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Abstract

Optimising priority setting for higher returns on investment

As the Structural Funds (ESIF) constitute a large part of the EU budget, considerable
contributions to the overall EU2020 Growth Strategy are expected. In the 2014-2020
programming period, there is a strong focus on Research and Innovation (R&I) with the
aim to boost ESIF impact on competitiveness and broader benefits (public and private
returns) across the EU. Towards this larger aim, R&I Strategies for Smart Specialisation
(RIS3) are means to concentrate investments in place-based, innovation-oriented
activities, which are well positioned vis-a-vis global value chains, and also related to
territorial or sectoral strategies with other regions.

Recent assessments show that the concentration of investments towards this goal has
not everywhere been optimally achieved, which is often traced back to the types of
priorities selected. At first sight, this can be attributed to the nature of the strategy
processes, the innovation actors involved, and their methodological and strategic
competences. Looking deeper, especially where Managing Authorities and ESIF
applicants/recipients had little former experience with R&I priority setting, weaknesses lie
in understanding state-of-the-art concepts underlying R&I strategies, in applying the
broad spectrum of R&I support tools, and in the ability to guide a range of R&I related
interaction processes continually and competently.

Against this backdrop, the report sets out to synthesise the dispersed knowledge on a
range of issues relevant for the success of priority setting processes and practices in
innovation policies and strategies. Outlining changing contexts, rationales and
approaches of priority setting in R&I policies leads to the “new prioritisation logic” guiding
RIS3 exercises. This is followed by two main lines aiming to facilitate improved priority
setting: better understanding the wider innovation policy context of RIS3, and making
better use of Strategic Policy Intelligence (SPI) and other support tools (including
learning from private sector strategies) to structure and guide policy cycles, and to
implement place-appropriate policy mixes. Evidence (case studies) on effective priority
setting processes in RIS3-type exercises and policy recommendations complete the
report.



1 Background and overview

Priority setting and innovation (policies), competitiveness, concentration of
resources

Rightly, priority setting is considered a persistent challenge (OECD 2007) in any policy
area, but it is equally true that good priority setting is a key aspect for enhancing the
quality and effectiveness of policies and strategies, and for increasing return on public
and private investments. Regarding the current EU Cohesion Policy (CP), the
prioritisation of strategic areas for innovation-oriented investment - through
comprehensive place-based analyses and “Entrepreneurial Discovery Processes” (EDP) -
is the core aspect of the Smart Specialisation (S3) approach.

Priority setting is a multifaceted challenge, and with regard to research and innovation
(R&I) challenges concern i.a.: the type of strategic processes implemented (tools and
continuous nature), the priorities (focus, granularity and nature) selected and positioned
vis-a-vis global value chains (GVC), the territorial governance and capabilities, the actors
to be involved, their R&I, strategic and methodological competences, their understanding
of innovation, and their experience with the broad spectrum of innovation boosting tools.

Truly understanding innovation (policies), and taking the appropriate, place-specific
measures for implementing related policies are vital; the importance has been stressed
through decades in international settings, countries and regions. Various projects of the
EU or the Technology and Innovation Policy Working Party (TIP) of the OECD had this
focus, and their recently finished exercise (Innovation Policies for System
Transformation. OECD 2016) opens by saying: “"The demand for innovation among policy
makers has never been greater and more purposeful.”

At EU level, a long list starts with the “Green Paper on Innovation” (EC 1995) and has
certainly not come to an end with the 2017 Communication “Strengthening Innovation in
Europe’s Regions” (EC 2017a). The latter cites, e.g., the “White Paper on the Future of
Europe” (EC 2017b) stating that innovation is recognised as one of the main economic
drivers for boosting jobs, growth and investment. In addition, the “Political Guidelines” of
the Juncker Commission (EC 2014b) see innovation as a precondition for "sustainable
and job-creating growth", which could lead to higher productivity and competitiveness
while offering social and environmental benefits.

Given the close correlation between R&D performance and economic performance
(comparing the results of the "Regional Innovation Scoreboard" and the "EU Regional
Competitiveness Index"; or analysed in OECD 2015), it is all the more disquieting when
aiming at “resilient, inclusive and sustainable growth”, that the competitiveness and
innovation divide between some advanced EU regions and less strong regions is widening
(EC 2017c¢). When research and regional policies work closely together to encourage
knowledge absorption, it will be easier for lagging regions and countries to diminish the
gap towards the technology frontier (Aghion, Jaravel 2015).

With their strong focus on R&I in the 2014-2020 programming period, the European
Regional Development Funds (ERDF) aim to reduce this divide and to boost investment
impact on competitiveness and broader benefits across the EU. Towards this larger aim,
R&I Strategies for Smart Specialisation (RIS3) are a means to concentrate (co-)
investments in place-based activities, which are well positioned vis-a-vis GVCs, and also
related to territorial or sectoral strategies outside of the region.

Recent assessment and status reports (see below) show that, so far, the concentration of
investments has not everywhere been optimally achieved. Many of the reasons often
cited relate, either directly or indirectly, to priority setting and the types of priorities
selected for innovation-oriented investment, a key element of the S3 policy concept.



This introductory chapter

As a basis and guiding frame for this report, we summarise first important aspects of
prioritising S3 investments, as well as the requirements to do so effectively and
efficiently. This is then related to the current state of affairs of S3 (re-)design and
implementation, as pointed out in recent assessments, and revealed through work on the
ground with regional actors. Finalising this introduction, we give an overview on the
report as a whole.

Aspects of S3 priorities and phases of the strategy cycle

e They are based on own territorial strengths, and related to development status,
governance and ‘thickness’ of the innovation eco-system, as well as to other
regions’ and/or actors’ activities (to be analysed in the inward- and outward-
looking phases).

e With granularity depending on context and governance level, their emphasis could
lie on industry domains, technologies, knowledge fields, societal challenges - all
with a view to harnessing the potential of positioning them in GVCs and multi-
level governance (MLG) settings (to be assessed, tailored to the context, and
selected in the forward looking and agenda setting phases).

e They are developed with a view to structuring and guiding all parts of the
(hierarchy of) policy and operational cycles, and to ensuring coherence from the
strategy development phase through to call management/investment decisions,
and monitoring.

e The resulting strategies had been detailed by considering a range of policy tools to
ensure an appropriate policy support mix, and designed to allow for consensual
adaptation during implementation.

Requirements for effective and efficient priority setting:
e state-of-the-art administrative capabilities, transparency, openness;
e methodological and process competence;

e competences to develop and implement strategies and strategy cycles, and to
make case-optimised use of strategic tools;

e understanding of underlying concepts (innovation, innovation actors and systems,
‘innovation’ policies and strategies), and ability to guide R&I related interaction
processes continually;

e broad knowledge of R&I support-tools (available locally or to be adapted from
good practice elsewhere);

e and, last but not least, deep knowledge of the S&T areas and developments most
relevant for the region, and/or the competence and the tools to get this
information from elsewhere, assess its relevance, and then adequately ‘translate’
it.

State of affairs

The RIS3 concept has successfully been applied in various regions and Member States, in
other cases challenging aspects remain. In the current phase of S3 (re)design and
implementation, those difficulties have become evident through work with regional
actors, and been outlined in recent publications, e.g. EC 2017a, Capello, Kroll (2016),
Sorvik et al (2016), Clar et al (2015).



Weaknesses and areas for improvement have been identified, which can be directly
linked, or traced back to underlying concepts, which have influenced key aspects of the
priority setting processes and their results, and, subsequently, also strategy
implementation:

e R&I governance;

e broadening the understanding of innovation and innovation policies (for system
transformation), and on this base broadening topics and spectrum of support tools
for ‘whole-government’ policy mixes;

e methodological and strategic competences across key actor groups for impactful
priority setting;

e broadening the scope of actors (true quadruple helix) involved in the interactions
at local level in general, and in priority setting especially;

e understanding the 6-step-process (Foray et al 2012) as a Cohesion Policy (CP)
adaptation of a proper R&I policy cycle;

e understanding the essence of the individual EDP elements, the EDP cycle as a
whole (Gianelle et al 2016), as well as the relationships with the 6-step-process,
governance processes and other policy-related processes of a cyclical nature;

e choosing - in an evidence-based approach - S3 priorities ("domains, areas and
economic activities, where there is a competitive advantage, or the potential to
generate knowledge-driven growth needed to address major and urgent
challenges for society and the environment”);

e including priorities, which allow harnessing cross-sectoral potential from related
variety and combinations of knowledge bases, or specific territorial capital
(traditional and of mainly intangible nature);

e improving connections to the wider R&I community, and increasing advantages
from integration in GVCs and MLG settings;

e increasing cooperation in innovation investment across regions;

e harnessing synergies and complementarities between EU policies and instruments.

Overview on the report

Against this multidimensional backdrop, this report sets out to synthesise the dispersed
knowledge on a range of issues relevant for the success of priority setting and practices
in place-based innovation policies. Policy dimensions of priority setting are outlined,
followed by an overview on changing rationales and approaches to R&I policies and
priority setting, and leading to the “new prioritisation logic” guiding S3 approaches. This
is followed by two main lines aiming to facilitate improved priority setting: understanding
better the wider innovation policy context, especially STI policies for system
transformation, and making better use of Strategic Policy Intelligence (SPI) and other
support tools (including learning from private sector strategy systems) to structure and
guide policy cycles and implement appropriate policy mixes. Evidence (case study) on
effective priority setting processes in S3-type exercises and policy recommendations
complete the report.



2 Policy dimensions of setting priorities in strategy
development: harmonising and adapting them for effective
implementation

Priority setting, a persistent challenge to policy makers, has always and foremost been a
reflection of political priorities and of political bargaining processes. Yet from the
beginning of conscious efforts of prioritisation of policy actions, policy makers have also
sought the support of tools of what nowadays is called 'strategic policy intelligence’.
(OECD 2007).

