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1. Introduction

There seems to be almost decade long consensukatrare the key problems in innovations
systems in Eastern European (EE) counfrielse consensus runs through social scientists in-
and outside Eastern Europe to official statemehtiseoEuropean Commission. Briefly, there
are two key challenges in the innovation systentsastern European countries: first,
mismatch between R&D and education policies orotteehand and industry needs on the
other (it can be also called a high-technology)bisescond, strongly fragmented policy arena
where coordination problems are rampant. (Seedtailed country overviews European
Commission’s Innovation Trend-Chart, 2006 and 2G@# also Radosevic, 2004 and 2006;
Reid and Peter, 2008) These problems were partlaligcted, or their emergence predicted,
already in late 1990s (see, for instance, Rados&9®8 and 1999) and by the 2000s they
formed the core of European Commission’s messatieetnew member states on what they
need to take into account while devising strat@tans for the implementation of EU’s
structural funding between 2007 and 2013. (foritkxtaoverview, see Kattel, Reinert and
Suurna, 2009) Yet, over the decade, the problemsssp@nd seem to get worse. This article
sets out to explore why this is so.

We argue that there are two main reaséirst, what we call copying paradox: EE countries
have been policy takers from the start in early0E9@t their core, economic and innovation
policies have been copied and taken from, at tgebang, from the Washington Consensus
toolbox and later from the European Union. The waton policies in EE have as a result
been converging with the developed countries’ pedicYet, we aim to show that this
convergence in policy is accompanied by hollowing@n-emergence of local capacity to
analyse and evaluate domestic policy issues becdke contextualization of policy making
through the very same convergence. That is, wHie®&.intries are voluntarily or
involuntarily increasingly copying and transferripglicies from developed countries and
international organizations, this usually exaspsraiheir problems as local capacity
development is thwarted. Thus, there is a copyarggox: the more EE countries are
converging on the policy level (the more ‘mainstré@olicies they choose), the lower their
actual capacity at development becomes, hencegiidecapacities for development.

This paradox issecond significantly enabled and enhanced by what wipzdh
dependencies in the ways innovation systems haweajeed in EE. More precisely, we aim
to show that the timing when EE economies rejoiiedglobal capitalism was highly specific
in terms policy and academic advice the new ecoes@nd their policy makers received. In
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fact, the article shows that in addition to initi@hing specifics, also the accession into the
European Union served as an additional elemergriifging earlier developments. There are
two key areas in policy and academic advice EE tmsreceived since early 1990s (and in
some cases, already during the 1980s): economimangation policy and governance. We
argue that in both fields, early 1990s were a lyigiarticular time in terms of what ideas
dominated the respective discourses: in the forkiivashington Consensus (WC) provided
the most dominant ideas how to restructure the@ogrand in the latter, the New Public
Management (NPM) provided the most dominant ideas to manage democratic polities.
While both discourses within and outside EE coesthave noticeably evolved during past
20 years, we aim to show that the initial path aebeed by these two core ideas (WC and
NPM) is still fundamental to EE innovation systeamsl, perversely, the accession into the
EU has in many ways deepened the path dependdistiasse the capacity for policy
development has been thwarted.

The paper is structured as follows. Firstly, wd pibvide a methodological note that
explains the framework that we are using to hidftlgur main proposition of this article
(existence of the copying paradox) and the reafwrits persistence (path dependency). Our
approach in this paper is a rather unique onesienae that we will borrow a lot of conceptual
ideas and approaches from the public administratr@hpolicy discourse (policy
convergence, policy diffusion, policy transfer eto. explain the development of innovation
policy in a specific context, the EE. Our framewdkargely based on the historical
institutionalist analysis of the innovation polidgvelopment. We will use this approach to
track the trajectory of the development of the wat@mn policy in EE. Further, we will use it
as an explanatory tool to explain why despite tregption of policy convergence we can
witness a divergence in the policy from the intehdesults and as a result can talk about
limited and de-contextualised policy-making capasitin the third part we will provide a
stylised analysis of the evolution of innovatiodippin EE during the last two decades. We
will also explain why we can witness a perceptibpaicy convergence in innovation, but
actual capacity divergence in development. In theth part, we will discuss how the two
discourses of innovation policy and public admiaigon have evolved over the past 20 years
and how they provide highly specific lenses forenstnding EE innovation systems and
thus provide fertile ground for the key problemsdmain unsolved. To explain, the third part
of our paper is analysing policy developments @nlélvel of actions and outcomes and the
fourth part on the level of talk and decisions (seetion two for an explanation of the need to
differentiate between the two levels of analysisp &ollitt, 2002; 2001). Lastly, in the
concluding discussion we will provide an summagséxplanation why we can witness the
copying paradox persisting over a considerable phthe policy development, that is we will
highlight how the EE countries have moved in tipailicy-making from a period of

‘confusion in diffusion’ in 1990s to a period 064t in transfer’ in 2000s without any
significant increase in the actual policy analysisl policy capacities.

2. Methodological and theoretical approach for the anbysis
Before explaining the theoretical and methodoldgipgroach we will firstly create a
framework of analysis that we have used to placecore assumptions and reasons for the
approach of this paper (parallel analysis of twsiidct discourses) into a traceable frame of
mind.

Background and framework of analysis



As noted, our approach in this paper is a rath&uenone in a sense that we will borrow a lot
of conceptual ideas and approaches from the pathunistration discourse to explain the
actual development of innovation policy in a speabntext, the EE. We believe that at least
in the case of policy-making in developing or tiina countries this adds value to the
analysis in two ways. Firstly, we start with a wiodkhypothesis that in much of the
theoretical and policy-relevant literature on ingia$ development and especially innovation
policy we can witness a rather evident over-gersaibn or simplification of the role of
politics and policy-making. What do we mean, anglaix in detail in the following sections,

is that in most of these approaches there is afimegumentation that prescribes or offers a
particular view of the theoretical underpinningsrofovation and summarises it into a policy
framework or mix (theory based ideal-type modéelfe actual implementation of the
proposed ‘policy’ is usually presumed to take plaseheorised (e.g., politicians should adopt
what is prescribed by theories or ideal types)xptaned to be dependent on the
administrative capacity of a specific country agiom (e.g., no significant differentiation

made between political choices over policy andigttib implement policies). We believe

that innovation policy discourse has much to geamffurther elaborating on the role of
government and governance. Therefore we make exelifte between two generic discourses
— innovation policy (IP), and public policy and admtration (PPA) — and try to create added
value to the academic research by analysing thgrarallel.

Secondly, PPA literature is mostly concerned wlid issues of policy and administrative
capacity, that is with how policy decisions are madd implemented and not so much with
the theoretical underpinnings of the different pplchoices put in front of policy processes.
Therefore, the PPA discourse in the context of bgieg and transition states makes a sort
of ‘reversed-presumption’ compared to the IP disseuthe PPA discourse does not question
the theoretical validity and practical suitabildf/the dominant discourse on innovation put in
front of the policy-making process. In essencehiRRA and IP discourses assume that the
other one has got it ‘right’ and neither questitresvalidity of each others assumptions: IP
discourse assumes presence of administrative ¢g@ac PPA discourse assumes the
presence of valid innovation policy choices. Thus,analyze both discourses in parallel, yet
our dominant approach comes from the PPA discoMyeewill show that the analysis of the
discourse of PPA will provide us with tools andwargents to explain the resulting path-
dependencies in the IP development and policy teghle parallel analysis of discourses will
hopefully bring us closer to comprehensively ddBog and explaining the specific trajectory
of IP development in EE countries.

Therefore, our analysis is based on one core aggarmm order to analyse particular public
policy one has to look at both the content of thkcy (e.g., what is the perception about the
main goals and content of innovation or developnpefity) and the capacity of actually
achieving the results of the policy (e.g., doesitisétutional capacity of a particular
country/context support achieving the defined goéligolicy) (see also Painter and Pierre,
2005a; and for a wider context, Pollitt, 2008). Hwear, we will track this relationship
between goal-setting and implementation processéso levels: first, actual developments
on policy and implementation levels (effects leys€cond, on the level of policy and
academic ‘talk’ and discourse (process level).rifeoto so, we use for the first level the

® We argue that at least in the context of transfgmolicies from more developed to developing ddes, the
contextualisation of policies through policy anadyis often done through incremental changes witthén
dominant policy discourse (in our paper WC and NPy similar argument placed into policy transfer
literature, e.g., supply and demand based polanyster, see Randma-Liiv (2005).



concepts of capacity and policy convergence/trangiethe second level, we use concepts
from historical institutionalism such as path degemcy.

Theoretical and methodological approach

In order to specify the concept of capacity, weingslish between three levels where
discussion about the role of the state and publiicips is of relevance (based on Painter and
Pierre, 2005b, 2-7):

- The broadest concept can be definedsteté capacitythat means achieving
appropriate outcomes such as sustainable econ@awétappment and welfare (based
on values such as legitimacy, accountability, coamgle, consent). In essence,
development and innovation policy discourse isrrefg to this level when discussing
the issues of administrative capacity or capaditye government to implement
theoretically sound or ideal-type innovation pagilt can be also viewed as the
extent and depth of government involvement in thiecp area. The public
administration and policy discourse elaborateshisdoncept by distinguishing two
subsidiary concepts (each with its own theoreteal analytical approaches) that are
both preconditions for the state capacity to emerge

- ‘Policy capacityrefers to ability to make intelligent policy clogis (based on values
such as coherence, public regardingness, cregjldiicisiveness, resoluteness); in the
context of innovation policy, policy capacity reddp the ability of the political
system to decide upon the best approach (whdesrable’and what isfeasible) to
innovation and developmefit;

- The level or quality of the policy capacity is dagent on the third concept, namely
‘administrative capacitythat refers to effective resource management ¢base
values such as economy, efficiency, responsiblitgpity, equity); this capacity
refers to the ability of the political system teeuts resources for implementing the
policy choices that have been made. Administradiveé policy capacity have to be
seen as interdependent because institutional meofi@yolitical system that is
pivotal for making intelligent policy choices igdgely stocked both in institutions of
administration and institutions of policy-making.

