2020-1109 1JOI
https://www.ijoi-online.org/

International Journal of
Organizational Innovation

INNOVATIVE DEVELOPMENT AS A FACTOR OF
EUROPEAN UNION ECONOMY DIGITALIZATION

Egor V. Dudukalov
Russian Presidential Academy of National Economy and Public Administration
South-Russian Institute of Management, Rostov-on-Don, Russia
E-mail: edudukalov@gmail.com

Denis Ushakov
Suan Sunandha Rajabhat University, Bangkok, Thailand
E-mail: denis.us@ssru.ac.th

Abstract

By now, the European Union has already accumulated quite a solid theoretical basis
along with a range of applied measures for stimulation of innovations-based digital eco-
nomic development on the supranational level. Studying this experience is relevant for
other regional integrations in part of both economic development and innovations. Thus,
this article considers the very notion of innovation-based economy along with the criteria
of innovativeness of the economic systems and then evaluates the asynchronous nature of
innovative progress across the EU. Afterwards, recommendations on innovation-based
alignment of digital economy development rates are provided taking into account such
important aspects as modernization of the industrial policy, innovations’ transfer and
generation of innovations at the regional level.
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Introduction indicators of countries’ well-being and
even of their sovereignty.
At the current stage of world econ-

omies’ development innovations and ad-
vanced technologies are not the most
decisive factors for economic growth of
separate countries but they are also the

Economic development and innova-
tions go hand in hand today due to three
main reasons: a) knowledge and tech-
nical progress are the most solid factors
of economic development, in any coun-
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try; b) innovations can be truly useful
only if they are adapted to the specific
economic conditions of a particular
country; c¢) today, the most important
element of any national economy is
availability of own postindustrial infra-
structure.

For these very reasons, all econo-
mies worldwide, without any exceptions,
are interested in the formation of own
innovation-based engine for further eco-
nomic growth. This should be the prima-
ry goal of any economic policy since
only innovations can guarantee new
competitive advantages at the world
markets.

At the same time, in the last couple
decades, due to the heavy influences of
the world economy globalization, the
very structure of innovation-based eco-
nomic mechanisms started to change.
Globalization has offered a wide range
of brand new economic opportunities,
but at the same time, it has also changed
the very methodology of competitive
fight. The largest economic players —
transnational corporations — became the
driving force of economic globalization.
However, they are also subject to fierce
competition: first of all, a new genera-
tion of rapidly developing Asian corpo-
rations is emerging these days; secondly,
all corporations, old and new ones, are
forced to participate in the ongoing fight
for new knowledge, information and
technologies. These are the key factors
behind innovation-based mechanisms of
economic development.

Therefore, studying economic de-
velopment without innovation factors (or
studying innovative development with-

out economic factors) would make very
little sense in today’s conditions.

Thus, the primary objective of our
research study is to analyze the asyn-
chronous processes of innovation-based
modernization within the EU and then to
offer own set of recommendations di-
rected at alignment of innovation indica-
tors across European economies.

In accordance with this primary ob-
jective above, the research tasks of this
study are formulated as follows:

- to describe the nature and the most
specific features of the innovative mech-
anism evolution in the context of the EU
economy’s development;
- to analyze the core of the innovative
mechanism behind the EU development
and to compare the innovation system of
the separate EU countries-members with
the aim to determine the level of differ-
entiation among these systems;
- to evaluate critically the content and
the key problems with institutionaliza-
tion of innovative development of the
EU economy, also revealing the role of
national and supranational institutes in
increasing the competitiveness of the EU
overall at the global market of innova-
tions;
- to formulate the top priorities in the
post-crisis transformation of the EU
economy basing on its innovation mech-
anism,;
- to develop and present own meth-
odology of innovation-based processes’
implementation across the EU industries
along with the opportunities to renovate
the EU industrial sector using the most
advanced innovations;
- to explain the role of external eco-
nomic relations in increasing the EU
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competitiveness at the world markets of
innovative products.

As per these research tasks, the ini-
tial hypotheses have been formulated as
follows:

1. The key reason behind the current
imbalance in the EU economy concerns
a group of external factors related to the
development of the world economy
overall; internal economic reasons of the
EU itself are of secondary importance.

