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Introduction

Lack of comprehensive, long-term innovation
strategies Is largely responsible for the fact that
the countries of the Visegrad Four (V4), especially
Poland, Hungary and Slovakia, are still lagging be-
hind Western Europe in their innovative perform-
ance. The global economic crisis, together with
a new Institutional and political opening in Euro-
pean politics, provide favourable ground for a par-
adigm shift in their policies of innovation. This
Is needed all the more urgently since the global
geography of innovation has been ‘turned upside
down'" during the last years.

In their search for this new paradigm, the countries of V4 should
re-consider their current status of transitional economies. In
order to exploit this status to the maximum and, at the same time,
accelerate their promotion to the upper league of innovators, the
V4 should adopt a two-fold approach: on the one hand, focused
on strengthening the absorptive and creative capacities; while on
the other hand promoting the development of well-functioning
mechanisms for a proper identification and administration of their
‘niches’ in the emerging global architecture of innovation.



The category of a ‘niche’ must be understood in a broad sense,
encompassing both those sectors of the economy where a given
country could boast a comparative advantage (e.g. manufactur-
ing, automobile industry), as well as such a location in the global
chain of innovation where this country can most efficiently per-
form (e.g. basic research, applied research, commercialization).
Having broadly determined their niches, the V4 countries would
have to match this vision with a specific policy approach, which
should become the first element of a more fundamental change
in the paradigm of innovation policy.

We argue that the V4 countries should have an ambition of play-
ing an active, not a secondary role in the global chain of inno-
vation. However, in order to achieve this objective, they would

need to make a thorough paradigm shift.

Given that simple com-
petitive advantages of
their economies may be-
come largely depleted,
the V4 countries will have
to switch smoothly from
the efficiency-driven to
the innovation-driven
economy.

Given that simple competitive advantages
of their economies may become largely de-
pleted, the V4 countries will have to switch
smoothly from the efficiency-driven to the
innovation-driven economy. This would re-
quire a comprehensive strategy, with a clear
division of labour between the State and the
market; with accurate instruments of imple-
mentation; consistent with all the other as-

sociated policies (education, infrastructure,
healthcare, SME support, regional development, social policyl;
and putting innovation in the very centre of the political agenda.
This is not only a question of what V4 could do to benefit the
most from the global move towards the knowledge-based so-
ciety. Now, with the ‘world’s centre of gravity shifting towards
emerging markets’?, it is more and more a matter of how to sur-
vive in the new global economy.

While sketching their new strategies of innovation, and espe-
cially when thinking about a possible scope for the policy of
specialisation, the government should ensure that the market
remains the principal driver of the process. Having said that,
the State has an important role to play on both the demand and
supply side of the equation. On the one hand, it should provide
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for an adequate innovation infrastructure (e.g. physical infra-
structure; education and skills; research base) and aim at iden-
tifying and eliminating market deficiencies (e.g. aligning educa-
tion system to innovation policy and market needs; securing an
efficient system of innovation governance). On the other hand, it
should play a guiding role in creating a well-functioning market
for technology and it should ‘lead by example’, encouraging in-
novativeness in fulfilling its own functioning making the innova-
tion criterion key in public procurment.

There are a number of reasons justifying the The approaching EU Pres-
common treatment of V4 countries. Firstly, idencies of Hungary and

with the sole exception of the Czech Republic, Poland provide an

excep-

they are all ‘'moderate innovators’ or ‘catch- tionally favorable ground
ing-up countries’ - according to the European  for the V4 to promote their

Innovation Scoreboard. Secondly, there exist priorities in the EU
strong institutional and cultural foundations

for enhanced cooperation between them, even if the full poten-
tial of the Visegrad still needs to be revealed. Finally, their mem-
bership in the EU creates both the need and the opportunity for
common action. In the former case, growing tensions between
the Northern and Southern Europe and the growing possibility
of a new ‘Grand Bargain’ call for a common position of the V4 in
the current discussions. Cooperation in this area would not only
strengthen their voice but also prevent them from becoming mar-
ginalized. In the latter case, the approaching EU Presidencies of
Hungary (1% half of 2011) and Poland (2" half of 2011) create an
exceptionally favorable ground for the V4 to come up with and pro-
mote their priorities in the EU, which is especially important in the
context of the current debates about the new European Innovation
Policy, new Strategy for Employment and Growth (Europe2020),
new Financial Perspective, a possible reform of the Cohesion Pol-
icy and an expected deepening of the Common Market.

*

The following report is divided into four parts. In the first part,
we analyze the current context for the development of innova-
tion in the countries of V4. In the second part, we conceptualise
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the idea of ‘innovation niches’ and we link it with the policy of
‘smart specialisation’, weighing its possible risks and benefits.
In the third part, we put the question of ‘niches’ in the wider
context of a necessary change in the innovation paradigm and
we demonstrate the necessary adjustments that need to take
place in Central Europe. The final part includes specific rec-
ommendations to the V4 governments.




Context

1.1 Crisis & Innovation: a curse or

a blessing for Europe?

Innovation is clearly on top of the current European agenda, as
a result of the crisis which shook the foundations of European
economies. Innovation is meant to play a pivotal role in achieving
smart, sustainable and inclusive growth in the EU. An ‘Innova-
tion Union’, consisting of “improving framework conditions and
access to finance for research and innovation so as to ensure
that innovative ideas can be turned into products and services
that create growth and jobs™, is the first out of seven flagships
included in the Europe 2020 Strategy. Maire Geoghegan-Quinn,
who is the first Commissioner for Innovation in the history of
the European Commission, has already set up a panel of experts
responsible for the development of a new indicator of innovation,
given the common understanding that share of GDP to be invest-
ed in R&D does not properly capture the R&D performance. She
has also announced that by autumn 2010 a new Research and
Innovation Strategy for Europe will be published, to be discussed
ataninformal European Councilin September. It is expected that
the strategy will refocus research and innovation policies on the
major challenges facing Europe, and that it will centre not only
on research but also on innovation in business models, manage-
ment structures and the delivery of public services®.



Innovation is also one of the dominating themes in the politi-
cal, scientific and business debates around the world, mostly
due to an intensified global competition. Responding to the
perceived power shift in the global economic order, the Western
countries are actively searching for new ways of how to spur in-
novation anew. One of the examples is the Strategy for American
Innovation, announced by Barack Obama in 2009. This involves
three groups of actions: (a) investment in the building blocks
of American economy, (b] promotion of competitive markets
that spur productive entrepreneurship, as well as (c]) catalyzing
breakthroughs for national priorities®. It may be seen as a clever
example of how an optimal role for the State in the area of inno-
vation could be defined in the current international context. Al-
though some American analysts argue that this strategy is still
‘nothing but ideas’, we can expect that the US would succeed in
implementing the eventual action plan. In fact, insofar they have
been much more successful in this respect than the EU, not to
mention the V4.

The meaning of innovation as well as a scope for its application
are constantly evolving, while measures of innovation used in dif-
ferent reports are being progressively improved. For instance, the
OECD, the US Department of Commerce and the British National
Endowment of Science, Technology and the Arts [NESTA] are all
considering their own versions of new, more extensive measures.
The Summary Innovation Index (SI), used in the European Inno-
vation Scoreboard, constitutes a good example of such an exten-
sive measure, focused on multiple aspects of innovation. This is
currently seen not only as an element in the exit-strategies from
the current economic crisis but also as a possible answer to the
most urgent societal and environmental challenges. In the Global
Innovation Report we read: “Innovation is the game-changer, as
Brazil has proved with its nationwide ethanol improvisation. In-
novation is green as Iceland has proved with its geothermal revo-
lution. Innovation is global as Google or Taiwan’s chip industry
has undeniably proved. Innovation is inclusive as Bangladesh's
garment workshops have proved. (... The concept has changed
to become the center point of a survival strategy for the smallest
enterprise to the largest nation’".
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The global economic crisis, in a counter- The global economic cri-
intuitive fashion, demands even greater sis can not only foster re-
emphasis put on spurring innovation. First covery of the economies

of all, there is no doubt that innovation is struggling with

short-

key to improving productivity which in turn term problems, but also
is fundamental for higher competitiveness. provide them with a pow-
Thus, innovation enters the scene as a major erful anchor of improved

candidate to become a new powerful driver competitiveness

in the

of economic growth. It can not only foster medium and long run.

recovery of the economies struggling with

short-term problems, but also provide them with a powerful
anchor of improved competitiveness in the medium and long
run. Besides, the crisis fosters change, thus enabling the long-
neglected improvement in the way innovation is perceived, per-
formed and supported. Finally, it favors creativity: many of the
greatest breakthroughs (e.g. television or xerography) emerged
during periods of depression. This apparent paradox can often
be explained by the notion of “creative laziness”, according to
which a lack of resources can become a powerful incentive to-
wards innovating - as was the case with the decoding of DNA.

