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We choose the comparison of time blocks to be able to compare the change over the last ten years
without negligible oscillations. The number of grants in Salzburg doubled in years 2010-2013
compared to 2004-2007. This is about the mean growth rate of all regions in Austria and leaves
Salzburg at the 6th position within all Austrian regions.

In comparison with Carinthia and Tyrol there is no significant difference that could explain R&D
performance disparities. There is knowledge incorporated in the business sector that is fragmented.
This fragmentation makes it harder to be addressed by potential partner institutions.

4.1.1.4 Individual actors in the Knowledge space (human resources for R&D)

The regional knowledge pool consists of all human resources available in a region. Individuals who
have completed tertiary education are regarded a major part of this group. [Figure 4.1-ee] shows the
comparison of several historical levels of development in the regions.

Figure 4.1-ee: Percentage population aged 25-64 having completed tertiary education,
Source: Statistics Austria
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The curves show that the measures implemented in the last 20 years had successfully involved a
higher percentage of the population into tertiary education but that there is a limit to the change of
dynamics which is path dependent. Salzburg is within a group of other regions that managed to
speed up their performance. Compared with other parts in the Knowledge Space, Salzburg is at a
higher level than most of the other regions even though it is a slight lead only. This is in line with the
analysis of the university system that shows a high number of students and graduates from the
respective institutions in Salzburg.
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The number of persons available for and active in R&D has increased in the last 20 years in line with
the rise of the R&D quota shown in [Figure 1.2-d]. As a whole, there were 50.668 researchers in
Austria in 2009. [Figure 4.1-ff] compares the numbers of R&D personnel in Salzburg with the national

numbers.

Figure 4.1-ff: R&D personnel 1998 — 2011, Source: Statistics Austria
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Vienna, Styria and Upper Austria managed to broaden their resources in R&D personnel remarkably
whilst the other regions keep a low level. Compared with the numbers of [Figure 4.1-ee], the line of
Salzburg is still within the group of the other regions but has fallen to the lower end. So we assume
that something happens between the ability of the regions to educate at a high level of tertiary
education and the potential to keep R&D personnel inside the region. We try to get a more detailed
picture by specifying employment in high-tech sectors. According to the definition of Eurostat (2014)
the development of the last 17 years is shown in the picture in [Figure 4.1-gg].
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Figure 4.1-gg: Employment in High-tech Sectors (high-tech manufacturing and high-tech
knowledge-intensive services), Source: Eurostat
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The capital region of Vienna is by far outperforming the other regions regarding employment in high-
tech sectors. Salzburg is in the middle of the bunch of all other regions, so there is no further
conclusion we could draw from that picture.

Another way to evaluate and compare the human resource capacity of the regions is to sum up the
totality of programmes and measures of the largest R&D funding agency. The results are shown in
[Figure 4.1-hh].

Figure 4.1-hh: Approved Funds by Region of the Austrian Research Promotion Agency,
Source: Austrian Research Promotion Agency
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The share of Salzburg has been low in the last 10 years, showing the lowest rates compared with
regions that host at least one public university. Once more the comparison with regions that also
host one university with a quasi similar supply of courses like Tyrol, Carinthia but also Upper Austria
leaves Salzburg in the lowest position.

This picture will be tested with the number of ERC principal investigators in the different regions.
[Figure 4.1-ii] shows regional distribution of ERC Grants.

Figure 4.1-ii: Number of Principal Investigators in ERC Grants by Region, Source:
Austrian Research Promotion Agency
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Salzburg is not in the list of investigators of ERC Grants in the year 2014. In the end of 2014 there was
a first successful application of an ERC starting grant in Salzburg. The project starts in June 2015 at
the University of Salzburg. The picture of the beforementioned approved funds per region is thus
confirmed. We have now got an impression about the overall situation of individual actors of R&D in
Salzburg. The special interest in Life Science due to the institutional change with the foundation of
the PMU in 2004 will be addreessed in two further graphs below. We will take this closer look into
the sector of Life Science in [Figure 4.1-jj].
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Figure 4.1-jj: Approved Funds in Life Science Sector by Region of the Austrian Research
Promotion Agency, Source: Austrian Research Promotion Agency
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As there was no substantial movement is recorded in Salzburg in 2004 and 2005 there could be an
impact coming from the change in the institutional setting in 2003 when the Private Medical
University (PMU) was founded. The ups and downs in the graph can be explained with the statistical
methods of the Austrian Research Promotion Agency that uses the time of contract as the input for
statistics. To verify the picture we compare the life-science sector in itself and draw the graph for the
percentages with Austria as 100% in [Figure 4.1-kk].

Figure 4.1-kk: Life-science Sector as Shares of Regions, Source: Austrian Research
Promotion Agency
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As there was no visible activity in Salzburg in 2004 and 2005, there are also some stable projects
from 2007 until 2013 which can be credited with the institutional change in 2003.

Migration

Migration causes a major influence onto the system of individual actors in R&D due to the difference
in numbers and education levels following when people move into and out of a region.

Migration numbers all over Austria have gone up in the last years. In 2012 the net migration gain was
43,797 persons, which is an increase of about 40 % compared to 2011 with 30,705 persons (Source
Statistics Austria 2012). The numbers regarding the education level can, for statistical reasons, just be
given for the numbers of people moving out. In other words [Figure 4.1-l] illustrates the respective
numbers of “Brain Drain“ for the year 2012.

Figure 4.1-1I: Emigration of Austrian Citizens in 2012, Source: Statistics Austria
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There is a similar distribution between the regions for all the levels of education. If we compare
different years for one specific level of education, the results can be seen in [Figure 4.1-mm].
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Figure 4.1-mm: Emigration of Austrian Citizens with University Degree 2010 - 2012,
Source: Statistics Austria
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Outgoing migration flows in higher education from Austria are relatively high. According to (Statistics
Austria 2012) “the emigration rates are particularly high for university graduates (5.3 %o) and persons
with technical education or training in natural sciences (6.2 %o)“. This ,Brain Drain“ of university
graduates makes the development of national and regional knowledge resources more dependent on
other sources, such as those employed in local research institutions and those trained through
education programmes in companies. For the case of Salzburg the graph shows in comparison with
[Figure 4.1-ee] that the number of emigrated university degree holders corresponds with the mean
percentage of degree holders in the region. This can be interpreted as there being no compelling
reason for people who got a higher education in the region to use this knowledge for the advantage
of the same region.

As stated above, there is no clear evidence of the education level of immigrants into the Salzburg
region. Nevertheless there are numbers for immigrants already living there. According to the
Chamber of Labour Salzburg

(http://sbg.arbeiterkammer.at/service/presse/pressemitteilungen/Jeder zweite Migrant ist fuer s
einen Job uebergualifiziert.html)

12% of the population of Salzburg is foreign passport holders, whereas 18% have some migration
history. No matter what education level these people have, just about 20% of them apply for
nostrification of their diploma, which means that 80% of them (counting for about 14 % of the
inhabitants of Salzburg) are not capable of or interested in applying. One consequence is that more
than 50% of migrants with medium or higher education level are employed in jobs that would require
just a compulsory education level. In short, qualification is lost.
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4.1.2 Publications

Institutions use different ways of providing reliable numbers of publications. One the hand there are
peer-rewied publications in journals, but also non-peer-reviewed publications or contributions to
conferences or book chapters. So there is no simple way to compare the publication statistics for
Salzburg or other regions. Moreover the Universities of Applied Sciences do not publish their
statistics and there is — even worse — no central facility for collecting this kind of data. We therefore
follow the federal ministries’ way of counting them, meaning that we concentrate on the public
universities first and only then try to perform the same analysis on the private university sector. The
overall number of publications in public universities in Austria is shown in [Figure 4.1-nn], which
starts in 2010 where unidata began to collect data of publications in the current systematic way.

Figure 4.1-nn: Publications of Public Universities in Salzburg and Austria 2010-2012,
Source: unidata
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In 2012 public universities in Salzburg recorded a number of 2,581 publications for a number of
fulltime-equivalents in scientific personnel of 1,230, thus the average publication rate per person
being 2.1. This is a little more than all the universities in Vienna with 1.8 and, if counting the
University of Vienna as the largest institution in that field, it is quite the same rate as we have 7.386
publications there compared to a number of 3.336 full-time equivalents, which is an average of 2.2.

There is no big movement in the graphs of [Figure 4.1-nn], which is not surprising because of the
long-term planning of scientific institutions following the financing rhythms of the federal budget
(GUF).
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The foundation of the Paracelsus Medical University (PMU) in 2003 was one major changes in the
institutional landscape of the Regional Innovation System in Salzburg. Therefore we take a closer look

on their performance of publications. [Figure 4.1-oo] shows the development from the time of
foundation until now.

Figure 4.1-00: Publications PMU 2003 - 2013
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The rate of publications does not remain at a stable level but shows two phases within the last ten
years. The first phase starts with the foundation and can be seen as a stabilising period, lasting until
2009. Afterwards there was a higher level of activity established which has been stable from 2011

onwards and expected to provide a solid level of publications in the Medical and Life Science Sector
for the coming years.
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4.2 The Innovation Space

This section focuses first on two key features of the Innovation Space:

a. 4.2.1 Innovation actors (companies, business support organisations, spin-offs and start-ups)
and relationships between them

b. 4.2.2 Patents as a measure of innovation diffusion in the economy

4.2.1 Innovation actors (companies, business support organisations, spin-offs and start-ups)
and relationships between them

The precondition for innovation actors is the cultural framework described in [Chapter 2] as the
attitudes and values present in a region. Austria is in this regard surrounded by countries known as
innovation followers. This is also confirmed when we look at the [Figure 4.2-a] showing the Culture
Map of the World proposed by Inglehart (1997) as introduced in [Chapter 2].

Figure 4.2-a: Culture Map of the World, Source: Inglehart (1997)
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We can see the existing embedment of Austria in the area of catholic Europe and, in addition, the
closeness to protestant and anglican zones. First, the position of Austria in the German speaking zone
means a reduced connectivity to the international research and innovation activities following the
translation barrier. Another point is even more important. The entrepreneurial acitivity is highest in
the English speaking, Anglican zone. The cultural difference is hereby manifested through language
and values based on different religious faiths. This fact is outweighed in part by the differences in the
central European education system.
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4.2.1.1 Innovative companies

These are the most important actors in the Innovation Space. As shown in [Figure 4.1-aa] above,
among the top 30 companies with the highest turnover in the Salzburg region, the largest share is
operating in the trading or service business with little or no innovative capacity. Therefore we are
going to analyse to what extent these and other innovative groups perform innovation, or, more
precisely, determine their innovation intensity.

The Regional Innovation Scoreboard shows the Austrian data on a NUTS 1 level, therefore this source
is not valid for the analysis of Salzburg. The Chamber of Commerce, which counts the number of
companies in the region of Salzburg, does not make a distinction between innovative and non-
innovative companies. So neither the Chamber of Commerce nor the Federation of Austrian
Industries nor the Commercial Section of the regional Ministry provide numbers of the innovation
intensity of companies or other institutions. All these institutions claimed in autumn 2014 that they
were in the course of generating the respective data.

