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The overall context 

1. The next Annual Meeting of the Task Force for the Implementation of the Environmental Action 
programme (the EAP Task Force) is scheduled for 24-25 September 2012. One of the meeting’s sessions 
will be devoted to a discussion of how to promote innovation and technology cooperation in support to 
green growth in countries of Eastern Europe, Caucasus and Central Asia (EECCA). The discussion will be 
based on lessons learned by OECD countries, and experience from the EECCA region and worldwide. The 
participants will be invited to: (i) share experience on benefits of, and policies in support to, eco-
innovation; (ii) take stock of technology cooperation mechanisms involving OECD and EECCA countries; 
(iii) agree on priority needs and how the OECD/EAP Task Force could contribute towards promoting eco-
innovation in EECCA. The session will be organised in two segments that will address national-level 
policies and international-level cooperation.  

2. This Issues Paper was prepared by the OECD Secretariat in support to discussions during the 
meeting and highlights the issues that require priority attention. A complementary background paper 
[ENV/EPOC/EAP(2012)9] was developed to provide a more detailed explanation of the key instruments to 
promote eco-innovation. The meeting participants are invited to read these two documents in conjunction. 

3. It is envisaged that the scope of discussions reflect the existing consensus that eco-innovation: 

• Is innovation that aims at, or results in, significant reduction or prevention of environmental 
impacts, whether such an effect is intended or not; 

• Has a wide span covering products, processes, marketing methods, organisations and institutions, 
thus being both technological or non-technological in nature; 

• Can be incremental (resulting from small, progressive product and process adjustments), adaptive 
(resulting from significant changes in existing products and processes) and radical (resulting from 
the design and introduction of entirely new products and processes).  

4. The fact that innovation is a key tool for breaking societies’ dependence on obsolete institutions 
and technologies makes it crucial for the transition towards green growth. Most OECD governments are 
already regarding eco-innovation as a way to meet sustainable development targets while keeping industry 
and the economy competitive. Eco-innovation needs have been reflected in the OECD Innovation Strategy 
(2010) and then further enhanced in the OECD’s Green Growth Strategy (2011).  

5. Political interest and will to promote innovation is increasing across the EECCA countries. Many 
countries, for example, Azerbaijan, Belarus, Kazakhstan, the Kyrgyz Republic, the Russian Federation and 
Ukraine have developed relevant legislation and strategies, and established specialised agencies or funding 
mechanisms. Action on cross-cutting aspects of innovation is sometimes echoed in the efforts, as well as 
organisational structures, of environmental ministries, e.g. in Azerbaijan and Kazakhstan where dedicated 
units to facilitate eco-innovations were recently established. At the same time, the experience of practical 
policy-making and implementation in support to eco-innovation is still limited in EECCA and would 
benefit from international-level knowledge sharing. 
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Why “eco-innovation” needs policy and corporate attention in EECCA? 

6. The very low level of energy and resource efficiency in the EECCA region, including industry, 
municipal utilities and households, calls for better policies to encourage the adoption of a less wasteful 
model of production and consumption. While increased resource efficiency can well result in significant 
environmental improvements, and help to further decouple economic growth from natural capital depletion 
and environmental degradation, there are primarily important economic arguments for promoting such a 
change in EECCA. These include the need to address the environmental risks of growth, such as reduced 
access to water, as well as the economic benefits of more resource efficient policies such as raising 
productivity and competitiveness, fostering growth through improved infrastructure, establishing new 
markets and creating new jobs. Eco-innovation, including the wider deployment of existing clean 
technologies, can be highly beneficial for achieving all these objectives. Actively promoting eco-
innovation can also help environmental authorities enhance their role and visibility in the national policy 
by demonstrating the benefits of environmentally-friendly solutions for economic development. Raising 
awareness of the role of eco-innovation at the top level within the government, but also within company 
management, is necessary in EECCA.  

What should be a feasible policy objective in the context of eco-innovation?  

