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Starting from the 1995 Green Paper on Inno
vation, the European Union (EU) has increa
singly placed innovation at the heart of its eco
nomic policy objectives. This process culmina
ted in the strategic goal set by the European 
Council in Lisbon, March 2000. The Lisbon 
Strategy is usually defined by its main goal for 
Europe by 2010 - "the most competitive and 
dynamic knowledge-based economy in the 
world capable of sustainable economic growth 
with more and better jobs and greater social 
cohesion". The time left for the implementa
tion is rather short given the advances of com
petitors (e.g., USA), so the Lisbon Strategy has 

been catapulted into probably the main issue 
on the agenda of the EU economic policy, the 
discussion of which was joined by new EU 
members by 2004. 

Judging by the traditional understanding 
of global economic development experience, 
the core goal of the Lisbon Strategy is not en
tirely coherent. This primarily relates to at
tempting to create conditions for economic 
growth, employment, increased competitive
ness and at the same time promoting the so
cial cohesion. The specific objectives set in the 
Lisbon Strategy are diverse in their character 
and directed to different stakeholders. Some 
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of them are presented as shared and broader 
horizontal objectives (e.g., promotion of com
petition), others are defined as narrower me
asures. Often tasks that are formally assigned 
to member states should be primarily directed 
to private companies, as state institutions ha
ve a very limited direct influence on the objec
tives of the Lisbon Strategy. Therefore, the im
plementation of the Lisbon Strategy depends 
heavily on market responses at the micro le
vel. Th foster adequate market responses at the 
micro level, best practice research, formula
tion, and exchange are very important, espe
cially in the crucial area of innovation. Most 
analysts agree that innovation is a crucial sour
ce of European competitiveness, given the 
comparative pedormance of the continent ver
sus North America, for example. What can EU 
finns do to cultivate disruptive yet sustainable 
innovation? What market responses are ne
eded to propel the modern innovation based 
growth? How to study and shape innovation 
and knowledge management processes in di
verse systemic and cultural contexts (e.g., Eu
rope vs. North America)? What theories are 
relevant to the context of propelling and mo
dernizing growth through innovation and 
knowledge management? From a strategic and 
comparative international perspective, what 
are the lessons on how to shape conditions for 
building a knowledge economy? What are so
me broader strategic and some tactical / prac
tical systemic conditions that need to be foste
red, especially at the intersection of govern
ment, business, and society (reforms)? 

My above questions are based on my inter
national comparative "hands-on" knowledge 
of transforming policy environments, e.g., Ci
ty of Thmpere in Finland, some Polish, Cana
dian, US innovative agglomerations or clusters, 
etc., and on my research, graduate teaching, 
and PhD supervision in the fields of entrepre-
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neurship, knowledge engineering & manage
ment in the global economy. 

Jumpstarting the Innovative and 
Sustainable Knowledge Economy 

There have been a lot of controversies in the 
world literature on the relative meri~ of deli
berate policy initiatives aimed at jumpstarting 
new stages and/or modes of economic deve
lopment. Most of the arguments center around 
the effectiveness or ineffectiveness of "conti
nuity" approaches and mechanisms during the 
periods of revolutionary changes in economic 
and business paradigms underwritten by bre
akthroughs in technology, e.g., the advent of 
the Internet and the global digital economy. 
The ineffectiveness of such "continuity" appro
aches is of varying degree and sometimes, es
pecially in more extreme cases, might be in
terpreted as "market failures". 

One major line of thinking regards such po
licy initiatives as little more than a creeping 
government interventionism leading, in extre
me cases, to costly "government failures" sub
stituting for less costly "market failures". The 
new growth theory or rather theories (e.g., Ro
mer's) present powerful arguments in favor of 
such policy initiatives based on the interpreta
tion of more and more of technological pro
gress as endogenous (as opposed to exoge
nous) in the last decades. The birth of the In
ternet can well be regarded as an example in 
favor of such interpretation. 

The overarching hypothesis of this paper 
is that the issue may be more complex than 
somewhat oversimplified general lines of thin
king have it. On top of more theoretical rese
arch (e.g., based on new growth theories) and 
the relevant argumentation advanced, there is 
a need to critically analyze experience from a 
number of new and old incubators, innovation 



centers, etc., in such countries as Finland, Po
land, USA, Canada. 

Case-study type insights need to be presen
ted on specific approaches that worked well 
within specific institutional/systemic settings 
called policy environments. Such policy envi
ronments (their parameters) are created main
lyon the interaction of business, government 
(various levels), and other elements of a civil 
society in particular countries or integration 
groupings. Apparent failures in this regard are 
to be studied as well. By going deeper into the 
nature of policy environments (especially in
centives they create), we need to refine the dis
cussion on this issue. 

