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K APITEL 2

THE TIME HAS COME FOR
POLICY EXPERIMENTATION

1

ALBERT BRAVO-BIOSCA & TEO FIRPO

1. Introduction1
Everyone agrees that innovation and entrepreneurship are crucial drivers to accelerate long-term growth, driving both productivity and job creation. They are also key
to solving today’s thorniest social challenges, from climate change to demographic
shifts. The question is how to accelerate innovation and entrepreneurship and do so
in a way that ultimately benefits everyone. Unfortunately, while there are many ideas
on how to accomplish this, we do not truly have conclusive answers about what will
work. To obtain them, governments will need to become much more experimental
and evidence-based, be willing to try out new ideas and discontinue them if they do
not work.
The challenge has become more urgent as a result of the productivity slowdown
across advanced economies (OECD, 2015b). There is no agreement yet as to whether
this reflects a turn toward a lower productivity equilibrium or merely a temporary
phenomenon with a productivity boom around the corner2. The evidence also shows
that one of the reasons for the productivity slowdown has been the widening gap
in the productivity performance of the top firms and the rest of the firms, driven
by a decrease in the diffusion of productivity-increasing practices within countries
1.

2.

This essay was written by Albert Bravo-Biosca and Teo Firpo. Albert Bravo-Biosca is the
Director of the Innovation Growth Lab at Nesta and Guest Professor at the Barcelona Graduate
School of Economics. Teo Firpo is Senior Researcher at the Innovation Growth Lab at Nesta.
This essay is based on prior work undertaken by the authors, as well as other colleagues at
the Innovation Growth Lab, including in particular, Lou-Davina Stouffs and James Phipps. The
authors would like to thank them for their contribution to this essay and thank the editors for
their comments.
For two relatively representative examples of each view, see Gordon (2018) and Brynjolfsson
(2011).
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(Andrews et al, 2016). There is also some evidence that business dynamism has fallen as well, at least in some OECD countries (Decker et al, 2016). This is a concern
since entrepreneurship and business growth are important channels through which to
increase employment, reallocate resources to the most productive uses, and contribute scale-up innovations across the economy.
Given this slowdown in productivity, a broken diffusion machine, and the prevalence of barriers to growth, it is not surprising that governments across the world
dedicate sizable budgets to supporting businesses and entrepreneurs. According to
our own estimates, EU countries spend approximately €150 billion every year supporting businesses to innovate and grow (Firpo and Beevers, 2016).
However, we do not know what the returns on this investment are or how best to
allocate them across different programs and initiatives. Ultimately, we do not know
what works and what does not (or, to be more precise, when, how, why, and for whom
it works, or does not work).
Some years ago, the UK foundation Nesta funded the University of Manchester to
develop the Compendium of Evidence on the Effectiveness of Innovation Policy (Edler
et al., 2016). It was full of insights – yet, it was also somewhat discouraging. Many
policy areas had little evidence, others had very poor quality evidence, and for policies
that had good evidence, their effects were often small or negligible.
Figur 1: How good is the existing evidence base? Analyzing the robustness of
existing impact evaluations

All support schemes

Innovation schemes

14740 evaluations

1700 evaluations

Credible (2.4%)

+ Impact (0,6%)

Credible (3,7%)

+ Impact (0,4%)

Source: Charts based on the systematic reviews conducted by the LSE-based What Works Centre for Local
Economic Growth (Credible: Level 3 Maryland Scale – Positive impact on employment).
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More recently, the What Works Centre for Local Economic Growth at the LSE examined almost 15,000 evaluations in this policy domain, assessing the methodology
that they used and their results3. As seen in Figure 1, they concluded that only 2.5
percent of them provided a credible answer.4 Most of the other evaluations, while still
containing useful insights, were not rigorous enough to be able to convince someone
who disagreed with the conclusions to change his mind. The review also found that,
among the ‘credible’ evaluations, only one in four demonstrated a positive effect on
employment (or 0.6 percent of the total).
Despite the poor quality of the existing evidence base, governments very often get
stuck on old policy solutions. The context changes, with new policy challenges and
opportunities, but the policy toolbox often stays the same, perhaps with minor tweaks
or cosmetic changes. In other words, innovation and entrepreneurship policy often
fails to be innovative or entrepreneurial. Even when there are new policy ideas, few
governments have a systematic approach to trying them out before deciding which
ones to scale.
It is surprising how little R&D is done by governments themselves to ensure that
their support programs are having the greatest effect. In other words, not only R&D
that advances our scientific knowledge but also R&D aimed at developing better tools
to transform this scientific knowledge into innovation that increases economic growth
and helps to address our societal challenges.
There are surely more effective ways to use the large budgets that governments
around the world devote every year to supporting innovation, entrepreneurship and
growth. However, this requires being open to trying out new programs and finding out
whether they are working, rather than simply assuming that they will work. In other
words, policy makers must become much more experimental.
This means turning the current policy-making model upside down. Typically, new
programs are introduced at scale with little prior testing – with the (untold) assumption that they will work as intended. Would other approaches have achieved more
impact or been equally successful while using fewer resources? Which design of the
program – the devil is often in the details – would be most effective? Questions such
as these are often left unanswered, as public agencies struggle to fit political priorities
in a short policy cycle.
The alternative is to start small, spending more time testing different solutions
– from the more common to the less obvious ones. Promising ideas can be piloted
and rigorously evaluated, in a single location or in a coordinated way across different

3.
4.

All Policy Reviews available at http://www.whatworksgrowth.org/policy-reviews
‘Credible’ refers to evaluations that satisfy level 3 of the Scientific Maryland Scale, which
requires that the evaluation method used have a credible counterfactual (note that random
allocation is not a requirement for level 3; it is sufficient to have a clear justification for why the
control group would have performed in a similar way as those benefiting from the intervention
if the intervention had not occurred).
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countries, learning from each other. In addition, the most effective programs can then
be scaled up.
The learning should not end when the pilot ends since the fact that a program is
proven to work well does not mean that it could not work better or that it will continue
to work when implemented on a larger scale. This is why it is important to continue
evaluating and experimenting.
Not doing this will probably result in large amounts of money continuing to be
wasted on ineffective schemes. Even more worrisome is that ideas that could lead
to the large innovations of tomorrow may never be developed if we lack the right
instruments to nurture them.

2. Experimental policy making: what does it mean to be
experimental?
2.1 WHAT IS AN EXPERIMENT?

There are many ways one can ‘experiment’. The word is used in disparate contexts,
often taking on entirely different meanings; it is common to see it refer to nothing
more than ‘trying something new’. However, in the policy context, this is not sufficient,
precisely because of the lack of systematic evidence generation described above.
Therefore, we would argue that experimentation consists of trying new interventions
and approaches while putting in place the necessary structures to learn whether they
have worked.
There are a number of approaches that would fit this definition. Recently, qualitative methods such as design-thinking or human-centered-design, have become more
widespread in the early stages of the policy development process, with the aim of
better understanding problems and developing better solutions. This often requires
spending more time with end-users to understand their needs and what exactly is
the policy challenge at hand. It might also involve exploring a wider array of solutions
through methods such as ‘horizon scanning’ and ‘foresight’5. Organizations such the
UK’s Policy Lab6, Chile’s Laboratorio de Gobierno7, Australia’s BizLab8, as well as Nesta’s
States of Change program9 have pioneered this line of work with governments.
At the more quantitative end of the spectrum, a method that has been underused in
the field of innovation and entrepreneurship is the randomized controlled trial (RCT).
The central idea of RCTs is to allocate whatever is being tested – a new intervention,
or a tweak to an existing program – by lottery; this random element allows a cleaner

5.
6.
7.
8.
9.

For a review of these techniques, see https://www.nesta.org.uk/blog/towards-anexperimental-culture-in-government-reflections-on-and-from-practice/
Cf. https://openpolicy.blog.gov.uk/about/
Cf. https://www.lab.gob.cl/
Cf. https://www.industry.gov.au/government-to-government/bizlab-academy
Cf. https://www.nesta.org.uk/project/states-change/
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comparison between those inside and outside the program, leading to robust results.
This method, unlike the more common ‘quasi-experimental designs’, puts policy makers
and researchers in the driver’s seat by involving both in the data-generation process.
In fact, unlike evaluation methods that rely on observational data, RCTs involve setting
up the new program as a scientific experiment – carefully planning in advance two or
more groups to be compared. In this way, RCTs allow one to test new approaches and
programs while putting in place a robust method to evaluate what works.
In doing so, RCTs address a common pitfall of public policy evaluations. Typical evaluations of innovation, entrepreneurship and business growth programs only provide
a good answer to the question ‘How well did the program participants perform before
and after the intervention?’ They commonly fail to provide a compelling answer to
the more important question: ‘What additional value did the program generate?’ Or,
in other words, is the improved performance of firms receiving the intervention the
result of the program itself, or does it reflect some unobserved characteristics of the
firms that choose (or were selected) to participate in the program? Answering this
question requires a good knowledge of how participants would have performed in the
absence of the program, which is difficult to determine unless you have a credible control group. RCTs achieve this by creating two truly comparable groups – differentiated
only by the randomization process (the lottery).
Given the range of available experimentation approaches, it is important to select
the appropriate method, which depends, among other factors, on the question being
asked, what we know about potential solutions, their stage of development, the level
at which the intervention will be implemented or the time it will take to see results.
More often than not, these methods can be used as complements, not substitutes –
for instance, using design approaches to better develop the details of a program, and
a more quantitative experiment to test its effects. In the rest of this essay, we focus
on randomized experiments, even if much of what is discussed is also valid for other
experimental approaches.
2.2 BENEFITS OF EXPERIMENTATION

In addition to generating evidence that is sufficiently robust to change people’s minds
about a program or some of its characteristics, becoming experimental has a number
of benefits:
•

Delivering policy objectives at a lower cost: Experiments allow policy makers to
‘weed out’ ineffective programs early on, which in turn means more funding for
those schemes that do have a strong positive impact.

•

Increasing the impact of existing programs: Experimentation can be used to tweak
the delivery of existing programs to ensure they are as effective as possible. For
instance, RCTs can be used to test what messages are most effective in attracting
the best candidates for a funding scheme, thus helping reach the application target.
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•

Designing new programs more effectively: By testing different versions or components of a program, and understanding how they fit together, the design of a
program can be made more effective from the outset. For instance, when rolling
out an innovative funding scheme for SMEs, an experiment can be used to test
whether coaching is needed to ensure the funding is effective.

•

Taking better decisions about which programs to scale: Because experiments can
typically provide a quantitative estimate of the effect of the outcome of interest,
they can be used to provide accurate cost-benefit estimates. By allowing relatively clean comparisons between the effectiveness of programs, they can facilitate
decisions that pit different schemes against each other. Similarly, because they are
usually structured around clean milestones, decisions on whether to discontinue
the program can be taken in real time and based on concrete reasons.

•

De-risking the process of exploring new policy and program ideas: By starting
small and testing effectiveness early, experiments can make it easier for risk-averse
organizations to sample novel approaches and venture into more innovative fields,
without having to commit large amounts of resources (and thus their reputation) in
the process.

•

Learning more and receiving better answers: Because the process of experimentation puts learning at its center, it forces organizations to carefully look at
the data from the outset and can help them to systematically build on their own
evidence base while providing results that can be more easily understood across
the organization.

Ultimately, this experimental approach is a smarter, less expensive and more effective
approach to developing better innovation and growth policy instruments. However,
experimentation is only one of the ingredients for delivering good innovation and
growth policy. Better use of data would also help to develop more effective policies,
and good judgment will always be required since, in an uncertain world where information is incomplete, an evidence base can only take us so far. However, it could take
us much farther if governments made it a priority.
2.3 COMMON MISCONCEPTIONS ABOUT RANDOMIZED EXPERIMENTS

The idea of using randomized experiments in the process of policy making often raises
concerns. While some of these are justified, other objections are often the result of
misunderstandings and are not always unintentional. Many of the criticisms against
the use of randomized experiments would equally apply to many other evaluation
methods, yet often they are only raised when someone proposes doing an RCT.
Hence, it is useful to address some of the common misconceptions about their
value and their use:
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•

‘RCTs are too expensive’: Although large clinical trials are notorious for their
costs, not all experiments need be overly pricey. Often the most expensive part
is the program itself – a cost which the organization is presumably incurring in
any event. Depending on which data is needed, data collection can also take up
many resources; but this is true of any type of evaluation regardless of the method
used. Moreover, it is often possible to use existing administrative data sources at
little or no cost. In reality, in the field of innovation and entrepreneurship, there
are many missed opportunities to run relatively inexpensive experiments whose
findings would pay for themselves (either by cost-saving if they prove ineffective or
by significantly improving their effectiveness with simple tweaks).

•

‘It is unethical to withhold support from some participants’: Careful attention
should be paid to the ethical implications of an experiment, and the specific context
matters. An implicit assumption behind this criticism is that trials involve denying
some potential recipients an intervention that would benefit rather than harm
them. However, this cannot be taken for granted (for instance, a trial examining
an entrepreneurship support program in the US discovered that the quality of the
training was so weak that, rather than helping firms, if anything the impact was the
opposite). Moreover, rolling out programs without knowing whether they are beneficial or harmful is a risk worth preventing. This is why trials are widely accepted in
much more difficult contexts, such as testing new life-saving drugs. Even for those
interventions for which ‘harm’ is extremely unlikely, there is still an ‘ethical’ case to
be made in favor of experimentation (rather than against it). Spending taxpayers’
money on a program that is ineffective deprives more effective programs of funding;
thus if an experiment can elucidate whether we are making good use of limited
public resources, then it should be welcomed. In many circumstances, moreover, a
randomized experiment does not require that the control group receive nothing at
all – often different versions of the same program are pitted against each other, with
all participants receiving some of the intervention in some form.

•

‘RCTs cannot be used for system-level and complex interventions’: There are
many interventions that cannot be evaluated with an RCT because randomizing
them is simply not feasible. However, even complex interventions consist of smaller,
more concrete instruments or activities, which can often benefit from experimentation. For instance, it would probably be impossible to randomize the generosity of
R&D tax credits, but it might still be possible to use an RCT to test the impact that
providing personalized advice on how to apply for R&D tax credits has on the takeup of the program and R&D investment. Essentially, there is usually nothing preventing an organization from using several approaches to understand the effects of a
policy – and in this sense, randomized experiments can be used as part of a larger
evaluation strategy. In the years we have been working in the field, we have not yet
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seen a policy intervention, even a system-level one, that would not benefit from
embedding some randomized experiments in its delivery.
•

‘RCTs do not tell us why something worked’: Although this is often the case in classic trials set up to measure the impact of a particular intervention (as well as in many
other forms of quantitative evaluation), it does not need to be this way. Randomized
experiments can also be designed to help understand the behavior of individuals/
firms and what drives them (these are often called mechanism experiments and are
generally derived from economic theory). Measuring the impact of an intervention
and understanding what causes the underlying behavior are not mutually exclusive
aims. In addition, as a general rule, it is considered good practice to use mixed methods when undertaking randomized experiments, and therefore complement the
quantitative analysis with qualitative approaches such as case studies, which can
provide rich insights into the intervention and the participants.

