i)

\

EURODITE P

Project no: 006187

EURODITE:

REGIONAL TRAJECTORIES TO THE KNOWLEDGE
ECONOMY: A DYNAMIC MODEL

INTEGRATED PROJECT
SIXTH FRAMEWORK PROGRAMME
PRIORITY 7
Citizens and Governance in a Knowledge Based Society

Deliverable reference number: WP2c

Due date of deliverable: March 31, 2008
Actual submission date: April 7, 2008

Start date of project: 1 September 2005 Duration: 60 months

Organisation name of lead contractor for this deliverable

Project co-funded by the European Commission within the Sixth Framework Pro-
gramme (2002-2006)

Dissemination Level

PU Public

PP Restricted to other programme participants (including the Commis-
sion Services)

RE Restricted to a group specified by the consortium (including the X
Commission Services)

(6{0) Confidential, only for members of the consortium (including the
Commission Services)




Governance and the Knowledge Economy

Relevance and potentialities of the “analytical governance concept”
within the EURODITE context

Final Version
April 6, 2008

Robert Kaiser
Institute of Political Science
University of Hamburg

1. Introduction: The four meanings of “governance”

During the last two decades, “governance” has become a widely used term, if not a buzz-
word, both in social sciences as well as in practical policy-making. As a consequence,
there are today different meanings of “governance” that vary considerably in terms of their
respective focus on different aspects of social interactions. Basically, one can differentiate
at least four directions in the use of the term “governance” (cf. Benz et al. 2007: 14-15; for
an alternative, “thematic” differentiation see: Hirst 2000: 14 ff):

Firstly, governance as a descriptive term denoting the fact that collective deci-
sion-making in modern western societies is taking place today less frequent in form of
hierarchical order by governmental authorities, but increasingly by network arrangements
of public and private actors that negotiate cooperative solutions. In this case, the term indi-
cates that there has been a shift from “government to governance” (Boyer 1990) as non-
hierarchical modes of governing characterized by the involvement of non-state actors in

the formulation, decision-making and implementation of public policies gain importance.



Beyond the nation-state scholars of international relations even identified processes of
rule-making characterized by “governance without government” (Rosenau/Czempiel
1992). This does, however, not indicate that governments do no longer participate in such
regulatory mechanisms, but that governance, which embraces also different kinds of trans-
national non-state organizations, functions effectively even without the formal authority
and the police powers to ensure implementation of policies (Rosenau 1992: 4).

Concerning the emergence of various forms of governance it has been argued that
they have occurred in the wake of a “hollowing-out” of the traditional sovereign nation-
state from above (because of market liberalization and growing international interdepend-
ence), from below (because of the growing outward “paradiplomatic” activities of local
and regional bodies (Michelmann/Soldatos 1995; Aldecoa/Keating 1999), and sideways as
specialized executive agencies gained importance in the sequel of public sector reforms
(Rhodes 1994, 2007; Jessop 1997). Even so, it is still disputed whether the rising of various
forms of (new) governance actually points to the alleged retreat of the state or whether they
rather indicate a transformation of the traditional perception of statehood and sovereignty
(Sarensen 2004; Grande/Pauly 2005). In the latter sense, governance arrangements within
and beyond the nation state may result in a partial loss of “sovereignty”, but they make it
possible to influence societal groups or foreign countries in a specific way without affect-
ing their autonomy.

In the field of political science, the different effects that caused the transformation
of the state have induced the emergence of a variety of governance concepts. The concept
of multi-level governance (Marks et al. 1996, Hooghe and Marks 2001, Peters and Pierre
2002), for example, primarily points to the specific nature of those policy-making pro-
cesses within the European polity that reach across territorial levels (see section 3) while
the concept of global governance (Held/McGrew 2002; Barnett/Duvall 2004) focuses on
new forms of coordination and cooperation of social actors, which are arising as the
“national boundedness of traditional governance and the unique and decisive role of the
nation state are increasingly challenged under conditions of globalization and societal de-
nationalization” (Zirn/Koenig-Archibugi 2006: 236). The collective noun of new govern-
ance, finally, stands for a number of approaches that discusses “novel” practices and tools
of public administrations that collaborate with different levels of government as well as
with private sector organizations in order to guarantee a more efficient public service or the
availability and quality of services which are no longer provided by the public sector itself
(Salamon 2002; Jann/Wegrich 2004).



