aim of making Finland capable of providing
companies with a top-flight innovation environment internationally. In
this respect, emphasis is put on the need to promote the attractiveness
of the innovation environment for foreign R&D investments. This
reflects well the tendency in Finland to interpret the concept of

High imporinres

=
é competitiveness in terms of attractiveness. (Pelkonen, 2008)
= In the previous chapter there was discussion about the outflow
aspects of globalization. In this chapter we concentrate on the
g other side of the coin, namely inflow aspects. Inflow refers to such
E o issues as how attractive the national innovation system is to foreign
; enterprises considering making investments in production and other

Decraaning importance Increasing mportance operations in Finland, including R&D. The challenge for the country in
AR THENR A RS being successful in inflow is the same as in being attractive enough

for domestic enterprises, i.e. to develop an attractive world class
science and technology system (education, universities, science and
technology organizations, intermediate organizations, etc.) and to
increase the absorptive S&T capacity of national organizations. In the
future the challenge for Finland is to be attractive not only to enterprises
from the developed economies, but also to those from developing
economies, for example high tech Chinese and Indian companies with
their own R&D labs.

According to the survey, CEOs do not see it as important to attract
foreign R&D investments in Finland. This result is of interest as it differs
totally from the opinions of politicians. While politicians and public
authorities emphasize the importance of foreign R&D investments
in Finland and make efforts to bring those investments into Finland,
CEOs see the situation totally differently. One explanation that CEOs
raise is their concern over losing competent personnel to international
competitors. This view has not raised any major discussions yet, but
could be taken into the agenda over the next few years.

In Finland’s National Innovation Strategy (2008) it is stated that special
challenges for Finland include increasing researchers’ international
mobility. International companies’ research and development

activity is minor in Finland, and this country does not attract enough
international innovation investments in other respects. Not enough
international experts find their way to Finland, nor are Finns sufficiently
able to exploit the diversified expertise and multiculturalism of people
with foreign backgrounds who reside here, in the development of

our innovation environment. As a solution for this challenge it is
proposed in the strategy that new incentives and operating models
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will be developed for the procurement of international expertise and
participation in open innovation activities. In addition, national research

financing will be made available for foreign participants on a reciprocal g
basis in connection with international joint programs and application £
processes. £
In 2005, the Academy of Finland and the National Technology
Agency Tekes launched a new funding program with a view to >
attracting top foreign researchers to Finland. The idea was to recruit é
high-level international researchers for a fixed period who are -
committed to closely integrating themselves into the Finnish research
community. The funding program for visiting science and technology 3
top researchers allows Finnish universities and research institutes E o
to hire top foreign names or foreign-based Finnish scientists back to ;

Finland. It provides an effective tool for raising the level of scientific el Lo e S L | S
and technological know-how in Finland and for adding a stronger
international element to the country’s research system.

We asked our CEO respondents to evaluate the importance of
attractiveness of Finland to foreign experts today and during the next
two years. According to the results, companies do not see this item
to be important at all. In addition, the importance of foreign experts is
expected to decrease in the future. Particularly in large firms, this item
scores the lowest results of all where it comes to estimations about
the future. This result is quite in line with the previous results about the
importance of foreign R&D in Finland. It would be interesting to know
the real reasons behind these answers.

The Finnish innovation system has garnered extensive international
praise, and ranked very well in numerous international comparisons.
Finland’s R&D investments relative to gross domestic product, for
example, continue to be the second-highest among OECD countries.
Providing the right incentives for R&D, international expansion, growth,
and entrepreneurship are still major challenges, however. In the future, c]
a small country such as Finland needs to specialize and focus on areas
of specific excellence if it is to be competitive in the global marketplace.
This entails being successful in commercializing the right products at
the right time, and marketing them to the right people in the right places
worldwide.

The beginning of the twenty-first century has already brought
new challenges for Finnish innovation and its success in business.
Competition is worI.dW|_de both in well-established areas such as the Wm"ﬂéﬁmﬂﬁme s ;'3'5’,.,‘?5"”"""'
metal and engineering industry and the forest products industry, as well
as in the third major engine of today’s Finnish economy, the information
and communications technology sector. The pace of development can
also be expected to continue accelerating in younger sectors such

TODAY
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as new materials, biotechnology, pharmaceuticals, virtual and mobile
attractions, health care, fitness, social innovations, e-commerce,

and other service sectors. There is also a continuous need for new
innovations for certain groups of consumers, for instance, senior
citizens or active fitness enthusiasts.

