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The Way To
Competitiveness

change is an evolving terrain. The conse-
quences of innovation are several. It has
been signalled that innovation can create
employment and also can destroy employ-
ment. It means that there is something to be
said about good and bad things about inno-
vation [Edquist, C., 1997, p. 27].

Modern societies are constantly adapting
new technologies. Because not all of these
adaptations had a positive impact on socie-
ty, there are some critics that emphasize the
destructive aspects of innovation and tech-
nological change. It destroys specific jobs
(while creating others), alters patterns of tra-
de, and even eliminates entire ways of life
[Nelson, R., and Winter, S., 1982, p. 48]. The
First Industrial Revolution destroyed the live-
lihood of many craftsmen, while moving
work from the villages to the new industrial
towns, where the poverty and squalor that
had existed for millennia in the countryside
became visible to urban onlookers. The
automation, restructuring, and downsizing
that has resulted from the late twentieth-cen-
tury revolution in information and communi-
cation technologies (ICTs) has destroyed the
jobs of many unskilled and semi-skilled fac-
tory workers as well as many in middle ma-
nagement. Also, while narrowing the gap
between rich and poor through the first se-
ven decades of the twentieth century, tech-
nological change has helped to widen that
gap dramatically since then. 

But, at the same time, many researchers
have demonstrated that technological chan-
ge is the most important determinant of

sion had realised a plan for ten years to help
the old continent to become the world lea-
ding economy based on knowledge. This
plan is known under the name of Lisbon
Agenda and its principal purpose was to
consolidate an european market based on
innovation. 

The principal purpose of this paper is to
emphasize the measures adopted by the or-
ganisms of EU to consolidate the innovation
and R&D domain and to analyse some of
the results in this direction.

Innovation and technological change
in EU

We live in a world of rapid economic and so-
cial change. Every change typically causes
other changes, which in turn cause others,
and so on in a concatenation of linked cau-
ses and effects. The fact that innovations,
both technological and organizational/insti-
tutional, are the principal wellspring of eco-
nomic growth is well recognized [Ruttan, V.,
1978, p.347]. Is it also widely recognized
that freedom, based on secure rights, is an
essential prerequisite for the promotion of
innovation and the increase in wealth that
results from it [North, D., 1988, p.25].

Innovation is a process that is accumula-
tive and it is surrounded by uncertainty
[Lundvall, B., 1992, p.15]. It is impossible to
separate innovation from evolutionary eco-
nomics as well as from theories of technical
change and institutional change. The inter-
action between innovation and economic

oes the European Union have a
clear strategy concerning the
sector of research, development

and innovation (RDI)? 
For many years Europe had been the

continent of science and modern technolo-
gy.  Today, only one third of the world scien-
tific discoveries comes from Europe, and
many states from the Eastern Europe have
a lot to recover in the field of innovation and
R&D. The gap between Europe and its com-
petitors grows every day. Due to the in-
fluence of innovation on economic growth
many European Countries started to pur-
sued some research and development
(R&D) policies with the aim of fostering in-
novation and economic growth over the last
two decades. But what can the EU do?

There are a lot of buerokratie and it lacks
of an adequate budget. The budget for re-
search of the United States surpasses the
amount of the EU countries  together. Furt-
her, a recent study suggests that it would ta-
ke the EU another 50 years to recover the
difference between the United States in this
domain. 

In March 2000, the European Commis-
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mission adopted, in September 2006, a 10
point plan for action to foster the creation of
an innovative Europe. It proposes the follo-
wing actions: 

All these measures had been taken be-
cause the European Commission is cons-
cientious by the importance of innovation
and R&D in economic growth.  Innovation is
essential for sustainable growth and econo-
mic development.

We consider that for have innovation and
encourage economic growth a state must
disposed by: strong standards and effecti-
ve enforcement of intellectual property pro-
tection, vigorous competition and contesta-
ble markets, open trade and investment in a
stable economic environment, a strong and
sustainable fundamental research and de-
velopment infrastructure, sound policies
and mechanisms to promote the science-in-
novation interface, efficient and transparent
regulatory systems, ethics and the rule of
law, and a strong emphasis on education at
all levels.

