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1 INTRODUCTION

The EU economic recovery from the crisis has been
relatively slow and remains fragile. Kiekarting

the economy and higher growth are necessary to
create jobs and wealth, and esal to get the
public finances of the Member States onto a
sustainable path. The difficult fiscal environment
sets limits to policy action, but robust growth will
reduce the burden of public deficit and debt, in line
with the goals of the Stability ar@rowth Pact

The main drivers of strong economic growth are
competitive firms of all sizes. For this they require
an environment that favours new ideas and new
businesses. This Communication identifies the
following areas as necessary to make significant
progress towards the Europe 2020 goals: (1)
structural changes in the economy; (2) the
innovativeness of industries; (3) sustainability and
resource efficiency; (4) business environment; (5)
the single market; and (6) small and medisized
enterprises.

Rising to these challenges can improve the
competitiveness of European firms both internally
and globally, and the Commission aims to help the
Member States to use their limited resources
smartly in order to increase the (global
competitiveness of their indtries. Addressing
these challenges will improve the growth prospects
of all enterprises, whether industry, services or
socially oriented.

European industry is of critical importance for the

EU as a global economic leader. A competitive
industry can lowercosts and prices, create new

products and improve quality, contributing thus

decisively to wealth creation and productivity

growth throughout the economy. Industry is also
the key source of the innovations required to meet
the societal challenges facingt&U.

As part of the Europe 2020 strategy, the
Commission launched in 2010 an ambitious new
industrial policy that highlighted the actions
needed to strengthen the attractiveness of Europe as
a place for investment and production, including the

http://ec.europa.eu/economy_finance/sgp/index_en.htm
An Integrated Industrial Policy for the Globalisation
Era. Putting Competitiveness and Sustainability at
Centre Stage, COM (2010) 614.
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commitment t o monitor
competitiveness policies. It also outlined a renewed
trade policy.

The fragility of the recovery is reflected in the
sentiment that has worsened across the European
economy. There are clear downside risks stemming
from financial markets, rising energy and raw
materials prices, and the need for budgetary
consolidation. EU labour productivity is now 1.4%
higher, but jobs in industry and industrglated
services are 11% below the 2008 peak. This
average hides great divergence bemvdviember
States. Compared with its major competitors, the
EU relative unit labour costs improved by 12%
since 2008, mainly due to the exchange rate effect.

However, European manufacturing has picked up
better that expected. In the second quarter,
manufactiring production was 5.3% higher than a
year ago although it did not grow from the previous
quarter. Manufacturing output is now some 14%
higher than its trough in early 2009 but still 9%
below its peak in early 2008.

http://ec.europa.eu/economy_finance/db_indicators/
surveys/index_en.htm
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This Communication is a new yearly initiative that
looks specifically at the competitiveness of the
Member States, based on the&uropean
Competitiveness Report 2014nd the Member
Statesd Compet i tand Rolicies s

Report It will contribute to the evaluation of the
Member States under the broader framework of the
European semester and Europe 2026re detailed
analysis and EU actions are laid down in the
Baecunferdsraccampanging this Communication.



2 |MPROVING INDUSTRIAL COMPETITIVENESS

2.1 Industrial change

Looking backat the longer-term changesin the
industrial structures of the Member States in 1999
2007, industries have followed different paths
towards higher technology or higher skills
indudries that tend to have higher productivity
growth and their prices have suffered less from
global competition. For analytical purposes the
industrial structures of the Member States can be
looked at based on similarities in character and
trade trends, dibugh this can still mask substantial
differences within each group.

In the first group of countries (G1), the industrial
structure is dominated by technologically advanced
sectors. A key development in this period has been
that the specialisation of thigroup in technology
driven industries and sectors with high innovation
or high education intensity increased further. The
countries in this group are Austria, Belgium,
Denmark, Finland, France, Germany, Ireland,
Netherlands, Sweden and the United Kingd®ime
value added contribution of industry varies from
10.6% in France to 24.2% in Ireland.

The second group(G2) includes countries with
industry specialisation in less technologically
advanced sectors, despite the presence of some
highly competitive industes. The prevalence of
labour intensive industries, low innovation and
relatively low knowledge intensity lead to fewer
high-growth firms, at least compared to the first
group of countries. The countries in this group are
Cyprus, Greece, lItaly, Luxemboyrgortugal and
Spain, with industry value added varying from
6.5% in Luxembourg to 16.1% in Italy.

The third group (G3) comprises countries that are
catching up in terms of GDP per capita, and whose
trade specialisation is in highnovation intensity
secors and technologdriven industries. They have
achieved a structural change from laboensive
industries towards technologlriven industries on
both production and trade. The group consists of
the Czech Republic, Hungary, Malta, Poland,
Slovakia andSlovenia, with industry value added
between 13.3% and 23.6% of the total.

The fourth group (G4) of countries are those that
are catching up, but with trade specialisation in
technologically less advanced sectors. These
countries resemble those of the set@roup with
which it also shares the trend towards sectors with
higher educational intensity. However, a major
difference is the much stronger than average

presence of higigrowth firms in this group, and the
large increase in industry and trade spesaaion in
technologydriven industries. This group consists of
Bulgaria, Estonia, Latvia, Lithuania and Romania,
with industry value added between 9.9% and
22.4%.

Within each group of countries there are
competitive industries and growing firms. To boost
competitiveness it is necessary to move towards
innovative, knowledgdased sectors, decisive
actions to facilitate change by improving product
market regulation, supporting innovation and
investing in education and training throughout the
lifecycle are neessary.

2.2 Innovative industry

Research and innovation drive productivity growth
and industrial competitiveness. New technologies
make it possible to produce commercially at ever
smaller volumes and advanced materials, -low
carbon technologies, biotecHaogy and
nanotechnology are changing the nature of
competitive advantage. EU industry must accelerate
its efforts to adopt these technologies to keep its
competitive edge in the world.

The recent report on Key Enabling Technologies
highlighted the need ot invest in industrial
innovation to bridge the gap between basic
research and markets An integrated approach to
bringing new products and services to the market
should include support for demonstration projects
and pilot test facilities as well as spécifmeasures

in terms of state aid, regional cohesion and trade
policies. Incentives are needed for researchers at
universities to commercialise their research and to
collaborate with industry. Customer needs and
market potential should be considered fréwa start

of research and innovation funding, and potential
outside investors should be brought in early.
Support for the development of more innovation
friendly markets can be achieved through demand
side measures, such as smart regulation, customer
information, standardisation or increased public
procurement of innovative solutions.

All  this requires additional skills and
competence®.g. in marketing and management. In
general, an entrepreneurial and bettained
workforce contributes to productivityrgwth, but

4 http://ec.europa.eu/enterprise/sestict/files/

kets/hlg_report_final_en.pdf
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the Member States have made only variable
progress in investing in human capital. A particular
problem is that although EU unemployment
continues to be relatively high, some firms are
facing increasing difficulties in recruiting qualified

staff.

Although many Members States have taken steps to
intensify their support for research and innovation,
to ensure the most efficient use of limited resources
they shouldreduce the fragmentation of support
schemes Widely used measures include loan
schemesfor technology investments, access to
funding for key enabling technologies and grants
for technology upgrading (Germany, France,
Sweden, ltaly, Portugal, Slovenia). Some have set
up innovation support services and backed the
emergence of clusters (DenmaFtance, Germany,
Poland, Sweden, Belgium).

However, there is little alignment of investments
between Member States for supporting the uptake
of innovative technologies. greater coordination

and pooling of national resourceswould allow
mobilising themaround common goals and provide
improved innovation capacities and appropriate
critical mass of funding, increasing the efficiency
and effectiveness of investments. Large scale
demonstration projects and pilot test facilities
located around Europe (e.g. the context of the
European Innovation Partnerships or the Strategic
Energy Technology Plan) could help companies to
test and create prototypes quicker. Time to market
of new products and services could be considerably
shortened by enhanced transnationabperation
between clusters and networks, and improved
knowledge of manufacturing capabilities.

A modern intellectual property regime will protect
the initial innovator without hampering further
developments of existing ideas. The unitary EU
patent curretly being negotiated among Member
States will significantly improve the framework
while reducing costs for patent applicants.

Competitiveness would be strengthened by:

e Pooling scarce resources to help to achi
critical mass in bringing innovation to eh
market; and by increasing cooperation
innovation to create large sca
demonstration projects and pilot te
facilities, for example using the model of t
European Strategy Forum on Resea
Infrastructures (ESFRI).

Proposal for a Regulation of the European Parliament
and of the Council implementing enhanced cooperation
in the area of the creation of unitary patent protection.
COM(2011) 215 final13.4.2011.

e Reducing the fragmentation of invetion
support systems, facilitating bringin
innovative solutions to the market, al
increasing the market focus of resea
projects. Denmark and Austria ha
successfully reduced the fragmentation &
the United Kingdom has schemes to br
innovative slutions to the market.

2.3  Sustainable industry

A transition towards a sustainable, resource
efficient and low carbon economy is paramount for
maintaining the longerm competitiveness of
European industriesDuring the last decade the
economies of manyMember States have grown
without an increase in energy consumption, while
in others the increase has been less pronounced than
expected. In particular, the new Member States are
catching up fast, despite their different starting
points.

Overall, Member ftes have made significant
progress in defining and implementing consistent
national legislative frameworks for stimulating
energy efficiency. However, some lack the
experience and the administrative capacity to do
this and so, for these countries the freework
legislation at the EU level can provide guidance and
support.

In spite of the progress made, rising world market
prices for energy and national distortions have been
reflected in higher prices for enterprises, in
particular for SMEs. The energy angsource
intensive process industries such as metals,
chemicals, and paper and pulp face specific
challenges.In order to facilitate the traft®on
towards more sustainable ways of productioa
coherent and effective mix of policies could include
measure to support research, innovation, resource
efficiency and deployment of cleaner technologies,
especially in process industries.

Member States have designed support schemes for
improving the energy efficiency of industry, in
most cases accompanied by gyeaudit schemes
(Austria, Belgium, Bulgaria, Czech Republic,
Finland, Germany, Portugal, Slovakia), or have
pursued voluntary agreements with industries
(Denmark, Greece, Netherlands, Slovenia, UK).
The Strategic Energy Technology Plaseeks to
accelerat the development of low carbon energy
technologies and to bring them more quickly to the
market. Some positive developments concern
targeted interventions for supporting energy

6 http://ec.europa.eu/energy/technology/set_plan/

set_plan_en.htm
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performance by SMEs (Greece, Ireland, Lithuania)
although more could be done.

Access to nofenergy, noragricultural raw
materials is another essential factor for the
competitiveness of EU industry. The high and
fluctuating prices for these raw materials, and their
location mostly outside the EU poses risks to many
firms and both e EU and the Member Statés
complementing EU's external policids should
design policies that address the scarcity of primary
raw materials by exploiting European resources in a
sustainable way; supporting research and
innovation with the aim of genemg alternative
solutions; increasing resource efficiency; and
promoting better recycling techniques on a wider
scale, including for valuable materials used in small
quantities.

The further integration of environmental and social
issues into business optoms and strategy is
increasingly important to the competitiveness of
European industry. The Roadmap to a Resource
Efficient Europé contains a set of actions at EU
level and recommendations for Member State
action to tackle the unsustainable use of recses)

Competitiveness would be strengthened by:

e Favouring energy and raw mater
efficiency and promoting innovation ar
deployment of cleaner technologies alg
value chains with the use of lotgrm
incentives that encourage market creat
and facilitae the participation of SMEs i
these processes. As outlined above, m
Member States have made considerg
progress with these issues.

e Ensure fair and undistorted pricing
energy, and continue to work on upgradi
and interconnecting energy distrilori
networks.

Developing  social entrepreneurship,  social
businesses and the social economy is another
important tool for strengthening the

competitiveness and the sustainability of the

European industry.

The social economy employs over 11 million
people n the EU, accounting for & of total
employmerit and approximately one in four

businesses founded in Europe is a social enterprise.

This figure rises to one in three in Belgium, Finland

Communication "Roadmap to a Resource Efficient
Europe",COM(2011) 571 final, 20.09.2011

CIRIEC 'The Social economyithe European Union'
page 48

and Francké These companies are often highly
productive and compeitie, due to the very high
level of personal commitment on the part of their
employees and the better working conditions that
they providé®.

In order to reinforce a 'highly competitive social
market economy’, the Commission has placed the
social economy, axial responsibility and social
innovation at the heart of its concerns for new
solutions to a more sustainable economy, under the
Europe 2020 stratedy the flagship initiative ‘The
Innovation Uniort?, the European Platform against
Poverty and Social Exgsior® and the 'Single
Market Act** (SMA).

The public consultation for the SMArevealed a
high level of interest in the capacity of social
enterprises and the social economy in general to
provide innovative responses to the current
economic and social chenges by developing
sustainable jobs.

The Commission is therefore willing to launch an
important debate on means to develop this new kind
of economy and a first step will be achieved in
some weeks with the Social Business Initiative
Communication and the Corporate Social
Responsibility Communication which will present
key actions for promoting social business.

Competitiveness would be strengthened by:

e Favouring and promoting soci
entrepreneurship in Europe, in particular
enhancing its public profiland its access t
public and private finance (especia
through Social investment Funds).

Global entrepreneurship Monitor, Executive report 2009
For example, in France, absence due to sickness is
significantly less than in companies in general: 5.5% as
opposed to 22%, 'Absence from work for health reasons
in the social economy', Chorum, April 2011,
http://www.cides.chorum.fr

Europe 2020i A strategy for smart, sustainable and
inclusive growth, COM(2010) 2020

Communication on the Innovation Union COM(2010)
546 final 6 October 2010

Communication on the 'European Platform against
Poverty and Social Exclusion: a European framework
for social and territorial cohesion' COM(2010) 758 final
of 16 December 2010

'SMA i Twelve levers to boost growth and strengthen
confidence', COM(2011) 206 final of 13 April 2011
http://ec.europa.eu/internal_market/smact/
consultations/2011/debate/index_en.htm
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3 TOWARDS A MORE BUSINESSFRIENDLY EUROPE

3.1  Business environment

An open, efficient and competitive business
environment is a crucial catalyst for growth in a
global context. Improving the business environment
covers policies in areas ranging from improving
infrastructure to shortening the time needed to
obtain a building license.

While all Member States have adopted national
targets forreducing administrative burden, not

all of them have made progress in measuring the
current burden or proceeded to cut it. In 18 Member
States impact assessments for new legislative
proposals are mandatory, albeit not all of them
comply with the requirement, and impact

assessm@s are not always comprehensive in terms
of economic, social and environmental aspects,
limiting their effectiveness.

The high quality and availability ahfrastructure
(energy, transport, and broadband) make an
important contribution to a businekgendly
environment. Given that improving the transport
infrastructure is a major challenge especially in the
new Member States, significant investments for
rebuilding and modernisation should continue,
including with the support of Structural Funds and
the Gnnecting Europe Facility.

Businesses needraodern public administration,

able to deliver efficient and high quality public
services. Reforms should emphasisgogernment
initiatives like unified service centres for the public,
shared networks and dataentres. Many -
government initiatives also allow enterprises to
spend less time on administrative procedures and
devote more resources to business opportunities. E
procurement must in this regard be promoted to the
widest extent possible. Making availableell-
performing onestopshops (secalled "Points of
Single Contact") to businesses seeking to operate
across borders is also key to saving time and
resources, and to reduce the room for corruption.
While considerable progress has been made, there
is still room for improvement.

An important area providing scope for
improvement is theaxation of businesses. While
the overall effective corporate tax rate and the
balance of taxes on labquas opposed to resource
use are issues where further reflection iseded at
the EU and Member State levels, the reduction of
compliance burden deriving from taxation can
greatly improve the business environment. This
implies increasing transparency and reducing the
complexities of tax codes and compliance

10

regulations, simiifying payment procedures,
including through the use of-government, and
ensuring the stability of taxation legislation. The
Commission proposal on a Common Consolidated
Corporate Tax Base is an important step forward.

Competitiveness would be strengttesl by:

e Reducing the administrative burden
businesses by evaluating the current bur
(including that due to the tax code) a
rapidly reducing burdens to targets. H
example, the Netherlands has been a pio
in measuring and evaluating the redomtof
administrative burden and in settir
ambitious targets, resulting in a globa
recognised efficiency.

e Promoting competition among servi
providers that use the infrastructures
broadband, energy and transport.

3.2  Promoting industry and services
Services are the largest part of the EU economy and
their integration with manufacturing has grown as
specialised services are used to manage the
production and product distribution processes.
Manufacturing firms have started to offer services
packagedwith products and service providers use
complementary products and integrate
manufacturing within their value chain.

Service innovations that address customer needs
can transform value chains, sectors and markets
irrespective of whether they come from\see or
manufacturing firms. The importance béisiness
related services is growing as a source of
innovation, new technology and improved
performance. These services have become
integrated in the value chains of other industries by
means of intermediate onsumption, knowledge
production and technology flows, which represents
an opportunity for the European manufacturing
sector to open up new markets and find new
sources of revenue around their products.

16 Proposal for a council Dintive on a Common

Consolidated Corporate Tax Base (CCCTB), COM
(2011)121 of 16.03.2011.
http://www.europennova.eu/web/guest/innovatién-
services/expefpanel/about

17
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The Single Market could contribute more to
growth if all the European legislation currently in
force was fully implemented by all Member States.
The goal is to put an end to market fragmentation
and to eliminate barriers to the movement of goods,
services, innovation and creativity as noted in the
Single Maket Act!® The proposed Regulation on
European Standardisatirhas extended European
standards setting to the services sector to reduce
multiple and conflicting national standards.

Intra-EU trade in services lacks dynamism as it
represents only on#ifth of total intraEU trade.
Since 2004, trade in services between the EU and
the rest of the world has been growing faster than
intraEU trade. The implementation of the Services
Directive”® has been a critical milestone, although

the recent mutual evaluation rques$® has
identified a number of areas that still need
improvement.

Competitiveness would be strengthened by:

e Developing support for innovative servic
based on measureable outcomes; and
participating in the Innovation Partnershi
and in largescak demonstration projects.

e Fully implementing the Single Marke
legislation, in particular the Service
Directive and promoting business servic
Malta is leading in transposing Sing
Market legislation with only two directive
awaiting transposition.

3.3 Small and mediumsized

enterprises

To fully unleash the potential of small and medium
sized enterprises requires coherent actions across
the EU in line with the SBA Review
Communicatiorf> Large, exporting enterprises
have been in the forefront of thecovery, but many
SMEs still face lack of demand because of time
lags, but also because of difficulties in accessing
finance and export markets. Among higtowth

18 Single Market Act. Twelve levers to boost growth and

strengthen confidence'Working together to create new
growth", COM(2011) 206 final, 13.4.2011.

Proposal for a regulation of the European Parliament
and of the Council, COM(2011) 315 fin@1.06.2011

0 Directive 2006/123/EC of the European Parliament and
of the Council of 12 December 2006 on services in the
internal market.
ATowards a
services i building on the results of the mutual
evaluation proces of t he
COM(2011) 20 final, 27.1.2011.
Review of t he
COM(2011)78/3, 23.02.2011.

19
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functioning

firms, as measured by employment expansion rates,
small firms exhibit higher net job creatiamates
than larger ones. Highgrowth firms are found in all
industries and in all regions, and tend to be
innovative.

The tightening of credit conditions during the crisis
has madeccess to financalifficult, especially for
SMEs. In response, many Memb&tates have
adopted corrective measures such as increasing the
capacity of loan guarantee schemes, investing in
equity funds and microcredit programmes, and
facilitating bank lending through advantageous loan
conditions or credit mediators. As accessinarice
continues to be difficult, further efforts should be
made to facilitate the availability of appropriate
forms of finance, including loans, equity and their
combinations. In addition, the development of
specialised finance providers for small busssss
including sociallyoriented firms, should be
encouraged. As mentioned in the Single Market
Act®, the Commission will adopt before the end of
this year a legislative instrument to facilitate the
development of Social Investment Funds in the
European Uion.

Trade promotion by Member States improves the
global presence of European firms and most
Member States support tih@ernationalisation of
SMEs, providing finance, information and support
on market access and regulation. SMEs that use
these servicesra relatively satisfied, although only
27 % of internationalised SMEs said that they were
aware of existing public support measures afd 7
actually used them. These results suggest that the
awareness and accessibility of public support could
be further inproved.

The average payment delaygan be very long in
some Member States, threatening the survival of
small firms. The situation has not improved during
the last year, and has even deteriorated in some
Member States for payments from public
administratios (Czech Republic, Greece, Cyprus,
Hungary, Austria, Slovakia). The late payment
directive® requires payments by public authorities
to be processed within 30 days. Meeting this
objective will be a challenge for many Member
States, but in particular for Gree, Spain, Italy and
Portugal.

Single Mar ket for

Services?®

D Kay action of leve08,0n Social entrepreneurship

2 Directive 2011/7/EU of the European Parliament and of

Bus i nes sthe Bauncibof 16 &ebruarly 201D pnecombating late

payment in commercial transactions (recast).



Competitiveness would be strengthened by:

e Facilitating the growth of SMEs by ensuri
that regulations do not pose obstacles
expansion; by favouring access
appropriate finance; and by providirn
support services forcaessing new market
and publicising these.

e Ensuring that public administrations redy
payment times and adhere strictly to the L
Payments Directive.

4 CONCLUSIONS

This Communication has argued that to achieve
sustainable growth and to kidtart tle economy
requires coherent and coordinated industrial
policies from the Member States as well as deep
structural changes. A considerable impact can be
had by facilitating change, enabling innovation,
promoting sustainability, improving the business
environment and benefiting from the single market.
The implementation of these policies should be a
priority in national capitals as it isn the
Commission.

A greater coordination of policies at national level
can leverage scarce funds to foster innovation and
growth in times of budgetary austerity. At EU level,

t he Commi ssi onos propos
Financial FrameworR has been designed to
prioritise these objectives, strengthening the
capacity of the EU to invest in industrial innovation
by reducing fagmentation, simplifying rules for
beneficiaries and increasing the focus on bringing
innovation to the market.

A Budget for Europe 2020, COM(2011) 500 final.

The Commission will strengthen its support for the
Me mber States®o efforts
Europe 2020, based on a coherent approach to
monitoring progress over time, and providing the
necessary forum for identifying good practices.

The Commission will:

e Strengthen the coordination of Memb
States6 industrial
monitoring  growthenhancing  structurg
improvements tcachieve the targets of th
Europe 2020 strategy.

e By thefirst quarter of 2012 provide a forut
for identifying and discussing good practic
in promoting growth through industri
policies.




1 [INTRODUCTION

The recovery of the EU industry from the crisis
remains fragile. At the same time, many structural
challengesstill need to be addressed in order to
safeguard its international competitiveness. These
include weakesses in the creation and exploitation
of knowledge, improvement in the business
environment, and raising the ability of industry to
adjust to challenges such as demographic change,
globalisation and climate change. A large part of
the policy instrumentwhich can improve industrial
competitiveness are national, and the success of EU
industry critically depends on national action. At
the same time, important initiatives at the EU level
are also necessary to complement national actions.

The competitivenessof European industry in
international product and services markets is

Commission staff working document

revealed by its rising global market share over the
last decade and by some favourable dynamics
regarding its trade specialisation, such as increasing
reliance on exports by technologgriven and
capital intensive industries. Nevertheless, this
encouraging performance masks a variety of
developments at national level, many of which are
not reassuring. Also, studies on the international
competitiveness position of the Member States and
their attractiveness as a location for foreign direct
investment suggest that the international
competitiveness of the EU may be eroding, a
consequence of falling behind in the race for
gaining market share through price and cost
advantages(seebelow), innovation and ultimately
productivity growth.

FIGURE 1. Competitiveness Index (based on unit labour costs)
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Over the period 200Q007, the cost
competitiveness ofthe 27 EU Member States
eroded by more thar25%, largely due to the
movements of the exchange rate of ¢weoagainst
the currencies of the 36 partner countries under
consideration. The drop in the exchange rate after
2007 has brought about an improvement in the EU
position in terms of cost compgtieness. From an
aggregate point of view, unit labour costs in EU 27
only grew slightly faster than for the 36 trading
partners (+3%higher over 20002010). However,

as presented in the individual country chapters of
this report, the situation varies cagerably across
Member Stateswith a few countries (including
Germany, Austria, Poland, Sweden and the UK)
having experienced a gain in external cost
competitiveness.

Nations charactesed by strong and sustained
productivity growth are able to gain @rhational
market share and improve their standard of living;
those nations experiencing comparatively poor
productivity growth are unable to gain and sustain a
competitive advantage internationally.

The present report focuses on the measures
Member Stats have carriedout to improve their

competitiveness, and assesses their performance

with respect to a number of key framework
conditions. The main policy areas covered are
industrial innovation, sustainability of industry, the
business environment, entrepeurship and SMEs.
The report derives from Article 173 of the Treaty
on industry and forms part of the Europe 2020
frameworK’, specifically of the flagship initiative
iAn Industrial Polic% f
Implementation of the flagship irgtiive is on track
and the Commission has already adopted, notably,

% Cost competitiveness is measured as the inverse ratio

of annual unit labour costs in aggregate EU 27
(labour compensatioper unit of output) to annual
unit labour costs in the 36 main trading partner
countries of EU 27. Unit labour costs are calculated
with a common currency using the average annual
exchange rate of the EURO against the currencies of
the trading partners ¢minal effective exchange rate

i see part 5 under "Foreign trade indicators").

Article 173 of Treaty on the Functioning of the
European Union (TFEU)
and the Member States shall ensure that the
conditions necessary for the cpeatitiveness of the
Union's industry exist.o
number of objectives to this end, such as speeding up
the adjustment of industry to structural changes, a
favourable business environment, particularly for
SMEs, and fostering ber exploitation of the
industrial potential of policies of innovation, research
and technological development. The Commission is
invited to take any useful initiative to promote-co
ordination, in particular initiatives aiming at the
establishment of guidiees and indicators, the
organisation of exchanges of best practice, and the
preparation of the necessary elements for periodic
monitoring and evaluation.

