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The Specialisation of EU Regions in Fast Growing and Key Enabling Technologies

Abstract

In the context of the Europe 2020 objective of establishing in the EU a smart,
sustainable and inclusive economy, European regions have been called to design and
implement national and regional 'Research and Innovation Strategies for Smart
Specialisation' (RIS3). The rationale behind the concept of smart specialisation is that, in
a context of global competition for talent and resources, most regions can only acquire a
real competitive edge by finding niches or by mainstreaming new technologies into
traditional industries and exploiting their ‘smart’ regional potential.

Although the most promising way for a region to promote its knowledge-based growth is
to diversify into technologies, products and services that are closely related to existing
dominant technologies and the regional skills base, the European Commission puts
special emphasis on a set of technologies labelled as 'Key Enabling Technologies' (KETSs).
Despite the great emphasis on KETs, there is only very limited evidence on the capability
of EU regions to specialise in these fields and there are no studies directly investigating
the actual impact of these technologies on regional innovation and economic growth.
This report aims at filling these gaps by: i) looking at the relationship between KETs and
'Fast Growing Technologies' (FGTs); ii) providing empirical evidence on the EU regional
specialisation in KETs and FGTs; iii) relating technological specialisation to regional
innovation and economic growth. In particular, the report aims at answering these
questions: 1) Which technologies have emerged as the fastest growing ones in the
recent decades? 2) Is there a relationship between fast growing technologies and KETs?
3) Which regions are specialised in FGTs and KETs? 4) Are there convergence and
polarization phenomena observable in the evolution of EU regions’ innovative activities in
fast growing technologies and KETs? 5) Do EU regions specialized in fastest growing
technological fields and key enabling technologies exhibit higher innovation and
economic performances?

The main results of the report can be summarised as follows. First, only a small share of
KETs are also fast growing technologies, although the degree of overlapping between
KETs and FGTs varies substantially across different KETs fields. Second, while KETs are
concentrated in Central Europe, FGTs prevail in Scandinavian countries and the UK.
Third, while there is evidence of some regional convergence in KETs and, to a less
extent, in FGTs, spatial correlation increases over time, showing that diffusion often
occurs across contiguous regions. Finally, the results of the estimations of the effects of
FGTs and KETs on innovation (patents) and economic (GDP per capita) growth show that
only specialisation in KETs directly affects economic growth, while specialisation in FGTs
has an impact on growth only indirectly, that is through its impact on regions’ innovation
performances. Overall, these results confirm the pervasive and enabling role of KETs
pointing to the importance for European regions to target these technologies as part of
their RIS3 strategies.
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The Specialisation of EU Regions in Fast Growing and Key Enabling Technologies

1. Introduction

In the context of the Europe 2020 objective of establishing in the EU a smart,
sustainable and inclusive economy, European regions have been called to design and
implement national and regional innovation strategies for smart specialisation (RIS3).
More particularly, RIS3 focuses on economic development efforts and investments on
each region’s relative strengths, exploiting its economic opportunities and emerging
trends, and taking action to boost a knowledge-based growth and employment. The
rationale behind the concept of smart specialisation is that, in a context of global
competition for talent and resources, most regions can only acquire a real competitive
edge by finding niches or by mainstreaming new technology into traditional industries
and exploiting their ‘smart’ regional potential.

Although the most promising way for a region to promote its knowledge-based growth is
to diversify into technologies, products and services that are closely related to existing
dominant technologies and the regional skills base, the European Commission puts
special emphasis on a set of technologies labelled as Key Enabling Technologies (KETS).
These include nanotechnology, micro- and nanoelectronics, advanced materials,
photonics, industrial biotechnology and advanced manufacturing systems (European
Commission Communication, 2009). Selection criteria include their economic potential,
their value adding and enabling role as well as their technology and capital intensity. In
the Commission Staff Working Document (SEC(2009)1257) “Current situation of key
enabling technologies in Europe”. KETs are defined as “...knowledge and capital-intensive
technologies associated with high research and development (R&D) intensity, rapid and
integrated innovation cycles, high capital expenditure and highly-skilled employment.
Their influence is pervasive, enabling process, product and service innovation throughout
the economy. They are of systemic relevance, multidisciplinary and trans-sectorial,
cutting across many technology areas with a trend towards convergence, technology
integration and the potential to induce structural change”.