Secondly, governance as a hormative term that refers to the ways and means of
“good” governing characterized by effective, efficient and legitimate rule-making. As
such, this normative term is to some extent related to the approaches of “new governance”
in the sphere of public administration. More important, however, is its reference to superior
norms of democratic legitimacy, the rule of law, and accountability. Normative concepts of
governance play a role both in practical policy-making as well as in academic discourses.
In respect of the first case an important step was taken by a 1989 World Bank report on the
cumbersome economic development in Sub-Saharan Africa which related most of the
problems to a “crisis of governance” (World Bank 1989). Since then, the World Bank itself
as well as other international organizations, such as the IMF, UNEP or the OECD, devel-
oped guidelines and indicators that measure progress in the “spreading” of good govern-
ance. In the academic field, the normative term of governance is reflected primarily in the
concept of participatory governance (Grothe/Gbikpi 2002; Heinelt et al. 2002). Here, par-
ticipatory governance has been defined as the “regular and guaranteed presence when mak-
ing binding decisions of representatives of those collectives that will be affected by the
policy adopted” (Schmitter 2002: 56).

The normative claim for participation of actors affected by a specific regulation
has, however, certain weak points. One of them is that there is no guarantee that all in-
volved actors have the same interest in solving a collective problem. And even if this
should be the case, one still has to admit that in those governance arrangements “societal
interests are unequally represented, interest groups often lack the necessary minimum of
public spirit, politicians are more interested in maintaining power than in public welfare,
and state authorities are too weak to discipline the particularism of powerful interests
groups” (Mayntz 2006: 21). Beyond the nation-state, participatory governance is an even
greater challenge if not precarious. This holds especially because of the increasing infor-
malization which seems to be inherent in European and transnational governance arrange-
ments. Even though informality may enhance the problem-solving capacity of those ar-
rangements, it certainly decreases the degree of transparency, accountability and thus le-
gitimacy (Greven 2005: 264).

Thirdly, governance as a practical concept for the implementation of governing
techniques that, on the one hand, respect the requirements of good and participatory gov-
ernance, while, on the other hand, primarily address the need to manage interdependent
activities of a variety of actors vertically across different territorial levels as well as hori-
zontally across different decision-making arenas (Héritier 2002: 3). Up to now, governance



as a practical concept has become especially relevant within the complex negotiation and
decision-making system of the European Union. It is thus no surprise that the most ad-
vanced practical concept was presented in the European Commission’s White Paper on
European Governance of 2001 in which governance is defined as the “rules, processes and
behaviour that affect the way in which powers are exercised at European level, particularly
as regards openness, participation, accountability, effectiveness and coherence (European
Commission 2001b: 8, Fn. 1). The main challenge of governance is therefore to establish
procedures which “sustain coordination and coherence among a wide variety of actors with
different purposes and objectives such as political actors and institutions, corporate inter-
ests, civil society, and transnational organizations. What previously were indisputably roles
of government are now increasingly seen as more common, generic, societal problems
which can be resolved by political institutions but also by other actors” (Pierre 2000: 4).

And fourthly, governance as an analytical concept that focuses on the two central
functions of steering and coordination which are at hand for the solution of collective prob-
lems. These functions can be performed within single, but also in combination of different
institutional structures (the state, the market, social networks, etc.) by means of different
mechanisms (negotiation, adaption, influence or exit). As such, the analytical governance
perspective sheds light on the institutional structures, mechanisms and effects in the pro-
cess of management of interdependencies among individual, collective and corporate ac-
tors (Benz 2004: 20; Benz et al. 2007: 16).

This analytical perspective has two substantial advantages over the various ap-
proaches outlined before. First of all, it refers to established theoretical traditions primarily
in the disciplines of political science and economics. Moreover, it is suitable for answering
one of the specific research questions of the EURODITE project, namely the question of
the “policy levers and coordinational activities available to the EU and other levels of gov-
ernance to enhance knowledge dynamics and their contribution to regional development
and competitiveness, economic and social cohesion” (EURODITE project proposal, page
8).