2 COM(2010) 614 of 28 October 2010.
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the commodities and raw materials stratégshe
Small Business Act Reviel and the
Standardisation packatje The policy areas which
are covered in this report are also ingredients of the
Broad Economic Policy Guidelin&swhich, in the
relevant parts, call for improving the business and
consumer environment, and for modernising and
developing the industrial base in orderitaprove

the functioning of the internal market.

This report contaia a horizontal part focusing on
structural change (section 2) and an overview of
progress by broad policy area (section 3), followed
by country chapters presenting national
performance and policy developments in the same
policy areas.The Annexprovides deails on the
indicators and industry classifications used as well
as the data used in the preparation of the various
graphs.

he Globalisation Erabo

t hat A[lt]he Union

173 further specifies a

2 COM(2011) 25 of 2 February 2011.

%0 COM(2011) 78 of 23 Febrmpa2011.

s COM(2011) 311 and COM(2011)315 of 1 June 2011.
Council Recommendation of 13 July 2010

(2010/410/EU) on broad guidelines for the economic
policies of the Member States and of the Union.



Box 1: The Implementation of the Industrial Policy Flagship

The Europe 2020 flagship initiaftorvet hoen GilAonb all

ambitious action plan with more than 70 key actions. It has been well received by the EU institatidmsajor
stakeholders. In the first year following its adoption, the Commission has been vigorously pi
implemenétion of the proposed actions. Here are some of the highlights of the progress achieved so far.

The Competitiveness proofingprocess has been launched as a part of the impact assessment process tq
reinforced analysis of the impact on competitivenef new policy proposals. Commission services have
working on the methodology to put this commitment into practice. Competitiveness is now increasing|l
into account in Commission impact assessments. This has notably been the case for Haspoopbanks
capital requirements ("CRD IV") and their impact on access to credit for companies.

The Small Business Act for Europewas reviewed in February 20%1and related followup actions, such as
new strategy to support internationalisation of SMiBould be adopted before the end of the year.

An Action Plan for SME access to financewill also be adopted before the end of the year. SME Acce
finance has been established as a major priority in the dedicated programme for industrial conesstiting
SM%S to be proposed by the Commission in the framework of the Multiannual Financial Framework fo
2020°.

The Single Market Act was adopted in April 2024 It contains twelve priority actions to relaunch the sin
market aiming at favourindneé revival of a strong industrial economy in Europe.

In the area ofndustrial innovation, the High-Level Group on Key Enabling Technologies presented its {
report in June 2011 with concrete recommendations on development and deployment of thetegteghn
The Commission has included a major increase in investments in current and future enabling and i
technologies and services in its proposals for the futiargzon 2020 programme for research and innovatiq
The Commission also proposetune a major modernisation of #eeropean standardisation systenf.

On theglobal dimension of industrial policy, a new trade policy agenda was put in place in November
and is currently being implemented. It ensures a more focused and incislgeabathst trade and investme
barriers in major partner economies to assure a global level plfigidgfor European companié€$.On
international dialogue, the Commission has made steps towards mutually beneficial cooperation w|
countries, suclas the Mediterranean neighbours, Latin American countries and the African Union to in
market access for European products.

Concerningsector-specific initiatives, the Commission has presented a strategy for space {johiefaunched
the CARS21 proces and continued its efforts to address concerns of eriatggsive industries, in particulz
through initiating the Sustainable Industry Low Carbon Scheme (SILC) and by promotingpwltcarbon
production technologies.
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Committee opinion of 4 May 2011.

COM(2011)78 of 23 February 2011.

COM(2011)500 of 29 June 2011.

COM(2011)206 of 13 April 2011.
http://ec.europa.eu/enterprise/sectors/ict/key_technologies/kets_high_level_group en.htm
COM(2011)311 and COM(2011)315 of 1 June 2011.

COM(2011)114 of 10 March 2011.

COM(2011)152 of 4 April 211.

First meeting of the relaunched High Level Group on 10 November 2010.

34
35
36
37
38
39
40
41

Council conclusions of 10 December 2010; Europeatiafaent resolution of 9 March 2011, European Economic and Social
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2 STRUCTURAL CHANGE AND THE COMPETITIVENESS OF EU MEMBER STATES

2.1 Introduction

Structural change is the lostgrm evolution of an
economy stimulated by secular trends in income
and wealth, technology, innovation and preferences
or it can be initiated by changes in economic and
other poliges. Structural change is typically
manifest by changes in the composition of national
output over time. Thé&key featuresof a structural
change are the secular decline in the share of
primary production (agriculture, fishing and
mining); a rise and thentabilisation in the share of
the manufacturing sectorand the increasing
domination of modern industrial economies by
services sectors. However, the nature of sector
shifts and the secular transition to services
dominated economies reflect changes in
competitiveness. As successful enterprises grow
and take advantage of market opportunities,
technology and innovation, it is inevitable that they
will also experience changes in their domestic and
international market shares over time.

This section highlightssome of the shifts of
production and trade shares between sectors based
on a detailed study of structural change in thé’EU

It analyses four country groupings based upon
similarities in terms of industrial structurdhe
criteria used for these groupingee GDP per
capita, R&D intensity (including the R&D intensity

of inputs) and a range of industry and trade
specialisation indicators. These grotizse:

e Group 1: Countries with higher
GDP/person than the EU average, with
specialisation in technologicallgdvanced

sectors: Austria, Belgium, Denmark,
Finland, France, Germany, Ireland,
Netherlands, Sweden, United Kingdom.
e Group 2: Countries with higher

GDP/person than the EU average, with
specialisation in less technologically
advanced sectors: Cyprus, Greetmly,
Luxembourg, Portugal, Spain.

e Group 3: Countries with Ilower
GDP/person than the EU average, with
trade specialisation in technologically

advanced sectors: Czech Republic,
Hungary, Malta, Poland, Slovakia,
Slovenia.

e Group 4: Countries with lower

GDP/person than the EU average, with

42 Detailed results will be included in a forthcoming

study "Structural change and the competitiveness of
EU Member Statésunder preparation by WIFO.
Group averages are ighted by the relative
importance of countries within the EU.
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specialisation in less technologically
advanced sectors: Bulgaria, Estonia,
Latvia, Lithuania, Romania.

The four country groups display a hierarchy in
terms of GDP per capita. Income levels correlate
closely with economic structure. Shares of
agriculture are lowest in group 1, the wealthier
group, and highest in group 4, the less wealthy
group; shares of manufacturing are lower in the
higher income countries (group 1 and 2) than in the
lower income countries (group 3 and #hile for
services, both market and (other) public services,
shares are in reversed order, consistent with
longstanding accounts of structural change as
economies develop.

In this presentatiorthe focusis on indicator$* of
relative value added shaf@®kVA) and revealed
comparative advantage (RCA) for hitgchnology
industries and higleducation sectors, as well as
indicators of world market share and international
trade prices. Highechnology industries and high
skill industries are important becauey tend to
have higher productivity growth. Moreover, they
tend to be less exposed to international competition,
since they face weaker pribased competition
from the emerging economies than traditional
labour intensive industries.

Since strong cyatial effect dominate the pe2007
data, for the analysis of structural change this report
concentrates on data up to 2007.

2.2 Structural change inthe European
Union

2.2.1 Industry and structural

change

specialisation

Structural change is generally a slow procshsre
substantial movements may take several decades to
occur. Examining the changes in industrial structure
in the period 1992007, industries have followed
different paths towards higher technology or higher
skills base. Changes in the production shafe
different sectors in national income mayimfately
lead to sector speciadison and could also result in
improving competitivenessSimilarly, firm-level
specialition and changes in the sector
composition of output may also be a reflection of
improving competitiveness, especially if firms
upgrade their capabilitiesand intangibles by
absorbing or developing new technologies or
production routines, or if new, more innovative

4 See the Annex for a summary presentation and Table

A for detalils.



firms enter a sector. In general, a predominantly
less advanced country migplay a key role in the
production of technologically advancetbducts as

a result of specialagion and of the geographical
disaggregation of production. The data should,
therefore, be interpreted with caution when making
judgements about industrial stture and the level
of economic development.

FIGURE 2 compares the change and the level of
relative valued added (RVA) in technoledyiven
industries. The 2007 level of thelative valued
added is shown on the horizontal axis and its
change relative tal999 is on the vertical axis.
Countries can be in one of four areas, as shown in
Figure 2: i) high and improving level and change
values above the EU average, in the top right of the
figure; i) high and declining levels above the EU
average and chaag below the EU average, in the
bottom right of the figure; iii) weak and improving

i meaning levels below the EU average and
changes below the EU average, in the top left of the
figure; and finally, iv) weak and declining

meaning level and change valubslow the EU
average (bottom left of figure).

Group 1 is in the strong and improving area, which
means that the share of technology driven industries
is high and increasing. Countries in groups 3 and 4
are also improving, but from a weaker position,
indicating a catching up path. On the other hand
the share of technologyriven industries seems to
be declining in group 2, from an already low level.
The level of group 3 is above the one of groups 2
and 4. Finland and Germarave improved most
and the Neherlands, Spain, Austria and Sweden
havelost most.

For countries specialised in labeutensive
industries (as opposed to those specialised in more
technologydriven industries), competitiveness can
be improved by shifting towards higher skilled
activities 1T typical examples include the
manufacturing of machine tools, furniture, or
electrical equipment.

FIGURE 2: Change (1999/2007) vs. level (2007) of relative value added in technolalgiven industries
weak *Fl strong
*DE
(\.! -
5
2 E
DK 2
>
“ | ® SK (@]
°G1
ecz
°*RO eG3 ®FR
egs “FPLoerm
UK
o A
opT °G2 o
. BG BE e e HU °|E 8
>
*EL ois °AT *SE 5
Q
= oNL
' I I I I I I I I
0 .25 5 .75 1 1.25 1.5 1.75 2
Level of RVA in technology-driven industries
Note: Change in relative value addefl Greece was cut to a half to improve the graphical representation
intersection of the horizontal and the vertical line represents the EU average. Countries where
incomplete are not shown (Estonia, Cyprus, Latvia, Lithuania, Luxembourga,Maitl the United Stateg
Source:Eurostat (SBS).

17



FIGURE 3 shows the value added shares of high
education intensity sectors, including services
sectors in addition to manufacturing. Classic
serviceoriented countries such as the United
Kingdom excelhere. Group lis characterised b
strong and improvinglevel. Despite substantial
differences in levels, most countries are increasing
their share of value added arising from these
sectors, again proving that the Meml&tates are

moving up the value chairThe progress towards
high-education sectors in groups 3 and 4 is broadly
similar to that of group 1. However, the
development of higleducation sectors s
progressing on average more slowly in group 2.
There thus appears to be room for countries in the
lower part, including many countries in group 2, to
further develop their higkkill sectors, particularly

in service industries.

FIGURE 3: Change (1999/2007) vs. level (2007) of value added in higdlucation sectors
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2.2.2 Trade specialisation and structural change

Regardiny trade performance, consider world

export market shares in 2009 and their changes
compared to 1999 for industry and to 2004 for
services”

In total manufacturingthe EU (27 Member States)
increased its market share by 2.5 percentage points
to 22.1% betwen 1999 and 2009, whileoth the

US and Japan lost market share, by 6.6 and 4.3

4 See the Annex for details. Note that detailed service

data is not available prior to 2004.
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percentage points to 12.2 and 7.6%, respectively.
China increased its share of manufacturing exports
by 11.2 percentage points to almost 17%, while the
other BRIC countries stwed slower growth. In
terms of trade specialisation, the EU has gained
more tharb percentage points in its market share in
exports by technologgriven industries, in which it

is now specialised as compared to 19B#&e the

US and Japan, the Ekhsa higher market share in
technologydriven industries than ithe total. Only
mainstream manufacturing industrieavean even
higher market share, but the dynamics over the time
period in question (19992009) are much less



pronounced. The secostfongest grawing areaby
market shards capitatintensive industries, where
the EU is not specialised bumight soon be if
current trends continue. By contrast, the market
share of laboumtensive industries is declining
quickly, along with the market share of maikg-
driven industries.

The performance of the EU in services sectors has
been evaluated ovehe shorter period 20620009.

It is less positive given a fall in market shafel.8
percentage points between 2004 and 2009, as
opposed to the moderate deceeabserved in the
US and in Japan over the same period. In
comparison with the latter two countries, the fall in
market share is most pronounced for insurance,

financial and ICT servicesn which the EU holds
substantial world market shares.

Overall, the market share developmeritsservices

are much more stable tham manufacturing. The

EU, the US and Japdmave heldup their export
market shares much better in comparison with the
BRIC countries China has only 5.8%, with an
increae of 1.5 percentage s (about as much as

I ndi aés mar ket s hamachievedai n
substantial market share only in construction,
whereas Indiahas a considerable 35.5% market
share in computer services.

FIGURE 4: Change (1999/2007) and level (2007) of revealechgearative advantage in technologydriven industries
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A more detailed example of trade shift® i
technologicallydriven industries using the country
groupings can be provided using the revealed
comparative advantage indicdfor FIGURE 4
positions countries and groups according to their

6 See the Annex for a definiti of this indicator.
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revealed comparative advantage in technology
driven industries ver the period 1992007

The data showithat, in contrast with relative value
added, group 3 is improving specialisation in
technologydriven industries, while group 1 in the
positive and stable category; this relationship is

4 SeeTABLE L in the Annex.
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mirrored by group 2 and 4oth in the weak area,
with group 4 improving while group 2 is stable.
Group 3 thus seems to be well integrated with the
supply chains of advanced firms in group 1, as is
well known for example in the automobile industry.
Group 3 may thus be seenasafarh 0 Chi na
the EU. It remains to be seen whether trade
specialisation is a predictor of future industry
specialisation as measured by value added shares.
2.2.3 Quality content of exports

To look at the quality content of export, prices are
taken as a proxyof quality. Figure 5 illustrates the
change (1999/2009) and the level (2009) of
Me mber States6 share of
segment compared to the EU average, on the
grounds that this reflects a country performance in
terms of its position on the qlitg ladder and in
terms of upgrading over time.

A low or declining share in the low price segment
may be regarded as an advantageous outcome.
Therefore, countries in the bottom left aietevel

and change values below the EU averiagan now

be interpréed as being in a strong and improving
position.

FIGURE 5 shows the shares of exports in Isill

and labourintensive industries. Group 2 is in the
strong area, mainly due to the good performance of
Italy. Many more countries now display substantial
charges in performance revealed by a decline in the
share of exports in the loprice segment. This

20

suggests that many countries react to rising
competition in labouintensive industries from
low-wage countries by improving the quality of
their products. Theuality performance in labour
intensive industries also seems to explain how Italy
s albefto sustain exports in this industry type, and
also how Italy achieves relatively high GDP per
capita in industrial structures which are poorly
associated with firmapabilities. Moreover, even in
labourintensive and lowskill industries, in which
Italy is heavily specialised, it seems to be possible
to defend competitive advantage in terms of
product quality.

in line with

More generally, the data are

evalytianaryt deoriés nof then &rm, [accarding rtoi c e

which technology or routines developed by firms to
achieve product quality cannot be copied that easily
by others. A high share of tacit knowledge involved
in productioni even e.gin textilesT means that
any diffusion ofthis knowledge is tied to learning
by doing, which implies a learning process during
production. Such processes usually take time, just
like Italian firms have accumulated their routines
and recipes for production over decades. Hence,
while competitive pessure is certainly rising and
the EU is losing market share in labentensive
industries, the potential for upgrading by EU firms
in a variety of sectors and the time it takes for firms
from emerging countries to reach the same level of
firm capabilitiess should not be underestimated.
Competitiveness can be sustained in traditional
structures, on the condition of high quality.



FIGURE 5: Change (1999/2009) and level (2009) of low price segments in{skill labour -intensive industries
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2.3 Summary of findings

Indicators of structural changepatterns of
specialisation and stxr upgrading shed light on
firm capabilities, prospects for growth and on how
to cope with adjustment pressure in the wake of
rising competition.

Due to the high level of country heterogeneity
within the EU, interpreting simple comparisons
between individal countries and the EU average
would not necessarily be particularly enlightening.
Building country groups that share similar
characteristics  facilitates  considerably  the
structuring and interpretation of the information in
hand. The performance of theuntry groups is
consistent across indicators and in line with
theoretical and empirical research on drivers of
country competitiveness.

The group of countries with higher GDP/person
than the EU average, and with specialisation in
technologically advancesectors (group 1) consists
of Belgium, Denmark,Germany,France, Ireland,
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Netherlands, Austria, Finland, Sweden and the
United Kingdom. A key development is that for the
years under review the specialisation of this group
in technologydriven industries ah high education
intensity sectors increases further.

The group of countries with higher GDP/person
than the EU average, and with specialisation in less
technologically advanced sectors (group 2) consists
of Greece,Spain,Italy, Cyprus, Luxembourg,and
Portugal. A positive trend is a strengthening of its
specialisation in sectors presenting high educational
intensity (essentially services), albeit from a low
level. However, the shift towards higher education
sectors is still too slow relative to the otlygoups.
Moreover, taken as a group, its specialisation in
labour intensive industries and low education
intensive sectors, its weakness with respect to
gaining market share in fast growing emerging
markets signal risks of relative decline, at least with
respect to the first group of countries.

The group of countries with lower GDP/person than
the EU average, and with trade specialisation in



technologicallyadvanced sectors (group 3) consists
of the Czech Republic, Hungary, Malta, Poland,
Slovakia and Slosnia. This group is similar to
group 1 regarding trade specialisation in
technologydriven industries. In terms of change,
group 3 shows a decline in trade specialisation in
labourintensive industries and similarly strong but
opposite trends in technologlyiven industries,
both in terms of production and in trade. Thus
Group 3 looks like shifting towards becoming an
assembly powerhouse for the more technologically
advanced countries of group 1.

The group of countries with lower GDP/person than
the EU aveage, and with specialisation in less
technologicallyadvanced sectors (group 4) consists
of Bulgaria, Estonia, Latvia, Lithuania and
Romania. In terms of specialisation it is very
similar to group 2, with which it also shares the
strengthening of speciahtion in sectors with high
educational intensity. But group 4 experiences more
positive changes than group 2 as regards industry
and trade specialisation in technolediyven
industries.

Qualifying to some extent the above considerations,
the analysis ghws that competitiveness can be

sustained in very different industries or sectors;
there is not only one industrial structure that is
conducive to growth and the creation of more and
better jobs. Ultimately, it is the successful
transformation of differenproduction factors into
innovative or highquality outputs that determines
the competitiveness of firms in developed
countries. These processes take time to be
established and cannot be copied overnight.
However, it is clear that in technologically less
advanced industries the task of maintaining
competitiveness is harder. Even though in some
countries labouintensive industries produce high
product quality, the fact remains that these
industries are clearly declining, both in terms of
export market sharand in terms of shares in
national value added. Apart from firm capabilities,
structures can also provide information about future
growth prospects. These may be linked to
knowledge spillover, but may simply arise from
trade growth patterns, i.e. interitatal demand for
European exports. Technologically advanced
industries feature much higher shares in exports to
fast growing emerging countries than industries
characterised by low innovative activity.



3 OVERVIEW OF PROGRESS BY BROAD POLICY AREA

3.1 Towards an innovative industry

3.1.1 R&D: there is margin for improvement

The EU has achieved research excellence while in
terms of R&D intensity it isin the third place
behind the US and Japan, largely because of lower
private investment. Some of the recently
indudrialised countries have also increased their
research and innovation investments. Within the
EU, Denmark,Germany Finland and Sweden are
innovation leaders. This year's Innovation Union
Scoreboart concluded that while less innovative
Member States grofaster and have been catching
up with the more innovative countries, this
convergence process seems to be slowing down.

Direct comparisons of R&D expenditures relative
to GDP are heavily influenced by the industrial
structure of each countrgnd so give aistorted
picture especially business R&D expenditures
(BERD). The decomposition of business R&D
intensity into a sector effect and a country effect
allows for appropriate assessments of the level and
change of R&D intensity over time, both showing
strudural change between sectors and sector
upgrading in terms of rising (or falling) R&D
intensities.

R&D intensity in a given country is defined as the
ratio of R&D expenditure to total valugdded. In
the context of crossountry comparisons this ratio
can be analysed as the result of two effecta
"structural" effect measuring aggregate innovation
intensity if all business sectors, relative to their
valueadded, invested in R&D like the cress
country average, and a "country" effect taking
account of deviadns of countryspecific R&D
intensities to the crossountry average for all
business sectors.

FIGURE 6 shows all EU countries, with the
exception of Luxembourg, and a variety of Fied
countries relative to the size of their country and
sector effect. Cantries above the 48me show a
positive country effect, meaning that the sum of
their sector R&D intensities is above the sector
R&D intensities averaged across a set of
benchmark of 12 countries at theechnology
frontier: Japan the US, Norway; and EUMember

a8 http://www.proinneeurope.eu/inno

metrics/page/innovatieanionscoreboarel2010
(page 4
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States Belgium, Denmark, Germany, France, the
Netherlands, AustriaFinland, Sweden and the
United Kingdonf®. The size of the country effect
corresponds to the vertical distance between the 45
degreeline and the individual countries. If the
country effect is below this line, it is negative,
meaning that sector R&D intensities are below the
average of the benchmark countries.

The sector effect (horizontal distance from the
origin) reflects the industrial structures of countries.
Group 1 is above théne, while group 2, 3 and 4
are below the line, in principle lending support to
the view that structural specialisation is related to
innovative ability or at least to the intensity of R&D
investment.

At the country level, some countries specialised in
knowledgeintensive structures, such as Ireland and
Hungary, are well below the line, but some
countries  featuring ledsnowledge intensive
structuresi e.g. within group 1, Denmark and
Austria feature high R&D intensities. Some
countries featuring high se&x specialisation in
technology driven industries do not seem to have
yet reached full potential in R&D intensity
(Germany. Again, as with quality indicators, this
comes as a qualifier that while industrial structure is
an important concept, it is advida to complement

it with indicators measuring structural change
within indudries, or sector upgrading. Thwithin
industry indicators provide important clues as to
why countries with structures which are only poorly
associated with advanced firm capiieis and the
potential for future growth prospects are able to
sustain high incomes per capita, and the other way
aroundi why countries with structures which seem
to indicate advanced firm capabilities have not
reached a high level of income per capitm
indication that these countries work in less
technology intensive value chain segments.
Moreover, the Member States at the forefront of
innovation, specialising in technologlyiven
sectors, such as Germany, Ireland or the
Netherlands, may need to irsteeven more in
research and innovation than they currently do to
maintain their position.

49 See the Annex anfiaBLE Q for details;
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FIGURE 6: R&D decomposition: country and sector effect 2007
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The rest of the section focuses on recent innovation
policy developmets™® with particular relevance to
the business sectornalysis on Member State
performance regarding innovation and research can
be found in recenpublications of theEuropean
Commissiorand other¥.

3.1.2 Facilitating private research efforts
Research, devepment and innovation are key
sources of economic and productivity growth with
private research deemed orientated towards shorter
term results. Many Member States have therefore

50 The country reports of thénnovation Trendchart

available at http://www.proinne
europe.eu/trendchart/annt@untryreports

providing detailed information about innovation
policies of the Member States. However, as there will
be no Trendchart edition in 2011, the innovation-sub
section of this report has been expashd

Innovation Union Scoreboard 2010,
http://ec.europa.eu/enterprise/policies/innovation/files
fius/ius2010_en.pdf and Innovation  Union
Competitiveness Repot,
http://ec.europa.eu/research/innovation
union/pdf/competitiveneseport/2011/iuc201-full -
report.pdf The OECD Working Group ofNational
Experts on Science and Technology Indicators
(NESTI) hasdeveloped statistical methodologies for
the analysis of science and technology performance.
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enacted measures to promote business sector
research, in particular tax incéerds grants and
credits

Concerning tax incentives, France has a
comprehensive system to support innovation
including a tax credit of up to 50% for first time
applicants in thdirst year and 40% in theecond
year.Portugal has now one of the most catitve

tax aedit systems for R&D in the ERY7 in place
and is expanding it further. Denmark provides tax
deductions for R&D expenditures and subsidises
R&D by SMEs. ltaly has also tax credits for
companies financing research projects in
universities. Ausia, Belgium and Ireland have
extended their R&D tax incentives, while Finland
and the Czech Republic are planning to introduce
them. The Netherlands is cutting subsidies and
transforming them into generic tax deductions,
especially for R&D wages and R&DPased profits.
The United Kingdomis reviewing its R&D tax
credit scheme

52 http://www.oseo.fivotre _projet/innovation/

aides_et_financements
http://www.oseo.fr/votre_projet/creation/
guides_de_la_creation/credit_d_impot_recherche_cir
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All Member States are encouraging closer
cooperation between academia and enterprises, with
some new developmentstalta even plans to only
fund projects involving at least one comial
actor. Sweden, Slovenia and Latvia have set up
further competence centres to bridge the gap
between companies and academic research.
Innovation vouchers for enterprises to buy services
from R&D providers are an increasingly popular
policy measure. & instance Estonia, Slovenia,
Portugal, Greece and Lithuania and two regions in
the Czech Republic recently introduced them.

