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THE NATURE OF REGIONAL
DEVELOPMENT INSTTITUTIONS AND THEIR
ROLE IN INNOVATION-DRIVEN
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Introduction. In the context of modern industrial revolution, Ukraine needs re-industrialization on the basis of
innovative modernization, which is impossible unless appropriate institutions are created.

Problem Statement. The formation and implementation of a modern regional development policy aiming at
stimulating innovations requires the search for new opportunities through the creation and effective operation of
regional development institutions.

Purpose. 1o substantiate theoretical approaches to understanding the concept of regional development insti-
tutions and their role in innovative economic modernization.

Materials and Methods. The theoretical heritage of leading researchers on the institutional conditioning
problems of innovation processes has been used. The research is based mainly on the institutional paradigm and
involves a synthesis of institutional and evolutionary approaches.

Results. It has been proposed to consider regional development institutions as dif ferentiated regulatory re-
gimes that create the conditions for achieving the desired socio-economic status of the system as a whole by en-
abling economic entities to withdraw innovative rent, in a broad sense, and as organizations of different legal
forms, which are elements of the regional innovation infrastructure and ensure the development and support of
all innovation process stages while minimizing transaction costs, in a narrow sense.

Conclusions. It has been hypothesized that regional development institutions are not only organizations,
mechanisms, tools, and norms of behavior, which are created by government, but also the results of institutional-
ization, at the meso level, of rules elaborated by a collective of economic entities. Further research shall identify
opportunities to form regional development institutions as a result of collective efforts to overcome uncertainty
and to minimize transaction costs in innovation process.
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In the conditions of modern industrial revolution,
Ukraine, like many countries, needs reindustria-
lization that is impossible unless an institutional
environment for economic modernization is for-
med on an innovative basis. Institutional under-
development that “replicates the formation of hyb-
rid inefficient institutional structures and their
corresponding environment”, growing income stra-
tification, as well as regional asymmetry, inefficien-
cy of public administration, in particular, administ-
rative barriers to business development, all toget-
her, limit innovation as the most important com-
ponent of successful regional development [1, 38].

The actualization of the role of institutions
stimulates research interest in the direction and
nature of causal links between institutions and
economic development in specific spatial condi-
tions, the ability of institutions to stimulate the
development of specific industries and regions [2].
Recent research at the regional level, with the use
of econometric methods has proven the dominan-
ce of the institutions over the “first-nature” geog-
raphy. The results of the analysis have emphasized
the importance of local institutional conditions
for economic development in Europe as low cor-
ruption and government accountability have been
recognized as decisive factors in regional econo-
mic growth [3].

In the context of regional and local policy-ma-
king, the term “regional development institutions”
has been widely used by scholars, experts, and go-
vernment officials for the past two decades, but
conceptual approaches to defining the regional de-
velopment institutions are different. At the same
time, the formation and implementation of mo-
dern regional development policy that aims at in-
tensifying innovation require the search for new
opportunities through the creation and effective
operation of regional development institutions.

As part of the continuation of research on the
problems of institutions, the purpose of this re-
search is to develop theoretical approaches to un-
derstanding the essence of regional development
institutions and their role in innovative modern-
ization of the economy.
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This research deals with the theoretical heri-
tage of the economic doctrine of leading modern
domestic and foreign researchers on the problems
of institutional support of economic development;
institutions as a driver of economic growth; insti-
tutional conditionality of innovative processes in
industrial development; and the role of institu-
tional environment in the formation of develop-
ment institutions. The research is based mainly
on the institutional paradigm. The introduction
of regional development institutions in the field
of mesoeconomic research involves a synthesis of
institutional and evolutionary approaches.

While addressing the problem of identifying
regional development institutions, one has to seek
to answer at least the following interrelated re-
search questions: “What is the current regional
development policy?” “What is the specific fea-
ture of development institutions?” and “What is
their role in the innovative modernization of the
economy?”

Modern Regional Development Policy

Regional development policy is inextricably
linked to approaches to the definition of “region”.
In economics, region is defined as a spatially lim-
ited part of a single economic complex, i.e. as a
structural element of the economic complex of
the country [4, 6]. At the same time, it is defined
as an economic system that represents the insepa-
rable unity of economic and administrative terri-
torial division of the country, which represents
the unity of the economy and its governing bod-
ies [5, 12—13]. Therefore, the region has all the
properties of the system: integrity, structure, rela-
tive isolation from the environment !, and subor-
dination of the entire organization of the system
to a specific goal. In turn, the development of the
system in general is interpreted as process of its
transition from one state to another, which is ac-
companied by a change in its qualitative and

!In this case, environment means those factors that are be-
yond the system and interact with it (for instance, eco-
nomic systems of higher hierarchical level).
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quantitative characteristics. Moreover, develop-
ment does not necessarily mean growth, as the
system can develop in the absence of growth (in
particular, as a result of transition to a new but
relatively worse state) [6, 37].