The aim of this report is therefore three-fold. Based on the differentiation presented
in this introduction it firstly proposes to project partners to subscribe to the analytical per-
spective of the governance term. In the following section, we will turn our attention first to
the conceptual substance of this perspective, its theoretical traditions and main propositions
as well as its further elaboration in current social science literature. Secondly, in accord-

ance with the core research agenda of the EURODITE project, the report aims at discuss-



ing specifically the territorial dimension of governance. This will be done in the first in-
stance in section three, which summarizes the main conceptual elements of the multi-level
governance approach, and in section four, which will show that within the European sys-
tem of multi-level governance different regions have significantly varying actor qualities
and capabilities not only to “design” regional trajectories to the knowledge economy, but
also to influence collective decision-making within the European polity. Section 5 will turn
our attention to the governance of science and innovation and will thus discuss how the
steering and coordination of technological development have changed over the last de-
cades. The third and final aim of this report is to provide a limited number of hypotheses
and research questions related to the role of governance in the development of regional
knowledge economies (section 6). It is, however, important to mention that this report is
neither based on nor proclaims a specific understanding of the concept of the knowledge
economy. In this respect the author is in total agreement with Powell and Snellman who
have rightly criticised that there is hardly a clear understanding yet of what a knowledge
economy actually is (2004).

For the purpose of this report it will suffice to accept that there are today specific
policies (and governance problems) at different territorial levels that are targeted at new
challenges for the production, use and distribution of knowledge not only in science-based,
but also traditional industries.

2. The conceptual substance of the analytical governance term

As mentioned above, “governance” as an analytical term provides a number of advantages
over the descriptive, normative or practical variants. A first advantage is that the analytical
governance term is a more broader and inclusive one. While the descriptive term is more or
less based on a clear distinction between governance and government, the normative term
overemphasizes representation over problem-solving capacity. The practical term lacks,
unsurprisingly, a sufficient theoretical grounding.

From an analytical perspective, governance can be defined as the “conceptual or
theoretical representation of coordination of social systems and [...] the role of the state in
this process” (Pierre 2000: 3). To put it another way, governance comprises steering and
coordination as the two central means to manage interdependencies between collective
actors (Benz 2004: 25). Both processes of steering and coordination take obviously place

not in a vacuum, but within an institutional structure of different governance arrangements.



From this follows that the analytical governance term, and that is the second main advan-
tage, has two dimensions: governance as a structure and governance as a process (Pi-
erre/Peters 2000: 14).

2.1  Governance as a structure: five distinct institutional arrangements

In structural terms governance takes place in one of at least five different institutional ar-
rangements or in combination of these arrangements. These arrangements (hierarchies,
markets, networks, associations, and communities) have distinct capability characteristics
and are thus best suited to solve some “governance problems” while they are ineligible to
solve others. Hierarchies, for example, are governance arrangements that are typical for
the state and its bureaucracy in which the hierarchy find its expression in the regulation of
society by command and control through the impositions of laws and other kinds of regula-
tion. Outside the state, hierarchies are also implemented in vertically integrated firm. In
economic governance, however, hierarchies “compete” — certainly more than in the state-
society relation — with another governance arrangement, the market. Market coordination
involves autonomous actors that define the rules of exchange through contracts, while
hierarchical coordination takes place within a single organization with a formal administra-
tive and bureaucratic command system (Lindberg et al. 1994: 19-22). Both governance
arrangements thus differ primarily in view of the actors involved in economic exchanges.
In view of these alternatives, transaction cost theory, for example, has argued that
actors tend to coordinate their activities within a hierarchical structure, i.e. within a verti-
cally integrated firm, if the costs of exchange through the market become prohibitive (Wil-
liamson 1975, 1985). Therefore, markets and hierarchies provide for two alternative so-
lutions for the acquisition of goods and knowledge. If they are purchased from an external
provider it is necessary to define the characteristics of the required good or knowledge on a
contractual basis. Alternatively, they will be generated within the firm only if the know-
ledge is not available on the market or if internal development is more (cost) efficient than
acquisition form outside. However, there is also a general trend within vertically integrated
firms to move away from a centralized command system and to apply “market coordina-
tion” even in the relations with organizational subunits. Nevertheless, even if this is the
case hierarchical coordination always is an option within organizational borders.
Obviously, the market as an alternative governance mechanism is also of relevance
for the solution of collective problems in the state-society relation. This holds especially
for the scope of public services and thus the ratio of government expenditures to the gross



national product. The privatization of large public infrastructures can be characterized in-
sofar as a substantial shift in the governance arrangement from hierarchy to market, be-
cause the state does not provide the services anymore, but guarantees their availability
through market regulation.