3.1.3 Promoting technology development and
diffusion

Key enabling technologies, e.g. micro and rano
electronics, advanced materials, a@thnology,
industrial biotechnology, photonics and advanced
manufacturing systems are the basis for future
competitiveness of EU industfy Several Member
States are promoting such technologies explicitly,
while others set up functionally similar
progranmes: Germany adopted a new higlch
strategy until 2020 while Estonia has set up a loan
scheme. France invests heavily in digital
infrastructures, while Sweden, Italy, Portugal and
Slovenia promote higkech projects. Lithuania
incentivises technology imstment by tax relief,
Greece by grants but is moving towards tax reliefs
as well. Going a step further, the United Kingdom
adopted a new key technologies strategy.

Some countries pursue active cluster policies to
promote regional links between academia,
enterprises, banks and polioyakers, for instance
Denmark, FranceGermany,Poland, Sweden and
all regions in Belgium. Lithuania has adopted an
ambitious programme with significant funding
while Malta aimsfor ésmart specialisatigh Italy
promotes coopetion among companies and
Greece has published a first call for expression of
interest in clustersdBut more could be done in line
with the Innovation Union Communicatith The
development of clusters and networks can be
supported through smart specialisat strategies,
with the assistance of the EU Regional Pdficy

Ecoinnovation programmes aimed at greening the
economy are spreading quickly. For instance,
Germany extended a sustainable energy research

54 See the report of the High Level Expert Group on

Key Enabling Technologies and its policy
recommendations
http://ec.europa.eu/enterprise/sectors/ict/files/kegs/hl
report_final_en.pdf
http://ec.europa.eu/research/innovation
union/index_en.cfm?pg=intro

"Smart Specialisation Platform™:
http://ipts.jrc.ec.europa.eu/activities/reseaatiat
innovation/s3platform.cfm
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programme, Denmark set upoeenewal fund for
green technologies in SMEs,and ltaly has

introduced incentives for sustainable energy
production France and Belgium shifted
considerable funding towards clusters for

environmental technologies.

Several Member States have set up ambitious
programmes to useuplic procurement better as a
tool to promote innovation: The United Kingdom is
extending its Small Business Innovation Research
programme.Spain has recently adopted a package
of measures in order to promote innovative public
procurementPrecommercial pocurement is being
introduced in Cyprus, while Slovenia intends to use

conventional public procurement better for
innovation.
3.1.4 Unlocking the transformative power of

service innovation

The boundaries between manufacturing and
services are increasingly btirg and service
innovation can have a transformative power to
change value chain, sectors and mark8esvice
innovation is now recognésl by an increasing
number of Member States as element of innovation
policy that reaches beyond manufacturing
enterprges. Service innovation can contribute to
smart, sustainable and inclusive growth with
profound effects on industrial value chains.
Examples include amongst others pulgitvate
partnerships for efficient logistics in Germany, real
time vessel fuel consyption optimisation services
in Finland and initiatives to innovate tourism and
hospitality service in the Czech Republic and
Slovenia through bundling, support services and
regional competition3’

If service innovation escapes the logic of
conventional R&D projects and rather occurs
through experimental interaction with users and

potential clients, policies to foster service
i nnovation require
environmentso. It i s
regions for emobilty in Germany and

demonstator projects for healthcare services in the
UK integrate such aspects. It can therefore be
observed that Member Statéave stared to use
service innovation to address societal challenges.
However, the transformative power of service
innovation is not yeexploited at a policy level in
all Member States.

57 Expert Panel on Service Innovation in the EU,

http://www.europeénnova.eu/web/guest/innovation
in-services/expefpanel/about

such
recogn
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3.1.5 Improving skills for innovation

FIGURE 7: Tertiary graduates in science and technology per 1000 of population aged-29
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Source Eurostat, 2011.

Technological and industrial changes are increasing
demand for people with high and intermediate
levels of skillS®. Excellence in management,
research, engineering and science needs to be
accompanied by a broader skills bagecluding
team work, creativity, and design). A better trained
and more entrepreneurial workforce is crucial to
ensure that enterprises can benefit from new
technologies and develop innovative products, but
also innovative process and work organisation.

Some Member States have started to experience
skills gaps, partly related to a decrease in the
working age population due to decreasing birth
rates over the last decades and emigration of well
qualified persons . This issue is likely to become
more importat in the future. However, progress is
slow. For instance, most Member States have a low
share of graduates in science, technology and
engineering FIGURE 7), but only a few have taken
ambitious action. The positive examples include
Germany, which is rewding the excellence of
universities, the Czech Republic which will provide
grants to attract more students to science,

58 Cedefop (2011), "What next for skills on the
European labour market?", Briefing note
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technology and engineering studies and Finland
plans to extend a distinguished professor
programme. Luxembourg liberalised immigration
rules for researchers and provides grants for PhD
and postdocs of all nationalities whereas Estonia
has announced plans for tax deductions for work
related studies of enterprises' employieegvation
management has been identified as a further
bottleneck ér innovation in many enterprises.
Some Member States have therefore set up advisory
services. lIreland is stepping up cooperation
between enterprises and higher education
institutions to increase the managerial capacity.
Malta plans to provide advice on niavation
management. Innovation in workplace organisation
is also receiving increased attention, but only few
Member States have put an emphasis on it, for
instancehe Netherlands and Belgium



3.1.6 Good governance in the area of innovation

policy

Many Member States have improved the
governance of their innovation system. However,
further steps to better monitor and evaluate policy
impacts are needed.

With regard to evaluation, a recent study
concluded: "An evidencebased approachto
informed agenda setting @rpolicy adjustments is
relatively weak in many EU countries. Evaluations,
benchmarking, foresight studies, etc. are not as
frequent and generalised as might be expected. One
argument may be that there is reluctance to spend
scarce resources on intelligengathering, another
that there is an inherent reluctance to be evaluated
and a third is a belief that internal knowledge is
sufficient."

In fact, there is evidence that the practice of
evaluation is progressing. Austiiiesevaluated its
innovation systm recently while Finlandhas
performed an extensive international evaluation of
its innovation system in 2009 and is planning
further evaluations of its strategic centres for
science, technology and innovation. France ptans
evaluateits clusters policyin 2012 and of its
research tax credit programme in 2013. The
Netherlandshas performed several evaluations of
its R&D wage tax deduction scheme and innovation
vouchers. ltaly has developed a national research
programme which has a potential to improve
evaluation and to simplify funding instruments.
Poland has started to evaluate its innovation
policies. Romania and Greece have committed
under their Memoranda of Understanding to
monitor and evaluate its innovation policy.
Slovakia is planning an externaludit on the
institutional aspects of its innovation system and
the Czech Republic is already in the process of an
international audit.

Policy fragmentation due to overlapping
programmes, unclear competences of public bodies
and lack of an overall strategyo promote
innovation has been identified as a challenge in
many Member States over the last few years.
However, there have been a number of positive
steps taken to improve governance and overcome
policy fragmentationDenmark has adopted a new
strategy m 2010 and had good results from reducing
the number of funding programmes but increasing
the funding level. Austria has adopted a new
comprehensive innovation strategy in 2011. Spain
has a new strategy for innovation in place and plans
to revise its scieze and innovation law, putting the

5 Innovation Trendchart European Progress Report

20009, publifed in January 2010, page 11
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emphasis also on structural factors, not just on
funding levels. Slovenia has adopted a new
Research and Innovation Strategy in March 2011
for the next 10 years with an increase in public
investments in R&D and an incressautonomy of
scientific research institution®oland is planning

to reform its innovation strategy on the basis of
ongoing evaluations. Sweden is also planning a
reform, to make its strategy more coherent and
reduce overlaps and gaps between funding
programmes. France has adopted a new national
strategy for research and innovatidithuania has

a new strategy 201P020 in place which seems to
address the main challenges. Portugal has started
preparations for a new comprehensive innovation
strategy until 2020. Governance will also be
addressed in the new strategy planned in Cyprus

Some other countries are moving in a similar
direction: Finland is reforming its rather fragmented
innovation system and Hungary is reforming its
innovation system further. Slakia is merging
institutes and promotes specialisation to rationalise
the innovation system, but policy coordination is
still a weakness.

Stakeholder involvement has bemtognised as an
important success factor in public and private
innovation governare system&® However, only
for Austria, Portugal, Italy and Malta consultations
have been explicitly mentioned.

In this context, there is some evidence that
improving the business environment for si#ps,
reduction of administrative burden, SME policy and
entrepreneurship can be more useful for fostering
innovation than finguning innovation subsidies or
increasing tax incentives for private R&D
expendituré’® In this regard, it is interesting to note
that Switzerland grants no specific innovation
subsidies to profitoriented enterprises, but scores
very well according to the key innovation surveys.
However, it provides an excellent business
environment, a good education and research system
and a welifunctioning public administration.

Last year's report ferred to the risk of a widening
innovation gap between EU Member States due to
the diverging way in which they have reacted to the
financial and economic crisis, with innovation
leaders addressing the challenges of the crisis
proactively while innovatiorfiollowers likely to cap

or reduce their funding and support for R&D.

60 Innovation Trendchart European Progress Report

2009, published in January 2010, page 11

See Bronzini and lachini (2011) on the risk of
deadweight loss. (Raffaello Bronzini/Eleonora
lachini: Are incentives for R&D effecta? Evidence
from a regression discontinuity approach, Banca
d'ltalia Working Papers, Number 791, February
2011)
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This year's Innovation Union Scoreboard came to a
more differentiated conclusionThere continues to

be a steady convergence, where less innovative
Member States havie on averagé beengrowing
faster than the more innovative Member States.
This convergence process however seems to be
sl owing down [ é] Whi |
Modest innovators clearly catalp to the higher
performance level of both the Innovation leaders
and Innovation dllowers, there is no convergence
between the different Member States within these 2
lower performance group® It should be noted,
however, that the full impact of the crisis may still
be underestimated because of a lag in data
availability. The positivenews is that, as evidenced
in the previous section, individual governments can
embark on ambitious policies regardless of their
rank in the Innovation Scoreboardf they have the
political will.

3.2 Towards a sustainable industry

Decoupling economic growth from natural
resourcesusageis a major societal challenge and
the related policies regulation and/or incentive
schemes$ have direct implications for the business
sector, particularly industry. At the same time,
change brings about opportunities andidiog up
strongholds and first mover advantages in
environmentabs well as new and innovatig@ods
and services is a strategiballenge associated to
the need for dealing with progressive scarcity of
resources and resources' price volafffity

Overall, the path towards sustainable ways of
production requiresa stable policy framework,
providing for short and longterm incentives to
encourage market creation, and addressing the
whole value chain, including recycling.

3.2.1 Energy consumption

Particular emphas in this context should be put to
energy consumption as improvements in energy
efficiency directly translate into widespread
benefits for the whole economy and help in
achieving ambitious climate and environmental
goals. Energysavingsmeans indeeénerg-related
costs savingsreduced C@ and othergreenhouse
gas emissions; increased energy and resources
security (by reducing import dependency);
improved industrial competitiveness on a werld

62 http://www.proinneeurope.eu/inno

metrics/pag/innovatiorunion-scoreboaré?010

(page 4

By mainly referring to a MS perspective, the present
section does not deal with n@mergy raw materials
and strategic natural resources. For a focus on such
important issues at EU industry level, pleasermréd

the related sections in the European Competitiveness
Report 2011.
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wide scale, therefore, ultimately it represents a
fundamental \ay for delivering growth and jobs.

For the EUR7 as a whole, final energy consumption
in industry (including constructiof) decreased by
more than 186 between 1995 and 2009, compared
to incteases dflabdue 23,828% and &% Kkcorded
over the same period ithe transport (mainlipeing

by road transport and aviation), services and
residential sectors, respectivelftss a consequence,
the share of industry in total final energy
consumption dropped from 30% to 24.2%, while
transport, residential and the wees sectors
absorbed 336, 26.5% and 12.8% of final energy
demand in 2009respectively It must be noted,
however, that the recent financial and economic
crisis contributed decisively to this result.

3.2.2 Energyintensity

Energy intensit’ in EU 27 industy decreased by
27.5% between 1995 and 2009, indicating an
absolute decouplit as the result of absolute
energy savings combined with an increase in value
added. In this respect, it can be noted that the
financial and economic crisis has only reinforced a
positive trend, alreadgvident before 2007 Over

the last decades, industry in the EU has indeed
clearly improved its overall energy performanas,
the combination of positive results in most of the
individual sectors, although some unexploited
marginsfor further improvements persist, as well as
the great variety of conditions at the level of
Member States

64 If not otherwise specified, the definition of industry

used always includes the construction sector.

For ease of comparability between sectors and
countries, energy intensity isere measured as the
ratio between energy consumption and gross value
added and is measured as kg of oil equivalent per
euro.

An important distinction needs to be made between
the two concepts of relative and absolute decoupling
which, while both indiating a positive development

in terms of performance, imply different paths of
sustainability. In particular, the concept of either
energy or carbon efficiency (as measured by intensity
indicators) refers to the use of less energy inputs, or
to the generan of less emissions, associated to an
equivalent level of economic activity, therefore
signaling relative decoupling. Absolute decoupling
occurs when energy or CO2 savings in absolute terms
are associated to increased level of outputs.
Therefore, it carbe stressed that gains in efficiency
do not automatically translate into a reduction of
overall energy consumption or emissions (the so
called rebound effect, that is, an increase in demand
triggered by lower costs) and that important
implications stem frm the need to induce behavioral
changes in production and consumption activities.
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FIGURE 8: Energy intensity in industry and the energy sector
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FIGURE 8 above illustrates the wide variety of
Member State performance in terms of energy
efficiency’’ in industy and energy. A striking
development concerns the rapid convergence of the
twelve Member States that joined in 2004 to the
older Member States. Estonia, Romania, Poland,
Bulgaria, Slovakia and Czech Republic have all
reduced their energy intensity by mdiren 50%
over the period up to 2009 (64.5%, 63.3% and

&7 Due to data availability and to the specific structure

of the Eurostat databases on energy and national
accounts as well as of European Economic Area
greenhouse gas invenmtes, the indicators of energy
and carbon intensity calculated in the present report
with regards to Member States have been built in
order to include a broader, still consistent definition
of industry and provide information for all countries
(with the exception of Malta) and the most recent
available year. In particular: energy intensity
calculations refer to final energy consumption in
industry (including construction), final nemergy
consumption (i.e. for chemical reduction activities) as
well as toconsumption in the energy sector. On the
other hand, the carbon intensity indicator refers to
CO2 emissions in industry (including construction),
from industrial processes and from solvent and other
product use in industry as well as CO2 emissions
from enegy industries. Both aggregates (energy
consumption and emissions) have been then put into
relation with consistent gross value added data at
constant price (2000 as the reference year).
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62.5%, respectively for the first three countries),
compared to a decrease of aboutv2ZXor the 27
EU countries as a whole. Results well above the EU
average were also registered for Ireland,
Luxemboug, Sweden, Finland and France.

Overall, all countries have attained improvements
in their energy performance by reducing energy
intensity over the period 199%09. Again, the
recent crisis has certainly had an impact on results
but mainly it has reinfoed a positive trend already
in place.By 2009, 17 Member States have achieved
absolute decouplif§ that is, an absolute decrease
in energy consumption combined to an increase in
activity levels, while the remaining ones have
recorded relative decoupling.

A closer look at data for 2008 and 2009, indicates
that for some countrieBgélgium, Ireland Latvia,
Portugal and SlovakKjathe decrease in activity
levels brought about by the crisis has been decisive
for the positive results in terms of absolute
decouping, although relative decoupling was
already registered up to 200@n the other hand,

68 Belgium, Bulgaria, Czech Republic, Denmark,

Estonia, Ireland, Gree, France, Cyprus, Latvia,
Luxembourg, Hungary, Poland, Portugal, Romania,
Slovakia, and Sweden.



for four countries Germany, Cyprus, Latvia and
Swedel a strong decrease igross value added
between 2007 and 200%as associated t@n
increase in energy intensity.

In most cases, the assessment of recent policy
developments in Member States in the field of
industry's energy efficiency does not reveal major
strategic changes, in line with the fact that national
policy frameworks up to 2010 were already set
under the ifst National Energy Efficiency Action
Plans (NEEAPs). Rather, efforts at country level
have mainly concerned the implementation of
already planned measures as well as the assessment

of results in view of the submission of NEEAPs
2011-2014.

Member States hmwed a different pace in the
implementation of the highly differentiated set of
actions which constitutes the core of their
strategies, according to a great variety of national
framework conditions and level of ambitions.
Overall, although on a differentcale and with
wide-ranging results, almost all Member States
have implemented some sort of grant and support
schemes for improving sustainability and energy
efficiency in industry, in most cases accompanied
by energy audit schemes.

Figure 9: Total number of energy efficiency measures in the Member States
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Source Commission Staff Working PapeNational Energy Efficiency Action Plans (NEEAPsapdate on

implementation, SEC (2011) 276 final.

From a sectewide perspective, the analysis of the
respases provided by Member States to a specific
questionnaire at the end of 2630showed that
most of the national measures so far implemented
under the NEEAPs have targeted energy
performance in buildings (public and private
services as well as residentjadnergy services and

& Commission Staff Working Paper, National Energy

Efficiency Action Plans (NEEAPs): update on
implementation, SEC(2011) 276 final.
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the simultaneous generation of heat and power. At
the same time, despite the fact that not all countries

have focused on each of the remaining sectors
(tertiary, industry and transport), measures oriented
towards the promotion of ergy efficiency and
savings in industry (outside the scope of the EU
Emissions Trading System) and industrial buildings
have also been the focus of specific attention and
implementation effortsIGURE 9).

With regards to industry, it is important to nobett



it has not been the object of any direct priority
measures in the framework of the EU Energy
Efficiency Action Plan 2006. In fact, many
industrial installations (in particular, the most
energy intensive ones) are already subject to
provisions implememd under the EUWEmissions
Trading System aiming at reducing carbon
emissions. Therefore, besides the natural vocation
of industry towards reducing costs and exploiting
solutions for increasing competitiveness (including
recourse to energy efficiency), thmapandtrade
system has introduceal market based mechanism
for pursuing a reduced (more rational) use of
energy sources.

Though industry is th@art of the economy which
has attained the biggest improvements in energy
efficiency over the past decadesgcarding to
recent projectiorf§ a costeffective potential for
further increasing energy savings (estimadéed %

of GDP) still remains unexploited and will not be
reaped by 2020 if additional measures are not
implemented on top of the current scenario
represented by NEEAPS.

In particular, room for action is envisaged with
regards to SMEs, for which lack of information,
insufficient price signals and lack of financial
resources and expertise all represent major
obstacles to significant improvements in eyer
performancé.

Overall, the positive developments attained so far
by some Member States in defining and
implementing a consistent legislative framework
for stimulating energy efficiency and savings in the
economy, contrast with clear difficulties
experieced by others for which lack of experience
and adequate administrative capacity proved to be
major obstacles. Especially with regards to the
latter group of countries, it is then evident the key
role played by a consistent advancement in
framework legisltion at the EU level, providing for
clear guidance and support. This holds particularly
true when considering that for many Member States
the submission of the first NEEAPSs represented the
very first attempt to define a strategy addressing
energy efficieng in a comprehensive way.

In particular, a field of action which still needs
specific attention and improvement is the
implementation of consistent monitoring systems at
national level, as a priority for assessing progresses
towards commitments and inspitke adoption of

o See footnote 23 above

n As reported in SEC(2011) 277 final, p. 160t some
industry sectors, with the right technology and
support, could make energy savings of around 20%.
By changing certain production processes, energy
savings of 30% and even up to 65% can be obtained".

31

effective solutions. In this respect, particular

attention should be paid to limit the compliance
burden on business and industry through
minimising as much as possible enforcement and

compliance costs arising from the regulatory
framework

3.2.3 Carbon intensity

In terms of carbon intensit§ significant

improvements have been achieved in all countries
and, in particular, in most of the E12 Member
States which, as alreadgignalled for energy
efficiency, have undergone a virtuous path towards
progressive reduction of the gap with the -ES
average, although the process is clearly not yet
completed FIGURE 10).

Over the period examined, almost all Member
States have recorded absolute decouplimg
industry by reducing the total amount o0,
emissions while experiencing a growth in the value
added of industry and the energy sector. The
remaining countries have however still recorded
relative decoupling, either because of absoli@®
emissions increasing at a lower pace than GVA
(Spain and Ausia) or due toCO, emissions
reduction well above the contraction registered in
value added (UK, Italy and Germany). The only
exception is represented by Cyprus, for whiz®,
intensity increased between 1995 and 2009.

” See note 21.



FIGURE 10: CO, intensity in industry (including construction, process emissions and solvent and othg
product use) and the energy sector, kg C&per euro gross value added (reference year 2000)
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Source:Calculations based on Eurostat data. Countries are sorted by the levelinfe®@ity in 2009.

3.2.4 Development of environmentaldustries

The development of edadustrie$® inside the EU
represents a key factor towards reaching the
ambitious climate change and environmental targets
set at the Union's level, by ensuring the availability
of the wide range of goods and services nddde
greening the economy while sustaining job creation
and innovation. At the same time, it also implies
great business opportunities and the possibility to
strengthen the EU competitiveness on a waride
scale.

All these aspects may be captured to eatain
extent by the analysis of the share of environmental
goods over the total flows of exports of goods. In
2010, such share for the E27™* amounted to

& The notion of "ecandustry” refers to sectorhose

productsmeasure, prevent, limit, minimize or correct
environmental damage. The trade codes considered to
cover eceindustry goods are those identified in the

0.76%, representing a significant increase
compared to 2005 (0.28). The result can certainly
be comsidered as extremely positive, although the
situation remains highly differentiated at Member
State level.

FIGURE 11 reports the composition of
environmental goods exports in 2010, when the
group "photosensitive semiconductor devices, incl.
photovoltaic cls" representedalmost half of the
total value, compared to less than%5in 2005.
This is in line with the leadershigchievedby the
EU (and some of its countries in particular) at
world level. An important share of exports is then
absorbed by the grps of "machinery" or "parts of
machinery for filtering/purifying liquids, air and
gases, which all registered sustained growth rates
over the five years examide

Ecorys study on the A€ompetitiveness of the EU eco
industn 0 (pages 190/191) of 22 October 2009,

carried out for DG ENTR.

For the EU as a whole, the share was calculated by
taking into account both intraand extraEU27
exports.
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http://ec.europa.eu/environment/enveco/jobs/index.htm
http://ec.europa.eu/environment/enveco/jobs/index.htm

FIGURE 11: Composition of intra- and extra-EU 27 exports of environmental goods, 2010 (volues)
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Measures in favour of the development of
environmental industries take various forms.
Financial support to green innovation and
environmental industries has been actively pursued
by several Member States, such as Geppan
Denmark, Finland, Ireland, Sweden, France and
Portugal.

Concrete measures of a more sectoral nature have
been taken by
initiative adopted in 2011), Estonia, Portugal
(MOBLE programme) and Spain (in the framework
of the recent2010 Industrial Action Plan) in
designing strategies for the development of the
market for electrical vehicles and related
infrastructures, accompanied by demand side
measures and setting of specific targets. In the same
field of electremobility, also Ronania has started
preliminary discussions at ministerial level for
implementation of ad hoc interventions.

An interesting and innovative action shdeen
announced by the UK for supporting access to
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finance for green projects: the establishmentof
dedicaéd green investment banks isdeed
planned, by 2012 and with a provision of £ 3 billion
as initial funding.

Specific attention towards SMEs and the need to
foster the integration of environmentally

compatiblesolutions in their business models can
be sigralled in Ireland, Lithuania and Greece where

Gvor bmal niyt fidaneial Iswppott schemes have been put in place

also via the use of structural funds. In Austria, more
focus has been devoted instead to the provision of
energy efficiency consulting services to SMEs.

Greenpublic procurement is gaining in momentum
throughout Europe. A majority of Member States
(21) have adopted specifimtional action plan on
green public procuremenor sustainable public
procurement, which outline a variety of national
actions and support meares. Most have set targets
for green public procuremeneither in terms of
overall procurement, for different levels of public
procuring entities or for individual product/service



groups. Although the use ofgreen public
procurementcriteria between andvithin Member
States has been uneven, significant progress was
achieved in all Member States in the last three
years. Denmark, Germany, the Netherlands,
Austria, FinlandSwedenandthe UK stand out as
front-runners ongreen public procurementwith
reaching on average over 50% of green purchasing
contracts in ten priority product groups and
services. These Member States have well defined
green public procuremesthemes, have developed
their own criteria and made proactive capacity
building efforts. Bejium, FranceCyprus,Portugal
and in particular some regions in Italy and Spain
are also fairly advanced, with wadbtablished and
elaborate approaches gpeen public procurement
Progress has been achieved also by the rest of the
EU countries, althoughthey appear to fall
noticeably behind the fromunners in terms of the
communication, levels of support, uptake and
institutionalsation ofgreen public procurement

Finally, an important development in 2010 is

certainly represented by the design andnsigbion

by Members States of National Renewable Energy
Action Plans, according to provisions set out by the
EU Renewable Energy Directive (2009/28/EC) and
providing detailed indication of the path to be

followed in order to meet the legally binding 2020

national targets.

Besides the essential contribution of an increased
use of renewable energy sources towards reaching
environmental and climate targets, the promotion of
renewable energy sourcesd the encouragement
of bio-based productgositively imply targeted
support in favar of ecoeinnovation and
environmental industriesvhile also contributing to
the objective of increased energy securiy the
same time, provided that a great majority of
Member States has already implemented concrete
actions in tis field (mainly by adopting feeth
tariffs and subsidies schemes), particular attention
should be paid to theationalisationof national
energy markets and to avoid further distortions in
energy prices, as they have been registered in a
number of MembeSBtates in recent years and which
negatively affect final consumers, particlyar
SMEs.