This kind of analytical differentiation that we leaprovided has not been an inherent part of
developing public policies in transition countrisach as the EE countries. The transition
from the communist to the democratic societiesdneated the overwhelming challenge to
look at once at all of these levels and creatednefdevelop these capacities: the EE countries
have had to reform and restructure their coretutgins in parallel with introducing new
policies. This has been a recognised task botiedetel of public administration and policy
(Agh, 2003; Verheijen, 2003; Aslund, 2002) and wettoon and development (Radosevic,
2009; Tiits et al., 2008; Torok, 2007). We will asgthat this has been a considerable
challenge precisely because the EE countries Hawvked up” towards so called benchmark
regions and institutions (the EU, the OECD, WorkhB, IMF) and the lessons that the EE
countries have been given and what they have tHeesseken over (transferred) are rather

* For instance, the theoretical approached for w@idgical catch-up and development can be divideal in
several opposing theoretical models e.g. from ressétal to Schumpeterian/evolutionary/institutics@iools
(for more comprehensive overview see for examplisdteand Winter, 1982). In this context, the idgale
policy mixes (e.g., the actual range of policy desithat could theoretically be made) for innovatod
catching-up that the EE countries could have cameidirange from ‘import substitution’-type policiesWC-
based models to post-WC-based/EU-led approachear{fexcellent overview, see Radosevic, 2009).



generalised and de-contextualised, that is theypdivelopment has not been substantive
policy learning but often “fast-and-furious” copginf a specific policy discourse. By
elaborating on the development of these threedetied path dependency of the initial
choices and their impact of unexpected resultshvaiefully become explicit. In the context
of EE innovation policy development, we will try tiack the development of these three
levels of capacity since 1990.

Further, our analysis utilizes tipelicy convergencapproach (see, e.g., Bennet, 1991;
Drezner, 2001; Heichel et al., 2005; Knill, 200®attanalyses the possible tendencies towards
convergence of national policies in the sens@lefélopment of similar or even identical
policies across countries over tifr{&nill, 2005, 1), or the tendency of societies to grow

more alike, to develop similarities in structurpspcesses, and performant@serr, 1983),

or ‘any increase in the similarity between one or nuhraracteristics of a certain policy (e.g.
policy objectives, policy instruments, policy s&jf) across a given set of political

jurisdictions (supranational institutions, statesgions, local authorities) over given period

of time’ (Knill, 2005, 5) These processes are perceivedke place due to globalisation,
Europeanization and other influences.

Policy convergence can be viewed as an umbrellesgirnio concepts or notions such as
isomorphisnt policy transfer® andpolicy diffusiorf (see Knill, 2005). These concepts,
especially policy transfer and policy diffusionpMeagrown in importance in the context of the
transition in EE countries. The different notioxemmplify that policy convergence in the
form of taking over policies from other contextglamuntries can happen in different ways
(voluntarily or involuntarily; consciously or moag less unconsciously etc.).

Thus, the policy convergence and its related cascaped light to the analytical levels that
can be used for analysing the convergence trensisrasiarized in Table 1.

Table 1. Overview of policy convergence.

Policy convergence  Isomorphism Policy transfer Bodiffusion
Analytical focus Effects Effects Process Process
Empirical focus Policy Organisational Policy Policy
characteristics structures characteristics characteristics
Dependent variable|  Similarity of Similarity of Transfer content Adoption patterns
change change and transfer process

Source: Knill, 2005.

Therefore we can see that there is a distinctraiffee betweesffectsandprocessesvithin
the context of policy convergence: similar proa@ssy and may not lead to similar effects or

® |somorphismis defined as a process of homogenization thutés one unit in a population to resemble other
units that face the same set of environmental ¢immdf (Knill, 2005, 5; DiMaggio and Powell, 1991, 66).
Pollitt (2001) distinguishes between coercive, mimand normative types of isomorphism.

® Policy transferis a ,process by which knowledge about policies, admatise arrangements, institutions and
ideas in one political system (past or presentjssed in the development of policies, administrative
arrangements, institutions and ideas in anotheitjpall systerty (Dolowitz and Marsh, 2000, 5).

" Policy diffusionrefers to processes that might result in increagiligy similarities across countries hence
leading to policy convergences. Though there acedifferent approaches to diffusion — it can baesit
described as the spread of policies independecdusal factors (e.g. it can be both voluntary aoetave) or it
can be defined through voluntary adoption (as opgds coercive) of different policies. (Knill, 2003) In our
paper we look at the diffusion in the more flexibnse allowing it to be caused by broad rangeusa
factors.



outcomes and similar effects may or may not beehkalt of similar processes or policies
with similar characteristics. This differentiatiore believe offers significant explanatory
weight in discussing the policy reforms of trarmifior catching-up countries. In our
categorisationpolicy diffusiondescribes mediated or managed spread of new gobrid
ideas that does not reflect conscious or intendaahing or transfer from other context.
Policy transferon the other hand describes a policy-making psotiest reflects more
conscious analysis of and learning from the expegef other regions and countrfes.

By the term of ‘copying paradokive claim that one can witness a policy convergence
towards WC and NPM based policy approaches boticamomic and innovation policy and

in public administration and policy. This convergerns perceived to be happening in relation
to the general ‘mainstream’ models in both of trets@nds that are presumed to be, on the
one hand, ideal-type models of transition and ecoaaevelopment and, at the same time, to
some extent also models that are the foundatidheoéconomic growth and development in
Western democracies. But, at the same time we angdi@nalyse in detail below that in EE
there is a clear divergence in capacities (e.padéy for devising and implementing policies
for sustainable economic development) compareldeadsults predicted by these ideal-type
models and growth models showed by these Westenocacies. Therefore, despite
seemingly following or converging towards the idggde policy models, the EE countries are
diverging in the results and capacities that aregbachieved.

The lack of empirical findings of actual convergemns a well noted challenge faced by the
convergence analyses. One of the opposing strdriiearising, the ‘new-insitutionalist’
studies of institutional and policy development\pdes modifying or often challenging
explanations to the convergence analysis (for atgreerview, see Peters, 2005). These
approaches emphasise the importance of differstitutional variables (organisational
structure, value systems, historical experience$ #tat influence the path of development of
public administration systems and policies anddfee we can withess more divergence than
convergence across different contexts. Therefogecontext has always an important
influence on thelesirability andfeasibility of implementing certain policies. Yet, in the
pursuit of creating analytical models, providinghgerlisations and explicit policy advice, the
importance of context and the relevance of hissesm to be the issues most easily
disregarded or not taken as relevant (for an exgelinalysis, see Pollitt, 2008). We believe
that parallel discussion of the emergence and dpwatnt of IP and PPA discourses in this
context will help us explain why we can witness ‘tt@ying paradox’.

Therefore, we use the ‘new-institutionalist’ thesrio analyse the emergence and
development of the phenomena that we have depastdiae ‘copying-paradox’. For tracking
the trajectories of policy development over time arplaining changes or persistence of
specific models and paths of development, the ‘mesiitutionalist’ school offers ‘historical
institutionalism’ as a tool for analysis (see Rwer,s2004). The starting point of this approach
is the claim the policy choices made when an institution is ¢péammed, or when policy is
initiated, will have continuing and largely detemmate influence over the policy far into the
future’ (Peters, 2005, 71) Therefore, we talk abpath-dependenciém institutional

8 For great literature review and discussion indbetext of developing/transition countries, seei $20807).

° In the policy transfer and policy convergenceréitare the termcopying’is differentiated from concepts such
as‘emulatiori, ‘combination, ‘inspiration’ to reflect a more conscious duplication of pagi(for overview and
explanation, see Savi, 2007). In our approaobpying in the conceptcopying paradoximplies a lack of
conscious and contextual policy analysis capab#y would result in more contextual modificatiorfis o
innovation policy and therefore we argue that thee general tendency towards copying rather thadifying.



development and in public policy-making. Yet, thes to be seen as a tendency and not a
rule of thumb, for instance if the prevalence ahpdependencies would be a universal
phenomena, it would be futile to use this apprdactassessing possibilities for fundamental
transformations and changes of institutions andtiasl (Pollitt, 2008). Therefore, we use this
approach to highlight the instancesritical juncturesor punctuations -where fundamental
changes in institutions and policies have or ctalde taken place, e.g. the instances where
the tendencies towards path-dependency are pdigstuperseded by other factors. Also, we
will use the approach to argue that by lookinghathistorical development trajectory of the
IP from the perspective of the EE since its emergéheginning of the 1990s), we can see
that the changes of policy in essence reflect peiaaally significant, but still within a path
changes €ycles/alternations ef the policy.

Therefore, the lens of ‘historical institutionalispmovides both theoretical and analytical
arguments to explain why we can witness contradidendencies of both seemingly
converging policies and diverging outcomes in poéiad policy-making capacity.

Further, from the historical institutionalist stcawe can derive another tool that can be used
for clarifying the level of analysis in discussiasfspolicy convergence. The convergence as
such can be divided into four layers that haveeddiht implications on policy development
and on our understanding of convergence (Polb®2 2001)discursive convergengce.g.
convergence at the level of tatkecisional convergence.g. convergence at the level of
public decisions over policy, technique, organai form;practice convergence.g.
convergence on the level of working practices dicganixes usedresults convergence.g.
the level where reforms and policies produce timénded (and unintended) effects so that
the outputs and outcomes begin to converge. Thmediotwo are more in line with th@ocess
levelanalysis and the latter two with ma#ects leveanalysis. The empirical proofs of the
policy development both in PPA discourse (for ov@mwsee, Pollitt and Bouckaert, 2004)
and IP discourse (for latest overview, see Box92@0e largely limited to the process level
analysis (e.g., analysing official governmentatesteents, policy documents, other public
declarations, formal decisions and programs dtctihe context of developing and transition
countries this limited understanding of discounsé policy development has huge
implications for policy transfer processes, and \d@eemingly logically create an essential
need for elaborate capacities of contextual pddicgtysis.