Within the framework of economic geograp-
hy, regions are considered in terms of natural re-
sources, ecosystems or geographical boundaries.
A. Markusen (1987) defines region as a histori-
cally evolved, contiguous territorial society that
possesses a physical environment, a socio-eco-
nomic, political and cultural milieu and a spatial
structure distinct from other regions and from
other major territorial units, city and nation [7,
16—17]. This interpretation recognizes that re-
gions are historically determined, and their deve-
lopment is largely driven by the interaction bet-
ween people and local natural resources.

In later regional theories, regions (both local
and international) are perceived not only as ter-
ritories or administrative units, but also, first of
all, as “living” spaces that are socially and intel-
lectually constructed. Their boundaries are deter-
mined not only by geographical categories, but
also by a common identity or set of norms and
values that are voluntarily shared. Using the ca-
tegory of “human territoriality”, D. M. Smith sta-
tes that any regional unit is a social construct, the
meaning of which should be taken contextual-
ly [8, 3]. This approach gave impetus to the forma-
tion and dissemination of a systematic approach
to the development of innovation among the scho-
larly research environment: the concept of regio-
nal innovation systems [9]; learning regions [10];
and innovation environment [11]; local politi-
cians have been discussing the possibility of imp-
lementing the concept of a smart city [12].

In this research, the authors use the above app-
roaches, namely, region is considered as an eco-
nomic system, the development of which is histo-
rically determined. and which differs from other
socio-economic, political and cultural environment.

As the approaches to the definition of region
transform, the approaches to regional develop-
ment are modified as well. In the middle of the
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last century, “Regional Economics” appeared as a
discipline in economics. It had a purely economic
basis and focused mainly on how firms operating
in the region affected key indicators of its deve-
lopment: employment, gross regional product, and
budget revenues. At the end of the 20™ century,
the interdisciplinary component in approaches to
regional development grew. Along with economics,
political science, sociology, and economic geogra-
phy became important, as a result of which the fo-
cus of regional development was the spatial dyna-
mics of regions as places to work, to live comfort-
ably, and to invest. The population of a region
with its knowledge and how it (the population)
uses this knowledge is a key focus of regional de-
velopment researchers. New theories focus on hu-
man capital, innovation and spatial dynamics,
and demographic change as key components in
understanding how regional economies facing glo-
bal challenges can enhance their competitiveness
and create benefits.

Regional development is a broad concept. For
example, the Committee on Regional Develop-
ment Policy of the Organization for Economic De-
velopment and Cooperation considers it as a ge-
neral effort to improve the socio-economic situa-
tion in the region, which helps to reduce regional
disparities by supporting (employment and wealth
creation) economic activity in the regions [13].
In recent decades, most regional development ef-
forts have been concentrated on supporting in-
frastructure that would strengthen the region’s
economic base through large-scale infrastructure
development (e.g. roads, ports, airports, railways,
communications infrastructure, and resource in-
frastructure).

Regional development is not a static or deter-
ministic phenomenon, but arises in a dynamic for-
ce field, with the emergence of new prospects and
many participants and stakeholders [14, 193]. The
new approach to regional development is based on
more efficient use of public resources, avoidance
of redistribution and subsidies for lame-duck re-
gions, for the sake of measures to enhance the com-
petitiveness of all regions on the basis of sustain-
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Fig. 1. Value added of processing industry of some world countries, USD billion. Based on [21]

able endogenous growth, the ability to generate
resources to solve current problems, decentrali-
zation [15, 39].

The key features of the new approach [16—18]
presuppose the existence of such development
strategies that cover a wide range of direct and
indirect factors affecting the efficiency of local
firms; focus on regional specific assets rather than
on transfers; focus on opportunities rather than
on shortcomings or the need for support; a collec-
tive and coordinated approach to governance in-
volving national, regional, and local authorities,
as well as other stakeholders, with the central go-
vernment playing a less dominant role. Industria-
lized countries form a research and innovation po-
licy based on the model of four spirals “power —
science — civil society — business,” with innova-
tion ecosystem as the main element [16, 7].