In 2011, Germany decided on faaching changes

in its energy policy, including a gradual phasing

of nuclear energy production until 2022; measures
to accelerate ri expansion and a more market
based development of renewable energies. Such a
major strategic change could certainly further
stimulate the demand for environmental
technologies and services. At the same time,
possible side effects should be carefully lgsed

and properly anticipated in terms of the expected
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evolution in energy prices andvailability, in
particular for industrynpot only in Germany but in
all neighbouring countries

3.3 The business environment

An open, efficient and competitive business
envronment provides opportunities and incentives
to improve performance throughout an economy
and across borders by reducing unnecessary costs
for enterprises and promoting business activity.
Also, studies on the effects of foreign direct
investment suggesthat its contribution is most
significant when domestic capability is high
Capability is understood as a function of human
capital, of the state of infrastructure, and of the
institutional framework in which enterprises
operate in the market.

According b the Ernst & Young Survey of 20%1

the EU remains the largest regional destination for
foreign direct investmeft with a quarter of all
consumption and investment taking place within its
expanding borders. This remains a formidable
advantage but the EUmust continue investing in
its potential to lead by innovation and
entrepreneurship in an increasing competitive
world. Despite progress made over the last decade
in the EU Dbusiness environment, further
improvements can still be achieved in terms of the
quality of infrastructure, quality of legislation and
the moderrgation of public administrations.

Indeed the international rankings measuring the
legal and regulatory framework for businesses like
IMD competitiveness indexthe World Economic
Forum Globha Competitiveness Reporr World
Bank Doing Business (s¢a@GURE 12 and FIGURE

13 below) show how half of the EU Member States
included in the ranking havslid down since the
previous year. This does not necessarily mean that
the business environment hasrsened in absolute
terms in those Member States but rather that other
countries in the world have progressed much faster
in improving their business environment

» World Bank 2001, Building Coalitions for Effective
Development Finance, Washington DC.
Ernst & Young: Restart, European Attractiveness
Survey 2011,
http://www.ey.com/Publication/vwLUAssets/Europe
attractiveness_2011_web_resolufiifiLE/Europe
attractiveness 2011_web_resolution.pdf
The United States, Germany and the UK remain the
leading source countries for FDI projects in Europe.
China and India provide 6% of all FDI projects in
Europe, unchanged year on year, but fewerhef t
new jobs.




FIGURE 12: Changes in rank of the IMD competitiveness index 2022011
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FIGURE 13: Changes in rank of ease of doing business 202011
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3.3.1 Infrastructure

The quality and availability of both transport and
energy infrastructure varies significantly across
Member States Effective transport systems are
important for the EU companies' ability to compete
inside the EU and in the world economy.
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Improvement of transport infrastructure is a major
challenge inthe newMember Statesind transport
systemsin rural areasis a general challenge
throughout the whol&U. With the support of the
Structural kinds, some of those Member States
(e.g. Bulgaria, Estonia) have started important
investments of modersation. The Commission has



outlined recently a planwith 40 initiatives to
upgradethe EU transport sectantil 2050,

EU's energy infrastructure is outdated and poorly
interconnected as it has been pointed out in a recent
Commission Communicatiéh although the
situation varies across the EU. Developing EU's
energy infrastructure will not only enable the EU to
deliver a properly functioning internal energy
market, it will also enhance security of supply,
enable the integration of renewable energy sources,
increase energy efficiency and enable consumers to
benefit from new technologies and intelligent
energy use. Also, decentrafiation of energy
infrastructure would make it more adapted and
flexible to smaller energgeneration plants and
reduce transmission losses for electricity.

3.3.2 Reducing administrative burden and
improving the quality of legislation
Regulation is important and necessary, but

implementation can also entail costs. Some of these
expenses are linked to legal obligations to provide
information either to public or private parties.
These are called administrative costs. The
Commission introduced in 260 a distinction
between administrative costs and administrative
burdens: the latter designate costs specifically
linked to information that businesses would not
collect and provide in the absence of a legal
obligation It started a largscale operation to
reduce administrative burden in the EU. The EU
Action Programme for Administrative burden
reduction fixed a target of Z& by 2012 and
invited Member States to set similar targets at
national level. By October 2009, all Member States
had adopted nationaltargets for reducing
administrative burden by about 28 with the
exception of ES and LT which adopted a target of
30% and five Member States set targets below
20%. However, not all Member States have
effectively started to measure the current
administative burden which is needed as a baseline
against which its reduction can be monitored. Only
16 Member Statedave carriedout measurement
work by June 2011. Progress in simplification has
been achieved in all sectopsit agriculture, public
procurement ad company aw arethe areas where
progress has begmeater

Substantive progress has been made regarding the
Single Market forservices However it is not yet
delivering its full potential. Intr&EU services trade
lacks dynamism sincé still represerg only one

& Roadmap to a Single European Transport Aiea

Towards a competitive and resource efficient
transport system, COM(2011) 144 final.

Energy infrastructure: Priorities for 2020 and beyond
COM (2010) 677 final of 17 November 2010.
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fifth of total intraEU trade, a share that is modest
compared withthe presenceof servicesin the
economy. Since 2004, trade in services between the
EU and the rest of the world has been growing
faster than inside the Single Market. The Seasic
Directive (Directive 2006/123/EC) has been a
crucial milestone in improving the functioning of
the Single Market. It has done so by removing
unjustified barriers, simplifying the regulatory
framework and helping modemei public
administrations. MembefStates haveundertaken
important efforts in the implementation of the
Services Directive but it is still under completion in
some of them. Moreover, the recent mutual
evaluation proce8$ has identified a number of
areas in which work remains to be donehwd
subsequent proposal of actions to improve it.

Use of impact assessment in preparing legislation
can also be an important tool in limiting the
increase of administrative burden for enterprises. In
the last months, progress has been achieved in some
contries  regarding the developing and
implementing impact assessment systems. Hungary
has extended the areas to be examined in impact
assessments, Slovakia has made it mandatory since
July 2010 and the UK obliges ampact assessment

for all policy proposalswith potential policy or
regulatory impacts as well axpressingcosts and
benefits in monetary valuesUp to June 2011,
impact assessments for new legislative proposals
were mandatory in 18 Member States, although not
all of them have a full coverage afl significant
economic, soeil and environmental issues.

The early involvement of stakeholders in designing
legislation is crucial for getting a significant impact
on the quality of new legislation. Almost all
Member States require a formal consultatioh
stakeholders for major policy proposals. There are
diverse ways for these consultations. Some Member
States have created institutionalsed bodies
(advisory boardsyvhereasothess identify and then
consult concerned parties. The minimum period of
consutation also varies wideJyfrom 10 days in
HungaryandLithuania, to at least 12 weeks in the
United Kingdom.

3.3.3 Modernising public administration

A highly performing and innovative public sector,
enabling the delivery of sustainable, modern and
quality publc services, is a prerequisite for
economic competitiveness. The reform of public
administration is high on the agenda of several
Member States, and the area ejavernment has

& Towards a better functioning Single Market for

servicesi building on the results of the mutual
evaluation process of the Services Directv€OM
(2011) 20 final of 27 January 2011.



taken special importance recently-gBvernment
initiatives range from data cEms and shared
networks to unified service centers for the public.

Developing egovernment could permit SME®
spend less time on administrative procedurestand
gain new business opportunities. In particutell
switch-over to e-procurement, pracal e
identificationand eauthenticatiorfor crossborder
services would open up numerous new business
opportunities across borders. According to recent
survey§' the egovernment performance in the EU
has greatly converged in geographic terms since the
expansion of the EU in 2004 there areboth old
and new Member Stateamong the leading e
government nations. If we look at the different
aspects of the service delivery by the public
administrations, Ireland, Malta, Austria and
Portugal are the top perfomg Member States in
the EU, followed closely by Sweden, Germany and
Italy.

Motivated by clear benefits of better efficiency and
productivity,  European administrations are
accelerating their transition towardgmcurement.
Indeed eprocurement is one fothe high impact
services representing a
economy i in 2009, total EU procurement
accounted forsome EUR 2.1trillion of public
administration expenditure. Incréag the us of
transEU procurement seises can make Europe
more @mpetitive for particularly SMEs, and offers
substantial efficiency gains.

Another reform among Member States to
modernge the public administration is the creation
of one stop shopsBesides the obligations of the
Services Directive regarding the "Poird6 Single
Contact" to allow businesses to get all relevant
information and complete procedures online,
Member States have createde stop shop<ither
physical or virtual, to carry out many other
integrated functions, like business registration,
licenshg, investment, completion of company
taxes, etc. Creation obne s$op shops does not
necessarily require big spending or legal changes
and entrepreneurs and citizens see immediate
benefits. Single interfaces not only save time and
money but they also inease transparency.

3.3.4 Market functioning and competition policy
A well functioning Internal Market results in
increased opportunities for business and ultimately
improves competitiveness of European industry.
Recent initiatives likehte proposed Regulation on

81 Digitising Public Services in Europe: Putting

ambition into action, 9th Behenark Measurement.
December 2010, prepared by CapGemini.
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European StandardisatfSncan helpto boost EU
companied export activities and competitiveness.
Moreover, the contribution of information and
communication technologies to this objective is not
trivial. Lowering barriers to internet takg and
accelerabn of the delivery of the Digital Single
Markef® will help kick-start GDP growth, enhance
Europe's competitive edge and create new jobs and
businesses.

In order to exploit the Internal Market's full
potential the legislation needs to be timely and
correcly transposed into national law and properly
applied by all Member States. Despite the current
economic difficulties, Member States have
maintained a satisfactory rate of transposition of
internal market directives into national law. The
latest Internal Market Scoreboard, published in
March 2011, shows that, at 08, the percentage of
norttransposition of legislative texts for which the
deadline has passed remains just beneath e 1
limit set by the heads of state and government in
2007. Twenty Member Stes meet the % deficit
target with Malta the top performer with only two
directives awaiting transposition. A year ago, the
MemberStates took an average of nine months to

treagpase EUp directiveso hhis dids bé&en broughd 6 s

down to 5.8 months, an improventeaf nearly
40%. SevenMember States- Austria, the Czech
Republic, Estonia, Cyprus, Hungary, Poland and
Italy - are still above the % transposition target.

The number of infringement procedures related to
the Internal Market still remains high but has
decreased,with taxation and environment the
biggest areas of infringements. In recent years, the
Commission has introduced a number of alternative
problem solving and complaint handling
mechanismshat have had a considerable influence
on the decrease. Bgum continues to account for
the highest number of infringement proceedings,
followed by Greece and Italy.

The level and quality ofstate aid granted by

national governments has a significant impact on
the functioning of the Internal Market. State aid
should not distort competition and trade inside the
Internal Market. To this end, Member States
committed to reduce the general level of state aid
and to shift the emphasis from supporting
individual companies or sectors towards tackling
horizontal objective, environment, SMEs or

training. The 2011 spring State Aid Scoreboard
shows thatstate aid to support expenditure in

82 Proposal for a regulation of the European Parliament

and of the Council, COM (2011) 315 final,
01.06.2011

The Digital Single Market could deliver 4% extra
GDP growth over the next ten yeaMonti Report
2010
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researchdevelopmentand innovationhas steadily
increased in the last 10 years to support job creation
and increase Europe's competitiess. R.D and
innovation state aid stood at 0.0% of GDP in
2009, the last year for which figures are available,
against 0.08%6 in 2005. In this periodmore than
half of the total EUR16.5billion of R&D and
innovationaid was spent by two Member States:
Germany (2%6) and France (2%) while five
other Member States accounted for another third of
the total: Italy (11%), Spain (@), the United
Kingdom (7%), Belgium (5%) and The
Netherlands (46). In 2009, EURL3.2billion of
state aid was granted ihg EU for environmental
objectives, either as direct aid or through tax
reductions and exemptions. Germany accounted for
half of this. Regarding support exclusively for
SMEs, the vast majority of support between 2004
and 2010 concerned risk capital measuraith
Germany, the UK and Italy accounting for more
than half of these measures.

3.4 Entrepreneurship and SME policy

3.4.1 Entrepreneurship in the EU

The Small Business Act for Europe (SBA) Fact
Sheets 2010/20%1 provide a detailed analysis of
the structure of snlzaand mediurpsized enterprises
(SMEs) andprovide indications foboth economic
and societal environment for entrepreneurship in
the EU. The results vary considerably among
Member States and reveal different attitudes
towards seHemployment, different @sons for
becoming an entrepreneur, but also different
perceptions about the feasibility of starting a
business under the current conditions.

The results indicate that on average abou¥x46f
the adult population in the EU generally preferred
to be seHemployed. In countries such as Cyprus
(66 %), Greece (606), Romania (520), Portugal
(51 %), Bulgaria, France or ltaly (3% each), this
preference was pronounced even stronger than the
EU average. However, in countries such as
Belgium (30%), Czech Repuld, Denmark or
Sweden (326 each), as well as Malta (36) for
example, respondents were mosductant in this
respect.

According to the survey, 1% of the adult
population in the EU had concrete intentions to start
a business over the next three yeamscountries
such as Latvia (2%), France or Hungary (1%
each) for example, this figure exceeded the EU

84 SBA Fact Sheets 2010/2011, European Commission,
DG Enterprise & Industry,
http://ec.europa.eu/enterpriselipes/sme/facts
figuresanalysis/performanee
review/index_en.htm#h2
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average. However, in countries such as Ital%o(4
Austria or the UK (8% each), Denmark, Finland,
Germany, Ireland, the Netherlands or Spain (each
6 %), the intention to become an entrepreneur was
less pronounced.

The results also illustrate very different reasons for
becoming an entrepreneur. Opportusdtyven
entrepreneurship (EU average %) was more
pronounced in countries such as Denmark%§1
the Netherlands (7%), Belgium (72%), Finland
(71 %) or Sweden (6%0) for example. By contrast,

it was a less important factor in countries such as
Estonia (36%), Bulgaria (38%6), Greece (3%),
Latvia (41%), Cyprus (424) for example. Hence,

in these countries, a larger share of entrepreneurial
activities was triggered by necessity and lack of
other alternatives.

Also in respect to the perceived feasibility of
starting a business, the results varied considerably
across Member States. Overall, %8 of the
respondents in the EU believed it was feasible to
become selemployed under the current
circumstances. Becoming se&mployment was
perceived as being more difficult in countries such
as Belgium (136), the Netherlands (1%),
Portugal (18%), Hungry or Malta (196 each) for
example. By contrast, respondents were generally
more optimistic in their assessment in countries
such as Poland (3®), Cyprus or the Czech
Republic (3®6 each), Finland (4%) or Sweden
(49 %).
3.4.2 Policy measures to promote
entrepreneurship

Many Member States have made substantial
progress over the last years in promoting the sense
of initiative and entrepreneursfiip Some have
introduced programmes aimed at raising awareness
particularly among young people but also among
adults by integrating the subject into school and
university curricula as well as by organising
targeted awarenesaising projects.

However, Member States have made variable
progress infacilitating entrepreneurship education.
Some countriege.g. Belgium, Demark, Finland,
Lithuania, the Netherlands, Portugal, Sweden, the
United Kingdom) have set up strategies dedicated
to entrepreneurship education while others are
planning to do so (e.g. Austria, Estonia, Ireland,
Malta, Poland, Slovenia and Spaff).

8 http://ec.europa.eu/education/lifelofearning

policy/doc/joint10/sec1598_en.pdf
http://ec.europa.eu/enterprise/policies/sme/prometing
entrepreneurshipducatiortraining:
entrepreneurship/reflection
panels/files/entr_education_panel_en.pdf
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http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/performance-review/index_en.htm#h2-2
http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/performance-review/index_en.htm#h2-2
http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/performance-review/index_en.htm#h2-2
http://ec.europa.eu/education/lifelong-learning-policy/doc/joint10/sec1598_en.pdf
http://ec.europa.eu/education/lifelong-learning-policy/doc/joint10/sec1598_en.pdf
http://ec.europa.eu/enterprise/policies/sme/promoting-entrepreneurship/education-training-entrepreneurship/reflection-panels/files/entr_education_panel_en.pdf
http://ec.europa.eu/enterprise/policies/sme/promoting-entrepreneurship/education-training-entrepreneurship/reflection-panels/files/entr_education_panel_en.pdf
http://ec.europa.eu/enterprise/policies/sme/promoting-entrepreneurship/education-training-entrepreneurship/reflection-panels/files/entr_education_panel_en.pdf
http://ec.europa.eu/enterprise/policies/sme/promoting-entrepreneurship/education-training-entrepreneurship/reflection-panels/files/entr_education_panel_en.pdf

The maprity of Member States has launched
initiatives aimedparticularly to increase the share
of female entrepreneurs, for example by supporting
female entrepreneurship ambassadors and networks
of women entrepreneurs. A number of Member
States have also intefied support dedicated to
entrepreneurship among migrants and ethnic
minorities (e.g. Belgiumand Denmark). Belgium
has been particularly active in promoting
entrepreneurial  activity after having fallen
considerably behind the EU average in this field.
Examples include projects to  enhance
entrepreneurial  education, support for the
temporary replacement of entrepreneurs, the
introduction of a platform to facilitate business
transfers, the introduction of a specific company
statute for business starters etc.

Finally, in order to stimulate the creation of micro
and small enterprises, several governments have
also permanently reduced or abolished the
minimum capital requirements to set up a company
(e.g. Belgium, Estonia, Germany, Netherlands,
Latvia, Luxemboury In France, the Independent
Contractor Limited Liability Statute was adopted in
January 2011, which allows individual
entrepreneurs who own or who are starting a
business in any sector of activitp separate the
business assets from their personal assgardless

of the turnover, andhus ensurethe protection of
any personal assets.

3.4.3 Challenges faced by SMEs

SMEs perform a critical role in the European
economy. Despite their small individual size, they
are the most important source of employmenhan t
EU. Some 23nilion SMEs provide about
90 million jobs (or 67%) within the private sector
in the EU, thereof about 3® deriving from micro
enterprises, 206 from small enterprises and %W
from mediumsized enterprises. Until 2008, the
number of jobsin SMEs increased by .9%
annually, while the number of jobs in large
enterprises increased by8®b6 annually.Moreover,
among highgrowth firms, as measured by
employment expansion rates, small firms exhibit
higher net job creation rates than larger ones

SMEs account for nearly 3% of the value added
produced in the EU and they absoan important
driver for innovation and economic growth.
However, due to their smaller size and limited
resources, SMEs face a number of particular
challenges whickcan have a negative impact on
their profitability. FIGURE 14 provides an overview
of the most pressing problems reported by SMEs.

FIGURE 14: The most pressing problem faced by euro area SMEs (percentage of respondents)
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While some of the problems faced by SMEs are due
to general market developments such as increasing
competition and finding customers which are
beyond the scope of direct public intervention,
other problems such as access to finance or the
complexity of regulatio can and should be
addressed by EU and national authorities.
Addressing these challenges will improve the
growth prospects of all enterprises, whether
industry, services or socially orientes it is the
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second most premg problem the issue of access
to finance is explored in more detail in the
following section

3.4.4 Access to finance

Access to finance has become an important
challenge for many SMEs since tbeginning of
the financial and economic crisis, as SMEs have
been particularly affected by tighteg credit



conditions. As a response to the financial and
economic crisis, most Member States have adopted
measur es to enhance SMEs® access to finance,
especially bank lending, through advantageous
subordinated loans, loan guarantee schemes or
microcredit programmed’ Member States also
increasinglyuse parts of their EU Structural Funds
to support SMEs' access to financecluding
through financial instruments availableinder the
‘Joint European Resources for Micro to Medium
Enterprises(JEREMIE) managediy the European
Investment FundHowever, the use of financial
instruments for SMEs could be further intensified,
including in particular in the areas of innovation,
business modernisation and energy efficiency.

With the gradual economic recovery, thdrave
been signs of improvement compared to the
previous year, when the effects of the crisis were
still felt acutely andi with very few exception$
conditions for bank loans to businesses remained
tight. The following chart gives an overview of the
significant decline in new corporate loans below
and above EUR million during the period 2004
2011 in the euro area.

The results of the latest EBBommission survey
on access to finance of SMEsndicate that access

to external financing and in particulabank loans

T continued to improve, albeit moderately.
However, there is considerable variance across the
EU. SMEs in Spain, for example, have continued to
report significantly lower success rates when
applying for a bank loan (about 88, compared to
66 % in the euro area). By contrast, the success rate
of German firms has increased substantially (from
69% in the previous survey to P@). SMEs in
Germany and ltaly are generally expecting the
availability of bank loans to improve, which is not
the case irSpain or France. Despite improvements
in several Member States, access to finance
therefore remains an important obstacle for SMEs
in many countries.

Moreover, SMEs still face more difficult financing
conditions than large enterprises. %60f SMEs
identified access to finances as their most pressing
problem according to the EGBommission survey
(FIGURE 15).

87 Review of the Small Business Act for Europe,

COM(2011)78, 23.2.2011,
http://ec.europa.eu/enterprise/policies/sme/small
businessact/index_en.htm

ECB-Commission survey on the access to finance of
SMEs,
http://www.ecb.int/stats/money/surveysi/html/ind
ex.en.html
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FIGURE 15: Change in new loans to firms
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By contrast, access to finance is consdeas the
most pressing issue by only W of large
enterprises. Inthe second half 02010, SMEs
assessed the availability of external financing still
negatively, buthe situation had improved sintee

first half of 2010.By contrast, large enterprises
generally reported positive developmenin the
availability of external financingAbout one quarter

of SMEs applied for a bank loan between
September 2010 and February 2011. Ii®8f the
cases, the firms received the full amount they had
applied for.The rejection rate for SMEs remained
essentially unchanged at 1%, compared with
about 2% for large enterprises. More than half of
the SMEs reported increases in interest rates
charged and other costs of financing (charges, fees
and commissions) while ¢ne was a small
improvement in the requirements related t
collateral and loan covenants.

In line with the recovery in economic activity,
SMEs increasingly need external sources of
finance. Increaseshave been noted iparticular

regardingoverdrafs anduse of existingredit lines,

trade credit, as well akasing, hiregpurchase or
factoring(FIGURE 16).

Looking forward, SMEs expected the availability of
internal funds to slowly improve, while the

availability and conditions for bank loans and trade
credt was still expected to further deteriorate.
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Larger enterprises, on the other hand, were clearly
more positive in their assessment and expected an
improvement for all sources of finan€e.

The results of the SME survey also correspond with
the latest ECB Bnk Lending Survel, which
confirmed a further slight tightening for loans to
SMEs and a continued widening of margins on
loans for SMEs compared to large enterprises.
Looking forward, the Euro area banks expected a
further moderate tightening of their die
conditions in 2011, primarily affecting lortgrm
loans. They also expected a moderate increase in
demand for corporate loans, relating to both SMEs
and large firms.

8 ECB-Commission survey on the access to finance of
SMEs in the euro area, April 2011

%0 ECB Bank Lending Survey, July 2011,
http://www.ecb.int/stats/mmey/surveys/lend/html/ind
ex.en.html
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FIGURE 16: Sources of external financing of euro area
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s in the euro area, April 2011.

The average payment time also has an important
impact on the financing needs of SMEs. According
to the 2011 European Paymentdx, about 286

of all bankruptcies in Europe are due to late or-non
payment of outstanding invoices, and %8 of
companies stated that late payments posed a threat
to their survival. Moreover, almost half considered
that late paymentwaere detrimental teheir growth.

In 2010, the averageayment delay for firm# the

EU was 54 days. However, the differences across
Member States are significaas highlighted in the
SBA Fact Sheets 2010/2011

Countries whichconsiderably exceeded the EU
average in 2010included Cyprus (73 days),
Portugal (97 days), Spain (104 days), Greece (107
days) and Latvia (117 daysBy contrast, the
situation was better in countries like Finland (23
days), Estonia (26 days), Germany (32 days),
Ireland (33 days) or Sweden (33 dafm) example
Regarding the public sector, not much progress has
been made to further reduce late paymemts in
some Member States, the situation has even
deteriorated (including Czech Republic, Greece,
Cyprus, Hungary, Austria and SlovakidjIGURE

17 illustrates the average payment time in the
public sector.

FIGURE 17: Payment times for public authorities
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By far the largest scope for improvemas@n be
found incountries such as Italy (180ydg, Greece
(168 days), Spain (153 days) and Portugal (139
days). The late payment directive adopted by the
Council in January 2011 requires payments by
public authorities to be processed within 30 days.
Meeting this objective will be a challenge fmiany
Member Statesbut at the same time, a further
reduction in late payments by public authorities
could contribute significantly to easing the
financing needs of enterprises and in particular
those of SME.

3.4.5 Internationalisation of SMEs

According to a recentisdy on opportunities for the
internationalisation of SME§ about 29% of
SMEs in the ELR7 are engaged in importing and
about 25% are engaged in exporting, both referring
to EU and nofEU markets. Hence, the business
activities of the bulk of SMEs areoncentrated on
their domestic market. Moreover, the survey
indicates that only % are investing abroad and
7% have technical cooperation with partners
abroad. From those SMEs which are involved in
international business activities, about %6are
active only within Europe, 486 are active both
within and beyond Europe and® are active only
outside the EU. About 2% of SMEs which are
active abroad are engaged in key target markets
including Brazil, China, India, Japan, Russia, South
Korea and Ukraine. © average, however,
internationalised European SME#l generate only
arelatively small percentage of their total turnover
from international business activities (less than
20 % from other EU countries and about%0from
third markets).

According to tke study, payment risks, difficult
bureaucratic procedures and lack of financing have
been identified as the most important barriers to
international business activities beyond the Internal
Market

Most Member States support the
internationalisation of SMESnancially but also by
providing information and support on market access
and regulation or the organisation of trade fairs.
During the crisis, many Member States intensified
their efforts in this field particularly regarding
export credit, export insance and bank loan
guarantees. Interesting recent measures in this field
include for example the launch of a mentoring
scheme, whereby big companies support the
internationalisation of SMEs, which is currently
being piloted in France. Another interesting
exampleis Estonia, which has launched a training

o1 fiOpportunities for the

forthcoming, EIM Business & Policy Research
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internationalisation of

programme for potential export sales manager
who can benefit from training over a period of one
year and wh are matched with companies which
intend to expand their international activities.

