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Towards innovation-friendly regulation

Radical innovations and break-through technologies are desperately needed in solving to-
day’s difficult societal challenges, such as those created by climate change or ageing de-
mographics. However, addressing complex societal challenges requires elaborate systemic
planning, determined investments and often also, visionary and brave decisions by the legis-
lators and regulators.

While radical innovation may bring much needed economic benefits and solutions to press-
ing societal challenges, they can also generate new risks and ethical dilemmas. Hence, to-
day’s legislators are faced with difficult questions in trying to foresee an optimal legal frame-
work, which would sufficiently leave space for and encourage new solutions, but at the same
time would ensure safe conditions and fair benefits to everyone.

In light of the above, increased attention is paid to developing innovation-friendly regulatory
approaches and practices. The introduction of European Commission’s Innovation Principle,
as well as several national initiatives (such as regulatory sandboxes and regulation
roadmaps), are good examples of such development.

So far, there has not been a common definition, nor a comprehensive framework to grasp
the different aspects of innovation-friendly regulation approaches and practices. Developing
such framework has been one of the main objectives in Finnish government commissioned
study on “Impacts of regulation on innovation and new markets”." This Policy Brief presents
some first findings and introduces a draft framework for innovation-friendly regulation.

" The study is conducted as part of the Government’s analysis, assessment and research activities by a
consortium of 4FRONT, MDI Public, KPMG, Technopolis Group, Otto Toivanen (Aalto University) and
Tuomas Takalo (Bank of Finland / VATT).

This publication is part of the implementation of the 2019 Government plan for analysis, assessment and research (www.tietokayttoon.fi/en).
The producers of the information are responsible for its content and it does not necessarily represent the views of the Government.
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Purpose of the framework

The purpose of the framework, building on previous literature (see references for key
sources) and expert views, is to structure the key elements, tools, and requirements for im-
plementing innovation-friendly regulation in practice. It is aimed especially for Finnish regu-
lators and government officials working with regulation but can hopefully be useful in other
countries and contexts as well.

The framework — and related approaches and practices — will be further elaborated based
on case studies on best practices. Final report (in Finnish with executive summary in Eng-
lish) is set to be published in March 2020.

Elements of innovation-friendly regulation practices

The framework consists of the following six elements for innovation-friendly regulation
(Figure 1). The elements, described in more detail below, are aligned with the four phases of
regulation processes (initiative, regulatory drafting, enforcement, monitoring and evaluation).

Innovation-friendly agenda setting
Innovation-friendly regulation strategies
Innovation-friendly regulatory processes
Innovation-friendly legislation principles
Innovation-friendly implementation practices
Innovation-friendly monitoring and evaluation
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Figure 1. Elements of innovation-friendly regulation. Source: Authors.

Innovation-friendly agenda setting

Enablers: Skills, competences, resources, high-level mandate, organisational culture, etc.

Regulating new innovations and technologies requires an iterative and collaborative ap-
proach in which, the regulator is not just a passive actor, but rather actively supporting inno-
vation and creating a better understanding and long-term vision for regulatory framework.

Good examples of initiatives towards such anticipatory regulation approaches (as la-
belled by Armstrong 2019) have emerged recently. For example, The Committee for Tech-
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nological Innovation and Ethics (Komet) in Sweden was established in 2018 to help the gov-
ernment to reduce uncertainty surrounding existing regulations and support policy develop-
ment regarding new technologies?. Industry Transformation Roadmaps in Singapore3, in
turn, aim to create a regulatory environment conducive to innovative business models and
promote technology adoption, whereas The New Transport Policy Club (2012-2015)* facili-
tated common understanding of key stakeholders prior to the Finnish transport reform.

Innovation-friendly regulation strategies

A key question for innovation-friendly regulation is to find the most suitable and efficient reg-
ulation strategy, which helps to achieve the policy goals while at the same time, enabling (or
even actively supporting) the development and adoption of new innovations.

Regulatory reforms and legislations can be very efficient and powerful instruments to either
support or constrain innovation and the development of markets. However, sometimes
‘softer’ instruments such as self-regulation or regulation through information can
achieve the same goals more efficiently. Innovation Deals, Green Deals and other voluntary
commitments® are good examples of such strategies.

Innovation-friendly regulation processes

In many cases innovations are developed by actors, who deliberately want to disturb the ex-
isting markets, while incumbent actors may have incentives to preserve the prevailing status
quo. Therefore, for innovation-friendly regulation, it is especially important to ensure broad
and diverse engagement and consultation of different stakeholders, especially non-incum-
bents, as part of the regulation process.

Robust Regulatory Impact Assessments (RIA) are an essential part of all regulation.
While, innovation perspectives have been increasingly integrated into RIA practices (OECD
2018), typically RIAs have been focusing on assessing the impacts of regulation on incum-
bent companies and do not pay attention to the effects on emerging new innovations. Tools
such as The European Commission’s Research and Innovation Tool® can help regulators to
identify and assess the impacts on innovation.