The input of financial resources into the Innovation Space is fairly well-developed in Salzburg in
comparison to the other Austrian regions. But there seems to be a deficit in the output derived from
the activites in the Innovation Space regarding the input numbers.

Innovative companies also come out of the pool of newly founded companies. The ratio of new
companies compared to the number of existing companies varies a lot beween the regions [Figure

4.2-b].

Figure 4.2-b: Percentage of New Companies 2012, Source: Statistics Austria
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The percentage of new companies in Salzburg is quite low compared to other Austrian regions. This
indicates low dynamics in the important renewal of the company sector. These numbers will be
compared to the members of the Chamber of Commerce in [Figure 4.2-f].
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4.2.1.2 Business Support Organisations

Business support organisations facilitate innovative activities of newly founded as well as established
companies. They build a framework of technology transfer institutions, incubators or S&T parks that
provide not just space but also know-how for innovation processes that assist companies in their
effort to implement the respective process into their current corporate activities. The major actors in
business support for innovative activities are shown in [Figure 4.2-c], most of them are directly
funded and influenced by public authorities.

Figure 4.2-c: Business support organisations in the Salzburg region 2013,

Source: http://www.innovationszentren-austria.at

Business support organisation Number | Number of companies/ Workplaces
of which newly founded

Impulse Centers (12) 5 57/28 377

Technoparks (TP) 2 96/63 646

Research Institutions [Figure 4.1-t] N/A 900

There are Impulse Centers (I1Z), TechnoParks (TP) and Research Institutions that boost the innovation
capacity in the region. Most technology transfer institutions are managed by universities, notably by
people trained in the university sector who have little or no work experience in the industry sector.
Industry demand is therefore only slightly taken into consideration in the transfer activities
coordinated by these institutions. S&T parks have a long tradition in the Salzburg region. Their
success has always been determined by the level of capacity utilization, so that a key priority of park
managers was to fill the space available. This leads to a distorted use of the park, from innovation
support to a real estate development institution.

4.2.1.3 Start-ups/Spin-Offs

Start-ups are a major part of the dynamics of the company sector. As discussed in the literature
Klapper et.al. (2010) they are “essential for the dynamism of the modern market economy”. The
number of start-ups is a measure for the pool of the established companies to embed and integrate
innovations through aquisition. The number is counted by the regional Chamber of Commerce, but
similar to the innovation intensity of the companies themselves in [Chapter 4.2.1.1], there is no
information available on their innovation intensity. Therefore the overall number of start-up
companies will be considered for the analysis in [Figure 4.2-d].
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Figure 4.2-d: Start-Up Intensity 2012 with reference to the number of Chamber™s
Members and number of Citizens, Source: Chamber of Commerce Salzburg
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The relative statistics include the chance for smaller regions with less industrial activity to show up in
the front positions because the denominator is smaller. Burgenland realizes that and moves to the
front position in both relative comparisons. Salzburg is on the low end and also below the Austrian

average.

This has not always been the case as we can see in [Figure 4.2-e], which looks into the historical
development of numbers of foundations.
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Figure 4.2-e: Start-Up Companies 1996 > 2011 - Salzburg (Regional) and Austria
(National), Source: Statistics Austria
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Salzburg had a very active start-up scene in the beginning of last decade compared to other Austrian
regions. It had lost its pace in the last years and fell below average in 2007. The active time span
before 2007 can also still be seen in the rate of the self-employed shown in [Figure 4.1-s]. We look
into the actual share of new start-ups compared to all other Austrian regions in [Figure 4.2-f].
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Figure 4.2-f: Share of Start-ups in Austria/Chamber”s Members in Austria in 2012,
Source: Chamber of Commerce Salzburg
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The share of start-ups is in the lowest third whether we count them in relation to all companies or to
the members of the Chamber of Commerce. With 6.3 % the share of new companies is in line with
the share of population derived from [Figure 1.2-b]. But there is more potential because the share of
Chamber of Commerce Members is more than 7 %. This confirms the assumption of having a core
area of non-innovative trading and tourism industry in the region.

In the course of the year 2015 a new survey is published containing regional entrepreneurship
numbers by the ,,Global Entrepreneurship Monitoring” (GEM).
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Spin-Offs

There is no tracking of Spin-Offs from all the institutions of tertiary education in Salzburg. The
University of Salzburg is one of the owners of the public (State) state financed incubator “Business
Creation Center Salzburg” (BCCS), which hosted 8 start-ups in July 2014 and had a staff of 4 people.
As per this date, there are 22 people employed by the start-ups hosted in BCCS. [Figure 4.2-g] shows
the comparison of the workplaces created per year calculated on the basis of the year of foundation.

Figure 4.2-g: Companies and Workplaces created per year by AplusB Centers,
Source: Austrian Research Promotion Agency
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The number of companies that went through the support process of the Salzburg AplusB center BCCS
lies within the average of the other regions. This picture does not change if we compare the
respective workplaces. The number of employees in BCCS is high compared to international business
incubators that employ in average one person per seven start-up companies. In the end of 2014 it
was announced that the owners of BCCS will not prolong the institution for the next financing period.
Therefore BCCS will stop its activities in 2015. A concept for a follow-up model for hosting start-up
companies was announced by the regional administration.
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4.2.1.4 Public and private support for the development of the Innovation Space

Public support measures

According to the website of the Austrian Research Promotion Agency the Innovation Voucher is a
“funding instrument designed to help small and medium-sized enterprises in Austria to support
ongoing research and innovation activities. It enables enterprises to enlist the services of research
institutions and to pay for these services a maximum sum of either € 5,000 or € 10,000. The
Innovation Voucher is designed to encourage SMEs to co-operate with research institutes. It should
make it easier for small and medium-sized companies to overcome inhibition thresholds regarding
cooperations with research institutions”.

The main lines of support follow a procedure that is administrated by the regional ministry. Its main
basis is the “Economic Programm for Salzburg 2020” which provides five main areas for the
innovation activities: Construction, Wood Products and Technologies, Creative Industry, Life Science
and ICT and New Media. Guidelines and standard procedures can be found (in German language
only) on the webpage of the respective department for Economy, Research and Tourism of the
regional ministry (Source: http://www.salzburg.gv.at/themen/wt/wirtschaftsfoerderung.htm). This
site also contains links to the main national funding agencies such as the Austrian Research
Promotion Agency (FFG) or the Austrian Economic Service Agency (AWS).

Private Support measures

No strong links have been found between the R&D community and the potential funding institutions
or individuals. Another reason for the poor condition of private initiatives for the regional innovation
system is the overall situation of the risk capital market in Austria. Austria is part of the Basel System
hindering banks from engaging themselves in high risk projects of existing companies or start-ups.
The venture capital market had traditionally been weak all over Austria and a new downturn occured
during and after the years of the economic crisis after 2008. According to the ranking of the (EVCA
2013) not only the innovation leaders are outperforming Austria but also Eastern European countries
like Poland as shown in [Figure 4.2-h].

Figure 4.2-h: Country Ranking of the Investment Volume in Risk Capital (Fonds with
their Headquarters in Europe) in 2013, Source: European Venture Capital Association
(EVCA)
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The argument that Austria is a small country is not valid as comparable countries like Sweden, which
has about the same population and GDP, host a volume of risk capital 20 (!) times higher than
Austria. Therefore we are also interested in the share of investment volume in GDP. [Figure 4.2-i]
shows these numbers.

Figure 4.2-i: Country Ranking of the Investment Volume Share in GDP in Risk Capital
(Fonds with their Headquarters in Europe) in 2013,Source: European Venture Capital
Association (EVCA)
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The picture in GDP is even worse, Austria finding itself in a region of Central and Eastern European
countries like Romania or the Baltic countries. As these countries also have to cope with the Basel
system there have to be other cultural and legal explanations for that position. To get a better idea of
the historic development of this situation we will look at the numbers of the last 15 years compared
with neighbouring countries and the total European level.
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Figure 4.2-j: Development of Investment Volume of Funds in Austria, Germany and
Switzerland in GDP Share in Risk Capital 1999 - 2013, Source: European Venture Capital
Association (EVCA)

Investments 1999 - 2013 in % of GDP

0,70 -
M Europe B Switzerland

0,60

Germany B Austria

0,50

0,40

% of GDP

0,30

0,20

0,10

0,00

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Year

The situation in Austria in comparison with neighbouring countries had always been bad. We can see
the downturn of investments after the crisis in 2000 and in 2008. But there is another, really bad
outlook: In the last three years the situation in Germany has recovered from the last crisis and
numbers have slowly gone up. The numbers in Austria, however, are still going down each year to
lower and lower levels. Regarding the cultural reasons we will come back to this situation in [Chapter
5.2].

From the national level we now go on to the region of Salzburg even if there are no detailed data
available. European private equity and venture funds invested 88 M€ into Austrian small and
medium-sized enterprises in 2013. As there are no numbers for the regions, we suggest a share
calculated out of the residential population in Salzburg of 6.3 % [Figure 1.2-b] which will provide a
potential share of investment. This could be even lower because most of the venture activity is
expected to stay in the capital region of Vienna. Salzburg is suspected to have an investment volume
out of this investment class below 5.2 M€. Another calculation would be to convert the share of GNP
quota of 0.028 % national level to the Salzburg Gross Regional Product. This 22.806 M€ (GRP in 2013)
calculated on the 0.028 quota would result in an investment volume of 0.6 M€. With that share it is
no surprise that there is no visible activity of start-ups financed by this kind of risk capital. According
to Lee et.al. (2007, p.285) “in Europe, venture capital only supports approximately 13 percent of
start-ups, whereas in the United States the rate is more than 30 percent”. The supply of and demand
for venture capital is also discussed in Armour et.al. (2003, p.31) - introduced in [Chapter 2] - where it
is made clear that “favorable tax and legal environments facilitate the establishment of venture
capital and private equity funds and increase the supply of capital. Similarly, temperate bankruptcy
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laws [see also Chapter 4.3.2.1] stimulate entrepreneurialism and increase the demand for venture
capital. Government programs by contrast, crowd out private equity investment”. This survey was
based on data of the US, Canada and 13 European countries including Austria.

Therefore the analysis shows that aside from cultural aspects the legal framework in Austria is very
unfavourable for venture capital investments. National authorities have not been providing
conditions that attract investments e.g. with an amendment to the act ,AIFMG (Alternativ-
Investment-Fund-Management-Law)”.

4.2.1.5 Hybrid Innovation Actors

Centers of Competence

Centers of Competence provide a contribution to the Innovation Space and to the Consensus Space.
The cooperation aspects leave a much stronger impression than the output effects. According to the
programme document on the website of the Austrian Research promotion Agency (www.ffg.at), the
Programme COMET was launched by the Ministry of Science, Research and Economy and the
Ministry of Transport, Innovation and Technology in the year 2006 in order to “strengthen the long-
term research co-operation between science and industry in top-level research”.