The study proies some surprising results
regarding the awareness and the effectiveness of
public support measures in this field. Only about
27 % of internationalised SMEs stated they were
sufficiently aware of existing public support
measures and only % stated theyactually used
public support for their international business
activities. This figure was slightly higher among the
subgroup of enterprises with business activities in
nonEU countries (126). Nevertheless, among
those SMEs which used public support measuo
develop their international business activities,
nearly 60% were quite positive about the effects
(3 % stated the support increased their international
business activities, @ reported they started their
international business activities earlierchase of
the support, and 1% stated they would not have
engaged in international business activities without
the public support). This discrepancy might be
explained to some extent by the fact that the
majority of entrepreneurs (8®) consider it too
difficult to get an overview of existing support for
business activities in markets outside the EU. At the
same time, an equally large share of SNisught
that the existing support measuregre not easily
accessible.

In view of the general positive assa®st by those
enterprises which use public support to
internationalise their business, the results seem to
suggest that the awareness and accessibility of
public support in this field could be further
improved.The Commission will present in autumn
2011 aCommunication for a coherent approach on
supporting EU SMEs in their attempts to develop
business internationally.

3.4.6 Implementing the Small Business Act

(SBA)

The Small Business Act for Europe (SBA), adopted
by the Heads of State and Government in 2008 and
reviewed in 201lrecognises the important role of
SMEs in the economy and aims to promote SME
growth by helping them tackle barriers that hamper
their further development. The SBA consists of ten
principles which should guide the conception and
implemenation of policies both at EU and national
level. The aim is to create a level playing field for
SMEs throughout the EU and to improve the
administrative and legal environment $at these
enterprises can readigheir full potential.

SMEs o0,



FIGURE 18: Time needed to start a business (days)
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The results of the SBA Performance Review,
published in February 20%% recognise that
considerable progress has been made in a number
of areas. For example, a recent surveygssts that
SMEs experience fewer administrative burdens
when accessing public procurement and have better
opportunities for joint bidding. Another example
includes the new SME Centre in China launched in
November 2010, which helps SMEs accessing the
Chinese markets. As part of the SBA Review, the
Commission invited Member States to nominate a
national SME Envoy to complement the role of the
European Commission's SME Envoy. Together
with representatives of SME business organisations,
the Network of SME Enws will make up an SBA
advisory group.

Considerable progress has also been made over the
last five years to reduce the average time and cost
required to start a busine$3GURE 18).

SomeMember States have started to promote the
European Code of Best &utices in order to
facilitate SMEs & access
(Austria, Cyprus, France, Germany, Hungary,

92 Review of the Small Business Act for Europe,

COM(2011)78, 23.2.2011,
http://ec.europa.eu/enterprise/policies/sme/small
businessact/index_en.htm
http://ec.europa.eanterprise/policies/sme/business
environment/publigrocurement/index_en.htm
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Ireland, Lithuania, Poland, Portugal, Sweden and
the United Kingdom). In the majority of Member
St at es, SMEs® access to
subject to a specific strategy or policy. The most
widespread SM#Hriendly measures in this area
remain cutting tenders into lots, whenever possible,
and facilitating access to information through
centralised websites, interactive web pages, and
other eprocurement developments.

Finally, there is still scope to further shorten the
time needed to wind up a business in case of non
fraudulent bankruptcy. So far only five Member

States (Belgium, Finland, Ireland, Spain and the
UK) comply with the recommendatido complete

all legal procedures to wind up a business in the
case of nosfraudulent bankruptcy within a ye#f.

t o publ ic procur ement

S2 Review of the Small Business Act for Europe,

COM(2011)78, 23.2.2011,
http://ec.eunpa.eu/enterprise/policies/sme/small
businessact/index_en.htm
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4  COUNTRY CHAPTERS

4.1 Belgium

Belgium
Distance from the EU average (measured in standard deviation

-3 -2 =il 0 1 2

Labour productivity per hour worked (EU27=100; 2009

=

Labour productivity per person employed (EU27=100; 2010)

Labour productivity per person employed in manufacturing (1000 PPS; 2009)

Share of science and technology graduates (% of 20-29 years old population; 2009)

R&D performed by businesses (% of GDP; 2009

Share of innovating enterprises as % of all enterprises (2008)

Towards a modern and competitive industry

Share of high-tech exports in total exports (2009)

Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA,; reference year 2000; 2009)

CO2 intensity in industry and the energy sectar
(kg CO2 / euro GVA,; reference year 2000; 2009)

Towards
a sustainable
industry

Waste generated by enterprises (all NACE sectprs;
tonnes per capita; 2008)

Exports of environmental goods as % of all exports of goods (2010)

State aid for industry and services as % of GDP (2009)

Electricity prices for medium size enterprises (euro per kWh; 2010)

Infrastructure expenditures (euro per inhabitant; 2009)

Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficicient by intl standards; 2010-11)

% of broadband lines with speed above 10 MBps (2011)

Business Environment

Legal and regulatory framework (0= neg. / 10=pos.; 20L1)

Burden of government regulation (1 = burdensome 7 = not burdensome; 2010-11)

E-government usage by enterprises (%; 2010)

Time required to start a business (days; 2010)

Enterprise survival rate after two years (2008)

Business churn (enterprise entries and exits as % of existing stock; 2008)

Share of high-growth enterprises as % of all enterprises (2007)

Early stage financing (% of GDP; 2009)

Entrepreneurship and SMEs

Rejected loan applications, and loan offers whose conditions were deemed
unacceptable, as % of all loan applications by SMEs (2009)

Duration of payments by public authorities (days; 2011)

Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of manufacturing Belgium (2009)

Refined petroleum products\

Chemicals, chemical products

Rubber and plastic products ~

Other non-metallic mineral products

/
Basic metals and fabricated metal products

Paper products; publishing and printin
P IOWood 0 9oductg g

and wood (
Textiles and textile products
Leather and leather products

_ Food products

— Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

Machinery and equipmentn.e.c.

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.1.1 Introduction

Trade and industry specialisation

Manufacturing contributes 1% to Belgium's total
value added againd4.9% for the EU in average
(2009). At the detailed manufacturing industry
level, Belgium is specialised in capiatensive
industries, such as iron processing, basic chemicals
and marmade fibres. At the more aggregated
sector level, Belgium is specialised in sectors
featuring mediurrhigh educational and innovation
intensity, such as chemicals, coke and refined
petroleum, buglso textiles.

Bel gi umo6s sector al R&D
performance are positive: R&D intensity is above
the EU average given its industrial structure. The
shares in the low price segments of exports are
below the EU average, in high price segments
abowe the EU average, indicating that Belgium is
high up on the quality ladder.
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Most prominent sectors in Belgium

Highest relative value added (2007)
Coke, refined petroleum and nuclear fuel
Chemicals and chemical products
Textiles and textile products

Change in the relative value added (1999/2007)

Coke, refined petroleum and nuclear fuel
Water transport
Tobacco products

Electricity and gas
Inland transport
Recycling
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Structural change

In terms of change, Belgium has considerably
increased its specialisation in higher quality market
segments. It has inaeed its sectoral R&D
intensity and its relative share of value added in
high educationintensivesectors such as computers
and business services, atig share ofechnology
driven  industries in  exports such as
pharmaceuticals and pesticides. It has e®sed
even further its share of labour intensive industries.



Manufacturing production in  Belgium has
recoveredelativelyfast from the crisis, reaching in
March 2011 its previous cyclical peak.

Nominal unit labour costs have increased in
Belgium by 23% btween 2000 and 2010, which is
slightly higher than the average increase in the
EU27 and the Euro area (14% and 20%
respectively). Estimated labour productivity per
hour worked has declined over the last decade,
indicating a gradual loss in productivity a®ll as

cost and price competitiveness. However, labour
productivity is still about 34 percentage points
above the EU27 average and about 20 percentage
points above the Euro area average.

4.1.2 Towards an innovative industry

According to the Innovation Union 8reboard
2010, Belgium is an innovation follower. It has a
low share of new science and technology graduates
and a low share of higlech exports in total
exports.

Business R&D is highly concentrated in a few large
companies and multinationals. A large oréty of
these firms are in the chemicals, pharmaceuticals
and biotech sectors, thus giving Belgium a
specialist profile for these sectors. The increasing
importance of the service sector, growing at a faster
rate than manufacturing, would also justify sifie
measures to improve the knowledge intensity of
this sector over time.

Increased tax credits for R&D have been introduced
and there are also plans to provide suitable
incentives for setting up and developing new
sciencebase companies spinning out ddrge
enterprises or spinning off from research
institutions is foreseen.

All Belgian Regions/Communities are drafting
strategic innovation plans covering all major
elements of an innovation strategy. Flanders is
planning a new Innovation Pact, while Walia,
the Brussels Capital Region and the French
speaking Community are contemplating a joint
research  strategy. Most actions are at
Regional/Community level, although federal
research covers 280% of total public research
expenditure mainly due to spaceesearch (a
remaining federal competence).

In the Walloon Region the focus has been on the
implementation of the soalled "Marshall plan"
with a stronger focus omompetitiveness clusters
(les pbles de compétitivité, a cluster approach).
Various initiatives are developed in order to
strengthen the competitiveness clusters and
business networks: creation of a 6th cluster focused

a7

on environmental technologies (February 2011),
higher involvement of SMEs, closer collaboration

between regional, national and emational
clusters, opening up to companies from
neighbouring regions, launching a call for

sustainable development projects, boosting the
funding and the training componeand fostering
the development of spioff (specific R&D grants,
support from pulit equity funds, financing of
experts). The overall objective of the
competitiveness clusters policy is to strengthen the
specialisation of the regional economy in key
sectors. In this regard it can be considered as a
ismart specialisationo

In 2010, more focus was placed on fostering
innovation and creativity with the smlled
ACreative Walloniaodo Acti
measures were implemented within this framework
such as grants to support commercialisation of
prototypes developed by SMEs allowing SMEs

to undertake an audif their innovation potential.

The "Marshall plan" has also a strong focus on the
implementation of a new culture intending to
increase public private partnerships. European
Structural Funds are being substantiallyed in
establishing partnerships and networks between
large firms and SMEand financing innovation in
SMEs

In Flanders, cluster policy is also part of the
innovation strategy mainly for green and
sustainable development. Societal challenges are
the maindrivers, leading to a shift towards new
fields. The Science and Technology Council
identified six priority areas: regulation and
education in general; framework conditions for
private R&D; a model for mobilising industry
towards the factory of the futurethe role of
infrastructures in supporting intelligent networks;
the role of industrial innovation with risk funding;
and the role of human capital and social innovation.
In the scope of networking and facilitating cluster
formation, there is the Flemishriavation Network
(VIN), whose main task is to stimulate knowledge
transfer and intensify cooperation between
companies and knowledge institutes. As difficult
access to capital is often a bottleneck for innovative
entrepreneurship, the governmental authesit
provide some instruments in support of innovation
initiatives, such as Vinnof, PMV Innovation
Mezzanine, ARKimedes (Activating Risk capital)
and winwin loans. In the future, Flanders seeks a
higher international profile and wishes to position
itself as an innovative region.

In the Brussels Capital Region, strategic platforms
are being or will be launched in three innovative
sectors: information and communication

strat



technologies (ICT) in 2010, the life sciences in
2011 and the environment in 2012. It isonth
mentioning that about 9% of the research is
concentrated on ICT and ICT services. The
government foresees greater assistance to smaller
innovative companies and more resources for
European and international cooperation.

4.1.3 Towards a sustainable industr

The higher energy intensity in the Belgian industry
and energy sector is to some extent explained by
the industrial structure of the country. Nevertheless
it represents a potential disadvantage due to
overexposure to energy and Qfiice volatility.

On the energy and climate fronts, key measures of
Belgium stem directly from the implementation of
the Energy & Climate package. Some other
measures that will be applied by the federal
authorities are an adjustment to the tax cuts for
energy saving investmentsr achieving maximum
efficiency, and specific integrated procedures for
obtaining permits for new energy production
facilities and electricity and gas transmission
systems that could provide energy savings in the
case of generation and transmissidn. 2003,
Belgium adopteda lawthat provides for gradual
nuclear phaseut between 2015 and 2025

There is a wide variety of actions put forward by

the three Belgian regions. A main policy orientation

of Flanders concerns energy efficiency in buildings:

the Flanders region tightened up and stringent

energy standards for new construction and imposed
a minimum share of renewable energy for new

buildings.

Flanders also focuses on green growth. In order to
speed up its greening process, Flanders has
developed aplan to establish a system of green
guarantees and a green investment fund. Flanders
also promotes green jobs. In the scope of the
Employment and Investment plan (WIP) the VDAB
(Flemish Service for Vocational Training and
Employment) organises training gm@ammes
through outsourcing for vulnerable groups. VDAB
further consults with the sectors, employer
organisations and companies about training paths
that can be arranged within the provided WIP
funds. Further to the above mentioned priority
measures, theeral i sati on -202f0 6
objectives will also be supported by sustainable
measures in the area of mobility and transport (e.g.
e-mobility; mobility plan Flanders; general reform
of traffic taxes), in terms of governmental actions
(sustainable living ah building; Flemish action
plan on sustainable public procurement) and in
terms of agricultural production (attention will
focus on selkufficiency and competitive strength
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of agricultural businesses).

Key measures of the Walloon Region are applicable
both to the energy performance of buildings,
support for controlling energy consumption (of the
corporate sector through second generation sectoral
agreements, and to consumers through continuing
actions concerning social energy guidance), and
sensibilisatio via the public social assistance
centres. An overall objective of the first
EmploymentEnvironment Alliance, part of the
Marshall 2 Green Plan, is to improve the quality of
Walloon buildings and their energy performance,
while organising the constructionindustry
according to a sustainable approach and increasing
the level of employment in that industry. The role
of the public authorities as an engine for sustainable
development has been strengthened. In the case of
industrial policy and innovation, an éronmental
technologies competitiveness cluster has been
created and the environmental dimension is
reflected in all competitiveness clusterblew
Afsustainable innovation
to help SME to develop edanovative products or
servicesand a strong focus has been put on
supporting the development of Walloon expertise in
the area of sustainable vehicles, especially electric
cars. Finally, a research programme on energy
efficiency and renewable energies has been
launched.

Energy efficiey in buildings is also a main policy
orientation for the Brussels region. An
EmploymentEnvironment Alliance is seeking to
ensure the availability in the construction industry
of a series of local companies capable of meeting
the challenge set by the nesmergy requirements
for buildings. The Iris2 Plan aims to reduce the
traffic load by 20% in 2018 relative to 2001,
thereby helping to cut greenhouse gas emissions
and other pollutants generated by the transport
sector
4.1.4 The business environment

Belgium pesents a mixed picture regarding the
business environment as negative perceptions about
the legal and regulatory framework and
administrative  burden coexist with  good
performance on specific issues such as regulation of
business staip.

t MBelgiumjseabes laove the EU average concerning

the availability of highspeed broadband lines.
However, prices for many goods and services are
generally higher than in other Member States,
reflecting weak competitive pressures, especially in
the retail sector and networkdustries.

In the retail sector, barriers to enthave been
reduced but some operational restrictions remain,
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especially in terms of specific (zoningggulation

of largeoutlets and the regulation of shop opening
hours. While measures to make regulagioess
stringent in some areas and to reduce the
administrative burdens involved in opening new
shops, have been taken in the retail sectonder
the new law on "Market Practices and Consumer
Protection" (WMPC, 2010) and the "lkea law"
(2004) - Belgium still has economic and social
regulations thataim to allow fair competition
between all forms and types ofhops. A
recommendation on this subject has been made by
the Council in its Council Recommendations of 12
July 2011 (2011/C 209/01).

Despite liberakation, prices in many network
sectors (electricity, gas and telecom) are higher in
Belgium than in other Member States. A common
competition problem in the network sectors in
Belgium is the strong position of the incumbent and
the high entry barriers cqrared to other Member
States, meaning that former monopolists in these
sectors can still reap higher profits by charging
higher prices than a competitive market would
allow.

Belgium's businessenvironment in general is
characterised by aadministrative brden resulting
from procedures an@dministrative obligationst
regional and local levsl

Specifically, he administrative landscape in
Flandershasa multitude of governance levels and
rules and regulations. The result is insufficient
synchronisation fo the different levels or
departments of the Flemish administration.
Administrative simplification and faster delivery of
permits can help create the conditions for a good
business climate. The long term programme
6Deci sive Governanc gad i
objectives and twelve key projects to enhance the
efficiency and effectiveness of the Flemish
authorities, and commits to a more efficient
government administration v&vis the business
sector (e.g. the establishment of a one stop shop for
entrepreners in Flanders, the further development
of eprocurement, etc.).

The Walloon Region established the Plan
'‘Ensemble Simplifions' (Let's Simplify Together
Plan) 20162014 and the Industry Action Plan: the
aim is to minimise administrative complexity and
reduce administrative burden affecting all users of
public services, particularly companies, and the
public services themselves. Adopted in February
2010, the Plan 'Ensemble Simplifions' will be
applied during the 2012014 period as part of the
European objetives of achieving a 2% cut in
administrative burden by 2012. Adopted in
September 2010, the Industry Action Plan seeks to

49

identify industry's general demands and rapidly
eliminate specific obstacles restricting industrial
activities.

In November 200%he Government of the Brussels
Capital Region has approved the Brussels plan for
administrative burden. The goal is to reduce the
administrative burdeby 25% by the end of 2012.
To succeed in this goal the government approved a
first list of 11 projectsWhile some of the projects
aim to prevent administrative burden in future
legislation, some other projects aim to reduce
existing administrative burden through renewing
existing processes. The focus is mainly on
businessesfor example an fprocurement syem

has already been introduced. th@rmore,
consultants are currently screening existing
economic legislation which will lead to proposals to
reduce administrative burden.

4.1.5 Entrepreneurship and SME policy

The SME sector in Belgium has a similar structure
asthat of the EU: the percentages of micro, small
and mediurrsized enterprises and their
contributions to employment and value added are
on a par with the European averages. Concerning
general SME policy, the federal government
adopted in 2008 an actioplan inspired by the
European "Small Business ActSBA) comprising

40 measures. An "SMEest" is also in preparation.
Most of the actions have been initiated or
implemented; however some difficulties still exist,
such asfor example thelong payment delay by
public authorities to enterprisedVallonia also
intends to launch before end 2011 a regional
framework to strengthen the SBA implementation
at regional level. This approach will complement
the APacte de soutien
varkhall @.green) whiohus curresitly the ftamework
for SME policy in Wallonia.

Initiatives have beenundetaken to stimulate
entrepreneurship in education (Unizo Enterprising
School in FlandersBoost your Talent in Brussels
region orstarters grants bjgencede Stimulation

économique wallonne).In 2006, the Flemish
gover nment approved
Onder wi jsd pl an, t he

Educational Action Plan. The objective was to give
each child a sense of entrepreneurship and to put
any interestechildren on the road to starting their
own business.

Platforms for mediating business transfers have
been set up in Flanders (Unizd}russels region
(BruTrade) and Wallonia (SOWACCESS). A
special tax regime for succession has been put in
place to allow mooth transfer of family businesses
between generationét the federal level, &amily

t he
Fl



Plan to improve the social conditions/situation has
been put in place as well as special measures for
female entrepreneurs on maternity leave. A register
for replacing entrepreneurs has beeset up for
entrepreneurs who wamd suspend their activities
temporarily while ensurng their business to
continue. Other measures include advisory for
young entrepreneurs and a special type of company
statute for startersSPRL - Starter- BVBA) with
limited capital requirements (the limited capital
may however lead to difficulties when obtaining
bank loans). A federal network of female
entrepreneurs from Belgium in being put in place.
Some more measures were mentioned indicating
that this area has got wide attention.

Enterprises welcomed the awtisis measures put
in placeat federal levelsuch as easier access to
finance and the credit mediat¢CeFiPi KeFik).
Also the system of temporary unemployment
(extended for employeesyas very effective for
companies as it allowed them to keep staff on board
and restart business activity very quickly.

Concerning access to credits, in particular for
SMEs, federal and regional governments have
taken measures to reinforce the capital ofE3\and
other structural or sheterm measures: for instance
creation of a credit ombudsmdsuch as Conciléo

in Wallonia), the exportcredit guaranée scheme
Belgacap, steps to reduce public payment delays
and a system for cash advancements on outstanding
payments for SMEs (Casheol.oan guarantee
schemes have been put in place in cooperation with
banks (for example Microcrédit PME in Wallonia,
PMV Flanders or BruStart/BruSoc in Brussels
region).
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New programmegsome of them being financial
engineering insuments cefinanced with ERDF'
resourceshave been put in place to support and
stimulate innovation for SMEs by means of
subordinated low interest loans for innovative
projects (for example "Novallia" in Wallonia) and
funds to stimulate the economic tigs towards
innovative sectors of activity (for TINA fund in
Flander.

4.1.6 Conclusion

In terms of change, Belgium has increased its
specialisation in higher quality market segments

a few specific sectors (e.g. pharmaceuticals it
has decreased furthess ishare of labour intensive
industries. Manufacturing production in Belgium
has recoverecdklatively fast from the crisi:motably

as a result of the favourable economic situation in
Germany The impact of the crisis in terms of
structural change was rathenited.

As Belgium has a low share of new science and
technology graduates and a low share of fégih
exports in total exports, there is room for
improvement of innovation policy. The energy
intensity of the industry could also be improved.
Notwithstanding the fact that the higher energy
intensity in the Belgian industry and energy sector
is to some extent explained by the industrial
structure of the country, it represents a potential
disadvantage, and further action on the energy and
climate fronts wi be important to reduce the
energy intensity of the industry and energy sector.
Finally, administrative simplification and faster
delivery of permits can help create the conditions
for a good business climate.



4.2 Bulgaria

Bulgaria

Distance from the EU average (measured in standard deviation
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Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of maufacturing i Bulgaria (2006)

Wood and wood products \ Leather and leather products
Paper products; publishing and printing
Refined petroleum products _ Food products
Chemicals, chemical products —

Rubber and plastic products —
Other non-metallic mineral products

/
Basic metals and fabricated metal products

Textiles and textile products

— Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

Machinery and equipmentn.e.c.

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.2.1 Introduction

Trade and industry specialisation

Manufacturing contributesl8.6% to Bulgaria's
total value added againd®.9% for the EU as a
whole. At the detiled manufacturing industry level,
Bulgaria is specialised in laboimtensive
industries (manufacture of knitted and crocheted
articles), in capitalntensive industries
(manufacture of cement, lime and plaster) and in
marketingdriven industries (manuéaure of grain
mill products). In the top 5 industries, mainstream
manufacturing industries (such as the manufacture
of batteries) can also be found. At the more
aggregated sector level, Bulgaria is characterised by
strong trade specialisation in sectorithwa low
intensity of innovative activity and low educational
intensity, such as wearing apparel and recycling.
The high share of high growth enterprises in the
population of active enterprises indicates that
Bulgaria is catching up.

Bul gar i a6 sty iRi#&bw thenEl average
given its industrial structure. The share in low price
segments of exports by technology driven industries
are above the EU average, while the shares in high
price segments are below the EU average,
indicating an unfavourable pition on the quality
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ladder. Overall, Bulgaria is a typical member of the
group of countries featuring relatively lower
income levels and specialisation in labdntensive
industries.

Most prominent sectors in Bulgaria

Highest relative value added (2007)
Wearing apparel, dressing and dyeing of fur
Tobacco products

Recycling

Change in the relative value added (1999/2007)

Recycling
Wearing apparel, dressing and dyeing of fur
Non-metallic mineral products

Water transport
Tobacco products
Water supply

Structural change

In terms of change, Bulgaria shows a different
picture to its current position, almost the flip side. It
hasincreased the relative value added share in high
education sectors (such as in computers and
software), and exports in technolodsiven
industries (such asi¢ manufacture of radio and TV
transmitters). Howeveits specialisation in labour



intensive lowskill industries (such as in the
manufacture of wearing apparé@s alscontinued
to increase.

Bulgariahas improved its export qualistrondy, it

has increasedits share in higkprice exports and
decreased export share in lguce segments
considerably. However, theectoralR&D intensity
has decreased relative to the change of the EU
average; a positive change in sectoral R&D
intensity was recorded inanhinery and software.

Manufacturing production fell dramatically during
the crisis {35%). It has rebounded moderately
since then (8.86) but in April 2011 was still lower

by 16.7% from its previous cyclical peak. The
crisis seems
structural change towards more advanced and
knowledgeintensive industries and sectors, as

demonstrated by the sizeable gains in exports by
technologydriven and mainstream manufacturing

industries.

Bulgaria has experienced a strong appreciation o
the real effective exchange rate over the last decade
(55%, compared to 21% in the EU27), indicating a
loss in cost and price competitiveness. Here, the
increase in nominal unit labour costs (73%)
between 2000 and 2010 played a significant role.
While labour productivity per hour worked has
gradually increased over the last years, it is still
about 58 percentage points below the EU27
average.

Overall, Bulgaria can be seen as catching up with
respect to competitiveness, in particular as regards
specialisdabn and the quality ladder, but not with
respect to R&D.

4.2.2 Towards an innovative industry

Bulgaria is one of the catchingp countries with an
innovation performance well below the EU
average. The industrial R&D activity essentially
takes place in the sectorof information and
communication technology, electronic equipment
and machine building. The development of
adequate human capital, webtablished clusters
and technology centres would help for the
innovation capacity of Bulgarian companies in the
longterm.