KETs work as a key accelerator of innovation and the competitiveness of EU industries
and are a key policy instrument within the RIS3 strategy to enhance the technology and
innovation capacities of regions, but also tackling the broader societal challenges.
Despite the great emphasis on KETs, there is only very limited evidence on the capability
of EU regions to specialise in these fields (for the state of the art, see European
Commission, 2014) and there is no direct evidence on the actual impact of these
technologies on regional innovation and economic growth!. At the same time, recent
works have pointed out the importance of developing comparative advantages in high
opportunity technological fields (Meliciani, 2001; Nesta and Patel, 2004) or emerging -
fast growing - technologies (OECD, 2013), mainly relying on country level evidence.
However, the effects of the specialisation in specific innovation-driven sectors have
remained unexplored at the regional level.

This report aims at filling these gaps by providing empirical evidence on the EU regional
specialisation in KETs and fast growing technologies (FGTs) and on their economic
impact, in order to support the assessment and future implementation of region’s smart
specialisation strategies.

! Montresor and Quatraro (2015) investigate the role of KETs for the development of new
comparative advantages in the context of smart specialisation strategies.




More precisely, the main issues addressed in this study can be formulated as follows: 1)
Which technologies have emerged as the fastest growing ones in the recent decades? 2)
Is there a relationship between fast growing technologies and KETs? 3) Which regions
are specialised in FGTs and KETs? 4) Are there convergence and polarization phenomena
observable in the evolution of EU regions’ innovative activities in fast growing
technologies and KETs? 5) Do EU regions specialized in fastest growing technological
fields and Key Enabling Technologies KETs exhibit higher innovation and economic
performances?

The Report is organised as follows: Section 2 discusses the literature on fast growing
and emerging technologies and their economic impact. Section 3 sets up the criteria to
identify fast growing technologies and investigates their relationship with KETs. Section
4 reports descriptive statistics on regional absolute and comparative advantages in KETs
and fast growing technologies, their evolution over time and their degree of
concentration and diversification. Section 5 estimates the impact of KETs and FGTs on
regional innovation and economic growth. Finally, Section 6 concludes and draws the
main policy implications of this study.

2. State of the art

Schumpeter (1939) observes that technical change, which is the driving force of
economic growth, is not evenly distributed over time, but appears discontinuously in
swarms. The clustering of innovations leads to the major role being played by specific
industries in different waves of development. Every economic cycle receives impulses
from specifically determined innovating industries, while other industries are subject to
the impulses generated by the innovating ones. The innovating industries are generally
new emerging sectors in the economy, and experience very high rates of growth
stemming from the exploitation of clusters of related innovations. This idea informs the
Schumpeterian literature on techno-economic paradigms (Perez, 1985, 1988; Freeman
and Perez, 1988; Freeman and Louca, 2001; Guerrieri and Padoan, 2007) and, to some
extent, also the neoclassical literature on General Purpose Technologies (GPTs)
(Bresnahan and Trajtenberg, 1995; Helpman, 1998). Perez (1985, 1988) and Freeman
and Perez (1988) explain Schumpeter’s long cycles as a succession of techno-economic
paradigms. A change in paradigm carries with it many clusters of radical and incremental
innovations and has pervasive effects throughout the economy, spreading from the
initial industries where it takes place to the whole economy. Moreover, it implies not only
major product and process innovations but also organisational and social changes.
Changes in paradigms lead to periods of high technological opportunity that can be
exploited unevenly by different countries on the basis of the match or mismatch between
the characteristics of the new technologies and the specific socio-institutional contexts.