The top level is the five K2 Centers with a minimum of one scientific partner and five company
partners. They operate throughout a period of 10 years with a maximum funding of 5 M€ per year
and a public funding share of 40 % to 55 %. The other categories are K1 centers and K projects with
shorter running time and less funding. The total volume of COMET in the end of 2013 was 1.1 billion€
funded by industry (527 M€), the federal level (351 M£), the regional level (176 M€) and scientific
institutions (56 M€). The details of the regional involvement are shown in [Figure 4.2-k].

Figure 4.2-k: COMET Centers Regional Participation 2006 — 2013, Numbers of Projects in
the Categories, Source: Austrian Research Promotion Agency
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Salzburg is on the lower end of the regions regarding participation in the COMET programme, it
participates in fact in just one K1 project. Involvement in the K project is larger with a number of five
projects but there are no institutional structures within K projects, therefore the importance for the
regional innovation system is less than for K1 or K2 centers. If we compare funding, the situation is
even worse with Salzburg at the far end with 0.5 % as shown in [Figure 4.2-I].

Figure 4.2-1: COMET Centers Regional Funding 2006 — 2013, Source: Austrian Research
Promotion Agency
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In the evaluation report of 2013 the interviewees state that it is not only the center itself as an
institution that counts but the cooperation aspects and the possibility to put into effect a research
project that was plannend within the participating institutions (Technopolis (2013, p. 40)). The low
number for Salzburg shows the limited capability for cooperation within and beyond the region.

Christian-Doppler-Laboratories / Josef-Ressel-Centers

The Christian Doppler Research Association promotes cooperation between expert scientists and
innovative businesses. The collaboration takes place in Christian Doppler Laboratories and Josef
Ressel Centres. Christian Doppler Laboratories pursue application-orientated basic research at
universities or non-university research institutions, while Josef Ressel Centres carry out research in a
similar way at universities of applied sciences. The research groups are established for a limited
period of up to seven years and are embedded in their respective academic research environment.
The groups have a high degree of scientific freedom and are evaluated at amn international level.
Around 150 company partners cooperate with the research units.

Christian Doppler Laboratories have been established since 1989 in universities. In the year 2013 73
laboratories were active, employing about 700 scientific personnel. Six of these centers are active at
the University of Salzburg.
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Josef Ressel Centres pursue application-orientated research. In the year 2013 four centres were
active, one of them at the University of Applied Sciences in Salzburg.

4.2.1.6 Demand for Innovation

The demand side of innovation was brought into the discussion in the literature [Chapter 2] with the
report of Business Decision Limited (2003) where the power of consumers to drive innovation is
described. It has performed a survey on more than 1000 enterprises and 125 associations to find out
the main obstacles for innovations to reach the market. The results are impressive. Here the top four
obstacles:

e Nr.1: The uncertainty of customers about security and quality of innovations (75%)
e Nr.2: Lack of awareness about innovations and their functionality (67%)

e Nr.3: High costs of the innovation and the associated products and services (62%)
e Nr.4: Lack of ability by the clients to use the innovation (60%).

This implies that just one of these, the cost factor in Nr.3, is not associated with the perceived
usefulness or the perceived ease of use of the customer. In other words, if an innovation fails in the
perception of the demand side, it is likely going to fail. As this is not just a technological issue but a
cultural and societal issue, we will address this question in [Chapter 5.2].

In the same context the second barrier to innovation on demand side can be found, which is
corruption and bribery. The reason is the link between levels of corruption and the innovative impact
of public procurement. The higher the corruption the more likely it is that the same group of
companies continues to get public contracts. Therefore this group of companies has no incentive to
offer innovative solutions because they will anyway get the contracts in the end. The other group will
of course not offer innovative solutions because they know that they have little chance to beat the
established companies.

In a survey in 2006 the World Economic Forum (WEF) asked more than 11,000 business leaders in
125 countries about the situation of corruption and bribery in four different categories shown in
[Figure 4.2-m]. The respondents were asked “how often firms would make undocumented extra
payments or bribes connected with public utilities, tax payments, the award of public contracts and
favourable judicial decisions.” The responses range between 1 (common) and 7 (never occurs).
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Figure 4.2-m: Average Perceived Level of Bribery Risk in Selected Government Activities
in OECD Member Countries in 2006, Source: World Economic Forum, Executive Opinion
Survey (2006), www.weforum.org/documents/gcrO0809/index.html
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The lower the number, the more common is the risk for bribery with a scale from 1 to 7. The survey
shows that public contracts are most at risk to create a barrier to independent public procurement.

The size of markets for public procurement varies across different countries. The numbers for the
year 2006 are shown in [Figure 4.2-n].

Figure 4.2-n: Public Procurement as a Percentage of GDP in 2006, Source: Eurostat 2006
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Especially after the crisis in 2008, public procurement was increasingly used for fiscal stimulus and
the renewal of economic sectors. With rising importance of these measures the consequences of
innovation stimulus through public procurement is rising and with that the importance of being a
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barrier through corruption and bribery. As there are no numbers for corruption on a regional level,
we take the national level as an indication in [Figure 4.2-0].

Figure 4.2-o: Numbers for Austria in the last 20 Years regarding Different Indices for
Corruption

Sources:

EIU Economist Intelligence Unit
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The topic of corruption has never been addressed fully in the political discussion in Austria. Rankings
and relative positions with regards to other countries were told to be in best order. The comparison
of different rankings shows that all four indices have had some kind of downturn since 2009. This is a
sign of a worsening situation that will have its effects on public procurement and the respective
demand for innovative activities. As introduced in [Chapter 2] there is also a discussion on the role of
entrepreneurship and firm formation in Klapper (2010, p.152) where the above-mentioned challenge
is addressed with the conclusion that “countries with low barriers to entry and less corruption
generally see higher percentages of firm registration and entry”. The numbers and especially the
trend in [Figure 4.2-0] will cause a downturn in firm registration in Austria in the next years.

As mentioned in [Chapter 2] there are two indicators in the survey of the World Economic Forum
that describe the demand conditions of public procurement. For Austria the scores and ranks are
shown in [Figure 4.2-p] and [Figure 4.2-q].
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Figure 4.2-p: Global Competitiveness Index Demand Scores, Source: World Economic

Forum
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Figure 4.2-q: Global Competitiveness Index Demand Ranks, Source: World Economic
Forum
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As the optimum scores would be 7, both indicators are in a medium condition. But favouritism in
decisions by government officials is clearly moving in the wrong direction within scores and ranking.
This development will have an impact on the demand of public procurement in regard to the
innovative capacity. The question is who should invest energy to change this trend. It will not be the
public sector because there the money will be spent anyway. It will not even be the Federation of
Industry because their members are recruited largely from established companies that might benefit
from a worsening situation. Young companies, which are the losers of the declining competition
culture, could complain but they have few channels of communication to send their message.

4.2.2 Patents

The importance of Intellectual Property Rights (IPR) and especially patents has changed a lot over the
last decades. As with the legal basis being established in the beginning of the 20th century the focus
of IPR had rather been on the legal component in the beginning, the importance of the economic
component rose during the last 40 years. [Figure 4.2-r] shows the change of importance of tangible
and intangible assets for the S&P 500 between 1980 and 2000.

Figure 4.2-r: Importance of IP & Intangible Assets,

Source: http://www.oceantomo.com/productsandservices/investments/intangible-market-value
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Patents are an indicator for the innovative activity of a region despite the fact that only a limited
number of Start-Ups are eligible to apply for intellectual property rights. If we compare the Austrian
regions with each other, we can see an unequally distributed picture of IPR activity demonstrated as
the Innovation Ratio as shown in [Figure 4.2-s].
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Figure 4.2-s: Patents per 100.000 Inhabitants 2012
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Patents per 100.000 inhabitants in Salzburg are a little more than half the average of Austria. The
reasons for the low performance are manifold. On the one hand the knowledge base of the
individual and institutional actors in the regions is not used properly for a variety of reasons and on
the other hand there is a low number of companies in the industry production sector that would be
the major driver of generating a fertile soil for patents.

This analysis would suggest that the patent activity does not really change over time because the use
of knowledge is a cultural and therefore a long-lasting parameter. The industry structure also
changes quite slowly over time. If we go into detail and compare applications and filings of patents in
the development of the last 20 years, we can prove these assumptions in [Figure 4.2-t] and [Figure
4.2-u] with a wavelike curve for most of the regions.
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Figure 4.2-t: Patent Applications 1998-2013, Source: Austrian Patent Office
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Figure 4.2-u: Patent Filings 1998-2013, Source: Austrian Patent Office
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The level of patents has been stable over the last 15 years, which proves the assumptions above and
also the evidence of Azoulay et.al. (2009) described in [Chapter 2] regarding the social imprints that
are forwarded from one generation of researchers to the next. If compared with other regions this
means that if a region manages to get fresh human capital input from outside, the dynamics of
patenting will reflect the permanent renewal of the system. An example is shown in [Figure 4.2-v]
with data from Silicon Valley.
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Figure 4.2-v: Filed Patents in Silicon Valley as a percentage of Californian and US

national patent numbers, Source: USPTO, Silicon Valley Institute for Regional Studies
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Silicon Valley managed to roughly double the numbers of their patenting acitivites in the last 25 years
thanks to migration and innovation dynamics. This is due to the fact that Silicon Valley is a founders
migration region. About 80 % of people founding a new company were not born in the region. They
come to Silicon Valley for entrepreneurial activity.

Of growing importance are the applications that are requested at the European Patent Office in
Munich, where most of the global actors among Austrian companies apply. [Figure 4.2-w] shows that
number of applications to the EPO.

Figure 4.2-w: Number of Austrian Patent Applications to the EPO, Source: Eurostat
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Vorarlberg is among the top regions for patent numbers to the European Patent Office. Salzburg
shows up in the average of the other regions with a stable number during the last 10 years. There is a
downturn in most of the regions after 2009. This should be observed carefully when data of the
following years will be available. We have to take into account that first Salzburg is geographically
very close to Munich and that second there is a large number of German students and employees in
Salzburg who have their roots in the Bavarian region and tend more than others to file their patents
in Munich.

The analysis shows the importance of IPR to the region compared with other regions. For an
institution like a university this is however difficult because it is not a major task for a university to
file patents. It is not even a major source of revenue for institutions of tertiary education and
research. As was mentioned in [Chapter 2], there is evidence in the literature that the role of IPR in
universities is normally a source of debt. It has been made clear in [Astebro et.al. 2009, p.33] that
“universities are not likely to earn any money on promoting the commercialization of their research.
Only the top two producers of disclosures in the US, Stanford and MIT, are likely to avoid prolonged
periods of losses for managing their IP“.
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4.3 The Consensus Space

This section describes the Consensus Space in terms of:
a. 4.3.1. Key governance actors at national and regional level
b. 4.3.2. Legal framework and most relevant policies and instruments for research and
innovation

4.3.1 Key governance actors

The governance of research and innovation in Austria is performed at national and regional levels. At
both levels, there is a ministerial level, a civil servants level, and an agency level. The status of the
employees is a critical aspect because it more or less defines the flexibility and the potential of
management control. The organizational chart is shown in [Figure 4.3-a].