The national target in the National Reform
Programme of 1.8 GDP spending in R&D by
2020 has mainly been based on future increases of
the private R&D investments Although the R&D

% Private R&D investments stood at LE\88 million

in 2002 and they were already LE\M88million in
2009. R&D increased % only in 2009.
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expenditures in Bulgaria are increasing, they are
still much lower han the EU average level. The

structure of R&D expenditure remains strongly

imbalanced and the share of public sector financing
is double that of businesses.

The current policy support system is fragmented
and uncoordinated and is unsuited to the
implemenation of the coherent and coordinated
science, technology and innovation policy. The
Bulgarian Innovation Strategy, which was adopted
in 2004, will be updated. It imainly implemented
by the Operational
2002 0130 f u n d Eulopedn yRegiortale
Development Fund(ERDFY° and the National
Innovation Fund However, the Funéhas not been

to have accelerated | BRua r i a ooperating for the past 2 years as there were no new

calls for proposals. Moreover, the peer evaluation
of the Fund has been continuously postponesltd
lack of funds.

The Ministry of Economy, Energy and Tourism
works on a proposal for a new law on innovation to
set appropriate framework for the private sector.
Such a law will try as well to address among other
the lack of appropriate funding instremts to
support the national innovation policy. The
Bulgaria Academy of Sciences increasingly works
with enterprises in order to support its research
activities as there are planned only a few calls in
2011. However, there is still nofficially adopted

naional strategy for R&D by the National
Assembly
4.2.3 Towards a sustainable industry

Although the sustainability indicators continue to
improve, the Bulgarian industry lags behind the EU
average in terms of energy intensity, carbon
intensity, waste generatioby enterprises and
exports of environmental goods. The decrease in
foreign direct investments due to the economic
crisis has slowed the proeesf catchingup in this
area. The industry is particularly vulnerable to
energy price shocks and stringent enminental
and emissions obligations because of the high level
of energy intensity and Bulgaria's dependency on
limited number of foreign energy suppliers.

The increase of the energy efficiency should be a
key priority, as the industry still remains several
times more energintensive than the EU average.
The Energy Efficiency Strategy has to address the
bottlenecks in the area of industrial sectfrs.

% EUR 250 million have been earmarked for innawati

and R&D by the end of 2015.

7 The European Regional Development Fund
earmarked via the Operational Programme Regional
Development approximately EUR 200 euro for
municipal and educational buildings.

Programmi



At the same time, the compliance with the
environmental and climate requirements will
require significant finacial efforts from industrial
enterprises in order to improve their processes,
knowhow and technologies. Therefore, the
increased use of EU Structural Funds will be crucial
to support important investment projects in the
field. The ERDF earmarked via th®peration
Programme Competitiveness EUR 206 euro for
SMEs and enterprises for projects in these fields,
which have to be implemented by the end of 2015.
The achievement of the renewable energy tatyets
will  mainly depend on the successful
implementation ofthe Renewable Energy Action
Plan. The adoption of a National Climate Change
Action Plar?® has been delayed.

A System for Certification of Green Jobs is

operational since January 2011. It is a measure to
promote green jobs in which eligible companies
receve public support. The companies need

amongst other to put in place an environmental
management system in place such as 1SO 14901

and EMAS.

Operational Progr amme
period 20072013 (EURL.5hillion envisaged) and
the preaccession pragmme ISPA are the main
instruments for the development of environmental
infrastructure. This concerns the reduction of water
basins contamination by untreated municipal waste
waters, improvement of the quality of drinking
water, and development of regidnawaste
management systems. Timely implementation and
the design of quality projects, although challenging,
can help fostering the development of related
industries, mainly in the field of water and waste
management.

4.2.4  The business environment

The indicators regarding business environment
show a mixed picture of Bulgaria. On one hand, it
scores above average regarding the availability of
broadband infrastructure or prices of electricity for
businesses. On the other hand, Bulgaria scores
below average in thevailability and quality of
infrastructure and the legal and regulatory
framework.

The implementation of the Programme for Better
Regulation20082010 has somewhat enhanced the
business environment.Measures include the

% 16% of renewable energy sources in final energy

consumption and a 1% share of renewable energy

in the transport sector by 2020.

135 installations in Bulgaria are covered by EU
Emissions Trading System.

In Bulgaria, around 700 enterprises are certified with
ISO 14001.
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abolishment of 112 illegal municipsfi regimes,
reduced minimum paith capital for registration of

a company, and the removal and/or facilitation of
32 licensing regimes. The 2nd Programme for
Better Regulation 2010 2013 has been in force
since 1 June 2010 and sets again concrete at¢tions
further improve the regulatory and administrative
environment. The complete implementation of the
Programme is expected to have a positive impact on
the business environment.

However, challengesemain both at local and state
level. These include thelleviation of regulatory
regimes/permitting (e.g. construction, chemistry
and pharmaceuticals); simplification and decrease
of administration fees, implementation across the
board of the practice of silent approVal
significantly increasing the provisionof e
government services; development of the-stup

shop practice; improvement of the public
procurement framework better  contract
enforcement.

It should be stressed that the progress of the key
initiatives for better regulation and-government

fi Ehasvhem mathemslowt aid irfegular. Int 2080, the

usage by enterprises ofgevernment services still
stands below the EU average.

The actions, in the spheres of improving the
functioning of the judicial system and fighting
against corruption and organised crinoeuld be
further strengthenedin order to address time
negative impacts on the economic and social
development as well as on the implementation of
EU funds In the long term Bulgaria needs to build
up more stable and efficient institutions as well as
to increase their capacity to support the business
environment.

The absorption of EU funds is low because of low
administrative capacity and lack of support by
commercial banks. The administrative procedures
are complicated and, at the same time, the
enterprses do not find the needed-financing for

the projects. EU funding does not seem riskless to
banks because there is a chance of suspension of
funds (e.g. corruption, fraud) or liquidity problems
due to delayed payments by the administration. The
adminigrative reform has only been focused at the
reduction of administration staff costwithout
improving the capacity for effective policy
implementatioi’?

If a business does not Eee a reply to its request
from the administration within a certain time period,
this means that its request has been approved.

An average 126 cuts of the number of civil servants
in the administration was reported in February 2011.
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The modernisation of the transport infrastructure is
a major challenge after years of underinvestnient
important core areas such as highways, ports, and
rail. The better usage of European structural funds
will be a prerequisite for the successful completion
of these projects as Bulgarian public funding is
limited. The current efforts to accelerate the
construction of important infrastructural projects
(e.g. Trakia highway, Sofia subway) will have
positive effects on the business environment in
terms of putting in place new key transport
infrastructure.

4.2.5 Entrepreneurship and SME policy

The Operational Progmme "Competitiveness
2007%2013" envisages special support to export
oriented SMEsequal to EUR 40 million The
support includes encouragement of SMEs to benefit
from the growth of the markets, support for
participation in international economic, trade,
investment and innovation events, creation of
electronic portals and increase of export training.

However, Bulgarian small and medium enterprises
stil face many obstacles to benefit from
internationalisation as they experience -prport
financing problems which are not properly
addressed by the current export framework. The
support institutions (e.g. trade representatives) do
not always provide useful practical information for
companies and export guidance seems to be rather
outdated. A better support isucial for the further
intermationalisation of Bulgarian SME via
available, regularly updated, commercial statistics
and data, export guarantees, and -gxport
financing.

The access to finance for SMEs has become
difficult and often impossible as thereshheen a
substantial slowdown of bank lending to
businesses, in particular, to young and innovative
enterprises. SMEs face severe credit conditions
with excessive interest rates and requirements for
collateral. This hinders the SMEs from matching
EU Strudural Funds and as a result such funding is
lost.

Private capital finance is undeveloped and has
insignificant share in the market. Commercial
banks rarely finance starups and there is no
integrated venture capital framework setting the
conditions for inhancing starups. Concrete
examples of active ventweapital entities such as
business angels can be found in the field of
information technologies (e.g. software for mobile
phones, video games), however, these are rather
exceptions than common practiaad the invested
amounts are below EURI0000. There is need to
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intensify and expand financial engineering
instruments for SMEs also in the area of
innovation, business modernisation and energy
efficiency.

Therecently agreed JEREMIE financial instrument
managed by the European Investment Fund (EIF)
will cover a significant part of the needs of the
market. EUR 200 million have been earmarked for
venture capital, seed capital, equity and mezzanine
funds as well as guarantee fund to be allocated by
2015 via the Operational Programme
"Competitiveness".

The education system does not fully reply to the
market requirements i.e. it does not provide all the
necessary qualifications for the businesses. Primary
and secondary education lacligdicatedtraining

for ertrepreneurial skills.Existing business and
management training and other related subjects in
tertiary education do notsometimes prepare
entrepreneurs with the needed skills to success in
highly competitive market. Concerning different
crafts, therereno sufficient technoloigal learning
programmes and adequate practical training
courses Finally, wage differentials within the EU
as well as social systems benefits (e.g. pensions,
medical cover) mainly explain the lack of qualified
workers and employees.

4.2.6 Conclusion

Bulgaria faces some important challenges on its
way to improve its competitiveness such as cutting
red tape at different levels of the state and local
authorities, fostering innovation in view of
increasing productivity, improving the energy
efficiency across all sectors of the economy and
developing the transport infrastructure. In the short
term, absorption of structural funds which is crucial
in supporting these undertakings remains
dramatically low. A proper implementing
mechanism for managemt and control of the
funds can help remedy that situatidn particular
the EU cefinanced programmes

Cooperation and coordination between research
institutions and business is still limited The
implementation of the measures of the existing
innovaton and R&D programmes is rather slow
and there is lack of large flagship projects of
excellence in the fieldBulgaria needs to improve
its administrative capacity and simplify existing
rules and procedures in order to accelerate the
absorption of fundingn all sectors.

In the short termhigh loan interest rates, required
collateral and securities and government arrears
remain a significant burden to business.



4.3 Czech Republic

Czech Republic
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Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of manufacturing Czech Republic Cyprus (2009)

Chemicals, chemical products\

Rubber and plastic products \
Refined petroleum products

Machinery and equipment n.e.c.

Electrical and optical equipment

Other non-metallic mineral products

I
Basic metals and fabricated metal products

/Wood and wood products
Textiles and textile products
Leather and leather products
— Food products

Paper products; publishing and printing

— Manufacturing n.e.c.

Transport equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.3.1 Introduction

Trade and industry specialisation

Manufacturing plays an important role in the Czech
economy, contributin@3.6% to total value added
(EU 14.9%) in 2009. At the detailed manufadng
industry level, the Czech Republic is specialised in
capitatintensive industries (parts and accessories
for motor vehicles), mainstream manufacturing
(manufacture of rubber products), and labour
intensive industries in terms of value added. At the
more aggregated sector level, the Czech Republic is
specialised in sectors with high innovation
intensity, such as electrical machinery, but also
mediumlow innovation sectors (such as printing
and publishing). Trade specialisation is to some
extent differeh to industry specialisation in terms
of being more tilted towards knowledg#ensive
sectors, with the Czech Republic specialising in
technologydriven industries (such as computers), a
defining characteristic of the group of countries
with lower incomdevels and trade specialisation in
knowledgeintensive  sectors. However, the
relatively large share of higiech exports (mostly
related to electronics and telecommunications) has
also coincided with a large share of higich
imports, resulting in only sall value added in
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these sectors.

The Czech Republicould benefit from increased
specialisation in thoseectorswhere educational
intensityis high,bothin trade and industry, such as
in financial services or research and development.
Its R&D intensily is alsobelow the EU average
given its industrial structure. The export quality
performance is characterised by low share in high
price and high shares in low price export segments,
indicating an unfavourable position on the quality
ladder.

Overall, the Czech Republic is a typical member of
country group 3, where trade specialisation in
advanced manufacturing industries and sectors and
relatively | ow R&D
position in the international value chain, i.e. they
are more focsed on assembly and production,
whereas innovation and R&D are more likely to be
done in the group of countries with higher income
levels and specialisation in knowlediggensive
sectors (group 1). In contrast, educationally
intensive service sectors ammderrepresented, as
there is less scope for the international division of
labour.
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Most prominent sectors in Czech Republic

Highest relative value added (2007)
Motor vehicles, trailers and semi-trailers
Rubber and plastics

Electricity and gas

Change in the relative value added (1999/2007)

Rubber and plastics
Air transport
Motor vehicles, trailers and semi-trailers

Wearing apparel, dressing and dyeing of fur
Coke, refined petroleum and nuclear fuel
Recycling

Structural change

In terms of change, the Czech Republic shows
similar behaviour to its country group. The relative
export andvalue added share in labour intensive
industries (such as the dressing and dying of fur)
and low innovation intensity sectors (such as
wearing apparel) have decreased, while they have
increased in high innovation and high education
sectors as well as ire¢hnologydriven industries,
(such as the manufacture of radio and TV
transmitters and receivers, or computers). The
quality ladder and the R&D indicators show strong
improvement. Overall, this points to a positive
outlook in terms of competitiveness andtahing

up potential to group 1.

Manufacturing production fell by 2% during the
crisis but has mostly recovered, reaching in April
2011 a level 3.4% lower than its previous cyclical
peak. The impact of the crisis on structural change
in the Czech Reputnl was very limited, as no
major change in specialisation patterns occurred.

The Czech Republic has experienced a strong
appreciation of the real effective exchange rate over
the last decade (62%, compared to 21% in the
EU27), indicating a loss in cost angrice
competitivenessln spite of this, the Czech export
performance has improvedas gowth in real
exports has averaged 11.8% between 2000 and
2008 and the balance of trade has improved
Nominal unit labour costs have increased by 34%
between 2000 an2010, compared to an increase of
14% in the EU27 and 20% in the Euro area. While
labour productivity per hour worked has gradually
increased over the last years, it is still about 38
percentage points below the EU27 average.

4.3.2 Towards an innovative industry

According the Innovation Union Scoreboard 2010,
the Czech Republic is moderate innovator. A major
challenge for the Czech research and innovation
system is to increase domestic private research and
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innovation investment. While in 2009, the level of
busines enterprise expenditure in R&D rose to
0.92% of the national GDP, one of the highest in
Central and Eastern Europe, a large share of this
investment was carried out by muifiational
corporations. Indigenous firms, especially SMEs,
have not engaged yat boosting its technological
and innovative capacity and to a large extent the
majority of Czech firms still compete
internationally in costs, instead of differentiation
through innovation. Concerning the indirect support
of private R&D, the existing fis¢aincentive
scheme falls short of its objectives: While it allows
the Czech enterprises to deduce their R&D
expenditures from the tax base, they can do so only
for R&D carried out inown premises. The ongoing
revision of the tax scheme aims at rectifyirgst
situation and including the purchased R&D into
deductible items. lis planned to be finaksl in
2012.

The low share of private contribution to the
university and public research organisations” R&D
(below 1%), and the low number of publfrivate
co-publications evidence the relative weak linkages
between science and industry.

A strategic document in the area of R&éand
innovationin the Czech Republic is The National
Research, Development and Innovation Policy of
the Czech Republic 206®015. Its reision is
foreseen for end 2011, by when the results of an
ongoing international audit of the Ré&Dand
innovation system in the Czech Republic will be
known. An innovation element is elaborated
separately in the recently tabled Czech International
Competitiveness Strategy prepared by the Ministry
of Industry. The objective of the strategy is to
promote the Czech Republic amongst the first
twenty most competitive economies in the world.
Besides innovation, it includes another eight key
pillars for reform: Effectiveness of thegoods and
servicesmarkets financial markets, labour market,
education, healthcare, macroeconomics,
infrastructure and institutions. It is linked to the
Czech Cohesion policy and the forthcoming -Pro
export Strategy for 201:2020.

The Opeational Programme Enterprise and
Innovation (OPEI) includes support for increasing
the innovative performance of firms (innovation of
products, processes, organisation and marketing), as
well as for improving access to finance for new and
developing SMEsstimulating cooperation between
the science and industry and developing high
quality services for business. Four of the
programmes within the OPEI support explicitly
innovation: Innovation (innovation projects and
protection of IPR), Potential, Prosper{tentres for
technology transfer, business incubators, business



angels) and Cooperation (technological platforms
and clusters).

The recently established Technology Agency in
charge of applied and collaborative research
launched in 2011 its first R&D supgdgrogrammes
focused on advanced prospective technologies and
on the stimulation of cooperation between R&D
institutions and industry in sectors such as
transport, energy or environment. Alongside its
programmes ALFA, BETA and OMEGA, the so
called Competete Centres programme supports
the creation and operation of research, development
and innovation centers with strong application
potential. It is expected that around 35 centers, each
including at least 3 enterpriseend one public
research orgarasion, wll be supported in the
period from 2012 to 2019. This entails a budget
amounting to CZKs billion for the whole period
and CZK366 million for the first call.

Two voucher programmes supporting cooperation
of SMEs and universities or research institutes
currently exist at the regional level (South Moravia
and Hradec Kréalové). The subsidies reach up to
CZK 150000 per voucher with a ceiling of 25 of

the project's value. The South Moravian Innovation
Centre (JIC) launched the first call in the Czech
Repubic in summer 2009So far, more than 90
vouchers worth more than CZK2million were
distributed among Czech companies with the first
payment made in February 2010.

Within the specific programme of the Ministry of
Industry and Trade, called "TIP", 423 pzrojs were
approved in 2009; 118 in 2010 and 192 in 2011.
The programme supports industrial applied research
and experimental development in the areas of new
materials and products, new progressive
technologies and new information systems. The
overall budge is CzZK11.2billion for the period
20092017.

Besides a higher mobilisation of resources for
research and innovation, the challenge remains to
ensure the efficiency of these investments, in
particular by enhancing the creation of linkages
between sciencend industry. In this respect, a
stronger reflection of the innovation aspect in the
forthcoming revision of national Research and
Innovation Policy 2002015, together with the
inclusion of a multiannual funding framework,
would be desirable.

4.3.3 Towards asustainable industry

The Czech Republic is one of the most energy
intensive countries in the EU, mainly due to high
intensity of its industry (such as metallurgy, ekte
and coal). In parallel, potential of cleaner
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technologies remains largely untapped.

Interestingly, the share of environmental goods in
the exports of Czech enterprises is high (the Czech
Republic scores as the fourth in the EU) and they
generate comparatively low volume of waste.

Electricity and gas markets are still dominated by
incumbentsand the Czech Republic has one of the
highest electricity prices for businesses in the EU.
The Governmentntendsto continueusinga system

for the operationalupportof electricity production
from renewable energy sourcesin the form of
guaranteedprices. Although the Czech National
Reform Programme 2011 envisages a modification
of the RES targets if needed, it does not analyse any
impacts of the RES support, particularly linked to
the state of the infrastructure, electricity prices and
subsequently theompetitiveness of businesses.

The Energy Efficiency Action Plan of the Czech
Republic sets an indicative energy savings target
for 2010 of 3573GWh, i.e. 1.8% of the volume of
average energy consumption in 2DRQ06.
Although the Czech National ReforfProgramme
2011 acknowledges a need to reduce the
consumption of primary energy sources, it foresees
that the Czech Republic will set an indicative target
only once a thorough feasibility analysis is carried
out. Ongoing and foreseen measumproving the
energy intensityfocus on thermal insulation of
buildings and improvement of efficiency of district
heating networks, reduction of energy intensity in
industries, public transport and railways in
particular, improvement of conditions of energy
performancecontracting and energy services in
general. However, these measures are not foreseen
to bring about any absolute reduction of primary
energy consumption.

So far, there has been little progress in
implementation of the 2009 Programme for support
of environnental technologies, particularly in
prioritising R&D across the sectoral research
programmes. A new research programme is
therefore being prepared, focusing on energy
resources and creation and protection of
environment (renewable resources of energy,
protection of ecosystems, environmentally friendly
technologies). It will be implemented by the
Technology Agency under its programme ALFA.

The Rules of the application of environmental
criteria in public procurement and purchases of
government and public adnistration are binding
since 30 June 2011 for seven product groups. So
far, the progress seems to be limited to the two
originally selected product groups (office and
computer equipment), with 31 manufacturers of
furniture holding the ectabel "Ekologicky
vyrobek". For the office equipments, hundreds of

getrnl



models already comply with
methodology.

the stipulated

An important incentive for investment in clean
technologies could be seen in a set of proposals
currently in preparation, embedding the poliute
pays principle in the sectoral regulation on water,
air and waste. Concretely, in the area of air
pollution the draft proposal foresees a substantial
increase of all fees related to certain pollutants (i.e.
TZL, NOx, SO2 and VOC) as of 2016 while
focusirg on thelargest sources of pollutioThe
preparatiorof the new Water Act will be launched

in 2013.

While the new Waste Act is in preparationand
should be submitted to the Government by
September2011, the Waste ManagementPlan is
scheduledonly for two yearslater. The aim of the
Waste ManagementPlan will be to set long-term
priorities for the managementof municipal and
hazardouswaste,the preventionof the generation
thereof, and the obligation to return products,
appliancesindpackaging.

Despitepast efforts and ETS, the Czech Republic
remains one of the most energy intensive countries
in the EU, which in combination with the high
electricity prices poses a significant burden for its
businesses. Developing additional measures
promoting takeup of energy efficient solutions,
especially in private and public buildings and
energyintensive industries is therefore a key, in
particular in light of the current Czech projections
which do not foresee any decrease of the Czech
primary energy consumption 3020. At the same
time, the challenge for the Czech Republic is to
ensure that the capacity and performance of the
transmission and distribution network enables the
implementation of the Czech RES target while
safeguarding that electricity prices do notriper

the competitiveness of businesses.

4.3.4 The business environment

The Czech Republic ranks significantly below the
EU average concerning the quality of its legal and
regulatory  framework:  Business regulatory
environment remains subject to frequent changes,
often adopted without a thorough analysis of their
impacts and notably impacts on SMEs. Such a
regulatory management policy increases the
complexity of business environment and imposes
unnecessary burdens on businesses. Combined with
the lack of transpaney and credibility of public
procurement rules, it significantly reduces the
overall investor confidence.

Concerning the availability of highpeed
broadband lines, the Czech Republic belongs to the
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weakest EU countries. On the other hand, the usage
of egovernment services by the Czech enterprises
seems to be well above the EU average despite
delays hampering the full launch of those services.
The Czech Republic also provides relatively high
levels of state aid (0.% of GDP in 2009).

The progress on ¢éhbetter regulation agenda has
been made in implementing the Action Plan for
Reducing Red Tape: Until the end of 2010,61%

of reduction was already achieved, which
corresponds to CZHKH1,541 billion. The
Government has set a new administrative burdens
reduction target of 3% in 2020 compared to 2005.
By the end of 2012, the reduction of administrative
burden is expected to reach the intermediate target
of 25%. While the reduction measures undoubtedly
facilitate doing business in the Czech Republic,
they remain to be of an ex post nature and do not
prevent new unnecessary burdens being imposed on
businesses in the course of the legislative process.

In its decision of 16 February 2011, the
Government took account of the deficiencies of the
existing impactissessment system and of proposals
for its improvement to be delivered by 30
September 2011. A crucial element of the reform
will be to ensure an adequate quality control of
regulatory impact assessments and to define the
status of the Board for RegulayoReform and
Effective Public Administration vis-vis the
Legislative Council. Unfortunately, the proposal
fails to address the wunequal treatment of
stakeholders during open consultations and to
promote the Methodology on public consultations
among mandaty provisions on impact
assessments.

The Czech government adopted in May 2011 a
revised version of the Public Procurement Act with
the aim to increase the efficiency of the public
expenditure and the transparency of public
procurements by using the IT isoWhile notable
progress has been achieved in publication of
information on ongoing tenders and their results,
several electronic auction tools seem to being
developed in parallel. For the tenders of low
amount, an electronic market place is being
develped.

An important measure to increase the efficiency of
public administration is the introduction of the e
government. It has been launched on the basis of
the recently revised Smart Administration Strategy
(December 2010) and financially supported by the
ERDF Integrated Operational Programme. Despite
the fact that the strategy defines the priorities and
time schedule for the introduction ofgevernment

in the Czech Republic, its implementation remains
hampered by insufficient legal framework for



accessingand interlinking public databases and
issuing electronic certificates, weak coordination of
individual  projects and unstable public
administration.

The data boxes (electronic delivery system destined
for the sending and receiving of documents relating
to the public authorities) were launched on 1
November 2009 and so far have not lead to a
noticeable reduction of administrative burdén
their usage remains limited, they are used only
passively for obtaining documents while it is
impossible to communicat®gnd documents.
Therefore, m the future, new functions of the data
boxes will be introduced (e.g. link to the bank
account of users by end 2011).

The main part of the -government measures
represent the so called basic registers which, once
operational, will significantly reduce the
administrative burden for both citizens and
enterprises. Contracting procedure for them has
been launched and they are foreseen to become
operational as of July 2012.

Discussion is also ongoing on the extension of the
scope 6the Czech Points ("all in one place points",
where the citizen can obtain all the information on
the data kept about him or her by the state in its
central registers), such as the possibility to access
the Czech Points from home or to link them with
databoxes.

A new broadband strategy "Digitalni Cesko" was
approved by the Czech government in January
2011. It specifies individual tools to reach the
strategy, the deadlines and responsible bodies.
Among others, the strategy sets a target to ensure
the avaibility of access to higispeed Internet in

all populated areas of the Czech Republic with a
minimum transmission speed of at least 2 Mbps
(download), and in cities of at least Mbps by
2013. By the end of 2015, the Czech Republic aims
to have eGovernnme services used by at least @0

of the population and 9% of businesses (8% in
2010 according to EUROSTAT). The main tools
are: establishment of development criteria
(preference of areas not yet covered by the
internet), reduction of costs of frequgnase of the
Structural Funds for building high speed internet
infrastructure.

A major challenge for the Czech business
regulatory framework is to reduce the frequency of
legislative changes and to promote evidebased

policy making. The progress achedl so far in

increasing the transparency of public procurements
needs to be sustained and possible -non
compatibility of several electronic auction systems
avoided. In order to alleviate the burden of public
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administration processes for businesses it is
important to complete and increase the efficientcy
the egovernment services.

