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Introduction and Policy mix concept 

 
The policy mix project 
 
This report is one of the 31 country reviews produced as internal working papers for 
the research project “Monitoring and analysis of policies and public financing 
instruments conducive to higher levels of R&D investments” (Contract DG-RTD-
2005-M-01-02, signed on 23 December 2005). This project is a research project 
conducted for DG Research, to serve as support for policy developments in Europe, 
notably in the framework of CREST activities. It does not form part of the 
ERAWATCH project, but the working documents are made available on 
ERAWATCH webpages for the purpose of steering a debate on the policy mix 
concept. 
 
The “Policy Mix” project is run by a consortium of 7 partners: 
• UNU-MERIT (The Netherlands), consortium leader 
• Technopolis (The Netherlands) 
• PREST – University of Manchester (United Kingdom) 
• ZEW (Germany) 
• Joanneum Research (Austria) 
• Wiseguys Ltd. (United Kingdom) 
• INTRASOFT International (Luxembourg). 
 
Each country review is produced by an individual author, and provides expert’s view 
on the policy mix in the country. This report is not approved by the Commission or 
national authorities, and is produced under the responsibility of its author. 
 
The role of country reviews is to provide an exploratory analysis of the current policy 
mixes in place in all countries and detect the most important areas of interactions 
between instruments as well as new modes of policy governance that are particularly 
adapted (or detrimental) for the building of policy mixes. They provide analytical 
material for the analysis of the policy mix concept and its implementation in Europe. 
This material will be used as background for further reports of the project and for the 
construction of a tool for policy-makers (to be made available in late 2007 and 2008). 
 
 
The policy mix concept 
 
The country reviews are based on the methodological framework produced by the 
consortium to frame the “policy mix” concept. They have been implemented on the 
basis of expert assessments derived from the analysis of National Innovation Systems 
characteristics and policy mix settings, using key information sources such as 
Trendchart and ERAWATCH reports, OECD reviews, and national sources, among 
which the National Reform Programmes.  
 



 3 

In this work, the “policy mix for R&D” is defined by the consortium as: “the 
combination of policy instruments, which interact to influence the quantity and 
quality of R&D investments in public and private sectors.” 
 
In this definition, policy instruments are: “all programmes, organisations, rules and 
regulations with an active involvement of the public sector, which intentionally or 
unintentionally affect R&D investments”. This usually involves some public funding, 
but not always, as e.g. regulatory changes affect R&D investments without the 
intervention of public funds.  
 
Interactions refer to: “the fact that the influence of one policy instrument is modified 
by the co-existence of other policy instruments in the policy mix”.  
 
Influences on R&D investments are: “influences on R&D investments are either 
direct (in this case we consider instruments from the field of R&D policy) or indirect 
(in that case we consider all policy instruments from any policy field which indirectly 
impact on R&D investments)”. 
 
 
Structure of the report 
 
The report is structured along the following questions. 
 
First, in section 1, and in order to place the policy mix in context, the general 
challenges faced by the National Innovation System (NIS) are analysed by the expert. 
The view is here not restricted to the challenges with regard to raising R&D 
investments, but rather encompasses all the conditions that directly or indirectly affect 
the functioning of the NIS and R&D expenditures. These context conditions are very 
important for the discussion of the relevance of the policy mix later on. 
 
Second, the stated main objectives and priorities of R&D policy in the country are 
spelled out in section 2, as well as their evolution over the last ca. five years. This 
discussion is based on White Papers and official documents, i.e. on published policy 
statements. The reality of these objectives compared to actual working of policy 
instruments will appear in section 5.  
 
The third section provides an expert assessment and critical analysis of a possible gap 
or convergence between the NIS challenges and the main policy objectives and 
priorities stated before.  
 
Section 4 presents the policy mix in place, following the above definition, i.e. policy 
instruments affecting R&D activities in the private and in the public sector, either 
directly for instruments from the R&D policy domain, but also indirectly for 
instruments outside the R&D domain which are of particular relevance to R&D 
activities. A typology of instruments is used, to categorise the R&D-specific and non-
R&D specific instruments. A short description of each instrument is provided: aim, 
nature, target group, budget. 
 
Then, section 5 discusses whether there is a gap between the main policy objectives 
and priorities stated in section 2, and the instruments in place. This is done by 
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comparing the set of objectives with the set of instruments at work. When individual 
evaluations of programmes or policy instruments are available, their results are used 
if they shed light on contribution of these instruments towards the policy objectives. 
 
Section 6 discusses the orientation of the policy mix, indicating priorities amongst 
various possible routes to increase R&D investments. Policy instruments are 
categorised under 6 different routes according to their relevance, and this 
categorisation is followed by a discussion on the range of instruments affecting each 
route, missing instruments, routes that are not addressed by instruments, possible 
redundancies or overlaps, etc. 
 
Section 7 provides another view on the policy mix, focusing on the relative 
importance of each types of instruments. The aim is to get a picture of the policy mix, 
the balance between (sets of) instruments, and the relative weight between them. 
 
From section 8 onwards, the review turns to the crucial question of policy 
governance. That section discusses the emergence of the policy mix through 
examination of the following question: how did the set of R&D policy instruments 
arrive? What is the rationale behind them, what was the driving force behind their 
establishment, and how is this evolving recently. A crucial question relates to the 
existence of some consideration of possible interactions when establishing new or 
suppressing existing instruments. The section tries to establish whether the policy 
design process is incremental or radical, analytical or non-analytical. From this, that 
section discusses if the policy mix is a “construct” or an “ex post” reality. 
 
