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An outline

• Why explore the EU S3?  

• S3 as one of the new industrial / innovation policy 

approaches

• Challenges of the EU S3
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Why look into the EU S3? policy and 

academic significance

• The major EU policy instrument for stimulating knowledge-based 

growth

• Probably the largest innovation policy experiment in the world today 

• Funding in 2014–20 = €120bn (€40 bn ERDF + €83 bn for industrial 

modernization ie. SMEs) 

• Very broad definition gives est. of €250 (€120bn+ €110bn + national 

co-funding & private sector leverage)

• 121 national/regional SS strategies

• The new approach to industrial innovation policy similar to new 

industrial policy approaches

• Industrial innovation policy as development assistance 

3



EU periphery: Industrial innovation policy as 

development assistance 

• The case for industrial policy is stronger in periphery then in the core 

(cf. less developed financial, labour and product markets and 

capabilities )

• Developed S3 are ex ante conditionality for accessing Structural 

Funds (cf. development assistance) in the areas of R&D, innovation, 

ICT, and low-carbon technologies

• The S3 (explicit or implicit) works quite well in developed EU regions 

(cf. ‘thick networks’) but the real challenges are in its application in 

periphery (cf. regional innovation policy paradox)

• S3 and the emerging EU ‘core’ and ‘periphery’ 

• The EU28 is composed of ‘North’, ‘South’ and ‘CEE’: groupings 

based on their R&D and innovation capacity, not geography
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GERD in ppp per inhabitant 2013 

Transnational patents per inhabitant 

2012 
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Shares in R&D employment by sectors (2013 or nearest year) in 

three EU regions: North, South, CEE

EU R&D: two (three) structurally distinct R&D systems
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Gross R&D expenditures per inhabitant in constant 

Euros  1995-2013

EU periphery is in the group with Russia and Turkey
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Characterising the current policy landscape regarding: 

• Different views on the role of the State

– Correcting/Facilitating  Markets

• Output failure (Keynesians)(cf. quantitative easing policies)

• Market failure; System failure (Schumpeterians) 

– Creating/Shaping Markets 

• The Entrepreneurial state; New structural economics; Neo-

Schumpeterian industrial policy; Smart specialization 

• Different views on constraints to growth
• Generic (economy wide) constraints > Structural Reforms

• Specific (binding) constraints > New industrial policy 

• Whether industrial/innovation policies are horizontal or 

vertical? 

• Treatment of vested interests: are they exogenous or 

endogenous to their underlying ‘model’?
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New industrial/innovation policy landscape
• Binding constraints to growth: Rodrik et al.; McKinsey et al

– A removal of a key constraint will have a larger impact on growth than the traditional 

approach based on a long list of constraints

• Product space method: Hausman and Hidalgo

– Policy should pursue only proximate opportunities….. not shortcuts

• New structural economics: Justin Jifu Lin et al.;

– The “sunset” industries in leading countries will become the latent comparative 

advantage of the latecomers

• Neo-Schumpeterian approach: Keun Lee; 

– To specialize in sectors with short-cycle technologies instead of those already being 

dominated by rich countries (different path)

• Schumpeterian approach: Aghion et al

– Policies should vary with a countries level of technological development

• Process (evolutionary) view of i. policy: Sabel, Kuznetsov, Teubal, et al 

– There is not a clear separation between policy design and implementation >  diagnostic 

monitoring 

• Smart specialisation policies: Foray et al.; > Entreprenurial discovery process
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New industrial/innovation policies: stylized features

• Focus on innovation and technology upgrading in an intersectoral

context, where industry boundaries are not defined through products, 

but rather “sectors” and where “activities” correspond to “capabilities;”

• “Smart” because they recognize that the ultimate limits to growth and 

the relevant solutions are not known ex-ante;

• “Market friendly” because they show respect for comparative 

advantages and export transformation;

• Oriented toward both horizontal and vertical policy instruments, a 

dichotomy, which is considered operationally not very useful;

• Assuming either explicitly or implicitly some elements of 

experimentalist governance;

• Guided by the perceptions of not only market failure, but also system 

failure
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Implicit assumptions of ‘smart’ approaches

• No single agent (be it government, its agencies, firms or R&D 

organisations) has a panoramic view of the economy. 

