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ABSTRACT  
 
Since the regional policy nowadays is an important subject in the European institutions, the involvement 

of regional and local authorities in the programming, management, evaluation and monitoring of 

operations is essential for the success of EU level policy. Since the regional policy nowadays is an 

important subject in the European institutions, the involvement of regional and local authorities in the 

programming, management, evaluation and monitoring of operations is essential for the success of EU 

level policy. A Regional Problem is defined as a problem that arises in an area of a country where there is 

dependence on a narrow industrial base often faced with declining manufacturing activity, and lack of 

general infrastructures. Other challenges include low levels of GDP and a net migration out of a country 

or region. The EU is trying to overcome these challenges by using the Structural funds financing programs 

to help firms in these regions. [1].  

This paper presents a comparative analysis of innovation policy and industrial policy at both the national 

and regional levels in Ireland and Finland, over the 1990s. In both Ireland and Finland the period from 

1991-99 was marked by expansion as measured by steady output growth for manufacturing as a whole 

(albeit at substantially lower levels in Finland than in Ireland). In Ireland this largely reflected rapid 

economic growth of output in the high-tech sectors, itself a consequence of inward investment and re-

investment. The paper emphasizes issues concerning the concentration of R&D investment, change in the 

balance between pre-competitive and near market R&D and the move towards financial incentives for 

technology transfer of R&D. In this paper we seek to assess the “success” of Irish and Finish regional 

industrial policy since the early 1970s in terms of job generation by employing the job flow methodology 

pioneered by Davis and Haltiwanger in [43], a technique that is now widely used in the labour economics 

literature, to a plant level employment data set that covers virtually the entire Irish and Finish industrial 

sector [2].  
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1. INTRODUCTION  

Member States of the European Union differ greatly in terms of their territorial administration. Some 

regions are politically strong, they have far-reaching competencies; others are mere administrative 

regions, strictly controlled by the central state. These differences result from diverging historical state 

formation processes. But it is important to underline the dynamic nature of these territorial 

arrangements: reforms are common and sometimes drastic and European integration itself has induced 

or encouraged reforms that establish a new regional tier or strengthen regions [3]. 

To acknowledge the variety of relations between the central state and its regional and/or local 

components, it is common to distinguish federal states from three types of unitary states: regionalized 

states (states with strong political regions), decentralized states and centralized states. While authors 

tend to agree on these broad categories, they may classify specific states differently. Typical in-between 

cases are France (regionalized or decentralized), the Scandinavian countries (strong local government but 

insignificant regions) and Portugal [3].  

Table 1 provides an overview of the main territorial entities in the 15 Member States of the European 

Union. The 15 states are classified into four categories according to the situation in the mid 1990s (largely 

based on Loughlin et al. 1999 [44]). The first group includes the federal states: Germany, Austria and 

Belgium. The second group consists of the regionalized unitary states: Spain, which is often described as a 

quasi-federal state, Italy and France. The third group comprises decentralized unitary states: the 

Netherlands (with provinces and municipalities) and Denmark, Sweden and Finland (all countries with a 

long tradition of strong local state). The last group consists of the centralized unitary states: the UK, 
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Ireland, Portugal, Greece and Luxembourg. Major changes since the mid 1990s2 include British reforms, 

with the re-establishment of the Northern Ireland Assembly and the London Assembly. The regional level 

has been reformed in several countries (Ireland, Sweden, Finland and Greece) whereby the political 

character of formerly administrative regions has been strengthened [3].  

 
Innovation policy, a sub set of industrial policy, has been recognized as being the basis of sustained 

competitive advantage and economic growth in many countries around the world. Innovation policy 

encompasses a number of different strands but it can be sub-divided between institutional support, - e.g. 
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development of educational and technological infrastructure -, and financial support, or more specifically 

support at the firm level for R&D [2]. 

 

2. THEORETICAL PERSPECTIVES  

Systems of Innovation are frameworks for understanding innovation which have become popular 

particularly among policy makers and innovation researchers first in Europe, but now anywhere in the 

world as in the 90's the World Bank and other UN affiliated institutions accepted. The concept of a 

'system of innovation' was introduced by B.-Å. Lundvall [45].  However, as he and his colleagues would be 

the first to agree (and as Lundvall himself points out), the idea actually goes back at least to the Friedrich 

List´s conception of “The National System of Political Economy” (1841), which might just as well have 

been called “The National System of Innovation” [46]. Christopher Freeman coined the expression 

"National Innovation System" or in his 1988 study of the success of the Japanese economy (Wikipedia 

source). The concept, similarly used as "National System of Innovation" or "National Innovation System" 

was later applied to regions and sectors. According to innovation system theory, innovation and 

technology development are results of a complex set of relationships among actors in the system, which 

includes enterprises, universities, Gateway Innovation Fund (GIF), clusters and research institutes. 

Innovation systems have been categorized into national innovation systems, local innovation systems, 

regional innovation systems, technological innovation systems and sectoral innovation systems. There is 

no consensus on the exact definition of an innovation system, and the concept is still emerging. 

Innovation is often the result of the interaction among ecology of actors, and the term 'innovation 

ecosystem' is occasionally used to emphasize this. For some, the expression 'innovation ecosystem' is a 

subset or synonym of 'innovation system'. Others separate between the expressions, using the 

expression "innovation system" for classification a planned innovation environment, and "innovation 

ecosystem" for an ecological innovation environment [9]. 

A national system of innovation has been defined as follows: 

“ .. the network of institutions in the public and private sectors whose activities and interactions initiate, 

import, modify and diffuse new technologies.” [46]. 
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“ .. the elements and relationships which interact in the production, diffusion and use of new, and 

economically useful, knowledge ... and are either located within or rooted inside the borders of a nation 

state.” [45]. 

“... a set of institutions whose interactions determine the innovative performance ... of national firms.” 

[47].  

“ .. the national institutions, their incentive structures and their competencies, that determine the rate 

and direction of technological learning (or the volume and composition of change generating activities) in 

a country.” [48] 

“.. that set of distinct institutions which jointly and individually contribute to the development and 

diffusion of new technologies and which provides the framework within which governments form and 

implement policies to influence the innovation process. As such it is a system of interconnected 

institutions to create, store and transfer the knowledge, skills and artifacts which define new 

technologies.” [9]. 

What is innovation? 

Innovation is the application of fresh ideas that enable a business to better compete in the future.  

Such ideas can include any new or significantly improved goods or services and operational processes or 

managerial processes. A number of policy instruments are available by Government to encourage 

innovation. These include: Economic and Industrial policy, Regional policy, Education Policy and Science 

and Technology policy [6].  

Our definition of innovation is that it is "the successful exploitation of new ideas". This implies that it is 

not just the invention of a new idea that we are interested in, but that this idea is actually "brought to 

market", used, put into practice, exploited in some way, maybe leading to new products, processes, 

systems, attitudes or services that improve something or add value [7]. In our view there are different 

kinds of innovation. For us the main ones are: Incremental innovation - where something is adapted or 

modified. This may mean that an old idea is transferred to a new setting or that existing ideas are 

embedding in a new setting. Radical innovation - which involves completely new ideas [8]?  

Developing something innovative can be an individual process but we have frequently seen this is being 

done by groups of people who may take on different aspects of the process, playing to their individual 

strengths, knowledge and roles in an organization [8].  
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Why is it important? 

For most of the 20th C it was commonplace to study a national system of innovation simply in terms of its 

R&D and education system. Yet this approach was abandoned in favor of a wider qualitative analysis. To 

understand why and the implications it has for understanding national systems of innovation we need to 

consider other factors shaping such systems. Again let us recall that the rise of the in-house R&D 

department is a recent innovation first introduced in the German dyes industry in 1870. As such 

organization of R&D become commonplace it was possible at the end of the 19th for one physicist to 

observe that the greatest invention of the 19th C (century) was the method of invention itself. The power 

of big science reached an apogee after World War II (WWII) when the Manhattan Project and sideline 

development such as radar, computers, rockets and explosives resulting from large R&D projects 

impressed whole nations bringing the prestige of organized, professional R&D to an all-time high. 

Suddenly after WWII, pre-war proposals to increase R&D in Europe by an order of magnitude - which had 

previously seemed utopian - were achieved in a new postwar political climate [11]. 

However as a consequence the R&D system came to be seen as the only source of innovations, an 

impression reinforced by OECD systems for measuring innovation which used R&D measures as a 

surrogate for a range of other activities related to innovation (which might have included education, 

training, production engineering, design and quality control etc.). In particular the OECD approach 

completely ignored the importance of feedback loops from the market and from production into the R&D 

system. Growing evidence in the 50s and 60s however made it clear that rates of technical change and of 

economic growth depended more upon efficient diffusion than on being first in the world with radical 

innovation and as much on social innovation as on technical innovations. This was reflected in the 

language of OECD Reports that started to stress the role of technology and diffusion alongside basic 

science [11]. 

We consider that innovation is important now because we are facing a number of key challenges. 

Globalization, the technological and knowledge revolutions, cultural debate and climate change are 

issues that face us all at some level. In order to explain how new ideas are brought to the market and 

transformed into economic performance it is necessary to take into account how learning takes place in 

working life. National systems of work organization and learning are dramatically different. NSI is a useful 

perspective also for micro studies of specific firms. In spite of globalization the management challenge is 

nation specific [8]. 
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2.1.  Regional Innovation System 

During the last decade, regional analysts, scientists, consultants and policymakers have reached the 

conclusion that earlier state-driven regional policies based on standardized formulas and incentive 

programs aimed at the atomistic firm have failed [49]. Regional innovation systems (RIS) have 

increasingly been recognized as a fruitful alternative analytical framework and tool for generating 

economic policies in the developed world [50]. RIS has so far been applied mostly in the context of 

developed countries; hence it needs to be contextualized to the particular characteristics of developing 

countries. RIS is based on mobilizing and refining endogenous economic potentials in a region. 

Developing countries, due to limited capital, limited training and formal education, and limited 

developed industrial knowledge bases have to rely on exogenous sources of capital, technology and 

knowledge. Therefore, we focus especially on the strategic coupling between the region and these 

transnational sources of capital, technology and knowledge [13].  