Networks are the third governance arrangement that have increased in recent
years both in number and variations. In contrast to hierarchies, actors involved in networks
remain autonomous, whereas compared to market coordination there are more complex
institutional settings that include decision-making processes at various levels (Hage/Alter
1997: 96). In a sense, network arrangements combine the advantages of market and hierar-
chical coordination without incurring the deficits. Networks offer more flexibility than
hierarchies as they guarantee permanent access to critical resources. There are, however,
various kinds of networks that differ in size and purpose. Lindberg et al. have differen-
tiated between obligational networks that coordinate flows of resources among a limited
number of actors in order to serve individual interests and promotional networks that are
aimed at reducing excessive competition or facilitating cooperation throughout an in-
dustrial sector (1994: 18-26). The most common forms of networks, that coordinate for
example innovation activities, are joint ventures and strategic alliances. Dependent on their
size, aim and their reach within an industrial sector joint ventures and strategic alliances
can either be characterized as obligational or promotional networks.

Networks have not only spread in the sphere of economic governance. On the con-
trary, much of the governance literature in political science has been provoked by the em-
ergence of various kinds of policy networks. The rational of those policy networks lies in
the conviction that “a sharing of tasks and responsibilities” and “doing things together in-
stead of doing them alone” (Kooiman 1993: 1) could be beneficial both for participating
actors and for public welfare. Basically, in those policy networks public and private actors
coordinate their interests and resources.

Dependent on the respective contribution and interests of the actors, policy net-
works have specific tasks and characteristics: bi- or multilateral public-private partnerships
(Borzel/Risse 2005), for example, facilitate the establishment of large infrastructure pro-
jects that are too expensive for the private and public partner(s) alone within nation-states,
while they are important means of implementation of international programs beyond the
nation-state.

In  contrast, neo-corporatist arrangements  (Schmitter/Lenmbruch ~ 1982;
Streeck/Kenworthy 2005) are based on social groups that are entitled to various forms of



collective participation and self-government (Streeck/Kenworthy 2005: 441). Corporatism
has the distinction of generating “institutionalized patterns of policy formation in which
large interest organizations cooperate with each other and with public authorities”
(Lehmbruch 1977: 92). Interest intermediation in pluralist systems, in contrast, is charac-
terized by competing interest groups which are not licensed or subsidized by the state and
which usually do not participate in cooperative policy-making (Schmitter 1979).

Sectoral policy networks, as a third kind, (Marin/Mayntz 1991; Kooiman 1993;
Rhodes 1997, Marsh 1998) are, compared to the before mentioned, characterized by a
more heterogeneous constellation of public and private actors who act together in order to
pool widely dispersed policy resources (knowledge, advice, support). They are often orga-
nized around single policy issues and are held together primarily by the informality of
communication and coordination and the interdependence of the actors’ interests.

Communities, as the forth governance arrangement, are to be considered as rela-
tively small, highly homogenous institutional structures in which membership evolves over
a long period of time. Members of communities accept common social norms and moral
principles while the exchange of resources within communities is voluntary and based on
social solidarity and a high degree of trust (Hollingsworth 2000: 610). As such, communi-
ties are not only an alternative governance arrangement to the markets and hierarchies, but
rather an institutional structure that raises the question “whether government is at all re-
quired to resolve common problems” (Pierre/Peters 2000: 21). Proponents of communi-
tarian political theory would approve of that; even so they would have to acknowledge that
the governance capabilities of communities are limited to small social groups (like fami-
lies) or manageable territorial units (Etzioni 1993).

Interaction of actors takes further on place in a fifth institutional arrangement of as-
sociations. In contrast to markets, corporate hierarchies and networks, associations are
comprised of similar types of actors engaged in similar kinds of activities (Lindberg et al.
1994: 26-28). Within associations, the coordination of actors takes place on the basis of
formal agreements, which define common goals and interests (Streeck /Schmitter 1985).
The importance of associations for the coordination of economic activities varies signifi-
cantly between economies and nation-states. In coordinated market economies, as they
exist to a varying degree in most countries in continental Europe, associations have a
strong role in determining industrial relations, whereas in liberal market economies, such
as in Britain or the United States, the institutional capacity for collective action is con-
siderably less developed.



2.2 Governance as a process: collective problem-solving by steering and coordina-
tion

The third main advantage of the analytical governance term is that it refers to important

theoretical traditions in social sciences. In analytical terms, thinking about governance as a

process means studying the forms of interactions between institutional structures (Pi-

erre/Peters 2000: 22). In principle, there are two different kinds of interaction that exist

between these structures: steering and coordination.