As a result of the implementation of new app-
roach to regional policy in the EU member sta-
tes and regions, the tool of smart specialization
(RIS3 — Research and Innovation Strategies for
Smart Specialization) has been introduced. The
EU Strategy for Smart, Sustainable and Inclusive
Growth — Europe 2020 states that at the national
level, Member States shall reform national (re-
gional) R&D and innovative systems to promo-
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te highly efficient development and smart specia-
lization [17, 11].

Smart specialization is the identification of uni-
que functions and assets of each country and re-
gion, the emphasis on the competitive advantages
of each region, and the focus of regional partners
on the vision of future achievements. It also means
strengthening the regional innovation system, in-
creasing the flow of knowledge and spreading the
benefits of innovation in the regional economy.
Since the RIS3 strategy is based on information
and systematic assessment of existing regional op-
portunities to support innovation, a high capaci-
ty and competence of regional governments is a
necessary precondition for successful implemen-
tation and evaluation of the effectiveness of this
tool [18, 3; 19].

The nature of regional development and the fea-
tures of regional development strategies are de-
termined by the specificity of region’s structural
and technological configuration.

According to the World Bank, in the economy
of Ukraine, in terms of gross value added, servi-
ces (60%) exceed goods (25.9%) and agriculture
(14.0%). D. Rodrik called the processes when de-
veloping countries (including Ukraine) become
services-oriented economies “premature deindust-

ISSN 2409-9066. Sci. innov. 2021.17(2)



The Nature of Regional Development Insttitutions and Their Role in Innovation-Driven Modernization of Economy

rialization” [20, 3]. The deindustrialization of ad-
vanced economies, which lasts for decades, is cha-
racterized by a steady decline in the share of manu-
facture in total employment, but at the same time,
value added that is created in the manufacture
remains high, as evidenced by rising productivity.
In Ukraine, along with a rapid decline in the share
of labor in the processing industry (in 2000, it
amounted to 21.0% versus 16.3%, in 2018), the
value added declined from USD 26.5 billion (at
fixed prices of 2010), in 1990, to USD 13.9 billion
(at fixed prices of 2010), in 2018 (Fig. 1).

In 2017, labor productivity in the processing
industry of Ukraine increased by 112.0% versus
2012 [22], but still remained low as compared
with growing technological advance in other
countries (Fig. 2).

Ukraine’s economy is based mainly on the third
and fourth technological stages (metallurgy, che-
mical, agricultural, petrochemical, outdated po-
wer engineering, heavy machine-building), whi-
le in the post-industrial economies, the fifth and
sixth stages (electronic industry, computing, fiber
optics, software, telecommunications, robotics,
gas production and processing, information ser-
vices, nanoelectronics, molecular and nanophoto-
nics, nanomaterials and nanostructured coatings,
optical nanomaterials, nanoheterogeneous sys-
tems, nanobiotechnology, nanoengineering, and
nanoequipment) have being dominating [28, 24].
The technological structure of industrial produc-
tion in Ukraine consists mainly of activities that,
according to the level of knowledge intensity, be-
long to low (53.2%) and medium-low (35.1%)
technologies. This means that almost 9/10 of the
technological processes of domestic industry is ba-
sed on technology of the middle of the last century.
Modern high and medium-high technologies pro-
vide only 11.6% of industrial production [29, 38].

The industrial structure of the regions of Uk-
raine has been significantly distorted. Such cont-
radictions as 1) insignificant and even declining
share of high-tech products; 2) breach of techno-
logical chains of value added because of decline
in the manufacture of final products; and 3) en-
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hancement of the raw material and semi-finished
structure of production have become critical. The
expansion of services other than knowledge-based
ones against the background of low-tech indust-
ries reduces the potential for economic growth
and the possibility of approaching the level of
income of industrialized innovative economies.

Government policy of regional development is
aregional component of all policy areas of the go-
vernment at the national level (industrial, inno-
vation, budget, power-engineering, social, demo-
graphic), and these areas shall be coordinated at
the regional level. In modern views, industrial po-
licy is defined as basic platform for security and
sustainability of the national economy and is a de-
velopment policy, insofar as it aims at building
production capacity in important economic sphe-
res by exploiting comparative advantages created
by both market, price environment or natural cir-
cumstances and policies of human capital deve-
lopment on the basis of increasing, first of all, the
level of education and achieving success in scien-
ce, technology, and engineering [30, 10].