Many studies regarding Europe’s innova-
tion and R&D domain were developed. For
example, a relevant study was effectuated
in 2006 year by The Fourth Community In-
novation Survey (CIS4) in collaboration with
the European Commission of the European
Innovation Scoreboard (EIS). The EIS had
appeared in 2000 year as a result of the
adoption of the Lisbon Strategy. 

This study was realized in the EU 27 at
the level of 42% of enterprises from indus-

Nowadays, to create a favourable frame
concerning the development of innovation
and R&D, the authorities from EU have
adopted many acts. One of them is the Lis-
bon Strategy and re-
cently in January
2006, a further re-
port on innovation
policy was adopted,
named The Aho Re-
port. In its summary
it outlines the follo-
wing areas for ac-
tion: 

I) At the core of
the recommenda-
tions is the need for
Europe to provide an
innovation-friendly
market for its busi-
nesses, the lack of
which is seen as the
main barrier to in-
vestment in research and innovation. This
needs actions on regulation, standards, pu-
blic procurement, intellectual property and
fostering a culture which celebrates innova-
tion. Acombination of supply and these me-
asures to create demand should be focused
in large scale strategic actions. Several
examples have been identified: e-Health,
Pharmaceuticals, Energy, Environment,
Transport, Logistics, Security and Digital
Content;

II) The 3% target is seen as an indicator
of an Innovative Europe, not as an end in it-
self. Measures are needed to increase re-
sources for excellent science, industrial
R&D and the science-industry nexus. Pro-
ductivity of R&D must be increased. The
proportion of structural funds spent on rese-
arch and innovation should be trebled; 

III) Far greater mobility is needed at three
levels: Human resources need a step chan-
ge in mobility across boundaries; Financial
mobility requires an effective venture capi-
tal sector and new financial instruments for
the knowledge-based economy; Mobility in
organisation and knowledge means cutting
across established structures to allow new
linkages to be made through the instru-
ments of European Technology Platforms
and clusters. 

Based on this report the European Com-
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long-term economic growth. Through many
centuries of economic and social evolution,
our adaptations to the technologies that we
have created have helped us to mould and
remould our economic, social and political
institutions and our behavioural patterns. 

Technological change can be described
as occurring in three stages: invention, in-
novation, and diffusion. Invention creates
new technologies or improves existing
ones. Until the nineteenth century, individu-
als, operating more or less on their own,
were responsible for most inventions. In the
second half of the nineteenth century, in-
vention became institutionalized by the cre-
ation of research laboratories both in firms
and in the public sector. Today, a large sha-
re of invention is done in government and
university research laboratories or in the
R&D facilities of large firms, while a much
smaller fraction is performed by individuals.
Innovation occurs when some agent com-
mercializes an invention by producing so-
mething that has economic value.  This can
itself require much development and sup-
porting inventions before the original inven-
tion can be embodied in saleable goods or
services (thus blurring the distinction bet-
ween the two). Diffusion is the spreading of
invention and innovation from the place
where they first occur to other firms in the
same industry, to other industries, and to ot-
her countries. As technologies diffuse, they
usually require changes to adapt to diffe-
rent situations. So diffusion and innovation
are to a great extend intertwined, they are
different but closely related activities.

In many contexts, the distinction bet-
ween invention and innovation is important.
For example, many societies have been
good at one but not the other. Being able to
innovate on the platform of other people's
inventions can be socially profitable, while
being successful at invention but not at in-
novation can lead to serious social wastes. 

Since new technologies largely result
from activities of profit-motivated agents,
technological change is significantly end-
ogenous to the economic system. Further-
more, scientific and technological knowled-
ge is cumulative. Today's knowledge could
not have been discovered or invented in the
absence of many earlier discoveries and
inventions.  