7. As defined by the Oslo Manual1, innovations can bear a novelty element on different scales, 
being (i) new to the firm though it may have already been implemented by other firms; (ii) new to the 
market2, i.e. the firm is the first to introduce the innovation on its market; or (iii) new to the world, i.e. the 
firm is the first to introduce the innovation for all markets and industries. The cost-benefit ratio and the 
time necessary to obtain results when focusing on one of these scales might be different in a specific 
country context. In countries starting (or re-starting) from a comparatively low baseline, as it is often the 
case in EECCA, promoting eco-innovations at the firm and market level (thus focusing on diffusion of 
existing innovative solutions) may bring higher and more immediate results. It is not clear whether policy-
makers in EECCA gave sufficient consideration to defining the optimal scale for encouraging innovations, 
including eco-innovations. Very often, the common understanding of eco-innovation, particularly in the 
EECCA context, is mostly linked to new, advanced technological developments, which sometimes detracts 
the policy-makers’ attention from the technology diffusion element of eco-innovation and leads to 
misallocation of resources to areas where impacts on environmental performance, economic 
competitiveness, but also poverty reduction are insignificant. 

8. The eco-innovation related policy objectives in EECCA should be formulated, or – where 
existent – assessed, in terms of their optimal focus and, if needed, adjusted to a scale where benefits are the 
highest in a specific country context. OECD analysis demonstrates that this requires understanding the 
presence of, and limitations imposed by, determinant factors of country’s eco-innovation profile, such as 
(i) the size of its market for environmental goods and services, (ii) the knowledge base as concerns eco-
innovation, and (iii) the maturity of venture capital3 regulation. This will help EECCA governments to 
define feasible policy objectives with regard to domestic eco-innovation and positioning themselves in 
relation to international markets. 

                                                      
1 OECD and Eurostat (2005), Oslo Manual: Guidelines for Collecting and Interpreting Innovation Data. 
2 The market is simply defined as the firm and its competitors and it can include a geographic region or product line. 

The geographical scope of new to the market is thus subject to the firm’s own view of its operating market 
and thus may include both domestic and international firms. 

3 Venture capital is “formal” or “professional” equity, in the form of a fund run by general partners, to invest in early 
to expansion stages of high-growth firms. Venture capital is an important source of funding for young, 
technology-based firms. 
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What are the most effective policies and instruments to promote eco-innovation? 

9. While the private sector actors are the main sponsors and beneficiaries of innovation, government 
action is essential to shape the overall framework and incentives for eco-innovation. Commonly, policy 
action is needed because of two types of market failures: first, the lack of adequate pricing of 
environmental externalities and ecosystem services; and second, the failure of the private sector to generate 
the socially optimal level of innovation because of difficulties in fully realising the benefits of its 
innovative activities. Both types of market failure – inadequate pricing and low or uncertain returns from 
investments into eco-innovation projects – can be addressed through a blend of policies and instruments 
that create the right incentives for eco-innovation. The most effective strategy is adopting an integrated 
approach that (i) combines measures within framework, sectoral, innovation, and environmental policies, 
(ii) relies on both supply and demand-side instruments, and (iii) includes action at multiple levels of 
governance.  

10. Non-environmental policies can contribute to eco-innovation by establishing supportive 
framework conditions nationally or within a sector. There is an on-going process aimed at the business 
environment improvement in the EECCA region, facilitated by international organisation, including the 
OECD. Making reforms of non-environmental policies in EECCA coherent with the goal of eco-
innovation will require an important communication and coordination effort to promote a better 
understanding and recognition of eco-innovation needs by the non-environmental actors in the country and 
identification of changes in the framework conditions that would best support eco-innovation.  

11. Furthermore, the EECCA countries need to assess the effectiveness of current environmental 
policies as concerns the goal of eco-innovation promotion, re-design relevant instruments if necessary and 
complement them with instruments that are still missing. This could be done as part of the regular policy 
review and planning process. A recent OECD study has defined several criteria that require special 
attention while designing policy interventions in support to eco-innovation. Most importantly, fostering 
eco-innovation requires an adequate level of stringency of policy objectives. A more “stringent” policy will 
provide greater incentives for polluters to search for ways to avoid the costs imposed by the policy. 
Overly-stringent requirements, especially if compounded with weak enforcement systems as in EECCA 
countries, do little to promote eco-innovation and environmental policy implementation more generally. 
The more “flexible” – or “technology-neutral” – a policy regime, the more innovation takes place. This 
implies that rather than prescribing certain abatement methods through technology-based standards, 
governments should, wherever possible, give firms stronger incentives to seek out the best means to meet a 
given environmental objective. Predictability and credibility (including enforcement) of policies in the 
longer run matter as well. Signals that are difficult to predict over time encourage investors to postpone 
investments. Frequently changing policy conditions impose a cost as well, and such instability should be 
avoided. In the EECCA countries, with their unstable and poorly implemented policies, these 
considerations are of immediate policy relevancy.  