Specific features
of development institutions

Modern industrial policy may be realized through
the creation and operation of development insti-
tutions [30, 10].

Table shows the options for defining the con-
cept of “development institutions.”
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Table. Interpretation of “development institution” definition

COVID-19 vaccine
manufacturers

Funds required for vaccination of adults groups (60+),
UAH billion

V. M. Heyets

Yu. V. Kindzerskyi

O. I. Tatarkin, S. M. Kot-
liarova

M. V. Kurbatova, K. S. Sab-
lin

V. V. Bondarenko, M. O. Ta-
nina, V. O. Yudina, T.V. Kha-
ritonova

Ye. V. Popov, M. V. Vlasov,
M. O. Simakhina

Ye. M. Buchwald

Development institutions can be used both as organizations and as organizational mechanisms
for the introduction of such relations that can ensure the accelerated development of both in-
dividual activities and the economy as a whole [30, 10]

Special economic structures created by government at its initiative and under its financial and
material support, which are fully or partially state-owned, are considered as a special tool for
regulating the economy in priority areas of national interest, designed to ensure their develop-
ment in the event of market failures, while maintaining the integrity and stability of the entire
economic system of the country [31, 278]

State development institutions are a set of special organizations that are created and funded
by government to co-finance (in particular, with the use of credit and guarantee mechanisms)
commercial projects and have a high economic or social significance [32, 10]

Organizational and economic structures that facilitate the allocation of resources to projects
for build new economic growth potential by attracting investment in social and engineering
infrastructure, in developing industries, and in human capital, as well as by creating new tech-
nologies and promoting business competitiveness [33, 22]

The development institution is an economic entity that concentrates financial resources and
directs them to the development of progressive sectors of the economy, innovation, implemen-
tation of social and infrastructure projects [34, 90]

An established form of interaction between economic agents, which results in changes in the
state of the system [35, 3]

Development institutions are traditionally understood as organizations separated from public
authorities, which concentrate financial, organizational, and other resources of investment
policy at the federal and regional levels. These organizations are engaged in dialogue with in-
vestors, evaluation, selection, and support of investment projects [36, 108].

Source: author’s development.

Summarizing the content of these definitions,
it can be stated that development institutions are
organizations, mechanisms, tools, and norms of
behavior, which ensure the accelerated develop-
ment of certain activities, regions, economy as a
whole in the event of failure of market mecha-
nisms (“market failures”).

Thus, development institutions have all the
features that can be attributed to institution [37]:

1) identify those aspects of economic behavior
in the cases when the choice is not entirely ratio-
nal, and the costs and benefits are not only of
market origin;

2) structure, limit, and create incentives for in-
dividual behavior;

3) establish rules (in the form of any informa-
tion of a regulation nature) to be followed by
people while performing their economic activities;
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4) institutions form a certain social order, i.e.
structured, repetitive, time-stable interaction
between people. The most important is the real
patterns of people’s behavior rather than rules or
sanctions; the institutions are realized in organi-
zations that, in a broad sense, are a form of social
order in which and through which people interact
while achieving individual and collective goals.

Based on the definitions of development insti-
tutions given in Table, development institutions
have a broad and narrow interpretation, and their
main idea is to create such organizational and
economic structures aiming at generating pro-
duction innovations 2. The purpose of develop-
ment institutions is to solve specific tasks in the

2 Unlike the creation of organizational and economic struc-
tures aiming at rent-oriented activities [32].
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field of innovation, to provide support at a cer-
tain stage of the innovation cycle or a specific in-
dustry in the field of scientific technologies, to
support areas that are important for the innova-
tion economy, and to participate in innovative
projects in priority areas of modernization.

Development institutions, as well as any regu-
latory regimes, provide stable regulatory envi-
ronment of the group of public relations [38, 51]
at each stage of the innovation cycle. In large
countries with different regions, differentiation
of regional regulatory regimes is necessary to le-
vel the conditions of competition.

The state and local governments determine the
specifics of the regime. However, in the informa-
tional and psychological aspect, the financial re-
gulatory regime characterizes the degree of its
favor for the interests of certain subjects of law,
rather than the direction of legal regulation, be-
cause it is woven from a variety of combinations
of incentives and restrictions [38, 51]. The spe-
cial significance of stimulating regulatory regi-
mes is determined by the fact that the innovation
sector is characterized by the problems of mar-
ket failures, because technology is a sort of public
good. It can be used simultaneously by many cor-
porations. Firms will not spend their money on re-
search and development, since the results can be
used by many other firms [39].