Randomized experiments should not be the only approach for testing and evaluating
programs. Rather, they are part of a family of methods, both quantitative and qualitative, that help organizations develop new programs and understand their impact.
However, because of these frequent misconceptions, as well as some valid criticisms,
randomized experiments are not used as often as they should be in this policy area,
and as a result, our policies are less effective than they could potentially be. As discussed below, other policy areas have been much more open to embracing policy
experimentation.
2.4 A (VERY) BRIEF HISTORY OF POLICY EXPERIMENTATION

Experimentation is by no means new to policy. There are documented randomized
experiments dating as far back as the 18th century,10 and during the last century,
RCTs have been extensively used in health to test the effectiveness of new pharmaceutical drugs as well as medical procedures. Starting in the 1960s, countries such as
the US started using large-scale randomized experiments to tackle key social policy
questions,11 but in the decades that followed, interest fell. It was only 15 years ago that
a new push for policy experimentation began, at first focused on poverty reduction in
developing countries, and then slowly extending to other areas, such as education and
social policy (Breckon, 2015). New organizations emerged to advance this agenda, and
as a result, we now have better evidence of what works and a culture of experimentation spreading across different institutions. For instance, the MIT Poverty Action Lab
(J-PAL) has run over 900 randomized experiments of poverty-reduction interventions
in over 75 countries and, together with Innovations for Poverty Action (IPA), has
radically transformed the development field in the process. The UK-based Education
Endowment Foundation is conducting over 130 randomized experiments involving
10. For an account of the history of randomized controlled trials, see Bhatt (2010).
11. For a review of early experimentation in the United States starting in the 1960s, see Oakley
(1998).
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more than 1,000 schools and 900,000 pupils in order to test different ways to improve
educational outcomes. In addition, the French government runs an experimentation
fund for young people, which uses a bottom-up approach to identify innovative interventions to improve youth outcomes (crowdsourced from organizations across the
country), implements them on a small scale, and rigorously evaluates them to determine whether they work, before deciding whether they should be scaled up. More
recently, the Prime Ministers of Finland and Canada have made experimentation a key
political goal, with the creation of an experimentation unit in Finland’s Prime Minister’s
office, or mandating dedicated budgets for policy experimentation in Canada.
Figure 2: A (very brief) overview of fifteen years of policy experimentation
J-PAL is founded at MIT to
reduce global poverty. To date,
they have run over 900 trials in
75+ developing countries

2003

2009

IGL is launched as a global
partnership of government
agencies and ministries
based at Nestra

France creates an
”Experimentation Fund for
Youth” to fund RCTs that
test youth support policies

2011

The UK launches the ”Education
Endowment Foundation”, which
to date has funded 130 trials
with 900,000 pupils in UK schools

2014

The UK’s Dept. for Business launches
”Growth Vouchers”, a £30M RCT to
evaluate business support provided
to almost 30,000 SME’s

2015

Finland and Canada PMs make
experimentation a key political goal,
with a PM’s experimentation office
and mandating dedicated budgets

2016

The European Commission
launches a new €4M call for
innovation agencies to test
new pilots using RCTs

2017

2018

The UK’s Dept. for Business launches
”Business Basics”, a £8M fund for
RCTs on innovatiove ways to
encourage tech diffusion for SMEs

Source: Innovation Growth Lab (Nesta).

In contrast, the use of randomized experiments to test innovation, entrepreneurship
and business growth programs has been very limited, particularly in advanced economies, although this is starting to change. IGL maintains an online database of RCTs
in this policy area, which at last count showed a total of 130 trials, including both
completed and on-going trials.12 Roughly half of those have taken place in the past six
years, and the increase is even more visible when considering only trials taking place
in advanced economies.
Moreover, a growing number of government agencies and ministries working on
entrepreneurship and innovation has aimed to become more experimental. 2014
saw the launch of the Innovation Growth Lab, a global partnership bringing together
governments, foundations and researchers to make policies in this area more experimental and evidence-based and ultimately more impactful. Since then, IGL has worked
with over 15 government agencies around the world to help them become more

12. Forthcoming. Please refer to the following web address for the most up-to-date version of the
database: https://innovationgrowthlab.org/igl-database
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experimental and has supported over 30 trials through the IGL Grants program (with
close to $3 million from the Kauffman Foundation, Nesta and the Argidius Foundation).
As a result, several governments have started developing new policy experiments
with their own activities. Some of them, such as the UK business department (BEIS)
and the European Commission, have also created new funding mechanisms to fund
policy experiments proposed by organizations across the ecosystem. These experiments, together, are starting to accumulate evidence in a number of policy domains,
to which we turn in the following section.

3. What we are learning from policy experiments in the field
It is still too early to draw definitive conclusions from the policy experiments being
undertaken in this area. Many are still in the field, some only have preliminary results,
and others with findings have not yet been replicated in other contexts. However, it
is nonetheless useful to provide an overview of some of the emerging lessons from
these trials, since they tackle some of the key policy questions that we face.
3.1 HOW DO WE OBTAIN MORE AND BETTER IDEAS?

There is no innovation without new ideas or the creative recombination of old ones.
However, how can we ensure that ideas easily flow and thrive? Are we as a society
creating an environment that allows us to tap into all sources of new and interesting
ideas?
Unfortunately, the answer is no. Whether we look at schools, universities, or
businesses, we are missing out on many potential innovators and their ideas. Finding
solutions to this is key for a better future.

3.1.1 Increasing exposure to innovation
Raj Chetty and his colleagues, for example, show that unless you are a top student
from a high-income family, your chances of becoming an inventor or filing a patent
are very low due to a lack of exposure to innovation while young (Bell et al, 2017). This
means we are missing out on entire generations of inventors and their good ideas – the
so-called “lost Einsteins”13.
Losing out on this group’s ideas is detrimental to all of us, so a new IGL trial led by
the World Bank is testing an online intervention to expose over 19,000 children in
Latin America to STEM and entrepreneurship. A previous IGL trial in Denmark showed
that a simple online entrepreneurship course for ninth-graders could improve their
sense of self-efficacy and their intention to pursue a career in entrepreneurship14.

13. Cf. New York Times article: https://www.nytimes.com/2017/12/03/opinion/lost-einsteinsinnovation-inequality.html
14. Cf. project page: https://innovationgrowthlab.org/blog/effects-online-basedentrepreneurship-programmes
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This is only one of many approaches that could be trialed to cultivate innovative and
entrepreneurial attitudes early on and address this important policy challenge.

3.1.2 Encouraging more people to participate
Encouraging individuals or groups who may not naturally consider themselves innovators or creative is another way of making innovation more inclusive, but does it pay
off? Two IGL trials suggest that it does.
Both experiments were based on innovation contests, albeit in very different settings.
The first trial was with engineering and computer science students at a US university
(Graff Zevin and Lyons, 2018), while the second took place at a large multinational in
the Netherlands15.
Although the settings and research questions are slightly different, two of the
findings were surprisingly similar. First, both studies showed it is possible to use messaging nudges and/or small financial incentives to encourage people to submit ideas to
innovation contests. Second, and most importantly, there was no real difference in
the average quality of the ideas submitted by someone who actively chose to participate in the innovation contest and someone who needed to be encouraged to join. In
other words, encouraging more people to participate can lead to more ideas without
decreasing their quality, and a small tweak in the process can be sufficient to make this
happen. If we do not do this and instead rely only on self-volunteered contributors, we
are missing out on valuable ideas.
The trial in the Netherlands also looked at other ways to influence the quality of
the ideas submitted, such as trying to widen the horizons of participants by showcasing successful projects from prior internal innovation contests. It turned out that
this was counterproductive, making people less creative rather than more. Whether
there are simple ways to make people more creative is something that another IGL
trial in the UK is exploring, in this case looking at whether creativity can be trained
through habit creation.
Another approach to encourage more people to take part in innovation and entrepreneurship is to rely on role models. An experiment by Bechtold and Rosendahl Huber
found that using female role models can be an effective way of fostering entrepreneurship among women (Bechtold and Rosendahl Huber, 2018). The power of female
role models seems to persist even for actual entrepreneurs, as shown by an earlier
trial in Chile, where it was found to be a cost-effective approach to boosting income
when compared to more expensive consulting services (Lafortune & Tessada, 2015).

3.1.3 Facilitating collaboration
Collaboration is an increasingly important component of any innovation process. The
romantic idea of the sole inventor with a ‘lightbulb moment’ is currently generally

15. Cf. project page:https://innovationgrowthlab.org/projects/corporate-nudgingintrapreneurship
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considered to be a myth. Instead, most scientists agree that complex challenges benefit from the combination of different expertise, knowledge, and backgrounds.
However, we have little evidence as to what the best ways of encouraging collaborations, both within and between universities and businesses. For instance, how
important is physical proximity between researchers to facilitating collaboration?
Anecdotal evidence suggests that distance matters, and many new science labs
have been built under the assumption that locating researchers from different fields
under the same roof will unlock interdisciplinary research and open original research
avenues. An IGL trial in Eastern Europe is currently testing whether this is actually
the case by randomly distributing research groups within a large temporary research
building16.
However, is physical proximity enough? A recent trial in the US by Karim Lakhani and
his colleagues suggests it is not, although they show there is an easy fix (Boudreau et
al, 2017). A simple low-cost intervention, such as bringing together scientists working
under the same roof to share their ideas for a couple of hours, creates new collaborations that otherwise would not exist. Both these trials are rare examples of applying
the scientific method to science policy.
Collaborations between researchers and businesses are also a source of new ideas,
but this is also an area where there is overwhelming agreement that we are missing
out on many opportunities. A number of IGL trials are looking at different ways of
addressing this challenge (from innovation vouchers17 to workshops18), and we are
planning further work in this area.
3.2 HOW CAN WE SUPPORT ENTREPRENEURS AND BUSINESSES TO
SCALE AND ADOPT NEW IDEAS?

Good ideas are not of much use unless they are put into practice, scaled up and
widely adopted. This is why there is a long list of programs and policies to support
this process, ranging from entrepreneurship training initiatives, accelerators and other
startup support programs at one end, to innovation grants, SME finance schemes,
business support or tech adoption programs at the other.
However, the impact most of these programs have is unclear, and we do not know
whether changing their design would make them more or less effective. A growing
number of trials are trying to provide some answers.

3.2.1 Training entrepreneurs and supporting startups
Entrepreneurship has become increasingly popular, and this is reflected in the growing
number of universities, private providers and governments offering entrepreneurship

16. Cf. project page: https://innovationgrowthlab.org/projects/rethinking-innovation-spaces
17. Cf. project page: https://innovationgrowthlab.org/projects/innovation-vouchers
18. Cf. project page: https://innovationgrowthlab.org/projects/accelerating-science-basedgrowth-through-co-innovation
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training today. What remains unclear is which type of training best fulfills the needs
of entrepreneurs.
A recent trial by World Bank researchers in West Africa shows that a personal
initiative training approach, which teaches a proactive mindset and focuses on entrepreneurial behaviors, can be much more effective than teaching them formal business
skills, such as marketing or financial management (Campos et al, 2017).
A number of IGL trials are also considering similar questions. One trial in Jamaica19
is comparing traditional business skills classes with classes on personal initiative and
persistence. Another, in Italy, is teaching entrepreneurs to become more experimental
by teaching them to use hypothesis-based experiments to assess the viability of their
business idea(s) and evaluate the effect of their strategies. Early results from their pilot
study suggest that the training had a positive effect on startup performance (Camuffo
et al, 2017).
Independence and not having a boss are often cited as reasons why entrepreneurs
decide to start their own business. However, preliminary findings from another IGL
trial20 taking place in a large accelerator program in Latin America suggests that introducing some accountability structures is actually quite useful and helps to improve
startup performance.
Accountability is important, but even simple feedback without strings attached
can make a difference. Government agencies are often reluctant to share detailed
feedback on the proposals that they review, for fear of opening the door to numerous
complaints. However, are we losing out from that? A trial showed that giving startups
in the Startup Chile program the feedback collected as part of the selection process
increased both external fundraising and survival probability (Wagner, 2017). One of
our IGL partners is now trying to replicate this trial with one of its programs, in order
to decide whether it is worth sharing the detailed feedback that they are collecting in
the process of reviewing funding proposals.

3.2.2 Supporting SMEs’ innovation and productivity
Reversing the productivity slowdown requires encouraging more SMEs to innovate
and/or adopt new technologies and production methods. However, the best way to
do this remains an open question.
There is a broad spectrum of potential interventions, some very intensive and others much more light-weight. Two trials in India and China demonstrate that both can
work. Nick Bloom and his colleagues found that deploying “high-grade” management
consultants into poorly managed Indian textile firms improved their management
practices and productivity (Bloom et al, 2013). The intervention was expensive, but
the productivity gains more than offset the cost, and they persisted over many years.
19. Cf. project page: https://innovationgrowthlab.org/projects/unbundling-effectentrepreneurship-education-programmes
20. Cf. project page: https://www.innovationgrowthlab.org/blog/does-structured-accountabilitydrive-entrepreneurial-performance
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The authors also followed up several years later and found that many of the effects
persisted (Bloom et al, 2018). A more recent example, using less intensive consulting
services for SMEs in Mexico, found strong effects on employment (Bruhn et al., 2018).
At the other end of the spectrum, another recent trial shows that a simple lowcost intervention that gets businesses regularly meeting with each other in groups
facilitated peer-learning and new collaborations, leading to increased sales and profits
(Cai and Szeidl, 2018).
Instead of in-kind support, other programs directly provide funding to SMEs, either
small or large amounts. For instance, Nesta’s Creative Credits trial successfully used
small vouchers to encourage SMEs to work more closely with creative suppliers, although these new relationships did not last in the long term (Bakhshi et al, 2013). Many
other voucher schemes are based on a similar logic21, and the jury is still out on what
their ultimate impact is. Another IGL trial on innovation vouchers in the UK is trying to
shed further light on this question22.
While small voucher schemes are popular, a much greater budget is allocated to
funding large R&D and innovation grants. However, do these types of large grants
replace existing investment that firms would have made in any case, or do they mostly
lead to new activity? An IGL trial led by the World Bank in Latin America is trying to
answer this question23.
Randomizing innovation grants as large as $250,000 would not be a very popular
policy decision, so all the funding applications that are scored highly by all reviewers
will be awarded the grant, while those that everyone scores poorly will not. Funding
for applications in which there are disagreements between the different reviewers
will be randomized and the impact tracked. The implicit, yet untested, assumption is
that value for money is higher for applications with top scores, although it could well
be that these are precisely the ones that companies or investors would have funded
in any case.
This trial in Latin America is also trying to understand who is better at making decisions about which companies to support. This fits into a much wider question, namely,
how do we run selection processes to allocate public research and innovation funding.
This is an area that is ripe for experimentation and in which at IGL we are planning
additional work.

4. Some

lessons about how to experiment

Recent experiences with RCTs – both in government and in the academic sphere –
have demonstrated the value of experimentation in this field. However, through our
direct work with innovation agencies across the world, we have begun to compile a

21. See https://innovationgrowthlab.org/blog/coming-soon-vouchers-story
22. Cf. project page: https://innovationgrowthlab.org/projects/innovation-vouchers
23. Cf. project page: https://innovationgrowthlab.org/projects/promoting-high-impactentrepreneurship-mexico-impact-evaluation
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list of ‘lessons learned’ about how to experiment with innovation and growth policies.
Below, we present an overview of these findings.24
•

Messaging trials are a powerful entry point for experimentation: Oftentimes,
innovation agencies can find the process of running an RCT quite challenging at
first. In our experience, a useful starting point is to run messaging trials – behavioral
experiments to determine what language is most suitable for achieving a certain
goal, such as convincing firms to take up a program. Running this type of experiment
requires involving several teams from the organization together, and they are most
powerful when used as part of a larger strategy, rather than in an ad hoc fashion.

•

New types and sources of data are needed to obtain better results: This lesson is probably applicable to all types of evaluation. We have found that relying
exclusively on surveys can generate a number of problems – such as low response
rates or survey bias. Novel data sources – such as web-scraping or other ‘Big Data’
tools – can be coupled with more traditional datasets to achieve better results.
Moreover, better dataset matching – especially with administrative datasets such as
tax data – can be a powerful tool in running successful experiments.

•

Experimentation as a policy approach: RCTs are a tool to validate a hypothesis,
i.e., determine whether a certain policy intervention works as intended. However,
experimentation is not restricted to validating but can be used to explore new and
innovative solutions to policy challenges, with techniques such as design thinking
and horizon scanning25. In our experience, innovation agencies achieve the best
results when they think experimentally throughout the policy cycle.

•

More thinking is needed about outcome measures: Although RCTs are a robust
method of causal inference, the value of the results depends on the quality of the
outcome measurements used. Experiments frontload the evaluator’s work, so that
the majority of the planning, decision-making, and analysis design happens before
the intervention has even begun, unlike in retrospective studies. This has its advantages, but it also means that once the trial has begun, it is very difficult to change
any of its parameters. This is why more care is needed when selecting the outcome
measures to be used. In our experience, evaluators need to think not only about
first-order but also about second- and third-order effects, to ensure the indicators
used capture the policy’s real effects. For instance, an intervention might aim to
improve collaborations between SMEs and universities; the researchers should
think hard about how exactly this improvement will materialize: will there be more

24.

See also IGL’s James Phipps blog with his top tips: https://www.innovationgrowthlab.org/blog/
top-tips-using-randomised-controlled-trials-innovation-and-entrepreneurship
25. For a review of these techniques, cf. https://www.nesta.org.uk/blog/exploring-the-unobviousan-overview
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connections, or a higher frequency of collaborations between established partners,
or larger projects? A simple measurement, such as the number of collaborations,
might miss a more profound change taking place as a result of the intervention.
Because the survey can only be run once, asking the wrong question can compromise the entire project. Wherever possible, we recommend using a logic model to
understand what effects one might expect.