Figure 4.3-a: Regional Administration Salzburg - Organizational Chart, Source: Own
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The institutional setting in public administration requires a closer look at the levels of administration
and their required and actual allocation of tasks. We define the following task sharing as worthwhile:

» Policy Level: Policy decisions and Transregional Negotiations
» Civil Servants Level: Strategy-Based on the Policy Requirements
» Agency Level: Implementation Process and One-Stop-Shop for Research Level

There is a principle of subsidiarity within all these levels, hence there should be no extra cycles in
between.

The situation in Salzburg before the last regional elections in May 2013 could be described as an
administrative chasm. Through all the three different levels there was an apparent lack of
communication between research-oriented activities and economy-oriented innovation activities. To
start with, there were two regional ministers responsible for research and innovation with one
focused on basic research (Socialist Party ,SPO“) and the other on applied orientation (People’s Party
,OVP“). The chasm went down all the way from the political level through the civil servants level
down to the agency level where there was a clearly defined ownership by either of them. The
consequence is a very complex setting for transregional cooperation.

After the elections 2013 a different picture emerged. Most people at the civil servants and agency
level are still the same, but the political assignments changed dramatically. Another aspect is the fact
that before 2013 there had been a coalition of two quite equal parties, while currently there is a
coalition of three parties with one leading party and two smaller coalition partners. No matter if the
decisions made at the political level are better or not, they are now implemented within the whole
administrative system and not just within one side of the chasm. Therefore we can assume that a
political change can be the catalyst for a positive and future oriented change in the governance
system.

4.3.2 Legal framework and most relevant policies and instruments for research and
innovation

The legal situation in Salzburg is in line with all other regions regarding policies and instruments
providing a legal framework from the European, national and regional level. This is important
because there are different opportunities how to influence the framework conditions from the
perspective of a region. European competition law is to be regarded as a fixed framework that has to
be taken as a fixed setting.

Policies and guidelines can be influenced through the formal and informal lines of communication
between the national and regional level. In this regard it is important to take into account the share
of funding between regional and national level in R&D, which is about 10% at the regional and 90% at
national level. Therefore national policies are expected to be decided predominantly at the national
level. They will predominantly answer the needs of the regions which have a higher share of regional
R&D expenditure. As an example we can see that programmes like AplusB [Figure 4.2-g] do not fit
equally well for all regions, and centers in Vienna and Styria are better off with the existing
framework than regions with a smaller amount of R&D funding.
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The priorities of the regional policy level are stated (on the website http://www.salzburg.gv.at/
themen/bildungforschung/obtree allgemein-forschungwissenschaft.ntm) to be gender topics,
transparency and strenghtening of competition.

4.3.2.1 Legal framework conditions
Public University Law

University Law has been in a permanent process of change since the second world war. But there are
three major milestones where legal regulation changed the framework conditions to a larger extent.
The first occurred in 1975 when it was intended to provide access to universities for all levels of
society because back then mainly children of wealthy parents were able to afford to study at a
university. That goal has not been fulfilled satisfactorily till today because still the level of education
is to a large extent inherited through the social status of the parents.

The second major change in university law happened in 1993 when terms like efficiency,
management and evaluation marked the discussion and the main lines of today’s governance model
were established. The last major change of university law occurred in 2002 when the autonomy of
university organisation and management as well as their financial independance implemented via
performance contracts with a duration of three years were set forth.

Despite the change of settings in the legal framework, the competition and flexibility between the
universities has not changed for a simple reason. The percentage of money provided to every single
institution in the university system did not really change. When a new performance contract is
negotiated the bigger part of financing is already pre-fixed. Nobody on the federal level wants to
really take up the discussion about moving large portions of money from one university to another
and therefore a region like Salzburg is tied to its financial framework. Therefore also the motivation
to be more competitive than the others is limited. Even the Science Fund (FWF) [Figure 4.1-j] cannot
solve this challenge because on the hand its financial volume is low compared with the basic funding
and success rates are on the other hand low so that the motivation of university personnel to apply
for grants is limited as well.

Private University Law

Private Universities have had a short history in Austria. The respective law was had been adopted in
1999. Since then every person in Austria has been able to apply for the foundation of a private
university and has had to go through the admission process of the Council for Accreditation. The level
of competition can be judged on the success rate of application which is just around 15%. Private
universities are an opportunity for regions to establish additional education and R&D capacitity
without having to rely on national funding. As stated in [Chapter 4.1.1.1] it is not possible for private
universities to get national basic funding for education purposes. Since 2007 they have been allowed
to get national funding for R&D. Salzburg, too, has planned to establish a faculty for medicine at the
public university since its refoundation in the 1960s and managed to do so in form of a private
university in 2003 (Paracelsus Medical University, PMU). By the end of 2014 there are 24 private
universities established all over Austria. Some of them were established in regions that have limited
access to public universities and therefore fill a regional gap in supply of tertiary education. It has to
be stated that most of these private universities focus on education and have no or just limited
capacity of R&D.
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There is one major difference - except the financing regime - between public and private universities
that shall be stressed in the context of this discussion. Private universities can decide upon the
admission rules and enrollment fees of their students. Public universities cannot do that. This is to
the qualitative (selection of the best students) and quantitative (financial autonomy) disadvantage of
public universities.

Bankruptcy Law

Bankruptcy law in Austria is in line with similar regulations among European Union member states. In
countries like Japan this entry barrier to start-up founders has been modified to the favor of founders
in the end of the 1990s. Some years later start-up numbers went up significantly as introduced in
[Chapter 2]. The legal issue is one of the consequences of bankruptcy law but there is an even
stronger issue of social stigma that is connected to bankruptcy. As cultural issues are important
barriers to founders in Austria, this aspect could have a larger impact than in other countries. In fact
Japan has a similar cultural aspect of social stigma if somebody failes in their career. Therefore we
take bankruptcy law as one of the drivers for cultural change. In the Prediki prediction market in
[Chapter 5.1] we will see that bankruptcy is not seen as the most important barrier by the potential
founders themselves. As introduced in [Chapter 2] Armour and Cumming (2004) discussed the
stimulation of entrepreneurial activity via temperate bankruptcy laws. They show further that “more
severe personal bankruptcy laws, measured by reference to the number of years before a bankrupt
individual would obtain a fresh start, and controlling for countries in which no fresh start is available,
have signifanctly lower demand for venture capital and private equity” (p.5). There is a lot of room
for further research on the topic.

4.3.2.2 Policies and the societal and cultural framework conditions for policy options

The recent economic strategy was published in 2011. It replaced the , General Economic Orientation”
dated from 2003. (http://www.salzburg.gv.at/ssz-wipro2020.pdf)

Societal and Cultural Policy Options

Policy decisions have to take into account the attitudes and values of the society that should be the
beneficiaries of a positive impact coming from these decisions. Moreover policies can also change
the attitudes and values over medium and long-term periods. Cultures and traditions tend to be
stable over generations. If politicians want to influence and change the cultural framework, they
have to put forth a lot of political energy. We are interested in the intentions derived from these
attitudes of society towards entrepreneurship in order to estimate the potential for innovative
activities in the future. There is no data available, we therefore perform a survey and in addition test
a tool that is well established for the preparation of decisions in the consumer market, the prediction
market.

The Survey

The survey consists of a set of 12 questions that will be addressed in this chapter. They were brought
forth to different groups of respondents. At first two representative groups of persons from the
region of Salzburg and from other Austrian regions, both being a representative sample from all
levels of society, were asked. Then we asked two peer groups to compare the results with special
communities. The first peer group is derived from the largest R&D institution in Salzburg, the
University of Salzburg, with a number of about 1800 persons in charge of scientific tasks. The last
group can be best described as R&D professionals who work in an institution that is involved in R&D
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or innovation itself or in an institution that administrates R&D programmes. We will call them
,Research Community”. [Figure 4.3-b] shows the number of respondents in the four different groups.

Figure 4.3-b: Number and Education Level of Respondents for the Survey of Potential for
Entrepreneurship, Source: Meinungsraum
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The main units for all four groups are eligible for the discussion. The number of 1800 persons that
received the invitation at the University of Salzburg to participate was about the same at the
Research Community. Whereas from the professionals group there were as a whole 113 answered
guestionnaires, it was less than half the number (49) at the university.

With the first question we would like to get a clearer picture of are the framework conditions and the
interest of the respondents in the topic of innovation. [Figure 4.3-c] shows the results for the four
groups.
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Figure 4.3-c: Influence of Framework Conditions and Interest in Innovation, Source:
Meinungsraum
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Within the answers to the question of the framework conditions there are two interesting facts
discernible from the graph. First, there is a group about 10% larger of non-Salzburg respondents who
judge the framework as positive. Second, the research community shows a significantly higher
amount of persons with a poor opinion on the framework conditions. This is all the more important
due to the fact that the interest in innovation is highest in the two groups who are confronted with
research and innovation in their daily professional life.
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We want to know if the interest in innovation is also in line with the attitude to entrepreneurship.
[Figure 4.3-d] shows the results for this.

Figure 4.3-d: Attitude towards Entrepreneurship, Source: Meinungsraum
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There are some signs of a higher number of entrepreneurs in the research community than in the
broader society. But much more interesting seems to be the fact that there would be at least about
one third in all the groups with some interest to go for independence in employment. But the group
that will actively work on that goal is only comparatively small. One reason can be that people fear
the risk of losing their societal status in case of a failure. We test this hypothesis with a direct
guestion on the attutitude to unpaid work in [Figure 4.3-e].

Figure 4.3-e: Acceptance Level of Unpaid Work, Source: Meinungsraum
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In the society pictured by the first two groups there is a bigger number of respondents fearing the
scenario of having no income for some time. In groups three and four, where the mean education
level is higher, the number of respondents who completely refuse such an idea is getting smaller and
the number of respondents who can imagine such a scenario reaches about 40 %.

The question of risk aversion seems to be dependent on the level of education and working position,
but is it also dependent on the region? We will ask for three different parameters and include an
overall question about the general willingness to take some risk. [Figure 4.3-f] shows the results for
the three different questions.

Figure 4.3-f: Attitude to Risk, Source: Meinungsraum
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Take other Risks
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Within these three graphs we first compare the first group in Salzburg with the research community
that includes the largest number of existing entrepreneurs. In all three parameters the answers for
»in any case” or ,rather yes” is about twice the number in the research community. Risk aversion
thus drops down if the education level is higher and if respondents have been confronted with
research in their working life. In a second question we compare the overall Austrian research
community with an institution in Salzburg, the University of Salzburg. The gap in numbers is not as
wide as in the broader society but still there is a significant gap in the ,,take other risks” group which
amounts to about 15 %. The University thus does not manage to emancipate their personnel from
the overall risk aversion in the region that it is situated in.