By looking together at the IP and PPA discoursearehighlight that the development of the
innovation policy trajectories has depended orstiexific development paths of each of the
discourses. In the following section we will debertheeffects levetonvergence of the
innovation policy in EE, that is, we will providestylised description of the innovation policy
development in EE and indicating how it has resliitethe ‘copying paradox’. This will be
followed by a discussion how innovation policy egext and developed from specific
discourses of IP and PPA that were largely basquracess levetonvergence into policy
models that lack empirical proof of success ireast developing country context. Then, we
will discuss our findings in the historical-institonal framework to highlight how the
discursive convergence of IP and PPA since the 4886 locked the EE policies into a
distinct path of development (the path dependeti@t)is becoming increasingly more
difficult to break from.



Table 2 summarizes our approach to analyzing intmmva@olicy from public policy and
administration perspective. To put it into the exttof ‘typical’ innovation policy analysis,
our approach looks at the level of how innovatigstems® are governed and managed.

Table 2. The levels and nature of analysis of imtion policy from the public policy and
administration perspective.

Effects level Process level

Unit of analysis Policies implemented, their impact Discourses and policy choices in
on the real economy and innovatiprand around innovation system
system

Patterns of analysis Levels of capacity (state, policy | Levels of convergence (discursive
and administrative) and process)

Results of analysis Tracing the changes in capacity | Identification of critical junctures
(increasing, decreasing; and path dependencies
contextualised, de-contextualised
and innovation systems

The effects level is analysed in sector 3; the ggedevel in section 4.
3. Evolution of innovation policy in Eastern Europe snce 1990

From the existing scientific and policy analytititdrature we can distil two fundamental
problems that persist in the innovation systemiSitountries since a decade if not for a
longer period-! First, in most EE countries there is a long-standingstrehg mismatch
between R&D and education system outcomes andtiyduseds. This mismatch has in turn
two mutually enforcing aspects: one the one hamthvation policies in EE tend to focus on
high technology (for instance, commercializatiorR&ID results, technology parks,
incubators, etc); on the other hand, actual econ@amd industrial structure is characterized
by low productivity growth and dominated by outsoing activities with very low demand

for R&D or indeed for most outcomes targeted byowation policiesSecond in most EE
countries innovation policies suffer from doublagmentation: on the one hand, there is a
strong fragmentation and divide between variousradh the innovation system (universities,
companies, governments); on the other hand, algonathe public sector fragmentation
between various policy areas (education, indusimgrgy etc) is strong. Such double
fragmentation leads to massive and systematic awadrdn failures in policy design,
implementation and evaluation. Clearly, the twolleinges are connected and enforcing each
other. In this section, however, we intend to stow these challenges originate from the
application of Washington Consensus policy tooltm¥E economies and while the
European Union recognized and emphasised thesteprsbhroughout the accession talks
and during the negotiations for implementation bf€structural funding in 2000s, EU’s
influence has, perversely, enforced or even deeptrese challenges.

%\We use innovation systems here in a rather genezaning as a system of actors and features therindee,
in the broadest sense of the word, how and why emils innovate; see Freeman, 1987; Lundvall 1992; a
Nelson 1993.

! See for detailed country overviews European Comsiongs Innovation Trend-Chart, 2006 and 2007; $se a
Radosevic, 2004 and 2006; Reid and Peter, 2008Kattdl, Reinert and Suurna, 2009. Best research®iEE
innovation systems from the late 1990s also coWer®arlier transition period, see in particulad&sevic 1998
and 1999.



We show below that the ‘original sin’ for the losganding and systemic problems in EE
innovations systems was misunderstanding the nafu8eviet R&D system and industry.
This misunderstanding, as we will show in the reedtion, was largely caused by the timing
of re-entry of EE countries into global economyd éater we will argue that policies based on
this misunderstanding can be seen as the ‘crjticalture’ in creating the specific path-
dependency in the innovation policy developmerikn

Restructuring Soviet R&D system and industry

At the end of the 1980s, Eastern European and foBoeiet economies were generally
highly industrialized and many of these economiesavgeemingly on a similar
industrialization and growth path as the East Asi@onomies. According to the World Bank
data, countries like Estonia, Latvia and Hungaryenshead of Korea during in the early
1980s in terms of industrial value added per capviborld Bank WDI online database)
However, the industrialization of EE countries wadely understood to be highly artificial
and ineffective, using in other words excessive @am®of resources and other inputs to
produce goods. Thus, after regaining the indepergjerstructuring the economy and in
particular the industry, was on top of the agemtafl EE countries. In fact, in many ways
what was desired was not so much restructuringiagybt replacement of old Soviet
industry with one similar to the Western industries

Washington Consensus policies, coming to full atéitton and force around the same time,
late 1980s and early 1990s, offered a very cohexeatrelatively simple set of policies to
deliver the restructuring and replacement. Rodfié&rse an interesting summary of what the
Washington Consensus original was and how it chchdgeing the 1990s into an augmented
version. (Table 3)

Table 3. Washington Consensus and Augmented Wdshi@pnsensus.

“Augmented” Washington Consensus

Original Washington Consensus
el mgton Lonsensu the previous 10 items, plus:

1. Fiscal discipline 11. Corporate governance
2. Reorientation of public expenditures 12. Anti-corruption
3. Tax reform 13. Flexible labor markets
4. Financial liberalization 14. WTO agreements
5. Unified and competitive exchange rates 15. Financial codes and standards
6. Trade liberalization 16. “Prudent” capital-account opening
7. Openness to DFI 17. Non-intermediate exchange rate regimes
8. Privatization 18. Independent central banks/inflation targeting
9. Deregulation 19. Social safety nets
10. Secure Property Rights 20. Targeted poverty reduction

Source: Rodrik, 2006, 978.

Interestingly, Williamson'’s original list of polies that Washington can agree upon, included
infant industry protection, an@ ‘moderate general tariff (in the range of 10 petde 20
percent, with little dispersion) might be accepssda mechanism to provide a bias toward
diversifying the industrial base without threatemnserious cost(2002) While both belong
arguably to classical canon of industrial policg dorm mandatory passage points in
industrialization and upgrading efforts (Reinefip2), neither made it into the Washington
Consensus practices in the 1990s or into its autgdesersion of the 2000s.



For EE countries, however, only the original 155110 in Rodrik’s table) is relevant. While all
EE countries set out to implement WC-inspired nef®(see also Radosevic, 2009),
Drahokoupil (2007, 90) offers a very interestingnsaw to group different strategies
followed by EE countries in 1990sthe competition states in the Visegrad four cacdied
Porterian, aiming at attracting strategic FDI thrgh targeted subsidies ... The Baltic
competition states can be called macroeconomialgtaliriven neoliberal states with
monetary institutions at their core. ... Finally, $nia has developed a distinct type of
competition state, which can be characterized halanced neo-corporatistHowever, as
Weissenbacher (2007, 71) argues, Hungary, Polash®Yagoslavia had experiences of
dealing with IMF already during 1980s when theyrbaved money from it and applied
standard austerity programs. Thus, while therelkaly differences in accents, the general
framework offered by WC was applied in all EE coigs throughout the 1990s and indeed
the policy sets were converging during the 199Dgalfokoupil, 2007)

Indeed, WC-inspired policies were considered bytraéscountries atheinnovation and
industrial policy measures and in essence there newother policy initiatives during 1990s.
During this period, almost all of economic poli@pacity building was directed towards
macro-economic competencies (at central banksstnigs of finance, also think tanks). This
was greatly helped by the advice and assistanoe thhe Washington institutions such the
World Bank and IMF, but also from OECD. Innovatiolicy was considered as secondary
to transition related concerns (Mickiewicz and Ralac, 2001, 10). As there were no
innovation policies proper, there was also essiynna institution building for or in the
innovation systems. WC-inspired policies were ustierd to deliver the economic stability
to attract foreign direct investments that showddme vehicles of delivering actual
restructuring and replacement of Soviet indusimother words, market demand was
understood to deliver economic restructuring ana@ith it create also a need and
direction for innovation system reform (R&D, eduoatsystems, labour policy etc). Building
up capacity in specific areas of innovation systesemed superfluous; indeed, R&D system
was seen in many ways as too big (employing tooympaople) and ineffective (too far from
the private sector). (Radosevic 1998 and 1999 gfided overviews)

Thus, market discipline in form of WC-inspired modis replaced actual capacity building;
market was seen the producer of priorities. Indded,is perhaps the most important feature
of WC: as it presupposed that all development mmoislare fundamentally alike (be it in
Africa or Russia), it took away the burden of dotitesapacity building and evaluation, and
replaced it with a set of universal policies. Tisislirectly the opposite to previous
development consensus; as one of the classicalagerent economists Hirschman argues,
all development presupposes some form of prioatyirsg through policy making.
(Hirschman 1958) The Washington Consensus did &wagtly with this assumption: since
all development problems are assumed to be ofaime siature, the solutions are bound to be
the same as well, and this takes the burden offpgsodo say, away from domestic policy-
making. (See further Kattel, Kregel and Reinert®00

However, it can be argued that for EE countries WHC-based policies also created a
relatively strong legitimization of newly writteroastitutions and laws, and for policy process
based on these. Precisely because the impetutbohrevas coming from the outside, these
reforms were somewhat safe from being questionaa hlome-grown initiatives would have
been. At the same time the legitimacy of the statde understanding of tistate capacity

was highly reflective of the WC ideas resultinghm-policy policies in innovation and
industrial policy areas; the existing policy measwvhere more in line with supporting or
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creating market forces than steering or managiegrtarket for sustainable transition and
catching-up, that has been a more traditional aggtrof developing countries throughout the
past.