In this statement, three aspects have been highlighted, which strongly relate also to EU
Cohesion Policy (CP) RIS3 development and implementation.

e It is a persistent challenge: as policies always compete for scarce resources, the
selection of any priority (fields, activities, actors e.g.) impacts on, or is at the
expense of other fields, activities, actors, and this means consequences for
resource (re)allocation.

e It is influenced by political processes including the impossibility of implementing
investment priorities decided originally. This implies that priority setting itself
should be designed as a process, not a once-off exercise.

e Strategic policy intelligence (SPI) tools are (or should be) used with the aim to
develop a convincing evidence base for the political bargaining, and to increase
the impacts of the chosen policy options.

As challenging as it is, state-of-the art priority setting approaches have been proven key
to enhancing the quality and effectiveness of policies and strategies, and to increasing
return on public and private investments.

In today’s fast-changing and complex policy environment, priority setting is a demanding
task for policy makers aiming to position their region in a globalised economy, but even
more so regarding R&I investments.

On the challenge-side:

e There are always less resources available than demands for their allocation, the
percentage of R&I investments is still small in many countries’ budgets, and often
the first to be scaled down in times of economic crises.

e Especially in times of tighter public budgets and at the same time growing
demands for ‘unavoidable expenses’, e.g., for health, the public service,
retirement payments, security, it is all the more important to set R&I priorities
that are convincing to policy makers in other fields, and to society at large.

e Investments in R&I are of a more long-term nature, inherently risky, the returns
are often more difficult to understand and to communicate to the general public
than in other policy fields, and their impact on societal well-being is sometimes
unsure, and sometimes difficult to concretise.

e Hence, it has to be shown that sound considerations have taken place to balance
expected public/private returns and possible risks, that the related investments
are optimised for a high impact on other development goals too, and that the mix
of policy tools chosen has been optimised for an efficient implementation.

On the facilitating side, positive outcomes of R&I investments can have multiplying
effects, come in the form of high private and a range of public returns, and increase
positive impacts in practically all policy areas (EC 2017d). Therefore, key aspects to
enhance the quality and effectiveness of policies and strategies in general, are especially
relevant for the prioritisation of R&I investments:



e setting priorities in the strategy development phase in a methodologically sound
way, and as participative as this is possible respecting the nature of other policy
processes in the society in question,

e harmonising own priorities as appropriate with priorities, strategies and
programmes of other policy fields, territories and governance levels for increasing
impact (synergies),

e reviewing and adapting priorities continuously to guide efficient implementation.

Given the political challenges to ‘sell’ R&I investments, and their inherently risky nature,
longer-term programmes with their assurance of continuity are important, also to
incentivise the participation of the private sector. Examples of such longer-term
programmes of high relevance for European innovation actors are the EU R&I Framework
Programmes (FP), which emerged themselves as a result of a new priority setting
suggestion followed by a bold political bargaining move in 1984.

For the period of Horizon 2020 (the 2014-2020 FP), a unique opportunity came with CP
2014-2020 aiming to strengthen the R&I focus of the ERDF. Part of the budget was '‘R&I
earmarked’ through the R&I ex-ante-conditionality (EXAC), with the consequence that
the related additional EU R&I support could result in approximately doubling the FP R&I
investments.

ExACs, one of the key elements of CP reform, were introduced to ensure high quality and
correctness of the investments, and at a higher level to better relate different parts of
the EU budget and increase their contributions to the overall EU 2020 Growth Strategy.
The R&I ExXAC requires a RIS3 in line with the National Reform Programme and
complying with the features of well-performing R&I systems.

The specific rationale given for introducing the R&I EXAC is as follows (EC 2013):

e ESIF investments in R&I risk not to deliver a sustainable impact on the regional /
national economies in terms of higher knowledge-intensity and added value,
unless they fit into a well-conceived comprehensive and targeted policy strategy
that takes into account all national/regional assets, competitive advantages, and
potential of businesses, researchers and universities.

e R&I policies - in particular at regional level - are often inward looking and
fragmented, remain heavily focused on supply-side measures.

e Policies often concentrate on the manufacturing sector, are not supporting
emerging sectors, innovation in services, cross-fertilisation between sectors,
public sector innovation and non-R&D innovations.

e Policy measures are often generic copies of practices elsewhere that are not
adjusted to the local/regional needs and potentials.

Some of the areas needing improvement, which were mentioned in chapter 1 concerning
the 2016 state of affairs in ERDF implementation, clearly reverberate with the bullet
points above. This shows how foresightful this ExAC was drafted anticipating key
problems, which might arise in S3 development.



3 Priority setting in STI policies: changing rationales and
approaches

Priority setting is only one element in political, economic and societal activities, but
changes in R&I priority setting approaches have wide-ranging consequences on, e.g.,
other policy domains, policy mixes, instruments and funding, or resulting regional
specialisation or S&T differentiation. It is a key element, and regarding S3, we see that a
range of difficulties appearing in S3 implementation can be linked to inadequate priority-
setting processes and to the type and granularity of priorities selected. In some cases,
and more difficult to recognise, implementation difficulties can be traced back to
conceptual thinking not reflecting today’s innovation and societal reality any more, but
still influencing important dimensions of the priority setting processes.

Some regions, often the ones with ‘thick’ innovation eco-systems and a broad spectrum
of R&I policy measures in place, have done quite well with S3 design and
implementation. To make their and other sources of know-how broadly accessible, the
Joint Research Centre of the European Commission (JRC) has established the S3 Platform
in Seville facilitating (http://s3platform.jrc.ec.europa.eu), i.a., peer-review and mutual
learning.

Learning from good practice is important, but for learning in the EU’s very heterogeneous
R&I arena to be impactful the ‘learners’ should also have absorbed the concepts
underlying those ‘good’ practices, and have (acquired) the necessary competences to
apply them to the specifics of their ‘place’.

With the demand for increasingly systematic and systemic approaches to strategy
formulation in public policy the need arises for a systematic and functional integration of
thorough and efficient priority-setting processes guiding policy action beyond selecting
S&T investment areas (OECD 2007). This is also reflected in the growing number of
actors with interests, competence and capacity for priority formulation, from macro-level
to the intermediate and operational levels. To keep such processes feasible and
manageable requires new cooperation approaches, and also appropriate divisions of
labour between these levels, the allocations to general budget lines, and, further in the
process, the operationalisation in the form of derived priorities and specific budgets.

This chapter gives an overview on how some aspects relevant for R&I priority setting
have evolved: STI policies and selected aspects including types of priorities, levels of
priority setting and institutional actors. A short overview on the R&I policy research
background leading to the S3 concept builds then the bridge to the “new prioritisation
logic” guiding the CP approaches.

Taking this up, the two subsequent chapters focus on improving priority setting for S3
design and implementation.

3.1 Priority setting in evolving public STI policies

As not only Carayannis et al. (2016) point out, priority setting for R&I is a complex,
multi-dimensional undertaking. Not surprisingly, therefore, priority setting has seen
shifting rationales and approaches in the changing environments of S&T developments
and societal ones. Not surprisingly either, outcomes and processes still differ significantly
due to national cultures, historically grown characteristics, and the rigidities of
institutional frameworks and organisational settings (OECD 2016). Nevertheless,
converging aspects of the guiding concepts underlying ‘good’ R&I policies, and the use of
similar but case-adapted SPI tools (e.g. Foresight, Technology and Innovation
Assessment, Roadmapping, international benchmarking and strategic, forward-looking
evaluations, cf section 5.3) could make mutual Ilearning and good-practice
implementation a promising option.



International cooperation in this respect has been incentivised, e.g. by the OECD-TIP
2007 exercise on priority setting, from which we summarise a general differentiation of
priority setting processes.

e Types of priorities: mission-oriented, functional, thematic (details below).

e Levels and actors of priority setting concerning the hierarchical position of the
priority setting actors and institutions in the regional/national innovation systems.

e The nature of priority setting processes (continuous; case- and phase-specific
balances of top-down/bottom-up or of expert-input/participatory).

Types of Priorities: in Figure 1, four overlapping 'phases' of conceptualisation are outlined
with their foci on different types of technologies or priorities:

the 'classic' mission-led approach evolved during the 1940s (WWII) and the
1950s (emerging Cold War) concentrating on key military technologies;

in the 1960s, broader approaches towards civil industrial *key’ technologies;

from the 1980s, and with a new push by the rise of the (national/regional)
innovation systems framework in the 1990s, a more systems-oriented
approach focused on the improvement of functional and generic aspects,
adopting principles of strategic planning, and decentralising priority setting to
new intermediary institutions;

from the first decade in this century on, a ‘new’ mission-led approach focused
on new types of ‘thematic’ priorities, nhow oriented towards S&T areas crucial
for addressing global societal challenges, and on priorities determined by
societal needs and opportunities (cf. below for details).

Figure 1 : Overlapping phases of priority setting approaches

n

Relative Importance e
] i .
New ,missions* ?
»”.f
/'e::._____“'-—-__
/ Generic elements of innovation systems
=
/"/ T
/ -\-\-\-\---\-\-\-\_-"—\—\_
/._/_’:t_____ o Civil ,key* technologies I
B —

Classic mission-oriented approach

\ 4

World War Il

Source: OECD 2007

In Table 1, different dimensions of these phases are synthesised reflecting changing roles
of R&I in society in general and the broadening of the rationale for R&I policies, the
increasing complexity of globally interconnected innovation systems, with a larger
number of actors involved, and policy tools available.