Increasingly, the most affluent countries and regions are characterized by networks of firms, public 

institutions and educational institutions engaged in training and innovation. New forms of collaboration 

and cooperation between firms can be a fertile source of innovation capacity [13].  
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3. THE TWO CASES (profile of countries, background, administrative levels and differences and 

similarities between them)  

3.1. IRELAND (IE) 

  

Figure 1: Map of Ireland (http://www.state.gov/p/eur/ci/ei/) 

The island of Ireland is just west of the United Kingdom and is the westernmost island in Europe with 

area: 70,282 sq. km. (27,136 sq. mi.); slightly larger than West Virginia. Population (April 2007): 

4,339,000. Cities: Capital--Dublin (pop. 506,211). Other cities--Cork (119,418), Galway (72,414), Limerick 

(52,539). Population growth rate (2008 est.): 1.133%. Work force: Services--67%, industry--27%, 

agriculture--6% [30]. 
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Economy  - Nominal GDP (2007): $186.2 billion, Real GDP growth (2007): 5.3%, Nominal GDP per capita 

(2007): $43,100.  

Agriculture (5% of GDP): Products--cattle, meat, and dairy products; potatoes; barley; hay; silage; wheat. 

Industry (46% of GDP): Types--food processing, beverages, engineering, computer equipment, textiles 

and clothing, chemicals, pharmaceuticals, construction. 

Trade (2007): Exports--$115.6 billion (excluding services): machinery, transport equipment, chemicals, 

food, live animals, manufactured materials, beverages. Imports--$84.2 billion (excluding services): grains, 

petroleum products, machinery, transport equipment, chemicals, textile yarns. Major suppliers--Great 

Britain and Northern Ireland 31%, U.S. 11%, Germany 8%, China 7%, Japan 4%, France 3%, rest of the 

world (including other EU member states) 36% [30]. 

Irish economy performed very badly between the 1920 and the early 1960s; indeed output and incomes 

had grown so little in those decades that the economic benefits of political independence were far from 

obvious. There are fewer consensuses about economic performance since then, though the ability of the 

South to sustain a significant population increase for the first time since the Great Famine may reflect 

relative success [17]. 

Government and Political Conditions - Type: Parliamentary republic. Independence - December 6, 1921. 

Constitution: December 29, 1937. Branches: Executive--president, chief of state; Prime Minister 

(Taoiseach--pronounced "TEE-shuck"), head of government. Legislative--bicameral national Parliament 

(Oireachtas--pronounced "o-ROCK-tas"): House of Representatives (Dail--pronounced "DOIL") and Senate 

(Seanad--pronounced "SHAN-ad") [30].  

The Republic of Ireland consists of two regions (NUTS 2 level): the Border, Midland. It comprises 8 

Regional Authority areas (NUTS 3 level) covering 26 geographic areas called counties. Some of these are 

further subdivided, making 34 administrative counties in all [16].   

Ireland is a sovereign, independent, democratic state with a parliamentary system of government. The 

president, who serves as head of state in a largely ceremonial role, is elected for a 7-year term and can 

be re-elected only once. [30]. Local government is by elected county councils and--in the cities of Dublin, 

June 2009 Page 12 
 



Regions’ role in industrial and innovation 
policy, a comparison of Ireland and Finland  
 

Cork, Limerick, and Waterford--by county borough corporations. County councils/corporations in turn 

select city mayors. In practice, however, authority remains with the central government [30]. 

In a referendum held on June 12, 2008 Irish voters rejected the European Union (EU) Lisbon Treaty by 

53.7% to 46.3%. The margin of the "no" vote was surprisingly high given that most of the political parties, 

trade unions, employers' organizations, and farmers' associations endorsed it. However, no single factor 

emerged as decisive in the referendum's defeat. The government began a "comprehensive analysis" of 

the Irish vote, which they intend to present to their EU partners at the EU Council meeting in October.  

Regional responsibilities - Though Ireland is divided into two NUTS II regions, policy development is 

relatively centralized; this is particularly true of research policy formulation. While the two NUTS II 

regions, the Southern and Eastern Region and the Border, Midland and Western Region, have their own 

Operational Plans in the context of the National Development Plan (NDP) 2007-2013, their actual 

involvement in development of research policies is quite limited. Similarly, while the two regions have 

responsibility for the implementation of their respective Operational Programmes, responsibility for the 

administration of research programmes rest with organizations having a national remit such as Science 

Foundation Ireland and the Higher Education Authority. For example, the Operational Programme for the 

Border, Midland and Western (BMW) Region contains a commitment to developing the applied research 

capabilities within the Institutes of Technology. The funding for basic research undertaken by the only 

university within the region, the National University of Ireland Galway, comes, however, not from the 

BMW Operational Programme but from the Enterprise, Science and Innovation priority within the 

National Development Plan [29]. 

 

Research governance - Since Ireland is divided into two NUTS II regions, the Southern and Eastern Region 

and the Border, Midland and Western Region. Research policy is, however, developed at a national level 

and responsibility for the implementation of research programmes rest with organizations having a 

national remit. There is, therefore, no governance structure for regional research policies. The two 

regions have their own assemblies; these are mainly charged with managing their respective Regional 

Operational Programmes which are sub-programmes of the National Development Plan 2007-2013. The 

two regional assemblies have a role, however, in making public bodies aware of the regional implications 

of their policies, plans and activities [29]. 
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Research Policies and Programmes - Irish research policy is formulated at a national level and it is also 

implemented at a national level; there are no separate regional policies. Though the country is divided 

into two regions for Structural Funds and both have their own Operational Programmes within the 

context of the National Development Plan, the involvement of the regions in terms of developing their 

own regional policies is extremely limited. 

The regional assemblies for both regions have, however, a remit in advising public bodies of the regional 

implications of their policies, plans and activities [29]. 

• The Southern and Eastern Region has a measure within its Operational Programme aimed at 

providing incubator spaces near Institutes of Technology with the aim of developing 

collaboration between academia and industry. 

• The Border, Midland and Western Region have its own Operational Programme under the 

National Development Plan National Development Plan 2007-2013. One of the Programme's key 

priorities is to enhance the research, innovation and ICT infrastructure and capacity of the 

Border, Midland and Western Region, to promote entrepreneurship and enterprise development 

and to support collaboration and technology transfer between research institutions and the 

business sector, that responds to the economic development needs of the region [29]. 

 

3.1.1. Brief description of the structure of the research system 

The structure of the research and development system has changed since the publication of the first 

White Paper on Science, Technology and Innovation in 1996. The present system was agreed by the 

Government in June 2004. It consists of four main policy actors: 

1. The Cabinet Sub-Committee on Science and Technology:  

2. The Inter-Departmental Committee on Science, Technology and Innovation:  

3. The Chief Scientific Adviser:  

4. The Advisory Council for Science, Technology and Innovation: [29]. 

 

3.1.2. Policy making and coordination 

Government policy making and coordination - Following a government decision in June 2004, a new set 

of science and technology structures were announced. At the apex of the structure is the Cabinet Sub-

Committee on Science, Technology and Innovation which is chaired by the Minister for Enterprise, Trade 
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and Employment. Below the Cabinet Sub-Committee are the Office of the Chief Scientific Adviser and the 

Inter-Departmental Committee on Science, Technology and Innovation (which includes representatives of 

the main research spending government departments) [29].  

The Strategy for Science, Technology and Innovation (SSTI) 2006-2013 (published in June 2006) gave 

notice of the Government's intention to set up two new organizations, Technology Ireland and the Higher 

Education Research Group, to assist in the co-ordination of the implementation of the SSTI strategy [29]. 

 

Actors in Policy Implementation - There are a number of organizations within the Irish research 

infrastructure which have a role in policy implementation and communication: 

1. The Irish Research Council for Science, Technology and Engineering (IRCSET): 

 The Irish Research Council for Humanities and Social Sciences (IRCHSS):  

  The Standing Committee of the Research Funding Bodies 

  A Research Funders' Group  

The Strategy for Science, Technology and Innovation 2006-2013 highlighted the Government's intention 

to set up two new bodies to assist in the implementation of the strategy, Technology Ireland and the 

Higher Education Research Group [29]. 

 

Tools For Policy Advice - The first ever Technology Foresight exercise in Ireland was conducted for the 

Irish Council for Science, Technology and Innovation (ICSTI), the predecessor organization to the Advisory 

Council for Science, Technology and Innovation. The foresight exercise was undertaken at the request of 

the Minister for Science and Technology in 1998. The initiative was jointly supported by the Office of 

Science and Technology (Department of Enterprise, Trade and Employment) and Forfás who also 

provided secretariat services to the Council [29].  

The key technology foresight recommendation was, however, to re-position the Irish economy to be 

widely recognized internationally as a knowledge-based economy and as an attractive location to 

undertake R&D. One of the main outcomes of the technology foresight exercise was the establishment of 

Science Foundation Ireland Science Foundation Ireland to manage Ireland's technology foresight 

investment fund in biotechnology and ICT [29]. 

Irish science, technology and innovation policy-makers have also used technology assessment as a tool in 

relation to policy development. The Nano Ireland Technology Assessment (TA) exercise was conducted at 
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the request of the Department of Enterprise, Trade and Employment as one input to the planning 

process for the implementation of the Strategy for Science, Technology Strategy for Science, Technology 

and Innovation 2006-2013. The objective of the TA exercise was to identify investment options for the 

successful development and application of nanotechnology in Ireland [29]. 

 

3.1.3. Research Funding System 

National Public Research Funding - The most recent available data shows that the total State funding of 

science and technology (S&T) activities from government departments, agencies and offices increased by 

9.7% between 2003 and 2004, from €1.88 billion to €2.06 billion. Total State funding of S&T includes 

expenditure by the exchequer, expenditure by the EU and finally receipts from the earned income of 

activities. State funding is estimated to have risen by a further 6.5% in 2005 to total €2.20 billion. The 

largest contributor to the overall State S&T budget in 2004 was the exchequer, which accounts for over 

86% of the total spend. Exchequer funding for science and technology activities increased by €130.5 

million (7.9%) compared to 2003, to total €1.78 billion in the outturn for 2004. Exchequer expenditure on 

R&D was estimated at €616 million in 2005 [29]. 

 

Institutional Support - The main form of institutional support for research in third level institutions is the 

block or core grant provided by the Department of Education and Science through the Higher Education 

Authority (HEA). The HEA block funding to the third level sector which covers research and teaching 

amounted to €248.4 million in 2006.  

 Project-Based Funding 

A report by the OECD on the funding of the Irish higher education system noted that up until the mid 

1990s, much of the direct research funding provided to Irish universities had been by way of project 

research by Government departments responsible for industry, agriculture, health, etc [29].  