As shown in [Figure 4.3-d] there is some potential of entrepreneurs who have to be motivated to
take that step. To get to know what this motivation could be we ask for different options of a road to
self-employment in [Figure 4.3-g].
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Figure 4.3-g: Motivation to Implement the Innovative ldeas, Source: Meinungsraum
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There are different motivations without a clear predominance of one of them. Given the numbers in
[Figure 1.2-a] there is an indication of a significant portion of persons that could be motivated to put
more energy into potential entrepreneurship while it seems to be difficult to decide for the best way
to address them. As introduced in [Chapter 2] we could use the findings of Keuschnigg (2003, p.39)
who states that “the supply of entrepreneurs depends on the willingness of inventive persons to give
up alternative career opportunities”. Having fewer opportunities people are expected to eventually
choose the option of entrepreneurship.

The Prediction Market

The second step to get an impression about the policy framework is to conduct a prediction market
with the same groups respectively and to ask the respondents of the survey if they are willing to
participate in the prediction market. The methodical difference between the survey and the
prediction market is simply that the survey asks about what the respondents themselves think and
what should be the case in the future whereas the prediction market asks the respondents on their
opinion about what others think and what will be.Whereas we need a socio-economically significant
number of respondents in the case of the survey, we just need a minimum of 16 traders in the case
of the prediction market according to [Chapter 2 ,Prediction Markets“]. As stated in Luckner et.al.
(2012) ,,Prediction markets help to aggregate information and gain a better understanding of the
future by collecting knowledge of as many people as possible. The real difference is that a survey is a
one-way communication with the incentive only to mark the questionnaire and that within the
prediction market there is a lot of interactive agitation with a clear incentive to be supported by the
others during the process. There is also a clear disadvantage as the complexity and effort to
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understand the process is much higher in the prediction market. Therefore fewer people were
motivated to take this effort, we motivated 102 traders in total who performed 641 trades and
posted 1447 opinions. Nevertheless, in every single question group the minimum of trades that is
necessary for a valid discussion has been achieved.

In the prediction market five main questions were dealt with:

- Promotion of entrepreneurial education

- Support for patenting

- Enhancement of support services for start-ups
- Tax benefits for innovations

- Reduction of burden in case of bankruptcy

These main questions were followed by three cross section topics that were tested within the trading
community:

- Risk acceptance for entrepreneurs
- Interest in founding a company
- Political energy for implementation of measures

The first question that was addressed is the promotion of entrepreneurial education. [Figure 4.3-h]
shows the results and the market movement after about one month of trading.

Figure 4.3-h: Expected Effects for Promotion of Entrepreneurial Education, Source:
Prediki
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There was a high number of trades connected with that question, which shows the interest of the
community in the topic. The market had been moving steadily and ended up in a slightly positive
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effect of about 5 % of expected growth of start-ups by 2020. In this question, we could record a high
number of traders from university. Despite the predominance of the opinion of a constant scenario
there is a clear sign that positive expectations prevail. Nevertheless a further question could be
asked: At what stage of education should this happen?

The second question for the development of patent applications is shown in [Figure 4.3-i].

Figure 4.3-i: Impact on Patent Application in case of more Funding for Innovation,
Source: Prediki

Impact on Patent Application in case of more Funding for Innovation

e | B strongly increase

M increase

stay constant

e H decrease

0% 20% 40% 60% 80% 100% u strongly decrease

[Market Movement]

13. Okt 27. Okt

Just a few days after starting the trading, the market rate went into a quasi equilibrium with hardly
any contrary action. The opinion of the community is clearly visible as the additional funding of
innovations would result in a higher number of patent applications. In the case of the discussion at
hand, this would be an 8 % growth by 2020. The slight contrary movement and the equilibrium
between the “strong” effect point to a lack of a clear opinion that could also be interpreted as a lack
of insight and information about the topic. This is confirmed by the fact pointed out in Litzka (2014)
that there is hardly any effect of patents on start-ups, if not a negative correlation.
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The third topic is dedicated to the support services and to what extent they are capable of moving
forward the number of start-ups. [Figure 4.3-j] provides the results and the market movements.

Figure 4.3-j: Impact on the Number of Start-Ups in Case of Enhanced Support Services,
Source: Prediki
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The panel of traders showed dissent in their actions as there was a contrary movement to the first
trend in the second week of trading. In the midst of the discussion there was a positive movement
that was corrected to a certain extent until the end of the trading phase. In a nutshell, we can
summarize that respecting the dissent there is an expectation of about 6.5 % growth of start-ups for
2020 if the support services are expanded. The opinion in the “strong” section is equally positive as
negative but the “increase” section prevails over the “decrease” section.
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The next question addresses the matter if the increase of tax benefits influences the share of
innovative products of innovative companies. [Figure 4.3-k] provides the results.

Figure 4.3-k: Impact of Increased Tax Benefits on the Share of Innovative Products,
Source: Prediki
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This question proved to be quite demanding for the traders. The hidden message of the trading
process was not only that there is a very high amount of very positive expectations but also that the
guestion is ,how” these measures are implemented. These results from the quartils that get tighter
in the middle of trading and broaden again in the end, which is not typical for a trading process. So
for the consensus there would be more information necessary about what these measures could be.
Bearing that in mind, we can expect a positive impact on the share of innovative products if tax
regulations are changed to a more favorable situation for start-ups.
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At last, the question about the impact on innovative activity in case of reduced burdens in case of
bankruptcies will be discussed in [Figure 4.3-].

Figure 4.3-1: Impact on Innovative Activity in Case of Reducing the Burden of
Bankruptcy, Source: Prediki
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The results of the trading process on the one hand show a consensus indicated by minimal
amplitudes and a small contrary action to a first trend. They show the smallest expected growth rate
of the four trading scenarios. The lowest rate of PageViews implies the smallest interest of the
trading community in the topic. This could also mean that the level of information on the topic is low
and that the community was not ready to get involved more deeply. However, the demand for
political action is regarded lowest amongst by the trading community.
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After the expectation analysis in the five main topics we will address two of the three cross sectional
issues of risk acceptance and the interest to be an entrepreneur in [Figure 4.3-m] and [Figure 4.3-n].

Figure 4.3-m: Risk Acceptance, Source: Prediki
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Figure 4.3-n: Interest in Entrepreneurial Activity, Source: Prediki
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The risk acceptance is expected to stay at the same level in the coming years. Regarding the long-
term stability of cultural framework conditions, this is comprehensible. Despite the expected stability
of risk acceptance, interest to found one’s own company is expected to rise to a quite large extent of
about 9 %. If we cumulate the numbers of probability for growth and strong growth, we end up at an
amount of over 70%. This scenario is regarded to be very likely in the view of the traders.

This concludes the analysis of the prediction market with a basis for discussion of a research question
that contains political implications and options for action which will be performed in [Chapter 5.1].

Mozart 4.0 Page 100



Mozart 4.0: Innovation based on cultural tradition. September 2015

4.3.2.3 Instruments, Measures and Programmes

Regional Programmes for R&D and Innovation

As stated in [Chapter 4.3.2.1] there is a legal framework for regional R&D and innovation support
programmes. We have to keep in mind that R&D support is legally based on the national level while
the regional function is to facilitate the specific regional characteristics of the R&D landscape. The
number of programmes is manifold and can be viewed on the website of the regional ministries:
(http://www.salzburg.gv.at/foerderung beratung) for science and research and
(http://www.salzburg.gv.at/themen/wt/forschung-unternehmensbezogen.htm) for innovation and
economic support. There is a clear distinction between the two areas of R&D and innovation, which
will be discussed in [Chapter 5.1].

Salzburg Council of Science and Research

The Council for Science and Research in Salzburg was established by regional law in 2002 and was
therefore the first regional advisory body of the regions in Austria. It was followed by similar bodies
in Upper Austria in 2003, in Styria in 2005 and in Burgenland in 2014. The statutes include the overall
objectives to support the development of the region of Salzburg in all respects of science, research
and economic development.

The mixture of the 14 Council members (http://www.salzburg.gv.at/wfr-mitglieder.pdf) would
enable the comittee to generate a broad view of research and innovation aspects and to draw
conclusions about the strengths and weaknesses of the region.. The reasons why this did not happen
in an appropriate way can be manifold. One major issue is that recommendations are not published
and therefore no public discussion about backgrounds and consequences took place. Until 2013 the
Council had taken up about 120 recommendations in 36 meetings. The Council members hold
influential positions in most of the relevant R&D institutions in the region such as the university, the
universitiy of applied sciences or the research institutions. The question rises whether they take a
critical view on the work of these institutions or whether they rather represent the interests of these
institutions in the Council.

Smart Specialisation Strategy

The Smart Specialisation Strategy is part of the regional plan to find its focus areas and to place it into
the strategy for participation at an European level. Planning has been in course in autumn 2014 and
should be finished during the year 2015. In order to compare the history of granted projects we use
the analysis of Proviso provided in the year 2013, combining all the projects accomplished in the
period of the 7th Framework Programme (2007-2013). [Figure 4.3-0] shows the total number of
grants for each Austrian region.
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Figure 4.3-o0: Number of Projects granted to Austrian Institutions in the 7th Framework
Programme 2007-2013, Source: European Commission, Proviso, Austrian Research
Promotion Agency
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Salzburg with a number of 97 grants is in the lower area of regions. As we are interested in where the
deficits are, we will look more deeply into the distribution between the sectors in [Figure 4.3-p]
which shows the number of projects granted in the different sectors compared with all Austrian
regions.

Figure 4.3-p: Number of Projects granted to Austrian Institutions in the 7th Framework
Programme 2007-2013, Source: European Commission, Proviso
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The Higher Education Sector and the respective research organisation cover nearly three quarters of
all the institutions participating. There is a very low rate of participation by Salzburg companies, only
one other region, Burgenland, shows a number even lower. A comparable region in population like
Carinthia generates more than half the number of participation by SMEs or large companies.

Cooperation Initiatives

The institutional landscape in a region is connected through different lines of communication. There
are many initiatives in Salzburg that bring forward the information exchange. These initiatives are to
a large amount managed by the political level, especially by civil servants and special interest groups.
The situation is quite similar to other regions. We therefore focus on a critical issue that is important
for the interplay between different sectors and disciplines: Cross institutional communication. The
Chamber of Commerce serves its members very well. So does the department of Science in the
regional government which also serves the institutions where it is holding shares very well. But cross
institutional communication seems to be rather weak. The implication of the individualism of
institutions will be further discussed in [Chapter 5.3.4].
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5 Discussion

Discussion shall be structured in three parts. First the two major issues of the Regional Innovation
System in Salzburg will be addressed and then in the third part there will be a discussion of other
issues that will have an impact on a prosperous development of the region of Salzburg, including
cross references to other regions in the world.

5.1. Discussion of the Spaces regarding Policy Issues
Research Question 1: What can we learn from the analysis of the Spaces in
[Chapter 4] as to how government can promote a successful innovation culture in
the region (e.g. entrepreneurial spirit, knowledge spillovers, risk tolerance)?

5.2. Discussion of the Impact of Demand within the Innovation Culture in Salzburg
Research Question 2: How important is the demand side of the innovation system
for the development of a Regional Innovation System and how could the impact of
the innovation culture on the demand be discussed?

5.3. Discussion of other Issues regarding the Salzburg Regional Innovation System
Research Question 3: What are further options for improvement in the Regional
Innovation System Salzburg and how could they be discussed?