The next section, section 9, focuses on the governance of the system of R&D policy 
instruments take place. It examines the key question of interactions, i.e. whether there 
is a form of co-ordination between R&D policy and policy instruments from outside 
the R&D domain, and the existing mechanisms that favour or hinder such 
interactions. 
 
The final section, section 10, deals with the core question of the policy mix concept: it 
endeavours to discuss interactions between policy instruments to affect R&D 
expenditure. The section discusses possible positive, neutral and negative effects of 
R&D policy instruments; both within the R&D policy domain, but also with 
instruments from other policy domains. In most cases, this takes the form of 
hypotheses rather than hard evidence. 
 
 
Feedback welcome 
 
Feedback on this report is gladly received. Individual country reports will not be 
updated but discussion on policy mixes is welcome during the timeframe of the study 
(2006-2008). Please send your comments to: 
 
Claire Nauwelaers 
UNU-MERIT 
Coordinator of the “policy mix” project 
c.nauwelaers@merit.unimaas.nl 
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1. National Innovation Systems Challenges 
Differing from the other two Baltic states, Lithuania did not experience a complicated 
ethnic situation at the time of re-independence in 1991, thus, there were prospects for 
a smoother transition. Neither was Lithuania industrialized like the two other 
countries. However, Lithuania did not embark on such a rapid transition like its 
northern neighbours, which left Lithuania lagging behind in many areas, such as 
attracting FDI. Nevertheless, there has been a catch-up in recent years.  
 
One specific feature of the Lithuanian economy is that Lithuania has the only nuclear 
power station in the Baltic states (at Ignalina). This station is supposed to be shut 
down in the near future, leaving Lithuania with a serious problem of electricity 
generation (there is too little transmission capacity from abroad, except for Russia). 
The Lithuanian GDP grew between 1997 and 2005 annually with 5.2%.1  
 
The major challenge of Lithuanian R&D policy is to improve the competitive position 
of Lithuanian enterprises by building a stronger linkage between knowledge 
production and diffusion in the enterprise sector. Four specific challenges can be 
identified: 
 

- Developing modern skills for innovation. One of the major strengths of 
Lithuania is the relatively high share of S&E graduates and population with 
tertiary education. In order to support the restructuring of Lithuanian 
manufacturing and service sectors towards higher value added and higher 
technology activities, it is important to continue to improve the skills levels. 
According to the European Innovation Scoreboard (EIS), there is a risk that 
Lithuania loses momentum with respect to tertiary education in comparison to 
the other EU states. Employment in high-tech services is low and there is a 
risk that Lithuania is falling further behind according to the EIS.  

- Creating effective links between the R&D sector and the enterprise sector. 
Linkages between the R&D sector and the enterprise sector are rather weak in 
Lithuania. Lithuanian researchers are increasingly integrated into international 
research networks but the number of R&D personnel working in business is 
low. Thus, knowledge diffusion requires further support. 

- Increasing the level of investment in public and private R&D. Lump sum 
funding of public R&D institutions is the major type of funding. A quite small 
share of funding is allocated through competitive project selection processes. 
Thus, there is a need to restructure the funding system in order to give more 
attention to the quality of research and its economic relevance. In general, 
there is a need for a significant improvement of the methods and practices 
used for the development, monitoring and evaluation of R&D policy in the 
public sector. Furthermore, brain drain is a significant issue Lithuania is 
facing. There is an increasing negative migration of young, skilled and 

                                                
1 In comparison, EU-25 grew in the same time period with 2% annually.  
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qualified labor force. Those trends can possibly be reversed by increasing 
levels of investment in R&D.  

- Introducing a patenting culture. National legislation with regard to intellectual 
property rights was harmonized and international agreements are signed. 
Nevertheless, the number of patents remains low compared to other EU 
countries. The challenge is to develop a patenting culture and thereby moving 
away from the current predominant approach of keeping acquired company 
know-how secret. This requires the building up of a patenting support 
infrastructure and the development of a network of qualified patenting 
consultants and legal representatives.  

- Lithuanian growth rate of R&D has been almost 10% annually for the period 
1998-2003, which is a quite large figure internationally, although it has to be 
remembered that the starting point was very low.2 

                                                
2 Ketels & Sölvell (2005)  “State of the Region Report 2005. Competitiveness and Cooperation in the 

Baltic Sea Region” Tekes and Vinnova. Available at http://www.nordicinnovation.net 
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2. Objectives and priorities of R&D policy 
According to ERAWatch, Lithuania is on the way to prioritizing its R&D efforts. 
Whereas Lithuania is a small country and has limited financial possibilities to create 
new knowledge in all fields of science, it is forced to get specialized in such R&D 
areas where, by using the R&D potential it possesses, Lithuania has already 
accumulated special knowledge. This position served as a basis for the Long-term 
R&D Strategy approved by the Government of the Republic of Lithuania in 2003 and 
the program for implementation of the provisions of the Lithuanian Science and 
Technology White Paper implementing such strategy. Taking into consideration the 
need of the country to encourage high technology production, the Government 
approved the High Technology Development programme. The following top-priority 
trends of Lithuanian R&D for the period 2002 – 2006 can be identified: 

- research to ensure the quality of human life (genomics and biotechnologies for 
health and agriculture, technologies of high quality, safe and ecologically 
clean food, ecosystem and climate changes); 

- research intended for the development of knowledge society (information 
society technologies, citizens and governance in knowledge society, 
preservation of national identity under conditions of globalization); 

- research intended for the development of nanotechnologies (nanoscience, 
nanotechnology, creation of multifunctional nanostructural materials); 

- R&D intended for the solution of objectives related to nuclear safety when 
exploiting the Ignalina Nuclear Power Plant and terminating its exploitation as 
well as when treating nuclear waste; 

- R&D intended for the increase of international competitiveness of Lithuanian 
industry (development of biotechnology, mechatronics, laser, information and 
other high technologies). 