 Targeted or Thematic Funding 

An intensive technology foresight programme carried out in 1998-1999 involving representatives of the 

public sector, academia and industry concluded that biotechnology and Information and Communications 

Technology (ICT) had the potential to be important engines for future growth and Ireland should develop 

a world class research capability in these disciplines as an essential foundation to capitalize on that 

growth. The Irish Council for Science, Technology and Innovation (ICSTI) which co-ordinate the 
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technology foresight program specifically asked government to establish a fund which would enable 

Ireland to become a centre for world class research excellence in niche areas  of ICT, biotechnology and 

their underlying sciences [29]. 

 

Role Of European And International Funding - The Irish 3% Action Plan, "Building Ireland's Knowledge 

Economy," highlights the fact that European and other international sources of funding for research has 

declined in recent years. The Action Plan noted that throughout the 1980s and 1990s, there was little 

scope to carry out high quality research in universities in Ireland due to a lack of research infrastructure 

and a lack of funding to support researchers. The EU framework programmes (FP) were the only 

substantial source of funding available to Irish researchers in that period. Irish researchers were highly 

successful in competing for, and winning FP contracts in the face of fierce competition from other 

European countries; Irish researchers "punched above their weight" in successfully drawing down FP 

funds. This opened the door for Irish researchers to collaborate with their counterparts across Europe in 

leading edge disciplines, in accessing new technologies, practices and processes. In recent years there 

had been an overall reduction in the amount of funding drawn down from the EU Framework 

Programmes (€186 million in the Fourth Framework Programme falling to €150 million in the Fifth 

Framework Programme) [29].  

 

Private Research Funding- Intramural - The latest available data on BERD published in 2006 by Forfás, 

the national policy and advisory board for enterprise, trade, science, technology and innovation, indicate 

that BERD as a percentage of economic activity has remained static during the period 2002-2004 as the 

strong R&D gains only matched the strong economic growth posted in the period. The data shows that 

business expenditure on R&D recorded a 16.3% increase totaling €1,150 million in 2004, up from €988 

million in 2002. Statistics show that foreign-owned multinationals in Ireland account for two-thirds of 

business expenditure on research and development. Data contained in Ireland's 3% Action Plan, "Building 

Ireland's Knowledge Economy," indicates that there are almost 300 multinational companies in Ireland 

carrying out research activities (out of a total population of 1,000) and the top twenty of these account 

for two-thirds of R&D expenditure [29]. 
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Private Research Funding- Extramural - The available data indicate that the higher education sector 

performed research activities to the value of €16 million on behalf of the private sector in 2005-2006. No 

data are available on the private research funding provided to public research organizations such as 

Teagasc (the agri-food research, training and advisory organization) or COFORD (the National Council for 

Forest Research and Development) [29]. 

 

3.1.4. Research Performers 

Higher Education Institutions - Ireland has seven universities, fourteen Institutes of Technology and a 

small number of private colleges in its third level education sector. Approximately 90% of basic research 

in Ireland is undertaken in the third level sector. The bulk of research carried out in the Irish higher 

education sector is undertaken in the seven universities which are listed below. The publication of the 

first findings of the 2006 Higher Education R&D Survey which indicate that the largest recipient of direct 

funding for R&D activities was University College Cork, which received €86.6 million of reported direct 

research income in 2005-2006. Trinity College Dublin received €60.5 million of direct research income in 

2005-2006, with University College Dublin and NUI Galway receiving €53.1 million and €47.0 million of 

reported direct research income respectively in the same period [29]. 

 

Public research organizations - Compared to large EU Member States, Ireland has very few public 

research organizations. The activities of these organizations are mostly focused on natural resources 

(food, agriculture, forestry and marine), health, energy and the environment. Ireland's 3% Action Plan, 

"Building Ireland's Knowledge Economy," highlighted the low level of research been conducted in the 

Irish public sector. It pointed out that the measure of expenditure on public sector research known as 

GOVERD was only 0.13% GNP in Ireland, below that of Finland (0.37%), Denmark (0.31%) and the 

Netherlands (0.34%) [29]. 

 

Private Research Performers - The Research & Development Performance in the Business Sector Ireland 

2005/6 report published by the S&T Indicators Unit of Forfás indicates that foreign-owned companies in 

Ireland were responsible for 71% of total BERD performed in Ireland in 2005. The role of foreign-owned 

companies was particularly pronounced in some of the high spend sectors such as pharmaceuticals, 

instruments and electrical and electronic equipment [29]. 
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3.1.5. Key Research Indicators 

This section shows data on Gross Expenditure on Research and Development (GERD) in Ireland for the 

period 1996-2005. The data was published by Forfas S&T Indicators Unit and is derived from the Survey 

of R&D in the Business Sector [51]. The figures for GERD in 2005 at current prices show a total 

expenditure of €1,910 milion, an increase of €1,152 million over the equivalent figures for 1996. In 

constant 2005 prices, the increase in GERD expenditure was €906 million [29]. 

 

Description Of The Four Categories Of Indicators - The four categories of indicators presented are among 

the most disseminated, methodologically accepted and used descriptors of national research systems 

[29]. 

 

Expenditures on R&D - Three indicators are related to the structure of expenditures on R&D. The Gross 

domestic expenditure on R&D (GERD) gives an overview of the overall investment in R&D. The business 

expenditure on R&D (BERD) is the part of GERD financed by the business enterprise sector. The 

government budget appropriations or outlays for R&D (GBAORD)using data from budgets is linked to 

policy through classification by "objectives" or "goals" [29]. 

• GERD: Gross domestic expenditure on R&D as a percentage of GDP is the sum of GERD financed 

by industry, GERD financed by government and GERD financed from abroad. "Research and 

experimental development (R&D) comprise creative work undertaken on a systematic basis in 

order to increase the stock of knowledge, including knowledge of man, culture and society and 

the use of this stock of knowledge to devise new applications" (Frascati Manual, 2002 edition). 

R&D is an activity where there are significant transfers of resources between units, organizations 

and sectors and it is important to trace the flow of R&D funds (source: Eurostat).  

• BERD: Business expenditure on R&D as a percentage of GDP is the part of GERD financed by 

business enterprise sector (Frascati Manual, 2002 edition) (source: Eurostat). 

• GBAORD: Government budget appropriations or outlays for R&D are a way of measuring 

government support for R&D that has been developed using budget data. This essentially 

involves identifying all the budget items involving R&D and measuring or estimating their R&D 

June 2009 Page 19 
 



Regions’ role in industrial and innovation 
policy, a comparison of Ireland and Finland  
 

content in terms of funding. The definitions are compatible with the methodologies developed by 

Eurostat (source: Eurostat). 

 

Researchers - Researchers are professionals engaged in the conception or creation of new knowledge, 

products, processes, methods and systems, and in the management of the projects concerned (source: 

Eurostat). 

 

Publications - Data on scientific publications has been extracted from the Science Citation Index (SCI) and 

related Citation Indexes on CD-Rom, produced by Thomson Scientific (formerly Institute for Scientific 

Information) and covering some 7,000 international journals in all domains of scholarship, with a good to 

excellent coverage especially in basic science. Data have been processed for DG research by CWTS-

Leiden. 

 

Patents - These indicators refer to data concerning patent applications to the European Patent Office 

(EPO) and patents granted by the United States Patent and Trademark Office (USPTO) (source: Eurostat). 
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3.2.  FINLAND (FI) 

 

Figure 2:  Administrative units in Finland taken from [32]. 

Finland is a young member state of EU and is seeing at as fresh start with its integration in Europe. To 

understand the reason for it one has to look into the Finish History. Russia apprehended Finland from 

Sweden in 1809 and made it an autonomous grand duchy i.e. ruled by duke in Russia. Although Finns 

were allowed to manage their economy and education but have to abide by the condition of not being 

any burden on the Russian treasury. Finnish civil servants could also directly communicate with the 

Russian Emperor [33]. 
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Finish gained independence from Russia in 1917 and adopted a democratic constitution in which the 

president had a strong position especially in foreign policy. Russia was a posing a threat to the Finish 

Independence leading to a fear that required to pursue a self-sufficient economic policy and lead to an 

economic nationalism based on agriculture [33]. After Second World War finish policies were becoming 

more and more based on dealing with Russian pressure. The fall of Soviet Union had adverse effects on 

Finish economy as export market disappeared, sending the economy into degradation and pushing 

unemployment to 20%. However on the other hand it opened new markets in Baltic region. Finland 

became a member of EU in 1995 and in the past decade had been going through a learning process 

where new concepts and political thinking had found its way into domestic politics [32]. 

Finland has a scarcely distributed population with 5.2 million inhabitants and 338,145 square kilometer 

area making average population density of 16 inhabitants. Forests had been the most important natural 

resource for centuries with only 8% of the land being used for agriculture. The manufacturing industry 

never gained a foothold as it shifted from agriculture to service industry.  

3.2.1. Administrative system in Finland 

In this we will discuss the administrative system in Finland and how had it developed. In Figure 2 below 

administrative units of Finland are given. 

The administrative structure of Finland is bi-polar in which emphasis is on a nation-building process 

combined with considerable local autonomy of municipalities [32] and national security concerns had 

provided them with strong national identity; bringing together civil society and state [cited by 50]. 

3.2.2. Regions in Finland 

There are six provinces in Finland and nineteen regions and 416 municipalities in Finland. These provinces 

are the basis of regional division for central government [31] and are given below: 

• Etelä-Suomen lääni 
• Länsi-Suomen lääni 
• Itä-Suomen lääni 
• Oulun lääni 
• Lapin lääni 
• Ahvenanmaan lääni 
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The NUTS 3 regions in Finland are governed by regional councils and serve as a platform for planning and 

cooperation between the municipalities of the region. These regions taken from [31] are given below: 

• Uusimaa with 24 municipalities 
• Varsinais-Suomi with 53 municipalities 
• Satakunta with 25 municipalities 
• Kanta-Häme with 16 municipalities 
• Pirkanmaa with 28 municipalities 
• Päijät-Häme with 12 municipalities 
• Kymenlaakso with 12 municipalities 
• Etelä-Karjala with 12 municipalities 
• Etelä-Savo with 18 municipalities 
• Pohjois-Savo with 23 municipalities 
• Pohjois-Karjala with 16 municipalities 
• Keski-Suomi with 28 municipalities 
• Etelä-Pohjanmaa with 26 municipalities 
• Pohjanmaa with 17 municipalities 
• Keski-Pohjanmaa with 12 municipalities 
• Pohjois-Pohjanmaa with 38 municipalities 
• Kainuu with 9 municipalities 
• Lappi with 21 municipalities 
• Itä-Uusimaa with 10 municipalities 
• Ahvenanmaa with 16 municipalities 
 

In Finland regions have very limited independent role. Therefore the research policy is concluded at the 

national level but it does have a regional dimension. This is achieved through reconciliation of the 

objectives of national research policy and regional policy and by taking into consideration different 

strengths and weaknesses and needs of the regions for example the Regional strategy for Education and 

Research policies until 2013 [31]. 