2. The major bottleneck in the current-
ly functioning innovative mechanism in
the EU is that the current level of Euro-
pean economies’ integration does not
allow them flexibly adapt to the con-
stantly changing conditions of the global
market. Thus, new methods and instru-
ments are needed to rebalance the eco-
nomic integration within the EU.

3. Under today’s conditions of eco-
nomic globalization, getting new com-
petitive advantages in the field of inno-
vations depends, first and foremost, on
how well-tuned is cooperation between
public authorities and the private sector
in a particular EU state.

The key object of our research is the
innovative mechanism behind the EU
economic development.

The Theoretical Background

International integrations are get-
ting increasingly more importance in the
world economic processes today. In the
last several decades such integrations
have gradually become autonomous
economic units. The European Union
takes a prominent place among such re-
gional integrations; during the six dec-
ades of its development, this union of

countries has transformed into a truly
global innovative community oriented
on permanent economic growth.

Intensively technological revolu-
tion has gradually shifted the European
Union on a totally new stage of trans-
formations. The innovative mechanism
behind European economic growth has
also changed. The EU has done truly a
lot for its own innovative development;
the Union has tremendous practical ex-
perience in all major fields of technical
research. This applied experience makes
the EU one of the global leaders in what
concerns innovations.

In the majority of the EU coun-
tries, innovations have become the key
factor of competitive fight, at both inter-
nal and external markets. Today it is al-
ready quite obvious that the economic
system of the EU as a whole is competi-
tive thanks to its high degree of innova-
tiveness; innovations have made Europe
capable to respond to the major econom-
ic and social challenges of today's world.

The whole story of the EU eco-
nomic development clearly demonstrates
that even the most mature economy,
with its well formed innovative space
and its well developed institutions, can
be still subject to numerous risks, mostly
due to the unstable nature of the world
economy development.

Moreover, at the current stage of
the EU development, its traditional
sources of economic competitiveness are
becoming obsolete while competition at
the international market is getting only
stronger. Thus, the ideology of economic
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development should be reoriented even
more on innovations.

Summing up the key trends of
the EU economic development based on
innovations can be also helpful as it al-
lows clarifying and adjusting some of
the most traditional principles of innova-
tive development, taking into account
the most recent serious shifts within the
EU economy, namely, liberalization of
its external economic relations and grad-
ual formation of the postindustrial socie-
ty. Here we need to keep in mind, at all
times, the serious impact of the most re-
cent global financial and economic crisis
as it has significantly altered the overall
course of the EU economic develop-
ment. Due to the global crisis manifesta-
tions within the EU, several gradually
accumulating socioeconomic problems
became especially acute. Here we also
need to mention that the EU did its best
to solve these problems and other socio-
economic consequences of the global
crisis using methods and instruments
based on innovations.

In the context of the world econ-
omy overall, evolution of the innovative
development concept has passed several
logical stages. All of these stages have
been quite thoroughly described in lit-
erature. Obviously, J. Schumpeter was
the founder of the innovative develop-
ment theory, as he was the first to ex-
plain the meaningful and decisive role of
innovations in the cyclical nature of eco-
nomic development.

In our opinion, the contribution
of N.D. Kondratieff (1984) has been un-
fairly overlooked in what concerns the
innovative aspect of development. This

author has been also among the first to
consider the key trends of economic de-
velopment dynamics and in particular
put emphasis on such aspect as techno-
logical development of a country.

The initial input message of our
analysis is that the role of innovations at
the contemporary stage of the world
economy’s development is steadily
growing all the time. This is happening
not only because of the global crisis but
also due to the growing necessity to find
new sources to increase competitiveness.
The role of tech revolution for economic
growth is beyond all questions (Edison
et al., 2013; Kline, 1985).

Problems related to innovation-
based development become even more
complex today due to the international
nature of scientific and technological
progress. The circle of participants in
international trade in innovations is get-
ting only larger, while the world eco-
nomic system becomes subject to sys-
temic fluctuations with an increasing
frequency  (Franklin, 2009, Rogers,
1962).