Similarly to techno-economic paradigms, GPTs are radical new ideas or techniques
having a potential relevant impact on many industries in the economy. Key
characteristics of GPTs are: pervasiveness (used as inputs by many downstream
industries); technological dynamism (inherent potential for technical improvements) and
innovation complementarities with other forms of advancement (meaning that the
productivity of R&D in downstream industries increases as a consequence of innovation




in GPTs). Thus, as general purpose technologies improve, they spread throughout the
economy, bringing about generalised productivity gains.

Overall, the fact that technical change is cumulative and that innovations are clustered,
leads to the consequence that it is not indifferent in which technological areas countries
or regions are specialised: investing resources in technologies with a high degree of
dynamism is more likely to lead to a more rapid rate of technical change. Second,
technologies differ in their degree of pervasiveness, i.e. in their ability to affect different
economic activities; therefore countries and regions with the same rate of technical
change may achieve different economic performances because of their different
technological and productive specialization. Both notions of technological opportunity
point to its historical character as the degree of dynamism and pervasiveness of
technologies varies over time.

Based on these concepts, few studies have attempted to identify high opportunity fields,
to measure countries’ ability to specialise in these fields and their impact on
technological and economic performance (Pianta and Meliciani, 1996; Meliciani and
Simonetti, 1998; Vertova, 2001; Meliciani, 2001, 2002; Huang and Miozzo, 2004; Nesta
and Patel, 2004). Pianta and Meliciani (1996) find a positive impact of the degree of
technological specialisation (concentration of patents) on economic growth but no impact
of specialisation in electronics (which they consider a high opportunity field). Vertova
(2001) identifies high opportunity technological fields as those with a growth rate above
the average and finds that most countries do not have the capability to specialise in the
highest technological opportunities, but remain locked into inferior technological paths.
Huang and Miozzo (2004) assess the ‘quality’ of the technological specialisation by
looking at the values of this index in particular technological sectors characterised by
high levels of pervasiveness and growth rates. Meliciani and Simonetti (1998) and
Meliciani (2001) look at the fastest growing patent classes in the US between the periods
1970-74 and 1990-94 and find that over the 1980s they were mainly Information and
Communication Technologies (ICTs). They also find that countries specialised in the fast-
growing technological areas or in ICTs-related patent classes experiences above-average
rates of growth of per capita GDP. Finally, Meliciani (2002), in a balance of payments
constrained growth model, finds that countries specialised in the fastest growing
technologies face more favourable income elasticities of demand, resulting in higher
international competitiveness and economic growth.

The literature reviewed so far has analysed and assessed the impact of specialisation
exclusively at the country level. Moreover, it has focussed on emerging technologies
(mostly identified as the new fact growing technological fields), while no study has
related specialisation in key enabling technologies to technological and economic
performances. The value added of this report is to measure specialization in fast growing
technologies and in KETs at the regional level and to assess their technological and
economic impact.




3. Key enabling technologies (KETs) and fast growing
technologies (FGTs)

Key enabling technologies have been identified by the European Commission in its
Communication “Preparing for our future: Developing a common strategy for key
enabling technologies in the EU” (COM(2009)512). On the basis of their economic
potential, contribution to tackle societal challenges, and knowledge intensity, the
following technologies have been identified: 1) Nanotechnology, 2) Micro- and
nanoelectronics, 3) Photonics, 4) Advanced materials, 5) Biotechnology, 6) Advanced
manufacturing systems.

In particular, nanotechnology should lead to the development of nano and micro devices
and systems affecting vital fields such as healthcare, energy, environment and
manufacturing. Nano-electronics, including semiconductors, have wide applications in
various sectors including automotive and transportation, aeronautics and space since
they are essential for all goods and services which need intelligent control. Photonics is a
multidisciplinary domain dealing with light, encompassing its generation, detection and
management. Among other things it provides the technological basis for the economic
conversion of sunlight to electricity which is important for the production of renewable
energy, and a variety of electronic components and equipment such as photodiodes,
LEDs and lasers. Advanced materials offer major improvements in a wide variety of
different fields. Moreover, they facilitate recycling, lowering the carbon footprint and
energy demand as well as limiting the need for raw materials that are scarce in Europe.
Biotechnology develops cleaner and more sustainable process alternatives for industrial
and agriculture and food processing operations. Finally, advanced manufacturing
systems are essential for producing knowledge-based goods and services.