12. A mix of policy instruments will be used to promote eco-innovation. Besides economic 
instruments that create clear and stable price incentives to reduce pollution and resource consumption, a 
number of other instruments will be important for promoting eco-innovation. Such instruments will be 
conducive to: 

• Higher demand for eco-innovative products, processes, and infrastructure. This could be 
stimulated, for instance, through performance-based standards, green public procurement, 
information disclosure programmes and eco-labelling. Governments may also directly support 
business and individual consumers with subsidies, tax incentives or other benefits for purchasing 
particular eco-products and services in order to stimulate demand; 
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• Adequate access to relevant knowledge and skills. These could be enhanced through the 
establishment of technology cooperation platforms and support to networking, including between 
public and private sector actors. Education and training programmes are essential for developing 
the human capital needed to deliver eco-innovative solutions and create a potential labour force 
for “green jobs”. The lack of relevant knowledge and skills is likely to be a key impediment to 
moving faster on innovation and green growth, since it will be difficult to address in a short- to 
medium-term perspective, particularly in those EECCA countries that were most affected by the 
brain-drain over the last two decades. 

13. Public support to research and development (R&D) activities is also important. The private sector 
draws on the results of public research directly, by using publications and patents, as often seen in the 
pharmaceuticals sector, or indirectly. The indirect links can occur through joint research projects, training, 
consultancy and contract work, attendance at conferences, staff mobility between workplaces and informal 
co-operation between researchers. Public R&D infrastructure and other shared resources are also avenues 
for interaction. In addition to public research, OECD governments provide funding for the private sector 
R&D or use tax incentives. Some OECD countries have programmes supporting R&D in small and 
medium sized enterprises.  

14. In many EECCA countries, substantial scientific and technological capabilities were in place 
during the Soviet period, although they were exclusively concentrated in the public sector and mostly 
geared to military innovation rather than innovation to support well-being. During the transition period, 
much of the human capital and funds were siphoned out of R&D, although the basic institutional 
framework and a certain level of activities were preserved within the public sector in some EECCA 
countries. Overall, there is limited understanding of current capabilities in the field of R&D in EECCA. 
The transition involved the diversification of the original institutional landscape, which now includes 
private firms in addition to traditional state-run research institutes and universities. However, actors 
supporting R&D are still insufficiently coordinated and often lack a critical mass of resources. Weak 
knowledge flows and lack of interaction between technology developers and technology producers/users 
are a major problem. 

15. The issue of eco-innovation financing in EECCA needs further analysis to clarify what 
mechanisms are already available, their effectiveness, as well as prospects for adopting new mechanisms 
of financing. Increasing the effectiveness of currently available financing is a matter of priority in the 
region. To further leverage private financing, there is commonly a need for ensuring public investment in 
research that is unlikely to be undertaken by the private sector, for instance in relation to technologies that 
are considered too risky, uncertain or requiring a long time to mature, as for instance carbon capture and 
storage. In the EECCA countries context, the optimal focus of public financing still requires clarification. 
In addition, a better understanding of financing mechanisms in support to innovation and specifically to 
eco-innovation is needed in order to define what is feasible to use in EECCA. Similarly, the potential role 
of public private partnerships requires analysis.   

16. Some types of infrastructure are essential for innovation activities. In particular, transport and 
communication infrastructures are increasingly considered a critical factor for economic success and 
raising productivity. Innovation related to alternative fuel vehicles, user-friendly public transport or 
renewable energy relies on infrastructure for new fuelling systems, sophisticated traffic control, diffused 
energy distribution systems, etc. This area requires further attention in both OECD and EECCA countries 
given that current innovation policies are short of actions addressing infrastructure provision among eco-
innovation measures. 
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17. While national-level policies are traditionally in the centre of eco-innovation strategies, there is 
ample room for local initiatives in support to eco-innovation, including in EECCA. OECD experience 
confirms that cities and sub-national authorities can take initiatives to support the development and/or 
diffusion of green innovations. They do this either to address a particular environmental concern, or as a 
driver for growth. Sub-national governments can help to facilitate cooperation with a variety of players in 
the innovation process – scientists, engineers, financiers, government departments, businesses – to create 
innovation clusters.  

