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Smart specialisation in a truly integrated
research area is the key to attracting more
R&D to Europe

Dominique Foray and Bart Van Ark

R&D has become a global game. There is a perception in Europe, borme out to some degree by
recent surveys, that European companies are increasingly looking outside Europe for their R&D,
and overseas companies are less and less inclined to base their R&D in Europe. Studies by the
OECD and other international organisations show that between 1995 and 2003, there was an
increase in US R&D investment in countries like China and India, at Europe’s expense. Surveys
about European and US managers’ anticipations of their next location decisions tell us the same
story (see figure 1).

Decisions about where to base research capacities are primarily made according to the availability
of new ideas and technologies, highly skilled human resources and academic collaborations. While
these resources are increasingly flexible and mobile, where they move to is far from random. Star
scientists will move to where they can work with other star scientists, or with high-tech firms.
Corporate R&D will gravitate to strong universities. Innovation service providers will appear close
to large R&D companies. This is called an agglomeration process, and it gives rise to benefits for
those participants that are in a position to profit from the pool of talents, ideas, services, and
infrastructures that accumulates in that particular region. This in turn acts as a powerful force in
attracting new R&D capacities from foreign countries.

Therefore, if Europe is to be a serious competitor in the global game of R&D location, policies need
to be adapted to the rules of that game. There are two main areas in which Europe is hampered in
its efforts to attract international R&D.
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3 - Smart Specialisation: The Concept

Dominique Foray'”, Paul A. David'® and Bronwyn Hall'”

This brief introduces the basic concept of "Smart Specialisation” (SS) which has been a
leading idea of the Knowledge for Growth expert group (K4G). The concept is spelled out in
more detail in Policy Brief N° 1'* in relation to globalisation. Other K4G Policy Bricfs that
refer to the concept are those on Catching-up Member States (N° 5) and on technology and
specialisation (N°8).

Rationale for invigorating the R&D sp policy di:

Addressing the issue of specialisation in the R&D and innovation is particularly crucial for
regions/countries that arc not leaders in any of the major science or technology domains.
Many would argue that these regions/countrics nced to increase the intensity of knowledge
investments in the form of high education and vocational training, public and private R&D,
and other innovation-related activities. The question is whether there is a better alternative to
a policy that spreads that investment thinly across several [rontier technology research fields,
some in biotechnology, some in information technology, some in the several branches of
nanotechnology, and, as a consequence, not making much of an impact in any onc arca. A
more promising strategy appears to be to cncourage investment in programs that will
complement the country’s other productive assets (o create futurc domestic capability and
interregional comparative advantage. We have termed this strategy “smart specialisation.”

Smart specialisation is expected to crcate more diversity among regions than a regime in
which each region tries to create more or less the same in an imitative manner. The latter
would almost certainly result in excess corrclation and duplication of R&D ‘and educational
investment programs, which in turn would diminish the potential for complementaritics
within the European knowledge base. It is both an idea and a tool to help regions or countries
to answer this critical question about their respective (and unique) positions in the knowledge
economy.

'* Chair of Economics of Innovation, College of Management at EPFL — Switzerland, and Vice-Chairman of the
"Knowledge for Growth" Expert Group

' Professor of Economics at Stanford University, Professeur Titulaire of Tnnovation & Regulation in the Digital
Fconomy at Ecole Polytechnique and Telecom Paris Tech.,

7 Professor at the University of California at Ber keley and Professor of Lconomics of Technology and

Innovation at the University of Maastricht, Netherlands.

' Reports and Policy Briefs of the K4G expert group are Lo be found at:
http://ce.curopa.cu/invest-in-rescarch/monitoring/knowledge _cn.him
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S3 becomes mainstream and is going global “P-L

S3 as a central pillar of innovation policy for strengthening regional innovation systems — (EC
Communication — A New European Innovation Agenda)

S3 competences and knowledge are now highly decentralized — no longer concentrated in a few places —
there is now a thick market for S3 expertise (Technopolis, Prognos, VDI, E&Y, more) - The Commission is
investing a lot in supporting S3 practices and infrastructures (metrics, CoPs, efc..)

S3 is going global — many countries outside Europe and International Organizations commitment (OECD,
WB, WIPO)

We have learned a great deal about policy design and implementation
For example: Implementation of S3 in Portugal: an assessment, Laranja, Edwards, Pinto & Foray, 2020
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S3 - the script
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Prioritization - why and how?
Why?

Prioritization allows in most (medium-sized and small) regions for concentration of resources — a condition to

benefit from potential agglomeration, synergies and spillovers. It is not efficient to spread too thin, trying hard to
cover all fields to some degree

Innovation support systems need to be very specific — medtech versus foodtech versus videogame - but the
Government cannot address all specific issues for all industries: choices are inevitable

Make the best use of prioritization - knowledge and experience acquired in choosing the right priority areas will
be valuable for carrying out the subsequent stages (Enos)

BAK> ]



=PrL

Prioritization - why and how? cont.
How?

