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INTRODUCTION - 5

INTRODUCTION

This report presents the results of an OECD-Russia co-operation project
carried out under the aegis of the OECD Committee for Scientific and Techno-
logical Policy. This project was initiated upon a request from Andrey Fursenko,
Minister of Education and Science of the Russian Federation, and implemented
under the responsibility of an organising committee co-chaired by Boris Simonov,
Director-General, Federal Service for Intellectual Property, Patents and Trade-
marks of the Russian Federation, and Daniel Makin, Head of the Science and
Technology Policy Division of the OECD Directorate for Science, Technology
and Industry (DSTI).

The report examines how relations between the science base and industry,
and more specifically partnerships between the public and private sectors, can be
developed in Russiato:

e Foster innovation throughout the economy in order to strengthen the basis for
sustai nable long-term growth.

e Improvetheinternational competitiveness of Russian firms.

e Enable the Russian Federation to better respond to domestic demand for high-
technology and sophi sticated engineering products and systems.

The report draws on the experience of both OECD countries and the Russian
Federation in fostering industry/science linkages. It also reflects work done in the
OECD on public-private partnerships, national innovation systems and govern-
ment policies to promote innovation. It builds on previous co-operation between
the OECD and the Russian Federation,” and the results of a series of interviews
with major Russian stakeholders by a group of OECD officials and experts’ as
well as of a specia survey of current Russian initiatives in the area of public-
private partnerships® It was presented and discussed at a conference held in
Moscow in December 2004.*

This report was drafted by Jean Guinet of the Science and Technology
Policy Divison (DSTI, OECD). It has benefited from contributions by John
Barber, Juergen Marchat and Hernesniemi Hannu, thanks to a grant by the British
Council and support from the governments of Austria and Finland. Nataia
Zolotykh (Director, Transtechnology, Russa) and Gang Zhang (Science and
Technology Policy Divison, DSTI, OECD) provided substantive and organi-
sational support throughout the project.

1. See Bridging the Innovation Gap in Russia, OECD Proceedings of the Helsinki
Seminar, 2001.

2. Thelist of personsinterviewed can be found in the Appendix.

3. Public-Private Partnerships for Innovation (Survey of Current Initiatives), by Nataia
Zolotykh et al. The report draws dso on information gathered by Irina Dezhing
Ingtitute for the Economy in Transition, Moscow.

4. The conference programme as well asthelist of sponsors can be found in Annex 3.
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6 - INTRODUCTION

Synopsis of main policy recommendations®
General
» Improve framework conditions for innovation

o Strengthen the mechanisms for inter-ministerial co-ordination on
innovation issues

o Remove specific regulatory impediments to innovation

o Remove uncertainties regarding ownership of tangible and intangible
assets (e.g. intellectual property rights)
o Define apro-innovation procurement policy
» Increase the contribution of science and technology policy to innovation
o Accelerate the restructuring of the public research sector
Re-inforce university research

e}

e}

Scale up programmes to promote small innovative firms

Re-focus PROs on fundamental research through changes in financing
mechanisms

o Secure financing for the maintenance, revamping and development of
research infrastructures

e}

More specific
» Foster industry-science rel ationships through public-private partnerships
(P/PPs)

o Consolidate and expand existing initiatives

= Prepare new rounds of “Megaprojects’, subject to rigorous
evaluation of the first round

= Consider replicating the programme on “Biotechnology for
Medicine and Agriculture” in similar (multidisciplinary)
technological fields
= Prepare expansion of the Technology Transfer Centres programme
o Launch new initiatives
= Pilot P/PP programme(s) of long-term collaborative research

= Determine long-term needs for public procurement of technologies
and high-technology products that could be fulfilled through P/PPs

= Help firms develop their R&D and technological competences
= Build nation-wide networks of actors
= Support small (public-private) research teams

o Mobilise additional sources of funding for public support to P/PPs

* This outlines the main policy recommendations which are put forward in more detail in the report.
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MAIN FINDINGS AND POLICY RECOMMENDATIONS

From steady to sustainable growth: the innovation imperative

Over the past six years Russia has enjoyed steady economic growth.
However, the sustainability of the current growth pattern raises serious
concerns. On the supply side, engines of growth are over-concentrated in a
handful of industries whose success depends mainly on exports of raw
commodities. To achieve long-term sustainable growth at a rate that would
alow for arelatively rapid convergence between living standards in Russia
and the OECD countries, such dependency on natural resources should be
reduced through the diversification of economic activities, with a view to
capturing new growth opportunities in knowledge-intensive areas, while
providing resource-based industries with advanced technology that would
alow for further improvement of their productivity. Boosting innovation
should be a central objective of adiversification strategy.

Innovation in Russia: performance, obstacles and opportunities

Russia s innovation performance is strikingly modest compared to what
could be expected in light of its accumulated stock of human capital with
scientific skills and engineering know-how, and given its overal investment
in R&D as well. For example, in 2002 only about 10% of industrial enter-
prises reported innovations (compared to 50% in the European Union) and
Russia' s share of world trade in civil science-based products is estimated at
only 0.3 to 0.5%, while Russian exports of technologies are ten times less
than those of a small country like Austria.

Not only is the overall level of innovation activities low, but with a few
exceptions, innovation patterns are biased towards incremental improve-
ments or adaptations of the existing and mostly outdated capital stock and
towards non-technological innovation that serves the most dynamic markets
at this stage of the growth process (e.g. new business models, marketing,
design). Consequently, science-based innovation, which is on the rise in
most OECD countries due to both active commercialisation strategies of
public research organisations (PROs) and strong demand for scientific
inputs by industry, remains quite marginal in Russia and is mainly supply-
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8 - MAIN FINDINGS AND POLICY RECOMMENDATIONS

pushed (spin-offs from public research institutes or research-intensive state-
owned enterprises, as part of their restructuring or liquidation process).

The Russian innovation system comprises solid building blocks' and
islands of promising developments, but overall, it is not fully functional due
to structural imbalances, deficient incentives and adverse framework con-
ditions.

Structural imbalances and weak linkages between actors

e The bulk of R&D is still carried out within (overly) numerous public
organisations and financed by the government budget.

e The business sector, including foreign firms, and higher education are
both minor actorsin R&D.?

e Degspite considerable downsizing and restructuring over the last decade,
the public R&D system remains highly fragmented (in terms of funding
and steering mechanisms), with the ensuing risk of “duplication without
synergies’ (heterogeneous in terms of quaity and type of research)
rather than diversified according to a sound division of labour); over-
loaded with developmental activities as opposed to fundamental research
or ambitious R&D;* and poorly connected to both the education and the
market-driven production systems.

e Weak industry-science relationships (ISR) are preventing Russia from
making the best use of its considerable human and knowledge capital.
ISRs appear to be sporadic, reflecting the lack of absorptive capacity in
industry but also the inexperience of the research sector in the transfer of
technology and knowledge, and the lack of appropriate institutional
frameworks.

e Inter-firm diffusion of knowledge and innovation through networking or
markets for technologiesis still very insufficient.

1. The Russian science base remains relatively strong, despite an ageing body of
researchers and stock of equipment. Many world-class poles of excellence in basic
research have been preserved.

2. In 2001, business enterprises contributed only 20% of total R&D expenditure. In
2002, universities accounted only for 5.4% of federal funding for R&D.

3. According to officia statistics, developmenta activities, as opposed to basic and
applied research, accounted for more than two-thirds of total federal funding for
R&D in 2002.
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Deficient incentives and lack of intermediation

e The funding of public research ingtitutes is not provided as part of a
systematic policy. The state funding of R&D results from a combination
of budgetary channels and programmes whose objectives and priorities
are set independently. As a result, the institutes operate opportuni-
stically, seeking funding via contracts from private industry, state enter-
prises and the rest of the public sector, or from innovation support
programmes. Many organisations (and to some extent individuals within
organisations) have been entrepreneurial in developing their own “loca
innovation systems’, but these cannot add up to a coherent macro
system.

e Thisis compounded by uncertainties regarding the ownership of tangible
and intangible assets (e.g. IPR). Such uncertainties complicate colla-
boration with private firms, inhibit technology transfer, impair the
development of spin-off companies into independent and growing busi-
nesses, create conflicts of interest for institutes themselves, and may
even give rise to conflicting goals between individual researchers and
their organisations.

e This also contributes to the underdevelopment of intermediary institu-
tions, including market-based technological services which are indepen-
dent from both suppliers and users of knowledge.

Adverse framework conditions

e Excessive returns in low-risk/non-innovative activities (due to, for
example, the lack of competition or inadeguate regulation) together with
legal uncertainties (e.g. regarding IPRS) that increase transaction costs
within the innovation system reduce the incentives of cash-rich firms to
invest in innovation.

o Thethree basic mechanisms of an efficient dynamic alocation
of resources do not function properly in Russia, i.e. acorporate
governance that ensures forward-looking re-investment of
earnings; a financial system that is capable of managing the
risks of innovation-related investment; and an active govern-
ment policy to use part of the economic rents from exports of
raw materias to finance investments in the knowledge infra-
structure through an ambitious technology and innovation

policy.
e A weak banking system, and small and illiquid financial markets.
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10 - MAIN FINDINGS AND POLICY RECOMMENDATIONS

e Lack of consistency among different policies regarding their impact on
innovation (e.g. trade policy, labour legislation, procurement policy, tax
policy, €tc.).

e A grey area (which is till large) between the private and public sectors
where actors have alegal status and governance structures which are not
the most appropriate to make them either efficient market players or
efficient components of the knowledge infrastructure.

e Lack of aclear government commitment and strategy to improve such
framework conditions, as part of an explicit and comprehensive tech-
nology and innovation policy. There is a striking contrast between
official statements regarding the need to initiate a new growth trajectory
in order to double GDP, and rather patchy initiatives in the field of S& T
policy.

The fact that under such conditions R&D-intensive activities are
flourishing in some sectors (e.g. the software industry) and that techno-
logical upgrading and organisational innovation has been very successful in
others (e.g. the foodstuffs industry) is an indication that, once certain key
requirements are met, Russia has the necessary capabilities, notably in terms
of entrepreneuria spirit and highly skilled labour, to position itself favour-
ably in global innovation networks.

Boosting innovation: the role of government

The experience of OECD countries demonstrates that (/) the govern-
ment has a vital role in promoting innovation-driven growth since inno-
vation processes are affected by endemic market and systemic failures
which need to be corrected; and (2) government promotion of innovation
requires the contribution of different policies according to an overall
coherent strategy. The Russian government has the additional task of
completing the set-up of all the institutions, including legal and incentive
frameworks, which make up the innovation systems of mature market
economies.

Improving framework conditions for innovation iS a continuous, un-
ending process which in most countries often only requires fine tuning and
improved co-ordination of policies in areas such as macro-economic
management, education, competition, corporate governance, labour markets,
energy, banking and financial markets, IPRs, etc. In Russia, the challenge is
greater since its transformation into a full-fledged market economy is still
underway. It would be beyond the scope of this report to discussin detail al
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MAIN FINDINGS AND POLICY RECOMMENDATIONS - 11

aspects of this transformation that are important from an innovation
perspective. However, four priority actions ought to be highlighted:

e Strengthen the mechanisms for inter-ministerial co-ordination on inno-
vation issues. The new Council on Competitiveness and Entrepreneur-
ship may provide an important contribution, if it is entrusted with a
substantive agenda that includes a role in defining a clearer national
technology and innovation policy strategy,” in co-ordinating government
support to R&D that involves several ministries, and in checking that
broad reforms in other fields are consistent with the national innovation
strategy.”

®  Remove specific regulatory impediments to innovation. One example
that requires serious consideration is the regulation of domestic energy
prices which still artificially increases comparative advantages enjoyed
by energy-intensive export sectors to the detriment of knowledge-based
activities, and reduces incentives for energy-saving innovations.

®  Remove uncertainties regarding intellectual property rights (IPR). The
draft new law on IPRs derived from publicly funded research, which
transfers ownership to the research institutions, is a good initiative which
follows international best practices. It should be enforced rapidly.

e  Define a pro-innovation procurement policy. Despite some recent im-
provements in the system of state R& D contracts, there are neither clear,
agreed principles nor an articulated strategy concerning the role of the
public sector as lead user of innovation through civilian procurement

policy.

4. Russiahas employed a variety of instrumentsin pursuing its technology policy. Such
experimentation is entirely appropriate particularly as the design and implementation
of innovation policy is, in comparison with most OECD countries, at an early stage.
However, there needs to be a framework for monitoring and learning from policy
actions. Russia should develop own systematic approach to the ex ante appraisal,
with concurrent monitoring and ex post evaluation of innovation policy instruments
and schemes.

5. These include competition policies to increase innovation-driving rivalry but also to
facilitate collaborative research; education and training policies to develop the
necessary human capital; regulatory reform to lessen administrative burdens and
institutional rigidities; financial and fiscal policies to ease the flow of capital to small
innovative firms; labour market policies to increase the mobility of personnel and
strengthen tacit knowledge flows, communications policies to maximise the
dissemination of information and enable the growth of electronic networks; foreign
investment and trade policies to strengthen technology diffusion worldwide; and
regional policies to improve complementarity between different levels of govern-
ment initiatives.
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The contribution of science and technology policy

Securing conducive framework conditions is a necessary but insufficient
condition for boosting innovation. The specific contribution of science and
technology policy is vital and central in any innovation strategy. The main
objectives, in broad terms, have no reason to be different in Russia than in
OECD countries, namely: to support basic and long-term research while
ensuring that it is responsive to the evolving needs of the economy and
society; to correct market failures which lead business firms to under-invest
in R&D and innovation; to provide the infrastructures needed for the
diffusion of knowledge and technologies throughout the economy; to
promote co-operation among all actors to fill gaps in research capabilities;
and to foster innovation in areas of strategic interest.

But the prioritisation and nature of specific actions to achieve such
objectives must reflect specific Russian conditions.® In this regard, some
recent initiatives address the most important issues, but some are still ill-
defined or immature and are thus in need of strong political backing for
quick finalisation and ambitious implementation, while others should be
scaled up and/or complemented by other actions in order to have a more
sizeable impact:

®  Restructuring of the public research sector (PROs) is still lagging,
although new initiatives are in the pipeline. An inventory/assessment of
PROs belonging to the Russian Federation has been completed, in-
cluding strategic directions for the streamlining of steering mechanisms,
privatisation of some PROs and liquidation of others.

e Animportant related subject under consideration is the reinforcement of
university research, and more generally the strengthening of al links
between research and education. This would correct a fundamental im-
balance in the Russian innovation system.”

e An important emphasis is placed on the promotion of small innovative
firms, including new technology-based firms through project-based
support (e.g. The Foundation for Assistance to Small Innovative Enter-

6. These conditions are imperfectly known by the government which would require
more indicators and information on, e.g., privately financed and performed R&D,
spin-offs, patents, licensing, human resource mobility, research consortia, incubators,
etc.

7. The OECD has provided evidence that socia return was on average greater for
university-based research than for research in public laboratories.
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prises), often spin-offs from public research (using generic SME support
instruments and others, such as Venture Capital or the new Start
programme). These programmes are commendable but can have only a
relatively small impact on economic structures and national innovation
capabilities in the short to medium term. To have greater and quicker
impact, they should be scaled up and complemented by initiatives that
integrate small and medium-sized enterprises (SMES) in broader inno-
vative networks comprising larger firms and relevant PROs.

e  Regarding the development of appropriate infrastructures for knowledge
and technology diffusion, an experimental programme has just been
launched: six technology transfer centres (TTC) have been created in six
regions to promote commercialisation of R&D results created using
public funds. However, it is still unclear how such new intermediaries
will complement or compete with smaller intermediary structures that
have proliferated from bottom-up and uncoordinated initiatives.

Furthermore, there are other needs which should receive greater
attention:

e Refocusing PROs on fundamental long-term research and involving
more end users in the financing of public research. This will hopefully
be facilitated by the current restructuring of PROs (as discussed above).
However, this selection and consolidation process cannot be achieved
suddenly and should be encouraged on a continuous basis for quite a
long period through improved funding mechanisms. From this long-term
perspective, funding mechanisms should ensure that developmental
activities are further reduced (abandoned, taken over by the productive
sector, and only pursued with government support in areas of strictly
defined national interest), that applied research is only pursued when
there are clear public or private end users ready to co-finance, and that
basic and long-term research is supported subject to strict conditions
regarding quality, critical mass, and links with education. Overal, this
would entail increasing the share of both institutional funding and truly
competitive funding, to the detriment of other streams of project-based
funding.

®  Research infrastructure should be maintained, and often revamped and
developed in promising areas. Financing should not suffer from changes
in the approach to research funding. Here Russia could implement
proven international good practices (e.g. establishing specia funds with
the participation of the magjor project-funding bodies, or making project-
funding bodies bear the full costs of research carried out by PROS).
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e  Concentration of resources in selected research fields that are linked to
the most pressing socia and economic needs. This could involve the
creation of multidisciplinary research centres or networks that serve both
to concentrate expertise in particular fields and to foster research at the
nexus of several disciplines.

Fostering industry-science relationships (ISRs) through public-private
partnerships (P/PPs): a priority task

In all countries |SRs are increasingly important for a number of reasons:

e  Science-based technologies such as electronics, pharmacology, biotech-
nology and nanotechnology have moved to the forefront of innovation.

e Therise of computer-aided design and computer-aided manufacture has
resulted in a move away from craft-based technology to technology
based on more formal bodies of knowledge in many engineering sectors.

e The horizontal spread of science-based technologies such as new
materials, new coatings and adhesives, advanced anaytical and measure-
ment methods, catalysts based on nanoscience extend to many traditional
industrial sectors.

e Individual products and processes are incorporating an increasing range
of technologies and even the largest firms are having to source techno-
logical knowledge and research from outside.

Science contributes more regularly and more directly to industrial
innovation today than in the past. The changing nature of scientific research
makes earlier distinctions between basic and applied research less clear and
less policy-relevant. An effective interface between innovation and science
systems is therefore more necessary than ever to reap broad economic and
social benefits from public and private investments in research and to ensure
the vitality and quality of the science system itself.

In Russia, there are additional reasons to focus on the improvement of
ISRs since this would trigger other desirable changes in the research and
productive systems, such as increased propensity of firmsto invest in R&D,
competitive selection of high-quality fundamental research with economic
relevance, concentration of resources in selected fields of strategic impor-
tance for the economy and society, and consolidation of the R&D system
through improved collaboration between ingtitutes with complementary
capabilities.
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There are many channels of ISRs (informal contacts, spin-offs, mobility
of researchers, collaborative research, licensing, contact research) and
severa ways for government to strengthen each of them. As other countries,
Russia must devise its own overall coherent strategy to increase the intensity
and quality of ISRs by combining different policy tools: regulatory reform
(e.g. facilitate the possibility for public researchers to work with or in
industry) ingtitutional building (e.g. technology licensing offices in PROS)
or financial incentives (stimuli for co-operation with business and support to
spin-off formation).

However, given the currently very low ISR intensity in Russia, their
geographical rather than sectoral polarisation and the disproportionate
importance of informal channels, the priority should be to introduce
measures that address the weakest part of ISR, collaborative research, and
have a catalytic effect in promoting the balanced development of all other
ISR channels and associated positive changes in the innovation system.