From what has been said so far it is obvious that steering and coordination are two
distinct forms on interactions which are both in the centre of the analytical governance
term. Although there is solid empirical evidence that the state is today more a coordinating
entity than the centre of political steering (Mayntz 2004: 75) it is important to keep in mind
that the governance term captures both processes. A notion that can be found in some parts
of the literature arguing that steering is the classical modus of government (in terms of
hierarchical governing) while governance merely comprise the aspect of coordination is
thus misleading. Even in theoretical terms it is hardly convincing that the concept of gov-
ernance is a further development of the theory of political steering. Rather, steering refers
to targeted action of one actor (the steering subject) who wants to direct the activities and
development of (autonomous) other actors (the steering objects) in a specific way. As such,
the concept of political steering specifically analyzes the capabilities to steer of the steering
subject and the degree of “acceptance” of steering of the addressee (Mayntz 1987: 93f).

The concept of political steering has its origins in two phases of policy research
which emerged between the 1960s and 1980s, first as a research program that analyzed
modern welfare states’ capacities in policy planning and later on in the research of the lim-
its of planning as they became apparent in implementation of those policy programmes.

The theoretical roots of coordination lie primarily in the discipline of economics.
Here, traditional neoclassic thinking pointed to the market as the unrivalled mechanism for
the coordination of interdependent economic actors. This view was challenged first by
Ronald Coase in the 1940s and later on by Oliver Williamson who picked up the “coasian”
transaction costs argument which became central for his institutional economics research
program. The main argument of this approach can be summarized as follows: the market is
not the optimal mode of coordination for each and any economic transaction, because there
other modes of coordination that may produce lower transaction costs. Given these theo-

retical traditions, the governance concept, and its focus on steering and coordination, is to
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some extent a synthesis of two different streams in social sciences that identified the re-
spective limits of their established paradigms.

In a way, meanwhile both scientific disciplines have found a common field of re-
search in the analysis of the basic mechanisms of coordination of political economies. In
this context, different modes and dynamics of economic governance have been analyzed in
recent years especially in view of three different perspectives: at the macro-level where
distinct types of political economies are based on varying patters of coordination, at the
meso-level where economies differ, inter alia, in terms of the role of intermediary organi-
zations in the coordination of economic activities, and at the micro-level where firms were
forced to adjust their intra- and interorganizational relations (or their modes of corporate
governance) in reaction to “institutional discontinuities”, such as the privatization of in-
dustries, a significant dynamic towards mergers and acquisitions in some industries, and
the liberalization of capital and infrastructural markets (Calderini et al. 2003).

The central assumption of all these approaches is that modern capitalist systems dif-
fer to a large extent in the institutional framework conditions and therefore in their incen-
tive structures and restrictions for individual, collective and corporate actors (cf. Hall 1999;
Ltz 2003, 2006; Kaiser 2008a). At the macro-level the specific forms of institutional em-
beddedness have been analyzed in view of the conditions that exist in different systems of
production and innovation. Here, the vast majority of the literature claims that even under
the pressure of globalization and increasing economic integration those systems conserve
their established mechanism of coordination and control (Porter 1990; Berger/Dore 1996;
Hollingswoth/Boyer 1997). Moreover, those systems also maintain to large extent specific
types of firm organization and innovation strategies. Six of those business systems were
identified, for example, by Richard Whitley who associated complex and risky innovation
strategies to firms in highly coordinated market economies, in which the state and inter-
mediary organizations play an important role in processes of exchange between economic
actors. Anglo-Saxon business systems, on the contrary, are considered to be specialized in
innovation strategies that are associated with a high amount of uncertainty, but could lead
to the establishment of new industries (Whitley 1999; 2000).

Studies that focus on the meso-level of market economies have analyzed the roles
of institutional subsystems, sector-specific governance mechanisms and the role of corpo-
ratist actors. Zysman, for example, related the capacities of the state to influence processes
of economic alignment to the specific characteristics of their financial systems (1983:
91ff.). But also strong corporatist actors can significantly limit the steering capacity of the
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state, as Katzenstein found out with respect to “semi-sovereign” Germany (1987). In some
case those actors are entitled to regulate autonomously important aspects of societal and
economic development (i.e. technical standardization) and thus establish “private interest
governments” (Streeck/Schmitter 1985).

Moreover, due to their role in coordinating the educational and the economic sys-
tem they also influence the direction of technological specialization. Sorge and Streeck, for
example, identified this influence as the main reason why the German industry reached a
comparative advantage in the field of “diversified quality production” (1998). Particular
governance arrangements exist, however, not only because of sectoral peculiarities or be-
cause of specific kinds of actor constellations, but also at regional levels (Saxenian 1999;
Cooke 2004; Cooke et al. 2004). Saxenian, for example, showed that the regional industrial
systems of Boston and the Silicon Valley differ significantly in terms of firm-types and
inter-organizational relations among firms (1999).