However, the nature of technology as a kind of
public good is not the only factor that inhibits in-
novation processes. To understand why economy
needs development institutions let us consider
research stating the reasons for the lack of inno-
vation [33; 38; 40; 41].

Motivation of the business owner. It is known
that business owner can get economic profit from
the two opposite behavioral strategies: innova-
tive and rental [32; 39]. In the first case, the sour-
ce of economic profit is innovator’s monopoly, be-
cause other market players do not have certain
competitive advantages. This path is based on the
creation of entrepreneurial technological and or-
ganizational advantages over other manufactu-
rers. It is associated with known risks of invest-
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ment in new technologies and provides more or
less broad time horizons of economic planning,
as often it may yield returns in a long run (for
example, investment in fundamental research) [40,
85]. Otherwise, the entrepreneur creates redist-
ributive innovations. They consist of a combina-
tion of official privileges and preferences and in-
crease the welfare of narrow groups of special
interests in a monopolized market environment
[33, 22—38].

High transaction costs of innovation. As a result
of investment in strengthening economic power
and concealing the mechanisms of profit-making,
there appears an economic order that rejects in-
novation. Even if the owner wants to invest in in-
novation, he faces a number of obstacles created
by the economic order formed by him. This order
leads to additional costs of innovation, which un-
dermine motivation for innovation [40, 90].

Lack of infrastructure for innovation. For eco-
nomic modernization through the transition of
economy to an innovative path of development,
the institutional design of the interaction of all
actors in the R&D and industrial spheres through
the development of innovation infrastructure is
of paramount importance. Ensuring the effecti-
ve operation of organizations that provide inno-
vation entities with the services necessary for in-
novation promotes the use of R&D potential.
Therefore, the creation of a national innovation
system shall be based on the regulatory environ-
ment that is favorable to the development of inno-
vation infrastructure that ensures commerciali-
zation of R&D products, promotion of these pro-
ducts on the market and their implementation
[41,1306—1307].

Obviously, overcoming these obstacles on the
way to the implementation of innovative projects
in the priority areas of modernization are the
tasks of development institutions. It should be
noted that they cannot be effective unless there
are basic institutions that guarantee to the entre-
preneur “no abuse,” i.e. that in a long run, eco-
nomic profit from investment in knowledge and,
further, investment in new technologies and or-
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ganizations will not be confiscated, stolen, alie-
nated based on court decision, etc., and business
based on innovative technologies will not be ex-
propriated [40, 86]. These are the so-called “in-
clusive institutions” at the heart of which is the
guarantee of property rights, without which it is
impossible to achieve investment activity and to
increase productivity. D. Acemoglu and J. Robin-
son state that guaranteeing property rights, law,
public services, and support of freedom of cont-
ract and exchange is the responsibility of govern-
ment and institutions with the ability to keep or-
der, to prevent theft and robbery, and to enforce
contracts between individuals [42, 69]. Otherwi-
se, entrepreneurs will give preference to invest-
ment in power as the main source of maximizing
economic profits and the condition of survival in
a world of arbitrariness [40, 88].

Regional development institutions

In the conditions of decentralization, the essen-
ce of regions as administrative territorial forma-
tions is enriched with functions of qualitatively
new content, which are inherent in economic en-
tities. They become not only responsible for the
economic development of their territories, but al-
so are endowed with legal and economic princip-
les for their implementation.

Decentralization reform involves the use of va-
rious forms and tools, which result in redistribu-
ting decision-making powers, financial and ma-
nagerial responsibilities between different levels
of central government and regional bodies; trans-
ferring the responsibility for decision-making and
administration of government functions to semi-
autonomous bodies that are not fully controlled
by the central government, but are accountable
to it; codifying by law the subcentral authorities
entitled to make independent decisions and to
take responsibility for their implementation, re-
gardless of the central government, as well as cer-
tain functions and powers related to provision of
public goods of local importance; creating condi-
tions for uniting, on the basis of long-term agree-
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ments, sustainable formations that implement va-
lue chains in the economic sphere, based on the
use of their competencies. in order to increase
their own competitiveness and market supply of a
unique product.