Public-private partnerships (P/PPs) are the best catalytic measures that
could be envisaged, based on OECD countries experience.® They take a
variety of different forms and can be used to address a number of different
policy issues,” but their major contribution is in supporting collaboration
between private firms and universities and PROs to undertake R&D.

8. They represent a growing and aready sizeable share of total nationa S& T budgets
(e.g. more than 6% in the Netherlands) and often now the bulk of competitive
funding for technological development (e.g. amost 80% of competitive grants
financed through the Funds for Technological Research of the French Ministry of
Research).

9. Funding early-stage technology development; providing a means by which univer-
sities, PROs and private research contractors can be funded to help companies
(usually SMEs) upgrade their technological competences; fostering the devel opment
of technical standards needed for innovation-friendly regulation; enhancing the capa-
city for innovation and economic competitiveness of individual regions or loca areas
and the development of high-technology geographical clusters; enabling innovation
in goods and services purchased by public sector bodies and promoting the develop-
ment of technologies, products and services to meet the needs of the public sector
and social needs more generaly.
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Promoting P/PPs: recommendations

P/PPs are not unknown in Russia but their number, size, technological
scope and geographical spread are very limited. This is due in large part to
the lack of industry motivation, but also reflects to some extent misunder-
standings (or false expectations) as to what P/PPs are about. They are too
often seen as a mere financing instrument with which actors could attract
additional funding without altering their research agenda. There is thus room
for both improvement of existing schemes and new initiatives that would
contribute more decisively to increase the breadth, depth and economic
relevance of the national R&D portfolio.

Consolidating and expanding existing initiatives

The existing three main Russian P/PPs (Megaprojects, Biotechnology
for Medicine and Agriculture, Technology Transfer Centres) are rather
recent and experimental but do show promise.

e  There would seem to be scope for further rounds of Megaprojects. Only
when the quality of applications begins to fal will the scheme have
come to its natural conclusion. However, continuous monitoring of the
progress of projects is vital to make sure that they are achieving their
objectives. One problem which will need to be dealt with is how to treat
enterprises which are involved in applications in two or more successive
rounds.*

e The inter-ministerial programme “Biotechnology for Medicine and
Agriculture” is concerned with a cluster of technologies in the early
stages of their development and where SMEs and start-up firms are
playing a mgjor role in every mgjor country. It therefore bypasses to a
significant extent the problems of the more established areas of Russian
industry. This type of programme could be repeated in similar tech-
nologies, e.g. nanotechnology, or as a follow-on programme to support
the next stage of developmentsin biotechnology.

e The six Technology Transfer Centres (TTCs) are a pilot. If this proves
successful, the programme should be rolled out on a much greater scale
with a much greater number of centres attempting to cover the whole

10. Some of them will be the firms which are most keen to increase their competi-
tiveness and innovation performance, others may simply be opportunistic firms
which have learned quicker than others how to take advantage of new forms of
government support.
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country. Similar centres that have been created as a result of local and
other bottom-up initiatives should be ligible to apply.

New initiatives

Another aim should be to create types of P/PPs not yet deployed in
Russia, following a two-tier approach. The first objective should be to better
exploit the potential for full-fledged P/PPs in selected research areas through
pilot programme(s) and preparatory work:

e  Programmes of long-term collaborative research conducted jointly by
enterprises and PROs. The scope for doing this will increase with the
technological/innovation capacity and competitiveness of Russian
industry. If large Russian firms can build up significant competitive
positions in international high-technology markets then they will
naturally develop the same need to access advanced knowledge as their
counterparts in the United States, Western Europe and Asia. Some
private and state-owned enterprises are probably already in this situation.
A pilot programme, following a proven model (Box 1), could be
launched in the relevant technological areas. If successful, it could be
replicated in others and exert a demonstration effect throughout the
innovation system.

®  Pro-innovation public procurement. As part of an overall national tech-
nology strategy, Russian government departments and agencies should
first aim to build up a picture of their long-term needs for technologies
and high-technology products. They should then aim to research these
technologies in co-operation with potential suppliers and PROs. Where
feasible, this should be done by putting out research projects to competi-
tive tender from industry-science partnerships.™*

The second objective, to be pursued simultaneously, would be to lay the
groundwork for any future P/PP to build on established contacts and exist
with or without government intervention. This could be achieved by helping
(public and private) enterprises build their technological and R&D compe-
tence. This would help improve networking between institutes and enter-
prises which could be further encouraged through three types of comple-
mentary initiatives.

11. This kind of approach accounts for the bulk of public support for technology
development in the United States.
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Box 1. Designing a P/PP programme to foster collaborative research:
A template

Objectives

To provide a stable and stimulating ingtitutional framework for co-operation between
a number of PROs and industria firms on R&D projects that are of srategic
importance for partners and the Russian economy.

Launch

The government defines terms of reference (regarding the minimum number and
identity of partners, their research field and agenda and their readiness to commit the
necessary level of resources), states the form, conditions and duration of its support
(between four to seven years in order to allow for ambitious R&D), and invites
consortia (of firms and PROs) to submit proposals in the form of “business plans’,
together with the credentials of would-be participants. Compared to Megaprojects,
the research programmes would be more broadly defined, since the detailed research
agenda should be left to the decision of the partners themselves.

There are two main variants: (1) the government does not express any preference
regarding technological fields; and (2) the government selects specific technological
areas as the only ones eligible for support. This second option would be preferable
for Russia at this stage. This would require that a governmental commission, in
consultation with representatives of PROs and industry, determine the area(s) where
there is the greater chance to find competent and motivated participants, especially
on the industry side, and where enhanced innovation would yield significant benefits
for the Russian economy (€.9. new materials, optoelectronics, advanced polymers,
software and multimedia, etc.)

Eligible participants

Private (large and small) firms, state-owned industrial firms, research institutes, and
universities. Subsidiaries of foreign firms should be allowed and even encouraged to
participate. A candidate consortium should comprise a minimum number of firms
and at least one ingtitute and one university. A possibility to be considered is to
include geographical breadth of consortia among selection criteria.

Selection process

This should be a transparent competitive process, with clear criteria and impartial
referees. The scientific quality of proposals would be assessed through an indepen-
dent peer review. Peers (around six per proposal), including foreigners, could be
selected by ajoint panel of the Academy of Sciences and the top universities in the
field. Preferably, the economic and organisational dimensions should be assessed by
a consultant company with an international experience. The final decision, based on
this dual evaluation, would be taken by the Ministry of Science and Education.
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Box 1. Designing a P/PP programme to foster collaborative research:
A template (continued)

Organisation/management

There are two basic models: virtual institutes with alean organisation at the core and
research being done at the participating PROs and firms, co-operative research labs
where most activities occur at a central location. Each has advantages and dis-
advantages and government should impose only minimal requirements. The choice
should be made on a case by case basis, depending on the technologica area and
capabilities of actors.

Co-operative research centres or networks should be more than ad-hoc contractual
arrangements and have an ingtitutional identity (e.g. legal status of foundations) and
their governing board (with industry holding if possible a majority of votes in order
to ensure its commitment and avoid a drift towards research with no end-users)
should enjoy alarge autonomy in determining their detailed research plans.

Financing

The basic principle is a tri-partite arrangement with resources (in cash or in kind)
coming from three sources. government budget, industry and PROs. There are
different formulas, but as a rule, government subsidy should not exceed 50% and
industry contribution should represent at least 20%.

IPRs

A key requirement is that al participants could have the authority to negotiate IPRs.
Pending definitive decisions regarding the draft Law on IPRs, the solution imple-
mented in the case of Megaprojects would be practical. Whereas government could
provide broad guidelines, detailed agreements should be left to participants. But the
existence of a clear and firm agreement among participants should be made a
condition of eligibility in the selection process.

Monitoring and evaluation

A representative from the Ministry of Education and Science would be part of the
governing board of each P/PP. In addition, annual reports on activities would be
mandatory. A mid-term light evaluation (after 2-3 years) would check progress in
achieving stated goals. A full-fledged evaluation would be carried out after 4-7 years.
Depending on the results, public support could be renewed for another term, reduced
or removed. In the latter case, the co-operative venture would close or become self-
sustained. Self-sustainability should be an important objective in the Russian context
since one major objective of P/PP is to increase R&D capabilities of businesses.
However, there should be some degree of flexibility in that some pre-competitive
research in important areas could deserve permanent public support.
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®  Building up the competence of state (and private) enterprises. Companies
should consider to what extent the existing breadth and depth of their
knowledge base can be maintained. They should identify those areas
where, with the help of RAS ingtitutes and/or universities, they can
maintain their technology at the leading edge; other areas should be
abandoned. Each state-owned company could be asked to draw up a
strategy for developing its technological competences including a full
description of the external links which it proposes to exploit. This would
include joint research projects with RAS institutes/Russian universities as
well as a plausible business plan for exploitation (which could involve
partnerships with foreign companies). Subject to independent appraisal,
such plans should attract government support according to clearly defined
rules. This might take the form of direct grants to the company, tax relief
or support for research at partner institutes. Such strategies might be
voluntary for private companies but if they pass the same appraisal test
they should be eligible for the same government support. If companies
lack the ability to draw up such strategies, external help could be made
available (consultants, higher education institutions, etc).

e Developing networks of actors. One option would be to introduce some-
thing similar to the Austrian MAP programme to build up nationa
networks based on self-defined structures and thus breaking out of the
established pattern of personal, corporate and local relationships (Box 2).
Such a programme would bring together different public (policy makers,
programme managers, agencies, etc.) and private (incubators, trade asso-
ciations, SMEs, large firms, etc.) bodies so that they can get in contact, co-
operate more closely and exchange experience.

o  Small project teams. There are many areas where industry could be
interested in establishing working contacts with public research but cannot
yet identify opportunities for full-fledged P/PPs. Project-based support to
small teams of researchers from both industry and PROs could be granted
on a competitive basis through a P/PP fund co-financed and co-managed
by government and industry. As part of a strategy to reinforce university
research it could be requested that research teams include at least one
university researcher.'” There are different models for the detailed design
of such a programme, the oldest being the IUCs programme of the US
National Science Foundation and, among the newest, the Linkage Projects
of the National Research Council of Australia.

12. This would complement the rather small support that is currently provided through
the “Integration of Science and Higher Education in Russia’ programme.
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Box 2. A Russian MAP?

MAPs (Multi Actor and Multi Measures Programmes) are complex funding
programmes addressing not one individual firm or research institution but whole
(sub-)systems of innovation (e.g. science-industry co-operation, etc.). A MAP
networking programme aims to facilitate the exchange of information between a
whole range of initiatives, both local and national, involving programme managers,
participating organisations and policy makers. Mechanisms include the building of
personal contacts, networks, workshops, etc. This facilitates learning and helps to
eliminate duplication (for example, similar research projects being carried out
separately in two different locations by two different sets of participants).

As a consequence, platforms on which P/PPs might be conducted successfully
could “metastasise” following a defined structure as suggested in the three-step
model below:

e First, “get to know each other” on a national level by a structured and
planed process.

e  Second, good practice exchange (national and international levels) and as
a consequence, establishment of new good practices (“define your own
tools’).

e Third, road map or manual; creation of “ingtitutional knowledge’ (“define
your own solutions and rules’).

The relevance to a large country like Russia with an inadequately networked
innovation system would seem clear though the scale may need to be closer to that
of an EU-wide initiative (e.g. the EU MAP-TN international) than that of an indi-
vidua EU country.
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Financing public support to P/PPs

How to finance the expansion of existing promising initiatives and the
launch of new ones? This question is difficult to answer without a detailed
knowledge of the Russian budget and fiscal policy and without entering
fields which are out the scope of this report. However, one can suggest some
guiding principles and venture one suggestion. The restructuring/stream-
lining of PROs and reform of funding mechanisms should provide part of
the solution.® But relying only on a reallocation of existing budget lines
would probably be neither feasible nor desirable. It is important that “new
money” be mobilised, for several reasons: the need to reach critical massin
support programmes so that they can make a real difference, to avoid un-
necessary conflicts within the research system, and to motivate the actors by
rewarding their efforts to contribute to economic development and sending
them a strong signal about government commitment to innovation.

One idea to be considered, whose rationale is the transformation of
depletable resources into knowledge, is the creation of a special “Fund for
Knowledge Infrastructures and Competitiveness’ to be endowed by a very
small levy on oil and gas exports. Its strategic steering (allocation of funds
to different Ministries) could be entrusted to the Council on Competitiveness
and Entrepreneurship, while the detailed management (use of funds for
specific programmes) could be Ieft to the relevant Ministries (Ministry of
Education and Science for P/PPs for research). This would follow the
example of some OECD countries that are rich in natural resources, e.g. the
Netherlands, where the CES/KIS Fund uses proceeds from exports of
natural gas to finance projects related to the development of knowledge
infrastructures. ™

13. Russid s ability to promote innovation could prove to be more efficient when it is not
forced to spread resources, but to combine them. Closer linkage between policy,
science, education and industry (including both SMEs and larger firms) - al of
which should be included in these efforts - will prove its worth within a very short
time period and may yield substantial economic benefitsin the long term.

14. The CES/KIS Fund will provide EUR 800 million in support to P/PPs for the 2003-
2010 period, i.e. an annual average amounting to half the total budget for P/PPs in
2003. In other words, the CES/KIS Fund provides amost as much in resources as the
budget for public support to P/PPsin the Netherlands.

FOSTERING PUBLIC-PRIVATE PARTNERSHIP FOR INNOVATION IN RUSSIA — 922005041P1/ISBN 92-64-00965-5 — ©OECD 2005



FROM STEADY TO SUSTAINABLE GROWTH: THE “DIVERSIFICATION THROUGH INNOVATION" IMPERATIVE - 23

Chapter 1

FROM STEADY TO SUSTAINABLE GROWTH:
THE “DIVERSIFICATION THROUGH INNOVATION”
IMPERATIVE

“The major economic challenge facing Russia is the achievement of
long-term, sustainable growth that would alow for a relatively rapid con-
vergence between living standards in Russia and the OECD economies’
(OECD Economic Survey of the Russian Federation, 2004). In this regard,
an overriding policy objective should be to make Russia's economy less
dependent on exports of a limited range of natural resources and capable to
better exploit the new growth opportunities brought about by the emergence
of aglobal knowledge-based economy.

There are many aspects of its recent economic achievements for which
Russia should be praised,’ but there are also many reasons to question the
sustainability of the current growth trgjectory of the Russian economy,
however dynamic it may look. Whereas economic growth since the August
1998 financial crisis has consistently exceeded expectations, its rate is still
insufficient to meet the stated ambitions® and its main drivers can hardly be
long-lasting without deep structural changes:

1. The post-crisis recovery has been faster and more sustained than most observers
believed possible. Real GDP grew at an average of 6.7% per year during 1999-2003,
with positive effects on wages, income and employment. Real disposable income
grew by 12% between 1997 and 2003, and real wages by 25%, while unemployment
fell from a peak of 13% in 1998 to 9% in 2003. Government policy played a positive
role in many respects, e.g. a prudent fiscal policy together with significant progress
with structural reforms on a broad front (tax, pensions system, new land, labour and
customs codes, new laws on joint stock companies and bankruptcy, etc.).

2. Todoublethe GDP in 10 years, agoal set by the Russian President, growth rates will
have to be over 7% per annum over this period.
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Figure 1.1. Income, consumption and imports
Index 2000=100, seasonally adjusted (SA)
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Source: Reproduced from the OECD Economic Survey of the Russian Federation, 2004.

On the demand side, a consumption boom, rather than net exports,3 due
to the combined effect of rising real disposable incomes and exchange
rate appreciation. This has boosted imports without putting the external
balance of the economy in danger thanks to a surge in the value of oil
exports.

On the supply side, the economy experienced a strong increase in total
factor productivity despite low investment rates in most sectors’ because
many enterprises could draw on idle or under-utilised, although often
obsolete, capital stock, and could enjoy lower labour and other costs in
the wake of the rouble’ s devaluation.

Againgt this, a number of developments point to the fact that the

current growth process does not induce by itself all the structural changes
necessary to ensure its long-term sustainability:

At least from mid-1999.

Investment as share of GDP has been around 18%, which is below other catching-up
economies in Eastern Europe and Asia, and also well below the OECD average of
about 22%.
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e While overal economic growth has been progressively broader-based,
with the service sector increasing its contribution, particularly in 2002-
2003, industrial production has been overwhelmingly driven by resource
sectors (Figures 1.3 and 1.4). Engines of growth remain over-
concentrated in a handful of industries whose success mainly depends
on exports of raw commodities, foremost petroleum products and
natural gas. Indeed, decomposition of Russia's growth rates after the
1998 crisis shows that growth rates of 5% or higher have been achieved
only at times when ail prices have been rising fast.

e Russia has seen afurther degpening of its major comparative advantages
and disadvantages between 1997 and 2003 (see Annex 1, Table AL1.1).
The oil and gas sector has developed faster than the rest of the tradable
sector since the second half of 2002. One obvious explanation is the
current high demand, hence record-high prices for these commodities.
Another is that regulation of domestic energy prices ill artificially
increases comparative advantages enjoyed by energy-intensive export
sectors. Yet another explanation is that too many industries are not
competitive due to the still poor price-quality ratio of their products.

e This has led to an increasingly uneven income distribution, which is
socially problematic® and economically unsound.®

e The contribution of FDI to the enhancement of productivity has been
disappointingly low, except in a few sectors where branding moderni-
sation strategies allow a quite quick and profitable access to a large
domestic market (e.g. tobacco, brewing).

5. Quite impressive aggregate growth has not yielded an equally impressive increase in
the well-being of the majority of the population. By 2001, salaries of 24% of those
employed in industry, and of 81% employed in agriculture, were still below the
official subsistence level.

6. Wage differentiation across sectors has not reflected developments in productivity
(see Figure A1.1 in Annex 1), largely because of large-scale rent-seeking in the oil
and gas sectors. It is particularly striking that gas sector wages, which were aready
amost four times the average for industry as a whole in 1997, increased at
exceptionally high rates between 1997 and 2003, even as labour productivity fell by
over 20% during this period while increasing amost everywhere else.
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If unabated, the current tendencies will make Russia an even more
resource-dependent economy. This bears a number of risks: dighter chances
of sustaining the high growth rates that are necessary to catch up with
advanced economies; vulnerability to fluctuations in world commodity
prices; a danger of real estate and financial bubbles since a massive inflow
of petrodollars pushes up prices in the non-tradable sector (the so-called
“Dutch disease”) and swamps the financia system with liquidity; and an
income distribution which is not in line with long-term trends in pro-
ductivity, to the detriment of knowledge-based activities.’

Diversifying Russid s economy is the only way to mitigate such risks by
initiating a new growth trgjectory. Diversification does not mean weakening
the export-oriented natural resource-based sectors, which will remain for a
long time key sources of wealth, but increasing the competitiveness and
knowledge-intensity of the non-commodity tradable sectors. The diversifi-
cation agenda is broad but involves some essential tasks. creating a
favourable business environment, improving the quality of human capital
and business infrastructure, and radically increasing the efficiency of the
innovation system. Boosting innovation is probably the single most
important objective because it can federate a whole range of policies
towards a common strategic goal, and because it requires mobilising what is
Russias most ill-used asset, an important stock of human capita with
scientific expertise and engineering know-how.