As for the micro-level, one of the most (controversially) discussed contribution was
presented by Hall and Soskice (2001). In their edited volume on “Varieties of Capitalism”
they claim that so-called coordinated market economies, such as Germany, the Nether-
lands, Sweden and most of the other continental European countries) have — because of
their institutional conditions — a disadvantage over liberal market economies (the U.S.,
Britain, etc.) in the generation of innovation in modern science-based industries. Although
this argument has been challenged due to the weak empirical basis of the argument, it is
still plausible that firms in different market economies (have to) use different kinds of
mechanism to solve similar coordination problems, such as the coordination of vocational
training, access to financial means, industrial relations, etc.

Steering and coordination are thus ambitious processes of interaction between eco-
nomic and political actors who, in principle, can choose between four different kinds of
mechanisms for the management of interdependencies: negotiation, adaption, influence
and exit (Schimank 2007). What mechanism is in a given situation the most promising one
largely depends on the nature of the problem and the kind of actor constellation.

Negotiations are a likely mechanism within the institutional structures of markets
and networks. They follow the logic of exchange either in singular occurrence (as it is
normally the case on the market) or in form of more durable network exchange relations,
where negotiations may lead to negative coordination aimed at inhibiting externalities, or
welfare maximizing positive coordination (Scharpf 1997).
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Adaption can be characterized as a mechanism at which one or more actors change
their behaviour unilaterally or reciprocally either without taking care of the consequences
for other actors or because of the fact that they can anticipate consequences and reactions
of other actors. Adaption is a likely mechanism of coordination chosen by actors in a situa-
tion of uncertainty. Scholars of sociological institutionalism have modelled this situation as
“mimetic isomorphism” and thereby explained a specific modus of institutional change
that result in the fact that organizations with similar tasks tend over time to implement
similar organizational rules and procedures (DiMaggio/Powell 1983).

Influence as a mechanism for the management of interdependencies that either re-
quires specific means of influence (money, power, authority) or a minimum of commonly
shared norms and values. That is why influence is, on the one hand, a highly relevant
mechanism in the process of steering of societal actors, but on the other hand — as far as
common values are concerned — also an important mechanism in the institutional context
of communities.

Exit, finally, suggests that one or more actors refuse to further engage in an actor
constellation for collective decision-making. As a mechanism, exit is not at hand if actor
constellations are based on compulsory membership. Apart from that, exit is only a rational
behaviour if the actor has the option to stay autarkic. Therefore, the importance of exit in
processes of political and economic coordination lies in the threat potential which exists as
long as interdependencies subsist (Schimank 2007: 36).

2.3 A working definition of governance as an analytical concept

To sum up, governance can be defined as the aggregate of different modes of collective
decision-making, which span on a continuum ranging from social self-regulation over col-
laborative problem-solving by public and private actors to authoritative rule-making by the
state. Governance thus refers to the processes of steering and coordination of interde-
pendent collective actors within institutionalized rule systems (Benz 2004: 25). Gov-
ernance processes are embedded in the five institutional structures of hierarchies, markets,
networks, associations and communities. Nevertheless, in real life decision-making pro-
cesses it is most likely to observe combinations of these institutional structures.

In order to make this point clear one can think of the so-called Barcelona target of
the European Union, which claims to increase R&D expenditures to three percent of the
member states GDP by 2010 of which two thirds should be provided by the private sector
industry. It is obvious that this goal can be at best achieved only partially, as far as public
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R&D expenditures are concerned, by a hierarchical decision-making modus. Influencing
private sector industry in this direction, however, requires different mechanisms of politi-
cal steering. Because of that, it is important to take into account the underlying mecha-
nisms for steering and coordination. All in all, the analytical governance term thus contains
three interconnected levels: the level of institutional structures as well as the levels of the
modes of interaction and the mechanisms of governance which together establish the pro-
cedural dimension (see figure 1).

Figure 1: Structural and procedural elements of governance
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3. The territorial dimension of governance

As indicated in section 1, many (new) governance concepts address the need to manage
interdependent activities of a variety of actors vertically across different territorial levels as
well as horizontally across different decision-making arenas (Héritier 2002: 3). Of course,
both the vertical as well as the horizontal dimension are of utmost importance for the
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understanding of policy-making processes in the European Union. The vertical dimension
and thus the territorial perspective of governance is, however, a peculiarity that differenti-
ates the European system of multi-level governance from all the political systems of the
member states, even from those that have a federal state structure.’