According to expert assessment by both foreign and Lithuanian experts, the most 
successful R&D works are performed in the fields of biotechnology, biochemistry, 
laser use, chemistry and physics. Scientific competence, interrelation between 
research and business in certain areas, such as biotechnology (pharmaceutical 
products, hormones, gene engineering, products of biosynthesis), mechanical 
engineering and electronics (mechanical engineering, electronics, IT, new materials), 
laser technology (lasers, medical and other equipment, precise measuring devices, 
communications equipment), IT – create conditions for the development and 
continuous modernization of the production of advanced technologies and services. 
Highly related to Lithuanian competence areas is the adoption of the High technology 
development programme, where the biotechnology, laser, IT, mechatronics and 
nanotechnologies are set as priority areas to be developed and coherent measures are 
foreseen. This indicates that Lithuania puts a strong emphasis on promising “frontier 
research” areas, and uses national and EU Structural Funds to give rise of entire 
technology fields and related industries.  
To some extent, Lithuania is aiming at specializing in biotech. The reason for this 
remains, however, not obvious. In contrary to Latvia, Lithuania remained more 
agrarian during the Soviet period, which most likely has left its marks on today’s 
developments. Lithuania might have an edge in food processing and perhaps this 
could be the reason for the emphasis on biotech, hygienic food processing, ecological 
food etc. 
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There is only little evidence of Lithuanian R&D policy directly addressing such 
“mega-trends” as globalisation, aging of society, climate change, scarcity of 
resources. However, some aspects of these questions can be found in parts of the 
overall policy. It should be pointed out that Lithuania is actively aiming at becoming 
a knowledge society. The realism of this target can be questioned, nonetheless. It 
should also be stressed that Lithuania is facing a dilemma in connection with the 
closure of the nuclear power plant at Ignalina as there is no obvious other mode of 
electricity generation.  
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3. Coherence between NIS challenges and R&D 
objectives and priorities 

 
Lithuania has in a very short period of time advanced significantly on its way to 
create a functioning NIS. Having said this, a number of questions and unresolved 
issues still remain.  
 
Lithuania started building up its national administration in the early 1990s. This 
process is to some parts still going on. Thus incorporating a NIS is no simple task. 
Still there seems to be a gap between business and government institutions when it 
comes to forming partnerships. This is certainly not a problem specific to Lithuania, 
but in order to improve its position Lithuania has to address such problems.  
 
Moreover, horizontal coordination between governmental agencies is not fully 
developed, yet.  
 
These issues are to some extent a result of the attempt at rapid implementation of a 
comprehensive NIS project, basically developed abroad. In a society such as 
Lithuania, experiencing brain drain, the private sector is a far more attractive 
employer than the public sector. How can Lithuania then ensure competent staff in 
those government agencies whose task it is to implement the NIS policies? 
Government efficiency is disturbingly low.3 Corruption, in particular, remains a major 
problem in Lithuania.4 
 
In addition to this, Lithuanian economy is by and large characterized by relatively low 
value added production. Shifting away from this reality cannot be done from above. 
 
Table 1 shows the main challenges and priorities. 
 
 
Table 1: Main challenges and priorities. 
Main Challenges Main Priorities/Objectives 
a. Matching of Challenges and 
Priorities 

 

Developing scientific base for R&D Several sectors mentioned in High 
Technology Development Programme. 

Decommissioning of Ignalina nuclear 
power station 

This particular topic is given preference 
in High Technology Development 
Programme. Plans to develop nuclear 
safety. Preliminary contacts with other 
Baltic states on building an entirely new 
common nuclear power station. 

                                                
3 Jucevicius, Robertas (2006) “Economic Development and Innovation in Lithuania: What 

Challenges Ahead?” Business Strategy Institute, Kaunas University of Technology 
4 According to Transparency International’s index, Lithuania was ranked number 46 in the world, far 

below for example Estonia on rank 24. For details, see www.transparency.org 
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Cooperation between authorities and 
private sector as well as more efficient 
legislation on for example patenting 
rights. 