7. Vladimir Drebentsov, “Diversifying Russia s Economy: Key to Sustainable Growth”,
unpublished paper.
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Chapter 2

THE RUSSIAN INNOVATION SYSTEM:
MAIN FEATURES, STRENGTHS AND WEAKNESSES

Weak innovation performance

Russia's innovation performance remains strikingly modest. In 2002,
only dlightly more than 10% of industrial enterprises reported innovations
(compared to 50% in the European Union) and Russia' s share of world trade
in civil science-based products is estimated at only 0.3 to 0.5%, while
Russian exports of technologies are ten times less than those of a small
country like Austria. Another indication is the very low proportion of
Russian inventions that are implemented in practice, reflecting not only a
mismatch between the orientations of the research system and the needs of
the economy, or regulatory obstacles to the commercialisation of research
(e.g. unclear IPR legislation), but also the lack of innovative end users.* A
revealing fact is also the exceptionally high dependency of the Russian
economy on imports of products, such as investment goods and consumer
durables, for which technological innovation is key to international competi-
tiveness.

Not only is their overal level low, but innovation activities generally
lack ambition when they concern products and processes or are otherwise
mainly linked to the adoption of foreign best management and marketing
practices (e.g. new business models, marketing, design) in sectors that serve
the most dynamic parts of domestic markets at this stage of the growth
process (e.g. food and beverages, distribution). Technological innovation is
primarily aimed at incremental improvements or adaptations of the existing

1. Wheress at the end of the Soviet period about 30% of inventions were implemented
in practice, in the early 1990s this ratio fell to 7-8%, and since 1997 it has been
below 2%.
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and mostly outdated capital stock.? Consequently, with a few exceptions,
science-based innovation remains margina in private firms and occurs
largely as the by-product of the painful restructuring of the public sector
(spin-offs from public research institutes or research-intensive state-owned
enterprises, as part of their restructuring or liquidation process). All in al,
this explains why the vast mgjority of innovative firms are not trying to
enter foreign markets and thus fail to experience the full stimulus of
competition for ingenuity and quality, although there are aready bright
exceptions, as in the software industry (Box 2.1).

Box 2.1. Software: a booming export-oriented knowledge-based industry

Russia is experiencing very rapid growth in software design and development, and related research.
This “Russian software development revolution” is comparable to those in India and Israel. The main
products are: general-purpose software packages, software packages customized for companies’ needs,
integrated systems, and information security. Offshore programming plays an important role. The
market is dominated by small and medium-sized companies which occupy small market niches, so they
do not compete with each other, but with foreign software developers both in the domestic and
international markets. The most successful ones are small companies with flexible organisational
structures founded on the basis of major universities and research ingtitutions and inheriting their major
competitive advantages, as well as R&D centres established in Russia by international ICT corpor-
ations (see Box 2.2).

Figure 2.1. Dynamics of Russian software exports
Millions of USD
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Source: Market Visio/EDC, November 2000; Fort Ross, July 2004.

2. The mgjor share of expenditures on innovation by the Russian enterprisesis spent for
the acquisition of machinery and other investment goods, including imports of often
rather obsolete equipment. In 2002, R&D represented only 13.6% of these inno-
vation expenditures.
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Box 2.1. Software: a booming export-oriented knowledge-based industry (continued)

Figure 2.2. Main offshore programming centres in Russia
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Severe inefficiencies within the Russian innovation system (Annex 1,
Figure A1.2) explain such disappointing performances. This system com-
prises solid building blocks and islands of promising developments but,
overal, it is not fully functional due to structural imbalances, deficient
incentives and adverse framework conditions.

Structural imbalances and weak linkages between actors

After acollapse in the initial stage of the economic transformation, total
R&D expenditures of Russia have grown steadily, with an acceleration since
2001 but, as a percentage of GDP, they remain far below those of the
majority of OECD countries (Figure 2.3). The bulk of R&D is still carried
out within a very large number of public organisations and financed through
the government budget (Table 2.2). The ingtitutional complexity of the
Russian research system - in terms of legal status, ownership, and funding
mechanisms - makes it very difficult to draw a precise quantified picture.
The totality of scientific research but also the bulk of industrial research is
performed by the public sector in different types of organisations (see Table
2.2): research ingtitutes of the six Academies — especially the Russian
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Academy of Sciences (RAS), university laboratories, design bureaus, the
research branch of state-owned industrial firms, etc. The dominance of state-
owned organisations in the performance of R&D isillustrated in Figure 2.4
(seealso Annex 1, Table A1.2) 2

Figure 2.3. Evolution of total expenditures on R&D
Percentage of GDP
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3. The fact that OECD internationaly harmonised statistics indicate a relatively high
share of R&D performed by the business sector may in fact reflect a statistica
illusion. Private enterprises actually account for arather low share of business R&D,
the bulk still being carried out in public or partly public industrial research institutes
or design bureaus. See D. Makin, “R&D trends in Russia: Decline of the S&T
System?” Economic Trends, Helsinki (2001).
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Table 2.1. R&D in Russia

2001 2002 2003
Total expenditure on R&D, USD million in current prices 3607 4306 5641
As % of GDP 1.16 1.24 1.30
Government budget expenditure on R&D, USD million 2029 2470 3267
As % of GDP 0.66 0.71 0.75
Total number of researchers 422176 414 676 409 300
As % of total labour force 0.6 0.6 0.6
o Of which highly qualified researchers* 104 414 102 346 102 451
o As % of total number of researchers 24.8 24.6 25.1

* Candidates and doctorsin science.
Source: Goskomstat.

Table 2.2. R&D by funding source and by performer

Percentage
1995 1998 2002
GERD by funding source
Government budget 61.5 53.5 57.4
Non-budget public funds and industry* 33.6 34.9 33.6
Other national sources 0.3 1.2 1.0
Foreign 4.6 10.3 8.0
GERD by performer

Government institutes™ 26.1 25.8 245
Other public institutes and industry* 68.5 69.0 69.9
Higher education 5.4 5.2 54
Non-profit organisations 0.0 0.1 0.2

* All organisations whose major function is manufacturing, including those that belong to the state;
private non-profit organisations that serve industrial enterprises: former branch R&D institutes, design
bureaus, experimental stations, development organisations.

** Mainly the research ingtitutes of the Academies.

Source: Comparative Study of National R&D Policy and R&D Data Systems in the United States and
Russia, AAASINSF, 2001; Science in Russia at a Glance: 2003, Statistical Y earbook, 2003.

FOSTERING PUBLIC-PRIVATE PARTNERSHIP FOR INNOVATION IN RUSSIA —922005041P1/ISBN 92-64-00965-5 - ©OECD 2005



34 - THE RUSSIAN INNOVATION SYSTEM: MAIN FEATURES, STRENGTHS AND WEAKNESSES

Table 2.3. Number and types of organisations conducting R&D in Russia

1992 1995 1998 1999 2000 2001 2002

R&D organisations -- Total 4555 4059 4019 4089 4099 4073 3906
From which:
Research institutes 2077 2284 2549 2603 2686 2676 2630

from which academic institutes 729 787 775 782 807 819 810
Higher education institutions 446 408 393 387 390 388 390
865 548 381 360 318 289 257
Development organisations 495 207 108 97 85 81 76
369 348 267 319 317 319 289
303 264 321 323 303 284 264

Design bureaus

Industrial enterprises

Others
Source: Science in Russia, Statistical Yearbook, State Committee on Statistics of RF, 2001; Science in
Russia at a Glance: 2003, Statistical Y earbook, 2003.

Figure 2.4. Ownership of the Russian R&D sector
Percentage of the total value of fixed capital, 2002

Private

5% \
Mixed

13%

" State

82%

Source: Goskomstat.
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Among public organisations, higher education is a very minor actor in
R&D. In 2002, universities accounted only for 5.4% of federal funding for
R&D. This is alegacy of the Soviet system which has not been corrected,
despite the relatively good research performance of university-based
laboratories, compared to other research organisations, in terms of both
publications and contract research. Until very recently universities did not
even receive budgetary support for basic research. Only in 2003 did the
federal budget law open anew line to provide such support.

Overal, the Russian science base remains relatively strong, despite an
ageing body of researchers and stock of equipment, and brain drain which
was particularly severe in the second half of the 1990s. Many world-class
poles of excellence in basic research have been preserved. However, despite
some downsizing and restructuring over the last decade, the public R&D
system remains highly fragmented, with the ensuing risk of “duplication
without synergies’, heterogeneous (in terms of quality and type of research),
rather than diversified according to a sound division of labour, and over-
loaded with developmenta activities, as opposed to fundamental research or
ambitious R&D. In 2002, according to official statistics, developmental
activities, as opposed to basic and applied research, accounted for more than
two-thirds of total federal funding for R&D.

The Achilles' hed of the Russian innovation system is the weakness of
corporate R& D, despite some encouraging developments over the last two
to three years.* The efforts to transfer near-market research from public
organisations to business firms, to promote the creation of technology-based
firms, to encourage private investment in R&D, and to attract R&D-
intensive foreign investment have not been entirely successful. The reasons
are many® but the fact is that business enterprises contributed no more than
20% of total R&D expenditure in 2002.° In addition, although the empirical
evidence is weak, a reasonable guess is that the domestic business sector
(private firms as well as state-controlled manufacturing and service enter-
prises) is mainly involved in the development part of R&D and has a

4. Russian firms seem to show a growing interest in financing R&D and in the creation
of their own in-house research facilities. The most active are resource extracting
industries. Thus, R&D divisions were opened a TNK, Yukos, Lukail, Norilsk
Nickel, and Systema.

5. Innovation in industry, other than the adoption of best practices from abroad, appears
to be low and the capability to undertake it successfully seems not al that strong.
Profits, which in OECD countries generate much of the funding for innovation, are
aso probably low in many sectors.

6. In 2002, 5.6% of industrial enterprises had their own R&D division.
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stronger propensity than its Western counterparts to import R&D as
embodied in equipment. This has important implications for domestic
producers of such equipment, which find it hard to devise and finance a
survival strategy through technological upgrading and thus to sustain an
ambitious R&D agenda. They were too large, with deterrent liabilities, to
attract foreign investors. Apart from liquidation, their only perspective may
be to transform themselves into breeding places for new small enterprises
that try to match selected parts of their research and technological portfolio
with market opportunities (Box 2.4). This process of course entails the loss
of quite large portions of such portfolio, unless it is complemented by the
privatisation of those lines of business with market potential which are
beyond the capabilities of small new firms.

Foreign firms invest according to their globa export and outsourcing
strategies, considering the comparative advantage of Russia and risk/reward
ratios for different types of investment. So far, except in a few areas (e.g.
ICTs, and oil exploration, see Boxes 2.3 and 2.4), this has generally not led
them to establish R&D facilities in Russia or to be very active in creating
bridges between Russian science and markets. Foreign-owned firms are
probably in the classic MNE mode of using technology developed at home
to address the Russian market. Innovation is probably confined to near-
market development to adapt such technologies to the particular needs of
Russia. They are probably undertaking some more fundamental R&D in
areas where Russian science is particularly advanced, but this is mostly
cherry-picking with mainly foreign markets in mind.
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Box 2.2. Foreign investment in R&D - the case of ICTs

Severa leading foreign companies in the ICT business have opened research and development
(R&D) or dedicated development centres (DDC) in Russia. Russia is increasingly competing with
India for software outsourcing projects, though some kind of division of labour may also exist.
According to Steve Chase, head of the Russian Intel branch, “Give the urgent projects to the
Americans, big projects to the Indians, and the impossible ones to the Russians’. There are also
some signs that Russian ICT experts who emigrated to the United States and Israel are catalysing
the software businessin, and even moving their businesses to, Russia.

= Sun Microsystems has three teams of programmers in Moscow, Novosibirsk and St. Peters-
burg, totalling around 150 experts. In the summer of 2004, the company set up its Engineering
Centrein St. Petersburg, with atotal of around 150 devel opers.

= Motorola has the most experienced DDC in Russia so far. Motorola' s DDC was established in
St. Petersburg in 1995 and now employs up to 350 devel opers.

= Microsoft employs 150 people, mostly for sales and customer support. A programming team in
Moscow produces Microsoft programmesin Russian.

= Intel: The purchase by Intel of two Russian technology companies, Elbrus and UniPro, has
increased the number of Intel researchersin Russiafrom 900 to 1 550 engineers and staff.

= Huawe Technologies: China s largest maker of telecom equipment has opened an R&D centre
in Moscow.

= Cadence Design Systems: In 2004, the company opened an electronic design automation
(EDA) research and development centre in Moscow which will house more than 70
employees. It also will serve as centre for training, scientific endeavours and large-scale
educational programmes, as well aslocal customer support.

=  Metacommunications: This US software development company opened an R&D centre in
St. Petersburg in May 2004.

= Boeing: For severa years the company has employed a rather large group of devel opers based
in Luxoft, Moscow. Boeing employs atotal of 40 workersin Moscow.

= Dell Computers: A very similar job has recently been done for Dell by Luxoft.

= LG Electronics: The company set up a development centre in St. Petersburg in the 1990s, and
now employs up to 30 developersthere.

= Siemens set up an R&D team in St. Petersburg that concentrates on optical transmission.
Around 1000 people, mostly involved in sales, are employed at Siemens Russian head-
quartersin Moscow.

= Togethersoft was one of the first DDCs in Russia a the beginning of the 1990s. In 2003,
Borland acquired the whole team operating in St. Petersburg.

Source: TEKES.
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Box 2.3. The contribution of foreign investment to harnessing Russian scientific capabilities
to the benefit of the oil and gas industry:
The case of Schlumberger

Schlumberger is a leading company supplying technology, project management and information
solutions to the oil and gas industry. It employs over 50 000 people in 100 countries. Its revenue
in 2003 was around USD 10 billion. The company has been present in Russia since 1929, selling
products and services to Russian industry. In recent years it has taken new initiatives to involve
the Russian scientific community in its R&D activities, following a stage approach: visits to
universities and research institutes in 1998; granting research contracts in 1999; creating a first
research centre at Moscow State University in 2001; and, in subsequent years, creating a
technology hub a Gubkin O& G University and an engineering centre at Akadengorodok. This
very active outsourcing strategy has aready given birth to 40 collaborative projects that engage
280 scientistsin areas of Russian strength, such as mathematics, numerical modelling techniques/
simulation, geoscience, physics, reservoir engineering, experimentation of alternative techniques
in the ailfield. In addition, Schlumberger contributes to the education of a new generation of
scientists and engineers through various agreements (scholarships, PhD and post-doctoral grants)
with top universities.

Box 2.4. Restructuring research-intensive large state-owned firms:
The case of Svetlana

Svetlana, which was the leading producer of semi-conductors in the Soviet era, exemplifies the
problem. Its Russian customers from the previous era now appear to be buying the bulk of their
electronic components from abroad. It has an impressive portfolio of technological capabilities
but ones which only lent themselves to exploitation in niche markets, by spinning out medium-
sized firms, or via small spin-off companies. Many other large Russian science-based and
engineering-based companies are probably in a similar situation as their customers replace
Russian made goods with foreign ones. Companies whose customers are mainly in the
government sector would appear to be doing better.

The number of small innovative enterprises is not large, considering
the size of the Russian economy, and that of small R& D-performing SMEs
is of course even much smaller. The framework conditions — tax, capital and
financia markets, administrative barriers — inhibit the emergence of a
vibrant SME sector. However a certain evolution in factors that small
enterprises identify as hampering their innovative activity is noticeable
(Table 2.4) and should inspire new policy initiatives.
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Table 2.4. Factors hampering SMEs’ innovative activity

Surveys of 1999 and 2000 Survey of 2003
Lack of financial resources (70% of surveyed) Underdeveloped infrastructure in the area of
technology commercialisation (46%)
Economic instability in the country (25%) Incomplete and misleading legislation (22%)
Lack of modern equipment (20%) Lack of financial resources (16%)

Source: Foundation for Assistance to Small Innovative Enterprises.

The conseguences of the excessive fragmentation of a large part of the
innovation system (public research organisations) and of the atrophy of
some of its other components (university-based research and business R& D)
are aggravated by the lack of linkages among the actors:

e Multiple steering and non-coordinated funding mechanisms, together
with awide geographical spread (Tables A1.2 and A1.3in Annex 1), do
not facilitate synergies among the large number of public research
organisations themsel ves.

e Public research and higher education institutions are quite separate
worlds. One reason is the underdevelopment of university-based
research, as pointed out above. But there are also barriers which limit
co-operation on “training for research” and “training by research”
issues.’

o Inter-firm diffusion of knowledge and innovation through networking or
markets for technologies is very insufficient, compared to the situation
in OECD countries (Box A1.1in Annex 1). In the Soviet era, the central
planning system inhibited networking between firms, particularly
between customers and suppliers, and made it unnecessary for industrial
firms to develop modern marketing capabilities. This now adds to their
difficulty in competing in international markets and makes them weak in
a business capability crucia for successful innovation. Whereas the
diffusion process seems to have improved rapidly for soft innovation
(modern production processes, business cultures and models, design,

7. The government is aware of the need to improve the situation. In 1996, a programme
entitled “The State Support of the Integration of Higher Education and Fundamental
Science for 1997-2000" was initiated by the Ministry of Education and the Russian
Academy of Sciences. In 2000, the programme, renamed “ I ntegration of Science and
Higher Education in Russia’, was prolonged to the year 2006 and extended to cover
university-industry relations.
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marketing and branding introduced first by foreign companies and
subsequently adopted and disseminated by Russian ones) in some
sectors,® many bottlenecks obstruct the diffusion the domestically grown
technological innovation.

o Weak industry-science relationships (ISRs) are preventing Russia from
making the best use of its considerable human and knowledge capital.
Islands of science-based innovation are not only small but rather
isolated from each other and from potentia end users which could
transform their results into wealth by expanding existing markets or
creating new ones. ISRs appear to be sporadic, reflecting the lack of
absorptive capacity in industry but also the inexperience of the research
sector regarding the transfer of technology and knowledge and the lack
of appropriate institutional frameworks.

Deficient incentives and lack of intermediation

Some of the basic incentives that in OECD countries ensure a minimal
degree of coherence between the individual actions of the main players in
the innovation system are not properly in placein Russia

o [Inefficient funding mechanisms. Such mechanisms play a key role in
ensuring the quality of research, in securing critical mass throughout the
research system, in avoiding unwarranted drifts in the research agenda
of individual research ingtitutes (e.g. too near-market development work
to the detriment of more ambitious R&D), and in promoting co-
operation among them. In Russia, the funding of public research organi-
sations is not provided as part of a systematic policy. The state funding
of R&D results from a combination of budgetary channels and pro-
grammes whose objectives and priorities are set independently. As a
result, the individual research institutes operate opportunistically in
seeking funding via contracts from the private industry, from state
enterprises and the rest of the public sector or from innovation support
programmes. Many organisations (and to some extent, individuals

8. Foreign investment is primarily oriented towards raw materia-extracting and
processing industry (e.g. oil, forestry). However, it dso plays a key role in some
other sectors, e.g. ICTs and food and beverages, in introducing best production and
marketing practices. But there are now private Russian firms which are capable of
spreading them across sectors. The OECD mission interviewed one of these firms,
Russian Standard. Not only was it successful in introducing process and organi-
sational innovation in the beverage industry, but it is now contributing to innovation
in the banking and insurance sectors.
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within organisations) have tended to develop their own “loca inno-
vation systems” which cannot not add up to a coherent macro system.

o Uncertainties regarding the ownership of tangible and intangible assets
(e.g. IPRs). Such uncertainties complicate collaboration of research
ingtitutes with private firms, inhibit technology transfer, impair the
development of spin-off companies into independent and growing busi-
nesses, create conflicts of interest for institutes themselves, and may
even give rise to conflicting goals between individua researchers and
their organisations. Intellectual property rights alocation is currently
one of the most discussed problems in Russian science and technology
policy. The discussions centre around regulations of intellectual
property (IP) created with budget expenditures. There is still no
transparent legal basis for dlocation of such IP. At present, there are
important contradictions between the Patent Law and legidation on
public procurement. A draft new law that would resolve these contra-
dictions by transferring 1P ownership to research institutions has been
approved by the Council of Ministers but has not yet been officialy
enacted. The use and disposal of tangible assets theoretically owned by
the state is poorly regulated in practice, since it is difficult to exercise
control over the more than 10 000 currently existing state-owned enter-
prises (the so-called “unitary enterprises’).