• The key feature is getting the policy process such that it can lead to 

‘discovery’ of new specializations

• Policy making is endogenous variable in the process of discovery, 

coordination and implementation of industrial policy, which facilitate 

the process of self-discovery by agents.

Differences are in the methods in establishing the areas of 

specialization and in focus on the policy process
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The key features of the new industrial innovation policies
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CHALLENGES OF SMART SPECIALIZATION

• Does S3 Reflect Country/Region-Specific 

Challenges and Drivers of Technology 

Upgrading?

• Inward Orientation and Weak Transnationalization

of S3

• Institutional Capacity for S3 Policies

• The Challenge of Implementation

– S3 Strategies Between New Industrial Policy and 

Political and Administrative Requirements

– Implementation Failures and S3
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Different nature of innovation activities between the EU 

core and periphery 
Structure of innovation expenditures 2010-2012 in EU28 regions
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Inward orientation and weak 

‘transnationalization’ of S3

• As a reaction to overdependence on FDI to drive industrial 

upgrading S3 on periphery have opted for ‘domestic led 

modernisation’ 

• By and large there has not been enhanced dialogue and 

collaboration with subsidiary managers about customized 

aftercare services and incentives as part of S3. 

• A reflection of a deeper underlying problem at EU 

periphery: a missing connection between FDI, industrial 

and innovation policy

• For the time being we are not able to offer ‘policy toolbox’ 

on how to go about enhancing link between GVC and 

domestic RDI 15



Divergent degrees of integration of EU into GVCs
Foreign value added share of gross exports
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The successful example of VC driven growth in 

the EU:  German-Central European Supply Chain

• The German automobile industry is one of the most prominent 

examples of supply chains in Europe (IMF, 2013)

• Among vertical investment driven by differences in factor prices, 

affiliate jobs in eastern Europe appear not to compete with jobs in 

Austria and Germany (Marin, 2010). 

• Lower costs of eastern European affiliates help firms to lower overall 

productions costs and to stay competitive.

• The example of bottom up VC driven clustering that led to ‘Win – Win’ 

outcome

How can S3 facilitate spreading of this model(s) to South and to the 

East? 

17



EU28: diversity of industrial ecosystems

• Rich and diverse: German, Austria, Sweden etc.
• Germany has rich industrial ecosystem with diverse set of 

complementary capabilities suppliers, trade associations, 

industrial collective research consortia, industrial research 

centres (See Berger, MIT 2014)

• Depleted: EU South
• Almost 2mn jobs loss in manufacturing since 2008  

• Narrowly integrated or depleted: CEE
» Dual innovation systems

Place based policies alone are insufficient 

response to this structural issue
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Institutional capacity for S3 policies is considered as 

unproblematic ….

• …. while the major message of new industrial policies is that the 

institutional context is the key determinant of the effectiveness of these 

policies rather than choices of priorities

• …….. ‘S3 presumes different  types of public – private coordination 

both in design and implementation than found in CEE’ (Karro and 

Kattel, 2014)

• Changing institutional requirements for public policy: 1990s/transition 

agenda, 2000s/’agencification’/horizontal; after 2004/public-private 

coordination, selectivity
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The challenge of implementation

• S3 in between new industrial policy and political and administrative 

requirements

• Danger of the ‘isomorphic mimicry’ where stakeholders have been 

able to maintain legitimacy through the imitation of the process of 

‘Entrepreneurial Discovery’ but without actually functional change.

• S3 reduced to ‘public R&D sector discovery process’ (cf. weak and 

disorganised BES actors)

• Limits of implementation through programs as a series of unrelated 

projects

• Very often the levels of strategy design (S3) and actual decision-

making on the allocation of structural funding (OPs) have been 

separated

• Uncertainty about the actual process of implementation once ex ante 

conditionality is met
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Key policy challenges of S3

• Smart Specialization as a Case of Incomplete New 

Industrial Innovation Policy

• Challenge of Identifying Country- and Region-Specific 

Sources of Technological Opportunities

• Differences in Institutional Thickness and Viability of the 

Smart Specialization Process

• A Neglect of Global Value Chains as Levers of a Smart 

Specialization Transformative Agenda

• Smart Specialization as a Technical Exercise in Priority 

Determination and as a Sociopolitical Bargaining Process
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