Table 1 Policy paradigms and priority setting dimensions

Technology Policy Thematic dimension Legitimatory dimension  Institutional Dimension

Paradigim

‘Old” Mission orented Emphasis on ‘large-scale” Production of ‘public’ Top down definition of

approach technologies (1.e. defense, and/or ‘ment goods thematic priorties;

energy, transport etc.) Establishing of

thematically  specialised
large-scale public R&D
organisations (e.g. nuclear
research centers)

Tndustrial policy” ICT: Biotechnology: New Fostering Emphasis on planning,

approach ("kev Materials, competitiveness; technology  forecasting,

technologies™)

Nanotechnology

Emphasis on static and
dynamic economies of

technology assessment:

scale and specific market National Technology
. ) ) Programs:
failures, especially spill- =
overs from  “generic’
technologies
Systenuc approach Emphasis on ‘functional’ “Systems failures” instead Increasing  number of

aspects of the innovation

of market failures

actors/institutions

system (co-operation; mvolved i technology
conditions for business policy:  Apgencies  as
start ups. regulation etc.) important  players  in

technology policy

‘New™ mission oriented Sustamed Development; Orientation towards Imtegration of different
approach Information & Knowledge societal needs and societal groups: horizontal
Society: Demographic  challenges coordination of hitherto
Change and  Aging; different/distinet  policy
Mobility areas. increasing mumber

of actors

Source: OECD 2007

Understanding the nature of innovation processes has developed from a linear-process to
a networking- and “open” model, and, influenced by the concepts of ‘regional learning’
and ‘constructed advantages’, has facilitated the evolution of related policy making: from
‘science policy’ to ‘technology policy’ and to full-fledged ‘innovation policies’ in a
knowledge society.

With this changing nature of policies, prioritising has evolved from setting politico-
scientific priorities in a strongly top-down manner, to techno-industrial priorities through
processes with more bottom-up contributions, and to socio-political priority fields as
results of integrated top-down and bottom-up process elements. Jointly developed by
different ‘helix actors’ a range of new types of priorities can emerge such as addressing
societal challenges aiming to fully harness synergies and to optimise the impacts of the
public and private investments across a region.

With more details on the links between understanding innovation - related policy making
- prioritising, Table 2 positions the changes in priority setting in the evolutionary context
of other characteristics of public STI policies. It gives an idea how deeply priority setting
is influenced by, and also influences a multitude of governance, political and societal
developments. It thus indicates that many aspects, beyond the ‘mechanics’ of priority
setting, have to be considered to arrive at impactful priorities allowing the
implementation of strategies promising broader benefits for the economy and society.



Table 2 Evolution of public science, technology and innovation policies - selected characteristics

1950s ............. . mid 1970s

mid-1970s ......... mid 1990s

from mid 1990s .....

Geographic scale

Mainly national

Growingly international and at the

same time regional

Globalisation of economies,
cross-border and inter-regional

including more

Role of the state Central actor in technological | Decreasing role of the state, and | Facilitator and coordinator of the self-regulation
research & innovation | diminishing regulative structures of innovation
processes
Type of policies Direct control Towards more context control Context control, support favourable conditions,
strengthen absorptive capacity
Policy objectives Political, economic, space Economic stability, more social, | Economic, social, cultural, organisational,
organisational/institutional, institutional, environmental.
environmental Towards ethical and social responsibility
Policy guiding | Defence, economic growth, | Industrial competitiveness, energy | Techno-economic competitiveness, employment
lines productivity efficiency, change of industrial | & quality of life, social & environmental
structure, towards diversification, | compatibility, knowledge society
information society
Justification of | R&D effects to welfare; | Market & government failure. Areas of | Market, government, system failures.
public funding _market failure; S&T | critical mass and long time horizon. Positive innovation network externalities.
infrastructure; areas of | Schemes for more actors.

critical mass

Negative externalities (environment,

)

Negative externalities (climatic change, ....)

Priorities and | Politico-scientific, top-down Techno-industrial, more bottom-up | Socio-political, integrated top-down & bottom-
priority setting elements up

Principal selection | Scientific excellence Scientific excellence and contribution | Contribution to needs of society, industry,
criteria to competitiveness & welfare environment; increasing pub/pub & pub/private

co-investment synergies
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1950s ......... mid 1970s

Mid 1970s ............. . mid 1990s

from mid 1990s .....

Policy instruments

R&D subsidies,
patent system

regulation,

R&D subsidies, R&D programmes,
taxation, technology transfer,
incubating, pilot & prototypes, liaison
offices, venture capital

cf. chapter 5

R&D activities

Individual - researchers and
labs

Towards professional R&D activities,
cooperation of researchers and labs

Professional & integrated R&D and production
systems

Processes Linear from R&D investment | Towards complex, growing emphasis | Complex, interactive and systemic innovation
to R&D rates of return on creation and dissemination processes
Main innovation | Radical technological | Incremental technological innovations, | Technological and social innovations
focus innovations increase of social & organisational
innovations
Main funded | Large scale nuclear, military, | Energy, civil aircraft, automation, | ICT, materials, nano, bio & -omics, renewables;

technology areas

aeronautics,
chemistry

physics,

electronics, computers, ICT; economic
& social studies

“Grand
health,

hybrid & generic S&T to address
Challenges” (environment, energy,
mobility, security, ....)

Evaluation scope

Scientific impact of research
projects

S&T impact of projects, programmes,
valuation of institutes and policies

Socio-economic, environmental, ethical impacts
of projects, programmes, institutes, policies

Evaluation timing Ex-post Ex-post, towards ex-ante and | Integrated ex-ante & foresight & ex-post
intermediate technology assessment & R&D evaluation
Evaluation process | Occasional Towards professional and systemic Professional and systemic practices

Source: Leijten, Loikkanen, 2015
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3.2 Governance levels and institutional actors

Which types and granularity of priorities are appropriate, and how are they harmonised
with the respective wider environment strongly depends on the focus of the exercise:
whole governance levels, or individual actors such as funding bodies, research &
technology organisations (RTO), or other institutional actors in the wider innovation
system. Ensuring coherence between the levels and actors, and positioning the identified
priorities convincingly in national, EU and global value chains becomes an increasingly
difficult task. Specific support structures were established to help achieve greater
coherence in the strategy and priority setting processes - councils, advisory bodies,
inter-ministerial groups, or mutual-learning and support structures regionally, nationally
or the EU JRC S3 platform.

Policy tasks at a higher level include addressing failures hindering the optimal
development of a NIS/RIS, or defining which societal needs to be prioritised as having an
R&I focus. Subsequently, intermediaries (funding agencies, innovation support
organisations, etc.) and R&I performers (universities, research centres, enterprises) can
translate those policy orientations into concrete actions and operational priorities.

Beyond formally agreeing on priorities and the division of labour, coherence requires that
the totality of the decisions, taken by the innovation actors in a given priority area, can
actually transform the potential of a field/domain/technology into benefits for the
economy and society. Effective priority-setting requires, beyond a broad knowledge of a
complex world, coherence, between the different actors in research, industry, policy and
society, in their (up-to-date) understanding of innovation and innovation policies related
concepts. This does not come automatically, as often the existing institutional remits and
organisational structures and processes had developed at different times in the past, and
are influenced by the concepts of those times, at least subconsciously. The same is true
for a key feature of a strategic approach to priority-setting: the ability to thoroughly and
optimally change course if context conditions change. Often, long-established
institutional settings influence the nature of priority setting processes and also the type
of R&I priorities chosen. Resulting path-dependencies limit the options to adapt policy
strategies and reallocate resources.

3.3 Towards a ‘new prioritisation logic’ in the EU

The growing number of actors with interests in and competence for priority formulation,
across the 4H spectrum and from macro-level to the intermediate and operational levels
signifies considerable challenges for policy making. To keep processes in such a multi-
actor, multi-governance environment feasible and manageable requires not only new
cooperation approaches, but also appropriate divisions of labour between these levels,
between broad strategic orientations, the allocations to budget lines, and further
concretising them in the form of ‘new’ types of priorities and specific budgets. The ‘new
prioritisation logic’ of Smart Specialisation is the most recent EU-wide approach to guide
EU CP and related national and regional R&I funding.

The notion of Smart Specialisation was conceived around 2009 in a fruitful context - a
range of academic discussions and policy deliberations on priority setting and S&T
specialisation and support. OECD-TIP had finalised its Priority Setting exercise at that
time, and CREST (today ERAC) discussion papers (in the context of the "Open Method of
Coordination”) brought priority setting and "“European R&D and technological
specialisations in the global economy” on the political agenda. In the framework of the
multi-dimensional debate on New Perspectives for the ERA (EC 2007), the High-level ERA
Expert group “Optimising research programmes and priorities” published its findings and
recommendations for the way forward concerning research programme design and
priorities across the EU, requirements for new policy initiatives, and policy options to
address these (Acheson et al 2008).
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Technical reports regarding international S&T specialisation were commissioned
subsequently, i.a. in the context of "“Strengthening the Foundations of the ERA”
(Technopolis 2010), and a more focused policy support for General Purpose Technologies
(GPT) was suggested to modernise existing industries by enabling them to conquer new
markets (Landabaso 2012). Looking at the globally interconnected R&I systems, Vinnova
studied the R&I prioritisation mechanisms in four settings: Europe’s complex MLG arenas
(especially the EU FPs), the US, China and Japan (Andree 2009).

On the ‘fertile ground’ of the deliberations in those years, JRC/IPTS and DG RTD
organised a R&D specialisation workshop discussing whether there are benefits of having
R&D efforts concentrated in a limited number of thematic areas and, if so, whether public
funding should focus on, and corporate R&D investment be steered towards these areas
guided by a transformation agenda aiming at structural changes to the economy. There,
Foray outlined “a more vertical, targeted and preferential intervention logic of
prioritisation” to help identify truly desirable areas for R&I policy intervention - those few
new activities which originate from a decentralised and well-conducted EDP (Foray et al
2009). For this vertical priority-setting in a decentralised innovation economy, Foray
refers to New Industrial Policies (Rodrik 2007, Aghion 2012) when emphasising the
vertical logic of (broader-based, participative) prioritisation and at the same time
avoiding the government failures often associated with top-down bureaucratic processes
of technology selection.