5. How governments can embrace policy experimentation
Despite the many benefits of experimentation, policy organizations often find it difficult to take it on. Many fear that experiments are too complex and disruptive of the
status quo – assuming that any RCT must set out to randomize large sums of funding
or radically alter the way a program is run. Other times, the lack of relevant examples
simply makes the idea of experimenting somewhat abstract.
For this reason, learning from organizations that have managed to embark on a journey of experimentation can be a useful first step to understanding that it is possible.
One such organization – and one of IGL’s inception partners – is the UK’s Department
for Business, Energy and Industrial Strategy (BEIS). BEIS’s story highlights how experiments can be used at different stages of the policy cycle and illustrates the versatility
of experimentation26.
5.1 A CASE STUDY: HOW THE UK GOVERNMENT EMBRACED POLICY EXPERIMENTATION

The first attempts to experiment were limited to so-called ‘messaging trials’. These
experiments were focused on testing what language is most effective at activating
businesses and entrepreneurs to join the Department’s programs. An early example
was a trial on the Get Mentoring program: this was a program to train 15,000 new
volunteer mentors for businesses; however, the Department initially struggled to get
mentors who had registered to complete the necessary training. To address this issue,
BEIS used lessons from behavioral science to include ‘nudges’ in their emails to potential mentors. As a result of their experiments, the completion gap was closed and the
original target achieved.
The next step taken by BEIS was to test elements of an existing scheme by creating a smaller offshoot: the ‘Growth Impact Pilot’ (GIP). This pilot was created to test
the impact of business coaching, which formed the core element of the much larger
GrowthAccelerator program. The Growth Impact Pilot tested the impact of business
coaching by creating a new offer to businesses that flipped the design of the main
program. In the main GrowthAccelerator program, all beneficiaries received coaching
26. For an account of BEIS’s initial steps in their experimentation journey, see the blog by
James Phipps, who, before joining IGL, was a key member of the BEIS team that led these
experiments. https://innovationgrowthlab.org/blog/taking-first-steps-business-policyexperimentation
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support, and only then were all of them offered a leadership and management training
grant. On the other hand, in the Growth Impact Pilot, all participants were offered a
leadership and management training grant, and half of them were randomly selected
to receive additional subsidized business coaching.
Having used experiments to improve its programs, BEIS’s next step was to run a
larger RCT to discover the overall impact of its Growth Vouchers program. This RCT
was especially large – 30,000 businesses were involved – but more often programs
would be piloted on a small scale, to determine whether the intervention works and to
decide whether it should be scaled up.
More recently, BEIS has launched its own experimentation fund – called Business
Basics – to support projects aiming at technology diffusion among SMEs. Specifically,
over the next four years, this new £8m fund will support a range of policy experiments
that trial new approaches to boosting SME productivity by encouraging the adoption
of current technologies and business practices.
5.2 THREE WAYS GOVERNMENTS CAN BECOME MORE EXPERIMENTAL

Randomized experiments can be used at different stages of the policy development
cycle. Therefore, it is helpful to consider three broad ways of using them that policy
makers can adopt in order to improve the effectiveness of innovation, entrepreneurship and business growth support programs.

5.2.1 Using randomized experiments to evaluate the overall impact of a new
program
A standard experimental evaluation in which a new program is piloted on a small scale,
with a treatment and a control group, and the impact of the program on the outcomes
of interest is measured in order to determine whether the program works and should
be scaled up.
There are many different ways to design these types of trials (see for instance the
IGL online experimentation toolkit)27, as well as missed opportunities. It is also worth
emphasizing that they can be designed in a way that guarantees that only worthy
applicants benefit from the program.

5.2.2 Testing tweaks to existing programs
Most existing programs face some challenges that limit their impact, and policy makers
and program managers involved in their delivery typically have ideas about how to
make them more impactful. Some of these are easy to test, such as:
•

27.

Increasing the take-up of the program by using A/B trials to test the effectiveness of
different marketing materials. This may be as simple as experimenting with different

http://toolkit.innovationgrowthlab.org/home
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newsletter formats and the specific language used in them to trying out different
marketing channels.
•

Trialing changes in the program design and delivery, instead of rolling them out to all
participants simultaneously. This may include tweaks in the user journey, changes in
the delivery mode (online vs. face-to-face), or adjustments to the internal processes.

•

Incorporating add-on programs in addition to an existing scheme. For instance,
several governments are contemplating the option of enhancing their R&D and
innovation grants schemes by offering management coaching to recipients with the
aim of increasing successful commercialization. Rather than rolling this out to all
participants, some governments are now planning to test its impact on a subset of
recipients before deciding whether to allocate more funding to it.

5.2.3 Setting up experimentation funds
New ideas for support programs are everywhere in the ecosystem, not only in government buildings. The question is, what mechanisms do governments have to first
identify them and then distinguish between program ideas that should be scaled up
vs. well-intentioned but ineffective efforts. Experimentation funds can be a solution.
They provide funding to test innovative support schemes in exchange for rigorous
evaluation. In other words, they are a mechanism to identify, test and support the
most promising ideas for support programs, often coming from organizations that are
much more closely engaged with businesses, and not only from the usual suspects.
Experimentation funds have been set up in the past in policy areas such as education (through the UK’s Education Endowment Foundation) and youth programs (as
with France’s Fonds d’Expérimentation pour la Jeunesse). Building on their experience,
at IGL we developed a blueprint of why and how to set up experimentation funds and
are collaborating with governments in designing and delivering them.
Both the European Commission and the UK government have recently adopted this
idea, with the European Commission launching for the first time a dedicated call to
support policy experiments undertaken by innovation agencies across Europe, and the
UK’s Department for Business, Energy and Industrial Strategy launching the ‘Business
Basics Fund’ discussed above.

6. Final

remarks

The key ingredient to becoming more experimental is a mindset change within the
organization. A more experimental mindset means being open to new ideas, regardless of where they may come from; not being afraid to test them experimenting with
them in different shapes and forms; recognizing that failure is an option, but being
aware that useful lessons will be learned and money will be saved as a result; being
challenging when necessary, particularly when confronted with attempts to pour millions into untested programs that could have been tested on a small scale. In addition,
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last but not least, it means never forgetting that even when programs work, they can
always be made to work better; hence, one should embrace continuous experimentation as the norm rather than see it as the exception.
Achieving this cultural change is not simple. Sometimes it can be led from the top, with
a clear commitment to experimentation and some flagship randomized experiments to
prove it. However, even when this is not the case, it is still possible to advance on this journey, starting small with low-risk trials that help demonstrate their usefulness to the wider
organization and hence contribute to making the case to take things to the next level.
Ultimately, if we want to maximize the impact of innovation and entrepreneurship
policy, that policy must become more experimental and evidence-based.
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K APITEL 3

IS EXPERIMENTATION THE
ANSWER TO 21ST-CENTURY
CHALLENGES? THE CASE
OF FINLAND
MIKKO ANNAL A & JA AKKO KUOSMANEN

1. Introduction
Navigating through 21st century challenges requires agility. In a global environment
of interconnections and wicked problems, it is increasingly difficult for governments
to function effectively, efficiently, and reliably. The world is undergoing rapid changes,
and as a consequence many processes and tools utilized by governments are becoming
outdated. To respond to the emerging challenges, many governments have proceeded
to abandon old mindsets and move toward ‘experimental governance’ to deliver better policy and to steer societies to a desirable future.
This chapter explores the Finnish case of public sector experimentation. In 2015,
the incoming Finnish government elevated experimentation to the highest political
agenda - the government program. The Finnish Prime Minister’s Office recommends
Finnish ministries utilize an experimentation framework which enables ministries to
work toward their policy goals through experimental methods. Presently, the Finnish
governance system is one of the global forerunners in policy experimentation; over 20
strategic goals of Finnish ministries are now being pursued through experimentation,
with topics ranging from basic income to digitalization of municipalities and the utilization of arts in the health sector.
The Finnish framework is highlighted by the Organisation for Economic Co-operation
and Development (OECD) as one of the world’s key examples of systemic-level
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innovations.1 The framework currently incorporates a model for conducting strategic
experiments, a national code of conduct, a digital platform for supporting and crowdfunding citizen-led experiments, new legislation enabling experimentation, and an
experimentation office in the Prime Minister’s Office.
In terms of its operating model, the Finnish approach to public sector experimentation is unique in several ways. The uniqueness of the Finnish framework relates to the
combination of three characteristics. First, Finland is the first country in the world to
elevate policy experimentation to the highest level of a government’s political agenda.
Second, the Finnish experimentation model gives power to citizens and emphasizes
a ‘human-centric approach to experimentation’. Third, the framework is not only an
attempt to start systematic experimentation in government but also a step toward
creating circumstances that make experimentation easier.
The chapter focuses on examining the emergence of the Finnish experimentation
framework, its elements and operating logic, and experiences thus far relating to
its implementation. At the time of writing, most of the government’s experiments,
as well as the official evaluation of the experimentation program, are still on-going.
Therefore, the chapter provides initial insights into and indications about the successes of the Finnish approach to public sector experimentation from the viewpoint of
practitioners. The authors of this chapter represent Demos Helsinki, an independent
and nongovernmental Nordic think tank, whose members have been working closely
with the Prime Minister’s Office and several sector ministries to establish and run the
Finnish public sector experimentation framework2. Our understanding and observations of the topic derive from these experiences.

2. Background: governments must be
the 21 st - century policy environment

reinvented in

Governments3 around the world are muddling through the volatile adolescence of
the 21st century. Of course, that governments are facing an era of turmoil is nothing
new. In past centuries, technologies have sparked substantial disruptions, and new
mindsets and philosophies (e.g., secularism and Marxism) have led to radical shifts in
public governance around the world. The performance of governments has been – in
one way or another – at the core of these shifts. The landscape for public governance
in the present era is marred by many old, persistent challenges (e.g., poverty), old
challenges in new forms (e.g., disinformation with new technologies), and new challenges (e.g., climate change). Furthermore, citizens’ needs are diversifying in virtually
1.
2.
3.
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OECD (2017a), Systems Approaches to Public Sector Challenges: Working with Change, OECD
Publishing, Paris, https://doi.org/10.1787/9789264279865-en
www.demoshelsinki.fi/en
In this chapter the term ‘government’ is used in its broad sense, to encompass four branches:
executive, legislative, judiciary, and administrative.
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every domain and providing effective services has become increasingly challenged by
interconnected and complex systems.
Thus, the world is rapidly moving toward an era in which past operational models
and frameworks do not systematically produce desired results. Simultaneously,
governments can be argued to serve a vital purpose today and in the foreseeable
future. Governments help in designing and pursuing shared future goals, in protecting
the security and rights of citizens, and in encouraging and steering people toward
activities that contribute to the common good. They also help to set the conditions
for ensuring that current and future generations have an opportunity to live a dignified life. In the present and near future, these goods cannot materialize adequately
through businesses or civic engagement alone.
Therefore, it is crucially important to update the ‘machinery of government’ in a
form fit for the 21st century policy environment. Overall, there exists a vast number of
more detailed underlying reasons for reforming the machinery of government, ranging from efforts to stimulate economic growth to citizens’ security. While recognizing
the breadth of these reasons, we wish to highlight two important phenomena taking
us toward the future: complexity and declining trust in governments.
Complexity. The growth of the role of expertise following the accumulation of scientific knowledge and technology has equipped us with novel ways of understanding the
world and engaging with it. However, managing entire systems remains difficult for
governments. Many of the challenges in government performance are related to the
fact that the world has become more complex. Much of the world comprises different
kinds of self-organizing and complex emergent systems (e.g., markets, policy sectors,
and communications systems) with internal and external relations that make them difficult to predict and change. Existing systems are considerably more open, global and
more effectively connected than ever before – compared to the peak of the nationstate. Technology has solved many problems, but it has also increased complexity and
created new challenges. Although in our everyday life the world is changing very erratically, in general terms governments are still approaching planning in a linear manner
and with assumptions about closed systems and predictability. While this approach
works in certain operating environments, it must be coupled with operating models
emphasizing complex systems, uncertainty, action, and rapid learning.
Declining trust in governments. Trust in governments is in decline in many countries
around the world. The OECD’s research, for example, shows that on average citizens’
confidence in decision-making in Europe is plummeting (OECD, 2015).4 If this trend
continues, it will foreseeably contribute to growing instability and further delegitimize
governments. One underlying reason for the growth in the ‘legitimacy gap’ can be
found in the machinery of government. Over the last few decades, governmental

4.

http://www.oecd.org/gov/trust-in-government.htm
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reforms have been directed toward optimizing internal processes. Complicated and
siloed structures, new posts, and new departments have been created to manage
services and policy implementation. While globally there have been steady increases
in the delivery capabilities of governments (at times supported by IGOs and NGOs) in
some policy domains (e.g., in the global reduction of absolute poverty)5, the siloed
nature of governments has also created new challenges. Various policy domains are
increasingly complex, and they require a whole-of-government approach. A key step
in addressing the declining trust of people in governments is updating the machinery
of government. This is primarily because capability to deliver goes hand in hand with
institutional legitimacy.
While the responses of governments toward complex surroundings and declining
trust have varied substantially, there is nevertheless a growing consensus on the
urgency to reform parts of the machinery of government. Governments aiming to
tackle the challenges of the 21st century have sought help from different types of
‘innovation tools’, such as design methods, PPPs, foresight, data analytics, crowdsourcing, AI, and systems thinking. Experimentation belongs to this group of innovation
tools. There is an increasing realization in governments around the world that experimentation can constitute an effective innovation tool in the new policy landscape.

3. Emerging

wave of public sector experimentation

‘Experimentation’ is, of course, a broad concept. The Oxford English Dictionary defines ‘experimentation’ as the ‘action or process of trying out new ideas, methods, or
activities’. In slightly more detailed terms, policy experimentation in the context of
public governance can be understood to have the following three key characteristics:
1) it is a temporary activity; 2) it is limited in scope; and 3) it produces results that are
evaluated. Limitations in scope can be related, for example, to the geographical area
or to the number of people involved in the experiments. In addition, it can be related
to a particular subsection of an industry. Limited scope effectively has a dual function.
First, it is related to reduction of risks, which is an issue at the core of policy experimentation. Second, limitations in scope can enable better evaluation. Overall, public
sectors around the world utilize more or less rigorous experimental methodologies,
ranging from individually conducted and self-reported rapid pilots to society-wide
lengthy randomized controlled trials with thousands of participants.
The shift toward experimental governance has involved the introduction of new
ideas, devices, and methods for the design and delivery of services and policies.
Experimentation in the context of public governance is, however, not a new phenomenon. China, for example, has been utilizing experimentation for decades, and it also

5.

World Bank (2018), Poverty and Shared Prosperity 2018: Piecing Together the Poverty Puzzle.
New York: World Bank.
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started to attract attention in the United States in the 1960s as a new methodology for
delivering wide social policy reforms.6
In the present decade we are seeing ‘the new coming’ of experimentation.
Motivation for the change comes partly from the private sector. Many of the most successful corporations have explained how experimentation plays a crucial role in their
strategy. Google has been reported to run 12,000 randomized controlled trials each
year, 5-10 percent of them leading to business changes. Jeff Bezos (founder and CEO of
Amazon) has said: ‘Our success at Amazon is a function of how many experiments we
do per year, per month, per week, per day…’.7 Mark Zuckerberg (founder of Facebook)
has explained that “One of the things I’m most proud of that is truly key to our success
is this testing framework (...). At any given point in time, there isn’t just one version
of Facebook running. There are probably 10,000.”8 The same applies to several other
companies. For these companies, experimentation has become a systematic way of
not only testing what works but also developing new innovations at a fast pace. While
developing products and services for the needs of customers should not be seen as
equivalent to the process of developing policies or laws for citizens, governments have
started to see the potential benefits emerging from methodologies that allow them to
test rapidly what works and to develop innovative solutions jointly with citizens.
The ongoing renaissance of policy experimentation is also partly related to the
realization that experimentation can be elevated from the position it has had in the
previous decades in the public sector. Rapid growth in quantity and quality of data sets
can reduce the cost of wide-ranging experiments, and opportunities for the design of
experimental settings are expanding. In addition, there is an increasing recognition
that the benefits of experimentation are better accrued when the methodologies are
integrated to everyday processes instead of being utilized on an ad hoc basis. Finally,
some governments (such as the Finnish government) are starting to realize the value
of the inclusive experimentation approach as a new pathway to increasing the legitimacy of policies and services.
The successes of the British Behavioural Insights Team (BIT) in the early 2010s has
turned the limelight toward the value of experimentation in the public governance
context. Utilizing the findings of behavioral science and randomized controlled trials,
BIT has been reported to generate hundreds of millions in savings for the public sector
in service delivery9. Countries around the world are starting to more methodically
explore the benefits of experimental governance. Experimental units are beings established, budgetary allocations are ring-fenced for experimentation, and civil servants
are receiving capacity-building on the importance of failing in policy design. While
6.
7.
8.
9.