In order to be adequate to the
current trends of the world economy de-
velopment, formation of an innovation
mechanism within the economy of any
country must stem from the following
preconditions: peculiarities of its geo-
economic  positioning; development
strategies of the largest corporations op-
erating inside this country; institutional
and infrastructural support for economic
development; how well this particular
economy fits into the general world
trends of innovation-based development;
inequalities and differentiation between
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countries when it comes to the latest in-
novations (Adler, 2005; Strumsky et al.,
2010).

National innovation systems, as
they are already formed across the globe,
are by default very different and highly
specific. They are based on the radically
different approaches to development,
implementation and dissemination of
innovations. Here, much depends on the
clusterization trends inside a particular
economy and also on how strong are its
external economic relations with innova-
tion-based sectors in other countries
(Morisson & Doussineau, 2019).

Key Research Results

We agree with (Tuomi, 2002)
that the following are the key parameters
of innovative inequality in the world:
local modifications in generally known
innovations due to the differences in the
national innovation systems of the most
developed economies; innovative trans-
formation taking places in the countries
only with the highest innovative poten-
tial; some of the countries might not
have a strong national innovation system
but they still have strong innovation po-
tential; most of innovation gaps between
the countries are observed due to the
same-size gaps in the levels of their so-
cioeconomic  development (Gordon,
2012; Freeman, 1995); rapidly develop-
ing countries are prone to same rapid
innovative adaptation.
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Figure 1. Dynamics of R&D spending in the selected countries, as % of GDP, 1981 to
2015 (data: R&D Intensity in OECD Countries and other Economies, 2016)

International experience overall
proves that for most efficient integration
of a national innovation system into the

global innovation space, the key parame-
ters at the state level should be as fol-
lows: the emphasis must be on the indi-

204

The International Journal of Organizational Innovation
Volume 13 Number 2, October 2020



2020-1109 1JOI
https://www.ijoi-online.org/

rect instruments of the innovation sector
support; public authorities should at all
times keep in mind that today’s truly in-
novative industries tend to concentrate
geographically in the regions with good-
quality information environment and
high-capacity human resources; non-
linear model of the innovative progress
should be preferred as it guarantees clos-
er interdependence between all the ele-
ments of the innovation system and
stronger orientation on the actual market
demand; the state must be motivated to
support the most flexible forms of pro-
duction; support for clusters’ establish-
ment must be always a top priority
(Gordon, 2012).

Growing inequality in the inno-
vative development rates is also con-
firmed by the fact that not all the coun-
tries have the growing dynamics of R&D
spending: in some countries this indica-
tor was going down during 1981-2015
(the UK, for example), while in some
other countries (including Denmark,
Sweden and Japan) it was seriously on a

Lhina

rise; other countries have been demon-
strating rather low and slow rates of
growth (Canada and the USA, for exam-
ple). Noteworthy, China has shown truly
impressive growth rates in this regard
(see Figure 1).

The key participants in all inno-
vative processes taking place at the
world economy level are transnational
corporations, mostly due to their capaci-
ty to generate foreign direct investment
inflows. Looking at the general trends of
the international innovative space for-
mation, we can state that it is very much
heterogeneous and there is place for sig-
nificant differentiation among the groups
of countries.

For example, most of developed coun-
tries have innovative chains with serious
added value, while developing countries
usually play secondary roles in the world
innovative process, they are mostly seen
as the permanent sources of cheap natu-
ral resources (Lundvall, 1988).

Figure 2. Average annual export of high-tech products in the selected countries, in
%, 1997-2018
(Source: designed and calculated by the author on the basis of Science and Engi-
neering Indicators 2019)

205

The International Journal of Organizational Innovation
Volume 13 Number 2, October 2020



2020-1109 JOI
https://www.ijoi-online.org/

Corporations are also responsible
for the following important processes:
gradual internationalization of research;
international outsourcing of innovations;
implementation of innovations mostly at
global markets.