For success in this regard, the top-down priority fields have to be precise enough to focus
resources and leverage synergies on the macro level, but also broad enough to enable
regional actors to elaborate their most promising R&I priorities (Sautter, Clar 2017). An
example for this type of priority setting is the focus on Key Emerging Technologies
(KETs), at the EU level both in Horizon 2020 and in ERDF, as well as in various national
and regional support programmes. Aiming to create synergies and to optimise the
impacts of public and private investments, current innovation-related policies focus on
priority fields jointly developed by the different ‘helix” actors - e.g. at a national level in
the context of the German Industry-Science Research Alliance. Building on this, and
earlier phases of its High-Tech Strategy 2020, Germany supports at present ten ‘forward-
looking projects’ harnessing the potential of KETs, i.a. for Sustainable Mobility, Industry
4.0 or Treating diseases more effectively with the help of personalised medicine. At the
European level, the second focus of Horizon 2020 - Competitive Industries — aims at
developing European industrial capabilities in six KETS to achieve global leadership, and
in the ERDF, one of the investment foci is “first production in KETs and the diffusion of
General Purpose Technologies (GPT)”. Numerous events and papers of different EU
institutions stress the importance of KETs for regional development and for harnessing
cross-programme synergies, and the “Roadmap for cross-cutting KETs activities in
Horizon 2020"” (EC 2014a) gives detailed guidance in the form of 13 specific roadmaps
comprising 117 innovation fields of industrial interest.

Looking from another angle, this could be interpreted as 'macro-level smart S&T
specialisation’ providing broadly defined priority fields as a frame or guidance for 'micro-
level S3’, in which regional stakeholders can develop (and implement) in a bottom-up
process their strategies to generate specific technological solutions. The objective of this
bi-directional approach is that the different regional strategies and priorities, if developed
within the same macro-level priority fields, become complementary or mutually
enhancing, and as a consequence increase the macro-level impact for the benefit of the
EU as a whole (Sautter, Clar 2017).

Harnessing the potential of such approaches through impactful strategies requires to
successfully integrate all relevant knowledge, which is usually divided and dispersed in,
or even across innovation eco-systems. Therefore, Foray (2014) concluded that the
organisational forms most appropriate for successful specialisation are networks,
associations or partnerships, as well as large integrated companies. These types of local
nodes in global knowledge flows (‘clusters’ in a more general sense; cf. Figure 2) and
‘innovative hot-spots’ in globalised value chains (cf. Cooke 2001; Bathelt et al. 2004) can
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provide a solid base for entrepreneurial discovery and priority-setting processes with a
view to regionally developed answers to societal problems, and also to trans-regionally
aligned R&I specialisation strategies. As ‘microcosms’ in a complex world of cross-cutting
regional and sector innovation systems, these types of ‘clusters’ constitute an important
focus for multi-level, multi-sector strategic innovation policy support.

Figure 2: Network of local innovation actors as node in global value chains
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Given their characteristics and roles in local and global innovation eco-systems, and the
support toolboxes available to engage actors, to provide collective services and business
linkages, and to support collaborative R&I and commercialisation, traditional clusters can
also be important starting points for developing and implementing S3 and overcoming
more inward-looking approaches to regional development policies. Cluster Policies,
therefore, are highlighted as an important tool for both, S3 (Ketels et al. 2013) and
system innovation (OECD, 2016).

In chapter 4, we elaborate further on similarities of “R&I Policies for Smart
Specialisation” and “Innovation Policies for System Transformation”.

By supporting these types of clusters/consortia/networks (capitalising on unique local
assets of specialised regional systems, which are smartly interlinked within a global
perspective), policy makers can expect two seemingly contradictory goals to be
achieved: promoting regional specialisation (appropriate to the context of the regional
related variety!) on the one hand, and contributing to solutions of global challenges on
the other. With regard to the European Research and Innovation Area (ERA), the EU
Council highlighted in its conclusions to the Innovation Union flagship the role of the
smart specialisation concept “to guide priority-setting in national and regional innovation
strategies, as well as cross-border cooperation where appropriate” (EU Council 2010).
When the learning and priority-setting processes in the multitude of European regions
are set in a common framework, trans-regional cooperation and priority *harmonisation’
can increase the impact of public and private R&I investments within but also, in the
bigger economic and societal context, across regions.

Current Cohesion Policy applies this ‘new logic’ to the EU’s heterogeneous regional
landscape. S3 priorities are expected to be based on the different territorial strengths,
related to the regional context such as development status, governance and ‘thickness’ of
the innovation eco-system, as well as to other regions’ and/or actors’ activities. As varied
as the most pressing local needs are, priorities could emphasise industry domains,
technologies, knowledge fields, or societal challenges - all with a view to harnessing the
potential of GVC synergies and the EU’s multi-level governance (MLG) settings.
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In order to optimise the spectrum of (parallel and subsequent) investments, S3 priorities
are developed with a view to structuring and guiding the relevant policy and operational
cycles, and to ensuring coherence from strategy development to implementation, which
includes an appropriate policy support mix, call desigh and management and monitoring.

Summing up and given the strong interdependencies with political and societal
developments, S&T priority setting processes and the resulting strategies differ
significantly due to national cultures, historically grown characteristics, and the rigidities
of institutional frameworks and organisational settings. In spite of these path-
dependencies, converging aspects of the guiding concepts underlying ‘good’ R&I policies,
and an integrated use of similar strategic tools could make mutual learning and good-
practice implementation a promising option. Harnessing this potential, however, requires
that the ‘learners’:

e are fully aware of the wider innovation policy context,

e have absorbed the concepts underlying those ‘good’ practices,

e and have (acquired) the necessary competences to apply the concepts to the
specifics of their ‘place’.

This will be further developed in the two following chapters.
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4 Towards improved priority setting: policies focusing on
system transformation

The considerations in chapters 2 and 3 have outlined how the changes in priority setting
for 'R&I’ were influenced by a broad range of related societal developments, and strongly
shaped by the evolution of STI policies. Given the importance for setting impactful
priorities, this chapter outlines more aspects of this evolution, especially regarding the
most recent OECD-TIP project on Innovation Policy (OECD 2016). With its focus on
priority setting for system transformation, it shows strong conceptual similarities with S3
‘place-based transformation agendas’. The recommendations to make systems innovation
harness its potential allow to draw important conclusions on how to address the current
challenges of S3 implementation.

At the EU level, the Europe 2020 Strategy (smart, sustainable and inclusive growth), and
similarly at a national level, the High-Tech Strategy 2020 for Germany (ldeas /
Innovation / Prosperity, BMBF 2010) aim at a new policy framework for strengthening all
facets of innovation systems. Broadly defined grand societal challenges (climate change,
energy, mobility, food, security, diminishing resources, or an ageing population) as
‘visionary’ goals motivate innovation actors and entrepreneurs to leverage (trans-)
regional learning and priority-setting processes with the aim to jointly develop answers to
these challenges.

Another impetus for ‘innovation policy learning’” and setting priorities in a larger context
and in cooperation with a larger spectrum of actors came from “Open Innovation”
approaches at the enterprise level (cf. Chesbrough 2003). According to their new logic
for R&I processes, market success comes mainly from continuously exchanging and
linking knowledge from all types of sources from the identification of external knowledge
to the anticipation of user needs. This requires the integration of actors from various
fields and locations. For success in highly competitive markets, complex information
flows, interactions and relationships between public administration, research
organisations, industry and consumers have to be developed and managed. This is quite
a challenge given traditional approaches concerning new knowledge developed in
companies. Consequently, new ways of supporting innovation systems should aim to
‘harmonise’ more open and inter-national R&I activities at multiple governance levels,
from organisational to regional and national up to supra-national levels. EU funding
supported projects experimenting with approaches, which link regional open innovation
cooperation across borders aiming to strengthen GVC (e.g. Clar, Sautter 2008).

To facilitate the absorption of this principle in the practical work of regional policy
making, and already highlighting the importance of the outward looking dimension, e.g.,
the Commission supported the “Best Practices Guide on Open Innovation Policies” to
facilitate the “opening up of the governance system for better horizontal and vertical
cooperation, in order to accompany Open Innovation processes, which have become
more and more transnational” (cf. Muguerza 2012). Guidance and support is published
constantly in this field, such as WIPQO’s Guide “Strategic Management of Open
Innovation” (Enkel 2015), a web-based compendium such as “21 Toolkits, Whitepapers,
and Best Practices for Open Innovation” (WE THINQ 2017), or a hands-on introduction
such as “Effective Co-Creation - A Guide to Open Innovation Programs” (Meisterjahn
2017)

Bringing main current lines of thinking together, the recent OECD-TIP innovation policy
project focuses on the concept of ‘system transformation’ to orient innovation policies
towards meeting societal challenges with the overall goal of sustainability (OECD 2016).

System innovation as a horizontal approach to innovation policy is directed at systemic
problems, and aims, taking a longer-term view, at large-scale transformations in the way
societal functions are fulfilled. It is built on a socio-technical understanding of innovation,
which includes, beyond technological substitutions, changes in broader societal elements.
It can be prompted or driven by new enabling technologies and firms, which often
emerge at ‘niche level’ (spaces for radical innovation and experimentation), and
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challenge or interact with established technologies, firms, and institutions at the ‘regime
level’.

Engaging a broad range of private and public sector actors, a successful transformation
results from processes of co-evolution between the different elements and actors in
socio-technical systems. This includes interacting at different levels (MLG). Various
projects, e.g. in the FP7 Capacities Programme’s Regions-of-Knowledge strand,
experimented in this direction. By way of example: as a project addressing system
transformation by focusing on KETs and lead markets, Open Innovation and MLG, the
multi-regional CReATE project fostered the cooperation of highly innovative clusters in
the creative industries, one of the emerging lead markets of the European knowledge
economy. It incentivised and enabled a more systematic use of the innovation potential
of ICTs. To strengthen the research potential of EU regions, and to increase related
investments from EU, national & regional funds, CReATE aimed to “position regional
capabilities in the most promising international technology and market development
perspectives” (Clar 2007). Prospective tools and a focus on the trans-regional dimension
laid the ground for self-sustaining economic success powered by iterative and
participative priority setting cycles: agreeing first, at the trans-regional level, on common
broader priority areas, then, in each region, developing focused regional priorities, and,
again at the transnational level, adapting the different regional priorities in order to
harmonise overall implementation. Thus, CReATE promoted synergies between regional,
national, EU & research policies, and facilitated intra- and trans-regional cooperation and
knowledge exchange between cluster development agencies, administration, researchers,
SME and MNE.