Box 2.5. A meeting place for innovators:
The Innovation-Technology Centre (ITC) of the University of St. Petersburg

The innovation-technology centre (ITC) of the St. Petersburg University of Information
Technologies, Mechanics and Optics has been established with the support of regiona
authorities, federal programmes and industry. It is hosted on the premises of the Vavilov
Research Ingtitute for Optics, whose director is also General Manager of the ITC. In addition to
being an incubator of new science-based firms, it provides a meeting place where individual
firms, venture capitalists, business associations (e.g. Fort Ross consortium in the area of
software), public research and teaching institutions (both scientific and engineering departments
and business schools), as well as regional policy makers can co-ordinate their actions to their
mutual benefit.
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Box 2.6. Technology parks and innovation technology centres (ITCs):
A mixed experience

Technological parks were among the first elements of new the innovative infrastructure in Russia
They emerged in the late 1980s. Currently 78 technology parks are active, mostly as extensions of
universities. However, only 30 of them passed the accreditation in 2000.

In general, they unite small innovating enterprises and provide them first with office space at arate
below the market price for a limited time and, secondly, arrange consulting services for them such
as auditing, business plan drafting, access to telecommunications, and assistance in fundraising.
They were supported mainly by the former Ministry of Education (the larger share) and the
Foundation for Assistance to Small Innovative Enterprises (FASIE) with, sometimes, a contri-
bution by local authorities, but very rarely by industrial enterprises.

The concept of technology parks was modelled on Western experience but its adaptation to Russian
conditions was not very successful because it was done at a time when market mechanisms were
not yet in place. Therefore, in 1997, a new attempt was undertaken by the Russian government,
aimed to create more effectively functioning infrastructure. These were ITCs.

ITCs represent conglomerates of small innovating enterprises which are located in compact
territory. Most of participating firms are involved in the manufacturing stage and only a small
number are pure R& D organisations. Some I TCs were created on the basis of technology parks and
al of them provide similar services.

Today there are 52 such Centres in different regions of Russia which host more than 1000 SMEs.
Some ITCs were established based exclusively on federal support while others benefited from
combined federal and regional sponsoring. This is a very modest infrastructure if one takes into
account the size of the Russian economy.

The evaluation of 1TCs conducted in 2001 revealed that for small enterprises the most attractive
features in ITCs are: privileged renting conditions, possibility to take part in investment
programmes, and geographical location. As much less important were ranked such resources as
training programmes, consulting services, and exchange of experience with the other on-site small
enterprises. This may be partly explained by the fact that currently, professional consulting and
training services are affordable outside I TCs, sometimes at lower prices.
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o Market-based technological services as well as non-profit intermediary
ingtitutions which connect suppliers and users of knowledge are
insufficiently developed. These are essential components of a well-
functioning infrastructure for knowledge transmission and for sharing
among actors of innovation processes. In Russia, inadequate legislation
of IPRs limits the scope of market transactions of codified knowledge
(patents and licensing).? Also, correcting misinformation regarding who
has and who needs specific technological capabilities or know-how
makes the living of a myriad of private consultants working for single
clients, but incorrect information is not sufficiently corrected through
co-operative action by business associations, multi-purpose innovation
centres created at the initiative of local actors (Box 2.5), specialised
government-sponsored non-profit organisations, or by public funding
agencies as a by-product of their main activity. Support programme
experience isthisfield is rather mixed (Box 2.6).

Adverse framework conditions

An innovation system evolves and is the product of nationa history,
culture, norms, laws and values, resource endowments, patterns of pro-
duction, etc. The forces which drive the evolution of the system are
complex. However, public sector institutions such as universities, public
sector research organisations, schools, regulatory bodies, public purchasers,
monetary authorities, laws, the fiscal system, etc., all play key roles, whether
positive or negative, in determining innovation. The government has a vital
role in ensuring that policies towards these ingtitutions are innovation-
friendly and that they reinforce rather than counteract each other.

Innovators in Russia do not enjoy fully supportive business, financial,
regulatory and policy environments. They are handicapped by the competi-
tion for financial and human resources, and the expansion of the markets for
their products and services is constrained by severa factors. They suffer
from the malfunctioning of three basic mechanisms of an efficient dynamic
alocation of resources: corporate governance that ensures forward-looking
re-investment of earnings; afinancial system that is capable of managing the
risks of innovation-related investment; and an active government policy to
use part of the economic rents from exports of raw materials to finance

9. Six technology transfer centres (TTCs) have recently been created in six regions as
part of a pilot programme to promote commercialisation of R&D results using public
funds.
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investments in the knowledge infrastructure through an ambitious tech-
nology and innovation policy. The most important hindrances are:

e Excessive returns in low risk/non-innovative activities (due to, for
example, lack of competition or inadequate regulation), together with
legal uncertainties (e.g. regarding IPRs) that increase transaction costs
within the innovation system, reduce the incentives of cash-rich firms
and financial ingtitutionsto invest in innovation.

e The weakness of the banking system, and the small size of financia
markets, including an embryonic venture capital (Box 2.7).

e Lack of consistency of different policies regarding their impact on
innovation (e.g. trade policy,™ labour legislation, procurement policy,
tax policy, erc.).

e A grey area (which is still large) between the private and public sectors
where actors have alega status and governance structures which are not
the most appropriate to make them either efficient market players or
efficient components of the knowledge infrastructure.

e Lack of aclear government commitment and strategy to improve such
framework conditions, as part of an explicit and comprehensive tech-
nology and innovation policy. There is a striking contrast between
official statements regarding the need to initiate a new growth trgjectory
in order to double the GDP and rather patchy innovation policy
initiatives.

10. The structure of tariffs may impair the marketing of new products by young highly
innovative firms. For example, crystals grown through leading-edge science-based
processes (an important field of innovation where Russia could build a comparative
advantage) are considered as semi-precious stones and their export is taxed.
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Box 2.7. Venture capital in Russia

Venture capital markets in Russia started to surface in the early 1990s, when large institutional
investors from abroad appeared in the country. Between 1994 and 1998, about USD 3 billion was
invested, of which only 3% came from Russian sources.

After the financial crisis of August 1998 some foreign investors left Russia, which led to shrinking
funding: between 1999 and 2004 investment went just slightly over USD 1 billion. At the same
time, venture funds operating in different Russian regions merged and consolidated their activities.
Only the strongest among managing companies stayed on the market, such as Quadriga Capital
from Germany, Eagle from Holland and the Scandinavian company Norum.

The downturn in foreign capital activities was partially compensated by growing interest among
Russian investors — between 1999 and 2004, Russian sources accounted for 26% of all invested
funds. The most active players among Russian investors are industrial companies and banks. The
government’s role in the past years has been limited to establishing the Venture Innovation
Foundation — “a funds of funds’ — through which the state intends to participate in establishing
new commercial venture funds that invest in innovation in different fields. The share of the
Venture Innovation Foundation in each newly created commercia fund shall not exceed 10%.
Only one commercial venture fund, operating in the airspace and defence sector,s has been
established so far.

Up to 1998 the largest investments were made in communications, packaging, breweries and the
food industry. Investment in high-tech industries was very margina during this period. The
situation has changed since then, and between 1999 and 2004 investment in high-tech reached
about 20% of al invested funds. The breakdown of venture investment per business phase
indicates that investment in expansion of aready established companies clearly prevails today.
The high risk component of investment in Russia remains extremely small.

An important player on the Russian venture capital market is the Russian Private Equity and
Venture Capital Association. The Association was established in 1997 at the initiative of regional
(Russian) venture foundations of the European Bank for Reconstruction and Development.
Members are investment companies and other organisations operating on the Russian venture
capital market: Delta Capital, Agribusiness, Quadriga Capital, Norum, etc.

According to the Russian Private Equity and Venture Capital Association, the northwest is one of
the most lucrative regions in Russia as far as venture investment is concerned. But overall the
average yield throughout the entire Russian venture market is only 11% per annum today.
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Opportunities

The fact that under such conditions R&D-intensive activities are
flourishing in some sectors, notably information technologies and telecom-
munications (ICTs), and that technological upgrading and organisational
innovation has been very successful in others, e.g. some segments of the
food and chemical industries, is an indication that Russia has the necessary
capabilities, e.g. in terms of entrepreneurial spirit and highly skilled labour,
to position itself favourably in global innovation networks once certain key
reguirements are met.

So far, real successes have occurred in relatively new industries that
have emerged in the last decade and were therefore less dependent on the
legacy of the Soviet period, or in sectors where a booming domestic demand
soon attracted foreign direct investors or facilitated foreign technology
transfers. In addition, sizeable high-tech clusters have been nurtured in large
cities, especially Moscow and St. Petersburg, where there is a sufficient
critical mass of universities and research institutions in addition to fairly
good infrastructures, competition and opportunities to co-operate, industrial
clients, and an attractive residential environment.

Such conditions cannot be replicated elsewhere but there are many
locations and sectors where the basic ingredients for a dynamic clustering
process await only some complementary resources and catalytic measures
(see Box 2.8). For example, in the so-called science towns, an injection of
business management skills would allow to extract more economic value
from existing assets: strong research institutes, well-equipped laboratories
and test factories, scientific traditions, and international connections.
Scientific capabilities developed during the Soviet Union to serve the
defence industrial complex, space industry and aviation could provide the
basis for new innovative clusters if entrepreneurial ventures can develop
relevant product innovations and efficient manufacturing for civil markets.
The demand of the raw material-based industries might give birth to more
knowledge-intensive services. The forthcoming pick-up in investment will
provide opportunities for innovators in machinery and equipment.
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a

Main geographical locations

Box 2.8. Emerging and latent innovative clusters in Russia

Moscow and St. Petersburg are the most important locations in the clustering process. In
these cities many potential clusters are developing, which cover nearly dl the industries
and technologies in which Russiais somehow competitive. They include optics, nanotech-
nologies, nuclear technologies, energy technologies, shipbuilding, laser technologies,
biotechnologies (primarily in pharmaceutics), information technologies (math modelling,
speech recognition and production systems, as well as those for text and image,
information security, etc.), development of new materials (in particular, specia aloys and
polymers), space technologies, technologies of persona safety, a whole range of
speciaized technologies in the field of prospecting and extraction of mineral wealth, and
of course military technologies.

Many other large cities represent the “home base” for one or several industry technologies:
for example Ekaterinburg (metallurgy), Nizhni Novgorod (car industry, shipbuilding),
Perm (petrochemistry), Samara (space technologies and car industry), Voronezh (aviation
technologies), etc.

Severd science towns (Smal towns with high concentration of R&D activity in certain
fields) are very important generators of knowledge and could become a center of science-
intensive clusters.

= Nuclear technologies: Dubna, Obninsk, Protvino, Sosnovy Bor, etc.
= Biotechnologies: Krasnoobsk, Obolensk, Puschino, Koltsovo.

= Space and rocket technologies: Korolev, Himki, Reutov, Ubileini, Krasnoznamensk,
Zvezdni, etc.

= Aviation: Zhukovski, Lytkarino.

= Radio-electronics and micro-electronics: Frjazino, Zelenograd.

= Defence industries: Krasnoarmeisk, Klimovsk, and many others.

= Fundamental science: Chernogolovka, Troitsk, Novosibirsk RAS Centre.

10 closed towns specidized in military-related research and production should be
mentioned separately. They in fact represent “strong and very cohesive clusters’ but work
under public procurement only.

=  Sarov = Ozerk

= Snezhinsk = Lesnoy

= Zarechni = Zelenogorsk
= Zheleznogorsk = Trehgorni

= Novourask = Seversk
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Sectoral clusters in specific locations

Box 2.8. Emerging and latent innovative clusters in Russia (continued)

St. Petersburg optics and optoelectronics cluster (ITMO, LOMO, State Optical Institute).

St. Petersburg power engineering cluster (“Power Machines’, State Technical Univer-
sity, Polzunov CKTI, etc.).

St. Petersburg shipbuilding cluster (Admiralteiskie Shipyards, Baltijski Zavod,
Severnays Shipyard, Krylov CNIl, CKB Rubin, NPO Almaz, efc.)

St. Petersburg IT cluster (technical universities and many specialized small and medium-
sized companies).

Moscow space technology cluster (Moscow Aviation Institute, Moscow State Technical
University named after Bauman, Institute for Space Research, Tracking Headquarters,
Energia corporation, Design Bureau Himmash).

Moscow radio-electronics cluster (Moscow Ingtitute for Electronics, Radio Technology
and Automatics, Moscow State Technical University named after Bauman, Technical
University for Communications and Informatics).

Ekaterinburg metallurgy and metal working cluster (Uralmash, Urals Polytechnical Insti-
tute).

Tatarstan oil processing cluster (KazanOrgsintez, Nizhnekamskneftehim, Nizhnekamsk-
shina, Tatneft, Kazan State University).

Zelenograd electronics cluster (Zelenograd Science and Technology Park, Moscow State
Institute for Electronics, AFK Systema).

Dubna nuclear studies and instrumentation cluster (Institute for Nuclear Studies, Dubna
Machine Building Plant, Instrumentation Plant Tensor, NIl Atoll).

Koltsovo biotech cluster (Centre for Biotechnologies Vector, Novosibirsk State
University).

New science-based firms are important players in most high-tech

industries. There are around 30 000 small companies involved in some form
of R&D in Russia. This may seem a high figure, but to put it in perspective,
it represents no more than about eight times the number of public research
organisations. There is thus a need and large room for the creation of new
ones. Spin-offs from public research organisations should play a key role
here. They are efficient channels to commercialise results from public
research, contribute to change the mindsets in research organisations, attract
people with business skills in the vicinity of knowledge ingtitutions, and can
help trigger a clustering process around them. However, alone they cannot
transform a science city or a dying state-owned enterprise into a vibrant
innovative cluster (Box 2.9) unless some of them can grow rapidly to
become medium-sized firms and/or partner with large firms that have com-
plementary assets in manufacturing and marketing. There are two hurdles to
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be overcome. Oneis at the creation and incubation stage. The only sizeable,
but till small, source of seed and start-up financing is the Foundation for
Assistance to Small Innovative Enterprises. Another hurdle is at the
initiation of the growth phase. The disappointing experience of venture
capital funds demonstrates that such a hurdle is very high in Russia (Box
2.7). The Russian venture market for high-tech investment is in its infancy.
The infrastructure of venture financing is not sufficiently developed: it lacks
efficient managing companies, specialists in technological rating and legal
frameworks to guide transactions, etc. The small scale of Russian innovation
projects has so far not attracted large Russian investors. The government has
taken only initial steps towards stimulating venture funding of technology,
but has not yet formulated any clear development priorities.

Box 2.9. Spin-offs from public research: Lessons from case studies

The OECD mission visited two sites where the two main Russian public research spin-off
models were implemented: spin-offs from Institutes of the Academy of Sciences (in the science
town of Chernogolovka), and spin-offs from a former large high-tech state-owned enterprise
(Svetlana in St. Petersburg, which used to be the largest electronics company in the country).
They are both active in the creation of new technology-based firms (NTBFs) and are acting as
‘incubators’ for such companies. They can aso transform themselves into an innovation centre
(e.g. the Innovation-Technology Centre of the St. Petersburg Regional Foundation for Scientific
and Technological Development, hosted on the Svetlana premises) that can attract new firms
based on outside knowledge. Svetlana can indeed be regarded as a holding company of new
businesses. One key enabling factor is the possession of unused land, buildings and equipment
as aresult of the substantial decline in funding and, in the case of Svetlana, the loss of customers
following the end of the Soviet era.

Spin-off business have a number of advantages:

e  Premises provided at cheap rents.
e Freeuseof ingtitute facilities.
e  Dua employment of business founder.
e  Accessto know-how and research results.
e  Public sector R&D contracts (including engineering and software devel opment).
Typical outputs of spin-off businesses include:
Novel materials, many of which are for research use.
Specialised engineering components and products.
Small-scale production of devices.

Software development and customisation of software licensed from abroad for
Russian customers.

In other words, this is a collection of small-scale businesses selling in niches or highly
specialised markets. In some cases licenses are granted to foreign companies. Production is on
laboratory or small workshop scale. Some of the businesses appear to have good technological
contacts with overseas companies.
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Box 2.9. Spin-offs from public research: Lessons from case studies
(continued)

Because of the advantages listed above, these businesses remain attached to the institutes which
spawn them. Institute directors in turn see them as a means of retaining staff on the premises,
increasing their remuneration and providing an excuse to retain land, premises and facilities
which would otherwise be wholly or partly redundant. Institute directors are often either share-
holders or non-executive directors.

An important reason why commercia exploitation of research results has taken this form is that
both the physical and intellectual property possessed by institutes (and state enterprises such as
Svetlana) belong to the Russian Federation and cannot be transferred to private enterprises.

These two models seem to have some limitations. First, institutes may not have adequate
incentives to transfer knowledge and technology to a wider group of new technology-based
firms, including those originating elsewhere. Acting as a holding company/incubator for
daughter companies creates conflicts of interest which may preclude this role. Means should be
found to separate the ingtitutes' scientific role from their incubator role without destroying the
valuable links from the former to the latter. Secondly, in the case of Svetlana, the very cheap
rents for expensive land and office spaces may create unfair competition with other sound
initiatives, may not represent the best economic use of these public assets and, furthermore, may
delay the necessary decisions regarding the privatisation or dismantling of the remaining
research and manufacturing activities of the state-owned company.

FOSTERING PUBLIC-PRIVATE PARTNERSHIP FOR INNOVATION IN RUSSIA —922005041P1/ISBN 92-64-00965-5 - ©OECD 2005



RUSSIAN INNOVATION POLICY: ACHIEVEMENTS AND SHORTCOMINGS - 53

Chapter 3

RUSSIAN INNOVATION POLICY:
ACHIEVEMENTS AND SHORTCOMINGS

An unclear overall strategy

The experience of OECD countries demonstrates that: /) government
has a vita role in promoting an innovation-led growth since innovation
processes are affected by endemic market and systemic failures which need
to be corrected; and 2) government promotion of innovation requires the
contribution of different policies according to a coherent overall strategy.
The Russian government has the additional task of completing or consoli-
dating the ingtitutional frameworks, including legal, regulatory and incentive
frameworks, which underpin the innovation systems of mature market eco-
nomies.

