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aving examined the dimensions of innovation and its impact on producti-
vity and competitiveness, and conducted an analysis by regions, we now need to
take this diagnosis further. With the help of the FTF experts, we will now propo-
se measures that will help turn the weaknesses identified in the Spanish case into
strengths and opportunities that will allow innovation to be turned into a strate-
gic tool that will place the country among global leaders.

The experts' opinions have essentially been obtained from two sources:

Two working symposia attended by all members of the forum. At the
symposia, world experts gave a number of presentations. This was follo-
wed by an opinions phase, where each member had a chance to set out
their vision, in groups and individually.

These symposia were complemented with questionnaires to ascertain
the joint opinion of the members of the forum on aspects that have the
most influence in the area of innovation and on its importance on the worl-
d's economic panorama.

The results obtained, backed by an up-to-date bibliography, are set out in this
chapter. The conclusions have been organised into the following sections: identi-
fication of weaknesses for Spain and proposed measures, efficiency in managing
investment in RDI, legal framework and role of the public sector in innovation
and recommendations in the business area for encouraging innovation, with par-
ticular emphasis on the types of innovation on which Spain should focus.

These conclusions are completed with a reflection by the experts on whether
innovation is an option or a necessity for Spain.

Having identified the factors that can influence innovation, the experts have diag-
nosed each one in the particular case of Spain. The results are shown in Illus-
tration 15.
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29. According to the 2006 Global
Innovation Scoreboard produced
by the European Trend Chart on

Innovation, Spain ranks 27th in

global innovation.
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Illustration 15: Diagnosis of different factors influencing innovation in Spain.
Source: Drawn from conclusions within the Future Trends Forum.

This analysis shows that Spain has talent -the raw material exists- but the right
legal and administrative framework has not been established to create an envi-
ronment that will favour entrepreneurial and innovating processes. Combined
with a lack of innovating culture and an aversion to risk and fear of failure, the
result is that as a country, Spain has little capacity for innovation29.

As this publication has shown, in order to encourage and achieve suitable levels
of innovation, there has to be a balance between all the various factors directly
or indirectly involved.

Given the current situation in Spain with a lack of innovating culture, the
Fundacion de la Innovacion wants to help transform society, ma-
king it less reluctant to accept risk and failure.

The experts were asked to suggest the measures they thought most suitable for
encouraging such a culture. These measures, listed below, were very closely re-

lated to the other factors.

Any cultural change must come about through education; in this area, the follo-
wing recommendations were made:

(c) 2007 Fundacion de la Innovacion All rights Reserved



The FTF view of innovation

m Develop actions geared towards improving education and familiarising
society with this concept. Innovation should be put on the curricula at all
levels of education.

m Teach schools to innovate and to view failure as a learning experience.

m Explain in universities (where future innovators are educated) that
being an entrepreneur and creating a company is a career option for gra-
duates. This can be encouraged by the university through the creation of
business incubators to support innovative market-oriented ideas.

= Encourage multidisciplinary research in the university and a greater
inter-relation between university and industry.

m Insist on the importance of risk-taking in the business area at higher
education levels.

= Introduce more practical and multidisciplinary syllabuses that promote
research and experimentation, and give the universities greater auto-
nomy, while at the same time demanding better results from them.

m Establish bridges between business schools and technical schools and
include a greater level of business contents on the syllabuses of technical
degree courses.

m Establish entities that will support graduates wanting to set up their
own companies.

= Promote and professionalise technology transfer from universities and
research centres to the private sector.

Most innovations are made by new companies; Encouraging entrepreneurship
can therefore be an efficient way of promoting innovation. Here, the experts
made the following recommendations:

= Develop actions geared towards encouraging people to try new things
(create a company, participate in a start-up, train in new skills, etc.). The
message should be: "The world is changing and host of new opportunities
are opening up for you. The key concepts are observation, learning, hard
work and risk-taking".

m Establish entities that will support graduates wanting to set up their
own company.

= Open up the Spanish market through good technological infrastructu-
res, tax incentives, etc. to successful international entrepreneurs with an
interest in assuming risks, in order to encourage Spanish entrepreneurs
to imitate them.
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Facilitate accessibility to public and private funding.

Promote the figure of the business angel and technological incubators
(addressed in greater detail in the previous chapter).