While there is consensus on the identification of KETs, various studies have used
different criteria to identify emerging technologies (Dernis et al. 2015; for a review, see
Rotolo et al., 20152). However, the relative fast rate of growth of a technology is one of
the most frequent attributes considered as a condition for emergence. In this report we
focus on this common attribute identifying the technologies that have experienced a
relatively high rate of growth (what we call FGTs). In order to identify the Fast Growing
Technologies (FGTs) we apply the following methodology.

Patent applications filed at EPO during the 1992-1995, 2000-2003, 2008-2011 periods
have been retained from the OECD REGPAT database.? For each IPC code at the four
digit level we have calculated the growth rates of filings between consecutive periods
(that is 2000-2003 versus 1992-1995 and 2008-2011 versus 2000-2003).The IPC codes
with growth rates above the 75% percentile are considered FGTs for all the years within
the periods considered; therefore FGTs have been identified for the 1996-2003 and

2 As put forward by Rotolo et al. (2015), there are multiple definitions and methodologies in the
literature to identify emerging technologies. The authors have suggested a reconciling definition of
an emerging technology as “a radically novel and relatively fast growing technology characterised
by a certain degree of coherence persisting over time and with the potential to exert a
considerable impact on the socio-economic domain(s) [...].Its most prominent impact, however,
lies in the future and so in the emergence phase is still somewhat uncertain and ambiguous.”
(Rotolo et al. 2015, page 1828).

* The OECD REGPAT database presents patent data that have been linked to regions utilizing the
addresses of the applicants and inventors.
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2004-2011 sub-periods. Finally, long term FGTs have been defined as those IPC which
are fast growing in both sub-periods. A list of the long term fast growing technologies is
reported in Appendix 1.

Table 1 reports a transition matrix showing the distribution of the rates of growth of
patents between the first and the second sub-period.

The table shows a relatively high degree of mobility in fast growing technology fields.
Among the technologies in the first quartile (top 25%) in terms of rate of growth
between 1992-1995 and 2000-2003, only 32% of them remain in the first quartile also
between 2000-2003 and 2008-2011, while 41% move to the central part of the
distribution and 26% to the last quartile.

Table 1:Transition matrix for the patents growth rates

Second period

Bottom 25 Middle 50 Top 25

Bottom 25 31.8% 43.9% 24.3%

Middle 50 21.1% 57.1% 21.8%

First period

Top 25 26.4% 41.2% 32.4%

Note: calculated for the 1992/95 to 2000/03 and 2000/03 to
2008/11 periods on EPO patent applications as reported in REGPAT.

The correlation coefficient between the rate of growth in the two periods is not very high
(0.16) and the Spearman rank correlation rejects independence only at a 10% statistical
significance level. These results seem to suggest that only few technologies have the
potential of driving Schumpeterian long-term technological cycles or sustain the
emergence of new techno-economic paradigms.

But is there a link between fast growing technologies and KETs? Table 2 shows the
relationship between KETs and FGTs in the long period and in the two sub-periods for all
KETs together and for each enabling technology separately.

Table 2 - Fast growing technologies and key enabling technologies

Long term FGTs FGTs

FGTs (1992-95 to 2000-03) (2000-03 to 2008-11)
Others Fas-t Total Others Fas_t Total Others Fas_t Total

Growing Growing Growing
KETs 86 14 100 55 45 100 73 27 100
Nano 0 100 100 0 100 100 0 100 100
Ind. Bio 83 17 100 8 92 100 82 18 100
Photonics 63 37 100 36 64 100 42 58 100
MNE 90 10 100 68 32 100 84 16 100
Adv. Mat. 94 6 100 77 23 100 86 14 100
AMT 84 16 100 44 56 100 61 39 100
All patents 84 16 100 45 55 100 71 29 100

Source: Authors' own calculations on EPO patent applications as reported in REGPAT.