The Russian government has ambitious economic development goals
and is well aware of the need to enhance innovation capabilities in order to
fulfil them. However, it does not yet have a clear overall strategy or all the
necessary policy toolsin order to boost innovation." It has so far employed a
variety of different instruments in pursuing its technology and innovation
policy. Such experimentation is entirely appropriate, particularly as the
design and implementation of innovation policy is, in comparison with most
OECD countries, at an early stage. However, there needs to be a framework
for monitoring and learning from policy actions. Russia should develop its
own systematic approach to the ex ante appraisal, with concurrent moni-

1. The Russian government has repeatedly stated in recent years that it pursues the
development of a national innovation system. The document of the most general
nature that outlines a strategy in this respect is entitles “ The Foundations of Policy
of the Russian Federation in the Field of Development of Science and Technology
for the Period up to 2010 and More Remote Prospects’. This document, which was
endorsed by President Putin in March 2002, sets out guidelines for accelerating the
transition from raw material-based development to an innovation-based model of
growth. It is more in the nature of a declaration, without the necessary focus on the
most urgent and manageable problems, and leaves unanswered the crucia question
of the elaboration of appropriate tools to achieve the proclaimed goals.
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toring and ex post evaluation of al innovation policy instruments and
schemes in order to continuously check and improve the basic framework
conditions for innovation when necessary.

Boosting innovation is a continuous and unending process, which in
most countries often only requires fine tuning and improved co-ordination of
policies in areas such as such as science and technology, macro-economic
management, education, competition, corporate governance, labour markets,
energy, banking and financial markets, IPRs, etc. In Russia, the challenge is
greater since its transformation into a full-fledged market economy is still
underway. It would be beyond the scope of this report to discussin detail al
aspects of this transformation that are important from an innovation
perspective. However, certain areas should receive priority attention.

The mechanisms for inter-ministerial co-ordination on innovation issues
are presently inadequate. The newly established Council on Competitiveness
and Entrepreneurship may help improve such co-ordination, provided that it
is entrusted with a truly substantive agenda. This includes arole in defining
a clearer nationa technology and innovation policy strategy, streamlining
and co-ordinating government support to R&D that involves several
ministries, and ensuring that broad reformsin other fields are consistent with
the national innovation strategy.” More effective inter-ministerial co-
ordination would be necessary, inter alia, in order to:

e Remove specific regulatory impediments to innovation. For example,
one example that requires serious consideration is the regulation of
domestic energy prices which ill artificially increases comparative
advantages enjoyed by energy-intensive export sectors to the detriment
of knowledge-based activities, and reduces incentives for energy-saving
innovations. Another example involves the possible inconsistencies
between technological and environment policies. Some state-supported
R&D may only have a dlight chance to be commercialised due to the

2. These include competition policies to increase innovation-driving rivalry but also
facilitate collaborative research; education and training policies to develop the
necessary human capital; regulatory reform policies to lessen administrative burdens
and institutional rigidities; financial and fiscal policies to ease the flow of capital to
small innovative firms; labour market policies to increase the mobility of personnel
and strengthen tacit knowledge flows, communications policies to maximise the
dissemination of information and enable the growth of electronic networks; foreign
investment and trade policies to strengthen technology diffusion; and regiona
policies to improve complementarity between different levels of government
initiatives.
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state of legislation (and enforcement) in the area of environmental
protection.®

o Define a pro-innovation procurement policy. Despite some recent im-
provements in the system of state R& D contracts, there are neither clear,
agreed principles nor an articulated strategy concerning the role of the
public sector as lead user of innovation through procurement policy.

e Rectify the policy implementation gap in areas where the government
knows perfectly what should be done and has the willingness to do it,
but faces obstacles in the legidative or budgetary process or, later on, at
the implementation stage. In particular, the draft new law on IPRs
derived from publicly funded research, which transfers ownership to the
research institutions, is a good initiative which follows international best
practices but has not yet been officially enacted.

The specific contribution of science and technology policy is central in
any innovation strategy. The main objectives, in broad terms, have no reason
to be different in Russia than in OECD countries, namely: to support basic
and long-term research while ensuring that it is responsive to the evolving
needs of the economy and society; to correct market failures which lead
business firms to under-invest in R&D and innovation; to provide the
infrastructures needed for the diffusion of knowledge and technologies
throughout the economy; to promote co-operation among all actors to fill
gaps in research capabilities; and to foster innovation in areas of strategic
interest. But the prioritisation and nature of specific actions to achieve these
objectives need to reflect specific Russian conditions.

A first observation is the government does not seem to have full
knowledge of such conditions, which would require more indicators and
information (e.g. on privately financed and performed R&D, spin-offs,
licensing, human resource mobility) in order to adhere to a more evidence-
based approach to policy making. Second, and more importantly, science
and technology policy in Russia is insufficiently oriented towards inno-
vation, because palitical energy, budgets, administrative means and lobby-
ing efforts by vested interests are spent primarily in two other directions. the
administration and funding of the science system, and the procurement of
R&D and technologies by the administration and a very large state-owned
industrial sector. Probably less than 10% of the total federal budget for R&D
is available for supporting science-based technological innovation (see
Figure 3.1 and Table 3.1). Whereas innovation is now recognised as a vital

3. Thishasled to criticism about the relevance of some Megaprojects supported by the
Ministry of Education and Science.
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issue from a policy perspective, it remains an “orphan subject” from an
institutional point of view. This problem exists to some degree in al OECD
countries, but it is more acute in Russia, for three reasons: the legacy of the
science-technology-industry model of the Soviet period, the dual steering of
the science system (Ministries’Russian Academies), and the limited size and
influence of the R& D-intensive private sector.

Fostering industry-science relationships: a priority task

In al OECD countries ISRs are becoming increasingly important (see
Box 3.1). Science contributes more regularly and more directly to industrial
innovation today than in the past. The changing nature of scientific research
makes earlier distinctions between basic and applied research less clear and
less policy-relevant. An effective interface between innovation and science
systems is therefore more necessary than ever to reap broad economic and
social benefits from public and private investments in research and to ensure
the vitality and quality of the science system itself.

In Russia, there are additional reasons to attach the highest priority to
the improvement of 1SRs since this would trigger other desirable changesin
the research and productive systems, such as increased propensity of firms
to invest in R&D, competitive selection of high quality fundamental
research with economic relevance, concentration of resources in selected
fields of strategic importance for the economy and society, and
consolidation of the public R&D system through improved collaboration
between institutes with complementary capabilities.

In fact, promoting ISRs is a focused but also integrative policy agenda
which can help federate amost all other objectives of science, technology
and innovation policy (Figure 3.2). There are many channels of ISRs
(informal contacts, spin-offs, mobility of researchers, collaborative research,
licensing, contact research) and several ways for government to strengthen
each of them. Russia has not yet devised its own overall coherent strategy to
increase the intensity and quality of ISRs by combining different policy
tools: regulatory reform, ingtitutional building, public-private partnership
programmes and financial incentives.
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Figure 3.1. Sources of R&D financing in 2002
Percentage of total (USD 5 750 million)
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Table 3.1. Federal budget for “Basic Research and Scientific and Technological Progress”
2002, USD millions

Total 956
Ministries and agencies 294
Academies of Sciences 411
Goal-oriented budgetary foundations 78
Russian Foundation for Basic Research 55
Russian Foundation for Humanities 9
Foundation for Assistance to Small Innovative Enterprises 14
Priority directions for science and technology development 173
Financing R&D of federal goal-oriented programmes 84
International projects and programmes, support to international 18
scientific and technological cooperation
Creation of communication networks and databases for basic science and 6
education
Others 65

Source: Goskomstat.
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Box 3.1. Intensity and quality of industry-science relationships (ISRs):
Key determinants of the efficiency of national innovation systems

The science base of a country includes universities, research institutes and departments, other
public sector research organisations (PROs) and private firms and independent foundations which
undertake contract research or provide high-level scientific and technological advice and
consultancy. More broadly, it may be useful to also include teaching departments particularly
where these are closely integrated with research functions. The term ‘science’ mainly refers to
natural and engineering sciences, but social science has aroleto play aswell.

Industry should be taken to include not just manufacturing, energy and construction but also
services, agriculture, trading organisations and utilities in the public sector as well as government
departments, i.e. business both public and private. Most of these organisations are private com-
mercia firms but the proportion will vary according to where the division between the public and
private sectorsis drawn in the country concerned.

The science base generates a number of important benefits for business:
e Highly qualified people including trained researchers.

e  Research results which form the basis for research-based (as opposed to engineering-
based) technologies used in business.

e Anaytical methods and approaches which can be used to solve a wide range of techno-
logica and business problems.

e  Test and measurement methods and prototype equipment.
e A stock of scientific and technological expertise which business can access.
e A source of new spin-off companies.
These benefits can flow through a variety of means:
e Informal networks frequently based on personal contacts.

e Forma networks provided by professional associations, committees whose member-
shipsinclude both scientists and businessmen, etc.

e  Mohility of qualified scientists and engineers.

e Publicationinjournals, research reports, conferences, seminars, etc.

e  Research and consultancy contracts placed by business with the science base.
e  Joint research and other forms of partnership.

These forms of contact vary from informal relationships with relatively little commitment on
either side to forma partnerships supported by legaly enforced contracts or agreements.
Evaluations suggest that trust based on previous experience of working with a partner or partners
isimportant in ensuring the effectiveness of I1SRs, and that effective partnerships between univer-
sitiesPROs and business firms usually develop organicaly. Trust plus shared objectives and
interests provide a better basis for ISRs than formal legal agreements. The development of regular
contacts and ongoing relationships is therefore important.
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Box 3.1. Intensity and quality of industry-science relationships (ISRs):
Key determinants of the efficiency of national innovation systems
(continued)

More broadly, the effectiveness of 1SRs depends on:

e Thequality, extent and relevance of the knowledge possessed by the science base, and
the incentives for individual scientists, research centres and universities to work with
business and the legal and administrative framework in which researchers operate.

e The extent, variety and strength of the various ways in which science and business
interact (see discussion earlier in this chapter).

e The ahility and willingness of business organisations to exploit the outputs of the
science base.

ISRs are becoming increasingly important for the following reasons:

e Science-based technologies such as electronics, pharmacology, biotechnology and
nanotechnology are becoming increasingly important and have moved to the forefront
of innovation.

e The rise of computer-aided design and computer-aided manufacture (CADCAM) has
resulted in a move away from craft-based technology to technology based on more
formal bodies of knowledge in many traditional engineering sectors.

e The horizonta spread of science-based technologies such as new materials, new
coatings and adhesives, advanced analytical and measurement methods, catalysts based
on nanoscience including to many traditional industrial sectors.

Individual products and processes are incorporating an increasing range of technologies, and even
the largest firms are having to source technological knowledge and research from outside.

The currently very low intensity of ISRs, their geographical rather than
sectoral or techno-scientific polarisation, and the disproportionate impor-
tance of informa channels suggest that, in addition to the improvement of
framework conditions,” resolute measures need to be taken simultaneously
on two frontsin order to:

e Make the actors more attractive and motivated partners (laying the
ground).

e  Promote their collaboration (public-private partnerships).

4.  An IPR regime which facilitates knowledge transfers, spin-offs and joint R&D;
regulatory reforms to improve the mobility of human resources; improved priority
setting in S& T policy, etc.
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Laying the ground

Many public research organisations are ill-prepared to enter into fruitful
relationships with the private sector. The situation has improved in recent
years and the government has taken measures that could accelerate the
required changes, but some are till ill-defined or immature while others
lack the scale to have a sizeable impact.

The restructuring of public research organisations (PROs) is till
lagging,® but new initiatives are in the pipeline. An inventory and assessment
of PROs belonging to the Russian Federation has been recently completed,
including strategic directions for the improvement of steering mechanisms,
privatisation of some PROs and liquidation of others. This new restructuring
plan, announced by the Ministry of Education and Science in September
2004, is far more ambitious than any earlier plan and could radically change
the face of the Russian R&D system: out of more than 2 000 organisations
engaged in research and development, only 400-700 should still be govern-
ment property by 2008. From these, 100-200 will be leading R&D institutes,
and 300-500 will provide science services. A question which arises is
whether such downsizing will be matched and facilitated by congruent
developments in the private industrial sector (e.g. rapid growth of in-house
R&D). Complementary measures to trigger such developments might be
needed, in the form of tax incentives or grant-based schemes to stimulate
business R& D and facilitate the transfer of human resources from the public
to the private sector.

To be an attractive partner, public research must have capabilities that
complement, and do not substitute industrial research. Refocusing Russian
PROs on fundamental long-term research and involving more real end users
in their financing is in this regard an absolute requirement. This will

5. There were severa attempts to reform the organisational structure of the
public research sector, but these were only partialy successful, largely
because several ministries, agencies and academies pursued unco-ordinated
policies. In fact, the number of R&D institutes increased by 30% between
1992 and 2002; the only drastic streamlining occurred in the field of applied
research and pure development (design bureaus, development organisations)
(see Table 2.3). For example, in 2003 the RAS closed 45 ingtitutes but an
amost equal number were opened, and some institutes were disintegrated
into several smaller legal entities. The former Ministry of Industry, Science
and Technology conducted an inventory of R&D organisations in 2002 and
developed a concept for reform but did put it into practice.
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hopefully be facilitated by the current restructuring of PROs (as discussed
above). However, this selection and consolidation process cannot be
achieved suddenly and should be encouraged on a continuous basis for quite
along period through improved funding mechanisms.

Figure 3.3. The financing sources of RAS institutes

' Private

50% to 80%

CRDF, INTAS, etc.
foreign companies

25%1040% | [ 10%1020% | | S%to15% | | aound5% | | 20%t050%
Foundation for Ministry of Science inistri
3 [ Basic Science J [ y E}:iucation J Other Ministries
0% 0% | 60% lo 75%

Source: Interview with academician Aldoshin.

Funding mechanisms should ensure that developmental activities are
further reduced (abandoned, taken over by the productive sector, and only
pursued in areas of strictly defined national interest), that applied research is
only pursued when there are clear public or private end users ready to co-
finance, and that basic and long-term research is supported subject to strict
conditions regarding quality, critical mass and links with education. Overall,
in atypical OECD country, this would entail greater use of project funding
(typically contracts and grants awarded through competition), as opposed to
institutional block grants.?

6. See Governance of Science Systems: Towards Better Practices, OECD, 2003.
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For Russia, the implications are more complex, as are the current
funding mechanisms themselves. It seems in fact that both institutional and
truly competitive funding are insufficiently developed compared to other
streams of project-based funding. The latter are multiple, including R&D
contracts with public and private organisations, targeted programmes of
different ministries, with not always transparent selection procedures and
criterig, and international sources (Figure 3.3). Foundations, which imple-
ment the purest form of competitive alocation of funds, have a rather
modest budget which, in addition, is spread on too many small projects (see
Box 3.2). They can hardly have a strong structuring effect on the direction
and quality of public research. The international sources of funding reached
apeak in the late 1990s but since then have been declining both as a share of
total R&D and in absolute terms, especialy reflecting the sharp drop in
funding from the United States (Table 3.2). This adds to the need to mobi-
lise more national sources of funding while increasing the efficiency of
spending through three priority actions: increasing the institutional funding
of ingtitutes with world-class capabilities; increasing the share of competi-
tive grants within project-based funding; and increasing resources for the
maintenance and renewal of research infrastructures.

Box 3.2. Russian Federal Foundations to support research and technological development

Grant-awarding foundations are the new main mechanisms of government support for R&D and
innovation and were introduced in Russia during the early phase of the economic transformation.
With their establishment, a new culture in the Russian research community started to develop.
Like similar funds in Western countries, their main distinctive features compared to other funding
instruments are: open competition for funds, bottom-up definition of research projects and
accountability.

Russian Foundation for Basic Research (RFBR)

The RFBR was created in 1992. It supports basic research in al scientific fields. Its budget
represents around 6% of government expenditures on civilian science. Today, the RFBR finances
about 8000 research projects in academic institutes, universities and industry. Over 2 000
researchers from different regions of Russia are involved in the peer review system of project
selection. Each application is evaluated by up to 50 people.

RFBR is considered by researchers as a valuable source of funding for basic research and the
purchase minor equipment. However, its relatively small budget considerably limits its structural
impact on the research system.
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Box 3.2. Russian Federal Foundations to support research and technological development
(continued)

Russian Foundation for Humanities (RFH)

Initialy, the RFH was a subdivision of the RFBR responsible for the support of socia sciences
and humanities. In 1994 it became an independent foundation. The RFH operates on the same
principles as the RFBR, and its budget represents 1% of federal expenditure on civil science. The
RFH faces the same problems as the RFBR: notably, a small budget, which is spread over too
many projects.

Russian Foundation for Technological Development (RFTD)

Established in 1992, the RFTD operates under the auspices of the Ministry of Education and
Science. A small levy on the production of industrial enterprises, together with reimbursements of
its loans, makes up its budget (equivalent to 1.5-4% of total budgetary allocations for science).

In its selection process the Foundation uses the list of government priorities in high-tech areas.
The Ministry aso gives final approval to al projects.

The RFTD offers up to three-year interest-free credits through open competition to applied
research projects which have an interdisciplinary and inter-industry application. The largest
number of grantees come from the industry sector (about one-third) followed by the organisations
of the Russian Academy of Sciences (10%) and higher education institutions.

At present, the RFTD is in a critical financial situation and has had to suspend new calls for
proposals. The reason is the ongoing reform of all non-budgetary foundations, which led to the
termination of paymentsto the RFTD.

Federal Fund for Assistance to Small Innovative Enterprises

This fund was created in 1994 as a federal organisation whose budget, according to the state law,
equals 1.5% of federal alocations for civil science.

For a long period, the Fund focused its support on small innovating firms with a proven track
record. In addition to providing project-based funding through rigorous competitive mechanisms
(70% of its budget, 2 000 SMEs supported in 10 years), it has been very innovative in imple-
menting several new approaches to support and stimulating innovative activity in small firms, e.g.
management courses for small firms, including the fields of technology commercialisation and
intellectual property rights protection, and the introduction in Russia of a scheme similar to the
UK Teaching Company Scheme (TCS). It aso initiated a pilot project in 1996 to support the
creation of innovation technology centres (ITCs). In 2003, the Fund and the RFBR organised a
joint call for proposals to support transfer of R& D results from PROs to small enterprises.

Late in 2003, the Fund initiated a new programme called START with the objective to facilitate
the creation of new technology-based firms by researchers. The Fund provides research teams
with “seed money”, and the goal of the first selection round was to support about 400 projects by
the end of 2004.
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Table 3.2. Trends in foreign-financed Russian R&D
Percentage of GERD

1995 1996 1997 1998 1999 2000 2001 2002
4.6 5.6 74 10.3 16.9 12.0 8.6 8.0
Source: Science in Russia at a Glance, Statistical Y earbook, 2000, 2002, 2003.

The underdevelopment of university-based research deprives Russia of a
very effective springboard for ISRs. Research universities combine two
powerful attractors of business interest: new knowledge — especially of a
multidisciplinary nature — and qualified human resources. The experience of
mature market economies also demonstrates that they form the best organi-
sational framework for many types of R&D.” In the Soviet Union, teaching
was by and large the sole function of universities. Even today, legaly
speaking, universities are not accredited as research ingtitutions. The variety
of research projects in which they may take part therefore remains limited.
Until 2003, the higher education sector did not even receive budgetary
support for basic research. The government has in the past taken small steps
to bridge the gap between education and research (e.g. the Education
Research Centres, see Box 3.3), and how appears determined to pursue more
ambitious goals, but how it will act in practice is not yet entirely clear.