We strongly support the idea of
dividing national innovation systems in-
to two types: traditional systems (as in
the USA, Scandinavian countries, UK
and Germany) and innovation systems of
a new type (as in Australia, Israel, India,
China and South Korea) (Unger, 2019).
At the same time, efficiency of a particu-
lar national innovation system should be
first of all evaluated looking at the na-
tional shares of scientific and innovative
products in the world export and also at
the shares of national income from such
export. Here, traditional leaders are the
USA, Japan and some of the EU coun-
tries; however, separate developing
countries are also demonstrating some
potential (India and China in the first
place, see Figure 2).

Here we should also note that
innovative development rate is not al-
ways directly correlated with competi-
tiveness of a national economy. Our
analysis clearly shows that some coun-
tries have very different indicators when
it comes to measuring competitiveness
index and then innovation index (The
Global Competitiveness Report, 2017-
2018).

In some countries this difference
can be really manifold. Some of the EU
members have been suffering from seri-
ous economic problems during the last
decade, thus, their global competitive-
ness ranks went down, while their inno-

vation-based indicators remain on the
more or less previous levels. For exam-
ple, Italy is ranked 49th in the world by
economic competitiveness, but it is also
29th by innovations. Another interesting
example is Greece: this country is 81st
by competitiveness but also 74th by in-
novations.

At the same time, developing
countries usually perform better by
competitiveness rather than by innova-
tions: Vietnam is 68th and 98th accord-
ingly; Georgia is 69th and 118th;
Ukraine is 76th and 92nd.

Growing number of regional integra-
tions also has its impact on innovation-
based development and innovation poli-
cies. Economic growth within any re-
gional integration can be possible only
under the conditions of common access
to the key production factors. This indi-
rectly also influences the generation of
innovations, and in the most positive
way.

Generally speaking, the mecha-
nism of economic integration impact on
innovation-based development is rough-
ly as follows: firstly, when two (or more)
national economic systems come closer,
businesses inside them are forced to en-
gage in more intense competition, face
new challenges and thus improve quality
of their products/services as well as dis-
cover new segments of production
(which often involves innovations); sec-
ondly, the institutional framework of
economic integration assumes the estab-
lishment of new, specialized institutes
responsible for research and technologi-
cal cooperation - activities of these insti-
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tutes also contributes to knowledge ac-
cumulation.

Availability of the EU common
market opens up new opportunities, for
all the countries involved, as to new
technologies’ acquisition and much fast-
er mastering of the latest innovations
overall.

Thirdly and finally, regional inte-
gration shapes a common market for the
R&D results’ commercialization. This,
in its turn, means lower transactions
costs for all participants engaged in
high-tech trade and transfer.

In the EU, supranational integra-
tion programs together form a solid basis
for innovation-based development as
such. A range of framework agreements
and projects assume mutual transfer of
innovations between all the countries-
members involved, including those
countries that are not (yet) members of
the EU but are working closely with the
Union. We are convinced that availabil-
ity and active use of such a cross-
country transfer of technologies within
the EU contributes greatly to economic
alignment and thus pushes innovative
development even further.

The latest financial & economic
crisis has made complex economic rela-
tions within the EU even more tricky,
most because national economic inter-
ests, under crisis conditions, tend to al-
ways prevail over higher, general Euro-
pean interests. Changes in competitive-
ness rankings also has its ambiguous im-
pact on the course of innovative devel-
opment. When it comes to competitive-
ness of national economies, in the last

several years differentiation inside the
EU became even more drastic. For ex-
ample, some of the relatively new mem-
bers (Slovakia, Slovenia, Czech Repub-
lic and Cyprus) went seriously down in
their global competitiveness ranks.

In 2010, the strategic document Europe-
2020 was approved. In it, formation of
an “innovation Union” is mentioned as
one of the top priorities. Its establish-
ment and functioning assumes a great
deal of joint efforts aimed at joint appli-
cation of innovations in various indus-
tries and the services sector. This is ex-
pected to provide a large amount of new
workplaces and higher economic growth
overall.

Despite some progress achieved
in this direction, as of 2020, we can al-
ready state that this objective has not
been fully reached and the very idea of
having an “Innovation Union” is, sadly,
premature. The major hindering reason
is that the gap between the indicators of
innovative development across the EU
members remains to be rather large,
much larger than the gap between their
key macroeconomic indicators. 19 EU
countries have the innovativeness indica-
tor lower than the EU average; at the
same time, the EU average indicator is
significantly lower than that of the US,
Japan and South Korea.