The first three columns in Table 2 show that 16% of all patents belongs to long term fast
growing patent fields and 14% of KETs patents belongs to FGTs (a patent is defined as
FGTs and KETs if it contains at least one KETs/FGTs code). This means that KETs related
patents are slightly less related with fast growing technologies than other patents (for
which the share is 16%). Similar results are found when looking at sub-periods. It is also
worth observing that in the first sub-period 55% of patents are related to FGTs while the
percentage decreases to 29% in the second sub-period (fast growing technologies are
larger in terms of patents in the first period when the average number of patents for
FGTs is 1402 while it drops to 850 in the second period). The overall lack of correlation
between FGTs and KETs hides strong differences across the six different KETs. In fact,
the correspondence is complete in the case of Nanotechnology and it is high also in the
case of Photonics. Moreover, in the case of Industrial Biotechnology and in the case of
Advanced Manufacturing Technologies the correspondence level is high in one of the two
periods (the first for Industrial Biotechnology and the second for AMT).

4. The technological strength and specialisation of EU regions in
KETs and FGTs

4.1 Data and indicators

The empirical analysis uses patent data referring to a sample of European Union regions
at the NUTS 2 level, and taking into account the period 1996-2011. Due to problems
with variability of patents data over time, patents are aggregated over 4 years periods
(1996-1999; 2000-2003; 2004-2007 and 2008-2011). Finally, in order to reduce
problems of small numbers, regions with less than twenty patents in the first period are
dropped from the sample. Thus, we end up with a sample of 227 NUTS2 European Union
regions.

The technological strength of EU regions in KETs and FGTs is captured by the ‘absolute
technological advantage’ indicator, measuring the share of each region j in the total
number of patents in KETs or FGTs:

KET;

ATA, = """t
' yN KET;

where KET is the number of patents in Key Enabling Technologies for region i and N is
the total number of regions. Technological specialisation is measured by the revealed
technological advantage index:

KET;
Zﬁ"leETi

PAT;
>N | PAT,

RTA; = /

where PAT indicates the total number of patents. Values of RTA larger than one indicate
relative specialisation (the share of region i in KETs is higher than the same share
computed for total patents). Analogous indicators are computed for FGTs.




4.2 Regional absolute and comparative advantages in KETs

Figure 1 shows two maps reporting the indicators of absolute advantage in KETs
(quartiles) for the sample of NUTS2 regions in the first (1996-1999) and last period
(2008-2011) respectively.

Figure 1: Regional strength in KETs: 1996-1999 and 2008-2011
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Source: Authors' own calculations on EPO patent applications as reported in REGPAT.




The maps show that in both periods patents in KETs are concentrated in Central Europe.
However, there are some signs of cross-regional diffusion of these technologies over
time. In particular, while in 1996-1999 the ten regions with the highest absolute
advantages (7 German regions, plus Ile de France and Rhone-Alpes in France and Noord
Brabant in the Netherlands) accounted for 40% of total patents in KETs, this share
decreases to 35% in 2008-2011. Moreover, the standard deviation of the absolute
advantage index decreases from 0.0098 to 0.0079 and the kurtosis index from 22.68 to
15.59.

Overall KETs at the beginning of the period are more concentrated than total patents. In
fact the standard deviation of the share of total patents is 0.0085 and the ten regions
with the highest shares account for 35% of total patents. At the end of the period the
levels of concentration for total patents and KETs are much closer to each other (the
standard deviation of the share of total patents is 0.0074 and the ten regions with the
highest shares account for 31% of total patents). Interestingly, diffusion occurs often
among contiguous regions so that, despite the decrease in the cross-regional variability,
spatial correlation increases. The Moran coefficient* computed on the absolute advantage
in KETs increases from 0.10 to 0.13 between 1996-99 and 2008-11.

The indicator of absolute technological advantage is strongly linked to the overall
technological capability of the region. In order to have indications on the relative
strength of the regions in Key Enabling Technologies, Figure 2 reports the EU regions
(relatively) specialized in KETs (i.e. with RTA>1) in 1996-1999 and in 2008-2011.