Berk, R , Boruch, R , Chambers, D, Rossi, P, Witte, A (1985) 'Social Policy Experimentation',
Evaluation Review, Vol. 9 (4), 387-429.
US Securities and Exchange Commission (2017). ’Jeffrey P Bezos’ letter to shareholders’ https://
www.sec.gov/Archives/edgar/data/1018724/000119312516530910/d168744dex991.htm
Huffington, Arianna (2018). ’What great leaders do at night’ – Masters of Scale - Podcast
interview of Mark Zuckerberg.
https://www.gov.uk/government/news/governments-nudge-unit-goes-global
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these results from the ‘Nudge Unit’ and similar agencies are worth celebrating, in
more general terms the promise of experimentation is still very much underutilized
in public governance.
The rapidly increasing data provides an expanding landscape for experimentation,
and the existing public sector experimentation models for promoting innovative public
service and policy-design are in most governments still embryonic or nonexistent.
Furthermore, where they exist they are utilized in limited scope at the downstream of
policy implementation. Even the best practices have been able to show their usefulness
in a very limited segment of policy-making and governance. In other words, we are still
far from circumstances where governments would be ‘systematically experimental’.
A more systematic shift toward experimental governance has the promise of
substantial benefits for governments and ultimately for citizens. Experimental methodologies allow governments to test what works before scaling, and provide a methodology for exploring new and even radical ideas at low risk. However, despite these
encouraging initiatives and some early victories, thus far no country has successfully
and thoroughly integrated experimentation into mainstream policy-making. As the
OECD notes, “there is an extra step that could be taken. Lessons on what works and
what does not work in the implementation of policy and regulation could feed into the
early design of policies where the traditional assumptions on perfect knowledge and
rationality could be relaxed.”10
Table 1:
Traditional planning in government

Systemic experimental planning in
government

1. Policy design and policy implementation
are separated

1. Experimentation links policy design and
implementation

2. Evaluations after implementation (if any)

2. Evaluations already during preparation
process

3. Citizen participation is limited
4. Based on expert knowledge and past
evidence from different contexts
5. Prepared among small group, with
support of expert hearings

3. Citizen co-design objectives of policy
and partake proto-policy implementation
during experimentation period
4. Based on context-speciﬁc evidence
5. Prepared with a broad and diverse
group of stakeholders

3.1 EMERGENCE OF THE FINNISH EXPERIMENTATION FRAMEWORK

This is the starting point of the experimental policy-making model that has been utilized from 2015 onwards by the Finnish government. In 2012, the Ministry of Finance

10. OECD (2017a), Systems Approaches to Public Sector Challenges: Working with Change, OECD
Publishing, Paris, https://doi.org/10.1787/9789264279865-en (p.53).
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and the Prime Minister’s Office launched the Governments for the Future project, in
cooperation with Sitra, to discover new ideas and insights for executing significant
administrative reforms. The driving motivation was to improve the sensitivity of
public organizations to adapt to changes and to anticipate them in complex operating
environments.
In 2012, the Committee of the Future in the Parliament held hearings regarding
new methods of steering and strategy for the country. One of the topics emerging
from the presentations was ‘experimental governance’. The theme was further pursued in a special report commissioned by the committee titled ‘Time to Experiment!
Finland on its way to the Experimental Society’ (Berg, 2013).11 The report outlined the
potential value of a more systematic integration of experimentation into the Finnish
public governance framework, and it recommended the creation of an office for
experimentation.
Another important driver initiating the Finnish experimentation framework was
the OHRA Project (2014)12, which focused on reforming the strategic steering of the
government. OHRA’s activities identified the horizontal nature of many new policy
problems, the lack of an evidence base in policy-making, and a gap in the feedback
loop within the policy-making system from policy implementation to policy design.
The OHRA Project comprehensively reviewed the Government’s steering framework
and developed a model that coordinates content and resource management more
effectively and promotes closer interaction between political leaders and senior civil
servants. The four largest parties were involved in the preparations, and the proposal
was reviewed in consultation with all the parties represented in Parliament. The report
recommended that the government program be ‘more strategic and would avoid specifying detailed actions that would be binding during the entire parliamentary term’.
The new strategic government program would be supported by the enhancement of
‘a systematic ex-ante impact evaluation, also producing choices’. It was recommended
that ‘an expert unit will be set up in the center of Government’ with the task of ensuring ‘that the Government and Parliament have at their disposal proper evaluation
information for making decisions on key structural and other reforms’ (OHRA, 2014).
The Prime Minister’s Office started to look more closely into policy experimentation
with this backdrop. The theoretical starting-point was to merge two separable dimensions into an integral public sector experimentation framework. On the one hand,
the focus was on top-down mechanisms (e.g., RCTs). On the other hand, there was
enthusiasm for bottom-up iterative mechanisms and practices (e.g., lean development
and grassroots innovation).
The PMO released a tender relating to improving the government’s capacities
regarding behavioral insights, experimentation, and evidence-based policy-making.
11. Berg, A. (2013), “Kokeilun paikka! Suomi matkalla kohti kokeiluyhteiskuntaa”, Eduskunnan
tulevaisuusvaliokunnan julkaisu 1/2013, Eduskunnan tulevaisuusvaliokunta, Helsingfors.
12. Available online: https://vnk.fi/documents/10184/1190126/OHRA-raportti-en.pdf/79db9e536929-475b-90fa-87fb7aae508f/OHRA-raportti-en.pdf.pdf
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Demos Helsinki won the tender and wrote a report outlining the basis for the Finnish
experimentation framework. The project started with a strong emphasis on behavioral insights and evidence-based policy design, but ultimately the focus shifted toward
experimental policy design. The conclusion was that a behavioral-insights-based
approach to experimentation focused excessively on implementation and its effectiveness instead of completely new approaches to policy design.
The uniqueness of the Finnish framework relates to the combination of three
characteristics. First, Finland is the first country in the world to elevate policy experimentation to the highest level of a government’s political agenda. Second, the Finnish
experimentation model gives power to citizens and emphasizes a ‘human-centric
approach to experimentation’. Third, the framework is not only an attempt to start
systematic experimentation in government but also a step toward creating circumstances that make experimentation easier.
Figure 1: The Finnish experimentation framework

The
Government
Program

The
Experimentation
Program

Experiments

Evaluation
experimentation
as part of steering
mechanisms

In the Spring of 2015, Finland lifted experimentation to the highest level of its political
agenda: the government program. The Finnish Prime Minister’s Office recommends
that Finnish ministries utilize an experimental framework which enables ministries
to work toward their policy goals using experimental methods. Hence, the Finnish
governance system is a global forerunner: over 20 strategic goals of Finnish ministries
are now being pursued through experimentation. This leadership role in public sector
innovation work follows several other innovations by the Finnish government. With its
various institutions supporting horizon scanning and data collection, Finland has been,
for many decades, one of the world’s leading countries in future governance.
The report titled ‘Design for Government: Human-Centric Governance through
Experiments’ authored by Demos Helsinki outlined the model recommended by the
Prime Minister’s Office to ministries for designing and conducting experiments in a
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public sector setting.13 It also made institutional recommendations for integrating
experimentation within the Finnish governance framework. The experimentation
model outlined in the report was created using a multimethod approach, including
an initial review of relevant practices, interviews with public, private and third sector
experts, and cocreation workshops.
Instead of giving a thorough overall view to the methodology of experimentation,
the intention was to offer easy-to-understand instructions that would enable the
ministries to initiate their respective experiments. The idea was also to provide a home
base for findings: this would be the first version, which would be improved according
to the findings. The model’s approach concentrates on different iterative phases:
1.

Selection of a problem: the broad objective of the policy process is stated in the
government program.
2. Open call for experts and best practices: people and stakeholders relevant to
the policy objective are invited to share best practices and codefine what are the
essential questions to be answered with experiments.
3. Expert review: taking stock of the existing knowledge base (science, similar experiments in different contexts).
4. Defining experiments: inviting stakeholders to decide which experiments are to
be executed and how.
5. Qualitative experiment(s): running fast trials to gain a rapid understanding of
what works and what does not.
6. Verification experiment(s): running longer-lasting trials to obtain quantitative and
reliable evidence about the feasibility of most functional ideas.
7. Evaluation of experiment(s): evaluating the experiments and inviting stakeholders to define what results mean in terms of policy recommendations.
Figure 2: The Finnish experimentation model
Select
problem

Open
application
period for
experts and
best practices

Expert review

Deﬁne
experiment

Phase 1:
Qualitative
experiment

Phase 2:
Verificatory
experiment

Evaluation of
experiment

13. English summary available online: https://www.demoshelsinki.fi/wp-content/
uploads/2015/09/Design-for-Government-–-Governance-through-experiments.pdf
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The Finnish experimentation model differs from other experimentation models in
several ways. First, it encourages ministries to engage relevant stakeholders in codesigning the policy in order to increase transparency as well as build legitimacy, coownership and functionality for that policy. Second, it starts with lean experimentation,
which aims to bravely test new radical and innovative ideas, and then moves on to test
the functionality of the most feasible ideas by robustly measured validation experiments. Third, and perhaps most importantly, experimentation in Finland has a strong
feedback loop to policy-making, as the broad objectives of experiments are defined by
policy-makers and politicians and are inscribed in the government program.

4. What

has happened over the government term ?

In the Spring of 2015, the government elevated experimentation to a government program, the highest political agenda of the country. Overall, the program placed heavy
emphasis on experimentation: the word ‘experiment’ was repeated in the program
21 times. The program stated that the introduction of experimentation would ‘aim at
innovative solutions, improvements in services, the promotion of individual initiative
and entrepreneurship, and the strengthening of regional and local decision-making
and cooperation (...) and making use of citizen-driven operating practices.’
The government decided to start running 27 experiments. However, the government program stated explicitly that ‘a culture of experimentation will be introduced’.
We interpret this to mean that the government’s intention was to introduce broaderscale changes in government, not only a group of experiments. Moreover, the program mentioned that in addition to ‘extensive trials’, ‘several smaller experiments’
would also be implemented. In the following section, we explore the government’s
experimentation effort at two levels: individual experiments and the infrastructure
that improves the government’s ability to experiment.
4.1 GOVERNMENT RUNNING STRATEGIC EXPERIMENTS

Overall, six Finnish ministries are conducting so-called ‘strategic experiments’, which
refers to experiments that are defined in the government program and aim to feed
information to decision-makers. Most of the 27 strategic experiments of the government are still on-going and will be evaluated at the end of 2018.
Strategic experiments include:
•

Digi municipality: The Ministry of Finance supports municipalities in developing
new digital services through experimentation. The aim is to increase citizen satisfaction and identify savings for the public sector.

•

Basic income: The Ministry of Social Affairs and Health is testing whether an unconditional monthly basic income will increase employment and decrease bureaucracy.
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•

Language studies: The Ministry of Education and Culture’s language experiments
test the benefits of bringing forward and diversifying the initiation of children’s
language studies.

•

Arts and well-being: This joint experiment between Ministry of Education and
Culture and Ministry of Social Affairs and Health is exploring the health and wellbeing impacts of different forms of arts. The aim is to build an operational model
and a funding model for integrating the arts into social and welfare services.

•

Human-centric employment services: The Ministry of Employment is testing
several customer-oriented employment service models with the aim of improving
customer satisfaction and employment rates.

As the above examples show, strategic experiments take very different forms. They
cover different policy areas, ranging from health to employment and education. Some
of them are steered and run relatively heavily by one ministry (e.g., the human-centric
employment services experiment), and in some of them the role of a department
under a ministry is larger (such as the role of The Social Insurance Institution Kela in
the basic income experiment). In turn, in some of the experiments a ministry has taken
a facilitating role, helping municipalities and other actors to run experiments (e.g., the
Arts and well-being and Digi municipality experiments).
Experiments are also very different in terms of their methodology. For example, the
experimental design of the basic income experiment follows the ideals of a randomized controlled trial. During the experiment, 2,000 unemployed Finnish citizens receive
an unconditional monthly sum of 560€. The group is randomly selected and compared
to a control group. The design of the experiment has also been criticized14, relating
for example to the size of the treatment group, the existence of control group, the
randomization of participant selection and the length of the experiment (two years).
However, it still allows the government to draw relatively reliable and generalizable
conclusions regarding whether receiving unconditional funds encourages or better
enables the unemployed to join the workforce.
While the design of the basic income experiment aims to reliably show the causal connection between treatment (unconditional money transfer) and dependent
variables (employment status and impediments of bureaucracy), many of the other
experiments are methodologically very different. For example, a large number of
the experiments primarily aim to develop new solutions to a problem or to find
innovative ways to pushing toward the broader objective set by the government. In
these situations, the experimenters have often borrowed tools from lean and design
methodologies. The Ministry of Finance is testing new applications to streamline the
processes of border control, to utilize drones in identifying forest fires and to increase
the use of electric vehicles by allowing citizens to rent a municipality’s electric cars for
14.

https://www.nytimes.com/2017/07/20/opinion/finland-universal-basic-income.html
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leisure use. The Ministry of Employment is testing various different regulation changes’ impacts on employment (for example: would allowing citizens to maintain their
unemployment status and benefits for four months after starting their own business
boost entrepreneurship?). The strength of this approach is that it allows the exploration and development of innovative, sometimes even radical and untested, solutions
to problems that would otherwise be approached using traditional planning and risk
analysis. However, the weakness is that although the new innovations are tested with
real end-users, small lean experiments rarely include a robust validating experimentation phase. Nevertheless, the approach can help government establish initial evidence
on the feasibility of ideas that otherwise would not have been considered realistic.
4.2 GOVERNMENT BUILDING INFRASTRUCTURE FOR EXPERIMENTATION

Instead of building a specialized unit to run all experiments, the Finnish government
wanted to initiate change on a broader scale. This is why the Finnish government decided to choose a decentralized experimentation model. In a decentralized experimentation model, instead of a small group of dedicated experts, government employees are
responsible for leading the experimentation. Moving from traditional, planning-focused
project work toward experimentation requires government employees to undertake a
variety of activities in new ways. Because experiments are very different when compared
to each other, they do not all face the same challenges. However, it is normal for government employees to consider questions such as: 1) how much funding will my experiment
require?; 2) how can a ministry collaborate with private sector or third-sector entities?;
3) how to time the experiments in order to obtain the results early enough to influence
the decision-making process?; 4) where and how do we obtain the data?; 5) how to make
sure that an experiment will be ethical and fair?; 6) how to communicate (and accept)
that possible failure will be shown in a clear and transparent way?
It is clear that if employees are left alone with a new task that requires reinventing
most parts of important daily tasks, it is not very fair to expect very good results.
This is why the Finnish government decided to start improving the conditions that
experiments are built on. We call these conditions the experimentation infrastructure.
Below are some of the elements that have been prepared by the government and its
partners:
•

Ethical code of conduct: The best policy experiments are those trials which are
conducted under real life conditions with people that are the potential end users
of the policy under experimentation. However, when participants of a social experiment are normal citizens, it is crucial to consider the ethical dimension of each
experiment carefully. To assist in this process, the government commissioned a
national ethical code of conduct for strategic experiments. The code of conduct15

15. Social Experiments in Finland. Aalto University & Demos Helsinki (2016): https://
kokeilevasuomi.fi/documents/1777665/3308603/Social+Experiments+in+Finland.pdf/
a42076f4-5536-4617-a4b1-c31b10fbeb55

52 S w e di s h E conom ic F oru m R e p or t 2018

steers experimenters to design experiments which produce reliable and useful
information in an ethical manner.
•

Digital platform: A platform called Place to Experiment16 helps the government
use experimentation as a vehicle for crowdsourcing innovations from civil society.
For citizens, the platform provides a pathway for transforming their own promising
ideas or practices into small experiments and showcasing the results17. The platform provides support, funding, and visibility for experimenters with the hope of
eventually shifting the method of developing services from a top-down dictated
process to a more cocreated one. Experiments that are funded and run through the
platform are small-scale and designed to bring initial evidence of the feasibility of an
initiative18. The government can, however, decide to build large-scale interventions
to obtain stronger evidence for the most promising innovations.