In reality, the Washington Consensus policies vesen too effective in destroying the old
industrial structure. After the fall of the BerMidall, most EE and other former Soviet
economies saw deep dives in their growth ratesramiustry as well as service sector value
added. It took more than a decade for most EE cesrb reach the growth and development
levels of 1990 (see further Tiits et al, 2008).sTisi particularly so in the case of former
Soviet republics. According the World Bank’s (20@8)culations, the recession many former
Soviet republics (e.g., Ukraine) experienced dufifi§0s, and are still experiencing, is worse
than the Great Depression in the USA and the Widd Il in Western Europe (in both cases,
recovery was considerably quicker).

This cognitive dissonance between promise of rescamd actual developments was caused
by one of the most striking features of post-Sost®telopment in the 1990s: the rapid
primitivization of industrial enterprises or evdretoutright destruction of many previously
well-known and successful companies. This happeeeduse of the way Soviet industrial
companies and the industry in general was buildngbran in a complex web of planning and
competition. (Radosevic 1998) A sudden openingnefrharkets and abolition of capital
controls made these industrial companies extremdherable. The partially extreme vertical
integration that was the norm in such companiesrgat if one part of the value chain ran
into problems due to the rapid liberalization,asiy brought down the entire chain or
complex. However, foreign companies seeking togtize plants were almost always
interested in only part of the value-chain (a sf@production plant, infrastructure or
location) and thus privatization turned into pulplied attrition of companies and jobs (see
Frost and Weinstein, 1998; Young, 1994).

Such a drastic change made it relatively easytisadlg replaceSoviet industry: with the
macroeconomic stability and liberalization of maskdollowed by a rapid drop in wages,
many former Soviet economies became increasingiyctitve as privatization targets and
outsourcing of production. Indeed, one of the nfimstiamental characteristics of EE industry
(and services) since 1990 has been that the magirdompanies have engaged in process
innovation (e.g., in the form of acquisition of nevachinery and mastery of production
capabilities) in seeking to become more and mosé-efiective in the new market place.
(Tiits et al, 2008)

Perversely mirroring the above-described cluster-tiharacteristic of Soviet industrial
activities, the Soviet R&D system was based onlamvertical integration of R&D into
specialized institutionsinder socialism, most technical change was pustted bne
institutional sector ... which was essentially a griog of R&D institutes and other related
activities ... This sector involved in activities Blyond R&D including design, engineering
and often trouble-shooting activitiegRadosevic, 1999, 282) These institutions wesgally
also the originators and carriers of patents antgoof intellectual property rights. (Ibid.,
285) This means that the Soviet-style R&D systethvay low level of company in house
R&D. (Radosevic, 1998, 80-81) Industrial congloniesavere effectively cut off from
various potential learning and feedback loops; petidn and actual innovation (in particular
in form of new products and processes) took plaakfferent institutions, both however
highly concentrated and integrated. Thus, in gdrleeasystem was highly linear and supply
based.
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The once complex engineering, designing or sindaks very rapidly replaced by
significantly more simpler commodified support gities as many companies were wiped
out, privatized or restructured. The former R&Dtides could have played key role in
bridging academic research with industry needsi@g Wwere essentially the only existing link
between the two. With the collapse of the instigwggstem, the link between academy-
industry became, as Radosevic suspected in 1998vahkest link in the EE R&D system.
(1998, 90) Indeed, irconditions of high uncertainty and prolonged prization, the
intangible assets and know-how of industrial ingé&s, primarily embodied in R&D groups,
probably erodes much faster than production skillsxdustry’ (1998, 100)

Massive onslaught of FDI, in particular since teemd half of 1990s and privatization of
enterprises gave foreign enterprises key rolednsirial restructuring and innovation. This,
in turn, only reinforced severing of linkages betwdormer R&D institutes and enterprise
sector. (See also Radosevic, 1999, 297)

In particular when compared to East Asia’s develepis over the same period, EE transition
in 1990s is in many ways a lost decade in ternigasic R&D indicators. In Figures 1-4,
South Korea is used as a proxy for East Asian cmsnéand Mexico for Latin America. The
Figures show that EE countries converge with LAtimerican trends and not with East Asian
ones.

Figure 1. General Expenditure on Research and|Bawvent as % of GDP, 1990-2006.
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The decrease in GERD from 1990 onwards until titeadrihe decade coincides, as we will
show below, with big divide in EE innovation poési With the beginning of the accession
negotiations and increasing funding from the EU,dBHEntries’ investments into R&D start
to increase while the preceding decades mirrorgdees of Washington Consensus policies
that market initiatives (also in form of R&D invesénts) are more important and efficient
than public sector intervention.

Figures 2 and 3 indicate very similar tendencigsatent applications and scientific
publications in EE compared to East Asia and LAtimerica. While EE and Latin America
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are more or less flat-lining since 1990 or 198peesively, South Korea development is
qualitatively highly different.

Figure 2. Patent application at European, US apdnkse patent offices, 1990-2005;
1990=100.
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Figure 3. Scientific and technical articles, 198®2; 1985=100.
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Against this background the significance of rapickeéase in high technology exports in EE

countries becomes more clear (Figure 4). In highrielogy exports EE and Latin America
are clearly following the same path as East As@mnemies.
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Figure 4. High technology exports as % of all mastired exports, 1988-2006.
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Source: World Bank WDI Online database.

Yet, dissonance between disintegrating R&D systanth slower catching up pace and
rapidly growing high tech exports is perhaps the&t bedicator how importantly the change in
the global production networks and in particula tise of outsourcing production changed
the perception of what is happening in EE countiékile exports indicate high growth in
high technology areas, all other indicators shoat this is largely an illusion based on
deception created by outsourcing. What is statibyicaptured as high technology product
may in reality be very different in nature: it da@ touch screens for iPhones or it can be
assembled mobile phones for any brand mobile prerd@Both show up as high technology
statistics, yet the former is a product at the fieigig of its life cycle and the latter has clearly
reached maturity. Indeed, when iPhone was intradluc007, Balda AG was the only
company in the world able to produce high numbenobvative touch displays used by
Apple in iPhones. (Business Week, 2007) This isifaatly not the case in mobile phone
assembly as such. Thus, even if high technologgrsmave been growing in developing
countries such as EE, this does not mean that alendgih similarly dynamic sectors with
significant increasing returns. (See also Krugnz@®8a) However, this deceptive picture
created an image of EE countries as quickly catchmto developed countries and also that
this catching up is based on high-tech exports s€guently, the focus of innovation policies
should be to intensify R&D content of exports. Tisiprecisely what the EU set out to do in
2000s.

Thus, we can sum up the key features of EE innonaystems before the accession into the
EU as follows:

- Privatization programs and other measures to afvagign direct investments;
- Emphasis on macro-economic stability;

- Erosion and partial disintegration of the previ@awviet R&D system;

- Prevalence of macro-economic policy skills;
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- Market demand as key force of restructuring andrrefof innovation system.
The development of innovation policy capacities barviewed in following terms:

- Relatively strong but peculiar state capacity as M&pired policies offered
legitimacy to new initiatives and policies;

- This was accompanied by weak to non-existent paapacity development; EE
countries act as policy takers and adopt massivehy WC toolbox;

- Policy networking, coordination and cooperationevaimost completely ignored;

- Policy capacity and administrative capacity develept substituted by market
reforms as market demand seen as key driver ofgesan industry and innovation
system.

Europeanization of innovation policy in EE sinc®8%

While EU’s importance for EE countries economicigies was visible already during early
1990s, the change that increased EU’s impact ceradity was the beginning of accession
talks with most EE countries in 1998 and laterekd] Havlik et al. (2001) argue that the
adoption of the EU’'siccquis communautaireas had a much stronger impact on the
modernization of EE industry than official (oftasdimentary) innovation policy during
1990s. The introduction of new regulation (usuallth significantly higher safety, health and
other standards) meant that EE industmas$ forced to choose whether to modernize their
products and production facilities rather drastilgalto subject themselves to mergers with
bigger players with greater economies of scalgparlose down altogether(See Tiits et al
2008, 76-77) However, while harmonization with Eagan standards is a distinct driver of
changes in the private sector and also in legedstfucture, it is also important to note that
such harmonization made outsourcing and relocatigmmoduction much easier. In essence,
on the one hand, the harmonization process wastaaation of restructuring processes that
started during the previous period and were ewvgmifgiantly enforced. On the other hand,
through so-called pre-structural funding and itsiagement, many EE countries started to
develop first strategic documents and policiesteel#o innovation and R&D proper.

However, similarly to WC-inspired reforms in 199@srmonization process was seen largely
as a further legitimization of EE’s path. Thus, &mal itself — accession to the EU — became
much more important than what and how was beingnbaized. Due to considerable self-
imposed time pressure — harmonizing the legal stfuature and preparing for accession in 6
years — meant that adoption of EU’s legal infrattice was done hastily and without much
attention to local context. FARE Consolidated Summary Report, 2004ARE Consolidated
Summary Report, 2007; see also Schimmelfennig &Baeler, 2004; Goetz, 2001).

There were two main vehicles of harmonization: PHARNnding mechanism and later pre-
structural funding. PHARE was launched in 1989 d&Hinancial instrument to assist the

EE countries (initially only Hungary and Poland}ieir political and economic transition
from a centralised communist system to a decesédliiberal democratic system. In its

initial phase, PHARE remained a project-based firrassistance scheme: it paid for inputs,
rather than for results in terms of effective admpand implementation of thecquis

(Martens, 2001: 37; Grabbe, 2006: 80-81) As PHARIS veformed profoundly during

1990s, also the grasp of the EU became strong®HARE was expanded to additional 11

12 This sub-section builds on Kattel, Reinert andr8ap2009.
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countries eligible for support, and 2) PHARE’s gasalthe EU’s main financial instrument for
support changed considerably: away from transissnes and economic restructuring
towards support of the accession process. (Marg&is); Martens, 2001; Bailey and Propris,
2004)

In the late 1990s, due to the progressive decerdtan of the RARE management structures
as well as EU requirement for creation of regicarad local institutions to administer the EU
funds after the accession, a system of implememagencies/administrative agents linked to
the National Funds was created and pursued in EBREgulation 1266/99; Commission
Decision on the Review of thedRRE Guidelines for the period 2000-2006; Grabbe, 2006:
82). This marks the first step in EE towards mamggiconomic policy, and thus innovation
and industrial restructuring in a distinctly diféat manner from the previous period where
the free market and external forces were seenyadrkeers of change. However, it also
important to see that these newly established ageace mostly for managing external
funding, policy creation and respective capacityding plays almost no role in these
agencies. The compartmentalized and structuredenaflEU support (PARE Consolidated
Summary Report, 2007) on the one hand, and fromi986s inherited lack of tradition of
partnership and inter-institutional coordinatiord @ooperation between administrative levels
on the other hand, meant that most positive effeicssich agencies were not reaped and that
they created in some cases more difficulties anflpms than they solved (ESPON, 2005).