As aresult of the decentralization reform, the-
re are emerging new entities that, together with
existing firms in the regions, create a kind of spa-
ce. In the framework of institutional theory, mo-
dern research proposes to define such a space as
meso level. In economic theory, it is common to
select micro-, macro- and meso levels, which are
distributed on the basis of object characteristics.
The micro level focuses on the study of the be-
havior of individual entities: individuals, house-
holds, firms, and entrepreneurs. The macro level
focuses on national and supranational economic
systems. The meso-level is considered by sociolo-
gists as intermediate level that unites clans, the
population of settlement structures from village
to state, region, republic, etc. [43, 53]. The multi-
level world economic system described in |28,
28] has the two levels of meso-economy: integra-
tion specialized and regional unions and associa-
tions, as well as regional, territorial, sectoral, and
intersectoral complexes and associations, finan-
cial & industrial groups.

In [44, 9] meso level of the economy is cha-
racterized as a system with the separation of the
four main components: sectoral mesoeconomics
(industries and subsectors of the economy); in-
tersectoral mesoeconomics (intersectoral verti-
cal complexes and suprasectoral complexes such
as agroindustrial complex and military indust-
rial complex), regional mesoeconomics (regions,
territorial groups of enterprises), and interregio-
nal mesoeconomics (territorial socio-economic
formations).

The authors of [45] have substantiated the need
for meso-level research with the tasks of innova-
tive development. The center of the economic spa-
ce is the meso level: innovations born in the me-
soeconomic environment are more viable, easier
integrable into existing socio-economic institu-
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tions; due to better penetration into the econo-
my, they demonstrate more examples of effective
application and consolidation [45, 9]. On this ba-
sis, economists have stated that reforms of the me-
soeconomic sphere are the beginning of each new
period important for economy.

Therefore, the definition of regional develop-
ment institutions shall take into account the fol-
lowing factors:

+ modern approaches to regional development,
the source of which is the generation of inno-
vations;

+ the leading role of development institutions as
stimulating regulatory regimes in solving spe-
cific tasks in the field of innovation and sup-
porting the implementation of innovative pro-
jects in priority areas of modernization;

¢ the statement of mesoeconomic theory, accor-
ding to which the meso level is the organiza-
tional field in which formal norms of behavior
are introduced into the historically formed in-
stitutional environment.

Proceeding from the above, we can provide the
following definition: in a broad sense, regional
development institutions are differentiated regu-
1atory regimes (tax, credit, customs, exchange rate)
that at the meso level create conditions for achie-
ving the desired socio-economic status of the sys-
tem as a whole by motivating regional economic
entities to withdraw innovative rent and to di-
rect it to further regional development.

In a narrow sense, regional development in-
stitutions are organizations of various organiza-
tional and legal forms, which are elements of the
regional innovation infrastructure and provide de-
velopment and support of all stages of the innova-
tion process, while minimizing transaction costs.

Regional development institutions as elements
of regional innovation infrastructure can be clas-
sified by functional purpose: financial (develop-
ment banks, venture funds); R&D and educatio-
nal (research institutes, HEE); organizational and
informational (business studios, business incu-
bators, science parks, technology parks, business
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incubators, industrial parks, technology parks);
special economic zones and territories of advan-
ced development; corporate consulting (industry
unions, alliances and associations); and coordi-
nating (regional development agencies).

It is equally important for the research that the
approach to the consideration of economic pro-
cesses from the standpoint of mesoeconomic theo-
ry is based on the evolutionary paradigm, accor-
ding to which the decision-making model in or-
ganizations is based on the concepts of limited
rationality and routine behavior. Routines are or-
ganizational skills that in evolutionary theory
play the same role as genes in biological evolu-
tionary theory [46, 14]. They are inherited, de-
termine the subject’s possible behavior, and are
prone to selection.