Box 3.3. The Education Research Centres

Education Research Centres (ERCs) have been created where joint work is undertaken by
university professors, students and researchers from PROs. Today, 154 ERCs are functioning in
amost all regions of Russia. In 2000, this programme, renamed “Integration of Science and
Higher Education in Russia’, was extended to cover university-industry relations. Its budget for
2002-2006 amounts to RUB 1 133 million (2001 prices), from which RUB 988 million comes
from the state budget. This means that annual volume of budgetary support is no more than about
USD 6.5 million. This is very small considering the number of ERCs and participating organi-
sations (247 state universities, 320 RAS ingtitutes, and 168 industrial R&D organisations). A
larger budget and/or a concentration of support on fewer projects/recipients would seem desirable.

7. The OECD has provided some evidence that socia return was on average greater for
university-based research than for research in public laboratories.
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An R&D-intensive and highly innovative private sector, which would
play the leading role on the demand side of ISRs, is still the “sleeping
beauty” of the Russian economy. Important policy emphasis has been placed
on the promation of small innovative firms, including new technol ogy-based
firms through project-based support, with the Federal Fund for Assistance to
Small Innovative Enterprises (see Box 3.2) and support to incubators within
PROs. These programmes are commendable, but can have only a relatively
small and partial impact on economic structures and national innovation
capabilities in the short to medium term. To have greater and quicker
impact, they should be scaed up and complemented by initiatives that
integrate SMEs in broader innovative networks comprising larger firms. The
latter should be encouraged to increase their demand for science — rather
than for technologies that they should develop themselves — from the public
sector.

There needs to be a systematic policy towards building up the techno-
logica competence of state (and private) enterprises. Companies should
consider to what extent the existing breadth and depth of their knowledge
base can be maintained. They should identify those areas where, with the
help of RAS ingtitutes and/or universities, they can maintain their
technology at the leading edge; other areas should be abandoned. Each state
company could be asked to draw up a strategy for developing its
technological competences including a full description of the external links
which it proposes to exploit. This would include joint research projects with
RAS institutes’Russian universities as well as a plausible business plan for
exploitation (which could involve partnerships with foreign-based
companies). Subject to independent appraisal such plans should attract
government support according to clearly defined rules. This might take the
form of direct grants to the company, tax relief or support for research at
partner ingtitutes. Such strategies might be voluntary for private companies
but if they pass the same appraisal test they should be dligible for the same
government support. If companies lack the ability to draw up such
strategies, the help could be made available from outside (consultants,
higher education ingtitutes, ezc).

Such an approach could improve networking between institutes and
enterprises, build up the capacity of enterprises to undertake R&D and
innovate successfully, and build local, regional or sectoral innovation
systems. Where different companies identify similar areas of technology for
development, these plans could help form the basis of new collaborative
public-private R&D programmes involving severa firms and universities/
RAS institutes along the lines of the Megaprojects (see below). Participation
of foreign firms should, subject to safeguards, be regarded as a bonus.
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Public-private partnerships (P/PPs)

PP/Ps are both the desired outcome of effective industry-science
relationships and the best catalytic measure that could be envisaged to
ensure such effectiveness, based on OECD countries experience,®. They
take a variety of different forms and can be used to address a number of
different policy issues,® but their major contribution is in developing the
infrastructure for knowledge and technology diffusion and in supporting
collaboration between private firms and PROs to undertake R&D.

Existing P/PPs

P/PPs are not unknown in Russia but their policy frameworks, and their
number, size, technological scope and geographical spread are very limited.
Thisisduein large part to the lack industry motivation, but this also reflects
to some extent misunderstandings (or false expectations) within the public
research sector as to what P/PPs are about. They are too often seen as
merely a financing instrument by which researchers could attract additional
funding without atering their research agenda. There is thus room for both
improvement of existing schemes and new initiatives that would contribute
more decisively to increase the breadth, depth and economic relevance of
the national R&D portfalio.

In 2003, six pilot Technology Transfer Centres (TTCs), one in each of
six federal districts, were created. Applications from a variety of public
organisations were invited with the six winners receiving a government
contract to establish a TTC to carry out the following functions:

8. They represent agrowing and aready sizeable share of total S& T budgets (e.g. more
than 6% in the Netherlands) and now, often the bulk of competitive funding for
technological development (e.g. almost 80% of competitive grants financed through
the Funds for Technologica Research of the French Ministry of Research).

9. These include funding early-stage technology development; providing a means by
which universities, PROs and private research contractors can be funded to help
companies (usualy SMES) to upgrade their technological competences and receive
expert advice; fostering the development of technical standards and developing the
technologies needed for innovation friendly regulation; enhancing the capacity for
innovation and economic competitiveness of individua regions or local areas and the
development of high-technology geographical clusters; enabling innovation in goods
and services purchased by public sector bodies; and promoting the development of
technologies, products and services to meet the needs of the public sector and social
needs more generaly.
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e  Sdlection and appraisal of commercially promising projects.

e Provision of help and advice on the protection of intellectual property
including patents, copyrights, trademarks, etc., and on patent searches.

e Help and advise on the drafting of licensing agreements, engineering
consulting services contracts and RTD and industrial collaboration
agreements.

e  Assessment of the contribution of the various intellectual inputs to joint
ventures.

e Provision of lega assistance in cases of IPR infringement and unfair
competition.

e Assistance with the management of new firms created to commercialised
R& D outputs.

Each TTC was provided with RUB 3 million, which had to be matched
by other sources (federal ministries and departments, local budgets, own
resources, private sector). Promises of private sector funding were greatly
weighted in selecting successful applicants. Asapilot programme, its results
will have to be evaluated rigorously with a view to deciding whether there
should be future implementation on a larger scale. One question which
would already deserve more careful consideration is whether TTCs are
intended to complement or compete with smaller intermediary structures
that have proliferated from bottom-up and unco-ordinated initiatives.

As regards collaborative R&D, the Russian government took an
important initiative in 2002 by launching a set of 12 “Megaprojects”. This
programme is the first real attempt to mobilise the expertise of the public
research sector to help Russian industry improve its competitiveness on both
home and foreign markets in areas of strategic importance (see Table A1.5
in Annex 1 for the main features of the programme compared to those of
selected OECD country P/PP programmes, as well as a brief description of
each Megaproject in Annex 2). Each megaproject aims to complete a whole
innovation cycle of applied research, development, utilisation and market
launch in 3-4 years, including clearly defined sales targets of at least five
times the funds provided from the state budget. Both research institutes and
commercial firms are involved with the former, acting as the main
contractor in a majority of the projects. R&D and engineering development
costs are met from the federa budget with manufacturing and other
downstream costs being met by the firms involved. The total cost of the
programme is budgeted at RUB 8 billion, of which haf will be met from the
federal budget. The 12 projects were selected from a much larger number
and successful applicants received a government contract.
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The megaprojects typically involve the design and experimental testing
of a number of different product prototypes, engineering development of the
preferred design, development of an appropriate method of serial manu-
facture, and resulting product launch. One objective is to overcome the
attitude of industrial organisations inherited from the Soviet era that the
services of the research (and innovation!) sector could be taken for granted.
Systematic monitoring of the set-up phase of the projects was implemented
for thefirst timein Russia

It is clearly too early to judge the technical and commercia impacts of
the programme. The first consistent pieces of evidence would not have been
visible before the end of 2004, and an interim assessment of the effective-
ness of the programme as a whole will not be possible before 2006. This
evaluation will be necessary to decide whether a second round of calls for
proposals (including propositions to extend current projects) should be
envisaged and, in the affirmative, how any fine-tuning of the progamme
could be warranted.

This evaluation will have to cope with the large variety of megaprojects
in terms of size, strategic importance for the country, and potential for
success. It will have also to judge retrospectively the merit of an approach
which aims to enhance innovation capabilities of industry by supporting
near-market technological development in narrowly-defined fields (see
Table AL5 in Annex 1), compared to other PP/P approaches (Table 3.3).
Among the questions which will have to be answered, four of the most
important are: Would supported projects have been implemented without
government support? Do research outcomes have the best chances of
commercialisation without stronger involvement of major end users or
changes in some framework conditions (e.g. more environment-friendly
regulation)? What failure rate is acceptable for applied, close-to-market
research? How to deal with situations where technical and commercial
successis likely, but at a cost far above what was initially expected?

A second P/PP model that has been implemented in Russia is the inter-
departmental innovation programme “Biotechnology for Medicine and
Agriculture” introduced in 2001. This is a priority technology area for
Russia and it was felt that federal budget support for this technology
“cluster” was not sufficient to bring the research outputs to the market. The
programme funds pre-competitive R&D and commercidisation of the
resulting outputs via a mixture of public funding and finance from private
commercia organisations, from the development of technical specifications
to production of competitive, high-level biotechnology products.
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The programme has aready brought together about 300 biotechnology
projects undertaken by academic institutes, research and industrial organi-
sations. Forms of collaboration are diverse. In some cases, commercial
development of the most significant and promising R&D has required the
creation of new research and commercia organisations which will bring
research results to the production stage. The programme is open to both
national and international participants.

The programme is administered by an interdepartmental co-ordination
council composed of scientists, entrepreneurs and investors, company
representatives, and federal executive bodies. Routine management is
provided by an executive board which reports to the Council. In order to
encourage investment in the programme, participants have established a
non-profit partnership, the “Biotechnological Consortium on Medicine and
Agriculture (BIOMAC)”. Consortium members include principal Russian
manufacturers of biotechnology products and financiers (including joint-
stock companies).

The Consortium’s objective is to muster various types of non-budget
finance (venture financing, direct investment, credit on favourable terms) to
support science-intensive innovation ventures. The programme creates a
common information space for researchers and developers, manufacturers
and investors. It facilitates access to state support for those undertaking
R&D in priority fields, enables investors to finance highly profitable high-
technology production, and alows manufacturers to launch competitive,
high value-added products.

Finally, throughout the vast Russian innovation system there are a
myriad of bottom-up P/PP initiatives to achieve very diverse goals. Many
popped up without any government intervention. One example is the two-
year agreement reached in 2003 between Norilsk Nikel and the Russian
Academy of Sciences on co-operation in the field of hydrogen power.’® This
is a sign of vitality in the system which should not be suppressed by any
inadequate attempt by the government to impose rigid models for partner-
ships. Bottom-up initiatives should rather be “disciplined by rewarding” the
best and consolidated by a catalytic programme to create synergies in
specific fields.

10. During the first stage of this cooperation the RAS will receive USD 40 million per
year for R&D to be carried out in 20 of itsingtitutes.
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Table 3.4. Comparative size of programmes in Russia
and selected OECD countries

Annual budget expenditures, EUR millions

Type of programme Name of programme Budget

Russia Education-Research Centres 5

Promotion of networking between Australia ARC Linkage Grants & Fellowships 45

higher education, other PROs and

industry through small research grants ~ Austria Christian Doppler Laboratories 4
Netherlands STW Technology Foundation 43
Russia Megaprojects 30
Australia CRCs 88

PP/Ps to promote collaborative R&D Austria Kind/Knet and Kplus 36

between PROs and industry France RRITs 174
Netherlands LTls 29
United States ATP 100

Source: OECD.

The need for new governmental initiatives

The successful launch of the Megaprojects and the Biotechnology
Research Consortium demonstrates that the basic conditions, including the
legal framework, for the operation of P/PPs exists in Russia, even if they
could be improved. But the existing P/PP programmes are still of a very
modest scale and scope considering the dimension of the Russian economy
that they are intended to dynamise (Table 3.4). The main obstacles to further
use of P/PPs as akey tool in Russian innovation policy are:

e Theattitude of the part of industry that has been accustomed for too long
to seeing PROs as either irrelevant to their business or only a cheap
source of technological services.

e The symmetrical mind-set in PROs, which sees industry as mostly a
source of funding and not as a partner in ambitious research ventures.

e Thelack of broad-based political will. Here, the government can make
the difference with targeted actions which, through a demonstration
effect, could trigger cascading positive changes.
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There is therefore a strong need as well as opportunities to create types
of P/PPs not yet deployed in Russia, following international best practices.
Concrete suggestions were presented in the first part of this report.

Conclusion

Russia faces the chalenge of economic diversification through the
accelerated development of innovation-driven activities. Based on an
analysis of the strengths and weaknesses of its innovation system, this report
has identified industry-science relationships as the area where government
could have greater leverage in its effort to promote innovation. Public-
private partnership is the key policy instrument to better connect science to
innovation while catalysing a cascade of positive changes throughout the
Russian innovation system. There is still great and untapped potential for the
development of P/PPs that new government initiatives could help realise.
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Annex 1

COMPLEMENTARY STATISTICS AND INFORMATION

Table A1.1. Revealed comparative advantage (RCA)

RCA Export share
33  Petroleum, petroleum products and related materials 23.8 31.7 38.9 404 40.4
34 Gas, natural and manufactured 18.3 15.3 137 14.0 54.4
93  Special transactions and commodities not classified -14.7 22.9 7.9 8.5 62.8
68  Non-ferrous metals 8.3 6.9 52 6.0 68.8
67  lron and steel 57 2.8 3.0 6.5 75.3
24 Cork and wood 2.0 2.0 2.4 24 71.7
56  Fertilizers 1.8 1.5 1.5 1.6 79.3
32  Coal, coke and briquettes 07 0.9 1.1 1.6 80.8
79  Other transport equipment -1.3 0.6 1.1 2.8 83.7
25  Pulp and waste paper 0.4 05 0.4 0.5 84.2
51 Organic chemicals 0.7 0.6 0.4 1.2 85.4
23 Crude rubber (including synthetic and reclaimed) 0.4 0.2 0.3 0.4 85.8
35  Electric current 0.6 0.1 02 0.3 86.1
04  Cereals and cereal preparations -1.4 -15 0.1 1.0 87.1
61  Leather, leather manufactures and dressed fur skins 0.0 0.0 0.1 0.1 87.2
21 Hides, skins and fur skins, raw 0.4 0.1 0.04 0.1 87.3
71 Power-generating machinery and equipment 0.0 0.3 0.03 1.5 88.8

Source: United Nations, Commodity Trade Stetistics Database (COM TRADE).
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Figure A1.1. Productivity: levels and changes in the 30 most important industrial sectors

Output per employee Labour productivity
RUB thousands, 2002 annua % change, 1997-2003
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1. Datafor 1997-2002.
Source: Reproduced from the 2004 OECD Economic Survey of the Russian Federation.
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Table A1.2. Ownership of the Russian R&D Sector

Percentage of total number of research organisations, 2002

Public 7
Private 12
Mixed 14
Foreign and joint Russian-foreign 2
Other 1

Source: Goskomstat.

Table A1.3. R&D intensity of Russia’s federal districts and ten leading regions
Percentage, 1998-2001

1998 2000 2002
Central FD 1.57 1.59 1.85
- Moscow Region 3.05 3.72 3.39
- Kaluga Region 2.06 2.24 3.10
- Moscow 1.71 1.62 2.00
- Voronezh Region 1.18 1.42 1.39
Northwest FD 1.31 1.47 1.65
- St. Petersburg 2.86 3.65 3.40
- Leningrad Region 1.31 1.21 1.57
Volga FD 0.89 1.02 1.27
- Nizhny Novgorod R. 2.89 3.81 4.05
- Ulianovsk Region 1.90 2.35 2.52
- Samara Region 0,96 1,52 1,85
Siberia FD 0,52 0,57 0,73
- Novosibirsk Region 1,88 2,19 2,25
South FD 0,44 0,49 0,53
Fareast FD 0,32 0,45 0,53
Ural FD 0,43 0,29 0,32
Russian Federation 0,95 1,05 1,24

Source: Russian Ministry of Education and Science.

FOSTERING PUBLIC-PRIVATE PARTNERSHIP FOR INNOVATION IN RUSSIA — 922005041P1/ISBN 92-64-00965-5 - ©OECD 2005



G00Z AO30® — §-59600-79-¢6 NESI/TdT¥0500226 — VISSNA NI NOILYAONNI O dIHSHIN LYV LVYAIG-0178Nd ONIF3 LSO

"20UBI0S pUe UO1RINPT Jo AISIUI UeKSNY 20108

‘uoiBaJ Xs11gS0AON = QT “UOIBBI YSAO|PRAS = 6 "UoIBBI elewesS = 8 "uoifial wied = / "uoifial poJobBAON AuyzIN =9
‘ueisiere] Joolgndey =G “UoiBas fepousely = ‘BINgsRd ‘IS = € “UoIBeI MOISO N = Z "MOISON = T

G116/ Ly g€c 20 90 (¥4 gl 60 gel 18 74 SOJEPIPUED -
1/G¢ce 69 cc 90 S0 L'l c'l 80 vl 69 96y $10300Q -
8/80./8 6¢ % 6¢ gl gg 8l 0l 801 ¥Ool ¥'1e }jels yolessay
86v ¢ gl kg v'e 4 ve A4 0l 6 LYy 9G suoesiuebio serouy|
cr8 e Ll £e VA4 6l 99 9l 90 el 201 gve Juswidoenap Jonpoid -
299 8¢ vl 90 90 Iy 80 £t 66 L 0ve yoleasal pajjddy -
665 18 9¢ €0 20 gl 60 c'l col 67 c8e yosesesai diseq -
160 ¥ ve 6¢ 1A% gl 99 gl F 0kt ¥0lL 6v€ sosuadxe gy
ovl Gl lc ct /¢ 9¢ gec lc 0¢ 14°] 89 8¢cc pajueib sjusied
clLee (54 9¢ ve €c 14 Le ¢8 (A 08 ¢te suoyeoljdde jusied
[el0L 0} 6 8 L 9 S 14 € 4 -

2002 ‘sfejusased

SINIAN)OR UOHEAOUUL PUR YDIBISII S BISSNY Jo uoisaadsip [eorydeidosn Ty ajqel

@b - NOILVINHOANI ANV SOILSILVYIS AYVININITdINOD



80 — COMPLEMENTARY STATISTICS AND INFORMATION

Box Al.1. The role of networking and intellectual property rights in a knowledge economy

Networking

The increasing importance of industry-science relationships is only one aspect of the way in
which the whole innovation system, indeed the whole economy, is becoming more networked.
Successful innovation increasingly depends on an open approach in which firms leverage both
internal and external sources of ideas and capabilities. Suppliers of materials, components,
software and services are increasingly required to play a significant and proactive role in the
innovation efforts of their customers. Firms are reducing their dependence on central research
laboratories (where these still exist) and commissioning research from universities and public
and private research laboratories.

In some sectors the development of new leading-edge technologies is being left to SMEs, which
will often license their discoveries to large firms or be taken over by the latter. Collaborative
research undertaken by two or more companies is now much more common, often involving
universities and PROs as well. Distributed innovation where co-ordinated innovations in comple-
mentary goods and services are undertaken by consortia of firms is increasingly recognised.
Complex products or engineering systems which are constructed jointly by consortia of firms
appear to account for about one-fifth of industrial production.

Firms that wish to innovate successfully must be able to access appropriate science, technology
and business competences from wherever they are to be found. This requires firms to develop,
maintain, manage and effectively exploit often quite extensive external networks.