In sum, in many ways the harmonization with therlgs is a period where policies
supported the restructuring of the industry thaamein 1990s under the Washington
Consensus policies; on the other hand, duringadi®d EU’s influence on funding and
administrative schemes brought creation of novekeguance structures that play up to today
key part in innovation policy in EE. Therefore, wan see this shift as a continuation of
development of the WC-based state capacity tHatgely equated with or seen as sufficient
for policy capacity, and supplemented with manageattention to administrative capacity.

However, if we look at what Radosevic calsitional innovation capacitiegshen these were
by 2000 clearly underdeveloped in all EE countc@spared to the ‘old’ member states.
(Figure 5; Radosevic 2004)

Figure 5. National Innovation Capacity (NIC) indiex EU member states, 206.

3 The index is built from 4 sub-indexes that aréuiim based on following data (in parenthesis): Aptoe
capacity (Expenditures in education in % of GDP ESgraduates (% 20—-29 population); Population with 3
level education; Participation in life-long leargirEmployment medium/high-tech manufacturing; Ergpient
high-tech services); R&D supply (Public R&D expendés (% GDP); Business R&D expenditures (% GDP);
R&D personnel per labour; EPO high-tech patent®2TS high-tech patens; Resident patents per capita);
Diffusion (Training enterprises as % of all enté&ps; CVT in % of labour costs of all enterprid&) 9000
certifications per per capita; Internet users [@0Q0 inhabitants; PC per 100 inhabitants; ICT exjtares (%
GDP); Demand (Stock market capitalization in % GDBmestic credit provided by banking sector; Studre
FDI in GDP; Share of trade in GDP; Index of pategiits; Registered unemployment). (Radosevic 2004)
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Thus, the disintegration of the R&D system thataregith the transition was still in full

force during the harmonization period. And whilean be argued that by 2000, the EE
economies and in particular their innovation caeigrouped these countries into two
groups of stronger and weaker performers (Rado280d: 660), most EE economies start to
recover from the transition losses by 2000. Howewveparticular with increasing flows of

FDI into EE and growing high technology exportg tecovering was interpreted as
imminent catching up or convergence with the ‘@drope. This misconception became the
key driver of innovation policies in EE from 200Aveards.

While harmonization with the EU legal infrastruawras important both in terms of actual
changes it brought to industry and in terms ofgyoimplementation/administrative agencies
that were created to manage EU’s financial help kiéy changes in innovation policy proper
came with EU structural fundifigthat started in 2004 and is set to continue &t leatil

2013. Indeed, as we will see below, the EU strattiunding significantly changed both the
policy content and implementation. However, as wkalso see below, key problems that
emerged during the harmonization period (low nekivgy, weak coordination and significant
cooperation problems) have been in fact deepenedgailne current period.

The key content for many innovation policy initiss in EE emerging with after the
accession was the underlying assumption that siyiia ‘old’ European countries, also the
new members need to overcome the so-calleiopean paraddxgood basic research, low
commercialization of the research resuttsjhis is mostly due to miscued policy transfer
from the EU to the member states. (See also INNI@yPdrendChart Country Reports 2006
and 2007) Accordingly, innovation and R&D police®erging in EE in mid 2000s were rife
with linear understanding of innovation. Innovatisrseen as something close to science and
invention, and that there is a more or less linearespondence between scientific discovery
and high innovation performance; and that innovestibehave like Nokia’s mobile phones
and thus search for the latter became the holy @r&E innovation policy. Thus, EE
innovation policies emerging in early and mid 2068w to concentrate on high technology
sectors, on commercializing university researothrielogy parks for start-ups and similar

' For a general overview, see the EU’s official hpamge for structural funding,
http://ec.europa.eu/regional_policy/funds/prordési.htm
!5 An excellent discussion of the paradox is Doséréha and Labini 2005.

17



efforts. (Radosevic 2002, 355; Radosevic & Reidl&@97; also INNO-Policy TrendChart
Country Reports 2006 and 2007 for comprehensivevasgs of EE countries’ policies and
challenges) In contents, overwhelming number oiicgaheasures concentrate upon
innovation programmes and technology platformsidRad Peter, 2008) At the same time,
the EE emerging innovation policies are characterizy their horizontal nature: policy
measures typically do not specify sectors but aiteer open too all sectors. (See Figure 6)
Arguably, this has to do with they way EE policykees understood EU state aid regulations
(Reid and Peter, 2008). We argue that this has teith both general neo-liberal outlook
inherited from the 1990s (i.e., market demand énses key driver for R&D system) carried
by most EE policy makers by early 2000s and also tharticular skills that concentrated into
macro-economic area. (See also Drahokoupil, 2007)

Figure 6. Innovation policy measures in EE, sespmgeific measures vs. horizontal
measures®
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Figure 6 also shows that EE countries have typicadjnificantly more innovation policy
measures than EUL5 (especially if deflated by the af respective economies). This can be
interpreted as growing fragmentation of the policgna between multitude of measures and
implementation/administrative agencies.

In addition, as majority of EE measures are findrtbeough EU structural funds, these
instruments are mostly competition and project Basbese aspects — project based
implementation, multitude of horizontal measurgmint to high fragmentation of the entire
innovation policy field as well as to lack of pofipriorities or the ability to set the latter. gt i
also evidence of the strongly market-driven un@eding of innovation that is at odds with
underlying assumption that innovation policies needlleviate the ‘European paradox’. That
is, typical EE innovation policy measure aims tooeercialize a certain R&D result,
typically in an high-tech area, but the result #ngs the initiative has to come from the
market. This, however, has scarcely any justifar&iin reality: first, EE R&D systems and
their performance disintegrated heavily during 1080d fell noticeably behind East Asia;

18 Sector-specific are policy instruments that deigh wne sector (e.g. biotechnology) only; horizomt@asures
are allocated to multiple sectors or do not speaify sector at all. See for details Reid and F268.
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second, this was complemented by the strong spatiah into low-end of various value-
chains meaning that the demand for R&D and slélfsain relatively low.

In terms of implementation, the trend initiatedidgrthe harmonization period through
creation of financial and management agencies &as imtensified with the structural funds.
(See INNO-Policy TrendChart Country Reports 200& 2007 for an overview) It is fair to
say that the problems with these agencies thaedtduring the harmonization period are
partially deepened since 2004. Indeed, it can feeal that most problems summarized above
in EE innovation policies, go in one way or othack to the institutional framework of
agencies. Almost all EE innovation policy implensign problems go back to very weak
and disorganised actors, coordination problemsamgant in policy design and
implementation (see also Radosevic 2002, 355) h@mhe hand, there is a clear separation
of policy responsibility between education/scieand innovation/industry on the ministerial
level and its delivery system (Nauwelaers and R&0@2, 365; also see INNO-Policy
TrendChart Country Reports 2006 and 2007). On therdnand, this kind of fragmented
policy-making system has in its turn resulted ia fdck of inter-linking and cooperation
between different innovation-related activities aotbrs such as research organisations,
government and industry (see INNO-Policy TrendCRartintry Reports 2006 and 2007).

While the creation and role of innovation policyeagies is in very positive terms praised by
the official European Innovation Progress Repd0D@, 65), we argue that precisely this
agencification is at the root of many EE innovatumiicy problems. But the problem as such
are not so much problems of agencification recaghis the mainstream research in the field
(Pollitt et al., 2004; Pollitt, 2005; Christenserdd_aegerid, 2005 and 2006; Verhoest and
Bouckaert, 2005). We argue that the agencificgiimtess has not only brought about
autonomy, coordination, regulation and control peots between ministries and agents.
More importantly, because agencification emergeal ¢Gontext of market-forces-driven
policy framework, the problem is firstly policy-e¢ed and only thereafter managerial. What
do we mean is that the no-policy period of innawmagpolicy was based on lacking policy
capacity in innovation policy and the following et has largely neglected the issue of
policy capacity and mainly concentrated upon dgyakpadministrative capacity. Therefore,
even if administrative capacity is increased, cetut@ policy capacity as such has been
neglected, or if looked outside the borders ofWhe-based state capacity limits, even
decreased.

Thus, due to the emphasis on efficiency, agentifinebased innovation policy
implementation model favours outsourcing of prograrmanagement and is generally
highly market friendly as signals from the markegt believed to be best policy guide (see
European Innovation Progress Report, 2006, 65H@)ever, many EE countries have seen
their economies massively restructured during 8%#0% that resulted, as we saw above, in
economic structure oriented towards outsourcinglawdvalue added activities or sectors
where networking and linkages are naturally very.Ilmdeed, agencification in these kinds
of circumstances does not foster networking prastlout rather may cause severe problems
in policy design and implementation as agenciebgmefinition at arm’s length to
government offices. Such tendencies tend to causehility in a system as a side effect (see
here case studies about the old member statesllity €&al., 2004). That is why the issue of
agencification and in particular in innovation pglhas been heavily raised by OECD in one
of its latest reports (2005).
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Thus, to sum up, while with the introduction ofustiural funds and through strong influence
from the European Commission, EE innovation padicee significantly changing since mid-
2000s, there are also serious problems that emergedhis trend. First, as we argued, the
emerging innovation policies tend to be based trerdinear understanding of innovation
(from lab to market) whereas most EE countriesspeeialized into low end production
activities virtually void of any research and withv demand for high skills; in addition,

R&D system as such has been under constant pressaesthe transition and its
performance has been clearly lacking. Thus, EEuation policies tend solve problems not
existing in the respective economies and in thigexd the problem of misunderstanding of
the Soviet R&D and industry in 1990s is replicatedhe policy-making model of the 2000s.