The question is addressed in various 
policy documents. 

b. Challenges not addressed by 
Priorities 

 

Corruption hampering the development 
of private-public cooperation 

 

Little focus on other than high 
technology industries (with the exception 
of food processing) 

 

Lack of financing of high technology 
projects 

 

c. Priorities without an obvious 
challenge 

No obvious cases 
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4. Composition of the policy mix for R&D 
In addition to the instruments of the policy mix listed in table 2, there is the 
Lithuanian National Lisbon Strategy Implementation Programme. The National 
Lisbon Strategy Implementation Programme was developed to help Lithuania to 
retain the fast growth rate and create a competitive welfare state. One of the goals of 
the National Lisbon Strategy Implementation Programme is achievement of 
Lithuania`s competitiveness through increasing the competitiveness of national 
companies. The integration of industry into the global economy is based on the ability 
of companies to develop and assimilate new technologies as well as to pursue 
innovations. Also, competitiveness relies heavily on the scientists` readiness to 
conduct research, develop technologies and provide required scientific equipment. 
The National Lisbon Strategy Implementation Programme envisages drawing up 
particular measures for bringing back young scientists from abroad. Also it provides 
for a gradual increase in the funding for scientific research from the public and private 
sectors. Lithuanian National Lisbon strategy implementation programme key 
objective in research and development area is to provide conditions for business to 
use the R&D results of the public sector and to invest personally into R&D through 
the development of R&D capabilities of the public sector seeking the total investment 
level in percentage of the GDP in R&D for 2008 to be 1.2 percent. It should be 
pointed out that Lithuania has performed well according to the Lisbon Agenda -
belonging to the top performers. The scores measure employment, social cohesion, 
innovation and research, economics in general, environment and economic reform.5 
 

Table 2: Policy mix for R&D in Lithuania 
 

Policy categories Policy instruments: short description and target group 
R&D Domain  

R&D policy generic High technology development programme: The goal of the Programme of 
Development of High Technologies is to develop already existing perspective 
high technology industry branches in Lithuania: biotechnology, mechatronics, 
laser technologies, information technologies, nanotechnologies and electronics. 
These branches were selected, because there are already positive results in these 
areas, they correspond to EU priorities and they cover the most perspective part 
of the country economy. Programme of Development of High Technologies in its 
essence is a reconnaissance project, aimed at better planning of future actions in 
high technology area, as well at testing and approval of the management methods 
and financing mechanisms for such programmes. (Average annual budget of the 
programme is 1 182 000 EUR.) 
Improvement of Business Environment: The projects applied for the support 
for associated business structures are evaluated by Public Institution Lithuanian 
Business Support Agency and selected according to their quality and the measure 
specific selection criteria. The sub-programmes included are: (Total annual 
average budget 14.7 million EUR) 

o Promotion of environmental measures for business. The aim of 
the programme is the promotion in development of production capacities 
for processing of secondary raw materials, development of cost 

                                                
5 Ketels & Sölvell (2005) 
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reduction, eco-labeling and environment-friendly production 
technologies, and the drafting and implementation of respective 
programmes.  

o Support for associated business structures. The objective of the 
programme is the development of information systems and databases, 
fostering of co-operation between the private and public sector, various 
studies and research, awareness campaigns, competitiveness monitoring, 
rating, organisation of industrial and business exhibitions and missions, 
etc.), also entrepreneurship-fostering campaigns and programmes.  

o Development of industrial zones, facilitation of plain field 
investments. Development of infrastructure, communications and roads 
inside the industrial zones. Improvement of access to facilities in “green 
fields”. 

o Development of Science and Technology parks. The 
programme covers the development of science and technology parks, 
including promotion and facilitation of scientific research oriented 
towards business and strengthening of co-operation between business 
and science. Establishment and further development of technological 
demonstration centres.  

o Development of Innovation support system. Improvement and 
development of assortment and quality of delivering innovation services 
to business – development of technology transfer and technology 
dissemination systems and provision of related services, including 
information, promotion of any type of innovation (in technologies, 
processes, marketing, management, etc.; consulting services for 
innovative start-ups and their development issues; promotion and 
awareness of opportunities to finance innovation. Investment into 
physical infrastructure related to aforementioned services. 

o Development of SME's support system. Development of 
services to business – advisory services, studies, researches, 
competitiveness observation, rating, development of information systems 
and databases, awareness and promotion campaigns, as well as 
entrepreneurship campaigns and programmes. Investment into related 
physical infrastructure (improvement of existing facilities and investment 
into new facilities) 

Direct support for business: Lithuanian ministry of economy has opened calls 
for the implementation of the Structural funds of European Union for direct 
support for business development in Lithuania on the 1st of July 2004. The 
implementation of Structural funds for business development is operated under 
several measures, which are set under the 3rd priority of Single Programming 
Document for Lithuania, namely “Development of production sector “.The 
implementation of the Direct support for business is split into 2 schemes, one of 
which is activity generally oriented to modernisation of enterprises and 
development of innovations, implementation of quality management systems and 
new quality improvement methods, internationalisation of companies, 
development of the image of products and services, implementation of standards 
and certification of products and services, development of clusters and 
partnership networks, implementation of environmental measures in enterprises, 
creation of the conference and hosting facilities. The direct support of 87,7 mln 
EUR is foreseen under this scheme. The second activity scheme is devoted to the 
development of R&D activities in enterprises and development of the 
relationship between business and R&D sectors. Here the direct support of 15,5 
mln EUR is foreseen. (Average annual budget 14.7 million EUR) 

R&D policy sectoral Industrial biotechnology development programme: The goals of the Industrial 
biotechnology development programme are a) the evaluation of existing biomass 
resources and their suitability for industrial biotechnology, b) the development of 
plants and other biomass resources needed for biotechnology industry 
development, c) the development of scientific researches in industrial 
biotechnology area and d) the creation of the industrial biotechnology products 
those are important for Lithuanian economy; the development of the 
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technologies of production and utilization of these products in order to attract 
local private investments and foreign capital in this area. The main research areas 
of the programme are the resource base for industrial biotechnology; biocatalysts 
and biotechnology processes; chemical substance from biomass; and 
pharmaceutical biotechnology. (Average annual budget 1.76 million EUR) 

