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Discussion Points

« Getting The Right Tool (agencies)
* The Changed Logic of Growth
« Economic Policy in the age of
“Industrial Policy” and
“Fragmanted Globalization”

e Different Modes, Different Missions = Different Structures?

» Conclusion and Final Thoughts for Policy Makers
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Different logic of policy:
* Undefined markets and products
« Technology itself is the product

Commitment to a process of continuous policy
experimentation (ability to Kill is as important)

Radical ideas — new (sometimes not-yet-existing) partners

Fragmented Global Production

Critical to Rememober:
WHY Innovation and Growth are important
(hint not for their own sake)
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The Conventional Answer




* Pilot/Nodal and highly centralized agency (coherent
and autonomous bureaucracy a-la the Japanese and
Korean Miracles) with an “innovation” or
“entrepreneurship” spice

« Autonomous bureaucracy better positioned to resist special
Interests

« Centralized agency can coordinate across ministries, firms

* Past success in catching-up cases, but perceived to
struggle with rapid, innovation-based competition
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The Conventional Answer Part Il

In comes the neo-industrial policy:

Bureaucracy must be fused to flexible domestic and
international networks

However: continues to focus on the
Centrally-positioned agency

Problems:
1. Does not explain origins of radical policy innovation (e.g.,

Finland, Israel, Taiwan)
2. Does not explain the changing abilities to affect change

overtime
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The UNConventional Answer:
The power of Prepherial Agenices

Peripheral agencies with few hard resources are less
vulnerable to political interference

Networking with non-traditional actors
exposes policy- makers to new ideas

Inability to protect successful projects
forces them to continually innovate

Success — leading to stagnation
explaining policy innovation, as well as why successful agencies
become less innovative over time
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Historically dependent low-tech resource-extractive
industries (forestry > 50% of exports, R&D < 1.2% of GDP)

High-tech exports increased from 3.3% in 1980 to 26.8%
by 2000, third most research-intensive country in the world

SITRA
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Sitra and the peripheral origin of Finnish
Innovation and industrial Success

Low tech trajectory reinforced by traditional actors like
the Bank of Finland and the Ministry of Industry

Technology policies pioneered by Sitra,
the National Fund for Research and

Development, established in 1968,
as a ‘hedge’ (by the head of the central bank)

Sitra’s scarce resources and low profile enabled
it to target non-traditional actors in the 1970s (Nokia)

Successful research policies later scaled by a new
agency, Tekes, in the 1980s, increasing R&D
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Creation of Tekes in 1983 forced Sitra to exit
technology policy and identify a new role

Imported new ideas about venture capital from the
United States in the 1980s

Invested directly in firms, invested in funds,

created an industry association and attracted
foreign investors

Policies scaled by the Start Fund of Kera and
Finnish Industry Investment in the 1990s
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The political price of success

 As the venture capital industry flourished, Sitra was forced
to identify new initiatives... however by then...

 Politicization in both personnel.
Esko Tapani Aho ‘retirement stint’
Do you want to be a SITRA director?

* And in having non-technological core "missions”

The ‘Circular Economy’
‘Capacity for Renewal’
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e 1968: 886 R&D workers with academic education in
the whole industrial sector.

1978—-1986 raging inflation = 109187%

By 2000: IT exports are 71% of industrial exports and
70% of GDP growth

« Since then: record breaking in innovation-based
iInvestment and growth
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OCS:
The Peripherial Origins of Israel 1&l Policies

In 1968 the office of the Chief Scientist is establishing within
the Ministry of Trade and Commerce

Modest beginning — not even a fulltime head until 1974

1974 — Yaakov Yitzhak using limited resources
established the “R&D general fund” creating a
network of new actors he incentivizes to focus on
new product R&D

1976 — BIRDF established (endowed by the two
governments)

1984 — the first R&D law — expanding budgets of the R&D
general fund

1991 — the Russian immigration to Israel — window of
opportunity opened and the OCS get budget allocation to three,
long planned with the help of outside advisers, policies:

MAGNET (R&D consortia) Incubation centers
Yozma and the creation of the VC industry
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The political price of success

* As the industry became the main stay of the
economy, the OCS found it difficult to innovate

* Shrinking budgets; direct intervention either overtly (by
one Minister) or by stealth (forcing the OCS to cover

the national cost of participation in the EU frameworks;
by 2013 ballooning to 25% of the OCS budget)

Even when trying to innovate — no new budget
allocation — the traditional industry initiative (since
then highly prized by the Prime minster) has been
budgeted internally

Note — realizing its growing irrelevance the OCS successfully lobbied to change its legal structure of mission and
become the IIAin 2017
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Economic Policy in an Age of the New Industrial Policies




« As innovation is now recognized as the main engine of growth
and the lure of high-tech growth spread, coupled with the global
lovefest of industrial policy, more countries are jumping on the
bandwagon

* In this environment, even modest industrial & innovation
agencies have high political profiles, actors are more aware of
the resources they command and their capacity as an agenda-
setter

« Subjecting them to increased attention by politicians and large,

established interest groups, reducing their capacity to engage in
continuous, radical experimentation
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The Answer!

Always experimental and flexible, always context-
specific, not worried about losing body parts




Only one tiny problem

EVER SEE
THE FACE OF




Innovation is not invention...

So what happens if instead of asking what is the best
model to reach optimal success in radical/transformative

Innovation

We ask:

What model works best to achieve specific and different
national innovation missions?
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Features of Innovation Agencies

Model Organizational Features Examples
Locus of R&D: Private GTS Institutes
Productivity Position in public sector: Peripheral (Denmark)
facilitator Relation to established industry: IRAP (Canada)

Embedded

Locus of R&D: Public
Directed Position in public sector: Core A*STAR (Singapore)

upgrader Relation to established industry: CORFO (Chile)
Embedded

Locus of R&D: Public
State-led Position in public sector: Peripheral ITRI (Taiwan)

disruptor Relation to established industry: DARPA (USA)
Autonomous

Locus of R&D: Private
I el L B Position in public sector: Peripheral Sitra (Finland)

enabler Relation to established industry: OCS (Israel)
Autonomous
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Open Questions

The importance of institutionalization and patience not
neccessarly huge budgets

How sharp are the tradeoffs?
How tight need the fit be?
THE future question: Now that &l policies are THE

mainstream political answer to all ills — how can we think
strategically about what success should be?
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Conclusion: The Importance of Vision

* Not grand vision or aspiration — but a pragmatic one is needed

Not just: “We love to have loads of economic growth, startups,
patents, and VC”

 What is a pragmatic vision? Defining what the goals are and
therefore what is success. Allowing us to imagine in detail:

“If we are successful, how would Poland’s economic system
would looks like in 10-15 years.”

* Now let’s reverse engineer to figure how economic policy
can be a tool to achieve that
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