Second, through creation of innovation policy inmpémtation/administrative agencies (for
structural funding and beyond), the innovation @olandscape is fragmented and previous
problems in policy creation (lack of strategic Ekdnd capacity, networking and coordination
non-existent) and implementation (competitive gtaeded programming that relies on
market signals without being able to follow sebpties and goals) are only deepened. One
can argue that the innovation policies emerginiipéprocess of Europeanization are based
on the assumption that policy design and implentemtdollow public-private partnership
model, yet in reality EE countries singularly lable ability to implement such a model and
what is more, actual developments in industry seesuggest that such a model is
particularly ill-fitted to EE context. Therefordne 2000s instead of emphasising policy
capacity as the centre of the innovation policy-mmgkas limited itself to policy transfer with
attention to mainly administrative capacity.

In addition, there is an essential problem thaeE&nomic and innovation policy making
ignored throughout 1990s and 2000s in devisingcpadito deliver economic restructuring
and growth. Stable macro-economic environment @neésl to enable FDI inflow — in which
EE were indeed spectacularly successful — alsoueaged massive private foreign lending
(mostly through foreign banks settling into EE neskthat borrowed in foreign currency).
This drove in particular since the mid 2000s constion and real-estate booms in all EE
countries. (See, e.qg., Fitch, 2007a, 2007b and@@&2 also Krugman, 2008b in this context)
Indeed, most EE countries are highly dependenbreign investments and private borrowing
and thus they were caught in a macroeconomic dedvih appreciating exchange rates,
negative current account balances and growing ferivaebtedness. This led to increased
financial fragility through deteriorating balancepayments account and left EE countries
starving for new foreign lending and investmentt tiowever stopped in the aftermath of the
global financial meltdown in 2008. In essence, B#fstrial restructuring and innovation
model became a giant Ponzi scheme. As global, specally inner-EU demand slows, so do
EE exports and by early 2009 most EE currencies Baen massive drops in their value and
foreign investors seem to flee en masse. (Sedr#ldn 2009) At the same time, in particular
Central European countries such as Slovakia, Hyreyaadt Czech Republic have achieved
high levels of integration with the EU: merchandgsexports in worth of up to 60% of GDP
goes in these countries to the EU. (IMF DOTS datepBebt deflation looks very likely.
Fragmented innovation policy scene, inherited ftbmaccession into the EU, paralyses EE
countries into inaction as there seems to be nowsepolicy evaluation capacity present and
coordination problems prevent quick reaction taaalty changed environment.

Thus, we can sum up the influence of the EU upomnniBBvation systems as follows:

- Much more active role of the state in structural amovation policies;
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- Policies concentrate on commercialization and o®&&D aspects; high technology
bias certified;
- Increasing fragmentation of policy arena througbrmies that results in strong
coordination problems;
- Growing mismatch between R&D system, high-techdidasnovation policy and
actual industry needs.

The development of innovation policy capacities barviewed in following terms:

- Relatively strong but continuingly peculiar stagégacity development as EU inspired
policies offer legitimacy to new initiatives andlioges;

- Growth of implementation agencies is seemingly enimgy administrative capacity;
however, this happens at the expense of ever-waakpnlicy capacity to analyse
domestic situation and generate policy responsesnaiact weakened administrative
capacity as well;

- Policy networking, coordination and cooperationevaimost completely ignored;

- Policy capacity and administrative capacity develept substitute by market reforms
as market demand seen as key driver of changedustry and innovation system.

To sum up, we can draw a table that depicts howvation policy, capacity and their effects
evolved in the last two decades in EE economiebl€T4). This table is a snapshot of what
we mean with copying paradox: EE countries adogeiasingly policies that imitate the

developed country innovation policies, yet thisyerocess seems to hollow out local policy

and administrative capacity creation and develogmen

Table 4. Evolution of innovation policy, capacitydeffects in EE, 1990-2009.

Washington Consensus

Europeanization

Key innovation

policy
characteristics

No policy policy; FDI and increased
competition; private sector main R&D
provider; economic restructuring as
source of innovation.

Overcoming ‘European paradox':
commercialize research; horizontal and
demand oriented R&D policies.

Key capacity
characteristics

- Relatively strong state capacity as W
inspired policies offered legitimacy ta
new initiatives and policies;

- This was accompanied by weak to
non-existent policy capacity
development; EE countries act as
policy takers and adopt massively
from WC toolbox;

- Policy networking, coordination and
cooperation were almost completely
ignored;

- Policy capacity and administrative
capacity development substituted by
market reforms - market demand see
as key driver of changes in industry
and innovation system.

G

Relatively strong state capacity
development as EU inspired policies
offer legitimacy to new initiatives and
policies;

Growth of implementation agencies is
seemingly enhancing administrative
capacity; however, this happens at the
expense of ever-weakening policy
capacity to analyse domestic situation
and generate policy responses and in
weakened administrative capacity as
well;

Policy networking, coordination and
cooperation were almost completely
ignored;

Policy capacity and administrative
capacity development substitute by
market reforms as market demand see
as key driver of changes in industry an
innovation system.

act

Q>
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Key effects of - Productivity increases through - Contract work for European companies;

policy slashing liabilities and employment; | - Process innovations prevail through
- Replacement of products and cost-cutting initiatives, new machinery;
machinery; - Marketing and brand creation for home

- Foreign ownership provides key markets in certain industries (media,

access to management and marketing food);
know-how and production networks;

- Modularity and outsourcing in
production.

Thus, it can be argued that there are strong pgikrdiencies how innovation policy evolved
in EE countries. In the next section we argue tivege path dependencies originate from the
particular timing when EE countries re-entered glatapitalism.

4. Discourse analysis — why the ‘copying paradox’ hgsersisted?

The previous section of our paper was mainly dgakith theeffects leveanalysis of EE
innovation policy and its development. In this sative will show how the EE countries
entered the global capitalism at a distinct timaigtory wheregprocess levetlebate about
innovation, development, catching-up and policefkected a rather particular, even partly
ideological, movement that was inevitably proposaed taken over by the EE policy
communities. To follow the line of argumentationooir paper, we will concentrate on the
parallel trajectories of innovation policy (IP) apdblic policy and administration (PPA)
discourses from the transition/developing counggspective.

From our preceding analysis, we can bring out tblaiens that we have explicitly or
implicitly made about the development of the IRecéory in EE:

- The 1990s period of innovation policy was inevitadino-policy policy period
because of the role of the WC policies;

- Instead of emphasis on developing policy capaoityaftransition state, IP and PPA
discourses combined resulted in over-emphasis onnegtrative reforms and
development that was perceived to positively affeetemergence of policy capacity;

- Despite the peculiar but noticeable capacity (agitimacy) of the state in IP and
development of administrative capacity, the expptaicy outcomes have not
emerged, and de-contextualised policy-making thnqua@icy transfer has remained
the dominant policy mode.

We will now turn to discourse-based analysis tol@xpwhy these processes have been an
inevitable result stemming from the 1990s WC bagsaities and understanding of the state
capacity. Note that our explanations and arguments are developed for the context of IP
development and we look at these questions froncghgext of IP. Therefore, our claims are
contextual.

Why no policy innovation policy in the 1990s, onywconfusion in diffusion’?

In our previous sections we have argued that thedtibtries have introduced innovation
policy proper only during the EU harmonization adession periods and the 1990s had
largely been the domain of no-policy innovationipgl This section argues that in fact the
no-policy policy period together with the WC maaroromic policy model can be viewed as
a market forces dependent approach to innovataiohimg-up and industrial development,
and therefore the lack of innovation (and in soses industrial) policy during the 1990s in
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EE has been a conscious or inevitable result odiffiesion of the macro-economic
stabilization policy to the domain of innovationlipg. Therefore, we call the period
‘confusion in diffusion’.

Briefly, it can all be linked universal acceptamé¢he WC policies as the mode for achieving
macro-economic stabilizatioll.Yet, as has been argued in this paper and elsewFits et.

al., 2008; Torok, 2007) the EE countries faced alevel economic policy challenge: macro-
economic stabilization and industrial restructurarga structural scale. As the WC policies
where solely concerned with the former, the EE twesmfaced a policy lacuna due to the
lack of a model that would accommodate both thelsi@eé the latter challenge and be in line
with the WC stabilisation policies. The mainstreasacro-economic stabilisation policies of
the time were the WC policies. We will later shyitidicate that at the time there was no
mainstream approach or concept of industrial covation policy for developing countries, at
least in the policy-making discourse of the time.

Thus, the common vision of the reformers (both llaca international) was following a
rather clear idea that past Soviet legacies (bofolicy and in policy-making) where largely
detrimental and inefficient at achieving fundaméastio-economic turnarounds (classic
path-dependent presumptions). Therefore, it casaizkthat the EE started with a clear
understanding of what was not desirable (e.g.ngtrole of the past communist state
institutions) and though we have argued that duttiag) period relatively strong state capacity
emerged, it was strongly constrained by the WCs Tiade it inevitably obvious for the
industrial restructuring to be based on a similadeof policy thinking, i.e. relying on the
market forces to sort-out the industrial challengéss is what we calpolicy diffusion the
spread of the WC policy that is firstly macroecomostabilisation policy also to IP
discourse.

We believe that the uniqueness of the period, moeeisely the lack of explicit innovation
policy discourse for the EE countries comes fromghrticular moment of time in the
development of the ‘mainstream’ industrial and wet@on policy discourses that could have
been used as a basis of more conscious policyféramspolicy modelling for the EE
countries.