Innovation-friendly regulation principles

Innovations are characterised by long time-horizon, unpredictability, complexity and strong
economic interests. Due to these characteristics, it is very difficult, if not impossible, to as-
sess the impacts of regulation fully in advance. Therefore innovation-friendly regulation
should pay specific attention to the flexibility and adaptability of regulations. In practice,
experimentation clauses or different (technology-neutral) outcome-based regulation prac-
tices can be used to improve the flexibility. (Stewart 2010; Armstrong 2019)

2 The Committee for Technological Innovation and Ethics (Komet), https://www.kometinfo.se/

3 e.g. Financial Services Industry Transformation Roadmap, https://www.mas.gov.sg/development/finan-
cial-services-industry-transformation-roadmap

4 New Transport Policy Club. https://valtioneuvosto.fi/hanke?tunnus=LVM058:00/2012

5 e.g. Green Deals in Netherlands https://www.greendeals.nl/english; Sitoumus2050 in Finland https://si-
toumus2050.fi/

6 Research and Innovation Tool, European Commission. https://ec.europa.eu/info/sites/infoffiles/file_im-
port/better-regulation-toolbox-21_en_0.pdf
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Also, the stringency of the regulation can significantly affect innovation activities. As argued
by Stewart (2010), a gradual increase in the stringency of regulation typically minimizes the
compliance burden on (especially existing) firms but results in incremental innovation and
may even disincentivise innovation activity. Instead, a more radical increase in the strin-
gency is likely to increase the compliance costs, but on the other hand, increase likelihood
for more radical innovations by disrupting the existing markets.

Reducing uncertainty (e.g. by increasing available information) can also increase incen-
tives to invest in the development of new innovations and reduce the probability of ineligible
innovations. In some cases, regulation can also act as a quality certification for certain prod-
ucts. (e.g. Stewart 2010)

Innovation-friendly implementation practices

In addition to general good enforcement practices (e.g. efficient communication of existing
and future regulations, etc.), different innovation-friendly advisory approaches (e.g.
guidelines and advisory services for companies and other innovators) or regulatory sand-
boxes and other real-life testing opportunities (e.g. test labs for autonomous vehicle) can
help companies to adopt their innovations to the regulatory environment and provide regula-
tors valuable information of emerging technologies and their impacts.

Innovation-friendly monitoring, evaluation and learning

Given the uncertain nature of technological development and innovations, the role of sys-
tematic monitoring and ex post assessment practices are even more important. Improving
the ’evaluability’ of regulations (e.g. by introducing controlled trials and experiments)
helps to provide important evidence on how regulations affect innovations and adjust the
regulatory environment accordingly. Understanding ‘what works’ is essential for learning and
iterative reflection of the regulatory framework amid rapid technological development. Ide-
ally, agenda-setting, preparation, implementation and monitoring should be seen as parallel,
rather than sequential and/or separate phases.

Enabling innovation-friendly regulation practices

In addition to the key elements described above, enabling innovation-friendly regulation re-
quires sufficient resources, appropriate skills and competences, willingness and mandate, as
well as supportive organisational culture. Without these enablers, it is likely that innovation-
friendly regulation remains only a theoretical concept.
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Summary of key aspects

To sum up, innovation-friendly regulation can be defined as regulation, which supports the
development and adoption of new innovations by integrating innovation perspective into all
different elements of regulation. Table 1 summarises the key objectives and example prac-
tices for each element of innovation-friendly regulation.

Table 1. Key aspects and example practices of innovation-friendly regulation.

Element Key objectives Example practices
1. Innovation-friendly = ¢ Anticipating proactively regulatory needs for e ‘Future committees & transition
agenda setting emerging industries and innovations arenas’ (e.g. Komet)
e Building shared understanding of opportuni- e Roadmaps for regulating
ties and threats emerging industries
2. Innovation-friendly ¢ Selecting most efficient instrument for achiev- | e Self-regulation practices, volun-
regulation strategies ing policy goals while leveraging innovation tary commitments (e.g. Green
¢ Avoiding unnecessary regulations and re- Deals)
strictions e Regulatory reforms
3. Innovation-friendly = * Ensuring broad and diverse engagement of ¢ Low-threshold engagement
regulatory processes stakeholders (especially outside incumbents) practices
¢ Integrating innovation perspective in ex ante e Support institutions and net-
assessments of all regulations works

e Guidelines and checklists for
regulators (e.g. EC R&l Tool)

4. Innovation-friendly = ¢ Designing flexible and adaptive (technology e Outcome-based regulation
legislation principles neutral) legislation practices;
e Improving the predictability and reducing un- e Experimentation clauses
certainty of regulatory environment
5. Innovation-friendly = ¢ Ensuring efficient compliance and collabora- e Advisory services & guidelines
implementation prac- tion between regulators and innovators for companies
tices e Improving the eligibility of innovations with ¢ Regulatory sandboxes and test
the existing regulations labs
6. Innovation-friendly | ® Improve the evaluability of innovation impacts | ¢ RCTs to assess innovation im-
monitoring and eval- | * Integrate innovation perspectives into moni- pacts
uation toring and ex post evaluation practices ¢ Monitoring and evaluation
frameworks
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Further information:

Vesa Salminen is the COO of 4FRONT Ltd, working mainly with innovation policy, evalua-
tions and impact assessments. Vesa is the project manager in the Impacts of regulation on
innovation and markets research project.

Kimmo Halme is the founder and Managing Director at 4FRONT Ltd. Kimmo has extensive
experience in innovation policy consulting, both on national and EU level. He is the responsi-
ble leader in the Impacts of regulation on innovation and markets research project.

Additional information: www.4front.fi, vesa.salminen@4front.fi, +358 40 1252 370

Impacts of regulation on innovation and markets is
part of the implementation of the 2019 Government
plan for analysis, assessment and research.

Steering group chair:

Kirsti Vilén
Ministry of Economic Affairs and Employment, kirsti.vilen@tem.fi
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