Similarities of system innovation approaches with concepts of a true understanding of the
CP’s S3 as place-based transformation agendas can also be seen through the barriers to
implementation: resistance to change, path dependency, inappropriate policy mix, gaps
in skills and capabilities, and not considering the interdependencies of socio-technical
systems in economic development. This can impede innovations from scaling and
diffusing across socio-economic systems, resulting in limited gains to productivity,
industrial competitiveness and sustainability. Therefore, similar to what we suggest for
addressing current challenges in S3 implementation (cf. chapter 7), the overarching
OECD 2016 recommendation to make systems innovation harness its potential focuses
on broadening and improving the understanding of innovation (in general, and of barriers
and facilitators in specific domains of systems innovation specifically).

Special emphasis is given to improving the context for, and to rethinking public funding
and support (supply, demand, connectivity) for business R&D, i.a.

e Incentivising redesign of organisations and the institutional spectrum (incl.
transfer of authority)

e Developing new ways to identify and set priorities to facilitate transitions by
engaging incumbents and supporting new entrants.

e Increasing and improving policy intelligence and new tools such as agent-based
modelling, network analysis and dynamic systems analysis to detect emerging
technologies and facilitate their diffusion and widespread use.

e Promoting and experimenting with more ‘targeted’ innovation policy instruments
such as public-private partnerships, public procurement of innovation, technology
roadmapping and demonstration projects to better manage the process of co-
creation in the development of new technologies

e Differentiating supply-side support (direct, and indirect such as tax credits) in a
way that lock-out is facilitated, not lock-in.

e Intensifying whole-of-system co-ordination across policy domains (beyond R&I),
governance levels and quadruple helix stakeholders, focus on connectivity
support instruments.
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e Fully exploring the potential of the knowledge-triangle concept, e.g. creating new
ways to link research to innovation.

5 Towards improved priority setting: making better use of
strategic tools to guide policy cycles

Innovation policies aiming at system transformation take impulses from and impact on
practically all policy areas. Effectively supporting or reorienting R&I network
configurations in this multitude of political, economic and societal activities requires the
competent use of a combination of policy instruments (policy mix). Many of those
instruments have been developed over time, but often there is insufficient knowledge of
those tools, or lacking competence to use them for designing appropriate prioritisation
and strategy processes.

After an overview on available innovation policy instruments, we discuss the importance
of considering the cyclical nature of different policy-related processes. For an impactful
use of those tools it is essential to allow for reviewing and adapting the original priorities
while progressing along the overall cycle. We mention difficulties of actors not
experienced in R&I policy making and participative processes to address S3 complexities
with integrated priority setting and adaptation, and indicate how learning from private
sector strategies could be useful for improving S3 approaches in more hierarchical
governance settings.

Arriving at impactful priorities, which allow for the implementation of strategies
promising a high return on public and private investments, has always been a key policy
objective. Achieving this goal is closely related to developing, refining and using an
appropriate combination of Strategic Policy Intelligence (SPI) tools and techniques, e.g.
strategic evaluation, foresight, impact assessment and roadmapping. Those tools help
identify, select, structure and 'translate' knowledge from the most diverse sources. This
supports policy-makers to understand possible future S&T developments, to assess
potential impacts, to arrive at preferred priorities, and to address related consequences.
We outline a stylised policy cycle with its distinctive but interlinked phases, which is
structured by SPI tools and guided by priority setting and continuous adaptation.

5.1 Essential for effective priority setting — selecting competently
from the spectrum of implementation support instruments

For obtaining high returns on public and private investments, identifying promising
priority fields is important, but it is not sufficient without prioritising the best suited
instruments for implementation, referred to as the policy mix.

Given its importance, a spectrum of such instruments has been developed and discussed
in the literature. In the synthesis paper of the NESTA compendium on “evidence of the
effectiveness of innovation policy intervention”, e.g., Cunningham et al (2013) have
developed a taxonomy of (groups of) innovation policy instruments using overall policy
orientation and policy goals as structuring elements (Table 3). For comparisons from a
macro perspective, Boekholt et al. (2014) have, in their report on benchmarking impact,
effectiveness and efficiency, looked at the accomplishments of innovation policy
instruments in an international context.

Despite this ample availability of information, reality on the ground shows that there still
is a long way to go until this potential is fully harnessed.

e Gianelle et al (2017), e.g., find in their detailed analysis of recent calls launched
under ERDF OPs only a small involvement of new types of beneficiaries (third
sector organisations, financial institutions, open-innovation platforms etc.), and
that less than 1 % of the funds are allocated to more innovative instruments.
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e Looking wider at the national level and budget lines across the EU, and over a
longer period, the “Lessons from a decade of Innovation Policy” (Izsak et al
2013), point to a similar direction regarding the use of tools, highlighting, i.a.:

e There is still a large share of institutional funding, an increase in funding
devoted to R&D, direct support to business R&I, technology transfer, venture
capital and support to start-ups, but a decrease in funding awareness-raising
and innovation skills development compared to its importance as policy
challenges.

e EU27 innovation policy mixes remained very much oriented around industry-
science collaboration R&D, which may be appropriate for technology leaders
but not necessarily for modest and moderate innovator countries with less
absorption capacity for businesses to innovate, unless the R&D s
complemented by a focus on non-R&D innovation and innovation skills.

The analyses show a high homogeneity of the policy mixes, in spite of wide differences
between countries: in technological and economic development, and concerning the roles
of knowledge generation and absorption in the territorial growth trajectories. Therefore,
the report questions the exclusive focus on policy transfer and the diffusion of ‘best
practice’, as it would “de facto preclude a critical understanding of the factors that
influence a country’s technology upgrading”.

There is a truth to this, of course, but equally there is a huge potential for gains that
could come from good practice learning - if properly prepared and focused:

e learning from advanced policy making and priority setting will only be impactful if
the ‘learners’ have absorbed the concepts underlying the measures taken
elsewhere, and are able to apply them to the specifics of their ‘place’.

This message for any ‘mutual learning’ approach is very relevant when analysing how
others have developed their S3 priorities, and arrived at a truly place-specific policy mix
aiming at a diversified specialisation in relation to the opportunities derived from the
related variety in their economy.

Concluding, we mention here more reports synthesising the importance of optimally
using innovation support instruments, to justify national and regional R&I investments
and their impact, and, at the EU level, for their contribution to achieving the 3 % GERD
goal:

CREST (today ERAC - European Research Area and Innovation Committee) had
established a policy mix expert group peer-reviewing national practices in various rounds
(Cunningham, 2007). DG RTD had commissioned a report on “Policy mix for R&D in
Europe” (Nauwelaers et al, 2009), and the OECD had given prominence to “The
innovation policy mix” in its STI Outlook 2010. In the above mentioned NESTA
compendium on innovation policy intervention, policy mixes play a horizontal role in
various of the 20 reports, and one report specifically reviews the “Innovation policy mix
and instrument interaction” (Cunningham et al, 2013). The S3 Platform also
commissioned a policy brief specifically on RIS3 Policy Mixes (Nauwelaers et al, 2014). It
includes detailed recommendations on a range of aspects, so we do not have to go into
the specifics of RIS3 policy mixes here.

Also mentioned in the RIS3 Policy Mix document, when discussing the need for more
robust, systematic and systemic policy evaluations, are the policy cycle and SPI tools -
the subjects of the following sections.
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Table 3 Taxonomy of Innovation Policy Instruments

Overall orientation Goals

Report Title = i
P Increase non- ﬁnaumal Systemic Ent
and Instruments Supply Demand Increase R&D =5 = capabilities demand for
spent ] Access . N A Framework Discourse
Skills . complementarities innovation
expertise

Fiscal Incentives for R&D L 11 L 11} L _lele]
Direct Support to R&D and Innovation in Firms 200 L 11
Access to Finance, Publicly Supported Venture Capital
and Loan Guarantees - e
Policies for Training and Skills on Improving Innovation FTY Py )
Capabilities in Firms
Innowvation and Human Resources Migration and
Employment Protection - -
Support Measures for Exploiting Intellectual Property L 1 1] o0® L _lele]
Entrepreneurship Policy o089 200
Technical services and advice L 11 L 11
Cluster Policy on Innovation o0® LL 1}
Policies to Support Collaboration for R&D and Innovation L 1 1 ] L_Jole) __lele) o00
Innovation Network Policies L 11 [ 1 1 ]
Measures to Stimulate Private Demand for Innovation L 11 [ 1 1 ]
Public Procurement Policies L 1 1] L 1 1o L 1 1 ]
Pre-Commercial Procurement *00 L 11/ o8 o000
Innovation Inducement Prizes L 1 1o L 1 1o L 1 e L 1 1o
Standardisation and Standards L 1 1o L 1 1w 00 L 11
Regulation L 1 1o *8C @00 L 11
Technology Foresight L 1 1@ *8 209

Source: Cunningham et al. (2013): Impacts of Innovation Policy: synthesis and conclusion. Nesta Working Paper 13/21
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5.2 Priority setting, adaptation and harmonisation - the cyclical
nature of policy related processes

“"the process ... to select priority domains for investment
does not finish once an S3 is adopted.”

This citation of the Handbook on Implementing S3 (Gianelle et al 2016) reminds us that,
in addition to identifying priorities and designing appropriate policy mixes, it is essential
to develop approaches, which allow for reviewing and adapting the originally set priorities
when progressing along the overall cycle, and for relating them to other cycles in multi-
actor, multi-level governance settings.

As a general background to the next section, we outline here quite different examples of
graphical representations stressing this feature, and illustrating key policy making
aspects and phases:

Learning from the private sector

As designing and implementing S3 successfully in today’s complex innovation eco-
systems is based on deep-going 4H interactions it is worth to also look for cyclical policy
processes in the private sector.

One approach of companies, originally developed in Japan and then spread across the
world, is the Hoshin Kanri strategic planning system (from Japanese “compass” and
“execution”). It is based on a hierarchy of continuous cycles, where strategic priorities
are set, communicated, transformed into actions at different levels, and constantly
reviewed.