In Finland regions are not directly responsible for science policy but are involved in planning regional 

activities in science and education by developing regional programs that aim to manage all development 

activities in the region. The stakeholders responsible for this program are as follows: municipalities and 

government, business sectors, universities and research institutions [31]. 
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3.2.3. Regional responsibilities in Finland  

As mentioned above Finland is a unitary state and has a highly centralized government which depicts its 

research policy also where central government plays key role in deciding the research policy and 

implemented by the ministries. Despite this fact higher education network is very dense and 

comprehensive at regional level. There are 20 universities and 29 polytechnics in Finland and education 

that takes to a higher education degree is given in over 100 localities. These universities have many 

research projects and adult education units that increase the supply of higher education in various 

localities at regional level. Still a major portion of R&D activity in the higher education is still carried out in 

the biggest university cities which are as follows: Helsinki, Turku, Tampere and Oulu.  Research work is 

concentrated in these university based cities in particular the Helsinki region. In 2005, 42% of total R&D 

and 63.6% of total public R&D in Finland is covered by Helsinki and the surrounding Uusimaa NUTS 3 

region. There are 20 state owned research institutes and most of them have their headquarters in 

Helsinki region. Other main concentrations of research activity are the Tampere, Oulu, Kuopoio , Turku 

and Jyvaskyla [31]. 

There are a total of NUTS 3 regions and regional administration is based at NUTS 3 level. [31] 

Municipalities who work under the regional level have strong position and have a lot of responsibilities 

i.e. collecting communal taxes and enjoying relative autonomy. Due to this autonomy municipalities have 

been active in local economic development policies and partly finance educational institutions such as 

polytechnics. 

 
3.3.  Conclusion 

The development patterns of Finland and Ireland as small open economies, share certain characteristics, 

as all started from low levels of GDP to converge on the richer countries of Western Europe. In general, 

factors such as structural changes, productivity, competitiveness and international trade, human capital, 

investment, research and development, fiscal and monetary policies, and EU accession are of importance 

in the analysis of convergence patterns. [See Appendix A for comparing two countries]. 
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4. NATIONAL INNOVATION SYSTEM IN IRELAND 

Irish NSI policy has been built upon, and is still heavily dependent on, the strategy of encouraging Foreign 

Direct Investment. An institutional structure is in place to accomplish this. The Industrial Development 

Agency (IDA) is “in charge of promoting foreign investment through some of the most attractive incentive 

packages in Europe” (Guillen and Suarez, 2001, p. 359), and Enterprise Ireland (EI) is responsible for 

promoting growth in indigenous industry through support for R&D, the commercialization of innovations 

and maintaining the feedback/flow of knowledge from industry to research organizations [10]. 

 

4.1.1. Innovation In A Regional Context in Ireland  

Enterprises of Ireland operate in a regional context, with client companies, not just located in major 

urban centers, but spread throughout the regions. EI itself has ten regional offices throughout the 

country [14].  EI has three broad objectives in driving regional development. Firstly, it drives the growth 

of innovation-based start-ups in locations throughout the country. Secondly, EI develops existing client 

companies in all locations. Thirdly, it facilitates entrepreneurial development and the development of an 

enterprise environment through the provision of appropriate infrastructure types [15].  

From the perspective of regional development and innovative start-up activity, Enterprise Ireland 

recognises the importance of providing adequate infrastructure throughout the country. Business 

incubators for start-ups, for example, provide an essential complement to public investment in scientific 

research and help drive the commercialization of research into long-term business opportunities [15]. 

Clusters of multinational software companies have successfully developed in Dublin, Galway, Limerick 

and Cork with major IT hardware multinationals also springing up in the same regions. This is related to 

the supply of qualified staff available, as all the cities mentioned contain a number of third level 

institutions [15]. 

Although Irish R&D is low, its significance within the economy is increasing. R&D intensity (business 

enterprise sector R&D expenditure as a percentage of domestic products of industry) has risen from 0.8 

per cent in 1991, to 1.34 per cent in 1997. This represents an average annual growth rate of 

approximately 17 per cent for the period 1991 to 1997, third highest among recorded OECD countries. 

Ireland compares very poorly to other OECD nations when it comes to independent research financed by 

government or higher education facilities. Research amounting to 0.09% of GDP is funded by the 
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government and higher education does work equivalent to 0.26% GDP. In the area of human resources 

and knowledge creation, the percentage of scientists and engineers employed as a percentage of the 

work force in Ireland is very high (17.3%). Regarding internationalization, Ireland’s inward share of FDI as 

a percentage of GDP is 1.77%, which is above average for EU states: [10].  

 

a. Innovation - Irelands expenditure on innovation falls below the European average in both  

manufacturing and services, being 3.3 % (EU average is 3.7%) and 2.1% (EU average is 2.8%) respectively. 

However, innovation statistics are high, with 73% of manufacturing firms and 71% of services firms are 

producing innovations. Patent applications from Ireland to the European Patent Office are very low, 

averaging a share of less than 0.15% of applications annually. Although the patent application figures are 

low, it is worth bearing in mind that there are a significant number of other nations producing similar 

numbers. The average is distorted by the disproportionate amount of applications from larger countries 

like Germany, France, the United States and Japan. Scientific publications, at 0.3% of all OECD scientific 

publications, or 401 articles per million population, are slightly below the EU average [10].  

 

b. Clusters - According to a report by the Irish Spatial Planning Unit (SPU, 2000, p. 56) “clusters  

of multinational software companies have successfully developed in Dublin, Galway, Limerick and Cork” 

with major IT hardware multinationals also springing up in the same regions. This is related to the supply 

of qualified staff available, as all the cities mentioned contain a number of third level institutions. Green 

et al (2001, p. 51) provide more information on the structure of the Irish ICT clusters, “the electronics 

sector continues to be dominated by large multinational companies – with significant technology and 

skills transfer – employment in software products and services is more evenly divided between overseas 

and Irish companies, which consist mainly of small and medium sized enterprises” [10].  
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5. THE EVOLUTION OF INDUSTRIAL POLICY IN IRELAND AND FINLAND (1990-2002) 

5.1. Industrial Policy in Ireland  

The evolution of current Irish industrial policy has its origins in concern over the paucity of industry, 

particularly in rural areas, and rural depopulation. It was thus as early as the 1950s that Irish industrial 

policy distinguished between designated areas (DAs) and non-designated areas (NDAs). Those regions 

classified as “designated” were typically the least wealthy, least populated, least industrialized and most 

peripheral regions of Ireland, and have intermittently enjoyed preferential grant treatment in an effort to 

encourage indigenous and foreign new firm location and job creation in these areas. While the emphasis 

on this regional component in industrial policy has shifted over time, being strongest in the early 1950s 

and in the 1970s, regional considerations have always remained. Despite the importance of the regional 

aspect of Irish industrial policy the number of studies directly or indirectly assessing the “success” of such 

policy in encouraging job generation in the DAs has been relatively few. Some of the early literature 

examined the determinants of the likelihood of plant start-up in DAs, see for instance O’Farrell and 

Crouchley (1984 and 1979), and O’Farrell (1980). Also, for a sub-sample of firms that established between 

1980 to 1982, Killen and Ruane (1998) discover that the survival rate is higher in DAs. In contrast, Hart 

and Gudgin (1994) in a cross-sectional study could not find any significant relationship between a 

county’s gross or net firm formation rate over the period 1980 to 1990 and its classification by 

designation [5]. Current industrial policy in Ireland can be traced to the late 1950s when, with the failure 

of a protectionist policy, policy adopted three key strands; 

 I. Promoting the development of exports, 

 II. Attracting foreign direct investment (FDI) by means of tax and grant incentives, 

III. Embracing free trade with the UK and EU (from 1966 and 1973 respectively). 

 O’Malley (1989) points out that under this new policy regime, indigenous industry suffered, unable to 

compete with imports and unable to develop competitive exports, with the exception of those sectors 

with some natural protection against competitors, or involved in basic processing of local primary 

products such as food. Ireland’s policy to attract foreign FDI from the end of the 1950s was particularly 

successful. Initially, job maximization was a driver in attracting FDI, with large MNE’s concentrated in 

traditional and labour-intensive sectors. By the late 1970s and 1980s however, policy began to adopt a 

more selective approach to the FDI sought, focusing more on high-tech and higher value added firms. 
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Over the same period, the motivation for MNE’s to invest in Ireland shifted, from the driver of tax and 

grant incentives along with low-labour costs in the 1960s, to access to major markets in 1973 with 

accession to the EU, and access to a skilled labour force which the Irish government had actively tried to 

develop, particularly in the areas of computers and other electronic products, pharmaceuticals, medical 

and scientific instruments and software. By the late 1980s R&D in Ireland was increasingly recognized as 

important for industrial development, in terms of allowing the country to move up the skills ladder, and 

to prevent its industry from being eroded by cost competition from lower cost countries. This change in 

policy espoused the theoretical thinking enshrined in the innovation-growth relationship, and it took 

place against the background of an extremely poor innovation performance of the country, at both a 

European and international levels [19].   

After an initial protectionist stance towards indigenous industry, stagflation and huge emigration in the 

1950s made it clear that there was the need for a new approach to industrial and regional policy in 

Ireland. Consequently, the Undeveloped Areas Act of 1952 was enacted to assist in the provision of an 

alternative source of employment to replace declining agricultural employment in rural areas by 

providing for cash grants of up to 50 per cent of the cost of machinery and equipment and up to 100 per 

cent of the cost of land and buildings and for training of workers in certain undeveloped areas [20].  

 
Table 1: Structure and Ownership of Irish Industry (Persentage of Total Emplyment),1972 and 1996[20] 
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As can be seen from Table 1, in 1972 Irish industry was still strongly dominated by the natural resource 

based and traditional sectors11 and was heavily reliant on indigenous and UK industry. Irish industry also 

was underrepresented in DAs; DAs accounted for 18 per cent of industrial employment compared to a 

population share of 31 per cent. Since 1972, Irish industry has changed considerably with significant shifts 

in the overall level as well as in the pattern of employment trends. [20]. 

 

 
Table 2: Share of Population and Industrial Emplyment in DAs [20] 

 

From Table 2, which charts the relative share of DAs in overall manufacturing employment and 

population, one discovers that to a large extent the phenomenon of periphery-core drift has been 

avoided; there was only a slight decline in the overall population share in DAs from 30.7 per cent in 1971 

to 28.6 per cent in 1996.13 There has also not been a drift of manufacturing employment to core areas. 