Building on the analysis of the European Community’s structural policy, the model
of “multi-level governance” was first introduced by Gary Marks in 1993 (Marks
1993: 407) and further elaborated in the following years by Hooghe and Marks (2001),
Jachtenfuchs and Kohler-Koch (1996), Marks et al. (1996), Peters and Pierre (2001), and
Scharpf (2002) among others. Initially, the concept was developed to offer an alternative
view on state-centric models of European integration, which basically claim “that policy-
making in the EU is determined primarily by state executives constrained by political in-
terests nested within autonomous state arenas that connect subnational groups to European
affairs” (Marks et al. 1996: 345).% In contrast to these approaches, a system of multi-level
governance reflects “a polity creating process in which authority and policy-making influ-
ence are shared across multiple levels of government” (Hooghe and Marks 2001: 2).

Among scholars it is today widely accepted that the European system of multi-level
governance consists of three distinct features (Marks et al. 1996; Grande 2000; Hooghe
and Marks 2001, Peters and Pierre 2002):

. decision-making competencies are shared by actors at different levels (i.e. a
“dynamic” dispersion of authority);

. actors and arenas are not ordered hierarchically as in traditional inter-
governmental relationships (i.e. non-hierarchical institutional design);

. consensual or non-majoritarian decision-making among states, which re-
quires a continuous wide-ranging negotiation process (i.e. non-majoritarian
negotiation system).

According to the first feature, decision-making competencies are dispersed across territo-
rial levels, i.e. across supranational, national, and regional or local actors, or allocated side-
ways, to quasi-autonomous agencies or to non-public implementation bodies (Majone
1996; Thatcher /Stone Sweet 2001). Another popular instrument is public-private partner-
ships for enhancing the capability of public institutions (Borzel/Risse 2005). Moreover, it
is argued that the European multi-level governance system is a highly dynamic one, in
which “the competencies and functions of the different levels have not been fixed precisely

1 Parts of this section were published by Kaiser/Prange 2002.

2 On state-centric views see e.g. Hoffman (1982), Moravcsik (1993; 1998), Milward (1992).
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yet ... and cannot be fixed precisely at all” (Grande 2001: 9). What follows is that Euro-
pean governance is not a stable pattern, “but varies over time and across policy areas”
(Kohler-Koch 1999: 32). With regard to aspects of authority relocation it is of special im-
portance that in contrast to federal systems, in a multi-level governance system the interac-
tions between the different levels are not “disciplined” by constitutional norms. As a con-
sequence, the European system of multi-level governance is characterized by a consider-
able competition for competencies between the different territorial levels (Grande 2001,
Mayntz 1999; Peters and Pierre 2002).

This competition for competencies, which contributes to the dynamic character of
the European multi-level governance system, can best be illustrated with regard to the
functioning of the internal market. While residual or reserved authority belongs to the
member states, the principle has nevertheless continuously been hollowed out by an expan-
sive interpretation of the EC’s internal market provisions (cf. Bermann/Nicolaidis 2001:
491). The European Commission extensively used the tool of Article 95 (ex Art. 100a) of
the Treaty to propose “measures for the approximation of the provisions laid down by law,
regulation or administrative action in Member States which have as their objective the es-
tablishment and the functioning of the internal market”.

The idea of the second feature is that actors and arenas are not ordered hierarchi-
cally, so that “supranational institutions are not hierarchically superimposed upon the
member states; and the member states and their regions are not subordinated to the supra-
national powers” (Grande 2001: 7). Rather, “political arenas are interconnected rather than
nested” (Marks et al. 1996: 346f), which means that subnational actors not only operate at
the national, but also at the supranational levels. The consequences of this constellation are
two-fold: firstly, in the European system of multi-level governance, actors at different terri-
torial levels form “integrated systems of joint decision-making” (Scharpf 1988), leading to
a growing demand for policy coordination and a growing importance of interaction effects
between the different levels and arenas of decision-making (Grande 2001: 9f); and sec-
ondly, regional and local actors “by-pass” the national level to pursue their interests at the
supranational level (Beauregard and Pierre 2000; Peters and Pierre 2002), so that national
governments could no longer monopolize the contacts to the European level (Marks et al.
1996: 346; Wallace 2000: 31).