However, in order to appreciate the benefits that innovation
can bring and to make full use of its potential, the countries of
the European Union should radically change the way they ap-
proach it. Innovation should be understood in a broader sense,
encompassing not only the product or process but also manage-
ment, design, marketing and services. While measuring innova-
tion, we should have a wider perspective and focus not only on
the quantity of R&D expenses, but also -and even more- on its
quality. When thinking about the actors involved in the process
of innovation, we should take into account separate roles and re-
sponsibilities for the government, the market, the academia and
individuals. Last but not least, the increasingly ‘open’ character
of innovation should be factored into the equation. According to
Williams, co-author of “Wikinomics”, we are living in the ‘era of
openness’ which is driven by four big institutional transforma-
tions: in economy (with greater openness in innovation and sci-
ence, enabled by a growing Internet penetration), in education
(with new models of collaborative pedagogy and learning), in en-
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ergy (with an open-source grid) and in government (with open-
ness as a new source of efficiency and legitimacy)®. All in all,
innovation should be seen as one of the key rules of the game in
the economy of the 215t century.

It would be far too simplistic to conclude that, given current
economic and political situation and evident benefits that the
focus on innovation would give, we are now bound to innovate.
European discussions concerning innovation have been taking
place for several decades, and yet, despite repeated statements
of intent, taking certain steps proved impossible. This concerns,
most of all, the Community Patent. According to recent reports
by Bruegel’, its introduction would drastically reduce relative
patenting costs for applicants while generating more income
for the European - and National - Patent Offices as well as

increased savings for the business sector.

[t would be far too sim- However, we observe a strong and continued
plistic to conclude that, resistance to this solution. Two official prob-
given current economic lems are language and the establishment of
and political situation a centralized patent-litigation system. Be-
and evident benefits that sides, there is a powerful political blockade
the focus on innovation based on fear of losing economic rents (by
would give, we are now patent attorneys, translators and lawyers)
bound to innovate. and the reduction in the controlling power

by national patent offices. As long as a Sin-
gle EU Patent is not created, the European entrepreneurs and
companies will still be paying an effective tax on innovation'®,
which would hamper the development of a truly European inno-
vation area. In this context, we should welcome the declarations
by Maire Geoghegan-Quinn about giving a ‘vigorous push’ to ef-
forts to agree on an EU patent, and support her in overtaking the
political obstacles to this end.

However, the Community Patent would answer only partially to
the increased demand for the pro-innovative environment at the
European level. Already in 2006, in the “Creating an Innova-
tive Europe” report, the group chaired by Esko Aho proposed
a whole array of actions which the EU should undertake in
order to become truly innovative. They drew attention to the
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need to create a functioning market for innovative goods and
services. They put forward several suggestions as to how to
secure the necessary resources for R&D and innovation in Eu-
rope. And they described ‘structural mobility’ as the basis for
an innovation-driven success. In their final word they argued:
“The opportunity to implement the proposed actions will not be
available for much longer. Europe and its citizens should real-
ize that their way of life is under threat but also that the path to
prosperity through research and innovation is open if large scale
action is taken now by their leaders before it is too late”"". Four
years later, we may justly ask whether in fact it has already not
become too late, now that the EU is coping with more funda-
mental problems which have to do with the preservation of the
European model and the European project.

Judging by appearances, a recent discussion From the perspective of
over the priorities of the Europe 2020 Strat- the V4 countries, there is
egy laid bare sharp differences between the a clear win-win relation-
Member States in their attitudes towards in- ship between innovation

novation. On the one hand, there seemed to and cohesion.

be the technologically advanced countries of

the Western and Northern Europe which considered innovation
as a crucial driver of economic growth, especially in the times of
crisis, and thus would like to put it at the heart of the new strat-
egy. On the other hand, there seemed to be the catching-up or
moderately innovative countries from Central and Eastern Europe
who drew attention on the need to develop infrastructure first be-
cause its underdevelopment constitutes a major obstacle to their
economic growth. However, such a picture would be far too sim-
plistic. From the perspective of the V4 countries, there is a clear
win-win relationship between innovation and cohesion. This is
partly reflected in the on-going work on “Innovation through Co-
hesion” in the context of the Polish EU Presidency. Only partly, be-
cause the actual relationship between the two is two-way. On one
hand, Cohesion Funds enable the improvement in technological
absorption whose underdevelopment is seen in the V4 as a major
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obstacle to innovating. On the other hand, innovation can become
a powerful driver for economic growth, thus fostering greater
economic and social cohesion.

The current version of the Europe 2020 Strategy, unlike the
original one, acknowledges these specific circumstances for the
less innovative Member States. It includes the development of
physicalinfrastructure in the list of the Strategy’s objectives, and
confirms a key role of Cohesion Funds as an instrument of its
implementation. However, these modifications should be used
in a smart way by the countries of our region, as an oppor-
tunity rather than as a justification to positioning themselves
as technologically retarded, economically handicapped ones,
and thus liberated from the obligation to focus on innovation.
Europe 2020, if effective, could enable them to strengthen their
links with the international economy which is becoming increas-
ingly global, interconnected and competitive.

Unfortunately, innovation in Central Europe is still largely un-
derestimated as a potential driver of economic growth. It is seen
as a distant objective, a luxury which only the most developed
economies can afford. In the end, the V4 are investing appallingly
little in innovation and lack adequate innovation infrastructure.
Against the Lisbon target of 3% of GDP to be invested in R&D, Po-
land in 2008 reached a level of mere 0,61%, compared to Estonian

1,29% or Slovenian 1,66%. Out of the V4, only

Unfortunately, innovation the Czech Republic scored relatively well with
in Central Europe is still  1,47%, but still below the EU average of 1,90%.

largely

underestimated As regards the innovation infrastructure and

as a potential driver of environment, the V4 are largely at a develop-
economic growth. ing phase. According to the European Innova-

tion Scoreboard, access to private credit and
venture capital is still well below the EU average, just as is the
number of EPO patents, community trademarks or community
designs granted. Linkages between academia and business are
relatively weak, while the share of innovative enterprises is, in
comparison with Western Europe, very low which results from
weak incentives for their development. Even the alleged relative
strengths of V4, like human resources in Poland, result somewhat
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weaker when seen in more detail. In this particular case, there is
a general agreement that the amount of highly skilled and edu-
cated people does not correspond to the market needs while the
exact quality of this education leaves a lot to be desired. All in all,
the Summary Innovation Indexes (SlI) for all of the V4 countries
are below the EU average, with only the Czech Republic scoring
relatively well. Another recent survey demonstrates that out of all
of the Central and Eastern European countries, only the Czechs
-together with Slovenia- possess relatively strong prerequisites
for knowledge economy growth'?.