R&D / Innovation policy – 
Linkage  

Support for R&D in enterprises - applied research and development. The 
objective is to increase research and development activities (industrial research 
and pre-competitive development) for the industry and business (activities 
carried on by companies and contracting works), formation of links between the 
industry and business entities and scientific research institutions in order to 
achieve higher shares of R&D investment in business, and in higher education 
sector. To develop corporate R&D activities in order to develop strategic 
innovations in business. (Average annual budget 34.3 million EUR) 

R&D / Innovation policy – 
IPR 

 

R&D specific financial and 
fiscal policy 

 

R&D specific education 
policy 

Improvement of the quality of Human Resources for R&D and innovation: 
The goal of the measure is to increase the capacity of researchers to develop 
scientific knowledge at an international level which is critical to domestic 
business and industry in Lithuania, and to train specialists meeting the needs of 
the economy (capable of applying new innovations). This covers a) to upgrade 
qualifications of postgraduate and doctoral students, postdoctoral scientists and 
other researchers and maintain their competence; b) to carry out programmed 
development of scientific research and experimental development (R&D) in 
priority areas; c) to develop the R&D evaluation system; d) to develop and 
improve competitive funding for R&D; and e) to promote dialogue between 
science and society. (Average annual budget 7.7 million EUR) 

R&D specific employment 
policy 

Fiscal policy, education policy, and innovation policy. See below. 

Non-R&D Domain   
 
Other policies that significantly affect R&D investment levels 
 
There are a number of other developments and policy fields that impact on R&D 
investment.   

- Particularly relevant are fiscal policy, education policy, and innovation policy. 
The Lithuanian tax system allows enterprises to cover R&D and patenting 
expenditures as any other activity expenditures, differently from previous 
regulation that forced these types of expenditures to be covered by profit. 
Since business investments in R&D is low and there are weak linkages 
between R&D and business communities, the tax incentive might be 
insufficient to achieve ambitious goals set by Lisbon agenda - 2% for R&D by 
2010. The Lithuanian government in its programme for 2004- 2008 has set the 
target to develop special schemes, that would promote business investments in 
R&D, but until now those are the only grant schemes operated under Phare 
2002 and Structural Funds. With regard to Lithuanian education policy, it has 
to be stressed that the GDP share for education is close to EU average. 
However this is not the case for science. The Lithuanian higher education and 
R&D system was reorganised by merging universities with former state R&D 
institutes, in order to encourage research in higher education. However, the 
university research capacities are restricted because of high student/ teacher 
rate (22,3 student per university teacher in 2004, compared to 14,6 in 2000). 
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As pointed out by ERAWatch, the work load of university related researchers 
is too high to allow the involvement of students in R&D activities. On the 
other hand, one of the university missions is to perform high quality research 
and educate scientist. However, this function is not well performed at the 
undergraduate studies and moderate in post graduate studies. Thus, funds 
allocated for higher education does not support R&D development. Lithuanian 
innovation policy stresses R&D activities as an important input for innovation. 
As innovation policy lies under the responsibility of the Ministry of Economy, 
it supports and stimulates business R&D exceptionally. There are measures 
implemented under the Phare 2002 programme and Structural Fund 
implementation Programming period 2004 – 2006 that are directly aimed at 
the facilitation of Business R&D. 

- A particular important impact on R&D investment levels can be expected 
from inward foreign direct investment (FDI). FDI plays an important role in 
the Baltic countries (Hunya 2004). Empirical research suggests that FDI has a 
positive impact on economic growth, restructuring of the economy, and 
competitiveness. Inward FDI can be a means of knowledge and technology 
transfer since knowledge and technology frequently “spills-over” from the 
foreign investor to the domestic region. Lithuania received a lot of inward FDI 
from the Nordic countries, in particular Denmark and Sweden. A large share 
of inward FDI moved to the manufacturing industries in Lithuania. 38% of 
manufacturing FDI is in food processing according to Hunya (2004). Another 
important sector for inward FDI is finance, trade, transport and telecom. 
According to Hunya, the high share of FDI related to transport, storage and 
telecommunication is specific to the whole Baltic region. High FDI can be 
explained by the transit position.  

- Lithuania has only one major port, namely that of Klaipeda, which is the only 
port in the Baltic States that is ice-free all year round. This creates certain 
advantages for Lithuania with respect to Russian transit traffic. 

- A major reason why Lithuania has been quite successful in attracting FDI is 
the stable and favourable macro-economic environment. The Baltic countries 
including Lithuania have opted for radical market reforms that led to the rapid 
creation of functioning market economies. Furthermore, exchange rate 
stability created a stable economic environment conducive to FDI. Due to 
geographical proximity, the Baltic countries (Estonia, Latvia, Lithuania) are 
engaging in tax competition. The corporate income tax rate in Lithuania has 
fallen steadily (15% in 2004). Lithuania no longer offers other incentives to 
foreign direct investors according to Hunya (2004). 
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5. Coherence between main policy objectives and 
priorities, and policy instruments 