4.3.5 Entrepreneurship and SME policy

The Czech Republic is placed well below EU 27
average regarding the share of people expecting to
start a business, their desire to become - self
empgoyed and the degree to which school education
helped to develop an entrepreneurial attitude (the
second worse performer in the EU). Access to
finance remains extremely difficult for SMEs,
especially in the early stage of financing.
Concerning bankruptcy rpcedures, it takes the
longest time in the EU to wind up a business (2
years in the EU on average versus gears in the
Czech Republic). Czech businesses also face higher
cost to start a business and it takes them longer to
register a property that tieJ average. The cost of
enforcing contracts is the most expensive in the EU.

Despite the fact that the curricula in general
secondary education already includes essential
competences for entrepreneurship, it is not
implemented on a systematic basis antaias at
the full discretion of teachers. Businesses in the
Czech Republic consider the lack of
entrepreneurship education as one of the main
barriers in creating statps jobs and expanding in
third country markets. Becoming an entrepreneur is
seen too isky to try and becomes only the last
resort solution. From this perspective, it is no
surprise that very few export oriented Czech SMEs
are willing to open subsidiariesompanies in third
countries.

The national scheme of guarantees for SMEs
expired in 200 as it was seen only as one of the
anti-crisis measures. Guarantee and loan schemes
under the Operational Programme Enterprise and
Innovations are not sufficient to substitute the
national scheme from the magnitude perspective.
Several other temporary mmsures supporting
businesses were discontinued in 2010 but so far, no
evaluation of their efficiency has been made
available.

Financial instrument focusing on early stage
financing is still missing in the Czech Republic.
The Operational Programme Entegeri and
Innovations includes a commitment to implement a
pilot project of the venture capital in the current
programming period so that the instruments of
financial engineering can be used for the support of
the SMEs more widely after 2014+. The concept of
the venture capital fund donded from the
Operational Programme Enterprise and Innovations
was finalised in March 2011 by the Ministry of
Industry and Trade. The legislative proposal should



be finalised in the autumn 2011 so that the holding
fund implemating the venture capital can launch
its activities during 2012.

A special "Entrepreneurship Council" gathering
officials, business and employees stakeholders is
meeting at least three times a year to discuss and
assess new legislation having a direct actpon
business environment.

Given the export orientation of the Czech
economy, an increased attention is being paid to
the preexport measures. Work is ongoing on the
new Czech Export Strategy for 262015, the
Government operated also a special gréea for
export companies, which since 2006 provided over
8400 answers to interested SMERhe so called
"Export Academy" delivered complex export
education for SMEs with sectoral and territorial
focus. A number of thematic seminars and
workshop was planmefor 2011 focusing on the
following markets: Turkey, South Africa, Russia,
Argentina, Australia, and New Zealand.

It is still to be seen if the revised Act on Insolvency
facilitated the restructuration and/or shortened the
bankruptcy procedure of insolwecompanies.

The main challenge for the Czech authorities
remains to establish the venture fund as soon as
possible and to explore all existing funding
possibilities available under the EU Operational
Programmes to support SMEs. A particular
attention sbuld be paid to enhancing
entrepreneurship education.

4.3.6 Conclusion

In line with the relatively low R&D intensitythe
majority of Czech firms compete internationally on
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costs, instead of differentiation through innovation.
Alongside a need to mobilise and ocdinate
resources for research and innovation, the challenge
is to ensure that the scientific output corresponds to
the industrial need. The foreseen revision of the tax
scheme has a potential to boost private research and
innovation.

Developing additioal measures promotinghe
takeup of energy efficient solutions idesirable
particularly inthe light of the current projections
foreseeing an increase of the Czech primary energy
consumption by 2020. In this respect and given the
fact that the Czech Raplic is one of the most
energy intensive countries in the EU, electricity
prices may hamper the competitiveness of
businesses.

The Czech business environment is an important
bottleneck to economic growth and investor
confidence. In the absence of evidedased policy
making, it is subject to frequent legislative changes
increasing uncertainty and imposing unnecessary
burdens on businesses. The progress achieved so far
in increasing the transparency of public
procurements needs to be sustained. It islaiyi
important to complete and increase the efficiency of
the egovernment services.

Improving access to early stage financing has
become a matter or urgency, particularly in relation
to the development of the venture capital fund. The
fact that the schd@ducation in the Czech Republic
does not help students to develop an entrepreneurial
attitude will deserve closer attentiddowever, he
Czech International Competitiveness Strategyld

be an important step forward in developing the
longer term visionof the Czech economyand
society.



4.4 Denmark
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Sectoral specialisation of manufacturing Denmark (2009)

Refined petroleum products

Chemicals, chemical products N

Rubber and plastic products —

Machinery and equipmentn.e.c.

Other non-metallic mineral products

/
Basic metals and fabricate%metal eroducts
Leather and'leather products

Paper products; publishing and printing
/Wood and wood products

_ Food products

- Textiles and textile products

~ Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.4.1 Introduction

Trade and industry specialisation

Manufacturing plays a smaller rolerf®enmark
than for the EU in totall3.2% vs.14.9% of value
added in 2009. At the detailed level of
manufacturing industries, Denmark is specialised in
mainstream manufacturing industries (electric
motors, generators and transformers), and in
marketingdriven industries (the manufacture of
games and toys, or meat and fish products). In
addition, in exports Denmark is also specialised in
labourintensive industries (the manufacture of
buil dersbd carpentry and
aggregated sector leveDenmark features value
added specialisation in sectors with high innovation
intensity (machinery), and with low innovation
intensity (water transport). In exports, Denmark is
strongly specialised in sectors with low innovation
and mediurow education irgnsity (again, water
transport). Overall, D
profile is strongly driven both by intangible assets
(marketingdriven industries such as games and
toys), but at the same time by natural endowments
(agricultural products, sea,...), exipiag its bipolar
specialisation in both innovative and less innovative
sectors.
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Denmar ko6s busi ness

R&D

expected level given its industrial structure, and its

quality indicators are above average (with

the

exception of the high pricsegment in labour
intensive industries) and indicate a favourable
position on the quality ladder. This explains how
Denmark manages to sustain competitiveness in
sectors characterised by low innovation intensity.

Most prominent sectors in Denmark

Highest relative value added (2007)
Waterdranspest

Réal eg;a!le a?c?ivﬁesr y ) )
Tobacco products

Change in the relative value added (1999/2007)

At t he mo

Real estate activities
Electrical machinery and apparatus, nec
Tobacco products

Supporting and auxiliary transport activities; activities of travel agencies

e 'namtgngpork 6 s specialisati
Water transport

D N
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Stuctural change

In terms of change, Denmahlasstrongly increased

its relative value added share in technologyen
industries such as in medical equipment as well as
in sectors with high educational and innovation
intensity (electrical machinery e.g.imd turbines),
while substantially reducing its specialisation in
sectors with low innovation and education intensity
(land and water transport). The change dynamics
for exports have beensomewhat different, with
high education sectorhaving increagd strongly
(financial services) but higimnovation sectors
(communication equipment) and technolatyyven
industries (aircraft and spacecraftaving slightly
decreased

Denmar kbés R&D intensi

while therehas beenlittle change in th quality
indicators. At the sectoral level, Denmark has
gained R&D intensity mainly in services sectors

such as distribution, software and research and
development, while decreasing R&D intensity in

machinery and transport and communications.
Overall, ths points to a mostly unchanged positive

outlook for competitiveness.

ty

The i mpact of t he cri
specialisation patterns was limited, with no clear
overall direction of change in the crisis years. The
impact on total manufacturing production was
severe and its level was in April 2011 still %
below its previous cyclical peak.

Denmark showed an appreciation of the real
effective exchange rate over the last decade by
22%, which is only slightly above the EU27
average (21%), indicating neverthelessloss in
cost and price competitiveness. Nominal unit labour
costs have increased by 34% between 2000 and
2010, compared to an increase of 14% in the EU27
and 20% in the Euro area. Over the last decade,
Denmark's labour productivity per hour worked has
remained relatively stable at about 18 percentage
points above the EU27 average and 4 percentage
points above the Euro area average.

4.4.2 Towards an innovative industry

According to the Innovation Union Scoreboard
2010, Denmark is one of the innovation leaders
with a second place, well above the EU. While
Denmark scores high in stibdicators such as
linkages and entrepreneurship and intellectual
assets, output in terms of innovating firms is
relatively low.

The innovation system is well functioning. Private
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investment in R&D has increased by %over the
last decade. The public part of the innovation
system has been consolidated through institutional
reforms and mergers the last years. More funding in
fewer funds has yielded a more efficient funding
system, andmore risk capital and incubators have
been put in place. The @peration between public
research and private sector has increased
significantly the last years and is expected to result
in higher productivity for the participating firms. In
the June 2011Agreement of Denmark as a Growth
Nation", the government launches several initiatives
aiming at further strengthening the innovation
system in Denmark by +ferganisation of the
research councils and research institutions.

The Business Innovation Fund (j‘myelsefonden")

as launched in 2010 for 20]2(0)1% A total
gr&(%ohlno% Wdk al6c8této' the fuhaw h
purpose of promoting restructuring and renewal of
especially SMEs in the area of green technologies
and welfare solutions.

The Danish Govement's Globalisation Strategy
which expires in 2012 and corresponding and
matching national policies in areas including
innovation, education, energy and the environment,
indicate how Denmayk aims at b(—;kagﬁa country with

ndustries aBId'to be Shﬂ/ Wtn

The government published the innovation strategy
"Strengthened innovation in businesses" in 2010.
The strategy includes 37 initiatives aiming at
strengthening the innovation capacities of Danish
SMEs. Initiatives include activities promoting
partidpating in cluster activities, subsidies for
SMEs' R&D activities and a strengthening of the
Industrial PhD programme.

Several initiatives aiming at strengthening the
innovation capacity in the Danish economy are
launched in the "Agreement of Denmark as a
Growth Nation". These include tax deductions for
firms' R&D expenditures up to 5 million DKK per
year.

Though Danish innovation policy is modern and
comprehensive, a number of challenges remain.
Indeed, despite the growfliendly business
environment, here are concerns about the relatively
limited innovation capacity. Despite impressive
efforts to increase R&D and innovation, the results
in terms of hightech exports and higgrowth
enterprises are below EU average.

4.4.3 Towards a sustainable industry

The performance of the Danish industry can be
characterised as rather strong. This relates to, for
example, the relatively low energy and carbon



intensity in the industry. In 2008 an Energy
Technology Development and Demonstration
Programme (EUDP) was estabksh EUDP
supports thedevelopment anddemonstrationof
new energytechnologies that can contribute to the
ambition of independency of fossil enengy205Q

An environmental technologies action plan,
launched in 2010, aims to promote new
environmental teamological solutions and foster
growth and employment in the Danish industry. As
mentioned earlier, in 2010 the government
established the Business Innovation Fund
(AFornyel sesf @é60rikon o) theo f
period 20162012 with the aim of supporting
innovation and market maturity within the green
and welfare areas to create growth, employment
and export for Danish businesses.

The government presented the Energy Strategy
2050 in February 2011. The strategy aims at
making Denmark independent of fossilefs by
2050 and includes a number of initiatives targeted
toward fostering new green solutions for business.
Initiatives are planned for the wind area with
opportunities for development of wind turbines, the
biomass and biofuels area, the biogas area,
dewlopment of smart grids and measures for
energy savings aiming at further reducing the
already low energy and carbon intensities in the
Danish enterprises.

Danish industry has a clear advantage in exports of
greentech  solutions. Exports of energy
technobgies and equipment goods made upd?2

of total Danish manufacturing exports in 2009,
thereby doubling the share since 2000. As a
comparison, energy technologies and equipment
only constituted of some % of EU-15 exports in
2009. Danish industry is partilarly strong in the
segment windurbine components, insulation
materials and energy efficient pumps.

4.4.4  The business environment

Denmark scores clearly above the EU average in all
indicator categories with the exception of the level
of state aid. Denmark mas among Member States
with the lowest burden of government regulation,
with a legal and regulatory environment that highly
encourages the competitiveness of enterprises.

Regulatory reform has been on the agenda of the
Danish government for over two deesdwith the

aim of modernising the public sector and promoting
an efficient business environment. As regards the
reduction of the administrative burdens for
businesses, the Government's objective has been to
achieve the target of 26 reduction in 2010
relative to the 2001 levelOver the period 2001
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2010, 246 % of the 25% target has been achieved.

In the "Agreement of Denmark as a Growth
Nation", the Government sets a new target of
reduction of administrative burdens with another
10% in 2015 relatived the 2010 level.

In January 2011 the Danish Parliament decided to
complement the efforts of reducing administrative
burdens by setting a target of 10 % reduction of the
perceived burdens also to be reached by 2015.

PréniK1 July 2011, for a period of thrgears, start
ups and firms with less than 10 employees will be
exempted from new burdens incurred by
legislation.

The third strategic programme to develop
eGovernment is focused on improving digital
services, efficiency and collaboration across all
levels of governments. It includes the ambitious
objective of digitalising all relevant communication
between government and business by 2012. In
2010, the online availability of public services was
95% for enterprises, and eGovernment usage by
businessonedfhe hi ghest in the
businesgo-government onstopshop, is a main
initiative aiming at facilitating the provision of
information to government authorities, including
invoicing. Some 306 of all information, which
enterprises must repor government authorities, is
sent via "Virk.dk". Denmark is one of the best
performing countries regarding oseopshops.
Virk.dk is fully operational and web based (Danish
Commerce and Companies Agency, DCCA).

The recently adopted "Konkurrencepakke" is
mainly targeting the construction sector, the retail
sector and health services and the public sector
/public services. Other sectors for which measures
are considered include taxis, postal services and
public transportation services. The question of
liberdisation of the pharmacies sector will be
investigated further before any nsemes will be
implementedThis also concerns the question about
allowing larger hypermarkets in the retail sector.

The market for construction materials will be
addressed by mea®s announced in the
"Konkurrencepakke". The measures aim among
other initiatives at increasing imports of foreign
construction materials. Increased imports of foreign
building materials is likely to increase the supply on
the Danish market and result ia downward
pressure on the prices of building materials.
Ownership of clinics for dentists and general
physicians by others outside the profession will be
opened up which may encourage establishment of
larger firms on these markets.

EU



The government has lached a strategy aiming at
increasing competition for public services by
gradually increasing public procurement in
municipalities and regions. New target for
municipalities: 31.%% of all procurement shall be
public in 2015. In the "Konkurrencepakke" isa
announced that negotiations with the regions will
take place aiming at increasing public procurement
in the regions to 2015.

4.4.5 Entrepreneurship and SME policy

Danish SMEs constitute on average just as much of
total enterprises as the EX¥ average. The @hish
SME share of total employment is a bit smaller and
the share of value addddrger than the EW27
average, indicating a higher productivity in Danish
SMEs. Danish SMEs are a bit larger than theZzU
average. Micro enterprises represent 87% of all
SMEs in Denmark while the corresponding share in
the EU27 is 92%. As a consequence, small and
mediumsized SMEs hold larger shares of all
enterprises in Denmark than in the £2@.
Therefore the average SME size is larger in
Denmark than in the EQ27, 5.6 erployees per firm
compared to the average EU SME which employs
4.2 persons.

Indicators, from the EU SBA fact sheets, reveal that
the entrepreneurship rate is lower in Denmark than
in the EU. Attitudes towards entrepeemship and
selfemployment indicatehtat Danes are less prone
than the average EU citizens to start their own
businesses. On the other hand, Danish SMEs are
more internationalised than the average EU SME.

Denmark has a high level of stagps. The
challenge is a low level of high growth fiemThis
underpins almost all policy measures in the SME
area, e.g. the "Erhvervspakken" and the New firms
package with measures aiming at providing funding
and easing financial constraints for staps and
SMEs.

Measures include; provisions of DK&OOmillion

to venture capital markets to be matched by private
funding; a growth loan guarantee scheme of
DKK 1.5billion to small businesses with high
growth potential as well as a strengthening of the
loan guarantees arambunsellingfor new and micro
enterprées; also the Export Credit Fund was
extended and introduced the SME guarantee, a new
targeted scheme, of DKKbillion, which aims to
facilitate export firms to gain new ordergVith
"Agreement of Denmark as a Growth Nation", it
has been decided to proeidan additional 600
million DKK to the loan guarantee schemighe
measure "Seed 2.0" is targeted specifically to-start
ups and new firms and provides seed andspexl
loan of 500million to be matched by private
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funding up to DKKZ1.5billion.

Among other measures to facilitate exports for
SMEs, in the Agreement of Denmark as a Growth
Nation, the Export Credit Fund has been extended
to 2015.

The New firms package was launched in 2040
early 2011 and contains agreement with pension
fundswhich strendtens the market for risk capital
with up to 10 billion DKK for entrepreneurs and
SMEs with growth potentig5 % risk, 75% loan)
The scheme iguaranteed by the Growth Fund.
Also a new fund "Dansk Veaekstkapital" was
established with the purpose of invegtin private
equity/venture capital funds focusing on SMEs with
a growth potential. The government has also
initiated analyses to explore possibilities to provide
corporate bonds market for SMEs.

In order to ease financial constraints for stg$
and yung firms, tax legislation has been amended
in some respects. These amendments include
corporate tax exemptions, under certain conditions,
for return on investments in young unlisted
companies, tax exemptions for savings by
individuals who use the moneg start a company
("Etablerings og Iveerkseetterkontoordningen).
Non-financial measures include the initiative for
easing transfer of business from retiring business
owners to new owners. Some Q@80 firms are
affected in the coming yearsAs a part of
"Agreement of Denmark as a Growth Nation", a
committee has been established with the task of
investigating possible ways of reducing corporate
taxes from 25 to 20 pct.

4.4.6 Conclusion

The main challenges facing the Danish industry
remain the weak competition anow productivity
growth, low shares of innovating enterprises, high
tech exports and higbrowth enterprises.The
limited innovation performance may be due to a
combination of factors relating to a limited
entrepreneurial culture, weak competition in
espeacilly the services sector and the fact that the
results of reforms of the public innovation system
have not yet showed up in the statistidhe
increased caperation between public research and
private companies that have taken place during the
last years could lead to a better performance in
terms of highgrowth innovating enterprises
exporting hightech products in a near future. A
number of measures addressing these problems
were put in place during the last year with effects
yet to materialise.

Furtrer policy actions aiming at fostering
competition could also spur innovation and increase



the share of innovating enterprises. An especially  "Konkurrencepakke" was a first step in the

important area is the servieector where theris a direction of opening up yblic procurementfor
large number of SMEs who would benefit from SMEs and increasing productivity in the service
more  competitive service markets. The sector by liberalising some important ssixctors.
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4.5 Germany

Germany

Distance from the EU average (measured in standard deviation
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R&D performed by businesses (% of GDP; 2009

=

Share of innovating enterprises as % of all enterprises (2008)

Towards a modern and competitive industry

Share of high-tech exports in total exports (2009)
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average.
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Sectoral specialisation of manufaziring 1 Germany (2009)

Rubber and plastic products
Other non-metallic mineral products

Machinery and equipmentn.e.c.

IChemicaIs, chemical products

y Refined petroleum products
Paper products; publishing and printing

_ Wood and wood products
Textiles and textile products

— Food products

Electrical and optical equipment

|
Basic metals and fabricated metal products

Leather and leather products
— Manufacturing n.e.c.

Transport equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

45.1 Introduction

Trade and industry specialisation

Manufacturing plays a bigger role for Germany
than for the EWn averagef value added22.7%
against 18 % in 2009. At the detailed level of
manufacturing industries, Germany is strongly
specialised in technologyriven  industries
(manufacture of motor vehicles, electricity
distribution and control apparatus), and less so in
mainstream manufacturing, e.g. in the mfanture

of transport equipment. Germany is atgecialised

in capitalintensive industries (e.g. the manufacture
of parts and accessories for motor vehicles) in terms
of value added but not in exports. The only labour
intensive industry in the tofive industries is a high
skill industry (machine tools). At the more
aggregated sector level, Germaisyspecialed in
high and mediurhigh innovation intensive sectors
(motor vehicles, electrical machinery and medical,
precision and optical instruments). Howgve
Germany is nobverly specialised in sectors with
high educational intensity becausethoé relatively
low valueadded share in financial services and
software.
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The share of exports by technoledsven
industries going to the BRIC countries is veigth
indicating further growth potential for Germany.

Germanyb6s export -ddvenaandes i n t
labourintensive industries are extremely low in the

low price segments, and in line with the average of

the higher income, knowledgptensive countries

in the high price segments, indicating a strong

position on the quality ladder. The R&D country
effect is slightly negative,
R&D investments are below the expected level

given its industrial structure.

Most prominent sectors ingdemany

Highest relative value added (2007)

Motor vehicles, trailers and semi-trailers
Office, accounting and computing machinery
Electrical machinery and apparatus

Change in the relative value added (1999/2007)

Office, accounting and computing machinery
Motor vehicles, trailers and semi-trailers
Radio, television and communication equipment

Renting of machinery and equipment
Air transport
Real estate activities




Structural change

In terms of change, Germamasfurther increased

its valueadded specialisation in technoledgiven
industries and highly innovatieintensive sectors,
e.g. in computers and electronic components. In
exports, technologdriven industrieshave stayed
stable, while highly innovatiemtensive sectors
have lost relative share (radio, TV and
communication equipment). Interestingly, Germany
hasalso considerably increased its relative share in
low innovation sectors, due to a mixX eeveral
sectors (recycling, wholesale trade, water
transport...). Ger manyo6s
segments of technologyriven industries has
decreased, dsasits sectoral R&D intensity (R&D
country effect) and its relative value added share of
eduwationally highly intensive sectors. At the
sector al l evel |
expenditure in relation to total value adddw)s
decreased in motor vehicles, transport equipment,
pharmaceuticals and communication equipment,
while other sects saw small increases (e.g.
machinery).

Germany's manufacturing production rebounded
fast after the crisis andias in April 2011 4.1%
belowits previous cyclical peak. The impact of the
crisis on Ger manyos
limited overall, wih technologydriven industries
declining as compared with before the crisis.

Germany is among the few Member States which
have experienced a depreciation of the real effective
exchange rate during the last decad&%
compared to an appreciation of 21#6the EU27),
indicating a gain in cost and price competitiveness.
Nominal wunit labour costs have increased
moderately by 6% between 2000 and 2010,
compared to an increase of 14% in the EU27 and
20% in the Euro area. Germany's labour
productivity per hour wrked is about 24
percentage points above the EU27 average and 10
percentage points above the Euro area average.

Overall, Germanyoccupies a very favourable
competitive position, which it could however
strengthen even further by boosting sectoral R&D
intersity.

45.2 Towards an innovative industry

The Innovation Union Scoreboard 2010 clasdifie
Germany among the innovation leaders in the EU.
It belongs to those countries with the biggest
research and development (R&D) capital stock, and
the output of R&D and inn@tion activities in
terms of patents, new products and high
productivity is remarkable. German R&D intensity
(percentage of GDP spent on research and
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development) is clearly exceeding the EU average,
which was 2.0 in 2009. With 2.86 in 2009,
Germany isalready closely approaching the R&D
target of 3%. In order to move a step closer
towards reaching the defined target, Germany
invests an additional EUR2 billion in education
and research over the period of 2a®.3, about
EURG6 billion in research andEUR 6 billion in
educatiorand training

Nevertheless, from a global perspective, Germany
is still lagging behind major competitors such as
Japanor South Korea, in particular concerning

busiheasrR&D irivestmeants.e  hi g h

The measures to support innovation in i@any are
described in the new higilech strategy 2020,
presented in July 2010, which continues a first

Geea. R&Dn y 06 sinitiiveD launahdéde in s2006.y The overarching

strategy aims to foster cooperation between science
and industry in key technology areas and lead
markets ad to improve the general framework
conditions for innovation. The strategy focuses on
R&D in priority areas such as energy and climate
protection, health and nutrition, mobility, as well as
security and communication. It also supports the
development of ke enabling technologies, which
act as drivers of innovation and which build the

S p e dhass Ifar seawt products, pracésses ramd sservives,s

including for example optical technologies,
materials technologies, biotechnology,

nanotechnology, micrsystems technology etc.

The new strategy also includes SME funding via
the Central Innovation Programme for SMEs
(ZIM). In order to meet the challenges of global
competition, SMEs are supported to enhance their
research and innovation efforts and to intensify the
development of new products, processes and
services. The programme provides funding for
cooperation and network projects and, since 2009,
also for individual R&D projects. The planned
annual budget amounts to approximately
EUR500million. The strategy alsocomprises
support to regional thematic clusters that bring
together public research and enterprises to further
develop high technologies in various areas.

In the longterm, one of the main challenges faced
by Germany will be to avoid a systematic skill
shortage in indstry and academia, considering the
emerging demographic challenge of the country
(low birth rates and ageing society) and its
relatively low availability of new science,
technology and engineering graduates. The
emerging shortage of skilled workers hasatty
become an increasingly important obstacle to
further growth in many industries. High skilled,
professionsi in areas such as Mathematics,
Informatics, Natural Sciences and Technologye

guality



particularly affected, though difficulties in the
recruitmentof skilled workers are also visible in
other sectors, including health care and certain
crafts.

The imminent shortage of skilled labour in both
academia and industry is recognised by féueral
government in its initiative "Konzept fir
Fachkrafte launded in June 2014 The federal
government estimates that within the next 15 years,
the German labour markebuld face a shortage of
up to 65 million skilled workers, if no measures
were taken. The Federal Ministry of Labour and
Social Affairs expects thaa large part of the
additional skilled labour could be met by fully
seizing the potential of the domestic labour market.
The related measures are in particular aimed at
increasing the number of students, redusnbool
dropout rates and increasing tHabour market
participation of older workers and women. In
particular regarding the latter, Germany performs
considerably below the EU average, with only 55%
of employed women working full time.