For the last 20 years, the V4 countries have been progressively
improving their performance in the area of innovation, which is
reflected in their improved position in innovation ratings. However,
they are still lagging behind leading European innovators. In the
last European Innovation Scoreboard all of the V4 countries are de-
scribed as ‘'moderate innovators™. This means that they are in the
third out of four groups of countries classified from the most to the
least innovative. Apart from the Czech Republic whose rank has not
changed much since the previous poll, Poland, Slovakia and Hun-
gary have just managed to get out of the lowest group of ‘catching-
up countries’™. The V4 countries are not only below the European
average as far as innovation is concerned, but - what is even more
important - they have a long way to go before they become ‘innova-
tion followers’, not to mention ‘innovation leaders’.

It remains an open question whether the
crisis would lead to the reversal of this
convergence of innovation performance
between the more and less innovative EU
countries or maybe just the opposite. The
former scenario is supported by the fact that
firms in ‘catching-up’ and ‘moderately inno-

We do not know yet
whether the crisis would
lead to the reversal of
convergence in innovation
performance between the
more and less innovative
EU countries, or maybe

vative’ countries, which until recently expe- just the opposite.
rienced the fastest rates of improvement in

their innovation performance, showed the highest propensity to
cut innovation expenditures and expect the greatest decreases
in innovation expenditures in the coming years'. Moreover, giv-
en that certain indicators of innovation performance have a time
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lag of one or more years, even the most recent reports do not
capture a full impact of the crisis. This means that we have to
wait a little bit longer to see the real effect of the crisis on con-
vergence. However, the latter scenario is also possible largely
due to the EU Structural Funds which work against the impact
of the crisis, in a way typical for ‘automatic stabilisers’. There-
fore, in the short run, all of the V4 economies might experience
convergence and improvement in various elements of innova-
tion activity. Still, this would not necessarily mean that we are
on a right track. Our apparent performance might improve but
the eventual absorption of increased resources as well as their
efficient use would depend on the quality investments now and
on the implementation of appropriate reforms.

This leads us to the question of the effectiveness of V4 policies
in those areas which have a direct impact on innovative activ-
ity. Their greatest weaknesses have usually been common for
the V4 and included: insufficient provision of resources; exces-
sive emphasis on top-down mechanisms; as well as scant atten-
tion put on creating pro-innovative incentives and strengthening
linkages between academia, the administration and the market.
Besides, legal systems in V4 countries have usually put many
obstacles to bankruptcy, while legal proceedings have been tak-
ing a lot of time, which partly explains why the ‘grey economy’
has always constituted a significant problem. Most importantly,
the V4 hold the same entrepreneurial culture of risk-aversion
which needs to be challenged through adequate market incen-
tives and government leading by example.

The example of the Polish pharmaceutical sector demonstrates
how the insufficient provision of proper regulations and market
incentives can stifle innovation. The pharmaceutical sector is
normally characterized by very high innovativeness, accounting
for around 20% of the total R&D expenditure. However, in Po-
land it is well below this level, which can largely be explained by
a lack of necessary pro-innovative incentives. The reimburse-
ment list includes fewer innovative medicines than is the case in
the neighboring countries, which effectively discourages innova-
tion in this sector. Besides, there is little of a dialogue between
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stakeholders in the system which creates a powerful commu-
nication barrier and hampers the introduction of the greatest
breakthroughs into the market.

All of the V4 can boast some kind of an Innovation Strategy.
The Czech Republic is a regional leader in this respect. In 2008,
the Czech government approved a Reform of the System of Re-
search, Development and Innovation whose motto read Science
turns money into knowledge, innovation turns knowledge into money,
and which simplified the system of public support for R&D&I.
Besides, in 2009 the government approved a ‘National policy of
research, development and innovation of the Czech Republic for
2009 — 2015, which stipulated the basic policy direction for
the coming years and tackled further questions, such as inter-
nationalisation of R&D&I, its relationship with the society as well
as the provision of quality human resources. Finally, responding
to the economic crisis, the Czech government committed not to
reduce public investment in R&D&I". Promising changes are
also visible in Poland. In April 2010, the Polish Minister of Sci-
ence and Higher Education announced amendments to the Law
on Higher Education, stipulating inter alia creation of Leading
Scientific Centers, adaptation of the academic program to mar-
ket needs, and the strengthening of links between universities
and business. The basic policy direction has largely been put
forward in the “Poland 2030 Report”, prepared by the Board of
Strategic Advisers to the Prime Minister of Poland, which sug-
gested that by 2030 the level of R&D investment should increase
up to 4% of GDP (with 2% coming from private sources), while
the share of scientists working in the public sector should fall
from current 92% to 60%.

However, the exact effectiveness and appropriateness of these
regulations, many of them only drafts, still need to be verified.
All the more since the mere “newness” of innovation policies is
not a value in itself. Regardless of whether there is a change in
the government or not, there is usually too much fluctuation in
the innovation policy in the region, which may be exemplified by
the Hungarian Ministry of Innovation, operational for eight months
and then abolished. Due to this institutional chaos, national in-
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Thereisusually too much  novation policies are incomprehensible to the
fluctuation in the innova- general public and to those who are supposed
tion policy in the region.  to implement them, which altogether trans-

lates into their limited efficiency.

Therefore, a “long-termism”, wider outlook and greater con-
sistency should become key characteristics of innovation
strategies in the V4. On the one hand, well-prepared and al-
ready implemented strategies should be continued, which is
a precondition for them to take root in various spheres of the
economy and science. On the other hand, the V4 must aim at
a wider outlook of their innovation strategies as well as a great-
er consistency between all the policies which have some impact
on innovative activity. The strategy of innovation should encom-
pass the entire "knowledge triangle” (education, research, in-
novation), focus on market incentives and put attention on good
governance and the efficiency of public administration. I
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Turning gaps into niches

The V4 countries must renew their bonds with inno-
vation. In our view, a double-track process is needed
here. On the one hand, the V4 should focus on the
necessity to fill ‘knowledge economy gaps’. On the
other hand, they should try to define and exploit their
‘innovation niches’. Achieving both of these objec-
tives may require some kind of a smart policy of spe-
cialisation, which should leave key role to be played
by market forces. However, no effort would be effec-
tive without a strong political support, both at the na-
tional and European level.

2.1 Filling the knowledge
economy gap

According to the analyses of the World Bank', countries should
undertake different mix of actions in their innovation policy de-
pending on their ‘knowledge economy gap’ vis-a-vis the bench-
mark economies. Those with large gaps should concentrate on
improving their technology absorption, whereas more successful
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The V4 countries should catching-up economies should start putting
both improve their tech- more effort into sustaining productivity growth

nological

absorption through own innovations'. The V4, in their

and sustain productivity position of transitional economies should im-
growth through own in- peratively join the two types of actions.
novations. The latter may

require a smart form of Improving technological absorption involves
specialisation. several necessary steps. Adequate infra-

structure and environment should be as-
sured in order to enable a more effective absorption of new
technologies. This concerns, first of all, physical infrastruc-
ture (like highways, airports or railways) which - notably in the
Polish example - constitutes a still powerful obstacle to the
flowering of entrepreneurial initiatives. Secondly, knowledge-
economy infrastructure needs to be improved including broad-
band access to Internet, IT infrastructure, quality research
centers, clusters and knowledge parks. It is symptomatic that
Poland has until now used only a few per cent of available Eu-
ropean funds aimed at developing broad-band access to Inter-
net. Thirdly, changes need to be introduced to the education
system which should be characterized by high quality as well
as consistency with both the market needs and the national in-
novation strategy, in order to guarantee an adequate supply of
specialists. Finally, favorable conditions and climate for invest-
ment are necessary with inter alia facilitated access to capital
(e.g. credits for small and young entreprises, which demon-
strate the greatest innovativeness?), stimuli for Foreign Direct
Investment, as well as better regulation (e.g. less restrictive
bankruptcy laws]).