We can see that at end of the 1980s and beginmiting A990s (see for detailed historical
account Soete, 2007; for analysis of concept/disedevelopment, Sharif, 2006) the
international/Western discourse was facing a raglggificant shift in understanding and
approaching technological and industrial developim®@mce the end of the WWII, the
cornerstone of the economic policy in Europe hashloedustrial policy(sectoral policy with
discernible strategic policy interventions in sfiegectors and technologies, including also
‘picking winners’). This has gradually been devahgpintoinnovation policy During the
1970s and 1980s there was a shift in emphasidattnial policy from low-tech to high-tech
industries. This has been followed by the emergandedevelopment of innovation policy
that has moved towards they/stems of innovatio@pproach and offering more systematic
policy views by looking together at the innovatiirgns and their external environment.
Therefore, this kind of analysis highlights a pd#pendent development of the policy
discourse in more developed European countries.

" We have already discussed it in detail and argleithe relevance of the model has had a diffénepact in
different regions of the EE (see section 3 and Bkahipil, 2007), but we still argue that the corgh#f policy
thinking and policy analysis had the WC ideas abitse.
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Thus, the developed world itself was largely facniguge challenge to rethink policies and
models for economic growth and technological adeaAdt least part of it can be put on the
account of techno-economic paradigm shift (seeZR@@02; 2007) that brought about new
policy challenges as modularity in production pssas (e.g., possibilities for outsourcing
etc.) changed the context of growth and developn#drdve, we have argued that the lack of
attention to this issue at the developing contestlireen one of the main policy challenges in
EE as well. Furthermore, the spread of the WC mdionplied that it was against the idea of
general discourse of the economic restructuringptesider industrial policy (‘picking

winners’ requires considerable policy capacityaamlicy tool that could be taken from the
past experience of the developed Western econdseesalso, Radosevic, 2009).

The mid-1980s were witnessing an emergence oftamative policy-model of organising
and managing for technological development, theepnof hational innovation systems’
(Freeman, 1987; Lundvall, 1992; Nelson, 1993) thatkly spread around the academic and
policy discourse. System of innovation approachkiesilar to other closely linked approaches
—e.g., clusters (Porter, 1998, 2000) — are largehed at systemising the different factors
relevant in the context of innovation. Yet, Sh&2®06) has given thorough account of the
confusion and ambiguities around the emergencleeotdncept and its use in policy
discourse. Furthermore, the approach was largelgldped based on the experiences of
mostly developed countries — e.g., Japan by Fret®87), US, Japan, Germany; Britain,
Korea, Denmark, Sweden, Canada, Australia (Nelk883). The concepts itself is largely
relying on the Schumpeterian/evolutionary/instaoal theories. These approaches are based
on rather specific presumptions about the charatitey of firms and entrepreneurs (e.g.,
routines, search practices etc.) in the contextradvation and technological development
that are presumed to differ considerably dependmthe level of development (see for
example, Nelson and Winter, 1982).

We have already argued above that the innovatitinypmeasures of the EE have lacked the
ability to tackle the core challenges of the syst@minnovations. These challenges are
largely issues that the developed countries had dealing or accommodating with already
through industrial policy and the innovation pol&y such can be viewed as a redefinition of
industrial policy through re-prioritization or shih emphasis, but not a shift in understanding
what the underlying causes of innovation are. Bismns over systems of innovation in the
context of developing countries have only been ahmmuore recent phenomenon (see
Lundvall et al., 2009).

Thus, the emergence of the period of ‘diffusiocamfusion’ can be explained from the point
of innovation discourse through several factors:

- Transition process or catching-up of the EE coastwas largely foreign-led, i.e. the
ideas or ‘best-practice’ policy examples came ftamWestern countries;

- The general discourse of innovation and developmweastpassing through a rather
significant transformation and;

- This created a situation where on the one handjifm®urse was dealing extensively
with the issues of innovation and innovation poljag a next level after industrial
policy), but it did not pay attention to the dey@hgy country challenges;

- The EE countries had a past experience with sedynimgfficient industrial policy
because of weak state, policy and administratipaciy;

- The WC discourse offered a suitable context ancefbee become a substitute for
innovation policy.
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Why over-emphasis on a distinct mode of adminisgatapacity?

We have argued above that the emergence of thdiatteo innovation policy proper in the
end of the 1990s has been based on a much morei@amattention to issues of innovation
and development, though still missing the pointhef core challenges.

It can be stated that the beginning of the 199Gsnather similar for the EE countries from
the perspective of the PPA discourse as wellsimilarly to economic policy, it was all
about restructuring. The EE countries where faaigguble challenge — to create basic
institutions and to reform the state administratiofree it from the ‘shackles’ of communist
bureaucracy and past inefficiencies (Randma-L0Q2 Agh, 2003; Veheijen, 2003).
Therefore, the challenge could be interpreted @&stablishing a belief in the state, and
increasing policy and administrative capacityllbhad to be done in the context of the
international discourse development facing ideaalgand policy turmoil.

Pollitt (2002, 2001), while developing his convarge approach, has argued that much of the
public administration debate has converged aronad¢oncept ofriew public managemeént
denoting a specific model of public administratimased on private sector management
principles (for more detailed accounts, start vdgborne and Gaebler, 1992 and move to
Pollitt and Bouckaert, 2004 for a detailed overvigivihe literature and practice; for
arguments on the narrow neo-liberal ideologicakiemund of this model, see Drechsler,
2005). The NPM movement has filled the public adstiation and policy arena with
concepts such as privatisation, quasi-marketsppaence management, specialisation,
delegation, agencification, contracting-out etct 8is convergence around the concept of
NPM has to be understood as a discursive or tatd lonvergence because there is a rather
convincing lack of empirical evidence of the pagtimpact of the reforms.

Nevertheless, it has not been limited to the levéalk only, different countries have tried

and succeeded or failed in introducing differemcapts at different rates of speed and scope.
These ambiguities and differences are largelye¢lasan why there is only emerging empirical
evidence of the scope of different administrate®ms being pursued and not comparative
evidence of the results being achievéth essence, the success of reforms or adminigtrati
models can only be measured in relation to widécyor even state goals, such as
sustainable economic growth. In this context, tradus Evans and Rauch (1999) study
arguing for the role of Weberian elements (cargstesn and merit based recruitment) has not
been proven wrong, especially as most of the NRMriking and policy designs have been
developed in the context of developed states, whée research has been done in the context
of developing states.

Therefore, the last three decades of administratexelopment in Western democracies has
been characterised by a theoretical and ideolobaitlle between institutional, organisational
and sociological theories and approaches that higiighted the specificity of the public
sphere and the theories from mainstream economudsi¢ choice models etc.) that have
argued against the specificity of the public seftor classics see Osborne and Gaebler, 1992;

'8 |n addition, the research in the context of Euespeountries (Pollitt and Bouckaert, 2004; Dreah£1605)
has limited the viability of concept of NPM to orynglo-Saxon countries and offered a more European
(contextually more suited to the European scen&)einor approach — tHdeo-Weberian State that has a
central emphasis on maintaining the Weberian-tygieypcapacity that can be only supplemented byeiasing
administrative capacity through private sector nga@maent techniques.
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Mintzberg, 1996; for empirics, start again with [IRoand Bouckaert, 2004). Because of the
dominance of the neoclassical economics in theudgons of the content of economic policy
(at least as prescribed for the EE countrieslstdiso been easier to legitimise (on the
discursive level) administrative theories and apphes based on similar theoretical
assumptions in the public administration and patiscourse — Reagan and Thatcher are
highlighted as the most influential public persdeseloping the debates both in economic
policy and public administration reforms (see, &/gilliamson, 2000; Pollitt and Bouckaert,
2004). This argument has been explicitly pronouraded in the context of the EE countries,
especially as it is line with both theoretical adelological premises of the WC.

In principle, there can be a similar argument nfadi@® two sides. The WC economic policies
were particularly market-friendly and argued thet EE governments should contract and
give as much as possible for the markets forcesiioout. The NPM movement was based on
the public choice school of taught that, on the lomed, prescribed policies that's content was
based on the primacy of the market (e.g., limitdd for the government in the spheres where
market does function), and on the other hand, plesstt managerial principles based on the
same private sector management techniques. Theyéfts rather obvious that these
discourses have the theoretical arguments to stippoh other’s claims and to offer remedies
for each other in policy-making and implementation.

In the innovation policy context, we have argueat the no-policy policy period was

followed by rather explicit increase in the roletloé government and the state, though as
providing only incentives for the market forcesstwt out policy challenges. We have also
highlighted that the governmental interventionspeescribed by the EU, where largely based
on the idea of creating new ‘legacy-free’ admimistre agents for implementing innovation
policy. The core argument behind the idea can be se that the problem with current
administrative structure was its path-dependerifiarency (e.g., ministries were part of the
old system) that could have been solved throughtagedependent both from past legacies
and political intervention (for general theoretieajumentation of agencification, see for
example Christensen and Laegreid, 2006; Pollat.e2004). In essence, the ideal-type model
was based on the presumption that increase of amypof the agents will be accompanied
by the increase in control and regulation by theqgppals to sustain policy
comprehensiveness and accountability.

Yet in the context of the EE, it can be argued thatNPM movement, and its concepts such
as agencification, has largely been taken out@ttntext where the main challenge has been
to first and for most to increase the efficiencylod public management system, to the
context where the primary concerns has been téecogancrease the effectiveness of the
government and the state. In our analytical difong the issues and medicines for increasing
administrative capacitiave been largely equated to the issues and rem&xiincreasing
policy and state capacityut this can be seen as looking at fundamentalhtradictory

goals with the same glasses — managerial efficiandyeffectiveness is about organising and
managing resources necessary for policy implementén essence, cost-efficiency); policy
efficiency and effectiveness is about creating maghtaining capacities necessary for
designing proper policies (in essence, investmientisiture).

The critique of NPM has always included a portibemphasis on the fact that even if
increasing the managerial efficiency is achievedan be accompanied by loss of existing
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policy capacity or ability to create new policy eajiies required in changing
circumstances’

Why innovation policy is still ‘lost in transfer’?

