PRESS RELEASE OF WORKING PAPER 4.26

EU Framework Program participation and
innovation: The role of regional
development

Attila Varga*”~, Tamas Sebestyén” *

University of Pécs, Faculty of Business and Economics *

MTA-PTE Innovation and Economic Growth Research
Group”

1. OBJECTIVES

The research question of this paper is related to existing findings in the literature, which have
already discovered several aspects of spatial regime effects in regional knowledge production.
Our focus is on the effect of participation in FP projects and the resulting knowledge flows on
regional patenting activity. Wouldn’t it be the case that the missing evidence on a direct
knowledge transfer impact on patenting mediated by FP participations masks important and
regular spatial differences in Europe? Influenced by earlier findings in the literature in this paper
we hypothesize that the direct impact of knowledge transfers between FP network partners on
regional patenting follows different trends in core and peripheral regions in Europe. As to the
nature of the expected differences in the trends there are no antecedents in the literature that
could guide us to formulate one single hypothesis. Consequently, the hypothesis that lagging
areas are not yet equipped to utilize learning from FP research networks in patenting because of
their low levels of absorptive capacities can be raised with a chance similar to that of the other,
which states that FP subsidies are only substitutes for other research funds in core EU regions
and as such do not influence patenting.
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2. MAIN RESULTS

The descriptive analysis of our dataset shows that CEE regions show a significantly worse
performance than their counterparts in old member states: number of patents, patent stock,
regional FP funding, R&D, ENQ and high tech employment. In a dynamic context, though a
moderate catching up process is visible. In the case of FP funding, CEE regions improve their
position from 15% to 25% of the average regional funding intensity of regions in old member
state. With regards to network knowledge access (measured by the ENQ index), the relative
position improves from 50% to around 60% between 1999 and 2009. These numbers still show a
remarkable gap in spite of the improving tendency.

Our estimation results for the non-CEE regions first show that after controlling for unmeasured
regional and temporal characteristics as well as spatial dependence, the effect of network
network-mediated knowledge flows on the efficiency of FP funding in patenting activity is
insignificant. This result is a strong indication that in non-CEE regions knowledge flows from FP
networks do not play a meaningful role in regional patenting. Second, we detect significant and
positive parameters of the spatially lagged dependent variable and the spatially lagged R&D and
high technology employment variables. These results together with the insignificant FP network
effect indicate that regions in old EU member states tend to rely on localized knowledge inputs
in patenting instead of extra-regional knowledge communicated via FP research networks.

Our results document markedly different patterns for CEE Objective 1 regions. Contrary to the
case of the old EU member, the significant and positive parameter for network-mediated
knowledge flows indicates that knowledge transferred from FP networks is an important element
of regional patenting in these regions. An additional difference between the results for the two
sets of regions is related to the role of localized knowledge transfers in regional patenting. The
parameters of the spatially lagged dependent variable as well as that of high technology
employment are negative while significant. These results indicate a chessboard-like structure of
regional knowledge production in CEE regions. Regions with relatively high levels of patenting
are generally surrounded by low patent producing regions with small high technology sectors.
Considering the marginally significant parameters of the spatially lagged R&D and ENQ
variables only a weak evidence is found for the influence of geographically mediated extra-
regional knowledge flows on patenting in CEE Objective 1 regions.

To sum up, we found that with respect to the role of localized knowledge flows and FP network
learning in patenting clear and marked differences exist between CEE-Obj 1 and non-CEE
regions. While knowledge transferred from FP networks acts as an additional source of patenting
in CEE-Obj 1 regions, network knowledge is not a significant input in patenting in regions of the
old member states. On the other hand it is clear that while localized learning in patenting is
extremely important for regions located in the EU 15, knowledge flows from neighboring
regions play only a marginal role in CEE Objective 1 regions’ innovation.

3. POLICY VALUE-ADDED

Our results suggest that while for regions in old EU member states FP research subsidies seem to
act as a substitute for funding from other sources, innovation in CEE Objective 1 regions tends to
rely more on external knowledge transferred from FP funded research networks to compensate
for their less developed local knowledge infrastructure. Our findings are important as they
suggest that strengthening research excellence and international scientific networking in
relatively lagging regions (such as regions in CEE and ENP countries) could be a viable option
to increase regional innovativeness, which in combination with other policies could form a base
for a systematic support of regional development.
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