Other measures for encouraging an innovative culture in our society might
include:

Actions to demystify the concept of "failure" on two fronts: first,
in the immediate setting (friends, family, society, etc.) and, secondly,
among banks (or any credit institution), so that they recognise and value
people who take risks. It is important to encourage an awareness of the
possibilities for learning and acquiring extensive experience through fai-
lures.

Favour the establishment of alliances and collaboration schemes with
other entrepreneurs from countries with a more innovating tradition, in
industries such as biotechnology and genetics, telecommunications, etc.

Facilitate agreements by government with global institutions that
will allow companies to be alert to opportunities that might arise beyond
the immediate timescale.

Design innovation competitions open to any individual or company on
certain pre-selected themes.

Promote tax benefits for marketing R&D activities.

Social and material recognition can be an effective tool for reinforcing and
encouraging certain positive attitudes. Applied to the area of innovation, recog-
nition of the best innovative projects and their promoters can arouse interest
in innovation among other professionals or individuals in society. In this area
the experts had the following recommendations to make:

Give media coverage (in the press, articles in magazines and on tele-
vision) to stories of business success and coverage for entrepreneurs who
have been successful after initial failures. In the US, for example, some
companies setting up in California actually prefer to hire people who have
already been involved in a business failure, because of the experience
they can draw from it.

Set up national programmes of awards and incentives for the most
innovative projects.

Provide social recognition for stories of enterprise and successful
innovators.
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30. In order to address the pro-
blem of a lack of private inves-
tment in Spain for technology
companies (especially in the
€0.1m - €2m bracket), a "fund of
funds" has been created under
the CENIT programme, coordina-
ted by the CDTI.

The purpose of all of these measures should be to create a culture of innova-
tion in the society, company, etc. and no to impose templates for innovation. In
general, people are more interested in something when they are given the tools
to do it themselves than they have a particular way of doing it thrust upon
them.

Independently of the measures proposed by each of the experts, they all agree
that a change in culture is a long and complex process which must be tackled
at all levels in society, beginning with education.

Some experts suggest that a more innovating and entrepreneurial culture in
Spain might come as a result of immigration (which currently accounts for 10%
of the population).

Another of the factors on which the FTF experts believe Spain should focus to
improve its level of innovation is venture capital (though some experts belie-
ve seed capital to be even more decisive). Their recommendations are as
follows:

Create a suitable framework (including, among other measures, the
elimination of administrative barriers) that will favour the creation of
technology companies to attract venture capital into Spain.

Introduce tax incentives for venture capital funds and direct foreign
investment setting up in Spain.

Establish a "fund of funds"30 to attract greater private investments in
technology industries (such as biotechnology and IT).

Although the venture capital industry in Spain is still very small, the outlook are
quite healthy, given that foreign investors view new hi-tech companies in Spain
(in the biotech and IT industries, for example) as being a good destination for
their investment. One initiative set up in Spain to attract new investment is
NEOTEC Capital Riesgo, a programme launched by the CDTI in collaboration
with the European Investment Fund, which agreed to invest in seed capital and
start-ups jointly with two important European funds which had never previously
invested in Spain.

Closely related to all these measures is the role of the government, which we
will examine in greater detail later. The government is responsible for imple-
menting the policies that are required to establish then right legal and adminis-
trative framework to encourage innovation.
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In a constantly changing universe, where, as Heraclitus of Ephesus (550-475 BC)
put it, "change is the only constant”, governments must be qualified to introdu-
ce laws, with a vision for the future, that are capable of keeping pace with rapid
technological change. The values of anticipation and flexibility, then, are not con-
fined to business strategies; they also need to be applied to the legal and admi-
nistrative frameworks that govern the sphere of action (ecosystem).

The experts consulted by the FTF highlight the importance of creating an inno-
vation-friendly ecosystem that will facilitate investment and dissemination.

Among of the crucial players in encouraging this ecosystem are the public autho-
rities, because of the role they play in creating and managing a favourable
legal framework for innovation, particularly one that will have a social and stra-
tegic impact for society. Governments must participate in creating this environ-
ment, and be willing to intervene as little as possible on the market and conti-
nuously to promote free competition.