At the meso level, the effects of path depen-
dence are studied, a strong dependence on which
has been observed in the old industrial regions.
The negative factor is QWERTY-effects as a form
of path dependence when the worst (as compa-
red with alternatively acceptable) standard that
is very hard to change gets implanted, rather than
the path dependence in general [47]. In the case
of old industrial areas, this is a situation where
the structure of production becomes so focused on
a particular type of economic activity and the pat-
tern of its implementation that it cannot switch
to another path of development in the case of a
large-scale change in demand, since costs of chan-
ging the path of development (the transforma-
tion costs) exceed benefits from possible alterna-
tives (in a short time) [47, 30]. Ways to overcome
QWERTY effects are tools that influence the
causes that generate these effects. Proponents
of institutional theory believe that it is impos-
sible to overcome the negative effects of depen-
dence on the previous path of development. These
effects can only be reduced. Old industrial re-
gions have the potential to produce science-in-
tensive products, so QWERTY effects can be re-
duced by innovative transformations of produc-
tion facilities.
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Within the framework of the paradigm of evo-
lutionary economic geography, the development
of new paths in space and time has been studied.
Research focuses on the processes of emergence
and disappearance of firms and sectors, as well as
the role of innovation and co-evolution of firms.
The origin of new regional industrial path deve-
lopment is associated with the broad theoretical
question about the emergence of new industries
in space. Modern studies have shown that new in-
dustries are not free to choose locations, as new in-
dustrial paths depend on existing ones [48]. The-
refore, the location of new industries is not an acci-
dental process. The interdependence between new
and existing industrial paths has been demonst-
rated, for example, by G. Maier and M. Trippl in
their research of the current development of in-
dustrial region of Upper Austria. The region’s
economy specializes in traditional industries, in-
cluding machine-building, metallurgy, manufac-
ture of vehicles and food. However, it is an examp-
le for the study of critical conditions and factors
that contribute to the development of traditional
areas on an innovative basis. In the region, the
Hagenberg Softwarepark has been established. It
is one of the largest high-tech parks in Austria,
which houses research organizations, companies,
and educational institutions in the field of infor-
mation and communication technologies [49].

Rules and norms established at the national le-
vel cannot be successfully implemented in the mic-
roeconomic environment of regions exclusively
by the directive method. These rules and regula-
tions need to be interpreted, adapted, and moni-
tored, with meso-institutions acting as interme-
diaries responsible for implementing the gene-
ral rules by formulating specific recommenda-
tions and providing feedback from agents who
are affected by the rules implementation pro-
cess [50]. The functional purpose of meso-insti-
tutions is to adapt the rules of action and to dist-
ribute agents’ rights, as well as to notify all stake-
holders about the norms and rules that are estab-
lished. In this case, those regional development
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institutions that perform advisory functions, such
as regional development agencies, can be consi-
dered as meso-institutions.

The meso level is also used as an instrumentally
convenient way to describe the processes of insti-
tution formation [51—53]. Based on the fact that
the main reason for the formation of certain insti-
tutions is the desire of economic agents to reduce
transaction costs, institutional theory proposes
to consider the meso level as a space for institu-
tionalization of rules, where collective attempts
are made to overcome uncertainty and to mini-
mize transaction costs. Economists have sugges-
ted that the category of meso-institutions may be
useful not only for the study of structures that
mediate the implementation of new rules “from
above”, but also for the analysis of system-for-
ming structures on which the downward and up-
ward movement of formal and informal norms is
integrated, which determines their social signifi-
cance in the process of developing strategies for
institutional reforms and transformations [51, 55].
Within this approach, it can be hypothesized that
regional development institutions are not only or-
ganizations, mechanisms, tools and norms of be-
havior created by government, but also the re-
sults of institutionalization at the meso level of
rules developed by a collective of economic enti-
ties. This depends on the specific organizational
procedures of enterprises, routines that have been
created and improved in the past. That is why it
is so important to uphold the positions of synthe-
sis of evolutionary and institutional approaches,
in particular, to determine in further research the
possibilities of forming regional development in-
stitutions in old industrial regions in the process
of collective attempts to overcome uncertainty
and to minimize transaction costs in innovation
activities.

Conclusions

A necessary condition for modernizing the econo-
my on an innovative basis is the creation of app-
ropriate institutions. The implementation of mo-
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dern regional development policy aiming at in-
tensifying innovation requires the search for new
opportunities through the creation and effective
operation of regional development institutions.
As part of the study, the authors have tried to de-
velop theoretical and methodological approaches
to understanding the essence of regional develop-
ment institutions.

The difference between the developed approac-
hes is as follows:

1) regional development institutions are pro-
posed to be considered in a broad sense as differ-
entiated regulatory regimes that create condi-
tions for achieving the desired socio-economic
status of the system as a whole by enabling busi-
nesses to withdraw innovative rents; in a narrow
sense, regional development institutions are or-
ganizations of various organizational and legal
forms, which are elements of the regional innova-
tion infrastructure and provide development and
support of all stages of the innovation process
while minimizing transaction costs.
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I[TPO CYTHICTb IHCTUTYTIB PETTOHAJIbHOI'O PO3BUTKY
TA IX POJIb B ITHHOBAIIITHIVI MOJAEPHI3AIIIT EKOHOMIKH

Beryn. B ymoBax cyyacHoi mpoMucIoBOl peBoJIiolii Ykpaini motpi6na peiraycrpiaaisaiis Ha 3acajax iHHOBaIiiTHOI Moep-
Hizarlil, s’Kka HeMOsKJIMBa 0e3 CTBOPEHHS BIANOBIIHUX IHCTUTYTIB.