The share of manufacturing employment in designated areas has risen from 18.2 per cent in 1972 to 28.7 

per cent in 1996. Thus the manufacturing employment share of DAs is now approximately equal to its 

population share. Employment levels have been maintained in NDAs, whilst employment increased 

substantially and population share has remained relatively constant in Das [20]. 
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Table 3: Industrial Emplyment Trends in Das and NDAs (1972=100) [20] 

To gauge whether the objectives of the regional policy adopted since 1970s, namely avoidance of a rural-

urban drift of workers and the over-concentration of foreign firms in the core areas, have been achieved 

we also chart the relative employment performance of DAs and NDAs since 1972 in Table 3. Over the 

period 1972 to 1979, when the IDA adopted the target town strategy most vigorously, employment in the 

DAs rose by 45.9 per cent compared to an increase of 6.9 per cent in NDAs. During the period 1979 to 

1987, employment remained reasonably steady in DAs despite a strong recession, but declined by over 

20 per cent in NDAs. Since 1987, employment in the DAs has increased by 26.2 per cent, compared to an 

increase in NDAs of 21.6 per cent [20]. 
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Table 4: Job Creation Rates in DAs and NDAs [20] 

Accordingly, in Table 4.POS is clearly higher for the DAs, on average 11.1 versus 8.4 per cent. This 

difference is particularly pronounced in the 1970s, but holds true for most of the rest of our sample 

period as well. Excluding Údarás plants altogether, as depicted by the revised series in Table 4, indicates 

that the true job creation rate in the DAs may have been even higher prior to 1984 than calculated by our 

measure. The lines corresponding to the data series of both areas show, however, a convergence in job 

creation across areas; job creation in the DAs is on a declining trend while that in the NDAs is on a rising 

trend. The percentage of plants involved in creating jobs is on average slightly higher in DAs than NDAs, 

standing at 38 per cent for the former and 36 per cent for the latter. Further investigation reveals that 

the greater figure for the DAs is due to a particularly high participation in the job creation process in the 

1970s, nearly 41 per cent, that has since fallen substantially. In contrast, the percentage of plants 

involved in job creation has marginally risen for NDAs over our sample period [20]. 

First, regional policy explicitly encouraging job generation can have, and has had, in the case of Ireland, 

considerable impact. Second, studying job flows, a technique already popular in the labour literature, can 
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also serve as a valuable research tool in regional economics; if plant level employment data are available 

the job flow methodology may significantly increase the understanding of differences in regional 

employment performance [20]. 

5.2. Industrial policy in Finland  

In Finland the state had played an important role in the industrial development but had remained largely 

as a spectator by not intervening too much compared to other European governments. However in mid 

of 19th century this changed and with passage of time increased. Tariff policy and indirect government 

investment led to further development and strengthening of manufacturing industry [34].  

Government’s influence in Finland was most important after the Second World War when it was 

struggling to pay compensations to Soviet Union. During that period the state controlled companies 

owned about 15 % of manufacturing sector, and employed 14% of the workforce and contributed 25% of 

the total industrial output. The state took active part in sectors that required heavy investments for 

example shipbuilding and basic metals. However these state owned firms do not received any 

government support and if was not profitable then would fail. Therefore the state controlled prices and 

implemented long-term sectoral plans in sectors such as agriculture, forestry and energy, on the other 

hand in manufacturing sector state owned firms were free to manage themselves [34]. 

Finish industrial policy in the late 1980s continued to rely upon less intervention as compared to other 

Western European countries. If an industry was underperforming then it was advised to reorganized and 

restructure instead of giving subsidies to them. This led to a competitive environment within the 

industries. They were encouraged to increase investments and have mergers with domestic and foreign 

interests to increase efficiency and productivity [34].Such behavior was rationalized by the fact that 

domestic market was very small due to their small population and therefore was dependent on 

international market and adjustments. Industrial growth in Finland had increased by five percent every 

year between 1925 and 2000 despite the Second World War and two economic recessions. Figure 3 given 

below shows the industrial output from 1925 till 2000 taken from [36]. 
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Figure 3.   Volume index of industrial output 1925-2006 taken from [36]. 

On the other hand [35] argues that in 1990s the Finish markets were opened to competition since the 

early 1990s. This openness had favored the consumers and at the same time had a positive effect on 

industrial development. Although lack of competition had led to higher prices and lower productivity in a 

number of industries.  

In our opinion the Finish industrial policy was moving towards competiveness before 1990s. However it 

moved from traditional manufacturing industry to more knowledge intensive industry especially in 

Information and communication technologies. The process of openness and competitiveness had been 

gradual and was taking into consideration both domestic and international conditions.  

 

6. EVOLUTION OF INNOVATION POLICY IN THE TWO COUNTRIES  

6.1. Evolution of Innovation Policy In Ireland 

Traditionally, innovation in Ireland focused on manufacturing; with surveys showing that as little as 13% 

of Irish services enterprises engage in innovation. Inherently, because of its relative labour intensity, 

productivity and innovation in services in Ireland lags behind manufacturing. As new models of economic 
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activity emerge in a globalised market place, new thinking on services innovation is required if policy and 

supports favouring services innovation are to be matched to the new models [21]. 

In Ireland, the issue of R&D support was starting to gain momentum in the 1980s, with the 1987 Science 

and Technology Act, which brought about a number of significant changes to science and technology, 

such as the development of a national programme for science and technology. Another important 

stimulus to the development of an indigenous R&D capacity at that time was provided through the 

participation by firms, by research institutions and by higher education establishments in the R&D 

programmes of the EC and other programmes of international organizations [22].  

 
Figure4. Source: IDA Ireland, Enterprise Ireland, Shannon Development and Údarás na Gaeltachta (various years); IRTU Annual Reports [2] 

 
In Ireland, between 1992 and 2001, total R&D grant assistance to businesses amounted to 240,963,836 

with a significant increase in grant allocation to R&D occurring from 1994 (Figure 4). Indeed, between 

1994 and 1996, the level of grant aid almost tripled in value (€11.1m to €32.8m), despite a modest 

increase in the number of firms aided over that period (up from 285 to 330).  

 

Consequently, the average level of R&D grant aid per firm increased from €39,262 in 1994 to €99,460 by 

1996. The other noteworthy period where the value of payments for R&D increased was between 1997 

and 1999. Total value of R&D support in Ireland rose from €26,021,708 in 1997 to €34,729,467 in 1999 
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which was largely due to the introduction of the Research Technology and Innovation Initiative (RTI) in 

November 1997, as supported by EU Structural Funds [2].  

 

In 1992, a policy document, the ‘Culliton Report’, led to fundamental changes in favour of R&D support in 

Ireland. The Culliton Report emphasized the importance of state support for R&D and innovation, and 

argued for a holistic approach to company support5. In terms of the importance of R&D and state 

support for R&D, Culliton (1992) stated that Ireland “was placed 22nd out of 23 industrial countries in its 

capacity for innovation, in the perception of international industrialists”. Culliton outlined the case for 

active State involvement in the promotion of R&D: “Without state support and incentives the degree of 

investment in technology will be less than is desirable from the point of view of national economic 

development” [52].  

The Culliton report – like the earlier Telesis report (Telesis Consultancy Group, 1982)6 – advocated a re-

focusing of support on indigenous industry in Ireland, and a shift from capacity expansion to developing 

capability and the funding of skills development in R&D and marketing. With this in mind, the Industrial 

Development Act, 1993 created three separate agencies for supporting industry and innovation in 

Ireland. These agencies were Forfás, Forbairt (formed out of EOLAS and that section of the IDA that 

addressed indigenous industry) and the IDA [22]. 

During the mid-1990s, a period of strong economic growth in Ireland, the Tierney Report (STIAC, 1995) 

concluded that, despite considerable success in increasing industrial R&D spending, there was still a low 

level of R&D in Ireland, particularly in the business sector. There was therefore a need to provide 

increased resources for those involved in “knowledge generation” in higher education and a need to 

increase the level of understanding of the contribution of science and technology to innovation by 

business people and policymakers (Government of Ireland 1996). For example, the Science Foundation 

Ireland (SFI)8, has a budget of over €634.9m to fund research in niche areas of the biotech and ICT 

sectors. Forfás stress that the ‘strategic rationale behind this initiative [was] the need to stimulate a 

greater level of top class research in the economy in support of high technology sectors and to ensure 

that a sufficient supply of good researchers become available to drive a more sophisticated research 

performance in the business sector’ (Forfas, 2000, p.7). Undoubtedly, the period from the mid-1990s to 

date has seen the greatest developments in industrial policy towards R&D in Ireland. This again is 
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attributable in no small way to the influence of EU funding for R&D, as well as to the take up of the 

recommendations of the Culliton Report. By 1993, BERD amounted to IR£271 million, which represented 

an annual growth level of 17% over the preceding five years  [22]. 

In the 1990’s Ireland became the OECD’s star after decades of underachievement. This could be seen as a 

tardy convergence, and was in part due to EU financial aid. Ireland had a very high rate of increase of 

total factor productivity in the 1990’s, based on imported technology; The technology came bundled with 

foreign direct investment, especially in ICT and other high technology; FDI was attracted by access to the 

European market, low taxes,  attractive government policies, cultural links with the US, and an educated 

workforce; While Ireland had free higher education since 1968, it had high unemployment and high brain 

drain until the 1990’s, when the Diaspora began to return; R&D expenditures are only now catching up 

with the OECD [23]. 

Ireland is a relatively late starter to research policies compared to the large EU Member States. While it 

began to consider science policy during the 1970s there was little public funding available for research 

and development. It was only with the advent of EU structural funding for science and technology during 

the 1990s that substantive resources became available for S&T. This funding provided much of the base 

in both policy thinking and programme design for current STI measures. It became apparent, however, 

through the national technology foresight exercise and analysis of international good practice that 

attempts to build a system of applied research without a base of excellence in the underpinning sciences 

are not sustainable over time. In addition, as the Irish economy continued to develop and change, the 

human resources aspect of research policy came into sharper relief. There is a growing recognition that 

high level skills provide a key impetus to broad economic growth. A decisive shift in public policy and 

funding was initiated under the National Development Plan (NDP) 2000-2006. The major initiatives 

involved: the foundation of Science Foundation Ireland (SFI) to fund Ireland's technology foresight 

investment programme in ICT and biotechnology; the expansion of the Higher Education Authority’s 

Programme for Research in Third Level Institutions (PRTLI) [24]. 

Ireland stands out as having a concerted and clear policy of developing its manufacturing sector. 