Priorities are built on and are related to existing capacities and potential opportunities — avoid the “another biotech

cluster” syndrom — related diversification or transformation (Boschma & Frenken)

Priorities are vertical — they target specific industries, firms, research
Some industries are more important for Region X

Again : innovation support systems need to be industry-specific (Hausmann and Rodrik) and horizontal policy
(by definition) cannot capture industry-specific issues

Azores: Agriculture, livestock and agri-business
Fisheries and sea
Tourism
Priorities are not on industries but on the transformation of these industries — picking changers!
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Establishing a circular economy in the food industry

Make use of the available assets and resources (firms, research of the regional food sector)

Target a specific industry (food)

|dentify a vertical transformation (a circular economy for the whole value-chain),

Norte — Symbolic capital, technologies and tourism services
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Operationalisation

Once a priority has been established — associating one (several) industries with a transformational goal

Provide the specific inputs (skills, knowledge, services) needed to undertake innovative activities according to
the priority

Support the concentration of resources and relational density because innovative activities have scale and

N

agglomeration economies — “pulling SMESs”, “involving large companies”, “promoting partnerships”

Design solutions to coordination problems : platforms for services, incubators to support entrepreneurships,
consortium for transfer of technologies

All these policy actions aim at increasing the chance of micro-systems of innovation to be formed within the
priority area to achieve the desired transformation

Networks of complementary actors and entities emerge temporarily to solve specific
innovation problems
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Can the Government do all of this?

There is no such thing as an ominiscient planner (Rodrik, Sabel)

Government has limited capacities to address innovations in specific sectors to achieve specific
transformations

Innovation is uncertain and can’t be planned (Rosenberg)

The informational requirement (to provide specific inputs and solve specific coordination problems) is out of
reach

BAK> 11
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Entrepreneurial discovery process

Bottom up and decentralized process through which stakeholders and government engage in strategic
interactions to elicit informations about needs, gaps, opportunities and identify the policy actions in response

Given the priority area — establishing a circular economy in the food industry — the EDP will uncover a
collection of complementary activities dealing with training and skills, R&D, technology adoption, specific
infrastructures and services

The target transformation can’t follow a path decided from the top

EDP is not just “nice to have” — it is a necessary step — should not be viewed as an administrative obligation
but as a crucial policy practice

BAK> 12
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EDP
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S3 - some debates

EDP and the usual suspects

S3 and directionality

S3 priorities target vertical transformations

BAK®



EDP and the usual suspects!

Two problems:
How to avoid policy capture?
How to include SMEs?

N




EDP and the usual suspects!
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Call for research
projects: what if not
plastic?

« EDP groups in
Azores face
difficulties in
mobilizing local
SMEs »
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S3 and directionality “PFL

S3 approach has, by design, directionality properties

Prioritization provides great latitude and leeway to regional stakeholders for
identifying priorities which are relevant to grand challenges

And actually this is what happened

BAKSS Stratégies de Spécialisation Intelligente



The Prognos & CSIL study - priority level cPrL
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Source : Prognos &
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The Proghos & CSIL study - project level “P-L

e Analysis of 49,749 projects: 71% (35,157) are linked to the topics of the green
and digital transition
e 36% of projects connected to priorities with high relevance
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S3 and directionality - conclusion “PFL

e There is a great overlap between the 185 strategies and the topics of the green
and digital transition

e Even though the original S3 was not initially designed with a strong green
focus in mind, many regions have successfully used the S3 approach to
promote innovation for green transformation (JRC)

e S3 provides the rationale (prioritization) and the toolkit for policy makers to
address grand challenges and transitions at regional level

BAKS3 Stratégies de Spécialisation Intelligente



S3 priorities as vertical transformation: old style?

cPrL
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Conclusion
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cPrL
What does S3 bring to regional policy?

A vertical policy which supports structural transformations and relies on EDP to discover transformational
goals, problems and opportunities and the policy responses

New policy narrative
An innovative policy design — combines planning and bottom up discovery

Place-based innovation policy — differentiation and concentration

Vertical transformation — pick changers

Not just a R&D policy (another Horizon Europe) but a development policy involving all determinants of
innovation & productivity and addressing complementarity and coordination issues

The opportunity for regions to associate their important sectors with transition/sustainable goals — this
allows regions to use S3 and EDP to manage their transitions

BAK> 26



3 - Smart Specialisation: The Concept
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o

Countries and Regia

Complex approach, difficult to handle, not ready to wear
but haute couture

S3 as novel policy narrative — the design and
implementation concept: planning and EDP -S3 allows
regions to drive transitions

S3 demands high engagement and competences by the
public sector and public agencies — and high commitment
from relevant stakeholders

But such challenges is also its strength: if well designed
and implemented - S3 can mobilize a regional economy
and society around a unique project of transformation
and transition


https://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwiRmbP03IvgAhVt5OAKHbTiB3UQjRx6BAgBEAU&url=http%3A%2F%2Fwww.campaniacompetitiva.it%2Fris3-smart-specialization-strategy%2F&psig=AOvVaw1p0rYwshENVf7wUaHxbVoz&ust=1548601598451966




