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Résumé
In this paper we argue that the most important task for socioeconomic research on the knowledge economy is to combine criticism of how society is organised with constructive ideas for reform of its institutions. Standard economics tends to reach false conclusions regarding what institutional forms that promotes wealth and well-being because of its narrow focus upon allocation and rational choice and its neglect of innovation and interactive learning. Starting from the example of product innovation we demonstrate that the economy cannot be seen as a sub-system separated from society and nature. We argue that future research should aim at a critical and constructive understanding of institutions that determine the dynamics in relation to increased specialisation, innovation, (multi-dimensional) diversity and interaction among diverse (discrepant or distant) agents. We propose that these institutions will be unique for different systems and forward the hypothesis that the innovation systems that perform well are those where barriers between diverse (discrepant in specific dimensions) agents are low.

On the importance of institutional arrangements

Society is where we live, love and work. We do so in interaction with others. The arrangements that determine how we interact may be regulated by formal rules or they might reflect implicit norms, habits and routines. Such arrangements, often referred to as ‘institutions’ by economists, introduce regularity in interaction and hereby they contribute to make life more predictable. The more complex and restless society the more we depend upon such arrangements. Regularities in some dimensions of life make it easier to engage in and cope with change in other dimensions.

While the ruling arrangements may be more or less ‘satisfactory’ in terms of how far they contribute to wealth creation, well-being and happiness in society as a whole, they will never reach ‘optimality’ as seen from the point of view of society. This reflects both that people have different interests and that institutions grow ‘behind the back’ of people. 

An institutional arrangement to the advantage of one region or one social class may be to the disadvantage of another region or social class. There is an ongoing discourse in society about what kind of arrangements are the best for society as a whole. The current financial crisis has intensified this debate. The direction and outcome of the discourse will always reflect a combination of the strength of ‘rational’ argument and the distribution of power among the interlocutors. 

Another reason why institutions are not optimal is that they grow out of practice ‘behind the back’ of citizens. Mostly they are not outcomes of intentional efforts to design society. They take time to establish. They require investment and learning among the people acting within them. There is therefore always resistance to efforts to change them. Arrangements that served society well at one point tend to become gradually more unsatisfactory as time goes by. 

Reform movements are more successful in eras when it has become obvious that existing arrangements perform badly in terms of fulfilling their functions. The current crises illustrates that reform topics that have been absent from societal discourse now become items on the agenda. Even in such periods the resistance to change will be very strong among certain social groupings. If they have de facto veto power the result may be social and political crises and it might result in radical reform or even in violent revolutions where a whole set of fundamental arrangements are destroyed and new ones are established.

A general task for social science in general and for those engaged in understanding the knowledge economy should be to expose existing institutions to ‘constructive criticism’. One major aim should be to critically analyse existing arrangements that link knowledge to economic outcomes and challenge old ways of organising the production, diffusion and use of knowledge, including the new forms of inequality and injustice that are produced and reproduced in the learning society. 

Such a mandate may be combined with positive proposals for promoting the impact of knowledge in business, economy and society. One of the most fascinating aspects of knowledge is the potential for ‘free lunches’ and for positive sum games where sharing knowledge makes everybody better off. Much knowledge is not scarce since it grows when you use it. The impact of institutional critique is reinforced when combined with constructive perspectives and vice versa. 

The economy is not a separate subsystem in society

Modern society is complex and one way to simplify is to see it as constituted by different ‘sub-systems’. The economy may be defined as one such sub-system. We associate the economy with control and ownership of resources and with work and consumption. Money and financial assets are used to transact resources in the modern economy. Prices, quantities, costs, earnings and wealth are important quantitative variables that we use to characterise what is going on in the economy. Adam Smith starts with the division of labour while Marx takes the commodity and the market as basic unit of analysis.

Economics represents an attempt to develop a scientific discipline explaining, forecasting and managing activities taking place in this separate sub-system. One of the main objectives of economics is to contribute to the societal discourse about what specific institutional arrangements contribute most to the wealth of the nation. A classical issue is: Should markets be left to themselves or should they be restricted by government regulations?