•

Legal guidelines: The government is preparing legal guidelines to help experimenters run experiments smoothly. Because policy experiments take place under real
life conditions, it follows that building an experimental design requires altering
concrete elements that influence people’s everyday lives (for example, offered
social benefits, accessibility of mobility, and provided type of education). Some
experimental designs might require changes in legislation. Legal guidelines for experimentation (under preparation) help ministries take legislative issues into account
during the early phase of the experimental design.

•

Accelerating culture change: In line with the government program item (‘A culture
of experimentation will be introduced’), the government has paid special attention
to changing mindsets inside and outside the government. This has taken the form of
communications effort (for example, the HeroZeroHero campaign emphasizing the
importance of accepting failure as part of experimentation and, in general, development), creating and utilizing forerunner networks (Godparents of Experimentation,
Change Makers) for peer learning and community building, organizing events to
showcase results, and organizing training sessions.

•

Innovation labs: The decentralized experimentation model of the Finnish government does not require ministries to establish their own experimentation offices or
appoint dedicated roles for experimentation. The government has established the
Experimentation Office in the Prime Minister’s Office. This office supports other
ministries and functions as a cumulation point for findings. However, some Finnish

16. www.kokeilunpaikka.fi/en
17. OECD’s review of Place to Experiment: https://www.oecd.org/gov/innovative-government/
embracing-innovation-in-government-finland.pdf
18. Näkökulmia kokeilurahoitukseen report commissioned by the PMO illustrates the initial
proposition for establishing a digital platform (Demos Helsinki & Syke, 2016)
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ministries and their departments have decided to establish labs, networks and
offices by themselves. These include the Finnish Transport Safety Agency’s Traffic
Lab (facilitates multi-stakeholder collaboration on smart mobility experimentation),
the National Board of Education’s Experimentation Lab (supports the development
of innovative education practices through experimentation), and the Finnish
Immigration Service’s InLand Design (develops innovative services for immigrants
through design and piloting).

5. Diagnosis:

has the finnish experimentation

framework been a success ?

At the moment of writing, Finland’s ambitious and wide-ranging experimentation program has been running for three years, and there is one year remaining. At the beginning
of the program, the strategic experiments were given a timeframe equal to the length of
the government’s term. As most of the experiments were planned with this timeframe in
mind, the majority are not finished and therefore have not been evaluated. Thus, it is not
possible to tell yet how well the results will be able in steering decisions on future policy.
The official evaluation of the government’s experimentation program is being
currently undertaken by the Finnish Environment Institute, and the results will be
released before the 2019 elections. While we wait for these more rigorous results,
it is still possible to elaborate on early experiences in terms of the potential benefits
and emerging challenges relating to the ongoing efforts to build a systemic experimentation framework in Finland. The diagnosis here is based on our experiences and
the views of selected interviewees inside the government.

Observation 1: Experimentation enables the exploration of radical ideas
First, there seem to be certain benefits arising from having experimentation exist on
the highest government agenda and in its policy-making toolkit. Because experimentation enables one to test the feasibility of policies (or services, products, and innovations) on a limited scale, it gives the government the possibility to explore radical
and innovative solutions, which would otherwise be considered too risky to fail. The
most obvious example of this benefit would be the basic income experiment. In short,
the idea of implementing a basic income has emerged in Finnish political discussion
several times over the last decades. At the global level, major political figures such
as Barack Obama, along with other influential public figures such as Elon Musk, have
recently touted basic income as an idea which might be part of the solution to the
looming challenges that robotics, artificial intelligence and advancements in digitalization foreseeably create to future labor markets. Because experimentation was on
the government’s agenda, Finland became the first country to systematically explore
at a nationwide scale whether basic income might work in practice. Bearing in mind
that many of the best solutions to societal challenges are not the most obvious and
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least risky ones, a systematic ability to test what works can be a great benefit for
governments in the future.

Observation 2: Experimentation enhances public deliberation
Second, experiments can become powerful social objects which accelerate societal
conversation. In terms of the basic income experiment, during the last two years
Finland has witnessed a very active debate around the future of social welfare: the
current government has already begun a project19 to investigate options for renewing
the Finnish social security system, political parties have formulated preliminary social
security models20, and leading politicians have named ‘reform of the national social
security system’21 as the core development theme of their parties, indicating that the
issue could be one of the central themes in the upcoming election. While this discussion cannot and should not be traced back exclusively to the basic income experiment,
many leading political figures have taken part in the related conversation around the
experiment22 23 24. At best, social experiments can become social objects – a stage
– which allow not only politicians but also a broader audience to take part in deliberations about developing society.

Observation 3: Experimentation enables the exploration of challenging topics
Third, experimentation has helped the government to proceed with policy objectives that are not necessarily ‘too risky to fail’, but otherwise challenging. For
example, a joint project between the Ministry of Education and Culture and the
Ministry and Social and Welfare Affairs (TAIKA) has initiated a cohort of experiments investigating the relationship between the arts and welfare. The aim of
TAIKA is to come up with an evidence-informed funding model to integrate the
arts and culture into social and welfare services. Reportedly, several efforts to
integrate the arts into the social and welfare system have originated in both the
arts and welfare fields. The coming year will show whether this experimentation
helps the integration of these two fields to become a policy. Already the process
of defining the topics and objectives of experiments together with a broad group
of arts and welfare stakeholders has shown preliminary indications that experimentation can work as a vehicle for progress in challenging policy areas. This is

19. https://vnk.fi/toimi (in English: Social Security 2030: Renewing the Basic Social Security)
20. See for example Social Democratic Party’s “basic security model” https://sdp.fi/wp-content/
uploads/2018/04/Yleisturva_puoluevaltuusto.pdf
21. https://www.kansanuutiset.fi/artikkeli/3918453-li-andersson-kertoo-mitka-ovatvasemmiston-tarkeimmat-tulevaisuuden-kysymykset-ongelma-on-nykyinen-kapitalistinenyhteiskuntajarjestelma
22. https://yle.fi/uutiset/3-10095775
23. https://yle.fi/uutiset/3-8780815
24. http://www.soininvaara.fi/2018/03/28/perustulo-negatiivinen-tulovero-yhtenainenperusturva-universal-grant/
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particularly the case when different political parties are not ready to implement a
policy before knowing how well its elements work in practice.

Observation 4: The culture of experimentation is taking root
Fourth, the Finnish government has been able to nurture a culture of experimentation
both inside and outside the government. A simple Google search shows that within
the current government term, the word ‘experiment’ (‘kokeilu’) has penetrated into
many if not most parts of society, resulting in municipalities, associations, unions and
corporations adopting experimentation not only into their vocabularies but also in
their toolkits. As the government program item was about introducing a culture of
experiment, this work can already be considered successful.

Observation 5: Challenges remain
In addition, challenges have emerged during the course of the current government
term and experimentation program, and they have been exhibited in many ways. If
current legislation is not blocking government entities from running experiments, it
is often at least slowing them down. For example, a relatively simple detail in data
management systems of the employment office led to a delay in several employmentrelated experiments. Furthermore, obtaining high-quality evidence practically always
requires dividing participants (citizens) into two groups which receive equal treatment
from the government. However, this can go against the nondiscrimination act. While
these laws certainly have their highly important raison d’être, they also put experimenters into a difficult position and often cause delays or other problems. For example,
the basic income experiment was able to start within its given narrow timeframe. It
was also possible to randomize participants for this experiment, which is crucial for
the reliability of evidence. However, critics have noted that the experimental design is
not ideal partly because the government does not start taxing basic income benefits
of citizens at any point, even if they receive a job and start receiving a high income.
This is because the government did not want to put a set of randomly selected participants into a worse position than those who were not selected to receive a basic
income. In other words, this is an example of why the experimental design decreased
in quality because the legal framework is not fully ready for social experiments within
policy-making work. It is clear that there is a need for further enabling processes
for social experiments. However, initiating experimentation in government is not an
uncomplicated task, as it also requires changing the culture and everyday habits of a
very large-scale organization.
Systematic experimentation in government requires new capabilities and a new
mindset. It requires accepting failure as part of work and considering failure as learning. It requires understanding new methods (lean design and field experiments) and
how data should be interpreted. It requires collaboration between different stakeholders and understanding how to integrate experimentation into other processes of
government. A government employee does not have to master all these skills, but he
must be able to work as a centerpiece which orchestrates the collaboration of different
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actors. Where to find the needed capabilities? And perhaps more importantly, why
bother? In Finland, there are for the moment hardly any personal incentives which
would encourage government employees to do things differently and take the risk of
openly showing failure (which almost certainly, at some level, will always happen when
one conducts experiments).
No government has managed to build a clearly outstanding model for experimental
policy-making. In Finland, too, it is still unclear how well the results of experiments will
influence decision-making processes. These challenges are not uncommon, and any
government aiming to establish and implement a well-functioning systemic approach to
experimentation must address them. As we point out in the next section, systemic experimentation requires the realization and alignment of various reformation objectives.

6. Elaboration:

what is the role of experiments in the

future of the public sector ?

Experimentation is nothing new. Already in the 17th century, Francis Bacon discussed experimentation and science-led governance in his famous utopia New Atlantis.
In the following centuries, the scientific revolution enabled the triumphant march of
experimentation in the fora of public governance, and in the present century we have
started to see governments increasingly utilize it as a methodology for policy design
and ex ante evaluation.
Over the last decade, institutions such as the OECD, the European Commission and
the White House have recommended that states explore new ways of utilizing experimentation methods (and behavioral insights) in their policy-making functions. The
United Arab Emirates is currently preparing a national experimentation framework,
the Prime Minister’s Office of Kyrgyzstan is conceptualizing an experimentation lab,
and the Colombian government has declared an interest in initiating the systematic
use of experimentation in public sector work25. The Behavioral Insights Team and
similar agencies are well known and widespread in many countries, helping their
governments to improve the efficiency of existing policies by utilizing the findings from
behavioral science26.
As an instrument, the value of experimentation ultimately lies in its capability to
initiate the low-risk exploration of the unknown, and its capability to provide evidence
supporting decision-making. It helps to establish whether something works or not. In
the present era, we are seeing the ‘new coming’ of experimentation in public governance. The rapid increase in the quantity and quality of available data, the cost and

25. https://www.nesta.org.uk/blog/becoming-government-search-journey-colombian-publicinnovation-team/
26. See for example the OECD’s (2017b) overview on Behavioural Insights and Public Policy: http://
www.oecd.org/gov/regulatory-policy/behavioural-insights-and-public-policy-9789264270480en.htm
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abilities of sensors that help in building the Internet of things, and data collection capabilities improved by digitalization provide a new landscape for experimentation in the
public sector. The shift of experimentation discourse toward the political mainstream
effectively means that experimental methods are increasingly seen as a legitimate
tool of governance. There is also an increasing recognition that experimentation for
governments is not only a useful but in fact a crucially important tool in the present
complex governing environment. As the OECD has recently emphasized, a systems
approach to public governance integrating experimentation in its core activities can
‘help government confront, in a holistic way, problems that span administrative and
territorial boundaries’.27
What remains mostly untapped is the enormous transformative potential of experimentation. This is the case both within individual organizations and at a societal scale.
The ability to explore unknown terrains of innovation at low risk allows the testing of
radically new ideas in practical terms, which, if implemented, would entail significant
transformative instead of incremental change. Until now, in the domain of the public
sector, the major success of experimentation has come from incremental improvements to existing policies28. At the same time, the implementation of the national basic
income experiment shows that governments show a growing interest in experimenting
with truly transformative policies.
6.1 EXPERIMENTATION 2.0: FROM INCREMENTAL TO TRANSFORMATIVE
CHANGE?

We argue that experimentation can be the main vehicle that enables governments to
steer transformational societal change. In a complex environment, this is possible but
only if a variety of societal actors understand that achieving the target might require
reinventing how they operate. If a government is able to create an optimal environment for experimentation, the threshold for exploring different and risky avenues for
improvements in society.
As Mariana Mazzucato notes in her recent report on innovation in the European
Union, linking bottom-up solutions and experimentation are essential in the pursuit of
grand societal missions.29 Fifty years ago the Apollo Mission illustrated how the success of a highly ambitious endeavor requires multiple actors not only to work toward
one objective, but reinvent their approach to their main activities in order to achieve
their ambitious goals; aside from initiating a vast leap in electronics and rocket technology, the mission stimulated risk-taking, collaboration, investments and innovations
in several sectors such as food, medicine, communications, clothing, and many others.

27.

https://www.oecd.org/media/oecdorg/satellitesites/opsi/contents/files
SystemsApproachesDraft.pdf, p. 8.
28. See for example, how small changes to letters can decrease tax evasion,
https://38r8om2xjhhl25mw24492dir-wpengine.netdna-ssl.com/wp-content/uploads/2015/07/
BIT_FraudErrorDebt_accessible.pdf
29. https://ec.europa.eu/info/sites/info/files/mazzucato_report_2018.pdf
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The strategic government program and the experimentation program implemented
by the Finnish government from 2015 onwards is already a step in this direction.
Broad strategic objectives give more space to innovation and experimentation makes
innovation easier. However, experimentation itself is not enough. If experimentation is positioned only in dedicated innovation laboratories or is utilized merely as
an adjustment tool of existing policies, only limited benefits can be expected. The
greatest potential of experimentation can be unleashed if governments start moving
toward a systemic approach to experimentation, following in the direction already set
by the Finnish government.
Experimentation as a methodology itself enables organizations to test new
approaches, products and services at low risk and with a high reward principle. What
must happen next is that governments must learn to improve the interaction between
different actors that are required in order to test new social innovations. We have
learned that in practice this means developing new models of streamlining procurement practices, developing funding models, creating personal- and organization-level
incentives, establishing legal frameworks, streamlining data management practices,
and building capacities inside the government. What we have also learned is that ideally most of these matters should be addressed somewhat simultaneously, because
otherwise ‘the old system’ prevents the new one from being born.
With the Finnish case, we are witnessing a practical shift toward a ‘systems approach’
to public sector experimentation. The Finnish government has made a methodical
effort to establish a multilevel society-wide experimentation framework, the activities
of which link to the strategic steering mechanisms of the government. Simultaneously,
the future – or at least the next development phase – of public sector experimentation
in Finland remains open. It is probable that the next government program will include
experiments. The political agenda of the next government will define how strong an
emphasis the experimentation approach will have.
Developments in Finland represent an embryonic stage of systems approach to
experimentation. Wherever the next generation models of public sector experimentation arise, we argue that the following elements are crucial to realize and align them:
1.

Ability to attract many actors to commit to a societal mission: This lays the
groundwork for several sectors of society to simultaneously contribute to a mission aiming at desirable transformative change. Experimentation must be harnessed to serve this purpose by helping the process of finding out what works and
what does not.

2. Will to decentralize experimentation in government: Large-scale change happens if experimentation can become the new normal. This can happen only if experimentation is not executed by dedicated innovation laboratories, but instead
made easy and attractive for government employees across various departments.

e n t r e p r e nör s k a p s f oru m

59

k a p i t e l 3 IS EXPERIMENTATION THE ANSWER TO 21ST- CENTURY CHALLENGES?

3.

Commitment to ensuring that experimentation results will lead to societal
changes: At the core of all this is linking experimentation systematically to the
core activities of government, such as legislation, regulation, and policy-making.
Any government that commits to this even on a preliminary basis will attract the
attention both of other governments and of most innovative private sector companies, which will be interested in testing new innovations in an environment
where the results of experiments are taken seriously.

We recognize that these criteria can be highly demanding in various societal contexts.
At the same time, advancements such as these are already taking place. In addition to
the developments in Finland, other governments have started taking leaps in developing experimental governance. The government of the United Arab Emirates recently
started the implementation if its new national innovation strategy. In this process, the
government formed purposes, long-term human-centric objectives. These purposes
link to quantifiable societal missions which have been codefined in collaboration with
different social actors. Because societal missions are defined as highly ambitious and
transformative, moving toward them requires experimentation and the innovative
collaboration between the government and external stakeholders. In other words,
the UAE’s approach creates a demand for experimentation. On the other hand, the
government of Canada took a major step toward systematizing experimentation by
devoting a fixed percentage of program funds to experimenting with new approaches
to policies and programs and measuring impact30. What is unique in the Canadian context is that the Deputy Heads are required to report their experimentation activities
and will be evaluated according to their success. We believe that this could lead to
swift improvements in the quality of experimentation in government.
In general terms, the systems approach to experimentation is still at the beta stage
even in the most advanced governments. However, there is a degree of consensus
among different governments in very different cultural and governance contexts:
the governments that were created for us today are not the ones that are needed in
the future. We believe that experimentation will, and should, play a major role in the
future of the public sector.