Table 1: 10 point plan for actionof  the European     
Commission 

1)   Develop innovation-friendly education systems
2)   Establish a European Institute of Technology (EIT)
3)   Work towards a single and attractive labour market for 

researchers
4)   Strengthen research-industry links
5)   Foster new innovation by the new cohesion 

policy programmes
6)   Reform innovation state aid rules and provide better 

guidance for R&D incentives
7)   Enhance intellectual property rights protection
8)   Digital products and services - initiative on 

copyright levies
9)   Develop a strategy for innovation "lead markets"
10) Stimulate innovation through procurement
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more than twice as high as those of the next
best country. Denmark and the Netherlands
show a below average representation in
sector leadership, with the Netherlands on-
ly leading in 3 sectors and Denmark in no
sector at all. This suggests that these two

countries perform relatively well in
all dimensions of their economy,
without showing a particular strong
innovation leadership in many sec-
tors.

The relation between innovation,
R&D and competitiveness

Growth depends on the introduc-
tion of innovations. Innovation me-
ans doing something that has not
been done before. It could be the
production of a new good, the ope-
ning up of a new market, the disco-
very of a new source of supply, the
development of a new method of
production, or changes in the rules
of the game [Rosenberg, N., and
Birdzell, L. 1986, p. 36].

To be leader in innovation and
R&D is critical in today's hyper-
competitive business environment.
It involves years of patient investi-
gation, punctuated by moments of
inspiration. It positions uncontrolla-
ble creativity side by side with dis-
ciplined business process. And it
is, for most companies, tremen-
dously difficult to achieve. 

A successful innovating firm is
the one in which the management succeeds
to take maximum advantage of existing or
potential markets and new opportunities by
making appropriate use of the firm structu-
res and resources (including R&D). 

On the other side, a successful innova-
tion policy is a competition policy where
companies see innovation as a cost-effecti-
ve investment to differentiate them profitab-
ly. The only effective measure of innovation
activity is the rate of productivity improve-
ment in an enterprise - the growth in value
added generated per employee.  There are
lots of ways to "game" productivity in the
short-term - for example, by raising prices or
by cutting staff and forcing the remaining
people to work harder. But these can't be

try and services that have reported some
form of innovation activity between 2002
and 2004. Enterprises with less than 10 em-
ployees weren't covered. The results of the
study is in table 2:

We observe that among the EU27 Mem-
ber States the highest
proportion of compa-
nies with innovation
activity in this period
was recorded in Ger-
many (65% of enterpri-
ses), followed by Aus-
tria (53%), Denmark,
Ireland and Luxem-
bourg (52% each),
Belgium (51%) and
Sweden (50%). The lo-
west rates were obser-
ved in Bulgaria (16%),
Latvia (18%), Romania
(20%), Hungary and
Malta (both 21%). 

Innovation co-ope-
ration stood at 26% of
all innovative enterpri-
ses in the EU27 in
2002-2004. The hig-
hest levels of innova-
tion co-operation were
found in Lithuania
(56% of all innovative
enterprises), Slovenia
(47%) and Finland
(44%), and the lowest
levels in Italy (13%)
and Germany (16%). 

In the EU27, the most common co-ope-
ration partners were suppliers (17% of all in-
novative enterprises worked with them) and
customers (14%). Suppliers were the most
frequent partners in nearly all Member Sta-
tes, with the highest levels found in Lithua-
nia (45%) and the lowest in Germany, Italy
and Austria (7% each). Co-operation with
customers in innovation activities ranged
from 4% in Spain and Cyprus to 41% in Fin-
land. Innovative enterprises in the EU27
worked together much less often with uni-
versities and other higher education institu-
tes (9%) or government and public research
institutes (6%). Private-public co-operation
on innovation was most frequent in Finland,
Slovenia, Slovakia, Latvia and Lithuania,

while it was least common in Italy, Malta,
Romania and Cyprus. 

Another study concerning the leaders
from Europe in innovation's sector was rea-
lised by The European Innovation Scorebo-
ard (EIS), too, in 2006. The findings of the