The third point stresses that the European system of multi-level governance is char-
acterized by a non-majoritarian mode of decision-making (Grande 2000: 8f; Moravcsik
2001: 173f). The reasons for this observation can be found in the non-hierarchical nature of
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the system of multi-level governance and in the role of national governments. In such a
system, hierarchical command mechanisms or majoritarian decision-making would con-
tribute to a lack of legitimacy of decisions and to high costs of implementation (Grande
2001: 8). Moreover, from a state-centric view it can be argued that national governments
still play the most important role in the decision-making process of the EU (Moravcsik
2001: 175). Thus, a non-majoritarian mode of decision-making is necessary at least in mat-
ters of high importance to represent and enforce established territorial interests. Both the
non-hierarchical nature of the system and the still important role of national governments
at the supranational level turn the European multi-level governance system into a negotia-
tion system, in which bargaining capacities and skills — and not hierarchical power — de-
termine the outcomes (Grande 2001).

The European system of multi-level governance also provides significant chal-
lenges for the subnational level. This holds primarily for three reasons.

Firstly, regions and localities have become directly affected by the process of Euro-
peanization at least if they are responsible for the implementation of EU regulations. In this
respect, it has been estimated that about three quarters of EU legislation is implemented
today at regional or local levels.

Secondly, with the common market project economic integration took hold of a
number of legal competencies for which in federalized or regionalized member states sub-
national entities are responsible. Since the mid-1980s, those entities have reacted to the
deepening of integration by establishing offices in Brussels in order to represent their in-
terests of their own. Later on, the representation of regions (and localities) at the European
level was “formalized” with the creation of the Committee of the Regions which was es-
tablished by the Treaty of Maastricht. As a consulting body for the Commission and the
Council the Committee has, however, quite limited competencies while membership in the
Committee is heterogeneous comprising both regional and local representatives.

And thirdly, the European Commission has significantly increased its direct con-
tacts to regions and localities even outside the narrow field of regional policy. The Com-
mission, for example, initiated a specific regional innovation policy in the framework of
the RIS (Regional Innovation Strategies) and RITTS (Regional Innovation and Technology
Transfer Strategies) schemes and thus “forced” some regional bodies in more centralized
member states to establish for the first time their own regional innovation strategies and to
claim more competencies in planning and pursuing technology and innovation policies.

More recently, the European Commission’s White Paper on European Governance repeat-
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edly stressed the role of regional and local authorities in the future development of Euro-
pean integration. It has therefore proposed, that ,,at EU level, the Commission should en-
sure that regional and local knowledge and conditions are taken into account when devel-
oping policy proposals. For this purpose, it should organize a systematic dialogue with
European and national associations of regional and local government, while respecting
national constitutional and administrative arrangements® (European Commission 2001:
13).

All these developments indicate that at least in practical concepts of governance the
subnational level gains much importance both as the central level for the implementation
of EU regulations as well as a source for policy relevant knowledge. Apart from that the
White Paper also suggests that the coherence of Community Policies may suffer from a
lack of knowledge about the varying institutional conditions that exist at subnational lev-
els. From a more analytical point of view it is therefore most relevant to study the condi-
tions under which subnational levels can influence European policy-making procedures.
An important question in this respect certainly is what instruments could facilitate the
transfer of policy relevant knowledge across territorial levels. Closely related to both as-
pects is the question of what capacities different regions have to set up and implement their
own programs designed to support the transformation of their economies. As we will see in
the next section there is a high amount of variation and heterogeneity with respect to all
these aspects. Given this there seems to be a most relevant perspective for comparative
research within the EURODITE project.

4, Variations in governance capabilities at the regional level

These three characteristics of the European multi-level governance system raise the ques-
tion of the impact of varying roles and institutional capacities for governance at the re-
gional level. Across Europe, subnational entities differ significantly not only in terms of
their own budgetary and legislative competencies, but also in view of coordination mecha-
nisms established between them and other public and private actors within the nation-state
and beyond. Thus, section three will discuss the consequences that arise from the fact that
regional actors are unequally prepared to engage in public policy measures and governance
arrangements targeted at the creation of the knowledge economy.
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In order to measure the heterogeneity of the subnational level in Europe, the Euro-
pean Commission has taken various steps to categorize the regions along their administra-
tive functions, their economic capacities and their degree of political and fiscal autonomy.

Widely known is the “Nomenclature of Territorial Units for Statistics” (NUTS) that
was established by EUROSTAT and has been used for Community legislation since 1988.
This nomenclature lists the European regions with regard to their respective population
within a NUTS-1 category that is, however, of limited value for the assessment of their
governance capacities. In Austria, for example, the NUTS-1 regions are “artificial objects”
above the level of the federal states, while in Germany NUTS-1 comprises t