The focus of mainstream economics is upon ‘optimal allocation’ of resources and the more specific question asked is ‘how do different arrangements within the economics sub-system affect the efficiency of allocation’. In order to separate the economy from the rest of society it is assumed that people (at least when they are engaged in economic transactions) operate according to the rationale of ‘economic man’. This implies assumptions that choices made will reflect that workers dislike work, consumers like to consume and businessmen aim at maximizing profit. To keep the analysis simple it is assumed that all workers and businessmen follow the same logic. While consumers may have different tastes they all have in common that they try to maximize utility through consumption.

The standard economics approach is thus about the allocation of existing goods and about choices made by agents with given preferences, competences and information. It tends to abstract from innovation and from the fact that agents while they are active in the economy are engaged in learning. When the aim is to understand the knowledge economy this perspective is of course too narrow. Using different and more relevant focusing devices (such as  ‘innovation as an interactive process’, ‘innovation system’ and ‘the learning economy’) we reach normative conclusions and recommended arrangements that differ radically from those reached on the basis of standard economics analysis. We also find that the separation of ‘the economy’ from the rest of society is artificial and without real foundations.
Illustrating the link between economy and society: Product innovation and the organised market

One example that has played an important role in structuring my own ideas came out of empirical research and theorizing about product innovation and it goes back to the first half the 1980’s (Lundvall 1985). Product innovations are fundamental for economic growth but they are all but absent from standard economics. Without product innovations aggregate demand would stagnate - demand would become satiated as consumers were offered more and more of the same products (Pasinetti 1981). The fact that there is sustained growth implies that product innovations do play an important role in industrial dynamics. Direct statistical indicators - both R&D-statistics and innovation-statistics - confirm this as a stylized fact. 

But in the neo-classical construction of the ideal pure market economy with arm’s length anonymous relationships between producers and users there would be few product innovations.  A somewhat different analytical framework, transaction cost theory, leads to a similar conclusion since markets for emerging new products would be transformed into hierarchies. In Lundvall (1985) I demonstrated that the solution to these apparent paradoxes is that most markets are not pure and that the behavioural assumptions behind transaction cost theory neglects ‘benefits from interactive learning’. The best arrangement for product innovation is ‘the organised market’ since this setting supports ‘interactive learning’ among users and producers. And when agents engage in interactive learning the become less as ‘economic men’ or ‘opportunist men’. Relational learning changes the rationality of and relationships between agents. 

This example is interesting because it refers to what normally is regarded by economists as the most basic elements of the economy - the market, the producer and the customer. But it is just one example. Many other recommendations drawn upon the basis of standard economics need to be revised when we focus upon the economy from the point of view of innovation and learning. Basic assumptions regarding how to organise competition, welfare, welfare states, education, labour markets and work organisation need to be revised in the light of our new perspective.

The example with product innovation also illustrates why we have to give up the idea of defining the economy as a sub-system operating in isolation from a social world where people talk, work and dream together. Product innovations are developed in an interaction and communication among producers and users that have developed long term relationships that involve dominance, trust and even friendships. More generally innovations are outcomes of collective efforts and most forms of relevant learning involve interaction among people. Therefore social arrangements in terms of trust, social distance and feelings are fundamentally important in the learning economy. Attempts to reduce this complex interaction to ‘exchange of information’ do not capture the most important dimensions.

This implies that the analysis of the knowledge economy while focusing upon knowledge in relation to economic processes must be open to contributions that take into account how economic processes are rooted in society. It also implies that it should be open to contributions that cross disciplines within social science. The approach must be one of socio-economics rather than one of economics. 

A general theoretical theme: Differences, diversity and interaction

What are the core processes of the dynamics of innovation and learning in the learning society? In what follows I will propose a perspective where we see innovation as outcome of interaction among diverse agents and diversity as an outcome of innovation. It follows that the most important institutions to study are those that bridge between diverse agents - or conversely constitute barriers between diverse agents. 

People are different in terms of what they want, what they know and what they can do. In standard economics there is a tendency to abstract from such differences in order to give economists the chance to make full use of their mathematical tools. When the focus is upon innovation and learning this is not a legitimate abstraction. Innovations are outcomes of interaction among agents that differ in terms of what they know and in terms of what they do. How agents differ will have a major impact upon innovation outcomes. Learning within a homogenous group is limited in scope as compared to learning involving people with different skills and experiences.

But at the same time differences constitute barriers for interaction. Differences will be reflected in knowledge base, language and in norms and habits. Belonging to different national cultures involve differences in these respects. Other differences may reflect specialisations in terms of profession or scientific discipline and again the language and the norms of communities of practice and epistemological communities will involve both different terminologies and different norm sets. Different ‘social worlds’ - academia, business, the military, the church and the public bureaucracy - will have their own language and norm set. Finally social differences in work-life where bosses communicate with workers at different levels will reflect ‘social distance’.