18. Central governments can create frameworks which will encourage local initiatives. It seems that 
there is sufficient interest in EECCA countries to act at the local level, though central-government policies 
are not always supportive of this interest and demand. Clarifying demand from sub-national authorities and 
matching it with supply from the national level would be an important task for fostering eco-innovation 
locally. Creation of regional agencies mandated to address institutional gaps, such as the lack of policy 
coordination in support to innovation or poor capacity for policy planning, may be necessary. The 
involvement of private sector actors, taking the form of industry-established eco-industrial and 
techno parks or simply private-public partnerships are usually key features of initiatives at the sub-national 
level.   

19. Structuring policy planning and facilitating the interaction of technical experts and decision-
makers from various policy areas is necessary. A possible example is the “eco-innovation road-mapping” 
used by the European Union’s member states. Lessons from their experience can help EECCA countries 
organise and conduct national-level road-mapping. While ministries of environment can contribute, the 
leadership role in road-mapping needs should be assigned to ministries with overall responsibility for 
innovation such as ministries of economy or industry. In addition, sectoral roadmaps could be developed 
by line ministries with input from ministries of environment and other stakeholders.  

How to make international support for eco-innovation more effective? 

20. Eco innovation can be supported by international efforts, including bilateral and multilateral 
cooperation programmes. At the same time, innovation is increasingly perceived as essential for tackling 
global challenges because: i) no single country can successfully address the problems alone; ii) individual 
countries may not be willing to bear the costs of addressing global challenges because they cannot 
appropriate the benefits; and iii) the uncoordinated efforts of many countries are likely to be more costly 
and less successful than coordinated, co-operative efforts. Furthermore, acting internationally creates larger 
markets for innovation. International policy co-ordination, e.g. through adherence to multilateral 
environmental agreements, and policy dialogue can induce the development of more adequate national 
policies and transfer of technologies between countries.  

21. International support can help in several ways. First of all, it can induce the development of more 
adequate national policies and help EECCA countries enhance their domestic eco-innovation capabilities. 
Secondly, international support can speed up the diffusion of eco-innovations between countries. Thirdly, 
it can help EECCA countries raise their absorptive capacity, i.e. capacity to adjust eco-innovations to the 
local context. The latter is particularly important for establishing a virtuous cycle of eco-innovation.  

22. Within these broad lines of action, possible measures are quite diverse, including, for instance:  

• analysis and development of recommendations to inform national policy planning and corporate 
strategies;  

• building capacity for applied research and development;  
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• assisting with evaluation of technology performance;  

• helping to establish mechanisms that would provide strategic and business development advice to 
start-ups;  

• providing early stage funding (co-investments, loans or risk guarantees to help viable businesses 
attract private sector funding), and  

• sharing relevant knowledge.  

23. National and international technology platforms, bringing together firms, researchers, national 
governments and other stakeholders, can help decongest information flows and catalyse the deployment of 
eco-innovations. Besides creating national technology platforms, there is a need to encourage cooperation 
between EECCA countries and other emerging and developing economies, and triangular cooperation 
involving OECD countries. Support is necessary to increase the participation of the private sector, civil 
society, non-governmental organisations, philanthropic organisations and other stakeholders at all phases 
of the policy cycle. 

24. Fostering international technology transfer is also possible by removing trade barriers that limit 
technology transfer across borders, as well as by developing mechanisms that enhance technology transfer 
(e.g. voluntary patent pools). Whilst access to intellectual property (patents) might be necessary in some 
cases, it is unlikely to be sufficient in itself to enable developing country firms to become eco-innovators. 
Firms also need access to tacit and other related knowledge, which is not patent protected. More generally, 
stronger levels of patent protection are positively and significantly associated with the inflows of high-tech 
products.  

  

Questions for discussion 

The meeting participants are invited to address the following questions:  

(a) What would be the most effective ways to promote eco-innovation nationally in EECCA countries? 

(b) Which approaches have been, or could be most effective, in promoting technological cooperation with EECCA 
countries?  

(c) How the OECD/EAP Task Force could contribute towards technology cooperation and modernisation in 
EECCA? 

 

 

 

 

 

 