In the specific case of Europe, governments need to play a more active role in
encouraging innovation in order to create an effective and competitive European
single market, where all the legal and fiscal barriers to innovative companies are
eliminated.

Local protectionism which seeks to support less efficient players does not contri-
bute to the long term creation of wealth. A particular effort needs to be made in
encouraging innovation in less developed regions, investing in them until they
develop a sustainable economy.

The creation of such an ecosystem requires the private sector to participate, to
identify the areas of greatest innovation potential and those where greatest com-
petitive advantage can be gained, and the for appropriate tax reforms to be
oriented towards these areas.

In Spain, the government should lend its support to the country's existing com-
petitive advantages, such as talent, natural resources and cultural advantages.

Throughout this book, we have seen that innovation must spring from society
and we therefore need to allocate sufficient resources to creating a quality edu-
cation system that will encourage entrepreneurship and a business spirit, risk-
taking and a desire for innovation at all levels as a necessary value for society
and the individual.

Aid to universities and development centres must concentrate on encouraging
research in universities and eliminating barriers to competition.
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Notes

The government needs to work with universities to promote innovation and
improve collaboration between universities and industry.

Another important task which public authorities need to undertake is participa-
tion in business set-up funds and the commercialisation of innovative technolo-
gies coming from universities or from university-industry collaboration.

One important way of encouraging an innovative culture is to promote, through
advertising, the first generations of successful entrepreneurs as role models,
encouraging their social recognition as "heroes".

The administrative and bureaucratic system must be simple and effi-
cient, reducing the prerequisites for opening a business and facilitating access
to public and private funding. The trend must be for private investment to have
the greatest weight, and it must therefore be provided with incentives through
a reduction in taxes and rates, with tax deductions for individuals who invest in
companies from high-risk industries with a capacity for innovation.

Tax policy must be oriented towards implementing specific tax laws that will
allow greater tax incentives for hi-tech companies with the most capacity for
innovation.

In order to finance the most innovative projects, venture capital funds need
to be attracted using tax measures that minimise expenses resulting from los-
ses or bankruptcy.

Given that research activities are an important aspect of innovation, appealing
tax incentives need to be established for investment in R&D.

Government or regional programmes need to be developed for creating incu-
bators for start-ups with a high technological content, which may be lin-
ked to universities. The private sector must be invited to take an active part in
providing those with tax incentives for participating in risk. This is one way of
contributing to an increase in investment, given that the private sector invests
very little in developing innovation. It is also a good way of promoting less
advanced regions and of enabling sustainable growth in all areas, thus avoiding
excessive concentration.
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In Chapter 3, we saw that R&D expenditure is one of the factors that influences
innovation; according to the FTF experts, it is the main input for innovation in
multinationals. Nonetheless, if this investment is to be translated into innovation
and thus into an improvement in productivity and competitiveness, it must be
effectively oriented and managed.

In order to ensure efficiency in managing RDI investment, our experts say, it
needs as far as possible to be linked to private interests. Clearly there are impro-
vements that need to be made in R&D in terms of the public good and the dis-
semination of information, but what is really prized at the end of the day is the
monetary value on the market. We therefore need to keep sight of two goals: it
is necessary to make investment in research, but it must be oriented towards
market trends in order to achieve greater involvement of the private sector.

Investment must be targeted at sectors and industries which have a clear impact
on productivity (the industrial sector), where Spain has a clear competitive
advantage or on where there are pressing problems. Not all areas of innovation
clearly meet these two requirements. We first need to identify which of them
match these two characteristics. Mechanisms for controlling investment expen-
diture need to be established, especially when the funding comes from subsidies
or is subject to tax incentives, to ensure that the ultimate aim of the investment
is applied R&D, i.e. the application of the knowledge generated in research in a
process, product or service.

To conclude, we can list some of the indicators the experts feel that can offer a
vision of the efficiency of investment:

Look at the way in which activity in direct foreign investment increases
or decreases.

Look at the relationship that exists between the number of researchers
and the GDP in each region.

Look at the increase or decrease in the number of engineers and scien-
tists as a percentage of the population.