Intellectual property rights (IPRs)

In OECD countries, these developments are being accompanied by much greater emphasis
placed by both by business firms and the public research sector on discoveries protected by IPR.
Firms need to investigate a much wider range of technologies than in the past and are more likely
to make inventions which are not immediately relevant to their business. In a world in which
more and more firms are searching for external sources of technology, it pays to protect these
inventions by good quality (well-researched) |PRs. Income from licensing is increasingly seen as
making a significant contribution to total profits. In these circumstances individual firms must be
careful to protect the technologies they develop to further their core businesses with IPR which
will stand up in international courts. There is an increasing risk that one firm will unknowingly
infringe intellectual property claimed by another and without good quality IPR, it will not bein a
position to either defend itself legally or negotiate.
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Box Al.1. The role of networking and intellectual property rights in a knowledge economy
(continued)

Governments are now much more concerned about patenting the results of publicly funded R&D
in order to:

e  Recoup all or part of the public funds expended from profits resulting from subsequent
commercial exploitation.

e Provide an incentive for public researchers and research institutions to undertake com-
mercially promising research.

e Facilitate the transfer of the results of that research to the business sector.

Apart from alimited number of successful research institutions (mainly in the United States) this
emphasis on patenting the results of publicly funded research has yet to achieve the success that
was hoped for. Results of academic research are often at a very early stage in the development of
a new technology and their commercial value is often hard to assess. In some cases commercial
exploitation depends on the development of complementary technologies. Those negotiating the
licensing of IPRs on behalf of universities and research institutes are often new to this activity,
inexperienced and inclined to claim that IPR is worth more than a prudent firm will be prepared
to pay. Pressure from university authorities and institute directors may encourage them to make
these claims. There are now frequent stories of firms waking away from negotiations with uni-
versities over |PR-related matters or even refusing to enter into negotiations at all. It appears that
most universities in the United States and United Kingdom have so far failed to earn enough
income from licensing the results of research to cover the costsinvolved, athough there are afew
notable exceptions. Of course, the closer the results of research to exploitation, the easier it will
be to define and value the intellectual property involved.

Given that the main objective should be to ensure that the results of publicly funded research
should be exploited for the benefit of the country concerned, patenting of such results may not
always be the best option. Often a firm may require an exclusive licence whereas the national
interest may require wider diffusion to a number of firms. Scientific and technological knowledge
is a public good which can be used by many firms and people without one firms use excluding
that of another. The whole scientific endeavour, and the long-term economic and socia benefits
which it yields, depends on the ready availability of research findings to the rest of the research
community for usein further research.

FOSTERING PUBLIC-PRIVATE PARTNERSHIP FOR INNOVATION IN RUSSIA —922005041P1/ISBN 92-64-00965-5 - ©OECD 2005



G00Z AO30® — 5-59600-79-¢6 NESI/TdT¥0500226 — VISSNY NI NOILYAONNI O dIHSHIN LYV LVYAIG-0178Nd ONIF31SOd

seale [ealbojouyos} pejos|es
8y} Ul 84njonus [eLsnpul
uelssny ay} Bunoayjes ‘pajiwil|
K1an s| SINS 40 dIBYS By

S|17 40 SN0} Yyoseasal
3y} 0} bumo Apred (%01)

suoneudoidde
186png 8U} 4O %0 Ise8) Je 190 STNS
S1|HY [[e Jo 8Andalqo juepoduwi ue

ay) Buowe ase SJNS Jo
Spaau [ealfojouyas) JauY|/puULY

punol
uonos|as sele| sy} ui Ayoud

pajwi st S3INS jo dleys 8yl S| Yo1easal anelado-09 WO Jjauaq S3INS 9Je siauped [eLisnpul Jaybly e ewodaq sey SIS SIS Jo
SOAIJUBDUI OJ109ds ON SOAIUBDU| 110ads ON Jo ul eyedionsed s3NS reyl Buunsug 8} JO %Sz Inoge :snidy 10 uoiredioned ey} Buroueyug uonedioned

(OYd ® 10 wuyy [eLisnpul Ue) obelane SOIJISIBAIUN 10} %0Z PUE SqB| SuLI} BN} pue (%2) sqey anand “(%zeg)
uonesiuebio aAnoexs, Ue Jo uo ‘suolyesiueflio yoseasal a1/qnd Joj %9¢ 0} pasedwod ‘Buipuny uoyesjueBlo yoresses olgnd e SWwil (%0%) SanISIeAIUN Yoym alueo Jad
diysiapes| ay} Jopun ‘Auew JoN alignd g pue sajuedwod g aljgnd Jo %9t 196 sy 8beisne uQ 1se9) Je Jo uonediopied ainbay 10 ‘eBesane uo suopesiuebio G| sjuedoned

Ansiuy sy} Ag umelp
spjay [eaibojouyosy Aoud

40 181 pue ‘spadxe juapuadapul f9WWOo)

Jo Jequinu e Jo uoluido YD Y} ‘saaisjel [euOlEUIBUI

8y} Uo paseq ‘[1ouno) Hadx3y uonealyIeg josfoid pue [euoljeu ‘sjoued

ue Aq uonen|ea3 ‘sainpaooid spadxe pue asiyadxa olusIos pue ‘siesodoid MaIAD) Kiosinpe padxe [eoluyoa}

ay Bumes ur panjonul Jo dnoub [eulaixa Aq uonenjeay 10} S|[eo pue uonesedaud :seseyd J1aad [euopeusyul yuspuadapul [euIa}xe om} :Aq uonenjeas
aJam sauoyine uopiedwod) ay| sjesodoud OM} saAjoAul s}oafoid Jo uoos|es 8y ue ybnouy} pessessy 1661 Ul suoiealdde oz} $59201d
anpnedwo) [BIHUI 61 JO INO  — dANIRAWOY annedwo) annedwo) 1811} 84} JO 10 G| — aAledwo) uonosjes
sjuedionled

(ABojouyosy s[eow ‘saauslds
BuLnioenuew uj P00} ‘SUOIBOIUNWWIOID|S} spiel}
Aurew ‘sease pauyep AmoleN ‘s1awAjod) seaJe Inoj uo snao4 palen Aiap palen Aiap pauea Aiap yoseasay
(sypiomyou)
SYIOMIBU/SBAUBD JBUM/PUIN L} Bujyelado Ajusuind aie 0/ yolym S8.)US0
sjoeloud g S81UBD ¥ SHIOMIBU 9| senuad snidy g1 10 ‘uoidadul 8ouIs $81UBI 96 10 JaquinN
abelanoy
'sieaf ¢ JaYJoue 10} UOISUBIXD
sieah - sieaf uado J0 Aupiqissod ayy yum sieak y sieoh , pouad
2002 166} 6661 6661 :JoUY/pUIY 8661 :snidyf 0661 Buipers
uorjeing
(eissny) syoaloidebaly (spuepsayian) s1L1 (ouesd) spiHY (erysny) Jouy/pury ‘snidy (elfensny) Q4D

SILNUNO0d (IDHO PIIII[3S pue eissny ul sswrwersoad J/dd Jo sdamyedj aanereduwio) "Gy a|qel

NOILVNHOANI ANV SOILSILVIS AYVININTTdNOD - Nw



G00Z AO30® — §-59600-79-¢6 NESI/TdT¥0500226 — VISSNA NI NOILYAONNI O dIHSHIN LYV LVYAIG-0178Nd ONIF3 LSO

snyejs [e10ads

[fousbe annnoaxa, ay} Jo ays
U} 1B BUOP SI }IOM 8} JO IO

(se1uedwod
paywi|) pajesodiodu]

wio}
Jeuoijesiuefio paxiw e aney
s18y30 ‘fenuia Ajpind are swog

(319) smyess [ejoeds

Juswiuianob Jo sanejuasaldal
pue spadxe ‘salojeloqe| ‘sajuedwod
Jo dn apeuw syiomjau [enpIA 8Je S] |HY

(seluedwod

paywi]) pajesodiodu|

S99

[ENUIA 818 JouM/PUlY ISOIN
uoiyeoo| [eaisAyd suo

1e ajesado $9.ud9 snidy 1SO|

pabeinoous
S| uopyelodiodul Ing ‘sanjuan
ol pajesodioouiun Apsopy

ajeudoidde jsow

8 0} JopIsuod Aay} Juswabuele
U} 9S00 0} LIOPaal)
9|qRIBPISU0D BARY SjuBdidIEY

snjejs [efie

(fenuia 1o
[BJUBD) WO}
[euonesiuebin

uonjesiuebio

sj09(0.d jo uonsjdwod
8y} 0} SaUI[PESp JOUIS B BIaY |

ue Jou sI Ayjiqeureisns-jos

%05
Jsow Je :Buipuny juswuienon)

paurelsns-jjes aq
pINoys s|17 ‘2002 Jo pua 8y} Ag

%0g 15e9] 1 :swliq
%0¢ e8] e
:suonyesiuebio yoseasas oljangd

%08
1sow Je :Buipuny jJuswuienoy

aA03[qo

yoydxa ue jou si Ajjiqeureisns-jjas
SLOI Ul %6}

0} SB0UBIOS Y] Ul %G WO} :8SIBAID
AJan s| salysianun Jo uonedioed

$90UBI0S
8JI| Ul %g¥ 0} SOliNeUCJSE pue
a0eds Joj suoieidoidde Jebpng oy}

10 %/ W0y} ussaidal yosessal algng
"PIY}-8UO PUNOJE O} J[BY-BUO ISOW[E
wouy sebues uonedioied Ansnpu

aAoalqo ue s| Ajjiqeurelsns-j|as

Ansnpur woyy

%0 WNWIUIW B PUB ‘S82IN0S
21/qnd Jay}0 WoJ} %Gg WNWIXew
® ‘spuny [eJepay %Ge 0} dn

abeys yons Buiyoess sOHY Jo
so|dwexa ma} Aian ale 818y} Inq
aA1j08[qo Ue SI Ayijigeurelsns-jes

$90IN0S JusWuIeN0f

-Uou Jayjo pue Ansnpul

£q papinoid aJe s82in0sal By} JO
Japenb-auo AjuQ "suopesiuebio
U}eamuowwoy Jayjo pue
OHIS) ‘sanisianun ‘swwelboid

040 8y} Aq papiroid
91 $80IN0S8I [ JO SPAIY} OM]

Augeureisns
-19S

Buueys-1s0n
Buroueuiy

Ie} 0S JuedlIubIS Waas Jou seop
Inq ‘sesuadxa Umo Je ‘pamoje
8q 0} swaas uofedioned

B0I0PHIOM S| 1T 40 %}2

10} JUN0OIE S18YDIEBS3. UBIBIOS
[eaoidde Juswuianob o} Joslgns
‘aredioped ued ‘suonesiuebio
yoseasal ojgnd ubialoy

S |[oM SB ‘SWll} Pa|I9ILOp-UON

s1144d Ife ul sjedionred
0} PAMO|[e aJe Swlj pajioiwop ubiaio

ublelo} 818 (%g | 97) 98
‘sanua0 sn|dy ul Buiedioned
slauped [euisnpul G8z 0 INO

BLBYIO

uolen[ers Buowe papnio

S| sewwelBoid [euoleusaul Ul

uoijedidiled "a1juad snidy e ul

ved axe} Ajiny ueo swuy ublaio4

“UOLBILIO UONOBaS Jol|dXe Ue S|
SHIOMIBU Y0JB8sa) [BUOIBUIBIUI
UILAIM UONEIOQE]0D)

sajuedwod
ubialo} Jo
uopediofed

(eissny) sjoaloidebayy

(spuepiayian) 111

(euesd) spiHy

(erysny) Jouy/pury ‘snidy

(enensny) soHo

(panu1uo2) saLNUNOd @DHO PAIINIAS puk vissny ul sswruessord J/dd Jo saamyedy asaneredwo) G Ty a|gel

mw - NOILVINHOANI ANV SOILSILVIS AYVININITdNOD



G00Z AO30® — 5-59600-79-¢6 NESI/TdT¥0500226 — VISSNY NI NOILYAONNI O dIHSHIN LYV LVYAIG-0178Nd ONIF31SOd

Je)s Uy} Loy paulep usaq
aney sjobie} UOKESIBI0IBWIW0D
pue [eojuyos) asioaid Alap
pajuswa|dwi

s1 $s9001d Bunioyuow jouls v

sieak Inoj Aiane
UONEN[BAS [BULIO} BAISUBIXT

s1idd

au} Jo saonoeid Juswebeuew pooh

10 SYSB} 9100 1B YIIyMm ‘suolyelado
4O JIpNE [BUIBIXS JO [BuBlUI Y}

10 (Sjuswanalyoe 08fo.d) sjesodoid
109(04d yoseasal Jo uoeneAs ayL

sieak uanes

Ja)je uojen[ens jsod xa uy
uonen(end wuajul ‘sieak

N0y Jo Wie} Isiy B IOy
UONEN[BAS BJUB XO UY
‘Jouy)/pury| uey} ssedoid
uolen|eAd snoioBu aiow e o}
109[gns Jey 0S Udaq aAeY Sn|dy

€002 PUB /66 ‘G661 Ul SMaIAR
[BUJBIXS JUaMIBpUN BJOYM

e se awwelboid 949 8y
sieof any

puB OM} ‘8UO Ja}e pajen|end
A|lewuoy s| 813ud0 yoeg

uoienjeng

pauyap Apeajo si d|

anjny pue Buisixa Jo diysioumo
aU} yoiym u ‘sjofoad fenpiaipul
Kiana 10} papn|ouod aiem
S}0BIU0 [e10ads ‘sjuedioned
usamjaq sjuswabuelre
[BN}OBIILOD BYE}I||OB} O} JOPIO U]

siseq ooy pe
UB UO PasSaIppe aJe sanss! Hd|
- sJauped Buowe uoneso|e Hd|

noge sjuawaiinbal o1jdxs oN

"sauljepinb
10 foijod oyroads Aue o} 108lgns Jou

pue seiued sy} usemiaq siuswabuelie

o0y pe aJe ‘olgnd pue sjeaud

410q ‘s10}0e Jo sa11068)ed snolea
ay} Buowe syd] jo buuopodde

U3 JO S|lejep [enoe dul ing
Juswaaibe

Hdl Jelp Joud e anoidde jsnw
slojoe |[e ‘a|qibije aq 03 Josfoid B 104
Jooloid @3y

JuI0f B Ul POAJOAU] 8SOU) |[B Usamiaq
Juswiaa.Be ue Aq paJenod ale senssi
Hdl I[e ¥eyp Buunsua Jo sjsisuod yoiym
‘Roijod Hd [lewiuIW € BABY S11HY

SISBq 20y PE Ue U0 Passaippe
8l SANSSI Hd| :1ouy/pury
's)nsal 8y} asn 0} Jybu

ay} sey 109(oud 8y} Jo Jouped
Yoea pue a1judd sy} 0} Buojaq
SHd| |[e :seluedwod Jauyed
YHM YoJeasal [euisnpuy .
s)nsai

8y asn 0} Jybu ay} sey Jsuped
yoea pue 81juad ay} o} Buojaq
SHd| [[e :ydJseasal oiseq .
:snidy|

sjuedjonsed

OHO 8y} Jo jleyeq uo

slauped Jojoss-olgnd ay} jo suo
£q piay ai1e sHd| aus (sainjuen
julof pajesodioduiun a'7)

1461 umo Jieyy Ul sannus

[efia] Jou aJe YaIym sOHD

40 8580 8} Ul pUE DY) 8L 0}
Buojeq 9y9 e Aq yoseasal ayy
10 88102 8y} Ul padojensp sHd|
SO0 Aq

pajesauab syd| 8y ul aseys Aue
Wrelo Jou seop juswuianob ay|
$8J)Ud9 [e Jo} SajnJ [eiaush oN

siybry
Auadoid
|enjos|jau|

(eissny) sjoaloidebayy

(spuepiayian) 111

(ouesd) spiHY

(erysny) Jouy/pury ‘snidy

(enensny) soHd

(panunuo2) sALNUNOd YHO PIIII[ASs pue eissny ul sdwersoxd J/dd Jo saamyed aaperedwo) TV 9|0l

NOILVNHOANI ANV SOILSILVIS AYVININTTdNOD - .—uw



G00Z AO30® — §-59600-79-¢6 NESI/TdT¥0500226 — VISSNA NI NOILYAONNI O dIHSHIN LYV LVYAIG-0178Nd ONIF3 LSO

2/BM}OS
AbBojouyosjouen
SUOIJEOIUNWWODB]9 |
Jodsue) pue

SETIETET aoeds pue ypeg

Kureas enuip

aIemyos

Juswabeuew abpajmouy
SUOBOIUNWLIOIB[S |
UoISIA Jadwod paoueApy

Buissaooid uopewioyu pue [eubis Josuses
KBojouyos) swajshs painquisig
SUOIJBOIUNWWIODB]D |

sojuojoyd

swa)sAs aljeles

sa160jouy2a} UOEIIUNWWOI PUE UOIEW.IojU|

saulbua [asalp A|puaLl-JuswuolIAUS PUB JUBIOIYS SO

s|esAlo onayuAs Jo uoiessuab maN

S[elaew olj[fejow [enjonis

saiql Arepuodss Jo asn ay} yyum pJeogpied Ayfenb ybiH
s|any Jojow Jo uononpoud 8y} Joj salfiojouyosy onhjeren

AbBojouyosjouen
$988900.d pue S[eUBIBI

sylom |Ia0 pue Buiuueld uegin

saifojouyos} b
uopewoNy
211SN00Y

0Je8s81 POOA
ABojouyos) poop
UORONISUOD POOL

soneuo.se Joj Butissuibus pue sjeusie|y

SOlJeWaY ewW [eLisnpu|
Auysiwayd g $8)1s0dwod poopn
s1awAjod

S[elsiepy

sfelow oI

Knsiwayoonos|e palddy
yoseasal yoa |

saifojouyos} pue Buuieauibus Aem|iey
BurnjoenUBW POOM BAIRAOUU|
$90BJINS UONEOIUNWIWOD [BUOROUNS
UOlBAOUUY UOIONAISUOD

$8INjONAS PapOM

slawAjod

KBojouyosi0sI|\

saibojouyos) Buunioenuew jushieiu|

juswdinba paJ-elul 4o} (N3d) Se|npow d1uo98|3 Jodsue) pue KBojoqu | Buunoenuew sfeleWw | SYD

saifojouyosjouru Joj Juswdinba pue syuswnisu| s[elop SolneuoIay sisA[eyeoo|q payjddy sjonpoidoig

s[euayew uonosjoid-auly pue Buijeas siowAjod aoeds pue yJe3 SOJUOJJRYOBIN s8INjonI}s a}isodwod paoueApy
salbojouyda} burinjoejnuepy

(syosfoidebop) eissny (117) spuepsayioN (sL14y) @duely (18uyy/pury pue snidy)) euisny (soH0) elessny

PRY [ed130[0utd9) Aq pPayIsse]d ‘Sunerddo APULIND (SYI0M)IU) SITIUID YOIBISAI 3ANeIdd0-00 JO ISTT "9 TV d|0eL

mw - NOILVINHOANI ANV SOILSILVIS AYVININITdNOD



G00Z AO30® — 5-59600-79-¢6 NESI/TdT¥0500226 — VISSNY NI NOILYAONNI O dIHSHIN LYV LVYAIG-0178Nd ONIF31SOd

sjonpoud pooy uresb aAieAoul|
ysijuly o ainyndenbe ajqeureisng
sjonpoud Airep aaienouu|
Ansnpu; deays