 
Although there is no formal gap between policy objectives and instruments, it should 
be stressed that Lithuania in some respects lack the institutional strength required for 
an efficient implementation of such a policy. The reasons are manifold, but some of 
the more conspicuous are the relatively inefficient government and attitudes and 
capabilities of the business sector. The NIS policy, being basically imported to 
Lithuania, risks becoming superfluous because reality does not necessarily react in a 
way hoped for in policy documents. The all-encompassing issue is whether the 
government in a broad sense will be able to carry out its policies in this respect.  
According to Jucevicius (2006) the drawbacks facing Lithuania’s competitiveness are 
as follows: Low technological readiness of enterprises, low extent of staff training, 
poor collaboration culture, low technological readiness of enterprises, inadequate 
economy and science structure, brain drain, low efficiency of legal framework and 
police service, corriuption, low buyer sophistication, low purchasing power and 
finally low presence in international markets. 
There are certainly a number of strengths as well, but in this respect focus should be 
laid upon the problems. In an environment as described above (or even assuming the 
picture is somewhat brighter) implementing a policy program for a NIS of the same 
character as in a society that has enjoyed market economy and stable conditions for 
decades is unlikely to produce the outcome aimed at.  
Instead, Lithuania would probably need an approach starting from SME creation 
(which is on the agenda, though), enhancing government capacity, and in general 
develop a program for overall improvement of horizontal links in society. 
Despite being by far the biggest Baltic state, Lithuania is facing similar problems as 
the other Baltic countries, namely lack of resources to focus on many branches, at 
least in the near future. Therefore Lithuania should be as focused as possible on a 
very small number of sectors, while in other sectors hook up on the much bigger 
innovation system of neighbouring Scandinavia. This would probably allow Lithuania 
to develop niches, implement skills and technology and target possible strengths.  
 
Table 3 shows the main priorities and the corresponding instruments. 
 
Table 3: Main priorities and instruments. 
Main Priorities/Objectives Main Instruments in place 
a. Matching of Priorities and 
Instruments 

 

Development of a high-tech industry High technology development programme, 
Industrial biotechnology development 
programme, Support for R&D in enterprises 

Further enhancement of business 
environment 

Improvement of Business Environment  
Direct support for business 

Education Improvement of the quality of Human 
Resources for R&D and innovation 
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b. Priorities not covered by Instruments  
  
  
c. Instruments without obvious priority  
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6. Policy mix instruments and target groups 
As can be deducted from the table below, Lithuania aims at a relatively broad 
approach to R&D. It should be further elaborated whether such a policy is 
appropriate, taken into consideration the available resources. It can be identified that 
Lithuania follows five routes out of 6, the only not given priority is number 5 below, 
i.e. extramural R&D in cooperation with the private sector. Moreover, following the 
domains, it can be seen that the policy aims at generic R&D policy, linkages, and 
improvement in R&D education policy. In this respect there are fewer strands to 
follow.   
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  Table 4: Policy instruments and broad routes to increase R&D investments 
Policy categories  

Policy instruments 
ROUTE 1: 
promote 
establishment of 
new indigenous 
R&D-performing 
firms 

ROUTE 2: 
stimulate greater 
R&D investment 
in R&D-
performing firms 

ROUTE 3: 
stimulate R&D 
investments in 
firms non-
performing R&D 

ROUTE 4: 
attract R&D-
performing firms 
from abroad 

ROUTE 5: 
increasing 
extramural R&D 
carried out in 
cooperation with 
public sector 

ROUTE 6: 
increase R&D in 
public sector 

R&D Domain        
R&D policy 

generic 
High- tech development 
programme 
Improvement of business 
environment 
Direct support for business 

X 
 

X 
 

X 

X 
 

X 
 

X 

X 
 

X 
 

X 

X 
 
 
 

X 

 X 
 
 
 

X 
R&D policy 

sectoral 
Industrial biotechnology 
development programme 

     X 

R&D / Innovation 
policy – Linkage  

Support for R&D in 
enterprises 

X X X X X (X) 

R&D / Innovation 
policy – IPR 

       

R&D specific 
financial and fiscal 

policy 

       

R&D specific 
education policy 

Improvement of human 
resources for R&D and 
innovation 

X X X X X X 

R&D specific 
employment policy 

       

 
X: target group and eligible for funding 
(X): eligible for funding but no target group 
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7. Balance within R&D policy mix 
The following table 5 provides an assessment of the importance of different R&D policy 
instruments.6 
 
The criteria used are a) overall contribution to increase private R&D expenditures, b) impact 
on specific aspects of the NIS ore R&D performers, c) public attention/attention by policy 
makers, d) volume of public funding involved, and e) beneficiary of a shift in public funding. 
 

Table 5: Assessment of ‘importance’ of R&D policy instruments 
Criteria Instruments Funding  

a b c d e 
High- tech development programme 1.182 million 

EUR 
 XX    

Improvement of business environment 14.7 million 
EUR 

XX X X   

Direct support for business 14.7 million 
EUR 

XX  X   

Industrial biotechnology development 
programme 

1.76 million 
EUR 

 X X   

Support for R&D in enterprises 34.3 million 
EUR 

XX X X X  

Improvement of human resources in R&D 
and innovation  

7.7 million 
EUR 

X X X   

 