See whether intellectual property activity has increased.
The relationship between R&D and innovation can be reinforced and the purpo-

se of a good R&D investment policy must therefore be to create new opportuni-
ties in order to maintain economic growth and social wellbeing.
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Companies are the launch pad of innovation and depend on innovation for their
long term survival. We have already talked about the need for the companies to
"recycle", that is, to innovate constantly and avoid getting stuck in the status
quo, because no competitive advantage lasts for ever. Innovation must be pre-
sent in all companies, regardless of the industry they belong to, and it is essen-
tial for this purpose for the leaders and professionals in these industries to
understand the importance of innovation as a differentiated element with a huge
impact on the competitiveness of their organisation.

In this chapter we are going to pay special attention to Spain and we will see
how it is possible, according to the FTF experts, to encourage innovation within
the company, which is the role of the leaders in this field and what types of inno-
vation Spanish companies need to focus on.

4.4.1. Encouraging innovation within the company

As we have seen, using a diagnosis of innovation in Spain, the FTF experts have
identified a series of weaknesses which must be addressed in order to achieve
better levels of innovation and thus higher productivity and competitiveness in
our companies.

One of the aspects most undervalued has been an innovative culture, when this
is actually one of the most important factors in the world's most innovative coun-
tries, such as the US and Israel.

One of the keys to encouraging innovation is the existence of an "innovating and
entrepreneurial culture" within the company and at all levels of the organisation,
given that innovation is a multidisciplinary team work.

In order to create an innovating culture within an organisation, one essential fac-
tor that needs to be taken into account is human capital. Consequently, if an
innovating culture is to be encouraged in the organisation, the first thing that
needs to be done is to involve all members of the organisation, whatever their
functions or their level of responsibility.

The first step in achieving this is to create, within the organisation, an infras-
tructure that will enable management to be receptive to suggestions from
employees. Support for innovation must start from the top and be visible to ever-
yone. Promoting multidisciplinary work and team work, in other words,
interaction between employees so that they exchange ideas, is another impor-
tant factor in creating an environment that will foster creativity, problem-solving
and the conception of original ideas that can lead to new innovations.
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In order for ideas to flow, it is necessary to promote active participation and
collaboration among all employees. One way of doing this is to reward the
most innovative ones for their participation and contribution with prizes
and incentive schemes (not just with money: the FTF experts argue that inno-
vation is more sensitive to social recognition than to cash prizes). The idea
must be to create a culture that recognises and values good ideas. Similarly, it
is important to reward not only participation, but also initiative and risk.

Once all the ideas have been compiled, they need to be studied and those
which, a priori, should be taken into consideration need to be identified. The
next step in the innovation process is to channel creative contributions in
order to turn them into useful ideas.

Indeed, professionals must be capable of discovering opportunities for improve-
ment with a view to seeking efficiency and the creation of sustainable competi-
tive advantages. This requires, on the one hand, a broad knowledge of the mar-
ket and the needs of consumers and customers, a key factor in orienting inno-
vation towards the creation of wealth through new products and services or
through an improvement in existing ones, and, at the same time, the capacity
to move quickly from idea to production. It is therefore essential to invest in
the customer's knowledge and to create an organisational framework
that will make it easy to adopt innovative policies.

The FTF experts also mention the importance of other factors in creating an
innovating culture in the company, including searching out and developing
talent and, of course, the essential role of company leaders.

4.4.2. Skills of an innovation leader

There are opposing views on the need for companies to have a chief innovation
officer.

Some believe that such a figure would only create more red tape in the com-
pany and shackle the flow of ideas at all levels of the organisation and even from
the outside. They feel that innovation should be a process that affects all areas
of the organisation, and should not be limited to one particular department of
innovation.

Others see the CIO as being important as an innovation developer, who works
with all company managers to create an innovation-friendly culture and clima-
te. In addition, the CIO should always be alert to the market, looking for trends
and technologies that the organisation could take on board to create more
wealth. Likewise, the CIO would establish processes for innovation.

(c) 2007 Fundacion de la Innovacion All rights Reserved



The FTF view of innovation

Notes

Some companies have already decided to create the post of the CIO, who is in
charge of encouraging and managing innovation within the organisation.
The initiative clearly demonstrates that these companies are making a determined
commitment to innovation, and that they have understood its importance within
the company. However, the FTF experts believe responsibility for innovation can-
not be delegated to a single person, but instead has to be distributed amongst all
management levels of the company.