5.1 Research Question 1 (RQ1): What can we learn from the analysis of the
Spaces in [Chapter 4] as to how government can promote a successful
innovation culture in the region (e.g. entrepreneurial spirit, knowledge
spillovers, risk tolerance) ?
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5.1.1 RQI1 a) Challenge: Expectations for Political Activity before and after Elections

In [Chapter 4.3.2.2] we analysed the attitudes and values of different groups using a survey and a
prediction market. Now we want to search for the implications on policy and options for action. To
establish a viable connection with the prediction market we ask the question if there is an
expectation of political action in the next years. The trading for that topic is shown in [Figure 5.1-a].

Figure 5.1-a Expectations for Political Energy to Improve the Framework Conditions of
the Regional Innovation System, Source: Prediki
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In the beginning of trading there is a slightly negative amplitude, then the movement goes for
neutral. In the graph we can see not only the largest ,constant” section with about 52 % of all the
tradings but also the second largest ,strong negative” section with about 15 %. In short, traders
expect no political action and if they are sceptical they tend towards a “no go“.

We even want to get a deeper knowledge about the background of this result and thus we ask
whether this skepticism is due to a lack of confidence in the current government or is it the political
system itself that does not push for change expectations. On the one hand traders have to judge on
the likelihood of political action until 2018, and additionally they are told that in 2018 there will be
elections and then the question arises what the expectations of political activity would after that
event. [Figure 5.1-b] compares the results for these two scenarios.
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Figure 5.1-b Expectations for Political Activity in 2018 and 2020, Source: Prediki
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Traders believe in the transformation energy of elections. There are two topics that are expected to
be addressed by political action, which is tax benefits and the enhancement of support services for
founders. Yet within both areas the expectation that the existing government will generate enough
energy to do so is much lower than for the new government period.

As introduced in [Chapter 2] Didero (2008, p.5) described the four dimensions of national culture
based on the model of Hofstede (2001), which are on the one hand “power distance” and
“uncertainty avoidance” which will be referred to in [Chapter 5.2], and “masculinity” and
“individualism” on the other. Later on, a fifth dimension was developed that was called “long-term
versus short-term orientation”. This dimension has to be taken into account when discussing
expectations for change in different time intervals.

There is another consequence from this data concerning stability and planning reliability. Especially
for tax benefits respondents expect changing framework conditions in the aftermath of elections. As
introduced in [Chapter 2] Guellec and v. Pottelsberghe (2000, p.3) discussed the impact of public
R&D expenditure on business R&D and found that “direct funding as well as tax incentives are more
effective when they are stable over time: firms do not invest in additional R&D if they are uncertain
of the durability of the government support”. Uncertain future framework conditions reduce
effectiveness of government programs in Salzburg, especially regarding tax benefits. An even broader
view on the effects of tax policy on entrepreneurship and financing is provided by Keuschnigg and
Nielsen (2004, p.198) who state that “progressive taxation, however, that uses a proportional
(consumption based) income tax to pay for uniform per capita transfers, retards entrepreneurship
and the expansion of innovative industries. Output and investment subsidies to start-up firms both
stimulate entrepreneurial activity”. So it is very important which parts of tax policy are addressed for
different expected effects.
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5.1.1. RQ1 a) Options for Action: Comparison of Predicted Impact and Expected Political Capabilities

The discussion about the expectations of political activity above fuels interest in the comparison of
the predicted impact of topics with the associated expectations of political energy connected with
these topics. [Figure 5.1-c] connects the two spheres.

Figure 5.1-c: Comparison of Predicted Impact and Expected Political Capabilities, Source:
Prediki
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The comparison shows a decificit in the congruence between the predicted impact and the expected
political action in the areas. The political representatives could be more precise in addressing topics
that have or are expected to have an impact on the system.

With this knowledge in mind we aim to find out first what changes in the framework conditions could
be made to improve the system and second how much political energy this would require, and, in the
end, how likely this is to happen. Instead of a reactive policy by politicians there is need of active
policy making, therefore the ability of the government system to innovate by itself is of crucial
importance. The next point of discussion will be about the best way to implement political measures
for support of the Regional Innovation System. A stated in [Chapter 2] the practice to simply
implement government-industry R&D programs has to be evaluated for its effects because Wallsten
(2000, p.82) found that there is a good chance for crowding out private investments through public
R&D funding.
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5.1.2 RQ1 b) Challenge: Replace parts of basic funding of research institutions through
competitive funding with an international peer review system.

Projects performed within Basic Research should be evaluated through a qualitative international
peer review system. The big gap between the numbers of institutional and competitive funding in
[Figure 4.1-k] and the negative trend of the last five years regarding basic research shown in [Figure
4.1-j] lead to the assumption that too many members of faculty in Salzburg are not motivated to
prove their scientific quality by means of international evaluation. This does not mean that their
work is not of high quality but it definitely means that it is hard to judge on the level of quality that
they are in.

RQ1 b) Options for Action Salzburg

The institutional funding of the University of Salzburg was mainly defined by its share of the
partitioning of the General University Fund (GUF). In order to expand the field of activity of the
regional university landscape, the Paracelsus Medical University (PMU) was founded in 2003. As
stated in [Chapter 4.3.2] this is a private university with no claim for national funding regarding
education. As the funding is provided by the regional government and some private donations the
question is whether the regional administration managed to provide for an international quality
dimension for the research projects performed at PMU and whether there is an impact of the
founding of PMU on the position of Salzburg compared to other regions.

We will look at this aspect especially with regards to the dynamics of the discipline that PMU is
focused on, which is medicine and biotech. The number of publications and patents oscillate a little
from year to year, so we take a time period of five years to allow for certain balancing and we take
the years from 2005 onwards to allow for establishment of the university which was built from
scratch and connected to the regional medical hospital.

Neither the granted Life Science budget shown in [Figure 4.1-m] nor the funds allocated in that field
within the 7th framework programme in [Figure 4.1-0] provide reference that there is a higher
amount of projects or higher quality and therefore more competition than before the founding of
PMU. Also, the share of Salzburg institutions regarding projects in basic research [Figure 1.2-a] is not
rising after the founding of PMU. Rather, it has even been decreasing for about five years.

The overall number of grants approved by FFG has risen in the last ten years to bring Salzburg in the
5th position with respect to non-university research institutions [Figure 4.1-u]. The cultural and
absorptive capacity did not develop in the same dimension, so Salzburg still lags behind most other
regions regarding innovation ratio [Figure 4.2-s] and the number of start-ups [Figure 1.2-a]. For
better understanding we choose two other regions, Vorarlberg and Upper Austria, to discuss the
issue.

Vorarlberg is not only very low in non-university research grants but also hosts no university. But
innovation ratio there is second highest in Austria. As the transregional mobility is expected to be low
- as in all Austrian regions - the knowledge should have its origin in the industry sector. This
assumption is proven with the low number of start-ups because the established companies do well at
hosting and using their knowledge which leaves no need and room for new companies. From a
different viewpoint we could state that the available stream of well-educated human resources is
collected by the established companies, which leaves fewer resources for potential start-ups. But as
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even a vital scene of established innovative companies cannot replace the dynamism released by
start-ups, a political option for a region in the situation of Vorarlberg could be to work on the
»Welcome-Culture” and develop into an immigration start-up region like Silicon Valley where 80 % of
founders were not born in the region [Chapter 5.3.4].

The second region to compare with is Upper Austria, which is number 3 in Austria for grants of non-
university research and holds the same position regarding start-ups. The difference to Salzburg is the
leading position in terms of innovation ratio. Upper Austria manages to use the gained knowledge in
a very efficient way and might choose to improve its non-university research sector.

The option for Salzburg is to dedicate its public regional funds in a much more efficient way. The
regional government should team up with the responsible ministries and agencies on national level
to improve the quality and in the end to increase the budgets for research institutions in Salzburg.
The way to do so is to replace institutional with competitive funding via two steps. First a part of the
institutional funding for Salzburg institutions will be earmarked but not disbursed. In a second step
the established peer review of projects at national agency level proves the quality. Then the funds
are transferred and restocked with regional funds in order to open the opportunity for the
institutions to gain more funding than they would have had with just institutional funding. If
management representatives of Salzburg research organisations are convinced that their faculty
contains a high level of quality, there is no reason to argue against competition.

5.1.3 RQI1 c¢) Challenge: Reorient the activities of applied research according to the regional
and local needs.

The more market-oriented research and innovation, the more it is to be reoriented following the
needs of the market that it should be addressed to. There are several dimensions that can influence
the ability of a regional system to fulfil these needs:

» Existence and substance of an Economic Development Strategy

» Cooperation Agreement with national funding bodies

» Focus of political influence on topics of societal need

RQ1 c ) Options for Action Salzburg

» The existence of a regional economic strategy as mentioned in [Chapter 4.3.2.2] can be
crucial for investment decisions of international companies. As the development of this
strategy dates from before the political change in Salzburg in 2013, it has to be questioned if
it is still viable. The reason we can answer this question in the affirmative is the fact that the
political decision maker back then who created the strategy during his term is now the
governor of Salzburg and is in his function responsible for the implementation of his former
strategy roadmap.

» The cooperation agreement with the Austrian Research Promotion Agency (FFG) was signed
in 2008 and is said to work quite well. The corresponding data is published every year in the
economic report of the regional administration.

» The economic strategy in Salzburg focuses on the support processes of the implementation.
With regards to contents, the needs of industry can be met.
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5.2 Research Question 2: How important is the demand side of the innovation
system for the development of a Regional Innovation System and how could
the impact of the innovation culture on the demand be discussed?

According to literature [Chapter 2] demand is a major driver in any regional and national innovation
system. Due to the lack of policies, discussions and measures, which can be also seen in the lack of
data on the topic [Chapter 4.2.1.6], impact and outcome of demand-oriented policies especially in
comparison with supply side policies cannot be provided.

The discussion does not start with the precise role of public demand in the system, it rather begins
with the fundamental ignorance of the impact that innovative public procurement can have as well
as the innovation impulses that come out of society the moment they understand the use of new
products and demand them.

Following Edler et al. (2007) as referred to in [Chapter 2], demand-side policies can be seen in four
groups: systemic policies, regulation, public procurement and stimulation of private demand. They
stated that “data in general is very poor”, which we have seen in the lack of the topic in policy
documents [Chapter 4.3.2.2] and in the availability of data just at national and not at regional level
[Chapter 4.2.1.6].

For the discussion in this paper the size of the potentially procured market matters. On the one hand
Salzburg is not a big market, neither judging from the number of procurement projects nor from the
number of potential providers of innovative solutions. Next to the size of the market it is the nature
of the tenders that in many cases prevents new ideas from being established in a procurement
process.

Public procurement is not a topic of political discussion in Salzburg. The question is how Salzburg can
derive innovative capacity out of its rich cultural tradition. The way forward can be to step out of a
museum of cultural traditions and opt for a future-oriented demand for innovations in the cultural
business. Therefore it will be necessary to find management capacity that has technological
background and is ready to enter the culture business. Nowadays appointment processes focus
predominantly on the cultural background.