Figure 3: the FAIR Framework of Hoshin Kanri
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Source: Witcher et al, 2008
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In the frame of this report, we outline two issues relevant for S3 as a place-based
approach, which is supposed to link a multitude of activities at different levels, and which
were designed and are implemented by a multitude of different actors:

- Figure 3, although a very simplified illustration shows how Hoshin Kanri works
through its dynamic hierarchy of cycles. The main strategy cycle guides different
strategic and operational circles, and levels of circles with their specific but
harmonised timings. This dynamically stabilised system ensures that - constantly and
interactively - the strategic goals can be (re)operationalised, resources (re)allocated,
implementation reviewed, and feedback given into the respective phases of the
higher-level cycles - with the final objective to get the overall highest possible return
on investment.

- Although Hoshin Kanri is basically a top-down approach, one of its operational
elements ensuring effective implementation could nevertheless be relevant for
implementing the more participative S3 approach: a type of “catch-ball system” with
regular meetings and interactions between hierarchical levels and functional entities
to ensure that trans-department and also bottom-up information flows effectively and
continuously throughout the company. Learning how to design and implement
systematically a similar type of place-specific catch-ball system could be useful in
regions, where the governance makes strongly participative approaches difficult to
establish.

The EDP cycle (Gianelle et al 2016)

S3 implementation reality shows that sometimes the linear sequence in the S3 Guide 6-
step-process (Foray et al 2012) is seen as an on-off approach, and not as guiding, and
vice versa, adapting to, the subsequent phases of long and complex implementation
processes towards achieving the strategic goals originally set in the strategy. In addition,
Grienice et al (2016) stress that it does not represent distinct policy-making phases as
understood and applied outside the CP community. In their Horizon 2020 project, they
suggest to use, instead, the (new) EDP as guidance for structuring S3 methodologies and
online tools.

The EDP cycle (Figure 4), a multi-
| — faceted knowledge-management
Agenda- » Policy process, was introduced in 2016 as the
setting formulation motor of the S3 methodology for
“prioritising investment based on an
inclusive and evidence-based process
driven by stakeholders’ engagement
allowing a continuous reflection on
market dynamics and opportunities”.

Stakeholder's NS

sl It highlights the cyclical nature by

stressing that “the process ... to select
Decision{ priority domains for investment does
making | not finish once an S3 is adopted.”
Knowledge flowing from continuous
4 and structured stakeholder interaction
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NV N market opportunities, and for providing
impactful support.
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Figure 4: The Cycle of EDP, Source: Gianelle et al 2016

Figure 4, as well as the other figures in this section, are simplified diagrams. In reality, a
well-designed EDP embraces a wide array of interconnected interaction processes.

Governance - how rules/norms/actions are produced, sustained and regulated - or
more simply, how stakeholders interact and make decisions (i.a. set priorities):

As an important dimension of both S3 design and implementation, governance has a
strong influence on priority setting (Gianelle et
al 2016). Given the cyclical nature of good
priority setting it is important to consider
governance cycles, and the complex
interactions of those cyclical elements between
the levels of the EU’s MLG system. Ensuring
coherence between governance levels (the
“transposing” element in Figure 5) generates
strong dynamics influencing RIS3 design and
implementation.
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Only for illustrating this latter aspect we use
the example of the Single Market governance
cycle, “the set of mechanisms, rules and
practices to design, implement, apply and
enforce the (Single Market) regulatory
framework”, or “the way in which (the Single
Market) works in practice and delivers concrete results.”

Figure 5: the Single Market governance cycle

Source: http://ec.europa.eu/internal_market/scoreboard/governance_cycle/index_en.htm

Lessons from Innovation Policy report (Izsak 2013)

As another example related to EU innovation policy, this report envisages possible future
directions, and suggests a circle of evidence-based innovation policy (Figure 6) with
interconnections between policy measures, innovation performance and practice. It
encourages, besides monitoring parts of the innovation policy process, the joint analysis
of results of these (and other) policy tools.

Figure 6: Evidence-based policy-making circle supported by key monitoring instruments

Source: Izsak 2013
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These examples from different sources and domains stress the importance to consider, in
general, the cyclical nature of policy-related processes. Concretely, however, it can be
quite difficult for actors less experienced in R&I policy to understand the full picture of all
connections between priority setting and re-orientation at different policy phases, and to
draw the ‘right’” consequences for their place-based policy making without further
guidance.

5.3 SPI tools and priority setting to successfully structure and
guide policy cycles

To arrive at implementable and impactful priorities in complex and multi-linked R&I
systems, it is essential to develop, refine and use Strategic Policy Intelligence (SPI)! tools
and techniques, and also to exchange know-how and experience EU-wide (e.g. Cuhls,
Jaspers 2004). SPI tools are methodologies used to provide decision-makers with
comprehensive, objective, politically unbiased and future-relevant information. Those
tools help identify, select, structure and 'translate' knowledge from the most diverse
sources, thereby supporting policy-makers in understanding possible future S&T
developments, assessing aspects and scope of related impacts, arriving, on this base, at
preferred priorities, and addressing related consequences.

Regarding R&I policies, the SPI toolset had, in the 1960s and 1970s, a strong focus on
technology planning and forecasting. Later, with strategic economic and societal goals
incorporated in the R&I policy agenda, the toolbox was greatly enriched, e.g. by S&T and
territorial foresight, technology & innovation assessment and complex roadmaps, but
also (e.g. innovation) audits, (international) benchmarking, and, especially, a more
strategic, forward-looking evaluation. Not taking the importance of the latter for priority
setting sufficiently into consideration has negative consequences both on the type of
priorities selected and on the policy mixes chosen.

Societal developments towards more participation influenced also the types of actors
involved in “policy making”: from groups of S&T experts in the S&T fields in focus,
towards a broader spectrum of societal actors. In such participative approaches, an
integrated use of SPI tools can guide the following: identify, come to a common
understanding of, and select promising priorities, ‘translate’ knowledge between different
institutions, actors, and domains in 4H innovation systems, and thus facilitate the
development - and implementation — of a new type of ‘better’ policy options:

¢ more broadly based and consensual, more credible and implementable and, on
average, less risky and more optimum. (Clar et al, 2008)

The implementation of SPI tools takes the form of SPI-based exercises addressing the
logically linked but distinct phases in the policy cycle. Those use techniques which are
also known from other activities, and include, data analyses (bibliometric, patent, big
data etc), horizon scanning, weak signal identification, SWOT and STEEPV analyses,
competence and stakeholder mapping, mind-mapping, relevance trees, morphological
analysis, multi-criteria analysis, expert panels, focus groups, future workshops, web-
based platforms, scenario workshops, to name a few.

SPI tools are most effective when supporting all phases of policy cycles. In this regard,
the Commission Green Paper “"ERA: New Perspectives” (EC 2007) mentions key SPI tools
when stressing the need for “common principles for evaluations and quality assurance,
joint identification of major societal challenges, optimised individual priority setting based
on shared foresight and technology assessment exercises and their results.”

Setting appropriate priorities is fundamental for evidence-based strategy processes to
achieve the aim of shaping the future state (of a research area, an industrial sector, a

! “the set of actions to search, process, diffuse and protect information in order to make it available to the right
person at the right time in order to make the right decision" (Tubke et al, 2001)
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public or private organisation, a territory, or for S3, a “domain”) by harnessing
opportunities and addressing successfully the challenges it faces. Developing impactful
strategies in globalised economies and complex societies, and this evidently applies to
S3, requires advanced intelligence gathering going far beyond a traditional SWOT.

Over the years and in quite different policy environments (from e.g. Acheson et al 2008,
to Sautter, Clar 2017) we have developed a policy cycle framework to guide strategy
processes (Figure 7). Given its stylised nature, it is important to stress that in the reality
of S3 design and implementation, e.g. by a ‘cluster’, a region or a country, a hierarchy of
different strategy cycles are to be considered, all guiding and interacting with their
related operational cycles. Harmonising the dynamics of the overall system through
structured interaction and communication is key for the success of “strategies for
resilient, inclusive and sustainable growth” through innovation.

This conceptual framework can support, and has indeed guided, RIS3 development and
implementation in a variety of settings by stimulating new insights and opening new
perspectives for the innovation actors involved, and by building mutual trust and
strengthening commitment to joint actions.

Figure 7: From Vision to Action to new Futures: Strategic Policy Intelligence tools (upper
lines) & main results (lower lines) in the policy cycle phases

STRATEGIC EVALUATION,
(INNOVATION) AUDITS,
BENCHMARKING

FORESIGHT

MONITORING
OF THE
IMPLEMENTATION

INNOV. & TECH.
ASSESSMENT,
EX-ANTE EVALUATION

RoADMAPPING (S&T)

Source: Clar, Sautter, 2014

0. Stock-taking (the territorial base for setting future priorities): ‘auditing’ with a focus
on ‘inward-looking’ to analyse the localised assets within the region (specific territorial
capital of a traditional and a more intangible nature), and linking it to international
benchmarking (outward-looking’) activities to assess the current position in the global
context (global markets, GVCs, international scientific knowledge communities, potential
competitors and cooperation partners, etc).

1. Forward-looking (the frame for future priorities): developing common perspectives,
and defining visions of the future, through applying foresight-type approaches to reduce
and structure global S&T as well as economic, societal and political developments. The
aim is to identify the strategically most relevant ones, making recommendations on how
best to realise them, and pointing to optimised priorities. As it looks into the longer term
future, foresight can also stimulate trust building between stakeholders, which in the
present could be competitors, and thus generate the commitment to work together in the
future, in a ‘co-opetition’ type of implementation.
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2. Agenda-setting (narrowing down the set of potential priorities): After a common vision
is agreed, the higher-level priorities are concretised into prioritised lines of actions, and
the implications of adopting particular options are assessed, compared, and prioritised.
Subsequently, an agenda to move towards the prioritised options is worked out. This
comprises general lines for a broad spectrum of R&I-related investments - in direct
innovation support actions, but also strengthening infrastructure, facilitating cross-
industry knowledge & technology transfer and innovation, establishing or reorienting
education and training at all levels of the education system, reforming the R&l
governance etc.

