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SUMMARY

Objectives of ServPPIN is a research project which focuses on the role of public and

the research private services on growth and welfare and the particular role of public-
private innovation networks (PPIN). PPIN are considered as an
organisational platform in which public and private services can
perform complementarities and synergies in many ways.

Scientific approach / ServPPIN will undertake new theoretical, empirical and field work

Methodology involving cross-country and cross-sector empirical analysis. New
techniques will be applied for impact analysis: both public and private
services, comparing impacts on performance (productivity,
competitiveness) with impacts on welfare (employment, service quality,
‘universal’ access to services).

New knowledge and/or - Knowledge creation on the Service Economy: growth factors,
European value added facilitators and impacts on productivity, employment, socio-
economic changes, and welfare
New approach to service innovation from a multiagent framework
perspective
Understanding of public-private interactions through the case of
networks and related dynamics including the use of life cycle theory
Drawing of functional and cost-effective policy lines

Key messages for Services are essential sources for growth in modern economies. They
policy-makers, can provide new value added to any economic activity. Service
businesses, innovation is a way to improve both competitiveness and welfare.
trade unions and Synergies between private and public services should be promoted to
reinforce complementarities and positive impacts. These messages
are addressed to professional associations, public administrations,
small medium enterprises, trade unions, mix public-private institutions
and other organisations. A panel of stakeholders is set up to interact
with project members and research outcomes.

SOCIO-ECONOMIC SCIENCES AND HUMANITIES RESEARCH

civil society actors
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Objectives of
the research

The project analyses public and private services, and their impact on growth and
welfare. In particular it focuses on service innovation and on public-private
services, and their impact on growth and welfare.

Specifically, the main objectives of ServPPIN are:

To identify the linkages between services, economic and social growth,
understanding the contribution of service innovations in the current
economy and society and any differences that may exist between the
public and private sectors.

To understand how public-private sector interactions function, and how
they can be better managed by private and public sector policy-makers to
increase performance and welfare.

To understand the characteristics of public-private service networks that
induces innovation, growth, employment and welfare.

Scientific
approach /
Methodology

In order to define the ServPPIN concept, and to guide the interface between
theory and empirical research, the project will develop an analytical framework for
studying multi-institutional networks. The empirical research will follow a three
pronged approach:
- A large scale statistical analysis of public and private services in growth
and welfare at the macroeconomic level.
A statistical analysis of the contributions of service innovation and service
public-private innovation networks (ServPPINs) to performance, growth
and welfare at the meso and sectoral level.
Case studies covering major services types: health, transport and
knowledge intensive services.

The project is organised around 9 work packages (WP):

New Service developments and
the contribution of priv. & publ. Poli
serv. to growth and welfare . I9 |t;'y
WPL implications
WP7
Public and private Concept and role
service of public-private
innovation impact innovation
assessment networks
WP2 WP3
ServPPIN: Case
studies in health
services . .
Diffusion of
WP4
knowledge
ServPPIN: Case ServPPIN: Case WP8
studies in Studies in
knowledge transport
intensive services services
WP5 WP6

Project coordination WP9
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New knowledge In the current financial and economic crisis, new ways of exploring and promoting
and service innovation and public-private interactions may lead to improve efficiency
European value and competitive and welfare gains in European societies. The integration of
added service innovation within innovation systems and policies may reinforce the policy

measures to cope with the current recession and may indicate suggestive
scenarios to manage the recovery period.

Services concept

The new service economy transcends the service sector. Services are not
considered just as an economic sector, but as a perspective or a dimension of any
economic and social activity, of products, of work, of life. Traditionally, the service
sector has been defined within residual categories, what either agriculture or
manufacturing do not represent. Nowadays, services are defined in a positive way,
as a result of a co-production and an interactive relation of suppliers and
consumers.

Table 1. Negative vs. positive definitions of a service

Negative features Positive features
Non-tangible Usefulness or benefit of goods
Non-material Usefulness or benefit of an action
Non-transportable Simultaneous consumption and production
Non-cumulative Change in a person or good
Non-quantifiable Dialogue relationship
Non-durable / perishable Interaction between supplier and user
Non-predictable Transitive relationship

Source: Rubalcaba (2007).

To analyse the role of public and private services in EU economies, a preliminary
distinction between private, public and mixed services can be done. Private
services are almost all market services while public services refer to the ones
provided by public administration and generally non-market services. Mixed
services are services which sometimes and someplace are offered as private,
public or combination of those: these are mainly education and health, sometimes
offered in public basis, other times provided in private basis or in PPP basis.

Services, GDP and employment

There is a strong positive relationship between GDP per capita and services
participation in total employment (Figure 1). Countries with high income levels —
such as Luxembourg, Netherlands, Sweden or Denmark — uphold high services
contributions to employment within their economies. In contrast, income and
participation of services in employment in Romania, Bulgaria, or Poland are low.
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Figure 1. Employment in services and GDP per capita, 2007 (EU27=100)
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Note: Services comprises NACE codes G to P. Data of services share in employment for 2006 in the case
of France and Romania. No data available for UK and Malta. Source: Based on Eurostat.