                                                
6 The figures refer to annual budgets taken from TrendChart and EraWatch. 
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8. Emergence of R&D policy mix 
According to ERAWatch, Lithuania as any other post-soviet country of centrally planned 
economy started its independent policy building from fragmented and separate R&D, 
education and industry development policies. The concept of national innovation system 
serves as the methodological umbrella for contemporary policy making. The national 
innovation system approach was manifested at the policy level in different policies, such as 
Industrial development, Business development policies, etc., but the actual integration efforts 
started with the Lithuanian White Paper on R&D and Technology (2002) and its 
implementation programme, which foresees R&D development for economy needs, and – 
most challenging task for Lithuania – development of corporate research, which should 
provide an input for R&D based innovations in business. Systemic approaches have increased 
in importance since there is a continuous lack of resources for R&D policy implementation, 
partially a result of moderate business sector investment into R&D activities, both in public 
and in private sector. The need to drive R&D results for business needs, in order to achieve 
higher investments in entire activity, and to keep with Lisbon target, has brought a broad 
policy discussion in search for a possibility to apply systemic approach into the R&D policy 
concept, seeing it as an integral part of the national innovation system but not only. 
Lithuanian R&D system has kept the tradition of international co-operation. ERAWatch 
reports that today, according to the interviews with the science policy community players, 
scientific results are developed via participation in international science programmes, where 
Lithuanian researchers have found their niche and are serving as intellectual input providers. 
Despite the realised need for the application of systemic concepts for R&D and business 
competitiveness policy, the actual integration into the national innovation system of the 
existing R&D system is not the case for today. In fact, the national innovation system and 
R&D system despite declared need to be integrated remain actually functioning separate 
concepts. The fact was proved by a range of national and international reports; most in depth 
here is the World Bank report on Lithuanian way to Knowledge economy. Still, at the 
conceptual base, in Lithuanian long term Science, research and development strategy (until 
2015) the systemic approach towards R&D as an integral part of national competitiveness 
strategy is clearly declared. However, the strengths of Lithuanian R&D system resides in the 
high tech areas, such as biotechnologies, lasers, mechatronics, and the like, which represents 
only 4% of Lithuanian industrial structure. Linking the R&D system with the countries 
industrial structure via application of R&D results in traditional mid-low tech industries 
remains a conceptual and practical task for both, R&D and economy policies. In order to 
achieve larger systemic integrations, in spring 2005 Lithuania held a broad discussion on 
Lithuanian way towards FP7 programme, were both, Public and Business R&D performers 
were invited for the search of joint opportunities for better use of European and national funds 
for R&D, as a key factor for national competitiveness in the knowledge economy. The further 
discussion on the application of integrated systemic approach in R&D and its results are also 
presented in Lithuanian National Strategy for Growth and Jobs (October, 2005). 
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9. Governance of the policy mix 
According to ERAWatch, R&D policy mainly remains a concern of Ministry of Education 
and Science, while innovation and economy development strategy is designed within the 
Ministry of economy. There are some efforts of integration and co-ordination but political 
boundaries remain significant. Lithuania faces major obstacles not in designing integrated 
strategic policy direction but in the designing the mechanisms and institutions for its 
implementation. The new measures, fostering the integration of R&D and innovation policies, 
which are essential in order to achieve Lisbon targets, were designed with the Single 
programming document (2004 – 2006), which is guiding the implementation of EU Structural 
Funds in Lithuania. Among the measures for Industrial development, administrated by the 
ministry of Economy, there is a special measure for direct support for R&D in enterprise 
sector, and among the measures administrated but the Ministry of Education and Science 
there are measures which support R&D and highly skilled human resources development for 
business in the high tech priority areas (IT, nanotechnologies, biotechnologies, mechatronics 
and lasers). ERAWatch highlights that some of the financing schemes designed by Lithuanian 
Science foundation also encourage co-operation in research of R&D and business 
organisations. Nevertheless, it has to be mentioned that the volumes of entire measures are 
rather insignificant, and the technology of their design continues the policy fragmentation – 
ministry of Economy supports corporate research, and Ministry of Education and Science – 
R&D in public sector, which may increase R&D performance in both sectors, but will hardly 
lead to the integration of efforts towards single functioning innovation system. In summary, 
main R&D policy instrument remains public funding for public institutions, by now 
strengthened with the Single Programming Document Implementation. Ministry of Education 
and Science and Lithuanian Science foundation together with the SF administrating agency 
are the key players in Lithuanian R&D policy implementation. Public funding is allocated via 
institutional funding and small share of competitive funding for public institutions projects. 
European integration and Structural fund aid opened new opportunity to strengthen R&D base 
and improve human R&D resources, again – in public sector. In addition a special measure 
aimed at boosting R&D in private sector via direct grants was designed and implemented. The 
European research area plays an important role in Lithuanian R&D. Participation in European 
Programmes is strengthened by specially established Lithuanian S&T programmes 
development agency. 
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10. Interactions between policy objectives and instruments 
The Lithuanian national innovation governance system is facing a lack of horizontal 
coordination between the responsible ministries according to the European Trend Chart on 
Innovation. Cooperation between R&D and business communities is weakly developed and 
innovation policy is centralised at the national level with weak linkages and interrelations 
with policies at the regional level. In general, the impact of R&D sector input on the 
innovation process is underdeveloped. The same is true for the linkages and interactions 
between R&D, business and politics. The innovation policy adopted from Western countries 
proved to be not relevant to the current industrial structure. 
 