8INYNOWA

uonosjoud juerd [eaidos )

Aurenb joaq pue ojeD

uolo)

uononpod 8ol 9|qeURISNS
uononpoud Aisalo) a|qeuleisng
Buipssiq jued Jejnosjopy

sjueyd [einynauBe paypow Ajjeaieusb Joj [elsrew pass poo4 ajue|dougn uononpoud Jebns ajgeureisng

Bunnjoejnuew pased-jeans pue anynaLby

K1anodsip [eJaulw aAoIpald

uoljelo|dxa [BioUIL PUE SJUSLULOIIAUS BdeIspuET
Juswdojanap 8|qeulelsnS Ul [0

aubi| woyy Jamod ues|)

ABinjle1owolpAH

188Y JO Uoonpo.d JusIowe 810 AbBJaus ajqemausy wawdinba pue ABojouyos) Buuipy

suolye|[eisul Jamod seb weais S|190 |an4 ABisusolg ABojouyoa} seb asnoyusaln)
ABJaua pue Buiuip

SSBUISNG-0 BAIORIBIU| sjossew [endeo pajgeus ABojouyos |

BIpPBWIHINI 90JBWLIOD DIU0}08|F KBojouyos) Joussiul hewS

(sjoeloidebayy) eissny (S1177) spuepsayiaN (s1/yy) @ouesd  (1ouyj/pury pue sndy|) etysny (soyD) enensny

(panunuoo) ppRYy [ed13o[ouydd) Aq paryissed ‘Sunerdado APUILIND (SYIOMIIU) SAIIUID YOIBISAT IANBIdd0-0d Jo ISI'T '9'TV 9|ge.L

NOILVNHOANI ANV SOILSILVIS AYVININTTdNOD - ww



G00Z AO30® — §-59600-79-¢6 NESI/TdT¥0500226 — VISSNA NI NOILYAONNI O dIHSHIN LYV LVYAIG-0178Nd ONIF3 LSO

$3160]0uY98} UyeaH
ABojouyosioueN
awwoyusn

salfojouyoa) uonewLoul YieaH
SuldIpay

KBojouyosy [eannadeuweydolg
solnadesay} Jejnasjow-oig

sonsoubelq

uofyeouul pre Butesy pue jue|dw Jesjyoo)
saseasip Alojewweyul ouoIy)

euyisy

ABojouyos) auipdep

KbBojouyoa pue yoseasey ak3

$9SBASIP UBWINY UOWWO) 10} souafb Jo A1anodsiq
$10}08} Ymolb Jenjien

yieay [eaidos pue jeuibuoqy

KBojouy2a} pue 8auaIos [BIIP3Y

Syiom 1A pue Buiuuerd uegin
suopnjjod [ejuspiooe swnLep
ABojouy8) JUSLIUOIIAUS PUB JoTeM

s9559001d ABojOUY0B) JUBWILOIIAUT
sauibus Ajpusiij-JuswuolIAUT

Juswieal} pue Ayfenb Jajep

Juswabeuew seuueAes [eoidos |

Auijes puejfip jo Juswabeuew paseg-jueld
Juawabeuew paap

Juswabeuew pue ABoj0os 1salojulel [eo1dos]
Buunodoe asnoyuasin

eale abejusH pUop Joay Jauleg Jeals ayl
£Bojooe Jayemysalq

Juswabeuew Aemisyem pue Alenjse ‘auoz [ejseo)
KBojoipAy Juswydre)

s[ewue }sad jo [0Jjuod [eaifojoig
KBojouyos)olq [elusWUOIIAUT

S9]SEM PI|0S JO Juawieal) panoidw| Jodsues) pue uawdojanap jonpoud Buljokosy wis1N0} 8|qeuleIsng

saulbus [9saIp ApUBL-JUBLILOIIAUS PUB JUBIOIS BI0 aoeds pue yue3 Juswabeuew pJezey [ednyeN Uesd(Q UIayinos auy} pue eanosejuy
juswuodiAug

(s1oeloideboyy) eissny (s1L77) spuelsayieN (sL14y) @duely (8upi/pury pue snjdy) ewysny (soH0) elessny

(panunuoo) ppRYy [edN3o0[0uydd) Aq payissed ‘Sunesado APUILIND (SHI0M)IIU) SIIUID YOIBISAI 3ANeIdd0-00 JO ISTT "9 TV 3|0eL

hw - NOILVINHOANI ANV SOILSILVIS AYVININITdNOD



LIST OF MEGAPROJECTS - 89

Annex 2

LIST OF “MEGAPROJECTS”

PROJECT 1: Developing a new generation of sealing and fire-protection
materials with wide industrial application

Executing agency: CJISC Unichimtech, Moscow.

Budget funding: RUB 400 million, including RUB 140 million in 2003.

Extra budgetary resources: RUB 410.2 million, including RUB 140.2 million in 2003.
Expected sales volume: RUB 3 500 million by 2007.

PROJECT 2: Developing and mastering the production of instruments and
equipment for nanotechnologies

Executing agency: CISC NT-MTD, Moscow.

Budget funding: RUB 400 million, including RUB 120 million in 2003.

Extra budgetary resources: RUB 410.5 million, including RUB 70.5 million in 2003.
Expected sales volume: RUB 2 300 million by 2007, starting from 2005.

PROJECT 3: Biotechnological development and production of seeds of
genetically modified agricultural plants

Executing agency: GU Bioengineering Centre, RAS, Moscow.

Budget funding: RUB 150 million, including RUB 80 million in 2003.

Extra budgetary resources: RUB 170 millionin total, including RUB 50 millionin
2003.

Expected sales volume by 2008: Sugar beet seeds (not less than 400 tonnes and
RUB 140 million per year); potato seeds (not less than 80 000 tonnes and
RUB 1 billion per year).
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PROJECT 4: Developing and mastering the production of photo-electronic
modules (PEM) for infra-red equipment

Executing agency: FGUP, Orion Scientific and Production Association, Moscow.
Budget funding: RUB 300 millionin total, including in RUB 120 million in 2003.

Extra budgetary resources: RUB 150 million in total, including RUB 15 million in
2003.

Expected sales volume: RUB 3 000 million by 2008, starting from 2005.

PROJECT 5: Developing and mastering the production of a new generation of
catalysts and catalytic technologies for the production of motor fuels

Executing agency: Institute of Catalysis, Siberian Department of RAS, Novosibirsk.
Budget funding: RUB 350 million, including RUB 250 million in 2003.

Extra budgetary resources: RUB 653 million, including RUB 22 million in 2003.
Expected sales volume: Not less than RUB 600 million per year.

PROJECT 6: Developing and mastering the production of new types of high-
quality cardboard

Executing agency: OJSC Central Scientific Research Institute of Paper, Pravdinsky
settlement, M oscow region.

Budget financing: RUB 150 million, including RUB 60 million in 2003.
Extra budgetary resources: RUB 318.7 million, including RUB 21.3 million in 2003.
Expected sales volume: Not less than RUB 2 000 million by 2008, starting from 2005.

PROJECT 7: Developing and mastering the production of highly effective steam
gas power installations of more than 200 megawatts

Executing agency: OJSC Lenigradsky Metallic Plant, St. Petersburg.

Budget financing: RUB 450 million, including RUB 150 million in 2003.

Extra budgetary resources: RUB 550 million, including RUB 199.5 million in 2003.
Expected sales volume: Not less than RUB 2 500 million by 2007, starting from 2004.

PROJECT 8: Developing and mastering the production of structural metallic
materials with a two-fold increase of the most important operational properties

Executing agency: FGUP Prometheus Central Scientific Research Institute of
Structural Materials, St. Petersburg.

Budget funding: RUB 200 million, including RUB 60 million in 2003.
Extra budgetary resources: RUB 200 million, including RUB 26 million in 2003.
Expected sales volume: RUB 1 000 million by 2007, starting from 2005.
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PROJECT 9: Development of synthetic crystal dielectrics and related articles
Executing agency: GU Institute of Crystallography, Moscow.

Budget funding: RUB 460 million, including RUB 100 million in 2003.

Extra budgetary resources: RUB 501 million, including RUB 10 million in 2003.
Expected sales volume: RUB 2 300 million by 2006.

PROJECT 10: Developing and mastering the production of competitive diesel
engines for automobile and other purposes

Executing agency: OJSC Zavolzhsky motor plant, town of Zavolzhie 2,
Nizhegordskaya area.

Budget financing: RUB 500 million, including RUB 105 million in 2003.
Extra budgetary resources: RUB 2 041 million, including RUB 300 million in 2003.
Expected sales volume: RUB 4 000 million per year, starting from 2006.

PROJECT 11: Development and fine-tuning of technical, technological,
organisational and financial solutions to improve the efficiency of the heating
supply in Russia

Executing agency: OJSC Fuel Investment Company of the City of Syktyvkar,
Republic of Komi, Syktyvkar.

Budget funding: RUB 250 million, including RUB 40 million in 2003.
Extra budgetary resources: RUB 1 800 million, including RUB 40 million in 2003.
Target: Reduction of heating supply expenditures by 40%.

PROJECT 12: Raising the effectiveness of solid waste processing
Executing agency: OJSC “Mechanobr-technika’, St. Petersburg.
Budget funding: RUB 400 million, including RUB 40 million in 2003.

Extra budgetary resources: RUB 427.5 millionin total, including RUB 28 millionin
2003.

Expected sales volume: RUB 2 250 million by 2006.
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Annex 3

INTERNATIONAL CONFERENCE ON
PUBLIC-PRIVATE PARTNERSHIPS FOR INNOVATION:
PROGRAMME

Conference co-organised by

The Ministry of Education and Science of the Russian Federation
and the Organisation for Economic Co-operation and Devel opment (OECD)

Le Meridien Moscow Country Club, 16-17 December 2004

The organisers express their deep gratitude to the Federal Service for Intellectual
Property, Patents and Trademarks, the Innovation Business Club “Intelcom”, the
French Embassy in Russia, the “Wimm-Bill-Dann” company, the British Council,
Microsoft Russia/CIS and UNDP, whose contributions have made this conference
possible. The Donor’s Council was co-chaired by David lakobashvili, Chairman
of the Board of Directors, the “Wimm-Bill-Dann” Company, and Gennady
Kurapov, Director General, Innovation Business Club “Intelcom.”

Conference objectives

e Todiscusstherole of PP/Psin an overal strategy to promote innovation-led
growth in Russia.

e  To present and discuss the draft OECD-Russia PP/Ps project report, especialy its
part on policy recommendations.

e  To disseminate the experience of OECD countries in promoting and managing
public-private partnerships for innovation.

Co-Chairs:

e  Boris Simonov, Director-General of the Federal Service for Intellectual Property,
Patents and Trademarks, Russia

e Danid Makin, Head, Science and Technology Policy Division, Directorate for
Science, Technology and Industry, OECD
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9:00 - 9:30
9:30 - 11:00
9:30 - 10:00

10:00 - 10:20

10:20 - 11:00

11:00 - 11:15
11:15 - 13:15

THURSDAY, 16 DECEMBER 2004

Registration

Opening session

Welcome addresses

Andrey Fursenko, Minister of Education and Science of the Russian
Federation

Herwig Schldgl, Deputy Secretary-General, OECD

Opening remarks

Philippe Petit, Deputy Director-General, World Intellectual Property
Organisation

Kristalina Georgieva, Director and Resident Representative in the Russian
Federation, World Bank

Keynotes speeches: Connecting science to innovation for sustainable
growth

The views of the public sector, Victor Sadovnichy, Rector, Moscow State
University, Russia

A business sector perspective, Y an Kuhn de Chizelle, Director,
Schlumberger Research Laboratory in Moscow

Coffee/tea break

Session 1: Public-Private Partnerships for innovation: the experience
of OECD countries

New trends in science and technology policy and the growing importance

of PP/Ps, Jean Guinet, Senior Economist, Science and Technology Policy

Division, Directorate for Science, Technology and Industry, OECD

Presentations by OECD countries’ representatives

o Alpo Kuparinen, Deputy Director General, Ministry of Trade and
Industry, Finland

o Michel Ottolander, Senior Policy Adviser, Ministry of Economic
Affairs, Netherlands

o Fritz Ohler, Managing Director, Technopolis Forschungs — und
Beratungs Gesmbh, Austria

o Laurent Buisson, Director of Innovation Department , Ministry of
Research, France

Q&A and discussion
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13:30 - 14:30
14:30 - 18:00

16:00 - 16:15
16:15 - 18:00

19:00

9:30 - 10:30

10:30 - 10:45

Lunch

Session 2: The role of PP/Ps in the Russian innovation system

Main Features of the Russian Innovation System, Sergey Lavrov, Director
General, Economic Analyses Bureau, Russia

Public-Private Partnerships for Innovation in Russia: The Current State
of Play, Natalia Zolotykh, Director General, Transtechnology, Russia
Improving the Framework Conditions for P/PPs: The Views of the
Scientific Community, Sergey Aldoshin, Member of the Presidium of the
Russian Academy of Sciences, Russia

Improving the Framework Conditions for P/PPs: A Business Perspective,
Sergey Kravchenko, President, Boeing, Russia/CIS

Coffee/tea break
Session 2 (continued)

Learning from Successful Experiments: A Cluster Initiative in

St. Petersburg, Grigoriy Itkinson, Director, Svetlana Opto-Electronic,
Russia

Practical Experience in Implementing P/PPs: The Example of a
“Megaproject” Managed by the Institute of Crystallography,|

Michael Kovalchyk, Secretary of the Council for Science, Technology
and Education under the President of Russia

France’s Experience in Developing Public-Private Partnership for
Innovation with Russia, Alain Gallochat, Counselor for Intellectual
Property, Ministry of Research, France

Q&A and discussion
Official reception

FRIDAY, 17 DECEMBER 2004

Session 3: Presentation of the conclusions of the OECD-Russia P/PPs

project report

Current and Potential Role of P/PPs as an Innovation Policy Tool in
Russia, Boris Simonov, Director-General, Federal Service for Intellectual
Property, Patents and Trademarks, Russia

Key Policy Recommendations for Realising this Potential, Daniel Malkin,
Head, Science and Technology Policy Division, Directorate for Science,
Technology and Industry, OECD

Q&A and discussion
Coffeeltea break
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10:45 - 12:30

12:30 - 13:30
12:30 - 13:00
13:00 - 13:30

13:30 - 14:30
14:40 - 15:30

Final panel discussion on policy recommendations

Co-Chairs: Boris Simonov (Director General, Federa Service for
Intellectual Property, Patents and Trademarks, Russia) and Daniel Makin
(Head, Science and Technology Policy Division, OECD

Panelist from Russia:
o Boris Alyeshin, Head, Federal Industry Agency
o Sergey Borisov, President, Opora Russia

o Vitaly Kveder, Director, Institute of Solid State Physics of the Russian
Academy of Sciences

Panelists from OECD countries:

e John Barber, Former Chair of the OECD Committee for Scientific and
Technological Policy, United Kingdom

e Hannu Hernesniemi, Research Director, Etlatieto, Finland

o Michael Blakeney, Director, Centre for Commercial Law Studies,
Queen Mary University of London, United Kingdom

o O&A and discussion

e Summary remarks by co-Chairs

Closing ceremony

Sponsors’ address

Closing remarks

e Sergey Borisov, President, Opora Russia, Russia

o Herwig Schldgl, Deputy Secretary-General, OECD

o Andrey Fursenko, Minister of Education and Science, Russia
Official lunch

Press conference
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APPENDIX

List of the persons interviewed
during the OECD mission in Russia (4-10 July 2004)"

Ministries, federal agencies and foundations

Ministry of Education and Science

A. Fursenko, Minister for Education and Science

D. Livanov, Director, Department of Science, Innovation and Intellectua Property
|. Beliaev, Deputy Director

A. Naumov, Deputy Director

Ministry of Economic Development and Trade
e M. Gloukhova, Head, Investment Division
Federal Agency for Science and Innovation
e S Mazurenko, Chief
Federal Agency for Industry
e |. Gorevatski, Deputy Chief
Federal Service for Intellectual Property, Patents and Trademarks
e B. Simonov, Director-General
Foundation for the Assistance to Small Innovative Enterprises

e |. Bortnik, Director-General

1. The OECD review team was composed of Daniel Makin and Jean Guinet (OECD Science
and Policy Division), John Barber (former Chair of the OECD Committee for Scientific and
Technological Policy, United Kingdom,), Hernesniemi Hannu (Research Director, Etlatieto,
Finland), Juergen Marchat (Programme Director, TIG, Austria) and Natalia Zolotykh
(Director, Transtechnology, Russia).
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Public research organisations and universities
Russian Academy of Science (RAS)
e S. Aldoshin, member of the RAS Presidium
RAS Institute of Chemical Physics Problems, Chernogolovka
e V. Kveder, Director
Vavilov State Optical Institute, St. Petersburg
e Y. Tsypkin, Deputy Director
Lavochkin Design Bureau
e K. Klefortov, Head of I1P Department
International School of Management, St. Petersburg
e A. Yanchevsky, Director and Professor
Institute for the Economy in Transition, Moscow
e |. Dezhina, Leading researcher
State-owned and private firms
Svetlana
e V. Popov, Director-Genera
Ezan
e V. Borodin, Director
Russian Standard
e |. Kossarev, Director-General
Intermediaries and business associations

Innovation-Technology Centre of the St. Petersburg Regional Foundation for Scientific
and Technological Development

e V. Spivak, Director
Technology Transfer Centre of the RAS Institute of Chemical Physics Problems
e V. Troitsky, Director
Technology Transfer Centre “North-West”
e A. Malinovski, General Director
e P. Goulkin, Investment Director
Consortium “Fort Ross”
e V. Makarov, President
Venture Capital
Russian Venture Capital Association
e E. Evdokimov, Project Manager
The Russian Technology Fund
e V. Levitsky, Director
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Fostering Public-Private Partnership
for Innovation in Russia

Over the past few years Russia has enjoyed steady economic growth. However,
the engines of growth remain over-concentrated in a handful of industries whose
success depends mainly on the export of raw commodities. In order to achieve
sustainable long-term growth, Russia needs to diversify its economic activities.
Boosting innovation should be a central objective of a diversification strategy.
Better connecting the strong Russian science base to market dynamics is the
single most important way to accelerate the development of knowledge-intensive
activities.

Fostering Public-Private Partnership for Innovation in Russia assesses strengths
and weaknesses of the Russian innovation system, with a focus on industry-
science relationships. Based on an assessment of current policy initiatives, it
formulates concrete policy recommendations to improve such relationships,
especially through public-private partnerships.

The full text of this book is available on line via these links:
http://new.sourceoecd.org/sciencelT/9264009655
http://new.sourceoecd.org/industrytrade/9264009655
http://new.sourceoecd.org/transitioneconomies/9264009655

Those with access to all OECD books on line should use this link:
http://new.sourceoecd.org/9264009655

SourceOECD is the OECD’s online library of books, periodicals and statistical databases.
For more information about this award-winning service and free trials ask your librarian,
or write to us at SourceOECD@oecd.org.
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