According to World Bank data, agriculture, manufacturing and services value added
represented, 3%, 28% and 69%, respectively, of world GDP generated in 2005
(Figure 2). In the United States, Australia and EU15 services value added explains
more than 70% of GDP. Japan, EU27 and Canada are slightly under this figure. In
Latin America and Caribbean, EU10 and Korea, the tertiary sector value added
represents on average 60% of GDP. On the other hand, the development of the
service sector appears to be more limited in India, Sub-Saharan Africa, Middle East
and North Africa and China.

Figure 2. Value added (% GDP), 2005
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Note: for Australia last year with information available is 2003. No data available for Malta and Cyprus.
Source: Based on World Development Indicators, World Bank.
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Table 2. Value added (% GDP), annual growth rates 1990-2005

AGR MAN SERV
EU10 -8,2 -2,6 2,7
China -5,1 0,9 1,6
EU25 -7,0 -1,7 1,2
India -3,0 0,5 1,2
Japan -3,7 -1,9 1,1
Latin America & Caribbean -2,1 -1,0 0,9
Korea, Rep. -6,4 -0,2 0,9
World -3,4 -1,2 0,8
EU15 -5,6 -1,2 0,7
Australia -2,6 -1,1 0,6
United States -3,7 -1,3 0,5
Sub-Saharan Africa -0,3 -0,4 0,3
Canada -2,2 0,0 0,1
Middle East & North Africa -2,9 1,6 -0,3

Note: AGR: Agriculture, MAN: Manufacturing, SERV: Services. Source: Based on World Development
Indicators, World Bank.

Despite national and regional differences, the advance of services in the world during
the last decades is notable. Table 2 shows that services were the only sector with
positive annual growth rates in value added (% GDP) in every country under analysis
during 1990-2005 (except for Middle East and North Africa). According to the data,
manufacturing is downsizing in most of the nations (except for China, India and
Middle East and North Africa) and the diminishing contribution of agriculture to GDP
is evident since all countries experienced negative growth rates in the period under
study. An other measure of structural change is based on the movements in the
composition of labour force. In this sense, the trends present in value added replicate
to some extent trends in employment data. (Table 3).

Table 3. Sectoral share in total employment, annual growth rate 1995-2005

AGR MAN SERV
Korea -3,9 -2,2 1,7
Japan -3,1 -1,8 1,1
EU25 -2,7 -1,4 0,8
United States -1,8 -1,6 0,4
Australia -3,6 -0,6 0,4

Source: Based on EU KLEMS Database.
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As it can be observed in Table 4, five categories explain the bulk of the relative
participation of services in value added and employment of the European economy.
Distributive trades, business services, public administration, education, health and
social work represent more than 40 per cent of the total value added generated by
the EU25, and almost 50 per cent of employment.

Business services were the single most important service category in terms of value
added in the European economy in 2005, while in employment it takes the second
place after distributive trades.

This sector has experienced a major advance in both categories during the last
decade.

Other business activities represent the category that contains the bulk of business
services, both in value added and employment. This category comprises very
heterogeneous activities, ranging from operative services, such as security activities
or industrial cleaning to intensive services in highly-qualified human capital, including
advanced consultancy services. More than 18 million people were in 2005 engaged
in such service activities, and their share in employment increased from 6,4% to 9%
in the last decade.

Table 4. Main data regarding services in the EU25, 2005

Value added Employment
Thousand
Sectors million | Share | AGR | . |Share | AGR
1995/ 1995/
Euro (*) % 2005 % 2005
Total 10.297,0 100 2,2 202.950 100 1,0
Agriculture 146,9 1,4 0,9 10.015 4.9 -1,7
Manufacturing 2.725,9 26,5 0,7 50.642 25,0 -0,5
Distributive trades 1.030,3 10,0 2,6 30.688 15,1 1,1
Hotels and
restaurants 230,1 2,2 1,7 9.352 4,6 2,6
Transport 542,2 53 2,7 8.808 4,3 1,0
Communications 262,1 2,5 7,6 2.939 1,4 0,0
Financial services 631,4 6,1 3,4 5.673 2,8 0,4
Real estate 1.100,2 10,7 1,9 2.175 1,1 2,7
Business services 1.109,9 10,8 4,1 22.623 11,1 4.5
- Renting 120,0 1,2 5,7 553 0,3 3,2
Computer and
related activities 189,9 1,8 7,8 3.059 1,5 6,5
R&D 37,2 0,4 0,8 768 0,4 1,4
Other business
activities 762,8 7.4 3,2 18.244 9,0 4.4
Public administration 730,9 7,1 1,3 13.562 6,7 0,2
Education 702,9 6,8 1,1 13.866 6,8 1,4
Health and social
work 664,3 6,5 2,4 18.669 9,2 1,7
Other community,
social and personal
services 376,0 3,7 1,9 9.519 4,7 2,2
Private households
with employed
persons 43,9 0,4 1,7 4.421 2,2 2,8

Source: * Current prices, AGR: annual growth rate. Based on EU KLEMS database.
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Convergence or divergence in services

When analysing sigma convergence (time profile of dispersions of services relative
participation in total employment) across EU25 and the United States intra-sectoral
variations in trajectories can be observed. As shown in Figure 3, real estate, renting
and business activities and financial services increased their national differences in
the last decade.