Technological absorption should be enhanced through the pub-
lic sector leading by example and creating or strengthening
markets for innovative solutions or products. Introducing inno-
vative instruments in the public sector (like e-administration,
e-education or e-health] or making public procurement de-
pendent on the innovativeness criterion should help spread the
culture of innovation in the national economy, thus leading to
a considerable improvement in its efficiency and in general con-
ditions for economic growth.
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Filling the knowledge-economy gap as a first measure of ‘turn-
ing gaps into niches” should not raise many objections. As ar-
gued in one of the previous demosEUROPA reports, “the so-
lutions are there and do not have to be reinvented. All that is
needed is the political will?’”. However, the situation is different
with regards to the second measure: sustaining the productivity
growth through own innovations. This may be achieved through
various approaches. We argue that the V4 countries, being EU
members, should opt for a smart policy of specialisation. How-
ever, such a policy would have to be much smarter than the
so-called ‘smart specialisation’, originally suggested by Do-
minique Foray. Recently, this concept has become increasingly
popular thanks to its inclusion in the Europe 2020 Strategy.

According to Dominique Foray, “too many regions in Europe opt to
compete in the same worldwide or European tournament in the
field of biotechnologies or information technologies. This sheep-
like behaviour inevitably leads to a collection of subcritical systems
and results in an unhealthy uniformisation of the European knowl-
edge base?”. In order to reconcile European polarisation and dis-
trubution, that is the targets of both innovative and cohesive Europe,
he suggests that innovation followers and catching-up economies
should define their role in the global chain of innovations in a dif-
ferent way than innovation leaders do. “While the leader regions
invest in the invention of a General Purpose Technology (e.g. bio-
technology, information technology) or the combination of different
GPTs (e.qg. bioinformatics), followers must invest in the co-invention
of applications, that is development of the applications of a GPT in
one or several important domains of the regional economy?”. As
a result, “these regions enter into a realistic and practicable com-
petition logic, by defining a competition arena composed of a small
number of players?”, while at the same time unnecessary duplica-
tion is avoided in the European economy. The difference between
GPTs and co-invention of application, in the words of economist,
may be explained in the following way: “Invention of a GPT extends
the frontier of invention possibilities for the whole economy, while
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application development changes the production function of a par-
ticular sector?®”. By these standards, the V4 should leave the de-
velopment of the greatest inventions to the most advanced econ-
omies and concentrate rather on the co-invention of applications
in their own areas of specialisation. Such an approach, focused on
complementing the country’s productive assets, would —according
to Foray- enable a progressive creation of comparative advantages
and would be far more effective than the current ‘spreading invest-
ment thinly across several technology fields, not making much of
an impact in any one area’?.

Foray adds two important remarks to his concept. First, he un-
derlines that the smart specialisation should be understood as
a specifically ‘entrepreneurial process of discovery?’’, and not
a form of a top-down industrial policy. The government would
still have to play very important but more infrastructural role
(e.g. through provision of information about emerging techno-
logical and commercial opportunities and concerns, or about
possible sources of finance) as well as a motivating one (e.g.
through provision of incentives which encourage entrepreneurs
to invest in a risky discovery process).

Further integration of Eu-
ropean research should
be accompanied by new
innovation  policies in
the V4 countries. Oth-
erwise, there is a risk of
increased polarisation in
Europe in the innovation
performance, with ‘lead-
ers’ reaping all the fruits
of the ERA, and ‘follow-
ers’” succumbing to even
deeper marginalisation.

Secondly, he admits that the smart specialisa-
tion really makes sense when a truly Euro-
pean Research Area (ERA) is developed. The
ERA may constitute an antidote to the current
uniformisation and a nationally-based frag-
mentation of European research. By enabling
the freeing of “agglomeration process’ plus the
occurrence of ‘economies of scale” and ‘econo-
mies of variety’, it could lead to a substantial
improvement in the efficiency of European
research. Those countries or regions that veg-
etate on the margins of the global innovation
system but wish to stay in the game, should be
especially interested in a further development

of the ERA - just as they are in the deepening of the Internal Mar-
ket of the EU. However, further integration of European research
should be accompanied by new innovation policies in these very
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countries. Otherwise, there is a risk of in-
creased polarisation in Europe in the innova-
tion performance, with ‘leaders’ reaping all the
fruits of the ERA, and ‘followers’ succumbing
to even deeper marginalisation. The concept of
smart specialisation is supposed to constitute
a solution to this problem.

Nevertheless, Foray’s theory of ‘smart spe-
cialisation” has several drawbacks that need
to be eliminated if the V4 are indeed to spe-
cialise smart. In any case, they should special-
ise even smarter than Foray recommends. The
first objection is that there exist GPTs (e.g. ICT

or biotechnology) which present more opportunities for technologi-
cal development and innovation than others. If everyone specialises

The V4 countries need to
find their own version of
‘smarter specialisation’.
This could be based on:
the creation of the best
conditions for the en-
trepreneurial  activity;
unequivocal support for
promising European ini-
tiatives; and governmen-
tal support in those ar-
eas where incentives for
business are to weak.

in biotechnology, this does not necessarily mean uniformisation or
research duplication, because the technological area is sufficiently
rich for everyone to find its own niche. Secondly, the bulk of EU fund-
ing is directed to these areas, which further justifies their selection
by researchers from Central Europe. Thirdly, using the term “dupli-
cation” is misleading in relation to these areas because the actual
situation has many characteristics of a synergy. Furthermore, the
argument that leaders should invest in basic research while follow-
ers and moderate innovators should rather concentrate on applied
research, is ill-founded and fundamentally flawed, and thus cannot
be accepted by the V4. In the chain concept of innovation, basic and
applied research are strongly inter-related, so we cannot separate
them and allocate the privilege of carrying out basic research only
toinnovation leaders. All the more since applied research is strong-
ly related to commercialisation, which is not a local strength of the
V4. Finally, if the criterion of capital-intensity is a decisive one, then
applied research, if related to commercialisation, is in most cases

more capital-intensive than basic research.

Therefore, the V4 countries need to find their own version of
‘smart specialisation” which would not repeat the flaws of the
Foray’'s concept. Such a policy could be based on the following

triad of activities.
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‘ First of all, the governments of the V4 countries should search
for areas of a possible intelligent specialisation. They should eli-
minate obstacles to their smooth development whenever market
deficiencies are identified. At the same time, they should actively
support initiatives in those sectors which are seen as strategical-
ly important or may produce positive externalities. Unlike in Fo-
ray’s theory, the V4 may pursue both basic and applied research
depending on the opportunities which emerge, especially since
both elements of the innovation chain are strongly interrelated.

‘ Secondly, the V4 governments should leave as much as possi-
ble to the market forces. The best policy of smart specialisation
is a policy of a smart State, that is such which favors entrepre-
neurial activity and aims at lifting all the obstacles to a smooth
development of businesses. The most important role for the go-
vernment would be to guarantee good regulations and the rule of
law and to mitigate possible asymmetries of information.

‘ Third, the governments of the V4 countries should unequivocal-
ly support promising initiatives at the European level, especially
the development of European Research Area, the deepening of
the EU Single Market and the introduction of the Community Pa-
tent. Any initiative which enlarges the market and the research
area is favorable from the point of view of smart specialisation
because it enables a more effective allocation of resources, the
occurrence of economies of scale and economies of variety, and
the freeing of the agglomeration process.