30. https://pm.gc.ca/eng/president-treasury-board-canada-mandate-letter
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K APITEL 4

KNOWLEDGE-INTENSIVE INNOVATIVE
ECOSYSTEMS IN SWEDEN:
DESIGN PRINCIPLES FOR PROMOTING INNOVATION
AND ENTREPRENEURSHIP POLICY
MAUREEN M C KELVEY

1. Introduction
I propose the following in this chapter: Knowledge-intensive innovative ecosystems
should become the main focus of Swedish public policy. Policymakers can follow six
design principles in order to create capabilities and innovation governance; these
principles are specifically focused on creating, maintaining and diffusing knowledgeintensive innovative ecosystems across the economy and society.
Note that in contrast to some existing viewpoints about public policy, this is not a
story only about the centralized decisionmaker, academic entrepreneurship or hightech industries. Nor it is a story about the deficiencies of the university and higher
education sector.
In contrast, this chapter argues that Swedish public policy needs new capabilities to
promote fruitful linkages and interactions, which can be usefully thought of in terms
of experimental policy. This is in line with this report, including recent research such
as Lindholm-Dahlstrand et al, 2018). Moreover, these knowledge-intensive innovative
ecosystems – hereafter KI ecosystems – can be found across the economy and society.
Using public policy to stimulate them not only in such sectors as medicine and transportation, but also in new areas, such as sports, is needed to create competitiveness
and growth. Developing more nuanced, receptive, and adaptive public policy for these
purposes is needed, especially in a world that is being transformed by global trends,
uncertainty about the future, and rapidly changing technology.
The remainder of this chapter is structured as follows. Section 2 provides the
theoretical perspective on knowledge-intensive entrepreneurial firms and ecosystems. Section 3 introduces the Swedish context, while Section 4 addresses the rhetorical question of why we should care about innovation and entrepreneurship. This
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structure briefly outlines tempting but incorrect conclusions for policy, and indicates
how this theoretical approach provides cognitive models for informed conclusions for
public policy. Drawing directly from these informed conclusions, Section 5 proposes
six design principles for stimulating knowledge-intensive entrepreneurial ecosystems
through public policy.

2. Theoretical

approach to

KI

ecosystems

The arguments in this chapter are based on the modern literature in the Schumpeterian
tradition. The social science fields that this chapter primarily draws upon are innovation studies and evolutionary economics. These fields examine the causes, sources and
consequences of processes involving knowledge, innovation and entrepreneurship
(Nelson and Winter, 1982; Fagerberg et al, 2012; Martin, 2012). In many ways, these
research fields are inspired by Joseph A. Schumpeter. Schumpeter had few followers
until a larger revival started in the 1980s following Nelson and Winter (1982). The
following quote is useful in capturing why his ideas have been powerful for informing
our understanding of the economic system. In Capitalism, Socialism and Democracy,
Schumpeter states:

Capitalism, then, is by nature a form or method of economic change and not only
never is but never can be stationary. And this evolutionary character of the capitalist process is not merely due to the fact that economic life goes on in a social and
natural environment which changes and by its change alters the data of economic
action; this fact is important and these changes (wars, revolutions and so on) often
condition industrial change, but they are not its prime movers. Nor is this evolutionary character due to a quasi automatic increase in population and capital or to the
vagaries of monetary systems of which exactly the same thing holds true. The fundamental impulse that sets and keeps the capitalist engine in motion comes from
the new consumers’ goods, the new methods of production or transportation, the
new markets, the new forms of industrial organization that capitalist enterprise
creates. (Schumpeter, 1942).
The main point for this chapter is that the economy continues to change, and thereby
these dynamics are endogenously creating new futures. Nelson (2000) argues that
this is Schumpeter’s most consistent and elaborated argument about innovation and
economic transformation, that it fundamentally involves disequilibrium. The fields of
innovation studies and evolutionary economics in recent years have also been interacting more extensively with the entrepreneurship literature.
My interpretation of the modern literature from a Schumpeterian perspective
provides five broad starting points for this chapter1. First, innovations are not only

1.

See McKelvey and Zaring (2016) for a more indepth discussion, in Swedish.
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technical novelty, but many involve different types – whether through organizational
change, market novelty and/or new combinations and incremental changes – and that
this novelty must be related to creating value in some way. Second, a key element is
that entrepreneurs can stimulate creative destruction in industry through risk-taking,
whereby resources are freed up and moved on to more productive uses. Third, small
firms led by entrepreneurs may drive these changes by introducing innovations, which
in turn impact industrial dynamics. Fourth, large firms can and do adapt to changing
economic conditions. They can also use entrepreneurial behavior to innovate; they
can thereby continue to compete and not be subject to creative destruction. Fifth,
while originally this line of thinking was primarily applied to business innovations and
the economy, more recent work has extended the ideas of novelty and value to stakeholders to public innovations and social entrepreneurship as well. Thus, key concepts
from these fields have been economic definitions of entrepreneurship and innovation,
innovation systems, creative destruction, entrepreneurial opportunity, and social
innovations. Recently, the concept of ‘innovation systems’ has been supplemented
with a wide variety of research on ecosystems (Stam, 2015; Autio et al, 2014).
The concept of ecosystems is used here in order to capture the more dynamic and
evolutionary properties of an innovation system. Innovation systems represents a
very important development, but needs further elaboration.
Accordingly, this chapter is at the forefront of an emerging literature. This literature
on knowledge-intensive innovative entrepreneurial firms is just now able to provide
theoretical underpinnings and empirical evidence of its existence and specific characteristics (McKelvey and Lassen, 2013; Malerba and McKelvey, 2016; Malerba et al, 2016).2
This chapter follows one specific theoretical definition based on Malerba and
McKelvey (2018): “Knowledge-intensive innovative entrepreneurial firms are new
learning organizations that use and transform existing knowledge and generate new
knowledge in order to innovate within innovation systems.”
They propose that KIE firms can be conceptualized theoretically, by integrating the
Schumpeterian tradition with evolutionary theory and innovation systems in order to
take into account the diffusion, use and creation of knowledge in a dynamic, evolving
and systemic perspective. Given this definition, the linkages between the KIE firm and
the surrounding innovation system are crucial for understanding how public policy can
influence KI ecosystems.
I define a knowledge-intensive entrepreneurial ecosystem – e.g., KI ecosystem – as
consisting of the dynamic relationships between knowledge intensive entrepreneurs
(as individuals) and the surrounding institutions, firms and organizations. The key functions of these new types of ecosystems rely on their role to help transform society,
through bringing together actors underlying the innovation system, as summarized
in the five starting points above. In a broader perspective, these Schumpeterian

2.

A review of this emerging literature can be found in Malerba and McKelvey (2019).
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entrepreneurs are able to create and transform knowledge into innovation and to
transform society in ways that revolutionize societal well-being and economic growth.

3. Swedish

context

Why should economic growth be equally – or even more important – for Swedish policymakers than more pressing issues, such as schools and immigration, which currently
dominate the debate? This is a very relevant question given that the 2018 Swedish
election surprisingly lacked a discussion about economic growth.
One answer might be that Sweden already excels and does not need to worry about
promoting innovation and entrepreneurship. In this context, one might be content
with Sweden’s current situation and feel that existing Swedish public policy is already
world-leading. Internationally, many countries wish to emulate Swedish success and
see Sweden as a role-model in many dimensions.
The opposing answer is that Sweden is doing fairly well, but that there are many
signs of difficulty, as argued by a number of researchers in the field (Edquist and
Zabala-Iturriagagoitia, 2012; Jacobsson, 2008; McKelvey and Zaring, 2016; Henrekson,
2005). The Swedish Entrepreneurship Forum has been one of the actors involved in
promoting these debates. Taken together, many of the difficulties identified by critical
researchers have to do with societal process, such as speed of adaptation, excessive
emphasis on certain indicators, generation of employment to pay for the welfare
state, and the ability to maintain a competitive edge. These existing ‘problems’ create
the foundation for Swedish competitiveness but also form core vulnerabilities for the
future, which can be ameliorated through certain types of public policy.
Regardless of whether Sweden is seen a role model or is diagnosed as having problems, both perspectives stress one point, i.e., that Sweden is already highly dependent upon technology, innovation as well as entrepreneurship, which are all needed
in order to generate economic growth. This economic growth can in turn generate
jobs and returns to pay for the welfare state in such a way as to guarantee societal
well-being.
Let us outline the features (including some distinguishing features) of the Swedish
national innovation system, compared to other European countries.3
For society more generally, Sweden has fared well in recent decades, with relatively
high growth and low unemployment, even in the period after the financial crisis of
2009. Sweden has been able to maintain high wages and universal access to the welfare state, although recent debates suggest that citizens no longer take their benefits for
granted. Even so, Sweden has maintained prosperity during a period where European
countries, such as Greece and Italy, have had difficulties paying pensions and reduced
public sector wages and public benefits.

3.

Special thanks to Guido Buenstorf for our ongoing discussions about Sweden, which also
underlies the formulation of these points.
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For the economic environment, much seems strong. In addition to services and the
public sector, Sweden still has a strong manufacturing sector, which is dependent
upon globalization and exports, and now moving strongly into IT and digitalization in
industry. Sweden has a highly globalized economy and society, with rapidly increasing
immigration, global multinational companies with headquarters here, such as Volvo
Group (or linked to Sweden such as Ikea), and inward foreign direct investment, such
as Geely’s purchase of Volvo Cars. The Swedish innovation system is quite complex,
including both small entrepreneurial firms and large multinational companies, as well
as universities and public policy, which are all involved in generating, diffusing and
developing relevant knowledge, in both a local and global context.
Moreover, Sweden does well on international scoreboards for innovation and entrepreneurship, such as the EU Innovation Scoreboard, OECD Innovation Policy reviews,
and GEM. Moreover, Sweden has a long tradition of promoting technical collaboration through public policy mechanisms such as university-industry collaboration.
Collaboration for advanced technology in a global world has been promoted for years
in Sweden, through public policy agencies such as Nutek and Vinnova.
For the university sector, Sweden has a strong research tradition. This is true in both
the older universities but also in the “newer” universities and colleges that were founded
the 1970s and 1990s. Sweden is one of the few countries that has the ‘professor’s privilege’4 in place, which allows free use of ideas by teachers for both patents and lectures.
Empirical evidence based on international comparisons shows that Sweden’s performance equals that of Bayh-Dole countries but with more commercialization in terms
of business ownership of patents (Lissoni et al, 2008; Bourelos, 2013). Due to public
policy, there is substantial support for formal parts of academic entrepreneurship, such
as technology transfer offices and ‘innovation offices’. Moreover, there is a long tradition
of deep knowledge networks (e.g., called academic engagement in the literature, see
Perkmann et al, 2013) between university and industry, especially in fields of engineering, business and technology management. The global industries with headquarters
or subsidiaries in Sweden have networks with major universities in order to hire skilled
labor, access new knowledge, and develop their own technological capabilities.
Hence, as outlined above, many distinguishing features of Swedish society, economic environment, public policy and universities have very positive attributes, which
bodes well for the future.
However, what works today may not work tomorrow. The one thing we do know,
especially from modern literature on innovation and entrepreneurship as inspired
from a Schumpeterian perspective, is that the world keeps changing, thereby transforming economic and social activities. Hence, while Sweden appears to be working
well today, that is not enough. Due to structural transformation, Swedish public policy
can simply remain ‘sitting still in the boat’ as Swedes say, or ‘resting upon its laurels’

4.

Lärarundantaget.
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as the English say. There are still – and will always be – vital issues to be resolved, and
public policy can make positive differences.
Seen from this transformation perspective, Sweden will likely face serious problems
in the future. These challenges include: the need to move beyond business R&D to
societal innovation; a skewed industrial structure with a high reliance of total R&D by
few major multinational companies; dependence upon exports, and likely challenges
related to openness and the closing institutions of the global knowledge economy.
Hence, my argument is that these transformations will continue to require new
approaches to public policy, including in Sweden, in order to be able to experiment
and adapt to a changing global world. This changing global world will present challenges related to technological change, change within and across economic sectors,
and market changes.

4. Why care about innovation
What about public policy?

and entrepreneurship ?

Let us go on to briefly consider the underlying reason for public policy in this area.
Namely, why should we care about innovation and entrepreneurship? How are these
ideas in turn translated into conclusions, both misguided and informed, which may be
used for designing public policy?
In my view, three stylized facts represent the answer to the question of why economists care.5 Economists care about innovation and entrepreneurship in relation to
economic growth and societal well-being because:
1.

There is widespread evidence that innovation is an important phenomenon that
stimulates economic growth and societal well-being. This means that countries
must innovate in private and public sectors in order to help increase productivity,
promote economic growth, and generate surpluses for societal investments.

2.

There is evidence that entrepreneurship drives economic change. Entrepreneurship
as driving this type of economic transformation has long been important but has
been increasingly recognized due to digital disruption and similar forces.

3.

There is evidence that technological and scientific knowledge is necessary for
economic growth, but not sufficient for explaining growth. We increasingly recognize that other types of knowledge are necessary and that institutions, organizations and network structures impact and help explain the uneven nature of
economic growth.

5.

For the purposes of this chapter, naming the three are enough, but they are naturally
extremely condensed and do not do justice to the wide range of empirical evidence and
theoretical explanations in the literature.
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However, policy capabilities and actions are needed in order to interpret how these
three stylized facts should be used to promote public policy. My view is that public
policy has a key role in stimulating innovation and entrepreneurship through the direction or governance of the overall KI ecosystem.
Public policy is here defined in a broad sense, including specific policy goals and
instruments, governance structures, and institutions. One recent strand of the literature
about innovation policy is specifically focused on the fact that the public policy agency
requires extensive knowledge and learning in order to promote more systemic benefits. This was the topic of a recent special issue of the journal Industrial and Corporate
Change, see for example, Forary, 2018; Mazzucato, 2018; McKelvey and Saemundsson,
2018. One relevant concept that is influencing modern thinking is that of ‘policy capacity”. Wu et al (2017:3) define a conceptual framework for policy capacity as follows:
“the set of skills and resources- or competences and capabilities – necessary to perform
policy functions...(they) can be categorized into three types: analytical, operational and
political. Each of these three competencies involves resources or capabilities at three
different levels – individual, organizational, and systemic”. Different types of policy capacities are required in order to translate stylized facts into public policy.
Table 1: Stylized facts about innovation and entrepreneurship as related to
different sets of conclusions for public policy
Stylized facts from research

Misguided conclusions

Informed conclusions

1) Innovation is an important
phenomenon that stimulates
economic growth and societal
well-being

1) All types of innovation and
entrepreneurship have equal
impacts on economic growth
and societal well-being

1) Some types, such as KIE,
have signiﬁcant impacts on
economic growth and societal
well-being

2) Entrepreneurship drives
economic change

2) The only thing that matters is
the number of new entrepreneurial companies started, or
their survival

2) Knowledge-intensive ecosystems are particularly important
in driving societal and economic transformation

3) Technological and scientiﬁc
knowledge is necessary for
economic growth

3a) Knowledge (scientiﬁc and
technological) easily diffuses
between actors

3a) Knowledge does not easily
diffuse but instead requires
educated and/or experienced
people as well as knowledge
networks

3b) Universities per se should
innovate, or directly transfer
their knowledge to companies

3b) Universities should not
necessarily contribute through
patents and start-up companies but instead through stimulating knowledge networks and
education

3c) Only high-tech sectors including industries and services
matter

3c) All sectors can use knowledge to innovate, so policy
should have a wide remit
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What matters for understanding public policy is that these stylized facts can be interpreted in different ways based on underlying theoretical thinking, and in ways that
influence the types of conclusions drawn for public policy. Table 1 lists these three
stylized facts, followed by an outline of how one might translate each of these stylized
facts into types of policy conclusions. One column is labeled ‘misguided conclusions’
and another column labeled ‘informed conclusions’. Without fully developing the
argument here, the essential message is that ‘misguided conclusions’ are quite widespread but lead to incorrect conclusions about the appropriate implications of how to
design public policy.
In contrast to the middle column, the ‘informed conclusions’ lay close to the message of this entire report, especially the role of experimentation in public policy.
Experimentation requires the involvement of a wide range of actors and organizations. One must drop the notion of the well-informed, centralized decision-maker
and instead allow a more distributed knowledge-intensive ecosystem to evolve over
time.6 With a particular focus upon KI ecosystems, the informed conclusions provide
more nuanced understanding of the interactions between knowledge, innovation and
entrepreneurship. In Table 1, the right-hand column with informed conclusions forms
a useful basis for designing innovation and entrepreneurship policy in Sweden.
The implications are that Swedish policymakers require new sets of capabilities to
promote KI ecosystems: Analytical capabilities are required to identify and analyze the
problems and opportunities related to innovation and entrepreneurship; Operational
capabilities to evaluate and implement policies in practice; and Political capabilities
to finance and maintain a vision on the need for innovation and entrepreneurship,
especially in a political climate involving many other issues of debate.
Hence, new types of policy capacities should be developed in Sweden, so that the
agency responsible for public action can use their analytical, operational and political
capabilities to reach the goal of shifting the entire socioeconomic system towards
more knowledge-intensive ecosystems.