The second and even more important aspect of demand are the consumers themselves as stated in
[Chapter 2]. They drive innovation through their perceived use of new products and services.
Awareness measures and the forced discussion between potential innovation suppliers and society
push innovative capacity. Work has to be done on both sides. Researchers have to be encouraged to
open their laboratories for a deeper understanding of their work, whilst public and private initiatives
for outreach of innovation should be promoted.

It has to be understood that demand side policy is not an instrument itself but an important element
of innovation culture with significance for society and economy. The parameters shown in the
Innovation Space at national level [Chapter 4.2.1.6] are an indicator of how much energy will be
needed to introduce this element into the system. Evidence suggests that the development has been
going the wrong way in the last five years and that time is ready for a turnaround because the longer
it takes, the more energy is needed.
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The answer as to where and how to insert more demand side orientation into the system can be
settled with the following proposals of Edler (2009, p.28): “Strategy intelligence in demand based
approaches must support:

e formulating policy rationales and intervention logics

e understanding and measuring effects and support in learning

e understanding of bottlenecks on the demand side and thus rationale for intervention

e technology and market intelligence, not to pick winners, but to understand how functional
requirements can potentially be met by suppliers

e the organisation of communication between user and the potential supplying firms

e the articulation of demand”

Demand has to be to a much larger extent part of the discussion on the development of the Regional
Innovation System. In Salzburg more than elsewhere the mainstream discussions about tourism and
classic music will have to be overcome. These are very valuable ingredients for a prospering society
indeed but energy should be invested into other topics like education, research and innovation.

It has already been stated that innovation culture is a major force for demand and other framework
conditions. In [Chapter 2] we referred to Hofstede (2001) to understand the influence and
consequences of innovation culture on a national or regional innovation system. Now we discuss the
connecting elements between cultural framework and the Regional Innovation System.

In the discussion of values and resulting behaviors in Hofstede (2001, p.385) we find a reference to
Freud and his role as a ,,founding father” of motivation theory. It is assumed that there is a reason for
the fact that an Austrian came up with these ideas - the cultural profile of Austria. With a reference
to Freud’s superego based in the early socialisation of children by their parents Hofstede draws the
conclusion that “Austrian culture is characterized by the combination of small power distance (Power
Distance Index, PDI) with strong uncertainty avoidance (Uncertainty Avoidance Index, UAI)“. In a hint
about the durability of the cultural framework he argues that “it is likely that power distance all over
Europe was higher in the days when Freud grew up (second half of the 19th century). However even
then Austrian power distances must have been relatively low, as culture patterns shift only slowly”
(p. 417).

In order to discuss the meaning and consequences of the UAI and PDI data, we compare the situation
with a neighboring country, Germany, and with macro-economically similar countries of the Nordic
area, Denmark, Finland and Sweden. For Austria the UAI according to Hofstede (2001, p.187) is 70.
The average of the above mentioned comparison group is 44. This high number for Austria is in line
with the analysis in [Chapter 2] where Business Decision Limited (2003) found a number one (75%)
obstacle for innovations to reach the market in the “uncertainty of customers about security and
quality of innovations”. The high UAIl in Austria on its own would not be a reason to worry a lot about
because there are many countries, especially in southern Europe, that show even higher numbers.

The real issue is the combination with a low PDI. High UAls combined with high PDIs as they show up
in the Mediterranean area Hofstede (2001, p.127) mean that uncertainty is compensated and taken
away by a powerful superior. The PDI number for Austria is 11 whilst the comparison group shows an
average of 29. But not only the average is significantly different but every single country out of the
comparison group is lower in UAI and higher in PDI than Austria. Nobody it seems is there to reduce
the uncertainty in Austria. The consequence is that even a small deviance triggers an avalanche of
uncertainty and there is no barrier to hold it back. The direct impact on demand, private and public
alike, is the sticking to well-known structures and elements while avoiding new options.
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The small PDI could as well be discussed in the light of the positions of regional and national
governments in Austria. According to a survey in Salzburg (http://www.meinbezirk.at/wals-
siezenheim/politik/regierung-agiert-an-salzburgern-vorbei-d124411.html), 92% of respondents
argued that they have not perceived any decisions by the government that could have an impact on
their personal lives. Furthermore many surveys all over Austria show that people have little
perception about the work of a superior power and they have no idea who fulfills these functions,
which results in the feeling that the region or country could as well do without a government.

When we proceed one step further to the corporate culture that evolves within the innovation
culture frame of a region, we find evidence in Tellis et.al. (2009, p.15) that especially the “internal
corporate culture is an important driver of radical innovation”. This sort of innovation is crucial for
international competitiveness of the company and of the region itself. The challenge is that
“corporate culture is a factor that is unique, intangible, sticky and difficult to change®. This is even
more important because “radical innovations translate into financial value to the firm“. Interpreting
this framework for the situation in Salzburg we find only a small portion of companies active in
industry production in [Figure 4.1-bb], resulting in limited ability to establish a culture of radical
innovation in the region.

The discussion regarding demand and innovation culture shall be continued with one part of the
“Creative Index” by Florida (2012, p.2), the Gay Index, which is defined as ,a reasonable proxy for an
area’s openness to different kinds of people and ideas”. It is directly connected to the uncertainty
avoidance described above. There is an interesting coincidence between the region that is regarded
as one of the most innovative one worldwide, Silicon Valley, and the gay capital of the world,
inhabiting the largest percentage of homosexual people worldwide, San Francisco. If we try to find
lessons learned for Austria, it is definitely not to copy Silicon Valley’s ecosystem but to be open-
minded. The rest will come by itself. In [Chapter 2] we also introduced Lee et.al. (2004, p.14), who
accompanied Richard Florida in the group of authors. They stated that “new firm formation is
associated with creativity”.

Change innovation culture in a long-term view

Embedded in the overall cultural landscape there is innovation culture based on the values and
traditions of the region described in [Chapter 2] and analyzed in [Chapter 4.2.1] within the Innovation
Space. For deriving options for policy action in that field, we can refer to Gee et.al. (2008, p. 59) with
the hint that “governments can promote certain attitudes and values; they can create the scope for
new behaviours and ultimately cultural change”.

The longest trip starts with the first step. Cultural traditions change over generations. And they
change only if there is energy or pressure to do so. The expectations for active change according to
[Figure 5.1-a] are low. But there is still hope for future governments to have a higher impact on
change processes. This can be understood as a mission for the political decision-makers to act and to
communicate their action in the Regional Innovation System to the research community and
interested parts of society. This could well lead to enhanced motivation to move into start-ups on the
part of the community that is interested in entrepreneurship but lacking in energy and motivation to
act as shown in [Figure 4.3-d].
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5.3 Research Question 3: What are further options for improvement in the
Regional Innovation System Salzburg and how should they be discussed ?

The questions to be addressed will be organized following the structure of the Spaces and discussed
using data from the analysis and/or via benchmarks of other international Innovation Regions.

5.3.1 RQ3 a) Strengthening the Knowledge Space: Availability of human capital in the
Region, Quality of education regarding the students-faculty relation

The number of students in Salzburg starting and finishing tertiary education seems to be sufficient
regarding quantity, also proven by [Figure 4.1-f], which leaves the number of graduates within the
Austrian average. Therefore the discussion should be focused on two dimensions. On the one hand
the quality of education and the faculty-students relation and the ability of the region to provide
attractive opportunities for graduates on the other.

RQ3 a) Challenge: Students-Faculty Relation

According to [Figure 4.1-i], the position of the University of Salzburg in international rankings is
beyond the best 500 in the world. To be very clear - whatever the pros and cons of such rankings -
this is not sufficient for a region in a country with the world’s 14th highest GDP per capita (World
Bank 2011-2013). This is also proven through the fact that other Austrian universities are not in the
top-ranking positions either but still some hundred positions ahead. [Figure 4.1-h] analyses the
respective numbers with the result that they are about double regarding comparable institutions in
the US.

RQ3 a) Options for Action: Students-Faculty Relation

Legal framework for universities in Austria [Chapter 4.3.2.1] provides a set of options for university
management. Only a few of them are really used, mainly for historical reasons. University
management could however use the existing options within their autonomy much more, it has the
responsibility and duty to implement its strategic issues much more than it did in the past.

As introduced in [Chapter 2] Uyarra (2008, p.15) discuss the evolution of universities from education
and research to institutions contributing to the “economic well-being of countries and regions” in
many dimensions. This evolution demands management capacity that is ready and open for
alternative thinking and changes to past traditions.
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5.3.2  RQ3 b) Strengthening the Knowledge Space: Human Capital from Migration
RQ3 b) Challenge: Opportunities for the best in class

There are differences in education levels regarding incoming and outgoing migrants according to
[Chapter 4.1.1.4 “Migration”]. The geographical position of Salzburg generates the challenge to
motivate especially German students to stay in the region and use their acquired knowledge. This is
according to [Figure 4.1-g] essentially applicable for a high percentage of students of German origins
who enroll at the University of Salzburg. The region and Austria as a whole shall appreciate these
knowledge workers. Due to demographic reasons they will be needed to fill the gap of low birth rates
in Austria.

RQ3 b) Options for Action: Opportunities for the best in class

Motivation to stay in the region has to start well before the end of studies. Special mentors from
research institutions and industry have to establish contact with the students and provide insight into
the opportunities present in the region. The start of this initiative could be made in the disciplines of
natural sciences and engineering.

5.3.3 RQ3 ¢) Strengthening the Innovation Space: Human Capital

As described in the analysis in [Chapter 4.2], in European regions as a whole the Innovation Space
needs lots of attention and various kinds of actions that should implemented. This paper
concentrates on the main ingredient, which is human capital.

Why do people innovate? Out of economic pressure? Sometimes indeed, but it is more likely that
they feel the passion to change the world. Their passion is filled with curiosity and the willingness to
take risks for the expected outcomes. It can also be characterized through entrepreneurial spirit.
Everybody has got a talent. The education as well as the attitudes and values passed on by
socialization decide about the dimension of the possible conversion of talent into passion.

RQ3 c) Challenge: Design of the education system in order to ignite the entrepreneurial spirit in
pupils

As we look at the ratio of new companies compared to existing companies in [Figure 4.2-b], we see
Salzburg in a fairly weak position. The same can be seen within the start-up intensity with Salzburg
being as well in the lowest third of regions in Austria. This is amazing regarding the fact that
acoording to [Figure 4.1-s] Salzburg has got the highest rate of self-employment in Austria. We have
to draw the conclusion that the rate today is high but that number of the following generation of the
self-employed will be much smaller. This fact can be proven through [Figure 4.2-e] where the
slowdown of the number of foundations between 2001 and 2006 is clearly shown.
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Entrepreneurship is determined by different sources of influence, amongst which the innovation
culture described in [Chapter 5.2 RQ2] or the education system. The education system in a developed
nation is not built up from scratch. The development and the change in the system mainly addressed
as “reform” need a lot of energy from all the institutions involved. That is why it is a real challenge to
bring in new design.