study are presented in table 3. 
Analyzing table 3 we can see that Finland

and Germany are leading in about 15 sec-
tors each. Small economies such as Fin-
land, Austria and Belgium are highly inno-
vative in several manufacturing sectors. Fin-
land, Germany and Belgium are overall
leaders in the manufacturing sector. Swe-
den, Finland and Germany are overall lea-
ders in services. Portugal is leading in fi-
nancial intermediation, a result due to high
scores on the three indicators measuring
the protection of inventions and innovations.
Greece is leading in Computer and related
activities, a result due to remarkably high
R&D expenditures, four times as high as the
weighted average for these countries and
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Table 2: Innovation activity and co-operation during 2002-2004
[Note: Innovation co-operation measures the active partnership of  the observed enterprise with
other enterprises or non-commercial institutions. Co-operation can take place with more than
one partner.] SOURCE: FOURTH COMMUNITYINNOVATION SURVEY(CIS4) AND 
EUROPEAN INNOVATION SCOREBOARD (EIS), 2006
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ness, the government from each member
country of EU 27 must take efficient measu-
res in this direction. This mean also, to in-
vest and to take all efforts to sustain the in-
novation and R&D domain.

References

Edquist, C., Technologies, Institutions, and
Organizations, Systems of innovation, Pin-
ter, 1997
Lundvall, B., Towards a Theory of Innova-
tion and Interactive Learning, National Sys-
tem of Innovation, Pinter, 1992
Nelson, R., and Winter, S., An Evolutiona-
ry Theory of Economic Change, Harvard
University Press, Cambridge, 1982
North, D., Institutions, Economic Growth
and Freedom: A Historical Introduction, in
Freedom, Democracy and Economic Welfa-
re, ed. Walker, M., The Fraser Institute,
Vancouver, 1988
Rosenberg, N., and Birdzell, L., How the
West Grez Rich: The Economic Transfor-
mation of the Industrial World, Basic Books,
New York, 1986
Ruttan, V., Induced Institutional Change, in
Induced Innovation, ed. Binswanger, H.,
and Ruttan, V., Johns Hopkins University
Press, Baltimore, 1978
Internet sources:
European Innovation Scoreboard (EIS),
2006
Fourth Community Innovation Survey
http://www.thehindubusinessline.com
http://www.europa.eu.int 
http://cordis.europa.eu/
http://epp.eurostat.ec.europa.eu/

R&D is to really benefit a firm. 
R&D facilities must be interdisciplinary --

they must include technical, marketing, eco-
nomics skills to generate packages of new
products/processes/services. Research and
experimental development comprise creati-

ve work undertaken
on a systematic basis
to increase the stock
of knowledge to devi-
se new applications. 

In the knowledge-
driven economy, inno-
vation has become
central point in the bu-
siness world. With this
growth of importance,
large and small orga-
nisations have begun
to re-evaluate their
products, their servi-
ces, even their corpo-
rate culture in the at-
tempt to maintain their
competitiveness in the
global markets of to-
day. The more for-
ward-thinking compa-
nies have recognised
that only through such
root and branch re-
form can they hope to
survive in the face of
increasing competi-
tion.

Conclusions

Because of factors such as globalization,
increasing competition, the growing impact
of information and communications techno-
logy, and the high pace of scientific and
technological change, firms must innovate
more rapidly than ever before. Without ha-
ving innovation and R&D means to be un-
competitive. 

Apossible explanation that some coun-
tries from Europe are weak in innovation
and R&D is that innovation policy objectives
are still defined very ambiguously. There are
no clear objectives at a more strategic level
which link the expected outcomes to speci-
fic sets of measures. 

Thus, to focus the way to competitive-

sustained - over time, they generate dimi-
nishing returns or, in the extreme case, lead
to productivity erosion. What really counts is
the ability to sustain and amplify productivi-
ty improvements through innovative pro-
ducts, process improvements or new busi-

ness models. From a competitive point of
view, what matters is the relative rate of pro-
ductivity improvement. R&D spending and
patent filings will matter little if they do not
translate into faster productivity improve-
ment - in fact, they can be a significant dis-
traction. Those who understand this will ha-
ve a significant edge as competition intensi-
fies in the global economy. 

For a firm, R&D is useful to generate in-
novative ideas associated with design, qua-
lity and process control, technical assistan-
ce to production and customers, or with pu-
re research. R&D itself does not make a firm
innovative. R&D can contribute to establish
criteria for quality and to develop methods
to verify them; also it should cooperate to
find solutions to production and customers'
problem. These activities are important if

Table 3: Leaders in Europe in Innovation’s Sector
SOURCE: EUROPEAN INNOVATION SCOREBOARD (EIS), 2006
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