5. Six Design Principles for Innovation
Entrepreneurship Policy

and

In this section, I propose six design principles for innovation and entrepreneurship
policy. ‘Design principles’ is a concept used within various fields, such as software,
visual design, and entrepreneurship, and this concept refers to broadly applicable
guidelines for the development and implementation of projects. Thus, for this chapter,
these six design principles refer to broad guidelines, intended to guide the development and implementation of public policy, and specifically to guide the development
6.

These are indicative that my proposed approach to understanding policy is quite different, and
moves the focus away from traditional economics arguments of market failure, direct costbenefit analysis and the like.
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of a broad framework to promote innovation and entrepreneurship. These six design
principles are required for an experimental policy approach.
The goals of designing public policy lie in shifting to KI ecosystems. Policy can impact
trajectories of development, because they can play an important role in financing and
stimulating long-term and more uncertain projects, with possible/probable societal
benefits.7 Previous sections of this chapter have outlined why public policy must support certain types of ‘change’ processes in the Swedish society, and I have made these
arguments based upon the conceptualization of KI ecosystems in relation to research
results in innovation studies and evolutionary economic theory. Because the concept
of a KI ecosystem is closely related to the previous literature on innovation systems,
but now with more of an explicit evolutionary economics understanding of the phenomenon, public policy should also be more dynamic.
Figure 1: Shifting to knowledge-intensive ecosystems
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Figure 1 visualizes how public policy should be designed to help individuals and
organizations develop new competencies, new knowledge, and channel demand, and
thereby create new KI ecosystems.

7.

This is a similar rationale underling public investment in basic science. The public supports
long-term basic science, as knowledge represents a broader asset for society. Business tends
to support more development-driven research and development. Here, we are not discussing
basic science per se but a broader conceptualization of knowledge and innovation that is
useful for societal goals.
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To achieve these goals, my proposed six design principles for using public policy to shift
to a knowledge-intensive ecosystem are:
1. Enhancing the understanding of the problems and solutions in appropriate
directions. This is based upon the premise that the objective of policy analysis is not to find an optimum. There is no perfect answer. Instead, public
policy should focus on identifying reasonable actions and direction in order to
shift the socioeconomic system. One policy area where the need to influence
trajectories of development has become popular is in the concept of smart
specialization.
2. Influencing the discourse and bargaining of democratic politics. In today’s language, that means that stakeholders should be more directly involved in setting
policy objectives and participating in the solutions. An example is the debate over
transportation mobility through such concepts as car-sharing as opposed to individual mobility through car ownership and organized public transportation. As
innovation and entrepreneurship are increasingly conceived of as importance for
societal development, as well as economic growth, then new stakeholders such
as users, students, and groups outside urban power centers will want to influence
the sources and impacts of new types of innovations.
3.

Designing a flexible organizational structure for public policy. The organizational structure should be capable of learning and adjusting behavior and programs
in response to what has been learned. This is a notion underlying the idea of experimental policy and is discussed in other chapters of this report. The three facets
of public capabilities discussed in this chapter – analytical, operational and political – are areas where policy can fine-tune the learning.

4.

Focusing upon developing dynamic capabilities in large firms as well as for entrepreneurs. Instead of the current focus on inputs and output measures, policy
should focus upon measuring whether knowledge, networks and dynamic capabilities are developed, and how they influence later innovations. The extensive
literature on industrial dynamics has indicated the importance of large firms for
stimulating successful entrepreneurial firms within specific sectors.

5.

Developing policies based upon the interlinked nature of modern society.
Public policies today require a mix and interlinked set of interactions between
public and private, firm and government, market and nonmarket, communities
and stakeholders. KI ecosystems focus our attention on dense knowledge networks, not only between firms but also between the public and private spheres.
Sports events in Sweden, such as Vasaloppet or the Gothenburg Horse Show,
are clearly an area characterized by extensive investment in technology, demand and knowledge.
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6.

Elaborating why and how public policy through societal investment in knowledge through science, education and so forth matters for competitiveness.
From this theoretical perspective, the key idea is that societal investment into
science, technology and education – often through universities but also directly
in companies for collaborative research – will greatly affect the national capability
to innovate. For universities, more needs to be understood on how knowledge is
developed through the intertwining of excellent research, teaching and societal
impact within specialized areas.

These six design principles are ways of achieving the long-term goal of creating,
maintaining and diffusing knowledge-intensive ecosystems across the economy and
society.
In summary, these six design principles help focus attention on how to implement
these goals of shifting to KI ecosystems, and there are implications for the latter development of policy capabilities because the ability to change is unevenly distributed
across society. There will be winners and losers – for large companies, entrepreneurs,
universities and even government themselves. Some decision-makers in different types
of organizations will be innovative in the sense that they will change, experiment, and
try new things and succeed. Other actors will resist. Therefore, new interpretations
on the role of public policy are needed that go beyond the notion of market failure to
stimulate more dynamic change, and shift the entrepreneurial ecosystems towards
more productive trajectories.
This chapter therefore ends where it started, but with a better understanding of the
issues at hand:
This is not a story only about the centralized decision-maker, academic entrepreneurship or about high-tech industries. Nor is it a story about the deficiencies of the
university and higher education sector.
During the next decades, knowledge-intensive entrepreneurship will be the decisive type, which will determine the future direction of economic growth and societal
well-being. Public policy can help promote KI ecosystems across sectors – from traditional industries, such as agriculture and manufacturing, to high-tech industries, such
as software and gaming, all the way to service sectors, such as public services, fintech
and sports. Swedish public policy to develop multiple knowledge-intensive ecosystems
is therefore required to help develop our future society.
Why should we develop public policy? What are the exact problems that Sweden
will face in the future? Why is transformation to knowledge-intensive ecosystems
still required?
Not all of the answers are known today given the properties of economic change.
Therefore, an experimental approach to public policy may help to identify possible
alternative future trajectories of development. New external conditions will require
adaptation. Being adaptive is very important and linked to the three types of policy
capabilities identified above. If Sweden does not succeed in adapting to the changing
context and structural transformations, which is required to maintain its position in
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the global context, then there are consequences such as disappearing jobs, declining
productivity, societal unrest, and lower standards of living. Thus, Sweden – and all
countries – cannot opt out of supporting new forms of developing innovation and
entrepreneurship for the future.
Swedish public policy actors must further develop their capabilities to promote KI
ecosystems across economic and societal activities. This is especially important today
in a global economy that is rapidly changing the national context through pressures of
internationalization, digitalization, and changing socioeconomic interactions.
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K APITEL 7

GOVERNANCE AND
GOVERNMENT EXPERIMENTS:
EXAMPLES FROM THE
UNITED STATES AND CHINA
ROGER R. STOUGH, YONGDA YU & XINYAO SUN

1. Introduction
Many countries conduct pilot exercises or experiments to help advise the direction
that is most appropriate for a new program or policy and implementation. Successful
experience of countries varies considerably in the use of government experiments for
new programs and/or policies. Critical parts of the government experiment process
include topic selection, location, politics, design, execution/implementation, and pre
and post evaluation, and decision and adoption of related policy. The U.S. and Chinese
cases are ones where implementation has been relatively successful. This chapter
examines governance and experimental actions and approaches of the U.S. and China
national governments in an effort to uncover factors for the relatively high success
both have experienced and guidance for countries that may have had less success.
There is a large literature on government experiments and factors that have influenced related outcomes as represented by the work of many authors including Berlin
(2001), Bevir (2012), Boeckman (1976), Hellman (2018), Kershaw (2008), Kershaw and
Fair (1976), McCabe (2005), Oakley (1998), Rossi and Lyall (1976), Munnell (1981),
Neubeck and Roach (2014), University of Southern California (2012) and Zellner
and Rossi (1987). Despite this large body of literature, the focus has been primarily
on the nature of the problems that have led to related experimental approaches,
research designs, results and interpretive analysis as to the implications of research
findings for public policy and its implementation. However, the factors that have
limited on the one hand or guided implementation on the other have received little
analytical consideration in the context of U.S. government experimental actions. An
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objective of this chapter is to delve more deeply into implementation barriers and
management.
Governance is a critical variable that influences the conduct of government in
general and experiments and their implementation. Thus, it is important to distinguish
governance from government. Governance may be defined as “all forms of social
coordination and patterns of rule” or more specifically “All processes of governing
whether undertaken by a government, market, or network, whether over a family,
tribe, formula inferred organization, or territory, and whether through laws, norms
power or language”. Another way to view governance is that it “focuses less on the
state and its institutions and more on social practices” (Bevir, 2012, p. 1-2). In short,
governance is the sum total of all forces in a society that guide government planning,
policy and decision-making. In contrast, the role of government is to govern, i.e., act.
In this chapter, no effort is made to define the governance of either the U.S. or China in
an all-inclusive manner, rather the focus is on major societal wide forces of governance
that generally contribute to the making of all major decisions.
There is a need to provide a definition of at least one more term, experiments or
experimentation. The definition of experimentation does not mean just trying new
things but also whether experiments about policies and programs attain expected
outcomes. Concern in this chapter is particularly with the contribution experiments
make toward achieving policy and program goals.
The chapter is organized around several topics. First, the governance models of
the U.S. and China are presented with emphasis on high level and informal aspects.
Next, The U.S. experience with policy experiments to help make policy and program
decisions is presented. The last part of the chapter offers conclusions and some
suggestions.

2. Governance

models :

U.S.

and

China

2.1 THE U.S. CASE

Marty Lipset (1996) in his view of America and its ethos as exceptional compared to
other countries, argues that because of the way it was settled a frontier society was
created that was so thinly populated that settlers needed to be highly self-reliant
because there was often insufficient population in an area to create villages or towns
that would nurture or support cooperative government. He also argues that the
early colonial experience and the revolution against Britain was an expression of this
individual-centric society and served to further cement individualism in the ethos of
Americans. For example, the revolution and the subsequent formation of the United
States may be viewed as an expression ensuring that the new country would never be
ruled by a strong executive branch, e. g. by a king. In short, providing an expression of
the need to ensure the rights of the individual.
The strong belief in individual rights and ability was expressed in the U.S. Constitution
and its Bill of Rights which created a relatively weak government with dual checks and
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balances among the three branches (executive, legislative and judicial) of government
thereby limiting the role and speed of the federal state to act: The authority for running the U.S. Government was also shared with the states whereby the U.S. federal
government was responsible for governing defense and interstate/international
commerce; and responsibility for social welfare of the people, transportation, health,
and education were designated as the responsibility of the individual states. As such,
the U.S. has a weak government that places indirect but ultimately controls on all the
branches of government. In addition to Lipset’s (1996) interpretation of the informal
institutions of governance in the U.S., the French Revolution and its Renaissance
philosophers contributed another institution that has been adopted by the U.S. and
many other countries: “one man one vote”. This aspect of American governance is
important in general and particularly with respect to the China case as the belief that
“one man one vote” creates a method enabling removal of a powerful executive that
has become too self-serving, verses serving the people.
In summary, the U.S. governance at the highest level is defined by institutions
dominated by individualism, weak government and “one man one vote”. This is why
the U.S. is viewed as exceptional by Lipset and others. Below we examine how these
aspects of governance in the U.S. influence its efforts to undertake policy and program
experiments with results that guide implementation and acceptability to the people.
Before that, the China governance case is presented.
2.2 THE CHINESE CASE

Classical scholars in China such as Confucius (Ames and Rosemont, 1998) and Sun
Yat-sen (J.L. Wei et al, 1994) and others argue that the best government is one led by
the smartest and most knowledgeable people in a society. In adopting this argument,
a country must develop a method for identifying the smartest and most able persons
and then how to put them at the head of government. Singapore is perhaps the best
example of a meritocracy form of government today. China may be evolving in this direction due to the historical experience (i.e., the dynasties) and arguments of many of its
highly recognized philosophers. This experience and debate added to recent experience
in China points toward China’s governance model evolving into a meritocracy.
Bell (2015) argues that modern China is evolving into a tri-level governance structure
(Figure 1) that has meritocracy at the top and democracy at the bottom (at the village
and district levels in cities) as much of the political leadership is put in office locally via
elections. Experimentation forms the middle (Figure 1). But how are the most able and
smartest rulers moved to the top of this governance structure? Again, at the lower
levels political leaders are for the most part selected by the people. If these elected
leaders perform successfully they are more likely to be selected by existing leaders at
higher levels to assume elevated positions of political leadership. This moving up process is accomplished at the first stage through elections, i.e., democratically; However,
more senior leaders, who as well began at the local level earlier in their careers, decide
if a village or urban district leader will be asked to take on leadership at a higher level
and so on up to the top, i.e., to a position in the Central Communist Party (CCP).
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Figure 1: David Bell - China Governance Model (2015)

Meritocracy

Experimentation
Democratic Elections

Part of the performance review as a leader progresses to higher levels is based not
only on his/her positional performance but also on performance in training programs
focused on topics such as party loyalty, leadership, global knowledge (economics, military and social welfare) and evolving events/processes such as global climate change,
China Sea power dynamics, etc.). The belief in China is that this process tends to move
the brightest and ablest people in China to the top positions. Further, that this is the
best form of government and governance.
The meritocracy form of government and governments that rely on the “one man
one vote” both have weaknesses. One of Democratic governments’ weakness is that
the existence of too many uninformed voters may make disastrous choices when
voting, leading to weak, relatively limited and uninformed persons being elected to
higher offices.1 Meritocracies, which by definition place the best and brightest in the
highest leadership posts (thus avoiding the weakness of “one man one vote” democracies), also have weaknesses which arise, for example, if the top executive leader
remains in office for relatively long periods of time it becomes more likely that the top
leadership will have been picked by the executive and thus may begin to collude for

1.

This statement is a bit superficial in that four basic flaws have been recognized over and over
again in the political science and political economy literature on this topic: Tyranny of the
majority, of the minority, of the voting community and of the competitive individual (Bell,
2015, p. 21-61). The example above makes a reference to the uninformed voter as part of the
potential tyranny of the voting community.
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their best interests rather than for the peoples’ best interests.2 The reign of Mao and
now of President Xi, who has been given the role of ‘President for Life’ (BBC, 2018)
suggests that self-serving potential for collusion at the top in China may happen. In
summary, the ideal meritocracy will be governed by the best and the brightest in a
society. In this fashion the best and most ideal decisions for the community (people)
will be made. Of course, as with democracies, there is a potential weakness induced
by potential impact of the “uninformed voter”. We now turn to how these high-level
aspects of the governance structure for China and the U.S. and to examine how they
play into efforts to conduct policy and program experiments.

3. U.S. Federal Government Policy
Experiments

and

Program

The U.S. federal government has utilized experiments since the era of the Great
Depression. Then and thereafter until the present time, the majority of focus of these
experiments have been targeted on learning if guaranteed incomes or income maintenance policies and programs improve society and specifically if they eliminate or
reduce the perpetuation of poverty (Neubeck and Roach, 2014). In an effort to bring
more definitive standards to social welfare policy making and related experiments,
the U.S. government created a consortium of federal government agencies (with the
Ford Foundation) called the Manpower Demonstration Research Corporation (MDRC)
in 1947 to learn what does and does not work in the social policy arena and poverty.
The formal name was changed in 2003 to MDRC. The MDRC conducted more than
1,000 government-based experiments with many focused on income maintenance
and related social welfare policy. In the process of these experiments MRDC acquired
considerable experience in conducting social experiments. One aspect of this was concluding that a Random Assignment Research methodology was the most defensible
experimental design, which also became the “gold standard” (MDRC, Zeller and Rossi,
1987).
Four major income maintenance experiments were conducted as part of a mega
scale social experiment. All four were supported by the U.S. federal government. The
four sites were: 1) New Jersey and Pennsylvania between 1968-1972; 2) North Carolina
and Iowa focused on the rural population between 1969-1973; 3) Gary, Indiana focusing on a low-income city with considerable poverty and unemployment conducted
between 1971-1974; and, 4) Seattle and Denver focusing on large city populations conducted between 1971-1982 (Kershaw and Fair, 1976). The focus included the effects of
income maintenance among the sample subjects on family stability, marital stability,
2.