Once we agree that the V4 should embark on a kind of speciali-
sation policy, we face a difficulty of finding the right innovation
niches. This question needs to be tackled for two reasons. First,
no matter how much ‘entrepreneurial’ this process may be, the
government will still have much to do, especially when selecting
priority areas of research, that is those at which additional incen-
tives should be targeted. Secondly, the business community also
has to learn how to find adequate innovation niches, given the oc-
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currence of market deficiencies which can be explained in refer-
ence to several factors. First of all, the development of innovation
involves taking considerable risks. Therefore, entrepreneurs need
a specific environment (e.g. laws & regulations, fiscal incentives)
which would encourage taking risks. All the more since some of
possible niches may exist in those areas which may have very
positive externalities or high social value (e.g. fighting poverty or
climate change) but are of limited interest to the entrepreneurs,
due to exceptionally high investment risk or a difficulty in pro-
tecting intellectual property rights. Secondly, the whole economic
activity is situated in a general political context. The areas of en-
trepreneurial activity will largely depend on the direction of both
national and European policy. The business community will not
engage in ‘smarter specialisation’ unless it is persuaded that
the government and the EU will durably bet on innovation. The
current difficulties in developing innovative projects in the energy
sector, like CCS plants, is a good example here: entrepreneurs
have insufficient incentives to pursue their projects given the un-
certainty about the future political decisions. Last but not least,
due to insufficient links between the business and the research
community, entrepreneurs may face a problem of weak exchange
of information about the most promising areas of investment.

In their search for innovation niches, the governments and en-
trepreneurs of V4 should be guided by the will to get as close as
possible to the research frontier while remembering about the
specific needs and limited potential of their economies. Looking
for a proper direction, they should -first of all- take account of
the greatest challenges that Europe and the global economy
are facing. These include: aging population, climate change,
poverty reduction, migration or reforming the health-care sys-
tems. We can be sure that in the future there will be a high de-
mand for innovative solutions to these challenges, which makes
these areas exceptionally attractive for both researchers and
business; especially since we can expect that they would enjoy
a strong political and financial backing in the EU.

Besides, there are those areas of research which are on top of
the global research agenda, considered as the most important
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or promising fields of the moment. It is often argued that Eu-
rope cannot permit itself to lag behind in nanotechnology, bio-
technology or cognitive/neuro-sciences. These areas are seen
as the most fertile areas for innovation, enabling positive effects
in different other domains, as confirmed by several successful
examples of smart specialisation (e.g. biotechnology applied to
the exploitation of maritime resources in Andalusia; nanotech-
nology applied to the wine quality control, fishing, cheese and oil
industries in Braga®; or biotechnology in Hungary®).

Furthermore, there are the strategic areas of research, seen as
the most attractive from the European perspective. Esko Aho in
2006 included seven areas in this group: e-Health, Pharmaceu-
ticals, Transport and Logistics, Environment, Digital Concept,
Energy and Security. Their common trait is that they “combine
great need with many possibilities for revolutionary innova-
tion*?”. Most importantly, all of them correspond to the before-
mentioned greatest challenges.

Finally, there are those sectors of the economy in which a given
country is specialising or enjoys a competitive advantage (due
to its natural, human, organizational or other resources), as well
as those areas which correspond to its particular needs or chal-
lenges. In the Polish case, this would concern e.g. clean coal
technologies (e.g. CCS). Poland has a long history of specialis-
ing in the production of coal, its energy sector largely depends
on coal, whereas the emissions reduction targets create a need
for developing new, clean coal technologies. Thus Poland may
transform its experience and dependency into a profit, while giv-
ing impetus to the national economy and producing very positive
regional externalities.

The smart policy of spe- When searching for their innovation niches,
cialisation will consist in  the decision-makers as well as business lead-
tailoring ambitions to the ers and scientists should be inspired by all of
specificities of a country.  these directions. However, the smart policy of

specialisation will consist in tailoring ambi-
tions to the specificities of a country. As the researchers from the
University of Tartu observe, “the new EU member states should
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pay attention to the development of less capital intensive areas
(due to more limited funding capabilities) [...] and maybe also
technology-based services such as health care, energy and envi-
ronment. Particularly important is to find niches inside the broad
area of implementing new technologies in mature industries and
services. Here it is extremely relevant to link new technologies
with the already existing strengths of research expertise®'”. This
prescription is largely correct, with the sole objection that many of
the technology-based services, including those mentioned above,
are at the same time hugely capital-intensive.

A good example of an adequately defined and administered inno-
vation niche would be the Polish textile industry. The Textile Re-
search Institute in £6dz, which has been operating already for 65
years, takes advantage of a rich Polish experience in the sector of
textiles while keeping a strong focus on innovation: its research-
ers regularly receive international awards®’. We can also see
encouraging evidence which demonstrates that a shift towards
some kind of a 'smarter specialisation” is already taking place in
the policies of V4. This is how we should perceive the GreenEvo
project launched this year by the Polish Ministry of Environment.
It aims at supporting the most innovative green technologies (so-
called ‘eco-innovations’) developed by Polish enterprises or sci-
entist, helping them to go global and join an international race
for leadership in the fast emerging green technology market.
Another example is a very successful Mobility and Multimedia
Cluster in Hungary. It includes 53 members who participated in
12 EU funded programs in 2009, with a total budget of 17,8 million
euro, and obtained many award-winning results which were then
integrated into profit-making products and solutions. Similarly,
the Hungarian National Technology Platform for Integrated Micro
and Nanosystems, with 36 members, has produced spectacular
scientific and business results®.

However, this evidence should not blur the general picture of
the V4 lacking effective innovation policies. What we need are
robust innovation policies, with clear divisions of obligations be-
tween State and market, with strong incentives for the devel-
opment of innovations in the desired areas, and with an indis-
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putably European perspective. Such policies are a sine qua non
condition for a smooth development of innovation in those areas
where the V4 can or should specialise.

The political class in the Turning gaps into niches demands strong
V4 countries has not yet political support. In the majority of coun-
succeeded in identifying tries which embarked on new and success-
benefits for themselves ful roads towards innovative economy (e.g.
that they could draw Finland, South Korea), political leaders
from an active stance on played a crucial role. Thanks to their deter-
innovation. mination, it was possible to overcome the

inertia of the system. Unfortunately, in the
case of the V4, there is not an abundance of leaders who are
intent on pushing their countries towards a more innovative
future. General elections set for 2010 or 2011 in all of these
countries raise further doubts concerning the possibility of
reaching quickly a political consensus. The main problem lies
in the fact that the political class has not succeeded in identify-
ing benefits for themselves that they could draw from an active
stance on innovation.

The circumstance of the end of the crisis, together with in-
creased EU concentration on innovations provide a favorable
ground -and a good political justification- for the V4 to focus
on innovation. However, in order to benefit from this favorable
context, the V4 countries will not only have to improve national
infrastructure and environment for the development of inno-
vations. They will also have to join key European debates on
this subject. Given that specialisation can perform most suc-
cessfully in a large research area, they should strongly sup-
port a further development of ERA. They should also lobby
for a further opening of the EU Internal Market. Finally, they
should enter in a constructive way the debates concerning the
new European strategy for employment and growth as well as
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the European Research and Innovation Strategy, the next EU
Budget and the future of the Cohesion Policy. Only the crea-
tion of an effective European innovation area and a correct
orientation of the European strategy for growth, would permit
a reduction of the knowledge economy gap, successful spe-
cialisation and an eventual increase in the competitiveness of
the V4. Therefore, we should be the first to opt for ambitious
actions in this respect.
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For a new innovation
paradigm

This leads us to the final point. The The objective of turning
objective of turning gaps into niches gaps into niches should
should be the first element ina com- be the first element in

pletely new V4 innovation paradigm.
Its further elements, strongly related
to the first one, would consist in in-
ter alia: defining a new role for the public policy in
the area of innovation; focusing on strenghtening
links between academia, business sector, public
administration and local communities; improving
the governance, implementation and communica-
tion of innovation policies and strategies; paying
Increased attention to the SMEs: and last but not
least enlarging the perspective from the national to
the European one. All of these prescriptions are V4-
specific in that they concern those areas in which
the region is lagging behind, largely due to the un-
finished phase of transition. Below, we briefly com-
ment on the necessary further developments.
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As a result of the global economic crisis, the question of the
government’s role in innovation needs to be revisited. A recent
Innovation Debate in the “Economist”, in which votes split evenly
between two opponents, proved that this question is still prompt-
ing extreme reactions. On the one hand, there were supporters
of the “least is best” principle®. On the other hand, there were
those who drew attention to an important role for the govern-
ment in spurring and shaping innovation®. Interestingly, how-
ever, the two approaches proved to be much more reconcilable
than they used to be. The former acknowledge that “doing the
least does not mean doing nothing at all”. They accept that the
State should, for example, create a favorable regulatory envi-
ronment or provide (dis)incentives which would enable the re-
duction of negative externalities (e.g. pollution). As for the latter,
they accept that the market should be the rule but simply see
more areas in which the market is deficient. They welcome State
interventions in, above all, eliminating market failures, provid-
ing for a properly educated workforce, supporting fundamental
research, setting standards and making sure that innovation de-
livers public benefits.