In 1996-1999 68 regions are specialised in KETs. Most of them are located in Central
Europe (19 in Germany, 8 in Belgium, 7 in France, 5 in the Netherlands and 4 in Austria)
and tend to be spatially concentrated. However, there are cases of regions specialised in
KETs also in Italy, Spain, UK, Czech Republic and Northern European countries, but
without a clear geographical pattern. In 2008-2011 the number of regions specialised in
KETs increases from 68 to 82. Out of these 82 regions, 48 were already specialised in
KETs in the previous period while 34 are new entrants. All in all, the comparison of the
two maps reveals a relatively high degree of mobility.

4 The Moran coefficient is a measure of spatial autocorrelation and takes values from -1
(indicating perfect dispersion) to +1 (perfect grouping). The Moran coefficient is similar but not
equivalent to a correlation coefficient. In particular, a positive coefficient indicates that similar
values occur near one another, where a negative one indicates that dissimilar values occur near
one other. Finally, a zero value indicates a random spatial pattern.




Figure 2: Regions specialised in KETs: 1996-1999 and 2008-2011
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Source: Authors' own calculations on EPO patent applications as reported in REGPAT.

Looking at the localisation of regions specialized in KETs in the last period, we can
observe on the one hand an increase in the number of German regions specialised in
these technologies, on the other, a pattern of diffusion towards the East of Europe.
Overall, despite the increase in the number of regions specialised in KETs, spatial
correlation in RTAs, measured with the Moran index, increases from 0.10 in 1996-99 to
0.13 in 2008-11, exactly the same result found for the ATA index.
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4.3 Regional absolute and comparative advantages in FGTs

Figure 3 shows the maps of the indicator of absolute advantage in FGTs (quartiles) in the
first (1996-1999) and last period (2008-2011).

Figure 3: indicator of absolute advantage in FGTs (quartiles) in the first (1996-1999)
and last period (2008-2011)
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Source: Authors' own calculations on EPO patent applications as reported in REGPAT.

When compared to KETs, fast growing technologies appear less concentrated in Central
Europe and largely present in Northern Europe (the Moran coefficient of spatial
correlation is only 0.056). In fact, among the ten regions with the highest patent shares
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in FGTs we find 5 German regions, Ile de France (FR), Noord Brabant (NL), Lombardia
(IT) but also Helsinki-Huusimaa (FI) and Stockolm (SW). At the beginning of the period,
the degree of concentration of FGTs is slightly lower than that of KETs: the top ten
regions account for 39% of all patents in FGTs and the standard deviation is 0.0092. As
in the case of KETs, also for FGTs the level of concentration decreases over time but less
markedly: in 2008-2011 the share of the top ten regions decreases to 36% (among the
top ten regions Lombardia is replaced by Rhone-Alpes) and the standard deviation to
0.0084. Finally, spatial correlation slightly increases (from 0.056 to 0.062).

Figure 4 shows the regions specialised in FGTs (with RTA>1) in 1996-99 and 2008-11.

Figure 4: Regions specialised in fast growing technologies 1996-1999 and 2008-2011
1996-1999
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Source: Authors' own calculations on EPO patent applications as reported in REGPAT.
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In 1996-1999, 71 regions are specialised in FGTs. When compared to KETs, they appear
to be less spatially concentrated. In particular, Central Europe is not the prevalent
location of regions specialized in FGTs (as in the case of KETs). Many regions specialised
in these technologies can in fact be found in the UK and in Northern EU countries. In
2008-2011 the number of regions specialised in FGTs decreases from 71 to 67. Out of
these 67 regions, 38 were already specialised in FGTs in 1996-1999 while 29 are regions
of new specialisation. Looking at the localisation of regions specialised in FGTs in the last
period, we can observe an increase in the concentration in Northern Europe and the UK.