As with the critique of democracies, meritocracies have more potential flaws than the
example discussed. These include: leaders with superior ability are likely to abuse their power;
Political hierarchies may become rigid and limit social mobility; and, it is potentially difficult to
legitimize the system to those outside the power structure (Young, 1958). (Bell, 2015, 21-61).
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economics including labor and employment effects, spending and productivity and
the study’s cost and methodology.
Arnold Zellner and Peter Rossi (1986) provide a critique of the experiments and
raise questions about their findings and results and their reliability as presented in
Munnell (1986). The issues emphasized in their critique are presented in summary
form in the following quote:

Feasibility studies or pilot projects were generally nonexistent. Serious measurement problems were not adequately resolved, design statisticians, survey experts
and other specialists did not play an active enough role in the planning and execution of the experiments. Management and administration procedures were not
completely satisfactory. Policymakers and researchers did not share clearly state
objectives. The experimental designs and the models on which they were based
were frequently inadequate. Finally, the quality of the reporting of results left much
to be desired (Munnell 1986, p. 9).
In the face of these critical themes the results provided both positive and negative
outcomes. Some of social results such as family stability and marital stability had
negative effects, but frivolous spending did not seem to occur nor did the quantity
and quality of labor effects appear to suggest much change. In short, the results were
mixed in general and across the four experiments.
Despite the mixed outcomes, the Nixon Administration planning policy initiative
included a proposal for an income maintenance program. While this helped bring
more of the republican, i.e., the conservative block in support of this program it did
not pass. Coyle and Wildavsky (1986) argue that “the experimental results were hardly
equal to the task of overcoming fundamental cultural disagreements” and the inability
of the Nixon proposal to overcome the refusal of the adherents of these different
cultures to compromise. The results of the Coyle and Wildavsky critical analysis are
supported by others including those who have also examined the scale and scope of
the experiments including Moeckman (1976) and Zellner and Rossi (1986). In short,
politics and deep underlying but conflicting views of voters on the appropriateness of
income maintenance killed the major income maintenance policy proposal in the U.S.
In discussing the lessons learned from the income maintenance experiments,
Richard Nathan (1986) argues in Munnell (1986, p. 20-21) that “Experiments should
be restricted to situations where the politicians are (1) genuinely interested in dealing
with an issue; (2) uncertain about how to do so; and (3) willing to consider the approach
that is the subject of experimentation. The negative income tax did not satisfy these
conditions.”
This discussion has focused on only one type of federal government experiments
in the United States, the Income Maintenance Experiments. There are many of these
that occurred in addition to four often labeled as the New Jersey Income Maintenance
Experiments not only conducted by the MDRC but also by others. It is a huge part of
the legacy of federal experiments. At the same time, federal experiments have been
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conducted in many other areas of federal responsibility. For example, the MDRC has
conducted more than 1,000 studies regarding social policy issues of which many have
been experimental in nature. Overall, much was learned from these experiments such
as trying to satisfy Nathan’s (1986) criteria for successful government experiments in
the social policy arena. Of course, many of these apply for government experiments
in other functional areas. In short, there are many things that must be considered and
guiding, planning and executing government experiments.
The above discussion has failed to bring the earlier discussion on governance into
the analysis. It is, therefore, of importance to refer back to the weak form of government of the U.S. with the separation of powers both vertically and horizontally and the
strong position of the states. Today there are 50 states in the U.S. that constitutionally
have authority over broad parts delivering social services. This milieu enables the
States to undertake their own experiments. As such, there is a long history of the
States experimenting and either succeeding in results that help ensure adoption of
new policy or failing as the income maintenance proposal of the Nixon Administration.
Success, if it makes a big contribution to welfare and is cost effective an becomes of
interest to other States, then they either do more experimenting or simply adopt
what the initial innovating State did. Successful experiments or efforts to follow the
initial adopters tends to drive a diffusion process that spreads the initial experimental
findings across the country via other adopting states. Karch (2007) provides an analysis
of this diffusion process.
What is of interest here is that an experiment can start by in any state. If the results
spread then this experience serves as a validation of the reason for the experimental results. An example of this is the Women’s Suffrage movement which began in
the early part of the 20th century in one of the states located in the northern tier
of American states such as Minnesota, Wisconsin, the Dakotas or Montana. As these
early “adopters” experimented and adopted related policy, giving women the right to
vote, the focus spread to other parts of the United States. As this happened political
support for a national policy spread and eventually was enacted in 1920 as the 19th
Amendment to the U.S. Constitution.
It is interesting that national experiments must always survive post experiment
criticism of the study if they are to gain support and reliability among people,
voters and political leaders. The validity of such experiments rests entirely on the
credibility of the experiment and its result and yet, because of culture and governance aspects, the validity does not provide enough reasons for implementation.
With the other U.S. approach of letting states do the experimenting, then waiting
to see if others adopt, validity comes with broad adoption and thus the decisionmaking behavior of the states gives successful implementation at the national
level! Political debate and decision-making are trumped by results of adoption by
a majority of the States.
So how does this story relate to governance? Such informal and formal institutions as
Individualism linked to weak government institutions and “one man one vote” often
support the failure to adopt positive results from national experiments. However, the
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American States with relatively strong responsibility for social welfare and subnational economic policy, can conduct their own experiments and often use the results
to support enactment of related policies because cultural variance and beliefs and
thus governance is less variable at the smaller state government entities. In short,
involvement of the American States as experimenters provide results that, if positive,
are often copied by other states and when the process involves many states national
policy is easier to enact and often does not require further experimentation at the
national level. The take away for this analysis is: Involve the States.

4. China Federal Government Policy
Experiments

and

Program

China, unlike the U.S., has a much longer history of government experiments, dating
as far back as the dynasties. For example, in the Sui Dynasty in imperial China a local
county official invented a new approach for conducting the local population census
which then spread and was adopted centrally. This early experience with “experimentation” persisted and in the Mao Zedong era in the 1950s “controlled experimentation” was initiated, leading to the creation and adoption of “model villages’ that were
used to experiment and help disseminate positive results (Bell, 2015).
The more recent view of experimentation in China was influenced by John Dewey
and his claim that social experimentation and learning by doing (Dewey, 1938) are
foundational elements for education as well as earlier Confucian ideas of teaching by
example and learning from role models (Ames, 1998). The Central Communist Party
(CCP) leadership later took the Mao Zedong concept of controlled experiments and
added another, called hierarchical experiments, to create a full strategic approach
to policy development and implementation (Hellman, 2008). In this context, a large
underdeveloped country like China can use and promote subnational experiments to
create innovations, and a strong central government can use its power to decide what
innovations are desirable and then promote broader adoption and dissemination (Bell,
2015; Florini et al, 2012; and Hellman, 2008)
Deng Xiaoping became President of China in the late 1970s. His view was that China
needed to change its mission from building the communist state to achieving rapid
economic growth (Bell, 183). Deng unfolded the first stage of this mission with “Opening
Up Policy” adopted in 1978. Central to implementing this policy was economic development experimentation which remained focused on economic development well into the
2000s. The focus of experimentation in China for the past generation or two and earlier
has been quite different than the experience in the U.S. where social policy has been of
greater concern from the depression of the 1930s until much later in the 20th Century.
China’s strong central government leadership structure is evolving toward a political
meritocracy with a strong leadership provided by the Central Communist Party (CCP).
Given strong central government and power, it is somewhat surprising that the early
experiments, for example the establishment of the Special Economic Zones (SEZs) in
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the Pearl River Delta Region in the 1980s, were not engineered and executed solely
by the central government. The SEZs and Shenzhen in particular were jointly designed
experimental trials by the federal government (CCP) and Guangdong Province political
leaders (Zhu, 1996). China learned a great deal from the early economic development
experiments using this collaborative approach and then taking the positive results
of an experiment and channeling them toward adoption in other parts of China. An
example of how the learning from the early special economic zone experiments was
used is Shenzhen, also located in the Pearl River Delta in Guangdong Province.
The goals for the Shenzhen Special Economic Zone were to test several controversial policies including land auctions, allowing fully foreign owned companies, and
labor market liberalization (Zhu, 1996). Shenzhen was a small urban region, with a
population of about thirty thousand, located adjacent Hong Kong in 1979 (Guardian,
2018). Shortly thereafter it was designated a Special Economic Zone (SEZ) (Britannica,
no date). It was organized around export-oriented manufacturing and established as a
free port. Relocation controls were loosened so that people willing to work and migrate from other parts of China were permitted to move to Shenzhen (often with their
families) unlike in other parts of China were migration was not promoted.3
The Shenzhen experiment was highly successful for the goal of creating a large
urban entrepôt (port) urban complex as Shenzhen’s population grew rapidly and
soon had a population of 11 million (circa 2015). Today Shenzhen is a major world
city in terms of population, manufacturing and export goods. All of this happened
in barely one generation or less than 40 years. This example illustrates that experiments carried out by China are large scale and, despite being a strong and highly
centralized government, are usually, if not always, carried out in partnership with
local or provincial governments.
As the SEZ experiments unfolded, ongoing evaluation increasingly showed that the
economic power of Shenzhen and other SEZs were producing major benefits for their
residents and thus improved prosperity via spillovers from growth.4 These benefits
included increasing labor opportunities, high employment rates, increasing income
and wealth; and benefits for owning land and the startup of new companies. The
models tested were somewhat different in each SEZ but generally addressed the basic
and primary goals of economic development. As the evidence mounted, the CCP
3.

4.

The Chinese “Hukou” is the institution and law that provides access to social and educational
services provided by the government. Citizens’ “Hukou” is tied to their residential location.
Thus, when one moves in China their “Hokou” remains their original residence unless special
dispensation is provided which is a rare. So, when a person moves to a new place in China he/
she can only access government, social and educational services at the original residential
location. Few exceptions were made for those who moved to Shenzhen or the other SEZs. The
opening up of Shenzhen for new residents was an unprecedented event (i.e. an experiment);
but one’s “Hukou” did not move with those who moved there. Despite this, many Chinese
people moved to Shenzhen. Later this became a major social policy issue.
This spillover of benefits was general. At the same time there were some issues such as
minority access, e.g., Uighur workers, a minority group from the far West of China, and the
Hukou issue.
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judged and endorsed these experiments as successful and initiated a dissemination
plan. This plan included official announcements, press conferences, and visits and
exchanges with and to other regions in China. As the various social and economic innovations were being adopted, the CCP continued to evaluate the original SEZs as well
as the new applications in other cities. This continuous evaluation process again led
to more results which, when successful, in turn were promoted by the CCP. And left to
“die on the vine” when producing unsuccessful or unacceptable outcomes. One issue
that rose was that these experiments were mostly in the Coastal Provinces which were
the main beneficiaries leading to a growing recognition that large income and other
inequities were growing between the coastal areas and the interior and the West. The
spillovers from the SEZs experiments disseminated more quickly to adjacent places
in China verses the interior and far West regions. Since the early 2000s the CCP has
adopted regulations and policies to accelerate the dissemination of the benefits of the
SEZ experiments to other parts of the country.
These examples show that for cases where a country is large, diverse (ethnically,
socio-economically and geographically), and relatively undeveloped in terms of economy and government institutions, an experimental approach to economic development can be a successful strategy. It appears that such an approach in this context
helps offset problems that can easily arise where a one-size fits all policy experiment
is implemented and backfires upon implementation. Ideally in cases where an experimental strategy and approach produces problem outcomes they should be addressed
incrementally and adjusted accordingly. In short, learning takes place from addressing
problems as they arise and adjusting the experimental design or the goals. With this
approach, learning takes place and serves to design changes that lead to final acceptable outcomes that can spill over to other places/regions more successfully. This is
the approach that China has and is taking when using the experimental approach to
informing and guiding policy adoption and implementation.
It is important to understand how governance has guided the economic development of China. The above discussion has shown how important experimentation has
been for China’s rapid economic growth and development. Moreover, how it has enabled a very powerful central government to govern successfully by setting high level
strategic goals and promoting experimental approaches at the subnational level verses
the national to provide an environment where all can learn and avoid major disasters
at the national level and thus creating threats to the legitimacy of a government.
Recently, since the mid-2000s the focus of China’s experimentation has been on
environmental quality and social welfare policies, e.g., education, health, income gaps
(interior vs. coastal, poor vs. upper-income groups, ethnic diversity). These issues
were not recognized to be urgent and immediate problems before huge success was
achieved in economic development. Today, the national government/subnational
partnership experimental approach that China learned from its successful economic
development is focused on finding policies and implementations that address these
more recent policy issue areas (environmental quality, horizontal and vertical equity,
minority roles) which can easily be attributed to the economic success.
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What are the takeaways from the Chinese analysis? First, the experiments considered were primarily focused on economic development although land ownership and
entrepreneurship opportunities were promoted as part of the Shenzhen SEZ experiment. Since the mid-2000s the focus of policy experiments has shifted to issues other
than economic development. For example, the huge success of the SEZs in coastal
areas created a spatial equity issue with areas to the middle and far west parts of
China and led to policies partly via experimentation to move policies in place to attract
investment (domestic and foreign) to these areas. Various experiments have also been
adopted to enhance minority groups standing in China’s society and economy. At the
same time, many new and old societal issues beg for increased policy attention and
thus experimentation have emerged.
Second, the strong central government of China would suggest that experiments
would be directed and controlled by government. However, the Shenzhen SEZ experiment was a collaboration between Guangzhou Province and the national government.
Thus, even with a strong central government, collaboration between local and national
governments is required to move forward.

5. Conclusions and Some Thoughts
for O ther C ountries

on

Guidelines

The China and the U.S. cases discussed here served to identify both the strengths and
weaknesses of governmental experiments and the relation these have to the type of
governance model. To begin with, the two countries are significantly different where
governance in the U.S., especially the informal aspects, is characterized by a belief in
the supremacy of the rights of the individual and the importance of a weak government
that cannot rapidly make and implement decisions to ensure that it does not misuse
power, and holds the belief that the “one man one vote” concept is the backbone of
the best government. This latter attribute is important because it provides a way to
remove a poor leader or one that is misusing power.
In China the underlying assumptions and beliefs of what constitutes the best
government is that the most able and the brightest should govern. This highlights a
contrast to the U.S. in that China provides minimal rights of the individual because it
is believed that government decisions are the best because the most knowledgeable
people operate the government and therefore will make the best decisions for society.
The process whereby leaders rise to the top of the government in China is primarily
not by elections (except at the lowest levels of government – in the villages and urban
districts in cities). Rather it tends to be by performance over a long period, beginning
at the level of local leadership and then over time as a leader rises to greater levels of
responsibility. Thus, it is by a long period of successful experience and passing many
educational and training programs for governing that government officials rise to positions in the Central Communist Party in China. Naturally, both the Chinese governance
model and the U.S. model have weaknesses. For example, the uninformed voter for
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the U.S. and sustained concentration of power around the President in China can lead
to corruption and collusion among the top leadership.
What are the lessons that can be drawn from this comparative analysis? There
are several. First, there are problems as well as strengths with most if not all types of
governance. We have seen what these are for both the U.S. and China. Second, if the
goal is rapid economic growth or social change then an experimental approach at the
local or subnational level is likely the best approach as it enables relatively rapid testing
and evaluation that can determine successful policies (this holds for both China and
the U.S.). It is of interest to reflect on the rapid economic growth of the U.S. in the late
19th and early 20th centuries. This was a period of rather limited government policy
that enabled the country to avoid labor, financial (the robber barons) and social justice
constraints. That said, considerable policy action to address these issues occurred after
1920. Third, if the goal is not to achieve a goal rapidly, then letting experiments arise at
the local or subnational level like in the U.S. will eventually result, if initially successful,
in broad adoption among subnational governments of the experimental approach thus
validating its success. Fourth, both approaches can produce fruitful results, but one
takes longer than the other. The U.S. approach is a good fit for a governance system
like the U.S. where it is relatively weak and has difficulty making rapid and informed
decisions except in times of extreme crisis, e.g. The Great Depression and World War
II. The China approach may be a hypothetical good fit for developing countries where
development urgency is always present, and failure can be catastrophic leading to
collapse of the government. However, time will tell if China can now address the array
of distributive and environmental issues that have been either caused or stimulated by
successful economic experiments.
The strong emphasis on governance in this chapter is appropriate and useful
because it provides insight into some of the high-level forces that impact decisions
about whether or how to use experiments. Also, it is appropriate because it shows
how governance attributes guide adoption and implementation.
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