There have always existed different models of the role of the
State in innovation. The Silicon Valley in the US, Israeli's high-
tech industry and Japan’s MITI had long been considered pri-
mary examples of successful State intervention in the area of
innovation. However, all of them are experiencing serious prob-
lems nowadays. The opposite concerns Hong Kong, with the
economy thriving despite lack of strong State support for R&D.
In the middle, there are examples of Finland or Korea, where the
government played a crucial role in promoting innovation which
provided for a quick knowledge revolution and a stable growth
path. All of these examples demonstrate that there is room for
a new consensus, where the market would be the main driver
of innovation but the State would have an important role to
play in dealing with market failures.

32



The new American Strategy for Innovation The market should be the
reflects this new compromise approach. main driver of innovation
It states that “the true choice in innovation while the State has an im-
is not between government and no govern- portantrole to play in deal-
ment, but about the right type of government ing with market failures.

involvement in support of innovation. [...] We

propose to strike a balance by investing in the building blocks
that only the government can provide, setting an open and com-
petitive environment for business and individuals to experiment
and grow, and by providing extra catalysts to jumpstart innova-
tion in sectors of national importance”.

We argue that the V4 should take a similar approach to the
public innovation policy, in which the accent would be put on
creating the ‘building blocks’ for innovation and fostering
a pro-innovation market, while some strategic specialisa-
tions would receive additional public support. The govern-
ment would have to play important role both on the supply
(e.g. development of knowledge infrastructure] and the de-
mand side (e.g. public procurement, support of lead markets).
However, instead of drafting its own Silicon Valley projects,
the government should rather guarantee a smooth perform-
ance of the market forces, while supporting those initiatives
which may produce positive externalities or are perceived as
strategically important.

Alongside this policy, the government should lead by exam-
ple and create incentives for innovation wherever possible.
It could foster creativity by introducing new policies which
would tackle the most important societal challenges (like
climate change, ageing population, poverty reduction) and
thus encourage new innovative business opportunities®. It
could favor innovative solutions in public procurement and
in the administration (e.g. through e-administration]. But
above all, it should legitimise change and innovation within
societies, administration and business, through the promo-
tion of model examples and introduction of a new political
discourse favoring an innovative and more risk-friendly cul-
ture®®. An example of a good practice is a pilot project www.
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skuteczni.gov.pl, introduced recently in the Poland. It aims
atidentifying weaknesses in the system of information man-
agement and information flow within the public administra-
tion, while at the same time enhancing cooperation between
innovation leaders within its structures. What the V4 should
also do is implementing the Directive 2003/98/EC on the
re-use of public sector information, using the examples of
the American www.data.gov or the British www.data.gov.uk
Websites. Lack of information is nowadays just as strong an
obstacle to the development of innovation, as the insufficient
physical infrastructure has been in the past.

Greater emphasis should The traditional approach towards innova-
be put on possible syner- tionin our region is focused on strengthen-
gies betweenthe business, ing its core actors: the academia, research
academia, research cen- centres, the business and the public ad-
tres and administration. ministration. However, insufficient atten-

tion is put to the exploitation of synergies
between these entities. According to the European Innovation
Scoreboard, linkages (e.g. Innovative SMEs collaborating with
others; public-private co-publications) constitute one of ma-
jor weaknesses of the V4. This problem concerns not only the
links between enterprises themselves or between the busi-
ness and public sector, but also and foremost the academia-
business nexus. On the one hand, technical universities in
Central Europe are often out of touch with the newest inven-
tions and they put disproportional attention to the theory to
the detriment of the practice. On the other hand, the business
community still does not sufficiently appreciate the benefits
that the R&D as well as stronger contacts with the academia
could give. Furthermore, cooperation between academia and
academia is very weak, with universities becoming closed si-
los, very often accepting only their own graduates for PhD
studies, and cooperating too rarely with other national or for-
eign research centres.
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The new V4 paradigm of innovation should, of course, pay the
strong attention to the "building blocks’ of innovation, like the
systems of education or science. These blocks will also have
to be reformed in order to become true engines for the devel-
opment of innovations. Nevertheless, the innovatory element
in the new paradigm should be an increased focus put on the
linkages between the blocks.

Government policies should aim at strengthening the indus-
try-science nexus, both across borders and sectors. It should
be noted here that a draft reform of the system of higher edu-
cation in Poland takes account of this need and envisages the
introduction of interdisciplinary subjects ‘commissioned’ by
the industry as well as an increased support for the ‘com-
missioned’ specialisations®’. This goes hand in hand with the
“Strategy for the development of higher education in Poland
by 202074, prepared by Ernst&Young and the Gdansk Institute
for Market Economics, in which the authors suggest that joint
business+academia research projects should receive public
support, while the copyright and industrial property rights
should be reformed in a way that would encourage commer-
cialization of innovations by academics.

Secondly, the academia-local communities nexuses and the
business-local communities ones should be reinforced in or-
der to enable synergies. The program of education should re-
late to the specificities of the region; social activity of regional
entreprises should be encouraged; and research directed by
the business and academia should take account of the spe-
cific needs and challenges of the local communities.

Finally, links between the administration and the rest should
be intensified, so that public policies better reflect needs of
researchers, entrepreneurs and ordinary people, while at the
same time the administration learns more from their expe-
rience, benefits from the most recent inventions, and helps
diffuse the best examples across the economy.
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Good innovation govern- The eventual success of innovation policies
ance demands continuity, depends not only on their initial shape but
stability and adaptability. also -if not foremost- on their implementa-
This requires a completely  tion. Therefore, governments should con-
new approach towards in- centrate both on conceptualizing adequate
novation: one in which itis reforms and on envisaging the ways of their
treated seriously. successful introduction. This requires a com-

pletely new approach towards innovation: one
in which it is treated seriously, as a key engine for the nation’s
drive to the economy of knowledge. Moreover, it demands an
increased attention to be put to the question of ‘innovation gov-
ernance’. The new European Innovation Progress Report 2009
looks deeper into this category. It quotes recent studies accord-
ing to which “countries that succeed in developing and sustain-
ing strong innovation capabilities and well-functioning systems
of governance do well economically while those that fail tend to
fall behind*?”. It also stipulates that the catching-up countries
should be especially interested in a good governance of their in-
novation policies. This ‘good governance’ should be understood
as tailoring the policies to the country’s needs and resources. The
underlying assumption is that states with different levels of devel-
opment of their economies and innovation systems should adopt
innovation policies adapted to the specific ‘system failures™. But
good governance is provided not only by a correct adaptation of
policies to the needs, but also by inter alia: continuity, stability
and adaptability of policies; adequate priority setting; involv-
ing all the stakeholders; tailoring the policies to the resources
available; providing for a clear division of responsibilities; and
creating a functioning system of coordination. We cannot indi-
cate specific solutions to be introduced by the V4, because -as
argued in the Progress Report- “there is not a single best practice
model of innovation governance*”. Just the opposite, innovation
governance is strongly path-dependent, which means that every
case is particular. However, paying greater attention to the ques-
tion of innovation governance is a must.
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Good communication constitutes an essen- Innovation strategies should
tial part of good governance. Unfortunately, also be communicated in

the majority of V4 countries do not succeed a clearer way.

in communicating their medium-term strat-

egies to the general public. They should pay more attention on
a successful communication of their plans (e.g. those to improve
education or invest in research infrastructure], by promoting in-
novation strategies and explaining both their details and how
they would be integrated in other policy fields like FDI-promo-
tion or cluster-promotion. Only a clear message would make
their countries more attractive for the technology-oriented in-
vestors willing to make quality investments. Poland, Hungary
and Slovakia should follow the example of the Czech Republic
with its exemplary Chechinvest service (www.czechinvest.org).
Established already in 1992, Czechinvest is an agency of the
Ministry of Industry and Trade which advises and supports exist-
ing and new entrepreneurs and foreign investors in the Czech
Republic. Its main activities —all of them free of charge- include:
the provision of current data on business climate, investment
environment and investment opportunities in the Czech Repub-
lic; the filing of applications for investment incentives at compe-
tent governing bodies, plus preparation of draft offers to grant
investment incentives; as well as intermediating between the
EU and small and medium-sized enterprises in implementing
structural funds in the Czech Republic.