The Changing Institutional Wisdom 

As the conventional Bretton Woods wisdom 
has it, macro stabilization and privatization is 
important. This is a conditio sine qua non. But 
this is not enough by far. Moreover, the con
ventional wisdom inspired beliefs in the uni
versal omnipotence of macropolicies, especial
ly of the monetary policy, are misguided falla
cies in some cases bordering on intellectual fraud. 
And not just "intellectual" in many cases, becau
se such ''wisdom'' in large part underpinned the 
financial scandals in the last years (Enron, Par
malat, etc.). And the institutional fit of these po
licies matters a lot. The most important influen
ces on the micro level are determined not by for
mal privatization but by the nature of institutions 
in any given region or society. 

From Macro to Micro 

Governments and macro institutions have tra
ditionally (especially in Europe, USA) focu
sed on the importance of the role played by 
fiscal and monetary policies in the competiti
veness of a region (Washington Consensus), in 

spite of the fact that it is microeconomic po
licy that creates prosperity in a region or 
country. 

A solid macroeconomic policy only paves 
the way for productivity, it does not improve 
it. This first diagram demonstrates how, 
through the application of microeconomic po
licies, productivity can be improved. 

[ Prosperi~ ) 
t 

Competitiveness 
(Productivity ) 

The theory progresses with the introduc
tion of innovation and the importance it has 
within an industry. The diagram depicts how 
the level of productivity of a region is mirro
red in that region's development (standard of 
living), where a steady, sustainable growth is 
required to maintain a high standard. In ad
vanced regions like Europe, prosperity is in
fluenced by a continuous rate of innovation, 
especially sustainable innovation. The new 
field of knowledge management (KM) offers 
insights into the mechanics of driving sustai
nable innovation. The American Productivity 
& Quality Center (APQC) gives practical ad
vice on driving sustainable innovation by ma
naging knowledge. 

1. Use knowledge management (KM) to 
become more efficient innovators. Ac
cess to information, ideas, and experien
ce enables individuals and teams to de
vote time to building on good ideas and 
incorporating them into innovative pro
ducts and processes. 
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2. Leverage content management systems, 
portals, and other information techno
logy (IT) systems effectively. They are 
central to how innovation happens. IT 
applications can enable virtual work, di
stributed teams, and access to content 
by various players. 

3. Reuse knowledge. Best-practice part
ners overcome reticence to reuse know
ledge by facilitating diverse teams, ma
king experts available to explain how an 
earlier invention can be used in a new 
setting, rewarding for reuse, and story
telling about knowledge sharing success. 

4. Identify potential experts and facilitate 
access with expertise locators. Access to 
people with knowledge is at least as im
portant as access to information. 

5. Enable work. Best-practice partners use 
various KM approaches and principles 
to put information and knowledge in the 
hands of people when they need it. 
APQC's studies have found that if you 
want people to use knowledge and in
formation during projects, you have to 
put it where they trip over it. 

6. Build communities of practice (CoPs) 
to provide forums for intra-disciplinary 
knowledge sharing among professio
nals. CoPs also play the essential role 
of expeditor to overcome barriers crea
ted by formal structures. 

7. Publicize available resources, connect 
people across boundaries, and address 
rewards systems that help or hinder 
knowledge flows. Best-practice organi
zations showcase success stories and les
sons learned as key ingredients to inno
vation and the prevention of mistakes. 

8. Incorporate innovation into human re
source practices, including your hiring 
and selection process, rewards and re
cognition, and your expectations for 
knowledge sharing in daily work. 
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9. Link KM efforts with your learning 
function. The World Bank has a core 
group that enables communities and 
distance learning, while helping multi
disciplinary teams to build both their 
own and client capacities to address 
challenges. The program provides faci
litators to assist the team in tapping in
to its own diverse knowledge. 

10. A KM infrastructure that supports, gui
des, and links all KM initiatives is critical. 
Executive support and dedicated informa
tion managers are also critical to success. 

( prosperity) .. 
Competitiveness 

(Productivity) 

Prosperity in a region is created by the mic
roeconomic foundations of competitiveness, 
which is based on the sophistication of its com
panies (including small and medium enterpri
ses, entrepreneurship) and industries. Howe
ver, as the business environment within which 
the firms operate determines this sophistica
tion, the focus must be on improving the qua
lity of the region's business environment. 

The quality of the region's business envi
ronment is embodied in four broad attributes 
that affect both productivity and the capacity 
to innovative on a sustainable basis. Prof. Mi
chael E. Porter created the "diamond" in order 
to analytically present these four attributes. 



The Diamond Approach 

The four points of the diamond represent the 
four basic attributes that affect regional pro
ductivity and innovation. Each of the four at
tributes is self-reinforcing, has a unique and 
important role to play in the region's business 
environment and they all operate together as 
a system. These four attributes are: environ
ment or context in which finns build their stra
tegies and compete; what are the factor (in
put) conditions in which firms operate; what 
are demand conditions in which firms opera
te; what are related and supporting industries 
that firms collaborate with. 