Within the first category, other business services as well as knowledge intensive
business services (KIBS) show signs of divergence across the economies
considered.

Health and social work also show higher dispersions in 2005 than in 1995.

These increasing divergence patterns across Europe and the United States indicate
that the development and location of these activities is still far to be uniform. On the
other hand, a convergence process (or a decrease across national dispersions) can
be observed in hotels and restaurants, distributive trades, water and air transport,
education, inland transport, other community, social and personal services and post
and telecommunications.

Figure 3. Sigma convergence, EU25-US
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Note: Standard deviations in the participation of services sectors in total employment. KIBS includes
computer and related activities, research and development and Legal, technical and advertising. Other
business services include renting of machinery and equipment and other business activities. Source:
Based on EU KLEMS Database.
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Key messages The new service economy places services at the centre of any economic
for and social activity. However, statistical and qualitative analysis can only
policy-makers, be made at sectoral level based on the traditional classification of
businesses, economic activities. New statistical approaches would require capturing

the essential features of the new service economy and its integration in

trade unions and . e .
any social and productive dimension.

civil society

actors Three types of fundamental changes can explain the increased

participation of services in modern economies: changes in inputs
(labour, human capital, technology), in productive systems (flexibility and
goods-services integration) and in markets (economic growth, role of the
State). The service economy is also growing as a consequence of the
new challenges that relate to: global sourcing, service liberalization, ICT
boost, service standards, formalization of service engineering,
sustainable development, new KIBS (knowledge intensive business
services) needs and ageing of population among others.

The service economy, just as economic sector, is expanding in most
countries of the world, but at different paces. In 2005, agriculture,
manufacturing and services value added accounted for 3%, 28% and
69%, respectively, of world gross domestic product (GDP). In the United
States, services represent nearly 80% of value added and employment
while in many European economies (United Kingdom, Netherlands,
Luxembourg, Sweden, France, Denmark and Belgium) they have
already exceeded an achievement level of 70%.

Tertiarisation processes have been important in transition and emerging
economies as well. EU10 has gone through the fastest tertiarisation
process in terms of value added: services sectors represented 40.8 % of
GDP in 1990 and 15 years latter they can explain 61.4%. Outside
Europe, other manufacturing countries have moved to services as well.
For example, Korea has experienced a very fast tertiarisation process
regarding employment: service activities represented 53.8% of total
employment in 1995 and 10 years latter they can explain 65%. However,
while manufacturing shows a diminishing contribution to GDP in most of
the countries, in countries like China and India the manufacturing basis
continue expanding. These two economies have experienced,
respectively, 0.9% and 0.5% of increase in industry value added (%
GDP) per year during 1990-2005.

Major categories of services are distributive trades, business services,
public administration, education, health and social work representing all
together more than 40 per cent of the total value added generated by the
EU25 in 2005, and almost 50 per cent of employment. Among these,
business services have experienced a major advance in both categories
during the last decade.
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In 2005, market, public and mixed services explain, respectively, 36.4%,
6.7 % and 24.9% of total employment in EU25. However, Europe holds
great diversity regarding these services categories. In the United
Kingdom and the Netherlands the participation of market services in total
employment surpass 40%, whereas in Poland and Lithuania they
represent half of this figure. Belgium and France concentrate more than
9% of total employment in public services while in United Kingdom and
Ireland this share is around 5%. In mixed services, Sweden and
Denmark employment share is approximately 35%, but in Portugal this
figure reduces to the 17%.

Despite this heterogeneity, several clusters of countries can be outlined
depending on the relative shares of market, public and mixed services in
total employment and their evolution during the last decade. The groups
of nations identified reflect - to a certain extent —different social or
welfare state models: Mediterranean, Continental, Anglo-Saxon, Nordic
and CEEC.

The main dominant trend across clusters during the last decade is
towards an increased participation of market services in total
employment. On the other hand, in mixed and public services there is no
clear evidence of a catching up process or a predominant trend.

A single model of structural change across EU25 and the United States
can not be deduced using employment data. A convergence process
regarding relative service participations in total employment seems to
exist in distributive trades, hotels and restaurants, water and air
transport, education, other community, social and personal services and
post and telecommunications. Distributive trades and post and
telecommunications are the sectors that show the fastest rates of
convergence. In some dynamic services, like real estate, renting and
business activities the catching up of the least advanced economies has
not been enough to reduce the overall distances across countries.

The service economy imposes new challenges to policy makers. There
is a need to apply new services-oriented policy performance criteria
within existing community policies and to develop policies that address
specific problems arising from topics such as innovation and R&D,
regional localization, quality, employment, qualifications, interdisciplinary
education and statistics. Intra-sectoral variations as well as country and
regional differences should also be taken into account when designing
policy interventions in the service economy.
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