Although this phase is unavoidably influenced by different interest groups and political
bargaining, it should still represent the results from the previous phase to deliver
implementable and accepted outcomes. Technology or more generally innovation impact
assessment techniques can be used to assess which of the identified options are most
feasible, which impacts are to be expected for the different actors directly involved or
indirectly affected, and how positive impacts can be increased and negative ones
decreased.

In regions, where there is no strong tradition of foresight and technology assessment,
there might be a familiarity with ex-ante evaluation approaches to assess potential
success and utility of the options available.

3. Action-planning (from priorities to policy mixes): Detailing an agenda, e.g. a place-
based, sectoral or organisational one, means concretising the issues on the agenda into
mutually enhancing initiatives, programmes or policies supporting the innovation actors
to harness promising innovation opportunities. A roadmapping exercise can develop an
agreed perception of the options - available at present and which could be exploited in
the future - together with concrete steps to best realise them, e.g. through support
programmes optimised in the form of coherent policy mixes exploiting synergies with
programmes in other policy areas and at other governance levels, and in other
territories.

4. Action-Taking and Monitoring: In the implementation part of the policy cycle measures
are applied to mobilise, from the most diverse public and private sources, the necessary
resources against regional, national and global competition. The need for political and
practical trade-offs and the constantly internal and external changing context makes this
a different challenge to that of the design phase. Implementation should be accompanied
by ongoing monitoring activities to ensure that the process is followed-up adequately,
that appropriate actions are taken, and that the expected outcomes are achieved. (cf.
Gianelle, Kleibrink 2015 for Cohesion Policy RIS3 monitoring). This means continuous
feedback and a willingness to modify the implementation process - including the
originally set priorities - to optimise its outcomes.

5. (or 0. for the next cycle) Reviewing, renewed stock-taking (adapting priorities):
Results and outcomes are examined by means of benchmarking and strategic evaluation,
providing recommendations for improvements in an ongoing, iterative process, or,
closing this cycle, a starting base for future actions.

This phase should also include policy learning between territories, policy fields, and
governance levels, referring to all processes by which knowledge and understanding is
generated within decision-making processes through feedback on the underlying causes
and preconditions for policies and initiatives, and on their effects.

It is beyond the scope of this report, to go deeper in the endless number of reports and
guides on monitoring and evaluation, many with an increasing focus on whole-policy-
cycle approaches and all-embracing sets of indicators. We briefly mention key issues of a
just published report on good practices of evaluation and impact assessment (Dinges et
al. 2017) of Joint Programming Initiatives (JPI), large inter-national consortia, where
Member States commit to develop and implement together joint Strategic Research
Agendas (SRA) to address major societal challenges. It highlights the benefits of
Monitoring & Evaluation frameworks and activities, which include:
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the development of a comprehensive, focused set of indicators beyond operational
objectives and the explicit linking of (the JPI’'s) vision, aims, and objectives to the
indicator framework;

tools for organisational learning, where impact assessment provides the opportunity
to reflect on internal organisational processes that can feed back into revisions of
SRAs;

assisting the overall coordination and giving direction for future activities; and

raising awareness among key stakeholders and improving impact communication.
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6 Evidence on priority setting processes designed and
implemented for successful S3 exercises

Case study: place-based, innovation-driven growth guided by
integrated multi-level, multi-actor priority setting

In the preceding chapters, we have synthesised various aspects relevant for successful
priority setting, and concepts and practices in innovation policies and strategies. Here,
we highlight the specifics of a concrete specialisation exercise promoting excellent
science and effective innovation for regional prosperity by aiming to position local
innovation systems sustainably in global value chains (cf. Figure 2).

As elaborated in detail below, the MicroTec Sidwest consortium (MTSW) of about 200
entities covering the whole spectrum from knowledge generation to transformation and
exploitation, had emerged from a microsystems technologies (MST) cluster in Baden-
Wirttemberg (BW), Germany. With its activities covering an area of about 5 million
inhabitants, this exemplary case bridges place-based and more thematic policy
approaches to develop the current local production stage in global value chains into a
building block of place-based innovation strategies.

Matching 50/50 high private sector investments, the consortium had received national
and regional support for its broad range of research, innovation, education and
commercialisation activities. One argument for winning this support was that the
consortium would have an additional focus on structured learning and competence
building. A strategically and methodologically experienced team guided the projects by
continuous priority development, setting and adaptation, well integrated in interlinked
strategy and operational cycles of different 4H actors and at different levels. This
approach was also key for the macro-economic results and the sustainability of the
consortium as a whole, and the successful activities of the individual participants.

After having finished its first five-year cycle recently, MTSW can now build on new STI-
related knowledge generated during the exercise, and new cooperation and market
opportunities, but also on new R&I priority setting and management competences.
Acquired in the guided strategic activities from benchmarking to priority setting to
monitoring, those competences facilitate the sustainable continuation with new
collaborative, developmental initiatives and additional partners.

In the following, we structure relevant features of this exercise by using aspects, which
are considered characteristic and important for ‘good’ S3 as described in the S3 Guide
(Foray et al 2012), the S3 Implementation Handbook (Gianelle et al 2016) or other
related publications.

e Getting stakeholders fully involved in developing evidence-based strategies
including a strong focus on priority setting, and sound M&E systems.

e Focusing policy support and investments on key priorities for knowledge-based
development with a high potential to address societal challenges.

e Developing priorities based on own strengths, and, with a view to GVCs, on
competitive advantages and potential for excellence - towards regional prosperity
through global outreach.

e Aiming at an innovation-driven, place-based approach, embedded in a sound
governance structure, stimulated by private sector investment, and supported by
a multi-level, multi-policy-areas mix.

e Supporting all types of innovation priorities, developing a coherent policy mix for
strengthening the whole innovation eco-system.

e Ensuring continuity in an upgraded innovation eco-system by increasing (in
addition to STI) the strategic competences of all stakeholders, and by establishing
sustainable and recurring policy cycles that can be reiterated and adapted.
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Getting stakeholders fully involved in developing evidence-based strategy cycles
including a strong focus on priority setting and adaptation, and sound monitoring and
evaluation systems (see Figure 8: Interlinked strategy and operational cycles).

Professionally guided, the consortium developed, adapted and harmonised the
priorities for its strategy and for the strategies of individual actors, (Clar et al 2014)
through an ‘entrepreneurial discovery process’ implemented as a three-year series of
participative workshops and intermittent ‘working phases’. It applied advanced
intelligence gathering and management methodologies, and involved 130 participants
from academia, industry, government/administration and funding agencies. The aim
was to develop promising investment plans and identify funding options and
instruments aiming at a broad mix of MLG support, but also to ensure sustainable
progress by upgrading the regional innovation eco-system through integrated
‘learning processes’.

As a base for its strategy, the consortium considered a broad range of foresight
exercises worldwide, but also harnessed the specific knowledge and know-how of the
participants, and the experience embedded in the institutional, R&I and governance
systems of the region. Interlinked with the main process at consortium level to
harness the specific MLG arrangement, large projects and actor-groups implemented
specific prioritisation processes in order to support the optimisation of their individual
strategies, but with a view on the strategies of the other participants.

To arrive at the ‘right’ granularity of priorities in these contexts, the consortium
started in a ‘funnelling’ approach with the very broad priorities of the national
Hightech Strategy, then limited it to the MST priority areas where the consortium
had, in the preceding phase, identified its main comparative and competitive
advantages. These were further narrowed down for each project consortium, and
then for those projects, which would be proposed for funding. Proof of the ‘right’
granularity was that the priorities could be operationalised for each level and purpose
chosen.

If useful for increasing impact, a loop was included in each ‘funnelling’ phase for
positioning or harmonising the own priorities with related ones of other programmes,
other regions/countries, or other policy areas.

The process (Figure 8): priority setting & reviewing underpinning the whole policy
cycle:

e Inward- and outward-looking, stocktaking: in-depth analyses/audits of the
consortium, of the cluster, and of the situation in relevant global value chains, as
well as benchmarking with key competitors worldwide were conducted in order to
outline the territorial base for positioning both the strategic and the operational
cycles, and for setting ‘implementable’ priorities.

e Forward-looking: foresight and related activities were implemented to develop the
frame for future priorities, and sets of potential priorities fitting this frame)

e Agenda-setting: technology & innovation assessment, and ex-ante evaluation
helped narrowing down, in an evidence-based way, the set of potential priorities,
differentiated by ‘level’ - MTSW consortium, project consortia, actors)

e Action planning, from priorities to ‘policy’ mixes: various harmonised roadmaps
and Balanced Scorecards (BSC) were developed - from company to consortium
levels

e Action taking / mobilising public and private resources (not only financial)

e Strategic and operational monitoring and evaluation: designing approach and
indicators were guided by the priorities at the different levels, and concretely
interrelated with the roadmaps/BSC.

e Reviewing, renewed stocktaking (adapting & harmonising priorities between
actors)

The ‘Operational Learning Cycles’ were established to monitor and if necessary adapt
the implementation of the ongoing projects in shorter periods. They ensure that the
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results lead towards the planned project objectives, and also contribute to the overall
consortium goals.

The objective of this participative approach was to create solid commitments for joint
implementation activities inside the different project consortia and across the MTSW
consortium as a whole.

Figure 8 is a simplified picture of interlinked strategy and operational cycles. It
represents the different parallel cycles implemented by the consortium as a whole, as
well as by key actors and actor groups.

Figure 8: Interlinked strategy and operational cycles
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2. Focusing policy support and investments on key national/regional (EU) priorities for
knowledge-based development with a high potential to address societal challenges.

Microsystems are integrated systems of sensors, actors, data processors &
transmitters in the micro-meter (10°® m) dimension, highly miniaturised,
multifunctional, robust and durable, multi-purpose ‘smart’ and efficient products. As
General Purpose Technologies (GPT), MST enable intelligent, resource- and cost-
reducing applications e.g., for advanced production and networked manufacturing,
energy generation and management, mobility, personalised medicine/nutrition and
healthy ageing, secure societies, environment and resources management, key
infrastructures, and thus can boost economic development in practically all markets
and sectors.

By focusing on products, services, business models and cooperation management in
the areas of Smart Health, Smart Production, Smart Mobility and Smart Energy,
solutions are developed for key industrial, economic, societal and social challenges.