According to the survey, there are not significant differences
between SMEs and large firms when it comes to the international
competitiveness of the Finnish innovation system. CEOs judged that
the importance of international competitiveness of Finnish innovation
system is important for companies today and during the next two
years. This could mean that Finnish firms understand and acknowledge
the value of domestic infrastructure for their businesses. Some
respondents mention that an internationally competitive innovation
system is a good platform to stretch for international markets. When
the homebase is working properly, it is relatively easy to concentrate
the major part of efforts into relevant and demanding business issues.
In the free-form answering section there was one question which asked
whether Finnish companies are able to utilize the domestic innovation
system in the best possible way. This is an important question that
could be worth more detailed analysis in the future.

For Finland, growth entrepreneurship is a brand new policy area. There
has been much research into entrepreneurship generally and individual
studies have also been conducted on business growth factors and its
obstacles. The studies show that the majority of new jobs are created

o in growth companies. At the same time, they show that the willingness
of Finnish companies to grow and their actual growth is at a low level
compared internationally. Therefore, Finns need to truly understand
why growth ventures matter, how they are promoted elsewhere, and
how should Finnish national policy be designed.

In spite of significant investment, the Finnish innovation system
produces fewer new companies aiming at rapid growth and
internationalization, and there is little desire among active companies
to grow when compared internationally. However, there are examples

Dicreanng impsrtance IRcramsing impcranca and mechanisms available from other countries, in which the growth

DURMGTHE NEXT 2 YEARS ventures have really become a success story of the whole nation.

For example, growth can be encouraged by changing the taxation
of growth companies and other forms of regulation that affect them;
by increasing the amount of financing available for growth and
internationalization; by tailoring public business services and business
incubation projects based on the needs of growth companies; and by
improving training and guidance in growth entrepreneurship. The aim
should be to build an ’ecosystem’ that encourages growth.

The CEOs felt that the birth of new growth-oriented companies is of
great importance today and will further increase its importance during
the next two years. In fact, this item scores the highest future values in

TODAY
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this innovation policy section. This could be interpreted to mean that
the existing firms are not expected to be able to grow endlessly, and
thus there is a significant demand for new growth-oriented companies.
Currently, the problem for growth-oriented companies has been the
non-existence of support mechanisms. However, in the near future
this situation is expected to change. An idealistic future scenario could
be that Finland starts to produce growth-oriented firms to serve world
markets and global venture capitalists. These firms would be able to
rely on the best possible models, instruments and tools, which have
been developed for the express purpose of enabling firms to grow.

Public contracts are supply, service or public works contracts, into
which the state, municipalities or federations of municipalities,
state enterprises and other contracting authorities as defined in the
purchasing legislation, enter with external suppliers. Public contracts
are established through means stipulated in the procurement
legislation. The purpose of this regulation is to increase the efficiency
of the use of public funds. The fundamental principles of the public
procurement regulation include transparent and efficient tendering and
equality and non-discriminatory treatment of participants.

About 15 percent of GDP in 2008 (EUR 22,5 billion) in Finland o
is spent by the government, municipalities and congregations
on the procurement of goods, services and public works. Finnish
public procurement is subject to national procurement legislation
which derives from the European Community directives on public Docteasing importance Incroasting importance
procurement. Under these rules public sector procurement must follow cadis bt
transparent open procedures ensuring fair and non-discriminatory
conditions of competition for suppliers. When CEOs were asked to rate
the importance of public procurement, we received rather negative
answers. Both SMEs and large firms see the role of public procurement
as less important today, with a decreasing importance in the future.
Despite large investments made by public authorities, companies do
not see this important for their business, not even during a recession.

High Empaiae

TODAY

Ha Fpoftance

The expertise in intellectual and industrial property rights of an
enterprise or other community, particularly as regards the protection

of strategically important know-how, is one of the key success factors
in business. Regulations pertaining to the protection of intellectual

and industrial property rights have a major influence on how well the
operating environment is able to support innovation. The government’s
new strategy on intellectual and industrial property rights, due for
completion towards the end of the year 2008, reviewed several issues,
including the national and international development needs of the
system of intellectual and industrial property rights, and will present
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the measures that have to be taken in order to enhance the level of
competence within enterprises concerning these rights.

The patent system is one of the main instruments of public policy
that can be used to affect the allocation of resources into innovative
activities and the diffusion of the results of those activities. While the
role of innovation and technological change in economic development
and growth has received increasing attention among economists since
the seminal contributions of Schumpeter and Solow, economists have
also become increasingly interested in the implications of the patent
system for innovation and technological change.