RQ3 c) Options for Action: Education in entrepreneurship

The Gaming research provides a lot of promising results for the inclusion of education within all
different sorts of games. Playing is the most important issue for children. And the learning curve is
highest when children play. Teachers of all grades in school should be trained to include games of
entrepreneurship into their curriculum.

RQ3 c) Lessons Learned from the U.S.A. (University of Maryland)

The University of Maryland runs two tech accelerators that try to implement all the ideas and
inventions of the faculty and alumni into the market. It also has an , Academy for Innovation and
Entrepreneurship” (http://innovation.umd.edu/). In the late 1990s the university initiated different

programs to motivate young people to engage themselves in entrepreneurial matters. Following the
timeline one can see that the program changed roughly every five years and addressed with each
change a younger cohort of students. It began with alumni and CEOs in 1999 and had its latest
turning point with pre-college programs in 2010.

» Hinman CEOs Program (Est. 1999): Nation’s first living-learning entrepreneurship programme
» Hillman Entrepreneurs Program (Est. 2006): Entrepreneurial initiative for students
» Entrepreneurship & Innovation Program (Est. 2010): 150 entrepreneurially-minded freshmen

5.3.4 RQ3 d) Strengthening the Consensus Space: Framework Conditions

The Consensus Space in the Austrian regions that was analyzed in [Chapter 4.3] lacks communication
lines between the major actors in the process of the transfer of knowledge into innovation. As there
are some regions in the world that have developed very well with regards to the innovation portfolio,
we will look at possibilities to strengthen the ties between knowledge and innovation. In Europe the
Knowledge Space dominates whereas in regions like Silicon Valley the Innovation Space outweighs
the Knowledge Space. One important reason is that trade is a major driver of business in Salzburg,
shown in [Figure 4.1-bb], whereas trade had never been a big topic in the historical development of
Silicon Valley.

RQ3 d) Challenge: Provide framework conditions to support innovation out of the knowledge

One important part of innovation diffusion is the ability of a region to recognize new opportunities,
mobilize resources to bring them into existence and to use the business model behind. This is more
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than just a spin-off. The most critical period in the life of a company is the first year and the weeks
before it has even been founded. The whole framework of registration, legal questions, recruiting,
accounting, marketing, protection of IPR and many other issues can lead to a premature death of a
promising idea. There is evidence from other regions in the world that the suppliers of the
framework services mentioned have to think as entrepreneurially as the founders of the company
themselves. If there is a legal advice from an attorney who is just interested in his rate of the very
same day or a civil servant who tries to act as a venture capitalist but have a risk averse political
system behind them, the best ideas cannot evolve beyond a certain degree.

RQ3 d) Lessons Learned from Silicon Valley

Newly founded companies need a competitive environment to be able to challenge the established
players in the market. But in their partnerships they need institutions that are able and willing to
share the risks. One could either call it those the “second row of the founders” or also the
embedment of an emerging company. Young companies often lack experience with legal systems,
accounting issues, intellectual property rights or even with sales activities to get to know their future
customers. These services demand a high amount of upfront investment before one even can think
of having revenues. In Europe a start-up basically has to pay for these services like established
companies. In Silicon Valley there are different ways of providing these services. Either the fees can
be deferred to a later “revenue stage” of the company, or it can be combined with the level and
timing of funding so there is no danger of running out of cash. And there is another way, which
seems to be the most appropriate one - the risk sharing model. All these service providers share the
start-up risk by taking equity or profit shares instead of cash. The big advantage will be the
motivation by all of them to bring up the business as properly and as fast as possible because their
salary is also dependent on the success of the company.

As addressed in [Chapter 2] there is evidence in the literature that there is social influence from one
generation of researchers to the next. Therefore such framework conditions do not change without
exogenous energy. Azoulay et.al. (2009) confirmed the social influence between the generations of
researchers with the consequence that it should be possible to place some core of a different
innovation culture into a system which thus will be marked in turn by some of the new attributes.

RQ3e) Options for Action

The Consensus Space of the respective Austrian region has to develop means for communication
between the needs of the founders and the service providers. This room for dialogue and discussion
can be an incubator or accelerator that has to finance itself through the revenues or exits from start-
ups it is providing services to. The involvement of public funding in the start-up itself kills the
ambitions of all the other players to be competitive. Young companies do not need public support to
find out their viability. Indeed, they could be kept alive despite clear signs that there is no market or
that the timing has gone wrong.

As pointed out in the analysis of [Chapter 4.3.2.3] there is an important criterion in cooperation
activities between institutions. Questions that come up are the following: Where is the platform that
could provide a better understanding for the University of Applied Sciences about future planning of
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the University of Salzburg? How can one elaborate a complex application for the COMET program if
the university does not know details about the needs of industry? Everybody can perform a great job
in his or her field but the Consensus is missing. The result can be seen in the COMET funding history
in [Chapter 4.2.1.5]. In the last two years after establishing the new government in May 2013,
measures have been taken that have the potential to overcome some of these deficiencies. Stuart
and Sorensen (2007, p.211) as introduced in [Chapter 2] also discuss the strategic importance of
social networks within the question of spill-overs and entrepreneurial action. If there are weak
communication lines between different actors in the region, the network effects cannot unfurl their
energy. This fact directly affects the number of newly founded firms because "when investors and
entrepreneurs share overlapping social networks, the investor can, through mutual aquaintances or
through direct observation of prior conduct, aquire information about an entrepreneur, including
assessments of the entrepreneurs reliability” (p.215), information that would otherwise be difficult
to disclose.

5.3.5 RQ3 e) Strengthen the Innovation Space: Quality in Entrepreneurship

The ability of a regional innovation system to evolve the Knowledge into Innovation (or in other
words to transfer knowledge into money), depends on different framework conditions. One major
basis is the person who owns the knowledge. What we know from [Chapter 2] is that not only the
number of potential entrepreneurs counts but even more so the question who this entrepreneur is.
Furthermore we find in Eesley (2009, p.1) that “when institutional change reduces the barriers to the
growth of entrepreneurial firms, individuals with higher human capital tend to become
entrepreneurs”, with the important addition that “firms created by such individuals have higher
productivity and are more innovative”. If the entry and exit barriers are reduced, this will affect
mainly the quality of persons who found a new business. If people have good opportunities and high
wages in other potential jobs they are less likely to prefer the independence of their own venture.

RQ3 e) Challenge: Quality in entrepreneurship

How many brains are there and what opportunities do they have? Nowhere less important for the
ability to transform knowledge into innovation are the supporting institutions for entrepreneurs as
stated in [Chapter 5.3.4 RQ 3d]. Entrepreneurs have to take risks. The same applies to their
supporters in the starting phase such as lawyers, venture capitalists, infrastructure providers and
many more who are involved in the founding process. Also, the more these organizations are willing
to share risks, the more likely it is that the venture will be successful. There is an obvious cultural
difference between the regions. There is also a discussion about the composition of incubation
teams. And there is an obvious geographical question coming with that. Companies founded within a
limited distance from the investors” offices face a higher chance that the investing persons take
functions in the board of the company. This will positively influence the successful development of
the company. Incubation is not just a regional topic, it is a local topic.

As Baumol (2004, p.5) argues there is a distinction between the roles of established businesses of
more than 500 employees and entrepreneurs. For the large business firms he states that they “have
tended to follow relatively routine goals, slanted toward incremental improvements rather than
revolutionary ideas” whereas for entrepreneurs he claims that they “have tended to account for
most of the true, fundamentally novel innovations”“. While entrepreneurs contribute the
breakthroughs, the larger firms take it up and complement them with continuous incremental
innovation. The consequence that can be discerned from this observation is the drying shrinkage of
breakthroughs or in other words declining numbers of radical innovation if there are scarce numbers
of entrepreneurs.
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RQ 3e) Options for Action: Quality in entrepreneurship

Concerning options for the region of Salzburg to improve quality in entrepreneurship, we will
concentrate on two issues out of a series of possible measures.

First there is highly skilled human capital available within the region that is attracted by established
firms, most of them in the trade sector. 62% of the alumnis of the University of Salzburg choose
regular employment according to [Figure 4.1-r]. The intention of the firms is to keep being up to date
within changing framework conditions. The goal of regional innovation policy is to motivate human
capital in these companies to be as innovative as possible. As stated in [Chapter 2] institutional
characteristics form the quantity and quality of entrepreneurship and they also influence the level of
success of start-ups. One option is to motivate companies in Salzburg to generate Corporate Venture
Funds within the region in order to improve the competitive position and to provide an opportunity
for employees to act as an entrepreneur without leaving the perceived security of their job
framework.

The other promising option is to include predetermined breaking points into the career channels of
the public personnel so as to give them the opportunity to change back and forth between public
service and companies or entrepreneurship. Today civil servants often spend their whole working
lifetime, from the moment they finished their studies until retirement, in public service, often even in
the same job profile. In countries with a high UAI (Uncertantiy Avoidance Index) as is the case in
Austria according to [Chapter 5.2 RQ2], more energy has to be put into motivating people to changes
in their career planning.
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6 Conclusions

The historical development of Salzburg has made it into a region with a rich cultural heritage that has
remained fresh and active until these days. This cultural nucleus is a chance and a burden at the
same time.

What are the major findings in the status quo in Salzburg why the cultural history and framework is a
burden?

® The majority stream of human capital getting available each year flows into career models
that are risk averse and do not call for entrepreneurship. On the one hand these are
disciplines like humanities and social and cultural sciences but on the other hand also
macroeconomic consumption areas like tourism.

® The major responsibility for the lack of innovation out of the knowledge in the region is
within the management of those organisations that contain most of the well-educated
human capital. Entrepreneurial spirit is inherited and transferred top-down. If there is
neither motivation nor will for innovative activity in the management of an organization,
there is no way how to give the staff any reasons to do so. These organisations provide
perfect opportunities not to go for competition and the implementation of new ideas.

® The confidence of the community in the ability of the political level to improve the situation
is limited. This is among other reasons due to the fact that the expected political capabilities
are not in line with the predicted impact of the topics addressed.

What are the major opportunities for a positive change of the situation for future prosperity?

© The cultural setting and its representatives contain an enormous amount of creative
potential. If that potential is married with entrepreneurial spirit and technological skills, this
would result in a lively community bringing out many new and successful ventures.

© The survey and the prognosis market show a disbalance between a large group with an
interest in entrepreneurship and a diminishing number of people effectively realizing their
entrepreneurial ambitions. This implies a significant amount of potential for future
entrepreneurial activity if once motivated.

© Thereis a lot of room for improvement in the Consensus Space with the positive aspect that
the required institutional landscape is already in place. The room for improvement is
embedded in the kind of communication and interaction between these actors. It is not
sufficient that people know each other. A successful cross institutional communication
means that interests are merged and converted into common actions.

The analysis of the Triple Helix in Salzburg reveals an overwhelming Knowledge Space and a hardly
visible Innovation Space with a floating Consensus Space. The dominance of one of the Spaces
implies the need for political action because the self-adjusting energy inherent to the system brought
it there where we find it today. Political energy is needed for change and to design a Regional
Innovation System that is capable to cope with future challenges.
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