As in other countries, MST are national priorities in Germany, embedded in both the
the Internationalisation Strategy for Education, Science and Research (BMBF 2008,
2016) and the High-Tech Strategy 2020 (BMBF 2010) and, at the EU level, in H2020
and in ESIF. Concretely, MTSW's “Strategic Learning Cycle” was informed by high-
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level national guidance on MST (BMBF 2006), by the EU-wide Strategic Research
Agenda of EPOSS?, and linked to MANUfuture® and its national and regional platforms.

3. Developing priorities based on own strengths, and, with a view to GVCs, on
competitive advantages and potential for excellence - towards regional prosperity
through global outreach.

Baden-Wirttemberg is one of the global MST centres, representing about 15 % of all
related patents worldwide, and 6 % of the global production with a large share being
exported across the globe. Its MST-related research and training organisations have
an excellent reputation, and the enterprises are, both, embedded in multiple ways in
BW'’s “associational” innovation system with its “related variety”, AND integrated in
key global value chains.

4. Aiming at an innovation-driven, place-based approach, embedded in a sound
governance structure, stimulated by private sector investment, and supported by a
multi-level, multi-policy-areas mix.

Governance:

With its priority to further strengthen the MST innovation eco-system as a whole, and
its activities in the South-West of the region, the BW government had established a
related cluster initiative. Five years later, a large consortium was formed around the
cluster management, which was successful with its application in the prestigious and
highly competitive national “Spitzen”-cluster competition (BMBF 2010).

Place-based approach (innovation-related actors and processes):

The consortium aimed to contribute to the economic and social development of the
region through its focus on excellent science and education, and on effective
innovation. By its very nature, its priorities had a strong technology but also a place-
based dimension: the approximately 200 consortium members are distributed in an
area of about 5 million inhabitants, and practically represent a whole innovation eco-
system with participants coming from a broad spectrum of university institutes, RTOs,
large enterprises and SMEs, transfer and support organisations, education and
training, and public bodies. Seen from a place-based knowledge management
perspective, it thus covered the whole spectrum of knowledge generation (S&T-,
innovation-, strategy-, management-, and policy-related research, education and
(re)training) from schools to universities and enterprises) and knowledge
transformation and exploitation (technological solutions, innovative products and
business models, strategies, cooperation models).

Private sector investment, multi-level and multi-policy-area support:

The consortium aimed at a high impact on both the technology and the regional
dimension through the results of its more than € 100 million investments. From a
starting base of €40 million allocated by the enterprises, the priority projects
developed by the consortium attracted € 40 million national funds from the “Spitzen”-
cluster competition, which in turn drew additional € 5 million from the regional
government. During the five years of implementing the “Spitzen” cluster funded
projects and, in parallel, developing priorities and strategy for the following years,
additional public support was mobilised from regional, national and EU programmes in
various policy fields, and high investments from the private sector too.

5. Supporting all types of innovation priorities, developing a coherent policy mix for
strengthening the whole innovation eco-system.

The priority activities of the consortium were co-funded by the public sector with the
expectation of

2 European Technology Platform on Smart Systems Integration
3 European Technology Platform assuring the future of a competitive and sustainable manufacturing in Europe
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- sustaining the regional economy and quality of life through a globally competitive
innovation eco-system, active in worldwide cooperation along key international
value chains,

- maintaining and creating sustainable jobs, and

- attracting investments and qualified labour to the region.

To optimally profit from the national and regional R&I support, consortium members
invested own funds in 25 R&I projects in prioritised application areas, but also in
‘Structural Projects’ which focused on:

e education and (re)training modules for all levels, from schools to vocational
training to higher education, and awareness raising across the society

e MST-specific recruiting approaches

e R&I-speeding-up and -support, strengthening related competences, and providing
tailored support to the different technology development phases

e Joint system development and system integration, platforms
Pilot & small-scale series production
Building methodological and process competence for all actor groups,
strengthening knowledge management, communication and cooperation
mechanisms

e Internationalisation and market penetration

e Development, adaptation and implementation of priorities and strategies

6. Ensuring continuity in an upgraded innovation eco-system by increasing (in addition
to STI) the strategic and methodological competences of all stakeholders, and by
establishing sustainable and recurring policy cycles that can be reiterated and
adapted

To improve, also in the long term, strategic capabilities and advanced methodological
competences in the MTSW world, the strategy processes were, besides their guiding
and knowledge management role, organised with a focus on structured learning and
competence building. Public and private decision-makers were supported to advance
those capabilities to strengthen strategic competences in the region. The objective
was to enable the management of their priorities and strategies without professional
guidance, assess them from a broad range of perspectives, and develop actor-
specific, synergistic approaches to more promising and less risky R&I and education
etc. investments.

Today, the cluster initiative has grown to nearly 400 partners, and towards the end of
the "“Spitzen” cluster funding, the self-organised working groups below have
emerged:

Technology-focused working groups:

e Priority “Functional Embedded Systems”: next-generation Smart Systems (deep
hardware-software integration; human-machine interaction; security)

e Priority “Energy-autarkic Systems”: energy generation and management for
microsystems

e Priority area “Autonomous Systems” and "“Client-specific Integrated Systems”:
functional printing technologies; functionally structured surfaces

Application-oriented:
e Priority "Smart Health”: In-Vitro-Diagnostics, intelligent implants
Horizontal:

e Priority “methodological competences”: cooperative innovation processes
(in/between organisations), open innovation and protected spaces, new business
models and Cost-Benefit-Analyses or optimisation of established ones

The working groups continue to be active in further developing, assessing and refining
their priorities, detailing agendas, and developing joint actions also with partners beyond
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the region and the country. After the end of the (once-off) “Spitzen” cluster funding,
cluster members successfully attract funding from different types of regional, national,
EU and broader international programmes and networks.
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7 Policy recommendations

Priority setting is a key element in all policy making, and naturally permeating all types
of specialisation policies. Regarding S3, one can easily see the importance by searching
for “priorit...” in the S3 Guide (Foray et al 2012): more than 100 hits. In the S3
Implementation Handbook (Gianelle et al 2016) priorities and priority setting appear
even more often, about 150 times.

The following, non-exhaustive list of recommendations is based on the current state of
affairs of S3 in general, and the case study specifically:

Ensuring that priority setting processes:

are not seen as a ‘tick-the-box’ nor a myopic exercise, but based on state-of-the-
art methodological competences or guidance;

have considered, and can be related to the results of other EU or national priority
setting exercises, e.g., at the EU level, to Strategic Research Agendas, Strategic
Research and Innovation Agendas, Strategic Implementation Plans, Strategic
Roadmaps, etc.;

harness the potential from linking to, e.g., the wider regional, national and
international R&I community, other R&I programmes incl. those in sector policies,
other R&I settings (e.g. the Knowledge and Innovation Communities, Joint
Undertakings, clusters), other policy fields, strategies and activities of other
regions and other institutions;

are based on broad quadruple helix (4H) participation, and, in turn, address the
interests and needs of the different 4H actors in the region;

consider all types of knowledge generation and management processes
(knowledge triangle);

play a constant guiding and accompanying role in the whole policy cycle, beyond
the forward- and agenda-setting phases, aiming for ‘institutionalised’ ongoing
processes;

provide direct guidance for implementation and meaningful indicators for
monitoring and evaluation, and lead to a monitoring approach which ‘enforces’
coherence from priorities to strategies to budgets to implementation;

aim at sustainability by integrated capacity and capability building (strategic,
methodological, and R&I management).

Guiding priority setting in a way that the priorities developed:

focus on areas where, realistically, the local conditions allow for growth when
appropriately supported, can contribute to, and be supported by higher-level
policies (in the EU, e.g., to the Europe 2020 Growth Strategy);

focus on areas where, realistically, the integration in GVC brings advantages to
the region, and local innovations can be scaled-up take into consideration the
advantages from embedding local activities in GVC;

allow to harness the potential of societal challenges as drivers of economic
growth;

are based on a broad understanding of innovation, and allow for the development
of an appropriate policy mix based on a comprehensive knowledge of innovation
support tools;

have the ‘right’ granularity depending on goals, context, and governance levels;
can be fine-tuned for new partners, and differentiated for follow-up exercises.

Coaching priority setting and strategy development.

Generally: ensuring that the broad set of competences are available, or are
brought in, or are developed during the exercise, which are necessary for
managing the priority setting activities effectively and efficiently.
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o Specifically: finding out which concepts of innovation and innovation policies really
and deeply guide the thinking of key actors involved, and then guiding
participants (from where they are in their thinking and competences) towards the
current understanding of key principles of S3, EDP etc.

Designing calls or submitting proposals for S3 related funding:

e Taking key RIS3 aspects seriously - R&I, strategies, place-based and place-
specific, experimenting.
e Incentivising in the call text, & subsequently providing evidence in the proposal
for:
o a consortium representing different innovation system actors incl. new
types of beneficiaries,
o a policy mix, which is case-specifically optimised including more innovative
instruments.

Allocating specific budgets for:

e continuous and deep-going priority setting and adaptation, and for collecting and
structuring all knowledge needed (from inside or outside);

e capability building and interactive ‘learning” to ensure strategic and
methodological sustainability too;

e improving key processes in the innovation eco-system.

Reducing unnecessary work for applicants and evaluators, and increasing effectiveness of
programmes in order to increase the impacts of individual priority setting exercises:

e (really!) ‘slim’ first application phases, and the ‘right’ focus and granularity of the
paper work demanded in the different evaluation and monitoring phases.

Strengthening the base for achieving the above across the EU and in all types of regions:

e improving, between/in DGs, ministries and agencies, mutual information and the
use/adaptation/harmonisation of project cycles, support tools, selection criteria
etc.;

e incentivising structured mutual learning and cooperation between EU and national
bodies, and different policy communities (R&I, Cohesion, Agricultural, Social,
Health, Energy, etc.);

e cooperating — across governance levels - towards longer-term structural changes
to better relate post-EU2020-related strategies, processes and their timeframes.
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