Small and Medium Entreprises are one of the key drivers of
economic growth and innovation. They enable a transforma-
tion of the national economy from the one based on traditional
sectors to a technologically-advanced one. However, the SMEs
are very vulnerable to negative shocks in the business envi-
ronment, which is why few of them live longer than 5 years.
Given the clear benefits that a strong SMEs sector can give to
a national economy, many countries create specific agencies
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or companies responsible for supporting their development
and a proper functioning.

However, the countries of V4 are still largely lagging behind
in this respect. According to D. Klonowski“, the programmes
managed by the Polish Agency for the Development of Entre-

preneurship (PARP] are unadjusted to the

One of the tasks for the SMEs needs. Specifically, there exists a large
governmentis to fosterthe  ‘liquidity gap’ as the financing is granted ei-
development of SMEs. ther to small projects or to large ones, with

no resources available to the projects situ-
ated in the middle. Further deficiencies of the system of pub-
lic SMEs support include: a lack of sufficient information about
the existing programs; a resulting low awareness about their
existence; very complicated application procedures; and a lack
of quality advisors. In such a context, it is not surprising that
the sector of SMEs in the V4 countries has not yet revealed its
full potential. The specific recommendations* for governments
involve: increasing access to capital for the SMEs; simplifying
application procedures; and providing for the long-term consul-
tancy in the development of companies.

3.5 Going European

Last but not least, the new paradigm of innovation should
accept the increasingly open character of innovation. One of
the multiple dimensions of this openness is a geographical one.
Thanks to the Internet revolution and due to a free movement

of persons in the EU, we observe a surge in

We should quickly open innovations developed by dispersed groups
our systems of innovation, of people, among them not only researchers
inorder to benefit from the  but also businessmen, public employees or

R&D

internationalisation  ordinary folks (this reflects another dimen-

and the globalisation of in-  sion of this openness, the professional one).

novation.

This means that innovation can no longer
and should not be considered a national
question. Just the opposite: if we want to benefit from the cur-
rent wave of opening, we should quickly open our systems of
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innovation, in order to benefit from the R&D internationalisation
and the globalisation of innovation. Specific measures include:
favoring exchanges for students/academics and encouraging
their mobility; fostering the creation of international research
teams; and finally lobbying for the development of a true Euro-

pean Research Area.

All of these would require another change
in thinking about innovation: which should
be treated as a European and no more a na-
tional objective. Our long-term objective
should be the emergence of a ‘European
Innovation System*”". In order to get closer
to this objective, the European countries
should aim at a better harmonization of
national innovation strategies, with Euro-

The V4 should introduce
greater consistency between
their respective innovation
policies and innovation strat-
egies. This is one of the key
areas where the V4 coopera-
tion could have a powerful
added value.

pean Commission being responsible for its coordination. The '
V4 could accelerate this process by introducing greater con-
sistency between their respective innovation policies and in-
novation strategies. This is one of the key areas where the V4
cooperation reveals its powerful added value. ™
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Recommendations

Given the remaining knowledge- Instead of reconciling them-
economy gaps towards innovators selves with an economic
leaders, the V4 should urgently driftage, the Va should aim

introduce a targeted revolution in
their attitude towards innovation.
A continuation of the current evo-
lutionary approach would inevitably lead to a pro-
gressive decline, both vis-a-vis the economies
of Western Europe as well as vis-a-vis the world
economic powers like the US, Japan and fast-
emerging China, India or Brazil. Instead of recon-
ciling themselves with an economic driftage, the
V4 should aim at experiencing the long-awaited
Golden Decade, especially since this seems now
totally within their reach. Below we summarise
and organise the recommendations already in-
cluded in the report.
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If the V4 are supposed to become powerful innovators, then they
would have to create favorable conditions for the development
of innovation in their economies and also for the emergence and
proper administration of innovation niches.

This would require, first of all, creation of favorable investment cli-
mate and environment. In general Governments should constantly
aim at reducing their expenses, because this would enable the cut-
ting of taxes and could lead to a significant increase in employment
rate thanks to the reduction in a tax wedge. Governments should
foster the economic activity through the introduction of e.g. less
restrictive bankruptcy laws as well as simplified procedures for
SMEs. They should also try to limit asymmetries of information by
e.g. introducing their own versions of the www.data.gov project.

Secondly, improvement in the technological absorption of their
economies is a must. In this respect, the governments should
focus on providing: a) quality physical and knowledge-economy
infrastructure (highways, airports, railway as well as IT infra-
structure, broad-band access to Internet); b) quality institutions
(education of all levels, healthcare, research base); c} well-
functioning local markets for technology. All of these requires
adequate conditions for a smooth performance of market forces
which should become key actor of change.

Third, governments should actively support the development
of niches, leading a kind of a smart policy of specialisation. This
would require, on the one hand, institutional support for the cre-
ation of clusters and knowledge parks; and on the other hand,
financial and institutional support for the development of inno-
vation in the strategic areas (e.g. green energy), especially when
there are insufficient incentives for the business community to
engage in such projects. However, governments should inter-
vene only in those cases where market deficiencies or a lack of
sufficient incentives for firms are clearly identified.
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The focus on innovation niches should become only the first ele-
ment in comprehensive innovation strategies which the majority
of V4 are still lacking. Such strategies should encompass, first
of all, clearly identified roles for the government which should
act not only as an enabler (responsible for the creation of favo-
rable conditions for innovating), but also as a supporter (which
relates to the necessity of adapting the system of grants to the
needs of the business community) and as an innovator (leading
by example through the introduction of innovation in the admin-
istration, and initiating innovation programs in strategic areas).

Secondly, such strategies should focus on strengthening the
links within and between academia, administration and the
business community, which might be facilitated via e.g. the
reform of higher education or an introduction of financial in-
centives (elimination of dis-incentives) for the development of
such cooperations.

Third, special attention should be paid to SMEs. In particular,
governments should increase the access to capital for the SMEs;
simplify the grant application procedures; and provide for the
long-term consultancy in the development of the companies.

Fourth, innovation strategies should be stable, medium- to
long-term, well communicated and with clearly determined
responsibilities and steps of implementation. In particular, gov-
ernments should focus on better communication of their medium
term visions (e.g. introducing their own versions of the Czechin-
vest service). They should integrate innovation in all policy fields
and demonstrate this to the general public. They should identify
lead actors in the administration, making them responsible for
the coordination of comprehensive innovation strategies.

Finally, the new strategies should involve a wider-than-na-
tional perspective. They should address the risks and oppor-
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tunities of deepened Common Market and European Research
Area. They should also involve the mechanism for an increased
cooperation, harmonization and coordination at the V4 level. It
would be highly recommended that the V4 countries undertake
intensified consultations in drafting their respective long-term
innovation strategies.

One of the underlying principles of the new approach should
be the recognition of a win-win relationship between inno-
vation and cohesion. The V4 should treat European funds as
a powerful leverage for their transformation from efficiency-
to innovation-driven economies. However, this would demand
a substantial change in their position on a number of the most
problematic issues in the European politics.