Nonetheless, the Lithuanian economy is growing and delivering favourable and stable 
macroeconomic conditions for innovation. There is also a recognized need for knowledge-
based innovation in policy and business communities. Favourable are the high educational 
level of the work force and the growing number of postgraduate S&T researchers. Lithuanian 
universities are well-established and embedded in scientific international networks. There is a 
strong track record in leading edge scientific disciplines, such as biotechnology, laser 
technology and some areas of medicine according to the European Trend Chart on Innovation. 
In addition, there is an established framework of business and innovation support 
organisations. This includes business incubators, technology parks and innovation centres. 
Important for Lithuanian development is the willingness of companies to cooperate in 
innovation development. The EU structural funds are used to strengthen the innovation 
support system and there is increased funding for R&D, also in the business sector, and direct 
support for innovations developed jointly by public and private R&D performers.  
 
As has been pointed out earlier in this report, one of the crucial issues for the Lithuanian 
national innovation system to address is the horizontal coordination within the system. One 
may speculate about the reasons why this coordination faces obstacles, but one plausible 
explanation would be simply a left-over from the Soviet regime, which strongly discouraged 
such cooperation. To improve the present situation certain measures are needed. It is, of 
course, no simple task to make a more or less directly imported system work without 
thorough preparation of the ground. Thus, Lithuania needs to increase the general 
understanding those processes which at present hamper the improvement of the national 
innovation system. Cooperation between universities, authorities and business cannot be 
ordered. Therefore various models how this end can be achieved should be analysed and 
discussed.  
 
One possible alternative would be to create some kind of a national innovation council, 
chaired either by the President of Lithuania or the prime minister (as in Finland), which would 
provide the council with enough political weight. This new institution would have 
responsibility for overall coordination of innovation policy. Its tasks would include 
encouragement for broad patterns of cooperation, promote development of skills and flexibly 
identify possible goals. Furthermore, it could also evaluate the success and failures of various 
measures. Another task for such an institution would be to attract international capital into the 
Lithuanian innovation system. 
 
Moreover, it is worthwhile considering narrowing the targets of a national innovation system. 
Lithuania at present is unlikely to be able to support a wide range of high profile programs 
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due to its size and limited resources. Lithuania has less than four million inhabitants, thus 
being of similar size than Ireland, but being significantly poorer and lacking direct cultural 
and lingual connections with a bigger, wealthy neighbour, the countries are not necessarily 
comparable. Moreover, as has been stated above, Lithuania has remained a rather agrarian 
society until today. So far, a large share of FDI in Lithuania has been into food processing. 
Against the backdrop of these facts, it should be asked whether embarking on a number of 
innovation related programs would be a prudent policy. In the short and medium term, 
Lithuania is likely to have an edge in cost sensitive manufacturing industries, because of 
relatively low salaries and low taxes. Instead (as is recommended in the case of Latvia too) 
Lithuania should aim at developing a common innovation system together with foreign 
partners, especially around the Baltic Sea. Due to its size and present resources, Lithuania is 
unlikely to develop a broad innovative high-tech industry in the near future. Even if excellent 
achievements would be produced, it is still highly implausible that the results would be more 
profitable for the entire society than focusing on Lithuania’s real strengths. In addition to this, 
Lithuania faces a major challenge when the nuclear power station of Ignalina is to shut down. 
Building a modern, safe (and probably nuclear) energy system will require significant 
resources. Such a project is likely to be carried out in cooperation with other EU-member 
states, which could be turned into a lasting technology partnership. It should be reminded that 
also Latvia suffers from electricity generation shortage, which opens up a possibility for 
Baltic cooperation in the energy sector (some interest has been voiced by Estonia as well). To 
sum up, the challenges facing Lithuania in the near future are such a daunting task, that 
Lithuania alone will probably not be able to afford similar R&D policies as bigger and 
wealthier countries. This does certainly not mean that Lithuania should not do its best to 
develop an innovative atmosphere, but rather that by developing cooperation it is possible to 
avoid putting all the eggs in one basket. The number of inhabitants of the Baltic states and the 
Scandinavian EU-members total no more than 27 – 28 million. There are very successful 
examples of Scandinavian high-tech development and other branches. It is likely that 
Lithuania will find niches in this broader context instead of making attempts at “re-inventing 
the wheel”.  
 
One particular point worth mentioning is the need for wide-spread knowledge of especially 
English but also other foreign languages throughout the entire society. It is well-known that 
cooperation between many institutions in the new and old EU-member states is seriously 
hampered by the absence of English-speaking staff in the new member states.  
 
With regard to the specific R&D programmes, there is always a risk that some measures 
substitute other policy measures. For instance, an increase in investments in the high 
technology programme can lead to a decrease in investments in the improvement of business 
environment. Nevertheless, there might be positive effects as well in case of synergy effects. 
 
Table 6 shows an assessment of potential effects of the different R&D policy instruments. 
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Table 6: Assessment of potential effects of an increase in activity of a particular R&D 
policy instrument on the effect of other R&D policy instruments on the level of R&D 
expenditures in Lithuania 
 effect upon è 
ê increase in activity 

A B C D E F 

A Support for R&D in 
enterprises 

 - - +/- ? ? 

B Improvement of business 
environment 

-  + ? 0 0 

C Direct support for business +/- +  ? +/- +/- 
D Improvement of human 

resources for R&D and 
innovation 

+ ? ?  + + 

E Industrial biotechnology 
development programme 

? 0 +/- +  + 

F High technology 
development programme 

? 0 +/- + +  

+: potentially positive effect; -: potentially negative effect; ±: effect may be either positive or negative 
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