However, there were a number of aspects of Irish policy that contributed to this success and there is a 
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range of opinion about the relative importance of them. There is therefore scope for advocates of 

differing views to cite Ireland as ‘proof’ of the efficacy of their preferred approach [25].  

One reason the Irish economy was able to grow faster than the rest of western Europe was just that it 

‘came off a very low base; twenty years ago Ireland’s GDP per capita was only around 60 per cent of the 

western European average (it caught up around 2000). The economic growth literature makes clear that 

is easier for economies to grow fast when they are ‘catching up’ than when they are near the frontier, 

and membership of the EU likely made catching up easier [25]. 

Related to this is that as a (formerly) relatively poor member of the European Union, Ireland received 

substantial subsidies from the EU. These peaked at around four per cent of GDP in the mid-1990s, but 

have now ceased—indeed Ireland is about to become a net contributor to the EU budget. Ireland also 

placed substantial emphasis on education. In addition it was able to draw on the Irish Diaspora. As 

Ireland became a more vibrant and wealthier economy, some former Irish emigrants and their 

descendants brought their skills back to Ireland. The Diaspora may also have played some part in 

attracting foreign investment to Ireland. Initially Ireland had relatively low wages by western European 

standards. While this is no longer true, some of the multinational companies initially attracted by low 

wages are now embedded in the Irish economy [25]. 

 Ireland also lowered its corporate tax from 40 per cent in 1993 to 12.5 per cent. This gave it a temporary 

advantage over its European competitors. However, the average corporate tax rate in the EU-1523 fell 

from around 50 per cent in 1985 to 30 per cent in 2006. Ireland’s total R&D is not particularly high but it 

is focused on high-tech manufactures. The Irish Development Agency offers grants of up to 60 per cent of 

the cost of new investment and R&D following a cost-benefit analysis. 

Ireland encouraged the development of clusters, and was very welcoming to foreign companies. The Irish 

Government tendered for providers of Centres for Science, Engineering and Technology (CSETs), offering 

substantial funding. CSETs were charged with forming innovation partnerships with Irish companies. 

Regional universities were given the opportunity to link up with the CSETs for research. Most of the 

contract winners were large multi-national subsidiaries that, as a result of their participation, later 

became embedded in the local economy [25]. Ireland has an agency for attracting investment, the IDA, 

and a much larger organisation, Enterprise Ireland, encouraging innovation and linkages between 
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companies and researchers through clusters. Ireland also lowered its corporate tax from 40 per cent in 

1993 to 12.5 per cent. This gave it a temporary advantage over its European competitors. However, the 

average corporate tax rate in the EU-1523 fell from around 50 per cent in 1985 to 30 per cent in 2006.  

6.2.  Evolution of Innovation Policy In Finland 

By the end of 1980s, Finland had joined the group of wealthiest countries in the world in terms of per 

capita income, simultaneously the inefficient structures and distortion in Finish economy emerged due to  

investment driven growth [37] in which Government was the main contributor. Similarly the deregulation 

of financial markets that led to increase in real interest rates and the fall of Soviet Union revealed the 

above mentioned weaknesses of Finish economy. This position of Finland is further strengthened by the 

fact that Finland was the most expensive OECD country in 1989-1990 in PPP comparisons. The table 6 

given below shows the overall competitiveness ranking of Finland compared to the Ireland and OECD 

countries that went below from 9th to 14th position during the period of 1980s to mid 1990s among the 

OECD countries [37]. 

 
Table 6. The structural competitiveness of nations in the new techno-economic paradigm taken from [37]. 

 

In second half of 1990 the Finish economy collapsed and many firms filed for bankruptcy, many 

households were defaulters and the banking system went into deep crisis. This collapse and economic 

June 2009 Page 38 
 



Regions’ role in industrial and innovation 
policy, a comparison of Ireland and Finland  
 

degradation also increase the unemployment rate to 20 percent and the government was having massive 

deficit requiring international help for their survival. Thus Finish economy required restructuring towards 

a knowledge based economy. 

 

During the economic crisis massive amount of workers were laid off by firms. These firms also 

restructured their business processes without any new investments at all. This is interesting to observe 

since no new investment is being made and yet at the same time Finish exports were becoming more 

competitive. This behavior shows that Finish people changed their attitude and behavioral patterns as 

they worked harder and many fine tuned and improved their skills. This economic crisis was an important 

factor in increasing Finish economy’s productivity by reducing the people’s resistance towards change. 

Another reason for their structural improvement is that Finland had lately being industrialized and their 

societies had not been so deeply rooted in old techno-economic standards and had therefore been much 

easier for them to adjust to new situation [37]. 

 

In our opinion the fall of Soviet Union had a big impact on Finish economy in terms of structural changes 

and competitiveness. Before 1990 a major portion of Finish business was tied to Soviet Union and 

although it was profitable for their economy but was keeping their progress in the increasingly changing 

world economy where countries were opening up to international competition. During the last decade 

Finish economy became more internationalized with international mergers and acquisition raising 

Foreign Direct Investments. The foreign firms tend to increase competiveness in local markets and bring 

innovativeness to economy. Their influence can be seen on competitiveness on local markets but still was 

not as big compared to other countries such as Sweden and Netherlands). It could be due to the reason 

of small population as foreign firms seek bigger population from which they can grasp more profit. During 

the 1990s Finish government became more competitive i.e. in terms of income transfers, public 

education expenditure and public R&D expenditure. However finish government lag behind in internal 

organizational adjustment that requires them to adjust to new socio-economic environment for example 

the use of internet or e-government (55) allowing sharing of information about their policies to general 

public. 

Transformation of Finland into a knowledge based economy can be seen as a collective process. In this 

collective process it is important to understand the dominant coordination mechanisms in the innovation 
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system. The two key elements that are suggested are shared system vision and discursive coordination 

for coordination of various actors in the innovation process. [37] 

 

6.2.1. Shared system vision 

Economic restructuring is not an economic process that takes place due to an economic crisis but is in 

fact influenced by a systematic vision. The main characteristics of systematic vision are set of general 

ideas for creating economic growth, efficient development of economic structures and restructuring 

production processes [37]. These characteristics can be seen throughout after the end of Second World 

War when Finland wanted to become more independent of Russian influence. The main advantage of 

having a systematic vision that it makes communication between different social actors such as 

businessman, government officials and academia possible because once there is a set of objectives on 

which the stakeholders agree then the mechanisms of achieving it can be discussed effectively. [38] 

 

6.2.2. Social discourse 

For successful coordination and transformation management it is important to have social discourse 

among the various interdependent actors of the system. In this process economic activities are 

coordinated by having a continuous and rich communication and mutual adjustment [37]. Continuous 

communication allows developing trust which is a very important factor to be competitive and innovative 

as this trust allows taking decision quickly and this quickness and readiness allows jumping to any 

opportunity in today’s dynamic and globalised economy. On the other hand rich communication allows 

sharing the knowledge between the different actors which also allows innovating as the knowledge 

gained from other actors can be internalized and used to improve existing products and services or 

create new ones. However it does not mean that there would always be an agreement between the 

different social actors as always in agreement does not bring new ideas but instead as mentioned above 

start the learning process.  

 

Science and Technology Policy Council of Finland which is the highest Science and Technology policy body 

in Finland had played in important role in the process of discursive coordination. It is headed by the 

Prime Minister and several ministers, S&T representatives, business people, representative of important 

research institutions are its members. The main guidelines of the Finish S&T policy are developed by this 
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council. This high level coordination ensures that scientific and technological progress are viewed from 

the perspectives of different economic actors [37] and not just the different perspective of one actor and 

in the process providing diverse set of ideas and solutions to different economic challenges. This council 

also acts as a neutralizing and integrating agent against the inadequate struggle and territorial thinking 

among ministries. The council produces an influential S&T review after every three years that outlines 

general visions and strategies of S&T policy for Finland. This council had been credited for creating a new 

economic development path by launching the new systematic vision of a knowledge based society [37]. 

 

6.2.3. Regional innovation policy in Finland 

“From a national point of view, it is the companies, universities, the Academy of Finland, research 

institutions and the National Technology Agency of Finland (Tekes) that have a key role in creating an 

innovation system. The majority of public technology funding to companies is channeled via Tekes.” [43] 

Finish government had supported regional stakeholders for working together in strategies by giving small 

funding incentives and simultaneously giving them high regards in the Finish innovation strategy. The 

main pillar of regional innovation had been the close and strong cooperation between universities, 

companies, municipalities and R&D institutions [43].  

Every year over 500 companies take part in different projects resulting in diversification and renewal of 

industrial structures within the regions.  For the period 1999-2005 the project funding was about 500 

million Euros which in turn created 1000 new businesses and 12000 knowledge based jobs [43]. 

Center of Expertise Programme had produced a strong and vibrant network of 22 centers of expertise 

with 45 fields of expertise. This program is working on region-based operating model that complements 

national innovation policy. The main contribution of this program is supporting regions in guiding their 

limited resources towards exploiting regional strengths and opportunities and had also been successful in 

identifying regional specialization which in turns avoids overlaps in research and development 

investments. [43] 

 

6.2.4. Successful regions in Finland 

Helsinki containing the Otaniemi region is considered to be one of the most innovative regions in 2000. 

The key to its success is continuous supply of skills. The Helsinki region contains about 25% of Finish 
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population that contains 1300 students at the Helsinki University of Technology, 3000 scientists at the 

VIT (technical research center of Finland) and other private and public research institutes [42]. 

Tampere is another successful region in Finland. It is the industrial powerhouse of Finland and invests in 

research, product development and high tech education. It is one of the leading regions in Finland to 

setup business [39]. 

 
 

7. KEY DRIVERS FOR INNOVATION  

In this chapter the key drivers for innovation in Ireland and Finland are discussed. Also an overview is 

given about how these drivers had evolved and what had been their role in making Ireland and Finish 

economies competitive and innovative.  

 

7.1.   Innovation Indicators and Outputs 

R&D grants are important input indicators of innovation (others include scientific staff etc) which are 

supposed to stimulate innovative output. We consider R&D as one input into the innovation process, 

although the main focus of this section is on innovation outputs or innovation performance of the two 

jurisdictions over the period under review. For Ireland and Finland, like most other industrialized 

countries, the largest proportion of total R&D is performed by the business sector. Just as grant support 

for R&D has risen significantly in Ireland over the 1990s, so too has Business Expenditure on R&D (BERD). 