The links among the four attributes of the 
diamond are presented below. 

~ '\ 
,---------, ~----------

~-...., +,------, , ~ 

The diamond is unique to each business ag
glomeration as its structure is affected by the 
regional business environment, i.e. the regio
nal configuration of factors, and the strategy I 
attitude each region exhibits towards compe
titiveness in today's global economy. 

Advantages of Clusters 

Clusters: Definition 
The cluster is a business agglomeration pro

ducing the critical mass of geographically pro-

ximate and linked businesses, industries and 
institutions - from suppliers to associations, 
from universities to government agencies - that 
enjoy unusual competitive success in a parti
cular field or fields. Cluster members are lin
ked by commonalities and complementarities. 
As the value of the cluster is greater than the 
sum of its parts (all individual companies or 
institutions, etc.), clusters create a synergy that 
raises productivity and competitiveness in the 
final analysis. 

Clusters improve competitiveness 
(which results in improved productivity) in 
three ways: 

1. Improve productivity through improved 
access to specialized suppliers, skills, 
and knowledge. 

2. Innovation is more sustainable and gi
ven more importance as the need for 
improvement in processes of production 
is highlighted. And firms working toge
ther in the cluster can satisfy this need 
much better that otherwise the case 
would be. 

3. Once established, clusters will grow as 
a result ofthe creation of new firms and 
the entrance of new suppliers (incuba

tion effect). 

Reasons for the Growing Importance 
of Clusters and the Cluster Method 
of Development 

• The growing number of people involved 
in economic development activities. The 
decentralization of decision-making pro
cesses to the regional, city, and local le
vels and the renewed importance of in
ternational organizations have left ma
ny new policy planners with the need to 
find new tools to define their policies. 

• The use of increasingly frustrating tra
ditional industrial policies such as provi-
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ding subsidies for uncompetitive indust
ries (e.g., agriculture in the EU), attemp
ting to build new industries from scratch 
and from above, and trying to attract in
compatible (enclave-like) foreign invest
ments are unproductive. 

• The globalization of markets. With the re
duction in the number of barriers to tra
de (e.g., WTO processes in Cancun, Do
ha), producers can compete freely global
ly, especially under the conditions of the 
global knowledge economy. Given this, 
regions realize that they must compete 
globally in the industries in which they en
joy a competitive advantage. Globaliza
tion is thus leading to a specialization of 
regional economies. Clusters support this 
trend by building on local differences, se
eking endogenous growth sources of re
gional economies, reinforcing the assets 
already present in the local economies, 
etc., and so fostering the bottom-up ap
proaches to development as opposed to 
top-down approaches. 

In Lieu of Conclusions: 
Recapitulation; Suggestions 
for Further and Related Research 

The cluster method fosters high levels of 
productivity and innovation and lays out the 
implications for competitive strategy and eco
nomic policy. Economic geography in an era 
of global competition poses a paradox that is 
not well understood, needs further research. 
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TOLYGIŲ INOVACUŲ PALAIKYMO TEORUA IR POLmKA NAUJAI EUROPAI 

Valdas Samonis 

Santrauka 

Straipsnyje siūlomi teoriniai rėmai, reikalingi palai
kyti tolygių inovacijų procesus išplėstoje Europos Są
jungoje. Argumentuojama, kad šie procesai yra pa
grindinis konkurencingumo (ir produktyvumo) varik
lis Europos Sąjungoje, o to siekiama Lisabonos stra
tegijoje, paskelbtoje 2000 m. Žvelgiant iš žinių vady
bos perspektyvos, čia nurodomos ir praktinės siūlo
mų teorinių rėmų implikacijos ekonominei politikai 
bei ver,;lo strategijai. Jos koncentruojasi apie "klaste
rini" modernaus vystymosi kelią, kaip siūlo Harvardo 
universiteto prof. M. Porter. Straipsnyje nurodomi 

[teikta 2004 m liepos mėn. 
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būdai, kuriais klasteriai pagerina konkurencingumą 
ir produktyvumą: 1) per geresni prieinamumą prie 
specializuotų tiekėjų, kvalifikacijų ir žinių; 2) per to
lygesnius inovacijų procesus, nes klasteriuose labiau 
išryškėja poreikis tobulinti gamybinius procesus bei 
juose bendradarbiaujančios firmos ši poreiki gali pa
tenkinti geriau; 3) per "inkubatoriaus efektą", kai k1as
teryje kvazJbiologiniu būdu yra kuriamos naujos fir
mos. Straipsnyje taip pat siūlomos tolesnių ir gimi
ningų tyrimų kryptys. 