Given that the post of the CIO is one that has arisen in the last five years (though
this varies by region) and despite the fact that some companies have already
taken the step towards creating it, many others are still wondering what charac-
teristics a good innovation manager should have and what role he or she should
play in the organisation.

First of all, this figure must have a broad knowledge, both of the company and
of the industry in which it operates (competitors, customers, technologies, pro-
ducts, etc.) and of the market in general, as well as diversified and multidisci-
plinary experience. He or she must know how to compile, identify and exploit
the ideas that will allow the company to develop new or improved businesses,
anticipate customers' needs and establish bridges between these and the busi-
ness, through the technological possibilities that exist inside or outside the
organisation.

They must be leaders and by this we are not referring to their position in the hie-
rarchy, but to the fact that they should have the skills to manage work teams, with
a vision for the future, great credibility and a capacity to unite the efforts of an
entire team, with a high level of dedication and enthusiasm, to achieve certain
common objectives.

Another of the key skills is a capacity to attract the best innovating talents on
the market. Recognising existing talent in different areas of the company and
favouring communication between complementary ideas encourages creativity
and innovation of the professionals at any level.

As the concept of innovation itself implies, the CIO must be a creative person,
approachable, open to new ideas, unafraid of change and eager to take on
new challenges.

He or she must also be a good communicator, capable of "selling" and institu-
tionalising the concept of innovation, as well as its importance within the organi-
sation, so that it is interiorised at all levels and not restricted to an innovation
department; if this were to happen, the possibilities of failure of any project of this
kind would probably be quite high.

It is also essential that such individuals should have the skills to manage inno-

vation projects, which-as we have seen-are characterised by greater uncertainty
and risk, medium and long term targets, shared resources, etc.
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31. Doblin:

http://www.doblin.com/IdeasIndex

FlashFS.htm.

4.4.3.Types of innovation with greatest added value for Spain

According to the FTF experts and returning to Doblin's types of innovation31,
Spanish companies should focus on innovations in the brand, business model,
service and customer experience, since these are the ones where the country
can hope to be the most successful.

Business Model

20%

18%

16%

Networking

14% —|
12% —
10% —
8% —
6% —t
4% —

2% —

Enabling process

Core Process

. Product Performance

Product System

Service

Chanel

a B T N B Brand
. Customer experience

Illustration 16: Types of innovation with greatest added value for Spain.
Source: Drawn from conclusions within the Future Trends Forum.

Innovation has to affect different phases of development, the first of which is pro-
duct innovation, before focusing on other types of innovation.

Spain should not stop investing in product innovation, but should exploit this
capacity more in other areas. First of all, we need to find strengths and make a
commitment to them.

The FTF experts consider that brand is the first type of innovation Spain should
focus on, since it could represent a fast way of disseminating successful products
at a national and international level. Although Spain is a world leader in a num-
ber of sectors and industries (such as the auto and tourism industries), it lacks
international visibility.

It needs to invest in its brand and work with internationally registered brands in
industries such as construction, real estate, financial services, tourism, energy,
health, transport and others.

In terms of the business model, another type of innovation FTF experts consi-
der most suited to Spain, companies such as Zara are an example of Spanish cre-
ativity in businesses, and the power of design and branding, demonstrating that
innovation is related not only to technology, but also to the introduction of new
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business models and processes, and that it can be found in any industry. Other
highly successful business models could be developed by Spanish companies if
they focus on innovative efforts in that area of the innovation "map".

This applies not only to large companies. Thanks to globalisation and advances
in technology (telecommunications, IT, etc.), SMEs also have the chance to
develop business models that will enable them to build a win-win relationship
with local players in developing and developed economies.

According to the FTF experts, services could be one of the Spanish economy's
strengths in the future. Due to its lack of entrepreneurs, Spain probably has
more successful opportunities in this area of innovation. Moreover, Spain is
mainly a services economy and the proposal of a "complete service" from com-
panies of products and services (covering construction, project financing, facili-
ties management, etc.) is one of the factors of their success.

The most valuable innovation is the one that can't easily be copied. In this
sense, customer's experience is governed by very local factors and, as a
result, it is probably the innovation that creates most value. Spain has the
advantage of customer experience, thanks to its climate, its music, etc. This
experience must be its primary objective, a suggestion which is backed by the
experience and successes achieved in the restaurant, architecture, hotel and
other industries.