By 2001, BERD in Ireland had reached €917million (at constant prices) equivalent to 0.95 per cent of GNP 

from 0.89 per cent in 1993 (Figure 5). In Ireland the relative importance of these sectors to BERD has 

changed somewhat since the early 1990s, with the industries experiencing the greatest change in share 

of BERD over the period being the Software and Computer Related Services sector and the Food, Drink 

and Tobacco sector. The Software and Computer related services sector grew dramatically during the 

1990s and with it, the share of BERD undertaken in this sector, rising from 7 per cent in 1993 to 27 per 

cent by 2001. 49.1 per cent of this was undertaken by Irish owned enterprises. Indeed, nominal levels of 

BERD in this sector among indigenous firms increased by 996 per cent compared to 192 per cent growth 

in total BERD for indigenous firms across all sectors between 1993 and 2001 [27].  
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Figure 5: Business Expenditure on R&D as% of GDP –Ireland, EU and OECD, 1993 to 2001 [2]. Source EU 2003 

 

Despite these relative increases in both Ireland and Northern Ireland, the level of R&D investment in both 

jurisdictions has lagged considerably behind both the EU and OECD averages (Figure 5). For example, 

R&D investment in Ireland was only 78.5 per cent of the EU average and 60.9 per cent of the OECD 

average in 2001. Further, if Ireland is compared to similar economies with a substantial high technology 

sector, then the under-investment in R&D by the business sector is further accentuated. 

 
Figure 6: Grant Payements By Broad Industrial Sector, Ireland 1992-2001 [2] 

 

Nevertheless, in Ireland the contribution of support to the services sector increased in the 1990s; the 

services sector attracted some 33 percent of all grant payments made in 2001 against 17 per cent in 1991 

(Figure 6). Within the manufacturing sector, the majority of financial assistance received by firms is 

clustered in seven specific industries. When examined closer, it also appears that all agencies with the 
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exception of Údarás na Gaeltachta focused the majority of their support on one specific area, electrical 

and optical equipment (NACE 30-33). An area that has received a significant increase in the amount of 

support over the years is computer and related activities (NACE 72); total payments made to this area 

grew from 2 per cent in 1980, to 24 per cent in 2001 [2]. 

 

7.1.1. Outputs  

Evidence suggests that innovative outputs reflect the extent of investment in R&D (innovative inputs). In 

light of this, the following sub-section concerns itself with innovative outputs. Drawing on a survey of 

innovation capability and activity in Irish plants over the period of the analysis, the Irish Innovation Panel 

(IIP), it is possible to profile innovation outputs throughout the period of analysis for both Ireland and 

Finland. Overall, the proportion of manufacturing plants undertaking R&D, product innovation and 

process innovation increased steadily across the island through the 1990s but fell back during the 2000-

02 period. This is clearly what was anticipated given the economic conditions pertaining over this latter 

period; surprisingly perhaps, the level of innovative activity on each measure is below that of the early-

1990s. This is an indication of both the scale of the impact of the 2000-02 slow-downs on innovation 

activity, and more generally the importance of the economic environment on plants’ innovation 

investments. New products accounted for around one-sixth of plants sales throughout the 1991-02 

period, although again a slight fall is evident from the late 1990s to the 2000-02 period. The broader 

measure relating to new and improved products suggests that around a third of plants’ sales came from 

these products over the sample period, with again a slight fall between the late 1990s and the 2000-02 

period [28]. 

 

Figure 7: Innovation Indicators from the Irish Innovation Panel: 1991-2002 
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This again reflects the higher proportion of firms undertaking R&D in Ireland, which in part, reflects the 

differences in sectoral structure between the two economies. Interestingly, however, the differential in 

the proportion of plants introducing product and process innovations between [28]. 

 

7.1.2.  EU support for R&D  

The impact of EU support for R&D and innovation capability development has been important for Ireland. 

In the case of Ireland, the Operational Programme for Industrial Development, 1989-93, for example, 

provided continuing funding for capability development which in all probability could not otherwise have 

taken place given the state of public finances at the time. At the same time, the Community Structural 

Fund R&D Programmes (1989-93) and the later (1994-99) had clear targets to increase the number of 

R&D performers. The 1994-99 Operational Programme in Ireland again, emphasized the importance of 

R&D: ‘firms which possess and exploit technology are best positioned to take maximum advantage of 

shifts in the world economic environment [26]. 

 

In reviewing EU involvement in promoting R&D in Ireland, Cogan and McDevitt [53] describe it as having 

been of ‘critical importance’ to Irish S&T policy. They describe three benefits of the EU involvement. 

Firstly, they cite the organizational and institutional learning it engendered. They state, rather 

philosophically, that Ireland missed out on the industrial revolution and somehow expected to catch up 

with other nations by using imported innovation and without building up a domestic innovation and R&D 

capability. Secondly, the EU structural funds brought with it a disciplined evaluation of policy, something 

which was missing from policy prior to this. Thirdly, rather than concentrating on research that had little 

bearing on Irish industry, the Structural Funds were geared towards stimulating a selfsustaining capacity 

for innovation. At the same time, Cogan and McDevitt [53] highlight that somewhat paradoxically while 

R&D activity and expenditure has declined in recent years, this has coincided with unprecedented 

funding from Community Structural Funds and EU RTD Framework Programmes. This raises the question, 

why are Irish firms not motivated by financial incentives to undertake R&D? The answer to which they 

suggest lies in the absence of S&T capability of low/medium tech SMEs to appreciate the potential of 

R&D activity [26]. 
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7.1.3. Government Financial Support for Innovation in the Business Sector 

Government financial support (direct or indirect) can affect the level of R&D and innovation undertaken 

in the economy. Financial support can be provided to each of the sectors performing R&D, namely, the 

business sector, the third level sector and the public sector. In particular, innovation grants or loans may 

enable firms to undertake projects which would otherwise be too risky or unviable, as well as to develop 

capabilities with long-term competitive benefits. Public support may also enable universities to establish 

Centres of Excellence providing a knowledge resource for a number of local companies. Alternatively, 

direct funding may be provided to organizations in the public sector. Although detailed data on the public 

sector expenditure on R&D in Ireland is only available from 1999, even from the limited data available, it 

is evident that, there has been a major increase in the level of public support for R&D. In Ireland, micro-

level data on public sector support for R&D and innovation is derived from grant payments data for 

individual businesses, between 1991 and 2002. This provides a more accurate profile of the precise level of 

intervention in terms of R&D at the firm level compared with grant offers [26].  
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Figure 8.  Summary of Innovation Index [40]  

 

According to 2006 European Innovation Scoreboard Finland is in a loading group while Ireland is in the 

following group of Innovation.[40] Figure 8 shows the Summary Innovation Index (SII) on the vertical axis 

and the average growth rate of the SII on the horizontal axis. Countries above the horizontal dotted line 

currently have an innovation performance above that of the EU25. Countries to the right of the vertical 

dotted line had a faster average increase in the SII than the EU25. Based on their SII score and the growth 

rate of the SII, the countries included in the analysis can be divided into four groups or clusters: 

• Sweden, Switzerland, Finland, Denmark, Japan and Germany are the innovation leaders, with SII scores 

well above that of the EU25 and the other countries. The lead of the innovation leaders has been 

declining compared to the average of the EU25, with the exception of Denmark. 
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• The US, UK, Iceland, France, Netherlands, Belgium, Austria and Ireland are the innovation followers, 

with SII scores below those of the innovation leaders but above that of the EU25 and the other countries. 

The above EU25 average innovation performance of the innovation followers has been declining. Also, 

the gap of the innovation followers with the innovation leaders has on average slightly increased. 

• Slovenia, Czech Republic, Lithuania, Portugal, Poland, Latvia, Greece and Bulgaria make up the group of 

catching-up countries, with SII scores well below that of the EU25 and the innovation leaders, but with 

faster than average innovation performance improvement. 

• Estonia, Spain, Italy, Malta, Hungary, Croatia and Slovakia seem to be trailing, with SII scores well below 

that of the EU25 and the innovation leaders, and innovation performance growth which is either below 

or only just above that of the EU25. 

 

Innovation is a non-linear process. The 25 EIS innovation indicators have been classified into five 

dimensions to better capture the various aspects of the innovation process. Innovation drivers measure 

the structural conditions required for innovation potential, Knowledge creation measures the 

investments in R&D activities, Innovation & entrepreneurship measures the efforts towards innovation at 

the firm level, Applications measures the performance expressed in terms of labour and business 

activities and their value added in innovative sectors, and Intellectual property measures the achieved 

results in terms of successful know-how. In terms of this year’s composite indicator scores, the 

innovation leaders perform best on all innovation dimensions (see Figure 9). The innovation followers 

score second on every innovation dimension. Of the countries showing a below EU25 innovation 

performance, the trailing countries perform better than the catching-up countries on Knowledge 

creation, Applications and Intellectual property but worse on Innovation drivers and Innovation & 

entrepreneurship. 
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Fig.9. Innovation performance per country group and innovation dimension [40] 

 

The European Innovation Scoreboard6 (EIS) is an instrument developed at the initiative of the European 

Commission, under the Lisbon Strategy, to evaluate and compare the innovation performance of the EU 

Member States. Ireland performance has been improving steadily in recent years while Finland 

performance is almost the higher. Ireland is ranked 12th (out of 37) in the 2007(fig 10) Community 

Innovation Scoreboard, an improvement of three places over 2006, progressing towards our ambition of 

becoming an innovation leader. 
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Figure 10.The 2007 Summary Innovation Index _ Country comparison [40] 

 
Figure 11.The 2008 Summary Innovation Index _ Country comparison [40] 
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7.2.  Key drivers of innovation for Finland 
 

7.2.1. Structural changes 

As mentioned above in 1980s Finland went through a series of structural changes due to opening up to 

international markets [41] and decreasing dependency of trade with Soviet Union. However in relation to 

growing international market finish exports grew considerably slower than domestic demands and the 

Finish economy went into deep structural problems. Manufacturing and exports had dropped 

considerably throughout the 80s creating huge external imbalance as shown in the figure below 

 
Figure 12. Share of manufacturing in GDP in selected countries, % taken from [41]. 

 

During the last decade Finland went through reindustrialization and quick structural change towards a 

knowledge- driven economy.  In 1990 wood, pulp and paper comprised of 40% exports in Finland, a little 

ahead of metal and machinery related exports. During the last decade Finland became a major 

electronics and other high tech products and by the end of last decade had reached 30% in terms of total 

exports given in the figure below. 
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Figure13. Share of exports by industry sector, 1990–2002, % taken from [41]. 