4.4 Absolute and comparative advantage in KETs and FGTs by groups of
regions

In order to have a more synthetic picture of absolute and relative strengths in KETs and
FGTs, table 3 reports absolute and comparative advantage indicators computed for
groups of regions characterized by different levels of technological development and
belonging to four different macro-regional areas. The first grouping criteria is drawn
from the Regional Innovation Scoreboard (2014) which classifies regions into four
innovation performance groups: 1) Leaders, 2) Followers, 3) Moderate, 4) Modest. The
classification is based on a wide array of indicators measuring the ability of each region
to produce and assimilate knowledge. The second way of grouping regions responds to
the geographical location of their country. In particular we distinguish between Central
European countries (which are divided into two groups, the first including France and
Benelux and the second Germany and Austria), Great Britain (including Ireland),
Scandinavian countries, Southern countries (Italy, Spain, Portugal, Greece, Cyprus and
Malta) and Eastern countries (Czech Republic, Slovak, Romania, Bulgaria, Slovenia,
Poland, Hungary).

Table 3 - absolute and comparative advantage in KETs and FGTs by regional groups

Patent Share KETs share KETs RTA FGTs share FGTs RTA
Technology groups 1996-99 2008-11 1996-99 2008-11 1996-99 2008-11 1996-99 2008-11 1996-99 2008-11
Leader 0.623 0.589 0.658 0.604 1.056 1.025 0.646 0.642 1.037 1.090
Follower 0.267 0.281 0.254 0.293 0.953 1.044 0.264 0.259 0.991 0.923
Moderate 0.107 0.123 0.086 0.097 0.798 0.789 0.087 0.093 0.811 0.761
Modest 0.002 0.005 0.001 0.004 0.557 0.745 0.002 0.004 1.198 0.779

Country groups
France and Benelux 0.242 0.237 0.248 0.256 1.026 1.080 0.226 0.221 0.933 0.935

Germany and Austria 0.450 0.445 0.500 0.489 1.111 1.100 0.419 0.425 0.931 0.955
UK and Ireland 0.118 0.100 0.100 0.081 0.846 0.813 0.115 0.107 0.980 1.079
Northen countries 0.091 0.095 0.072 0.077 0.797 0.816 0.154 0.150 1.689 1.578
Southern countries 0.094 0.107 0.075 0.085 0.797 0.790 0.081 0.083 0.863 0.780
Eastern countries 0.005 0.017 0.004 0.012 0.932 0.726 0.004 0.013 0.944 0.779

The table shows that the group of Leader regions is specialised in KETs and FGTs in both
periods. However, while in the case of KETs the specialisation of Leader regions
decreases and the one of Follower regions increases, in the case of FGTs, Leader regions
increase their specialisation over time. Looking at country groups, Central European
countries are specialised in KETs but not in FGTs where the higher index of specialisation
is found in Scandinavian countries. Finally, in the case of FGTs Scandinavian countries
lose some of their initial advantage, while Great Britain acquires a positive specialisation
in the final period (2008-2011).
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Overall, the main results of the descriptive evidence presented in this section can be
summarised as follows:

1) KETs are concentrated in Central Europe, while FGTs prevail in Scandinavian
countries and the UK.

2) Spatial correlation is higher in KETs than in FGTs.

3) In 1996-99 KETs are slightly more concentrated than FGTs but convergence is
stronger in KETs than in FGTs.

4) Despite some signs of convergence, spatial correlation in both KETs and FGTs
increases over time, showing that (spatial) technological diffusion often occurs
across contiguous regions

5. Specialization in FGTs and KETs and the innovation and
economic performances of EU regions

5.1 The empirical approach

In this Section, we test whether absolute and comparative advantages in KETs and FGTs
affect regional innovation performances (measured by the rate of growth of patents) and
per capita GDP growth. The rate of growth of per capita GDP is computed between 2000
and 2011 while the rate of growth of patents, due to problems of variability of patent
counts over time, is computed between 1996-1999 and 2008-2011.