4.4.4. What industries should investment focus on in Spain?

By fostering the industries in which Spain is most competitive we can contribu-
te to creating the ecosystem we have referred to elsewhere in this book. In this
way, by internally selling successful cases and encouraging an innovative and
entrepreneurial culture, we can improve current rates of competitiveness and
innovation.

Illustration 17 shows the industries in which the experts believe there is the
most potential for business innovation in Spain and, therefore, the ones which
investment to increase innovation rates and thus competitiveness should focus
on.

(c) 2007 Fundacion de la Innovacion All rights Reserved



The FTF view of innovation

20%

18%
16%

14%

12%

10%

8%
6% —
4% —|

2% —

Illustration 17: Industries in which Spain should focus its investment.
Source: Drawn from conclusions within the Future Trends Forum.
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As this illustration shows, the industries in which the experts feel we should con-
centrate our efforts in order to obtain competitive advantages are the consumer
goods industry, the health industry, and software and the Internet, without igno-
ring others such as financial services and telecommunications.

The combination of cost, talent and a favourable climate gives Spain an oppor-
tunity in the health industry. Another important field which should be stressed
more by investment is software and the Internet, because of its low initial cost
and the creativity it requires, aspects which the experts feel Spanish culture is
strong in. The Spanish financial system also deserves special mention. Here,
some Spanish institutions are positioning themselves as the most competitive in
the world with a sophisticated and complex system.

As well as the industries listed in Illustration 17, others with particular relevan-
ce for Spain include architecture, hotels and tourism.

In the area of leisure and construction of infrastructures, Spain has competitive
clusters which could act as suitable areas for investing our limited resources,
instead of trying to generate innovation in industries where we do not initially
possess competitive advantages.

To make this sector analysis, we should not forget the globalisation context, and
should avoid focusing exclusively on domestic markets and should extend our
study to the possibilities of opening up towards new markets, such as perhaps
the Asian market (currently in expansion).
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Notes

Using this approach, the experts say that Spain must also increase its interna-
tional visibility, through the sale and reinforcement of the "Spain" brand, to posi-
tion itself as an innovating country with quality products, such as Zara and
Mango, two world famous examples from the textile industry, or Ferran Adrid,
with his innovations in the catering industry.

In short, it is not a question of concentrating investment in the most innovative
industries; rather, each country has to know its strengths and the industries in
which it can be most competitive, and focus its efforts on those areas. There are
companies with very good results generating wealth and employment in sectors
generally considered to be less innovative. The challenge, in these cases, will be
to encourage innovation in these industries.

In conclusion, the rapid development of markets and globalisation mean that
innovation has ceased to be an option and is now a necessity. The company
of the future must necessarily be an innovative company constantly developing
in the search for new competitive advantages, promoted by a growing competi-
tion and continuous sophistication of demand.

The future is for those that are capable of innovating and which have the capa-
city to create and apply knowledge. Companies need to obtain competitive ad-
vantages through differentiation, and innovation is what makes it possible to dif-
ferentiate products and services from the competition.

On this basis, the FTF experts believe that in the case of Spain, innovation is cle-
arly also a necessity...

...from the moment in which the country's competitiveness continues
to decline and globalisation puts increasing pressure on companies to
make improvements in terms of competitiveness;

...from the moment in which customers become increasingly
demanding and competition is constantly increasing. It is necessary to
innovate in order to prevent losing or even to increase the market share;

...from the moment in which the lifespan of a product becomes
ever shorter and yet costs continue to climb. Things that used to work
on the market no longer do. In other words, an improvement in profits
can only come from the creation of value through a catalogue of pro-
ducts and services;

...unless Spain wants to find itself relegated to the third group of

countries whose main assets are labour, on which terms it could not
compete;
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...from the moment in which some competitors, especially emerging
economies, start focusing on imitation, thus bringing about a drop in pri-
ces and trading margins. Therefore, if the company does not offer
something differential, the sustainability of the business project is in dan-
ger.

In conclusion, not properly taking on board the challenge of innovation would
mean condemning the company to stagnation or even decline. There is no place
for the status quo. Innovate or die; the process needs to involve not only the
business sector, but society as a whole, since it involves an improvement in the
social and economic conditions of the population at large.