 

7.2.2. Investment in R &D  

In the last few decades Finland become from one of the least intensive R&D countries in OECD to the 

second most R&D intensive country. During the deep recession of early 1990s R*D investment remained 

high and public R&D support even increased at the time when all other public expenditures were cut 

back [41]. 
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7.2.3. Specialization  

One of the key factors of innovation is specialization. In less than ten years Finland progressed from the 

least ICT specialized countries to one of the most specialized ones i.e. in terms of exports, R&D and 

production [cited by 59]. This development is exceptional compared to other countries as shown in the 

figures below 

  ICT value added      ICT employment 

 
Figure 14 . Finland's ICT specialisation in international comparison taken from [41]. 
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The specialization in production, R&D and exports 

applies mostly to manufacturing sector and to some 

extent to service sector also. Not only Finish firms have 

specialization in ICT industry but also in other industries 

like basic and fabricated metals and electrical machinery 

[41]. It is interesting to observe that this technological 

evolution in first sight seems to originate in 1990s 

however it is not the case. The foundation for it had 

been laid from 1970s and 1980s. The results of decision 

being made 20 or 30 years ago can be seen now. The 

figure 12 below taken form [41] supports this 

observation.   

 

 

 

 

Figure 15 . Finland's ICT specialisation in international comparison takne from [41]. 
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Figure 16 . High-tech exports and imports in selected countries taken from [41]. 

 

7.2.4. High level education 

The main strengths of Finland innovation policy are to create and maintain an efficient innovative 

environment, high level of education and scientific and technological expertise. The before mentioned 

strengths together with productive research and cooperation within industries make Finland an ideal 

place for foreign investments. To keep Finland competitive a longterm national strategy is used that is 

based on knowledge and skills [43].  

Both countries had focused a lot on R&D funding. This funding provides the basis for creating 

competiveness in the economies at regional levels as they do not have sufficient funds. However other 

stakeholders are also encouraged to provide the funding in which case they will be less dependent on 

government funding and will be more effectively utilized. 
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8. CURRENT REGIONAL POLICIES IN IRELAND AND FINLAND  

8.1. Current Policies in Ireland 

The Regionalization arrangements negotiated by the Irish authorities in the context of the Agenda 2000 

agreement resulted in the designation of the country into two NUTS II regions for Structural Funds 

purposes: 

• the Southern and Eastern Region qualifies for regional aid throughout 2007-2013 on the basis of 

unemployment criteria specified by the European Commission; 

• the Border, Midlands and Western (BMW) Region is classified as an economic development 

region and will continue to qualify for regional aid throughout 2007-2013. 

Each of these regions are responsible for managing their own Regional Operational Programmes. The 

BMW Operational Programme states that the key challenges for the region, if it is to compete 

internationally in knowledge economy activities are to: 

• Develop its Institutes of Technology (IoTs) as applied research and innovation centres; 

• Improve the quality of its graduates and to develop clusters of activity around each of the IoTs 

which are located in each of the region’s Gateways; 

• Ensure that research activities stimulate greater business R&D activity, particularly in indigenous 

firms. 

• A further challenge is to facilitate the territorialisation of research activity within the region. 

Although Finish regional innovation policy had been successful in making Finish economy competitive it is 

important to further improve it to tackle the ever increasing global competition. For this purpose a 

region-based cluster model will be created for the coming period of the Centre of Expertise Programme. 

The main theme of this competence cluster is to encourage the centers that are from the same 

competence cluster to reinforce their national and international cooperation [43].  

 

8.2.  Current Policies in Finland 

“The competence cluster gathers and makes use of the currently scattered resources in the regions more 

effectively than before and creates new efficient information and expertise distribution channels for the 

regions' business and research activities. The cluster also increases the critical mass needed in research 

and development. The national alliance of the best centres of expertise diverts attention away from 
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internal competition and more towards tightening international competition. The new cluster model also 

brings closer the innovation policies carried out at national level on one hand and at regional level on the 

other.”[43] 

 

The current regional innovation policy is based on decentralized network of higher education institutions 

in regional centers throughout the country due to which universities and other higher education 

institutions make a contribution in the creation of a strong and concrete knowledge basis for the region. 

For the development of research and product development science parks and technology centers are 

located at the regional centers particularly the bigger cities. It is important to note that these cities had 

developed their own innovation strategy that facilitates regional strengths to bridge with national 

innovation policy in an effective manner. 

The less developed and remote regions are also taken into consideration in the regional innovation policy 

by managing a network of important centers throughout the country [43]. 

 

 

9. SUMMARY  

Innovation Policy – R&D and innovation increased as a policy priority in both Ireland and Finland towards 

the end of the 1980s and early 1990s with the publication of key policy documents. In both Ireland and 

Finland, considerable emphasis was placed on increasing direct state support for R&D and innovation, 

but this was encompassed in a holistic framework of support. For example, in Ireland this included tax 

incentives, funding of collaborative R&D programmes, funding for regional technology services and 

funding for training in R&D and innovation management.  

 

EU funding - has been critical in promoting the number of firms performing R&D and innovation in both 

Ireland and Finland, regions which were both Objective- One regions for most of the study period. EU 

funding was important not only in providing infrastructural support for R&D and innovation, particularly 

through the Structural Funds, but also facilitated collaboration for R&D through Framework Programmes. 

Cogan and McDevitt (2000) conclude however, that the key benefits arising from EU funding were 

organisational and institutional learning, the engendering of disciplined evaluation of policy and in 

building capability to sustain R&D and innovation beyond the initial funding period. 
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R&D Support - Total grant support for R&D between 1992 and 2001 amounted to €240,963,836 in 

Ireland, which was largely focused on near-market programmes. In Ireland, grant allocation increased 

dramatically between 1994 and 1996 and later between 1997 and 1999. This corresponded to the 

introduction support for R&D under the Operational Programme for Industrial Development and funded 

by the CSF in the earlier period and then the introduction of the Research Technology and Innovation 

Initiative (RTI) in November 1997, as supported by EU Structural Funds. Again this emphasized the 

importance of EU funding in stimulating direct state support of R&D. 

 

Innovation Indicators and Outputs - BERD has increased throughout the period – from 0.89 per cent of 

GNP in 1993 to 0.95 per cent in 2001 in Ireland [29]. 

 

10. CONCLUSION 

In general, the evidence presented in this paper suggests a positive relationship between innovation 

policy as reflected in financial support to firms for R&D and business level investment in R&D and 

innovation activity. R&D financial assistance to firms has been a significant feature of industrial 

development policy on the Island of Ireland since the 1980s. At the same time, the proportion of 

manufacturing firms undertaking R&D, product and process innovations increased steadily throughout 

the 1990s. In Ireland the construction industry boosted economic development as foreign businesses 

could find favourable conditions for setting up their businesses. Initially tax and grant incentives were 

given to firms which were later on complemented by high killed labour that could be utilized in high tech 

businesses. 

Finland also had been heavily funded in R&D since the 1990s when Finish economy made its move to 

knowledge based economy. However Ireland chose the path of tax reduction as a major source of 

attraction for foreign direct investment where as Finland provided excellent R&D infrastructure and 

continuous flow of skilled labor. The path of extensive investment in R&D had led Finland to move 

towards a rapid economic development. They moved from traditional manufacturing industries to more 

advanced IT and communications industry very smoothly. Part of this advancement can also be due to 

the fact that Finnish economy was not strongly rooted in the traditional manufacturing industries like 

United Kingdom. 
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• www.geocities.com/stconsultant/natinsys.ppt (A web source about case studies for National 
Innovation Systems for Ugandan workhops) 
• http://cordis.europa.eu/erawatch/index.cfm?fuseaction=ri.content&countryCode=IE&topicID=13
&parentID=12 (A web source about Research Policy guidelines from ERAWATCH. ERAWATCH has been 
conceived to support policy making in the research field in Europe.) 
• http://www.aph.gov.au/house/committee/efpa/manufacturing/report/appendixf.pdf (A web 
source about comparison of Australia with other developed economies) 
• http://www.iro.ie/EU-overview.html (A website by Irish Region Office. This web source gives a 
description of EU support program for Irish regions) 
• http://stats.oecd.org/wbos/Index.aspx?DataSetCode=REG_INNO_TL2 (OECD website about 
innovation indicators) 
• http://www.eustat.es/elementos/ele0005000/not0005044_i.html (Press release 30/03/2009. A 
panel of Innovation indicators)) 
• http://www.enterprise-
ireland.com/TechSearch/Useful+Documents/Accessing+Innovation+Appendix+2.htm (Official website of 
Enterprise Ireland. Enterprise Ireland provides a range of direct and indirect financial and support 
measures to SMEs)  
• http://ec.europa.eu/regional_policy/country/prordn/search.cfm?gv_pay=IE&gv_reg=ALL&gv_obj
=ALL&gv_the=ALL&lan=EN&gv_per=2  (Official website of European commission. This web source 
provides information about Ireland regional development programmes 2007-2013) 
• http://cordis.europa.eu/erawatch/index.cfm?fuseaction=ri.content&countryCode=IE&topicID=13
&parentID=12 (Key components of Irish Research policy are highlighted by ERAWATCH) 
• http://www.iro.ie/eu-projects.html (A web source from Irih Regions Office giving information 
about EU support for Irish regions) 
• http://www.esri.ie/news_events/latest_press_releases/irelands_innovation_perfo/index.xml (A 
websource from ESRI. ESRI produces research that contributes to understanding economic and social 
change and that informs public policymaking and civil society in Ireland and throughout the European 
Union. This web source is about Ireland's Innovation Performance: 1991 to 2005) 
• http://www.nordregio.se/Files/r0208p102-131.pdf,  
• http://countrystudies.us/finland/95.htm (A web source about Industrial policy in Finland) 
• http://www.stat.fi/tup/suomi90/toukokuu_en.html (Statistics Finland is one of Finland's oldest 
government agencies. This web source presents Statistics regarding Finland's organisation, strategy, 
finances and operating environment) 
• http://www.nordforsk.org/_img/european_innovation_scoreboard_2007.pdf (A report prepared 
by the Maastricht Economic and social Research and training centre on Innovation and Technology (UNU-
MERIT) with the support of the Joint Research Centre (Institute for the Protection and Security of the 
Citizen) of the European Commission) 
• http://www.proinno-europe.eu/doc/EIS2006_final.pdf (A report prepared by the Maastricht 
Economic and social Research and training centre on Innovation and Technology (UNU-MERIT) with the 
support of the Joint Research Centre (Institute for the Protection and Security of the Citizen) of the 
European Commission) 
• http://www.timeshighereducation.co.uk/story.asp?storyCode=170020&sectioncode=26 (A web 
source that analyses Finish innovation cluster) 
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