Adam Smith links the evolution of the division of labour to the creation of wealth. He argues that as workers and firms specialise they become more efficient in what they do. The extension of the use of the market mechanism is seen as a major mechanism for the further development of the division of labour. He also argues that the increasing specialisation in work and science contributes to innovation. As workers focus upon specific work processes they may find ways to organise them differently and the specialisation among ‘men of speculation’ is seen as a prerequisite for innovations ‘combining the most distant objects’:

« In the progress of society, philosophy or speculation becomes, like every other employment, the principal or sole trade and occupation of a particular class of citizens. Like every other employment too, it is subdivided into a great number of different branches, each of which affords occupation to a peculiar tribe or class of philosophers; and this subdivision of employment in philosophy, as well as in every other business, improves dexterity, and saves time. Each individual becomes more expert in his own peculiar branch, more work is done upon the whole, and the quantity of science is considerably increased by it. » (Adam Smith 1776 : p.9)
A different way to regard this process is to see it as one that leads to more variety in the population. This does not only give rise to scale economies and to local learning. It also implies new opportunities for innovation taking the form of ‘new combinations’. But Adam Smith in his enthusiasm for the deepening of the division of labour did not point out that it is also a process where new barriers for communication and cooperation are constructed. Each ‘tribe’ of experts develops their own language and norm sets. As they specialise the individuals’ capacity to combine ‘distant’ objects is undermined. Societies that succeed in keeping barriers low in this process will be the ones that reap the most benefits and they will advance more rapidly toward an even more developed division of labour. In such societies innovations will be frequent and innovation is a process that further extends and deepens the division of labour.

I see it as a major task for future research on the knowledge economy to contribute to a deeper understanding of this kind of dynamics. Concretely this analytical grid may be used to compare innovation systems in terms of diversity and variety, where variety is measured along different dimensions. One example could be ‘the distance’ (diversity as discrepancy) between specific disciplines at different universities or different national university systems. Another could relate to the distance between science and engineering in different national contexts. A third could be the social distance between workers and bosses. It follows that the kind of institutions that reduce distance and inequality but safe-guard variety may be the ones to be looked for.

Among the institutions that have the strongest impact upon distance and barriers between diverse agents are education systems, labour market systems and patterns of work organisation. The institutional arrangements in these areas are often regional or national rather than global. One implication is that context matters for innovation performance.

On the importance of context and the limits of general theory

Marx’s value theory aimed at capturing the essence of capitalism and most of his illustrative examples referred to England. He aimed at a highly abstract and parsimonious theory that could be applied everywhere. He did show his awareness of the fact that national systems differ by motivating his approach with the argument that the less developed parts of the world all would gradually become more and more like England.

In a world where interactive learning is the most important process such a research strategy is not legitimate. The institutional arrangements that structure the relationships between people engaged in interactive learning at the national or regional level are far from general and it is not obvious that they converge toward global standards. While financial systems and systems for market regulations may become more similar across regions and nations the same is not true for family patterns, gender and ethnical relations, education systems, systems of work organisation and labour markets. Such differences will be reflected in different modes of interactive learning and they will affect both the rate and direction of innovation processes.

What we have been proposing here is a general perspective in the sense that we point to a few key processes that determine the rate and direction of economic development. We see innovation as being at the core of economic development. Innovation thrives in a context where there are few barriers for interactive learning among diverse agents. Innovation feeds the process of deepened division of labour and may lead to further diversification of agents. 

But the way these processes work themselves out will be different in different parts of the world. This has to do both with the uneven access to knowledge and with the fact that barriers for interaction will reflect nation specific arrangements that shape the consciousness of agents and the way they interact. So while the theory may be presented as general the way the key processes work themselves out will reflect the specific context.

Therefore research on the knowledge economy should be open both to brave generalisations based upon new empirically based insights and to comparative analysis that helps us understand why innovation and learning processes differ across organisations, regions and nations in form, content and outcome. The ultimate aim of the socio-economic analysis is to point out institutional arrangements that do not work at all and to find out what works reasonably well under certain specific conditions. Benchmarking with the aim to diffuse ‘best-practise’ is naïve.
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