With regard to protection of immaterial rights, the CEOs of SMEs
gave highly neutral answers for today, whereas CEOs of large and
R&D intensive firms saw the importance of immaterial rights as less
important. During the next two years, the importance of this item
is expected to decrease slightly in both groups of firms. This could
be an indication of the appearance of other forms of protecting the
technological edge of companies (such as tacit knowledge, lead times,
learning-curve effects, switching costs, etc). It can be seen from the
various statistics that traditional forms of immaterial protection are
losing their importance somewhat. Those companies who are applying
new and effective forms of protection of immaterial rights might
become exceptionally competitive in the future.

Firms’ innovative efforts do not proceed in isolation, but are supported
by external sources of knowledge. Firms which are located close

to these sources will enjoy relative advantages over more distant

firms and consequently tend to have higher innovation performance.
Significant sources of external knowledge are local universities and
public research centers. By operating close to these sources of
knowledge, inventors and firms in a specific industry have a greater
likelihood of sharing the latest knowledge.

In his book of “The location of economic activity”, Hoover (1948)
presents the concept “technical maturing of industries”. In Hoover’s
setting, when an industry is young and its problems unfamiliar, it is
likely that the actors are located in central areas. As time goes by and
the specific industry matures, decentralization of activities takes place.
The Finnish innovation data gives strong support to Hoover’s model.
Innovations, which are based on new and emerging technologies,
are commercialized by firms located in larger cities. As time goes by,
new innovative companies are established outside the initial clusters.
As a result, the number of commercialized innovations becomes
more evenly distributed between the geographical areas. Later on
peripheries take over the development and production of matured
technologies, and a wave of innovations based on new emerging
technologies are commercialized by firms located in larger cities
(Saarinen & Oksanen, 2005).
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In our survey, CEOs of both SMEs and large firms rate the location
of business as less important. In fact, it scores the lowest results in this
innovation policy section. This result is in line with empirical results
presented above. In Finland it appears to be the case that innovations
are developed and produced all over the country. The same applies for
other business activities. In such a small country as Finland the location
of business does not play a significant role for companies.

Innovation policy tends to equalize
innovation related issues. This hinders
the scope for making radical choices. We
should have the courage to enact well-
focused and radical solutions”

Innovation policy
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7 Conclusions

As the global economy enters into recession,
organizations face new challenges and opportunities.
The aim of this study was to gain a clearer picture of
how Finnish companies will confront the challenges
of global recession, today and during the next two
years. We prepared a survey, for which the CEOs of
Finland’s 100 largest companies, 100 biggest R&D
investors and 200 innovative SMEs were selected as
respondents. The questions were divided into three
sections: Innovation environment, innovation strategies
and innovation and technology policy. The response
rate was 25%.

The study draws out several interesting results.
Firstly, we asked CEOs to estimate the division of their
respective company’s R&D investments between
Finland and foreign countries. According to the survey,
55% of R&D investments are earmarked for Finland
today. In two years there will be a 10% reduction in the
amount of R&D investments earmarked for Finland,
bring the total to 45%. Before we can say whether this
is positive or negative phenomenon for the Finnish
economy, we need more information about the type
of R&D that is actually relocated, its scope, the host
countries FDIs are directed to and the type of R&D
investments made.

Secondly, in order to get some understanding of
innovation environment during the downturn, we asked
CEOs the importance of several items. According to
the survey, entrepreneurial culture is considered to
be highly important in Finland. This has been affected
by measures promoting enterprise which have been
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realized by the government in recent years. Attention
has also recently been given to attitudes. Efforts
have been made to create a positive perception
of enterprise, particularly in the eyes of students.
During the next two years, according to our survey,
the importance of entrepreneurial culture will even
increase. In fact, it gets the highest scores of all when
future scenarios are considered.

Thirdly, we shed light on innovation strategies of
Finnish companies during the downturn. Focusing
on real customer needs turned out to be the most
important innovation strategy related issue. According
to the results, Finnish companies consider the real
customer needs as the most important issue in their
business today and during the next two years. This
result indicates that Finnish companies have finally
made a transition from pure technology push type of
thinking towards the pattern of market demand.

Finally, we were interested in innovation and
technology policy-related factors. These policy-related
specifically did not receive unconditional support
from our survey respondents. However, the CEOs
felt that the birth of new growth-oriented companies
is of great importance today and will further increase
its importance during the next two years. In fact, this
item scores the highest future values in this innovation
policy section. This could be interpreted to mean that
the existing firms are not expected to be able to grow
endlessly, and thus there is a significant demand for
new growth-oriented companies.
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