IIpoGaemaTura. MopMyBaHHs Ta peasizailisi Cy4acHOI MOIITUKY PEriOHAJIBHOTO PO3BUTKY, sIKa CIIPSIMOBAHA 32 aKTUBIi3a-
11i10 iIHHOBAIITHOI IiSIJTBHOCTI, BUMArae MoNryKy HOBUX MOKJIMBOCTel Yepe3 CTBOPeHHs Ta eDeKTUBHY T iHCTUTYTIiB Perio-
HAJIbHOTO PO3BUTKY.
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Mera. OOrpyHTYBaHHSI TEOPETUUHUX ITAXO/IB A0 PO3YMIHHSI CYTHOCTI IHCTUTYTIB PEriOHaJIbHOTO PO3BUTKY Ta IXHBOI
poJii B iHHOBAIINHIIT MOJIepHi3allii eKOHOMIKH.

Marepiamm it Metoau. Bukopucrano teoperuute HagOaHHs €KOHOMIYHOTO BUEHHST IIPOBIIHUX YUEHUX 3 IIPOOJIEM IHCTHU-
TYIiiTHOI 06YMOBJIEHOCTI IHHOBAIIHHUX TipolieciB. JlocaimkenHsa 6a3yeThes epeBakHO Ha iHCTUTYIOHAIbHIH apagnrmi Ta
nepenbayac CUHTE3 IHCTUTYIIOHAIBHOIO Ta eBOJIIOLIIHOIO 1iAXO0IiB.

PegyapraTh. [HCTUTYTH perioHATHPHOTO PO3BUTKY 3aIIPOIIOHOBAHO PO3TJISAATH Y ITMPOKOMY PO3YMiHHI K nudepenttiiio-
BaHi PEryJISITOPHI PEKUMH, IKi CTBOPIOIOTH YMOBH IS IOCSITHEHHsT OaKaHOTO COMIaIbHO-eKOHOMIYHOTO CTaHy CHCTEMU B
IIJIOMY Yepe3 HaJ[aHHsT MOJKJIMBOCTI TOCTIO/APIOI0YNM Cy0 €KTaM BHJIyYaTH iHHOBAIIHHY PEHTY; Y BY3bKOMY PO3yMiHHI, iH-
CTUTYTU PETiOHATHLHOTO PO3BUTKY — 1€ OpraHisallii pi3Hoi opraHisaiiiiHo-1paBoBoi (hOpMHU, SIKi € eJleMeHTaMU PeriOHaIbHOT
iHHOBAIIHHOI iH(ppacTPYKTYpH 1 3a6e31eUyioTh PO3BUTOK 1 MATPUMKY BCiX CTajiil iHHOBAIIHOrO TpoIecy, MiHIMI3y0un
TPaHCaKITiiHI BUTPATH.

BucuHoBku. BucynyTo TinmoTesy 1o iHCTUTYTH PeTiOHAJIBHOTO PO3BUTKY — 1€ He TiJTbKW OpPTaHi3allii, MeXaHi3MH, iHCTPY-
MEHTU i HOPMU HOBEAIHKY, SIKi CTBOPEHI IeP;KABOI0, a i pe3yJIbTaTi iHCTUTY IOHAJI3a1lil Ha MEe30PIBHI IIPaBUII, BUPOOJIEHUX
KOJIEKTUBOM rocrogaptonunx cy6'ekris. [loganbiini g0ciiKeH s MOJISTaoTh Y BUSHAYEH] MOKIMBOCTEH (hOpMyBaHHS iH-
CTUTYTIB PEriOHAJIbHOIO PO3ZBUTKY B PE3YJIBTATI 31 ICHEHHS KOJEKTUBHUX CIIPOO MOA0JaHHSA YMOB HEBU3HAUEHOCTI Ta MiHi-
Mi3allii TpaHCaKI[iIHHUX BUTPAT B TIPOIleCi iHHOBAIIITHOI aKTUBHOCTI.

Kntouosi croea: perioH, perioHaJIbHNN PO3BUTOK, IHCTUTYTH PEriOHAJIBHOTO PO3BUTKY, iHHOBAIl, iHHOBaIliliHa iH(Dpa-
CTPYKTYPa, PEryJIITOPHUI PESKIM.
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