The approach adopted is that of the technology-gap theory of growth (Fagerberg, 1987,
1994; Verspagen, 1993, 2010). This approach highlights the country-specific character
of technical change and the limited possibility of transferring technological capabilities
across countries and regions (Fagerberg, 1987; Dosi et al., 1988; Dosi et al., 1990;
Verspagen, 1993). These difficulties of technology diffusion across countries and regions
depend on the tacit and cumulative character of knowledge that is seen to be embedded
within firms and organisations (Nelson and Winter, 1982; Lundvall, 1992; Nelson, 1993).
This leads to define ‘systems of innovation’ as ‘the network of institutions in the public
and private sector whose activities and interactions initiate, import, modify and diffuse
new technologies’ (Freeman, 1987:1). Translated at the regional level, the ‘systems of
innovation” framework suggests that the process of innovation is embedded in the
(various) territorialized processes responsible for the economic performance of each
economic space. Innovation thus needs to be linked to the cluster structure of the
economy, and the regional innovation system should be understood in terms of the
relationships and flows between the various actors and parts of the innovation system
itself (Cooke, 1997; Evangelista et al., 2002; Crescenzi, 2005).

Within this framework economic development is the result of a disequilibrium process
characterised by the interplay of two conflicting forces: innovation, which is responsible
for increasing economic gaps; imitation, which acts in the direction of reducing the gaps.
At an empirical level innovation may be measured by the rate of growth of R&D activities
or patents (see, e.g. Acs and Audretsch, 1989; Archibugi and Pianta, 1992; Acs et al.,
2002), while imitation may be proxied by the initial level of economic or technological
development. Regions with a lower level of economic (per capita GDP) or technological

14



(per capita patents) development have (in an initial stage) more possibilities to grow by
imitating the technologies developed elsewhere, however this occurs only conditional on
investing in absorption capacity (often proxied by human capital).

Due to the tacit character of innovation, imitation may be easier to occur among
geographically close regions. Studies in the field of the geography of innovation state
that geography matters because it enhances interpersonal relationships and face-to-face
contacts, thus making easier to transfer tacit knowledge (Zucker et al., 1998; Almeida
and Kogut, 1999; Singh, 2005; Balconi et al., 2004; Breschi and Lissoni, 2009; Mairesse
and Turner, 2006). This is confirmed by recent contributions that have investigated the
role of geographical spillovers for regional growth (Peri, 2004; Bottazzi and Peri, 2003;
Moreno et al., 2006; Rodriguez-Pose and Crescenzi, 2008; Crescenzi and Rodriguez-
Pose, 2011; Basile et al., 2012; Chapman and Meliciani, 2012; Meliciani, 2016).

Among the different local factors affecting the capability to absorb and translate
available knowledge into (endogenous) economic growth, the innovation system
approach emphasizes the role of human capital. Moreover, the level of education of the
population also matters for the generation and adoption of organizational innovations
(i.e., learning organizations, Lundvall, 1992). Following this approach, Crescenzi (2005)
and Crescenzi and Rodriguez-Pose (2011) include human capital as a determinant -
together with innovation - of regional growth in the EU (see also Vogel, 2013 and
Chapman and Meliciani, 2016). Both studies find that human capital interacts (in a
statistically significant way) with local innovative activities, thus allowing them to be
more (or less) effectively translated into economic growth.

Overall, following this literature the following equation for the rate of growth of per
capita GDP is estimated:

GrGDP; = a,GDP; + a,GrPat; + azEdu; + a,KET; + asFGT; + y; (1)

where GrGDP; is the rate of growth of per capita GDP of region i over the period 2000-
2011, GDP is the level of per capita GDP in 2000 (in logs), GrPat; is the rate of growth
of patents between 1996-1999 and 2000-2011, Edu; is the share of population with
tertiary education in 2000 and KET; and FGT; denote the regional share of Key Enabling
Technologies and fast growing patent fields in 2000-2003 over the total patents of the
region.

Moreover, in order to test whether specialisation in KETs and FGTs affects the overall
rate of technological progress, we also estimate an equation for the rate of growth of
patents:

GrPatl- = ﬁlPati + IBZRDL' + ﬁ3KETl + ﬁ4FGTl + v; (2)

where PAT is the number of patents per population in 1996-99 and RD is the share of
R&D on GDP for the first available year.

After estimating these equations on the whole sample of NUTS 2 regions, we test
whether the impact of KETs differs in regions classified according to their technology
level (leaders; followers, moderate; modest).
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5.2 The econometric app