In such a context, it becomes quite
obvious that a new innovative mecha-
nism is needed to increase the competi-
tiveness of the EU economy; and this
new innovative mechanism needs to take
into account all these economic and so-
cial contradictions which have been
forming inside the EU for the last 50
years. Integrated socioeconomic devel-
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opment has always been the core idea
behind the EU as such, this idea made
development of national economic sys-
tems of secondary importance. At the
same time, overcoming economic ine-
qualities between the EU countries re-
quires significant efforts exactly at the
national level. Thus, many related prob-
lems have not been solved to date. In
such conditions, innovation-based in-
struments become the only means to in-
crease economic competitiveness, con-
sidering the context of ongoing econom-
ic globalization.

Conclusions and Recommendations

Despite a range of truly impres-
sive achievements, the EU industries to-
day are obviously suffering from serious
structuring problems. Back in the 1990s
even the smallest European economies
used to be demonstrating tremendous
growth in productivity, across different
industries. Yet, even then already this
productivity growth was generally lower
than that in the US (3.2% vs 5.5% in the
USA).

Moreover, the overall level of la-
bor productivity in the EU is lower than
in many industries across the globe.
From 1996 to 2018 the expenditures on
information and communication tech-
nologies across the EU industries grew
from 5.4% to 9% of GDP (Information
Economy Report, 2018), however, this
growth had hardly any positive impact
on productivity and/or enterprise per-
formance.

Finally, overall low productivity
of the EU industries as well as relatively
low employment level are actually the

direct consequences of several structural
problems observed in European econo-
my. The recent global economic crisis
has only emphasized that the real sector
and industries are of vital importance for
the EU economic survival. The role of
industries is still much more important
than many innovation-oriented optimists
think: the industrial sector still covers
over 80% of all European exports and
same 80% - of the private European
R&D.

The consequences of the Pandem-
ic - 2020 will become an important
modern factor of transformative process-
es of innovative modernization not only
in Europe, but also in the whole world,
which not only demonstrated the ability
of countries to destroy transnational pro-
duction and distribution chains that have
already become traditional and custom-
ary in order to ensure the safety of their
own population, but also the weakness
of the supranational regulation infra-
structure, including within the European
Union.

In our opinion, the system of re-
gional administration of digitalization
and innovative modernization processes
in Europe will undergo significant
changes both in its resource content and
in the procedurality of organization.

The economic systems reformatting in
the EU countries, caused by the conse-
quences of the pandemic, as well as by
the threat of repeated waves of infection
in the future, consisting in a radical
change in the role of the transport, trade,
entertainment, tourism, shifts in favor of
online technologies in the field of infra-
structural support for these industries
functioning, also will largely determine
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the dynamics of the digitalization pro-
cesses in the region, the redistribution of
investment flows, the employment of
highly qualified personnel in the short
and long term.

Anyway, optimization of the EU
industrial policies should be ongoing, of
course. Its further modernization, in our
opinion, should include the following
instruments and methods: fuller support
for education, life-long education espe-
cially, as this is one of the key factors for
competitiveness; further development of
technological and informational infra-
structure, with special emphasis on the
innovations supporting entrepreneurship
and its competitiveness; stronger deregu-
lation. Governments and other public
authorities should still be responsible for
formulation of all economic policies,
including the industrial one, however,
participation of businesses should be
more engaging; political influences of
various parties on formulation of eco-
nomic policies should be minimized.
Any new economic policy must rest on
solid theoretical and empirical basis, not
on party visions and ideologies;
the general framework and the key tasks
of a national industrial policy must be
strongly oriented on both current market
needs and available forecasts of further
economic development; there must be a
place for gradual transition from the sec-
tor-based economy to the concept of
adaptive competitiveness. Support must
be provided not to specific sectors within
an economy, but rather to the most im-
portant and truly breakthrough technolo-
gies. Understanding of what is competi-
tiveness as such must be revised.
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