The political class in the V4 countries should eventually ac-
cept that the only way for a steady growth of their economies
leads through Europe and innovation. In particular, the V4
should take advantage of the coming Hungarian and Polish
presidency in order to influence the discussions on the new
European Strategy for Employment and Growth, the European
Research and Innovation Plan, the future of the Common Agri-
cultural Policy, the next Financial Perspective, the new open-
ing of the Single Market and the future of the Cohesion Policy.
In these discussions, they should inter alia aim at basing the
new Cohesion Policy on the intellectual capital. They should
promote the development of physical infrastructure through
the Europe 2020 Strategy and the future Cohesion Policy. Fi-
nally, they should support the creation of the European Pat-
ent, the deepening of the European Research Area and the
inclusion of enhanced international research cooperation in
the centre of a new EU Innovation & Research Plan.

Lt



45






Footnotes

"The world turned upside down. A special report on innovation in emerging
markets”, The Economist, April 17th 2010

2"The new masters of management”, The Economist, April 15th 2010

3"Communication from the Commission. Europe 2020, A strategy for smart,
sustainable and inclusive growth”, March 3rd, 2010

“"Commissioner offers preview of Research and Innovation Strategy”, Com-
munity R&D Information Service, May 12th, 2010

51 A Strategy for American Innovation: Driving towards sustainable growth and
quality jobs”, Executive office of the President, National Economic Council,
Office of Science and Technology Policy, September 2009

¢E. Ferland, ,President Obama’s Innovation Strategy”, Center for Strategic and
International Studies, February 19th, 2010

7' Global Innovation Report 2009-2010, INSEAD, p. 6

8 A. Williams, ,Wikinomics and the Era of Openness. European Innovation at a
Crossroads”, The Lisbon Council e-brief, Issue 05/2010, p. 2-3

). Danguy, B. van Pottelsberghe de la Potterie, .,Cost-Benefit Analysis of the
Community Patent”, Bruegel Working Paper 2009/08, December 2009; B. van
Pottelsberghe de la Potterie, “Lost Property: the European patent system and
why it doesn’t work”, Bruegel Blueprint 9, 2009

19B. van Pottelsberghe, ., Europe should stop taxing innovation”, Bruegel Policy
Brief, March 2010

47



" Creating an Innovative Europe”, Report of the Independent Expert Group
on R&D and Innovation appointed following the Hampton Court Summit and
chaired by Mr. Esko Aho, 2006, p. 25

2R, Veugelers, .Assessing the potential for knowledge-based development in
transition countries”, Bruegel Working Paper, May 2010

3 European Innovation Scoreboard 2009
" European Innovation Scoreboard 2008

SIM. Kanerva, H. Hollanders, ,The Impact of the Economic Crisis on Innovation.
Analysis based on the Innobarometer 2009 Survey”, InnoMetrics, December
2009, p. 3

19 http://www.mpo.cz/dokument65232.html

""European Innovation Progress Report 2009, PRO INNO Europe, p. 6-7

8'World Bank, 2008, Global Economic Prospects 2008 - Technology diffusion in
the developing world, p. 2-15

R, Veugelers, M. Mrak, .The Knowledge Economy and Catching-up Member
States of the European Union”, Report prepared for the Commissioner’s Po-
tocnik’s Expert Group . Knowledge for Innovation”, May 2009, p.5

2I'Measured as a share of sales of new/improved products and a share of sales
of market novelties; R. Veugelers, “A lifeline for Europe’s Young Radical In-
novators”, Bruegel Policy Brief, March 2009

20 A, Piesiak, P. Swieboda, . Just do it! Meeting the Innovation Challange in the
European Union: Recommendations for the New Member States”, demosEU-
ROPA-Centre for European Strategy, October 2006, p. 30

2 bidem

2 |bidem, p. 19

2 lhidem

»1D. Foray, P.A. David, B. Hall, .Smart Specialisation - The Concept”, Knowl-
edge Economists Policy Brief No.9, June 2009, p. 3

21D, Foray, ..Understanding ‘Smart Specialisation’”, [in:] ,The Question of R&D
Specialisation: perspectives and policy implications”, European Commission
Directorate-General for Research, 2009, p. 26

2 |bidem, p.2

48



21 D. Foray, .Understanding...”, op. cit., p. 24
#lwww.hungarianbiotech.org/html_hun/doc/report_all.pdf
% Creating an Innovative Europe, op. cit., p. 8

SU. Varblane, K. Ukrainski, J. Masso, .Is smart specialisation a tool for en-
hancing the international competitiveness of research in CEE countries with-
in ERA?”

%|n 2009, during International Invention Fair ‘Women Investor 2009" in Seoul,
Anna Pinar, Romualda Kozminska received a Special Award for ‘Antistatic pol-
yester knitted fabrics applied as finishing accessories of protective clothing
used in areas of explosion hazard’, while Matgorzata Cieslak, Irena Kaminska
and Stanistawa Wrébel received a Special Award for ‘Anti dust mites carpets’.
The Institute received further four awards on the same fair.

¥ See the Website of one of the platform’s members: www.thalesnano.com

3'A. Bhidé, .The porposer’s opening remarks”, March 22nd, 2010, http://www.
economist.com/debate/days/view/483

®ID. Sandalow, .The opposition’s opening remarks”, March 22nd, 2010, http://
www.economist.com/debate/days/view/483

%I A Strategy for American Innovation”, op.cit.
%M. Kanerva, H. Hollanders, op. cit., p. 5

% Innovation requires an environment conductive to taking risks in order to
flourish”, Global Innovation Index 2009-10, op.cit., p. 36

¥ K. Klonger, “Niemal kazdy chce by¢ inzynierem budownictwa”, Dziennik
Gazeta Prawna, April 14th, 2010, p. A10

0 www.uczelnia2020.pl

“"European Innovation Progress Report 2009”, PRO INNO Europe, January
2010

“2J. Fagerberg, M. Srholec, “National innovation systems, capabilities and
economic development”, Research Policy, Vol. 37(9), October 2008, pp. 1417-
1435

43 “European Innovation Progress...”, op.cit., p. 32

“41bidem, p. 10

49



“ID. Klonowski, “Innowacyjnoé¢ sektora MSP w Polsce. Rzadowe programy
wsparcia a luka finansowa”, Warsaw 2009

) |bidem

“7D. Archibugi, “The Globalisation of Technology and the European Innovation
System”, Prepared as part of the project “Innovation Policy in a Knowledge-
Based Economy” commissioned by the European Commission, May 2000

50



51



demosEUROPA - Centre for European Strategy

is an international, non-partisan policy-orientated research in-
stitution which aims to provide answers to the challenges facing
the European Union, its Member States and the citizens. It is
a forum for ideas about the political, social and economic di-
mension of European integration and international relations.

One of the key objectives is to promote an active, engaged and
unequivocally pro-European role of Poland as a Member State.
The activity of demosEUROPA is based on the belief that only by
being at the heart of Europe, will Poland best serve the interests
of its business community and citizens.

demosEUROPA publishes policy papers and reports formulated on
the basis of interactive discussions, conferences and seminars.

92



Cover design:
Studio Brandingowe BAKALIE

DTP:
Studio Brandingowe BAKALIE

© Copyright by demosEUROPA - Centre for European Strategy, Warsaw 2010

Copyright of this publication is held by demosEUROPA - Centre for European Strategy.
You may not copy, reproduce, republish or circulate in any way the content from this
publication except for your own personal and non- commercial use. Any other use
requires the prior written permission of demosEUROPA - Centre for European Strategy.

We care 74« émfc'







<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 200
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 200
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /SyntheticBoldness 1.000000
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002000d>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002000d>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /GRE <>
    /HRV <>
    /HUN <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e000d>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [300 300]
  /PageSize [612.000 792.000]
>> setpagedevice