We have argued that in the context of the EE caesand their innovation policy
development, the period of ‘confusion in diffusidrds been followed by an explicit emphasis
on innovation policy that has been based on firstigunderstanding the problems of
innovation in EE, and secondly, misinterpreting ploéicy problem as merely managerial
issue. As the 1990s of the EE have been infusddthé public choice based discourse both
in terms of the content of innovation policy anchiaxt of innovation policy making and
implementation, the influence of the EU in the efthe 1990s was largely based upon the
same policy context: the EE countries had lackedcious emphasis on developing policy
analysis and policy development skills and becafisgck of innovation policy proper, these
capacities and skills had not had any incentivent@rge in process or unconsciously.
Therefore, the conscious attempts at innovatioicypaolevelopment have been also foreign-
led, more specifically based on the ideas and nsqatelposed by the EU. Thus, the
development of innovation policy for EE has largegen based on the discourse of the
innovation policy that limits the due attentiontthas to be paid to the contextual
characteristics of the EE. And these have beenridbe context of policy transfer.

The recent ‘stock-taking’ on innovation policy deygment by OECD (Box, 2009, 2)
summarises the development of the innovation palisgourse as follows:

The stocktaking highlights that much work, botlote&cal and empirical, has already been
done to identify the policies, institutions andnfiework conditions that can provide the most
effective means of supporting innovation. Howesreajuation of specific government support
policies and their impacts on innovation is gengraparse and there is a need for more and
better evidence on the costs and benefits of gawemhsupport for innovation.

Therefore, the current discourse lacks evidendbeofesults convergence; that is, there is no
clear-cut evidence of the best policy, even indbigtext of developed countries. As the same
assessment further highlights (Box, 2009, 14-16)systems of innovations approach
provides a generalised model for assessing inmmvailicies in different systems. The
policy mix to solve the challenges of the system taebe mostly context-dependent because
‘there are major national differences in comparatwel competitive advantages, implying
potentially different patterns of response to saimpolicy instruments Therefore, we can

also conclude that despite discursive and formeilstnal convergence in innovation police
debates, we can not presume and also lack in-@éepdence that there is convergence in
actions, i.e. that generic policy measures thangeehave similar labels in different countries
carry identical content across contexts. RatheretBeems to be more weight to the argument
that universalistic policy discourse and formalidiens are facing contextual feasibility and
desirability challenges once implemented in speaifistems, countries.

Therefore, we believe that herein lays the probidmg the assessment of EE innovation
policy mixes that we have discussed and elaboratséction 3 has emerged. Innovation
policy proper arrived at the policy-making arendyon the end of the 1990s by which the
WC based economic policy and NPM dominated adnatise reform model (e.qg.,

9 For a great theoretical and conceptual analysisimiext of agencification and its impact on spksagion and
coordination and the eternal dilemmas between tbesgasting ideas, see Verhoest and Bouckaer§.200
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increasing managerial efficiency before policy efifeeness had been created and then
secured) had created a discernable path of stale’ economic development and policies
that by most accounts misinterpreted the situatton.example, Tiits et al. (2008) have
argued that in terms of policy impact in econonotiqy (e.g., increasing the competitiveness
of the countries), the 1990s has been a “lost agdaecause the catching-up effect presumed
to take effect in the transition processes hasealised, and the CEE countries are actually
falling behind the industrialised economies. Furtkigey argue (ibid.: 81) that EEountries
mistook initial and continuing rapid growth for asponse to their development policies. In
reality, large parts of the success are attributatn two factors: techno-economic paradigm
change and globalization with liberalization of rkats.

Therefore, the innovation policy development sitieelate 1990s was based on the
presumption that chosen policies and paths had theetause of the success in terms of
economic growth and that growth represented a pbsfistainable economic restructuring.
This means that, although we could witness a cenalade shift in the EE discourse over
innovation policy (from no-policy policy to expligpublic policy) it was still just an
incremental change (or cyclical alternation) in ithi@gal policy path because the problems of
innovation where seen as merely market-failure lerab that can be solved by ‘non-too-
interventionist’ policy measures (horizontal innbea policy measures) and policy problems
where seen more as administrative capacity probtharspolicy capacity challenges. This in
our view and analysis has created a situation wineievation policy measures have been
transferred to the EE countries without a comprsiverpolicy analysis capacity to truly
assess the suitability and theoretical validitythiis context, policy analysis is mostly dealing
with analysis of the administrative capacity foplementing ideal-type models designed
from other context {easibility studieg’ and not as much with analysis of the suitabgibyl
contextual applicability of the ideal-modelsl€sirability studieg. The issue of policy
capacity has hardly been at the centre of discassiothe context of innovation policy
development and implementation already since tgenheng of the 1990s.

Thus, the ‘lost in transfer’ period can be sumneatigito several discernible developments:

- External economic forces created a misconceptiontahe impact of chosen WC
path on the economic restructuring and sustairglafigrowth;

- The emerging innovation policy proper representg arpartial shift within the larger
W(C trajectory of policy-making;

- International administrative reform discourse hastéd the emphasis to
administrative capacity and managerial efficierdigregarding the interconnections
with policy capacity;

- The resulting policy and administrative capacitiaigely de-contextualised and
therefore lacking ability for substantive policyadysis.

5. Conclusions

In our paper we have followed the development eftthjectory of the innovation policy in

EE since the beginning of the 1990s and we havwgedrthat it has been, since its emergence
as a no-policy policy in the 1990s, a path-depehpeatess with changes that at first are
seemingly fundamental (the changes in 2000s indbgete harmonization process and the
EU policy models) are, if looked in more detaipmesentations of cycles/alternations within
the limits set by the initial starting point anddenstanding of the policy challenge.
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We have argued that within the innovation policyelepment we can witness
misunderstandings or misconceptions both from #regective of IP discourse and from the
perspective of PPA discourse.

Based on the former, the initial mistake of the@®9®&as to misunderstand the nature of
Soviet R&D systems and industry — in the perspeatiftwo decades and more this can be
seen as the critical juncture that re-defined the of the state in industrial and innovation
policy from over-involvement of the Soviet era t@kcitly market-led and -dominated policy
models. We have argued that this was mainly calgékde peculiar state capacity definition
and state legitimacy that was brought about byider WC policy toolbox and that diffused
into the innovation policy arena. Later in the 200e same mistake/misconception was
redefined into the ‘European paradox’ that wasofe#d by the policy-transfer from the EU
toolbox.

Based on the latter discourse, by end of the nmyppblicy that was triggered by the external
forces such as the EU, the innovation policy probleas seen as an administrative capacity
problem that was to be solved by administrativerraf Yet, we have shown that all of this
has resulted in non-emergence of policy capacaywould seem to be pivotal for contextual
analysis of feasible and desirable policies. Te die feasibility and desirability of the role
of public policies in innovation has been constediby the initial WC ideas e.g., even if the
EU toolbox, compared to the WC, has increasedditimacy of state intervention in this
policy area, it is still largely based on the praypaf the market-forces (policies are horizontal
and implemented through market principles suchoasgpetition). Therefore, the changes of
innovation policy in the end of the 1990s and 20@@sh in the content and context of
innovation policy trajectories have largely beenleg or alternations in the initial policy
mode.

This is summarized in Graph 1. The vertical axieots a continuum of definition of state
capacity, e.gcapacity defined through market fordesdicates that the market is a more
effective decision tool over the content and contépolicies;capacity defined through the
scope of the public policiesdicates the opposite or that the market-foraes Gignificant
challenges in creating optimum solutions and theestan either create additional incentives
from the market-forces or act instead of the maituetes. By definition, the latter would
presume stronger and more developed policy andrasknative capacity. The horizontal axis
is essentially ‘time’ perspective from the begirgof the 1990s (WC) until 2000s (EU), but
also reflective of the two analytical/ideal typdgolicies — the WC policies and the EU
policies — and the description of the emergendaese policies (e.g. fromtiffusion in
confusionto lost in transfe). The dotted diagonal lines indicate twnstraints of the policies
created by the WE e.g., despite witnessing an increase in govent/mablic policies, we

can still argue that these policies (horizontalgyomeasures, for example) are still closer to
market-based approaches as opposed to other ratedrgerventionist policies (setting
sectoral preferences and measures etc.). In addikie graph contains indicative lines of
development of the innovation policy trajectory aadpective capacities to graphically
illustrate the contradictions in policy development

Graph 1. The path-dependency of the innovatiorcpalevelopment trajectory in EE, within
the limits of the WC created policy feasibility addsirability constraints, and the indicative
impact on the emergence and development of differ@pacitie<’

“ The graph is inspired by Pollitt, 2008: 51-63.
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Therefore, the EE countries have been largely nypiowards de-contextualisation of policy
making and have followed a trajectory of developtikat has made it increasingly difficult
to firstly, realise the need for fundamental changad secondly, to have capacity to carry
these changes through. Thus we can track the encegd a peculiar mode of state capacity
that paradoxically or actually characteristically €x-Soviet countries over-estimates the
power of market forces in the context of econora&tnucturing, technological development
and innovation (‘creative destruction’) and creatdst we call the ‘copying paradox’.

Therefore, we are also witnessing a modest or siggificantly decreasing policy capacity in
these countries that does not seem to have beisswaof importance throughout the 1990s
and 2000s. As a result, the only recognisable levetform and development seems to be
administrative capacity. But this has resultedimast extreme complexity: fragmentation of
policy measures and implementations means thatedrenental for any policy capacity
emergence. Therefore, over the last two decadeSEhmuntries have misinterpreted their
problems, misread their development, and misunaledsthe international policy arenas from
where they are copying policy ideas. The innovagiolicy of the EE countries has been
playing with the fire by constantly moving closerlbcking itself into the worst possible
policy modes — implementing ‘wrong things’ badlgr,even worse, implementing ‘wrong
things’ well. Paradoxically, the ‘wrong thing’ m@yst be overestimation of the level of
development and adoption of too complex policiesd ghis is precisely a problem of policy
capacity.
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