Germany has committed to spend%0of GDP on
education andesearch by 2015, thereof% on
education and % on research. Though the budget
has already been considerably increased in this
respect, further efforts will be necessary to meet the
objective. According to the results of the first phase
of the higher edcation reform packad¥, progress
has been made in certain fields, including in respect
to increasing the number aoftudy places and
improving the quality of tertiary education.
Nevertheless, further improving the quality of
education and training will rean an important
challenge.

In addition to strengthening the education system
and the labour market, however, the German
economy will also depend on better attracting
skilled workers from other EU and nd&U
countries. The initiative'Konzept fir Fachkraé"
foresees a number of measures in this respect,
including for example simplified procedures for
recruiting engineers and doctors as well adeeas
recognition of foreign diplomas. While these
initiatives go into the right direction, it remains to
be sea whether they will be effectively
implemented and whether they will be sufficient to
address this increasingly important problem.

4.5.3 Towards a sustainable industry

Overall, the environmental performances of
Germany6s industry can
The energy intensity in manufacturing is below the

193 BundesregierungKonzept fir Fachkraftg'22.6.2011
104 Hochschulpakt
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EU average, the carbon intensity in the ‘gorergy
supplying industry is close to EU average, and in
terms of waste generated by enterprises and exports
of environmental goods, Germany scores better
than tle EU average. Germany also continues the
trend of further reducing raw materials
consumption while increasing industrial Gross
Value Added (GVA). Moreover, the support to
environmentally friendly technologies has been a
focus of bot h Geforrmaganga s
and its economic recovery packages.

The national "Energy Concept" presented in
September 2010 outlines the country's path towards
renewable energy in a loftgrm strategy up to
2050. In 2011, Germany hatecided oradditional
far-reaching chages in its energy policyncluding

a gradualphaseout of nuclear energy production
until 2022 measures to accelerate grid expansion,
and a more markdiased development of
renewable energiessermany intends to increase
the share of renewable energyuszes in the total
energy consumption from currently % to 35%

by 2020. Challenges remain particularly in ensuring
the costeffectiveness of renewable energy and in
providing the required network infrastructure.
Ger manyos i nt err egenergya l
grids still need to be further enhanced in order to
allow for a wide distribution and storage of energy
produced from renewable sources. Several
regulatory and nomegulatory measures, such as the
fiNetzausbaubeschleunigungsgesetz
addressing His issue, but an effective
implementation will be required in order to ensure
the intended progress.

As part of the national "Energy Concept", the
existing Energy Research Programmg("5.
Energieforschungsprogramin’has been extended
and funds dedicatedotresearch in the field of
sustainable energy have been increased. For
2010/2011, EUR..27billion are dedicated to R&D

in modern energy technologies, including smart
networks and energy storage techniquaes2011,
the German federal government also dedido
launch a new Energy Research Programfite
Energieforschungsprogramm'Which increases the
financing for R&D in these areas using funds from
the special "energy and climate fund". Between
2011 and 2014, about EUR 3.5 bn will be dedicated
to energyresearch.

Initiatives to increase the share of electricity from
renewable energy sources launched in recent years
have been continued, including in particular the
6Remawalklter Eqved gys Laoveod.
guaranteed feenh tariffs to be paid by network
providers to producers of renewable energy. In
2011 feedn tariffs for solar energy have been
further reduced while incentives have been

ar e
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increased in other sectors such assbiffre wind
parks, geothermal and hydroelectric energy.

The automotive sectas of particular importance to
Germany. In 2011, the federal government has
adopted the initiative "Electrmobility”, which
aims to establish Germany as the leading
international market for electric vehicles. The target
foresees that one million electrehicles should be
on German roads by the year 2020 and up to six
million by the year 2030. The promotion of electric
mobility needs to be coupled with the use of
renewable energy in order to have a significant
positive  environmental impact. Given the
importance of the automotive sector for Germany,
progress in promoting electric mobility and
renewable energies will be crucial for the
competitiveness of its industry. The German federal
government has allocated additional funding of
EUR 1 billion until 2013for this initiative and will
establish a national project coordinator.

The public procurement system in general has an
important potential to support the deployment of
environmentally friendly products given its
significant level of expenditure. Public murement

on federal and regional level in Germany has
increasingly integrated sustainability aspects such
as resource efficiency and emissions based on a
life-cycle approach, though so far this was mainly
based on individual initiatives rather than a
systenatic approach. The proposed legislative
package foresees the introduction of legally binding
energy efficiency criteria in the public procurement
regulations to support the procurement of products
and services complying with the highest energy
efficiencystandards.

4.5.4 The business environment

Germany offers a favourable business environment
and successfully attracts foreign direct investment.
It scores the highest among the 27 Member States
concerning the overall satisfaction with the quality
of infrastructue. However, it scores around average
regarding the regulatory framework and
administrative burden, as well as other related
indicators.

Ex ante impact assessments are mandatory for
initiatives of the federal government and also the
"Lander" increasingly se impact assessments.
Public consultation by the federal government is
formally regulated by the Joint Rules of Procedures,
which specifies that federal ministries must consult
early with an extensive range of stakeholders,
including SMEs.

The simplificaton of the regulatory framework and
the reduction of administrative burden are crucial to
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strengthening  investment and  encouraging
entrepreneurship. In this sense, the Bureaucracy
Reduction and Better Regulation programme of the
German federal governmemroprises a number of
important measures to further reduce administrative
burden in the business sector. A number of
measures have been taken over the last years to
further reduce reporting obligations in the business
sector. By the end of 2010, the admirdtive
burden associated with reporting obligations has
been reduced by 22% compared to the level of
2006 according to a report published by the federal
government”. Continued efforts will be necessary
in order to meet the defined target of a 25%
redudion by 2012. The programme is currently
being extended to address in addition to reporting
obligations also other measurable compliance costs,
based on a standard cost model. In 2011, a tax
simplification act has been proposed by the federal
government, Wich aims among others at
introducing the possibility to submit income tax
declarations every two years, simplifying the use of
electronic invoicing and improving the electronic
communication with tax authorities.

There s still potential to further stimate
competition in services Regarding network
industries, competition is still hampered as

enterprises in these markets are still highly
vertically integrated, although there are indications
of some progress due to initiatives launched in
recent yearS® Improving the interregional
interconnection might lead to an increase in
competition in the futureln 2011, the federal
government decided to furtheliberalise long
distance buserviceswithin Germany which could
contribute to enhancing competition passenger
transport.

455 Entrepreneurship and SME policy

The share of large enterprises in Germany is higher
than the EU average and also SMEs tend to be
larger than their average EU counterparts. The SME
sector accounts for @b of employment in
Germany (EU67 %) and generates4 % of value
added (EU 5%0). Large enterprises contribute
39% to employment (EU 3%0) and generate 4%

of value added (EU 4%). The contribution of
micro-enterprises to employment is considerably
lower than the European average %9%s. 30%).
Both the preference for sedimployment and also
the entrepreneurship rate are slightly lower than the
EU average.

105 "Bericht der Bundesregierung 2010 zur Anwendung

des Standardkostévlodells und zum Stand des
Birokratieabbaus", Dezember 2010

E.g. 'Kraftwerksnetzanschlussverordntramd
"Energieleitungsausbauge2'
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German SMEs perform particularly well in respect
to innovation. The share of SMEs with activities in
process innovation, produinnovation, as well as
marketing or organisational innovation is overall
considerably higher than EU average. In the area of
skills and training, however, the results are more
mixed and the performance is much closer to the
EU average.

The business emdnment is overall favourable for
entrepreneurial activities and federal and regional
programmes are in place to support the
development of SMEs through a broad range of
consulting and financing services. The well
developed network of chambers of commeese
well as other business and crafts associations also
plays an important role in supporting SMEs and
entrepreneurs.

The funds dedicated to providing SMEs with loans
and guarantees have been significantly reinforced
during the crisis, which has contribdt¢o the fact
that concerns of a credit crunch have not
materialised in GermanyA number of these loans
and guarantee funds were supported through ERDF
resources. In view of the general economic
recovery in Germany, the stimulus package
"WirtschaftsfondsDeutschland"was phased out at
the end of 2010. Over 20 000 enterprises, in
particular SMEs, have received credit funding or
guarantees with a total amount of about
EUR 14 billion.

In 2010 the Federal Ministry of Economics and
Technology launched a stagpp initiative
"Grinderland Deutschland"comprising a broad
range of programmes and activities. The aim is to
raise awareness of entrepreneurship and- self
employment, including among pupils, apprentices,
students and adults.

Both in terms of average time éraverage costs
required to startip a limited liability company,
Germany is placed clearly below the EU average
and has further improved over the last years.
However, an analysis performed on regional level
highlighted considerable differences among
individual "Lander" in respect to the time required
for business and tax registration, which might
indicate potential for further improvement.

In 2011, the Federal Ministry of Economics and
Technology has introduced an "SME monitor"
("Mittelstandsmonitor fiir EklVorhaben™) The tool

aims at identifying projects and legislative
proposals on EU level that might be of interest for
SMEs and at strengthening the participation of
German SMEs and their representatives in the
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process of European decision making, inclgdine
participation in public consultations.

Considering their relatively larger size, German
SMEs also tend to be more active in other EU and
nonEU markets than their European counterparts.
Information and support for SMEs including in
respect to inter@nalisation, market access in
third countries as well as intellectual property rights
is particularly provided through the well developed
international network of German Chambers of
Commerce (Deutsche Auslandshandelskammiern
as well as the German econic development
agency "Germany Trade & Invest'. Regarding
patents and the enforcement of intellectual property
rights, costs for legal and tax advisory services
often play a more important role than
administrative costs. In particular in n&t
countries,the enforcement of intellectual property
rights is an increasingly significant obstacle for
SMEs, due to complex administrative procedures
and high costs for legal advisory services.

Effectively addressing the challenge of a possible
emerging shortage dfigh-skilled work force will

be of particular importance to SMEs, as they are
often in a weaker position to attract and retain high
skilled workers compared to large enterprises,
particularly in an increasingly competitive
environment.

4.5.6 Conclusion

Overall, Germany enjoys a favourable positiaith
respect to competitiveness. Its economy and
industry benefittrom framework conditions which
are conducive to R&D and innovation as well as to
the deployment of environmental technologies.
With its specialisation capital goods, the German
export sector was particularly well placed to benefit
from the increasing demand in emerging markets
and the incipient global recovery.

The business environment is overall also favourable
for entrepreneurial activites as SMEsnd
entrepreneurs have at their disposal a broad range
of services provided by government authorities and
the welldeveloped network of chambers of
commerce and other crafts and business
associations.

In the longterm, a major challenge will be to avoid
a systematic shortage of higtkilled labour force

by adapting both the educational system and the
labour market to the changing requirements of
technology and innovation. Overall Germarguld
benefit from furtherinvesimentin R&D to remain

at the technolgical frontier.



4.6 Estonia

Estonia
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Sectoral specialisation of manufacturing Estonia (2009)

Wood and wood products\

Paper products; publishing and printing
Refined petroleum products ~
Chemicals, chemical products —

Rubber and plastic products

Other non-metallic mineral products

/
Basic metals and fabricated metal products

Machinery and equipmentn.e.c.

Textiles and textile products
Leather and leather products

_ Food products

~ Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.6.1 Introduction

Estonia is one of the countries that are catching up
fast: among the population of actieaterprises, it
has a high share of enterprises that are growing fast;
manufacturing production has regained all the
ground lost during the crisis, exceeding by % fts
previous cyclical peak in April 2011. Estonia
remainsa typical member of the groug countries

with relatively lower income levels anda
predominant specialisation in labotintensive
i ndustries. However, Est

much higher than the average of this country group,
even though it is below average when taking into
accoun its industrial structureMoreover, the share
of labourintensive exports is in decline, while the
shares of capitahtensive products and (difficult to
imitate) researcintensive exports is expanding.
Overall, Estonia is improving its competitiveness
and, if it keeps momentum, it will join the group of
higher income countries that are specialised in
labourintensive industries.

Trade and industry specialisation
In 2009, the relativealue added sharmef Estonia's
manufacturing industry was close to thHeU

averagel 14.3 % versusl4.9%, respectivelyThe
country's rapid recovery in industrial production has
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been driven by manufacturing of electronic
products, fabricated metal products, motor vehicles,
electrical equipment as well as machinery and
equiprrent, with 70% of the whole manufacturing
production sold on the external marketowever,
Estonia remains predominantlyspecialised in
labourintensive manufacturing industries, such as
sawmilling and wood planning, carpentry and
joinery and manufacturingf textiles. In terms of
exports, Estonia is weakly specialised in capital
intensive industries, such as refined petroleum
prodiicts.0At theRoPe aggregated kevelf Estonias
remains highly specialised in sectors with low
innovation and education intensity,céuas clothing
apparel and auxiliary transport activities, while the
top sectori wood and wood products is
characterised by medium innovation intensityst
trade happens with other EU countries, with
Sweden and Finland being partner number one and
two; however, as is the case for the other Baltic
States and Finland, Russia is an important
destination for Estonian exports. This explains
Estonia's relatively high share in exports to the
BRICs While Estonia's share in the low price
segment of exports iabove the EU average, its
share in the high price segment is below the EU
average, thus indicating an unfavourable position.
Nevertheless, Estonia has been climbing the
technology ladder from low tech exports in the late



nineties to mediunto-low tech expds in the
recent decade and the good dynamism of its
mediumto-high tech exports augurs relatively well
for future trade developments.

Most prominent sectors in Estonia

Highest relative value added (2007)
Wood and products of wood and cork
Wood and products of wood and cork
Textiles and textile products

Change in the relative value added (1999/2007)

Coke, refined petroleum and nuclear fuel
Wood and products of wood and cork
Electrical machinery and apparatus

Wearing apparel, dressing and dyeing of fur
Supporting and auxiliary transport activities; activities of travel agencies
Water transport

Structural change

In Estonia, the crisis seems to have slowed down
structural clnge, as the variations in relative shares
have been much smaller than those for the entire
period 19992010.

Estonia has increased its industry specialisation in
sectors with high innovation and education
intensity, such as electrical machinery. In addit
trade specialisation has decreased in labour
intensive (e.g. textile weaving) and technology
driven industries (e.g. aircraft and spacecraft),
while it has increased in mainstream manufacturing
(e.g. manufacturing of electric motors) and capital
intersive  industries (e.g. refined petroleum
products, mammade fibres). In particular, Estonia
has substantially improved the R&D intensity in the
transport, communication and chemicals sectors.
While the quality of technologgriven industry has
stagnated, Eenia has climbed the quality ladder in
labourintensive industries.

Estonia has experienced a strong appreciation of the
real effective exchange rate during the last decade
(53%, compared to 21% in the EU2p@Rinting toa
possibleloss in cost and priceompetitivenessThe
increase in nominal unit labour costs (66%)
between 2000 and 20Maas significant, but wages
remained largely below those prevailing in
Estonia's main trade partners. Nevertheless, a loss
of profitability and competitiveness hurt leskilled

and labour intensive sectors, such as textiles, and
nonprice elements were not always sufficient to
maintain Estonia's market shared/hile labour
productivity per hour worked has gradually
increased over the last years, it is still about 38
percetage points below the EU27 average.
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4.6.2 Towards an innovative industry

The Innovation Union Scoreboard 2010 classifies
Estonia as an innovation follower. It has been
registering a rather good performance in as far as
R&D and innovation are concerned: Investian
R&D reached 1.40 of GDP in 2010. However,
public funding for R&D has been decreasing in the
last two years and European Regional development
Fund has continued to be a very important source of
financing in Estonia. To counterbalance this
situation, he government is planning to increase
public sector investments to reach %2of GDP in
2011, hoping that this wilfoster private R&D
investment.

Even though the percentage of Estonian enterprises
providing training to their employees is higher than
the EU-averagei 67 % versus 586, respectively,
one of the main challenges of the Estonian
economy is the shortage of skilled labo in
particular engineers, as identified in a 2010 survey
on export obstacles by the Chamber of Commerce.
According to the newResearch and Development
Organgation Act, in order to increase the number
of high-skilled workers, the government is planning
to offer state funding for university students taking
classes in areas related to competitiveness and
increase the number of Ph&udents by offering
them an employment contract with appropriate
social guarantees. It is worth noting that the
Estonian Research, Development and Innovation
Strategy 2002013 targets the areas of IT,
biomedicine, and material sciences as having the
highest potential for increasing competitiveness.

In addition, a program of studies fostering
entrepreneurship as an elective will be introduced
in secondary education as of 2013. A similar
initiative 17 the 2010 Entrepreneurial Studies
Promotion Plari identfies the relevant concepiis

the field of entrepreneurial studies, including
potential problems and recommendations on how to
solve them. Furthermore, by exempting work
related studies from the tax on fringe benefits, the
government expects to encouragempanies to
invest in the improvement of employee skills. Once
these measures are implemented, their effectiveness
in improving the market of skilled lalo will have

to be assessed.

In order to improve the research and innovation
capacity of enterpriseshe government intends to
create a financial instrument to support technology
investments for manufacturers, offer venture capital
to startups that innovate, improve the marketing of
innovation output, but also attract more knowledge
intensive foreign imestment. Further measures are
envisaged to conduct design, IT and intellectual
property audits, review public procurement



regulations to enabl@énovation, support creative
industries and space technologies, and encourage
the use of research infrastruaur

In order to support new innovative enterprises,
encourage the commercialiton of business ideas
and develop international networks, the Start
Estonia Program has been allocated a budget of
EUR 3.7 million. Moreover, a EURO million new
loan schemdor technology investments is being
launched by the Ministry of Economic Affairs and
will run until 2015. In addition, enterprises can now
benefit from ‘innovation vouchers' (up to 5
vouchers per enterprise, worth EBR000 each)
attached to R&D providsr the list of providers is
currently under revision to include private R&D
providers and creative companies. While930of
Estonian companies producehinuse innovations,
the impact of these new measures needs to be
assessed against the research and vation
performance of Estonian enterprises.

Estonia has been taking some initiatives aimed at
improving the cooperation between business and
academia. While Centers of Excellence, managed
by the Ministry of Education, have been further
developed to carry w research, Competence
Centers, managed by the Ministry of Economy and
responsible for applied research, have been
multiplying. However, in order to increase their
effectiveness, Competence Centers could be further
integrated into clusters and linked tamaar
Centers in the Baltic region. In general, there is
room for improving the knowledge transfer
between universities and enterprisesjch that
R&D output could beefficiently produced and
marketed.

Given its small economy, limited resources, and
depemlience on external trade, Estonia has to
identify and prioriti® knowledgédntensive sectors
that are competitive internationally. This goes hand
in hand with fostering a better cooperation between
business and academia, increasing the number of
high-skilled workers, and enabling the business
sector to innovate and boost its research activity,
including through the use of Structural Funds and
support schemes.

4.6.3 Towards a sustainable industry

The energy intensity of the Estonian industry
remains highas over 9 % of electrical energy is
generated from oil shaleHowever, the share of
renewable energy has been growing in recent years,
as a result of the 2007 support scheme and the 2010
Renewable Energy Plan, and is likely to increase, as
a result of the produan of wind energy and the
use of wood. While there is a slight increase in the
percentage of environmental goods exported,
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Estonia remains below the EU average in terms of
export of goods from eemdustries.

In order to address the problem of energy
efficiency, the government is considering the co
generation of electricity and heat, the reconstruction
of plants that use oil shale, improved energy
connections in the region, in particular with
Finland, the development of an intelligent power
grid and possilyl the use of nuclear energy. In
addition, attention is paid to reducing the size of
individual cars, reinforcing the effectiveness of
public transportation, in particular railways, and
promoting the energy efficiency of households and
public buildings. Esinia has a functioning
environmental tax systemand revenus from
environmental taxesave been growing in recent
years,from approximateh2.3% of GDP in 2005 to
around 3% in 2009, above tHeU average.On
sustainable tourism, Estonia cooperates with the
Destinations of Excellence Program, but no
particular investment measures are foreseen, as the
infrastructurei i.e. hotelsi is quite recent and
considered to be energy efficient. In spite of these
measures, energy intensity needs to be further
reduced hrough the adoption of new technologies
and green public procurement, which will have a
positive impact on both the environment and the
security of energy supply.

The sustainability of industry remains one of the
main challenges in Estonia, which has been
addressed so far only through piecemeal initiatives.
As part of the 2008 Clusters Program, two -eco
clustersi energy efficiency in construction and
waste recycling have been in operation since the
end of 2009. In addition, a project enabling the use
of dectric cars has been developed, with the
infrastructurei 200-300 charger$ being partially
funded by the Japanese government; by the end of
2012 when the project ends, aroun@QD electric
cars could be in use. Further, the National R&D
Program on enwbnmental issues has an energy
technology component that has been operating for
some time. Rather than tackling it through disparate
measures, a comprehensive strategy for the
decrease of resource intensity should be developed,
including, among other thisg additional
infrastructure projects and the development of
crossborder interconnections in the Baltic region.
4.6.4 The business environment

Estonia's business environment is relatively good
and businesfriendly. In terms of legal and
regulatory framework ah burden of government
regulation, Estonia scores clearly above the EU
average. While satisfaction with the quality of
infrastructure did not change and remains below the
EU average, there has been a significant



improvement in infrastructure expenditured the
currently planned infrastructure projects appear
adequate A similar improvement has been
registered in the availability of higbpeed
broadband infrastructure, but the percentage of
broadband lines in Estonia is well below the EU
average.

Estonia $ doing rather well in terms ofhe
timeliness oftax payment, the cost of enforcing
contracts, property registration and transfer, as well
as stadup conditions: the onstopshop to start a
company is fully operational and the current state
funded starup scheme stipulates further
administrative simplifications. Further measures
have been planned to identify and reduce the most
burdensome obligations for enterprises and allow
companies in financial difficulty to restart their
activities faster. The 201lGmendments to the
Public Procurement Act facilitate the participation
of companies in tenders through: a web portal and
the possibility of electronic submission of tenders,
simplification of requirements for subcontractors
and bidders, and faster proceelsir for signing
contracts and solving disputes. Most basic public
services social contributions, corporate tax, VAT,
company registration, customs declaration,
environmental permit§ are available online to
businesses. The single contact painthe Stad
Portal www.eesti.eei has been improved to
increase its usdriendliness and has been opened
to companies from other Member States. In
addition, the transposition of the S&es Directive
has been finaled and thesingle point of contact is
already operational and being upgraded with more
userfriendly applications. In spite of this progress,
the participation of companies in public
procurement is rather low and could thus be
improved, and tendering could be accated and
made more transparent. Since it is below the EU
average, Estonia's@mmmerce capacity and use of
IT in sales could be further strengthened.

The Estonian government has made efforts to cut
red tape by 2046, as set in the 2007 Action Plan for
Administrative Burden Reduction. The Economic
Activities Code includes the target of reducing the
number of economic activities requiring
permits/licenses. In addition, by creating a -one
stopshop or simply consolidating existing
procedures, Estonia has redgrdliminated license
renewal, some licenses deemed as unnecessary, as
well as some burdensome steps for entrepreneurs
requesting licenses; some other licenses will be
replaced by simple notifications by 2014.

The reform of the impact assessment system has
continued: new guidelines extending the scope of
assessment beyond budgeting to aspects of policy
analysis including economic, social and
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environmental impacts hawecentlybeen adopted
and are to bsubmitted toParliament for approval
Business organitions are confident in the
improvements introduced by this reform, although
they are rather satisfied with the current
consultation systeni i.e. the Advisory Council
attached to the Ministry of Economy.

In order to further strengthen the infrastructuhe
government is planning to continirevestments in
consolidating the secondary roadsgrid and
extending airport runways and terminads, well as

to improve the quality of equipment amdinforce
connection points between different transport
means. Speéal attention is devoted to ICT
infrastructure and the continuation of the large
scale broadband project. In terms of crbesder
networks, there are plans to improve connections
between Estonia, the Baltic region and the rest of
the EU. In order to attch investors, the government
intends to further develop the local government
infrastructure, supply information materials in
English and consolidate county development
centres However, theenergyintensity indicators in
freight transport may be deterioratg. This,
together with the declining investment and
maintenance costs of rail infrastructurequires to

be monitored closely.

4.6.5 Entrepreneurship and SME policy
Compared to the EU as a whole, Estonia has a
relatively lower share of micrenterprises, but
relatively higher share of small and medigimed
enterprises, half of which are active in services. In
general, the business environment is SNtiendly

and fosters entrepreneurship.

Estonia has made progress in simplifying business
conditions for SME. In order to facilitate the
creation of startips, a 2010 amendment of the
Commercial Code has eliminated the minimum
paid capital requirement of EUR500 for starups

in their first year, unless debt is incurred. In
addition, the Ministry of Economysipreparing a
project allowing SMEs to do their bodeeping
through an eservice platform. However, the
business organisations are concerned that such an
initiative might crowd out private enterprises
offering accounting services. In addition, the
Reorgaisation Act has enabled the closing of non
fraudulent businesses in fewer months, such that
enterprises in financial difficulty could restart their
activities. In spite of this, business organisations
complain that the conditions for accessing this
schemeare too strict, which has resulted in a low
number of applications in the first two years of
operation (5 applications in 2009 and 10
applications in 2010); the government has promised


http://www.eesti.ee/

a future revision of the eligibility criteria.

Access to finance is gétg easiedueto initiatives
taken to facilitate the availability of credit and
equity for enterprises. Some measures like the
Estonian Development Fund and thaerge loan
support packagdaunched by the government are
still operating. Startp financing and venture
capital are largely available in Estonia, although the
lack of interesting investment projects is seen as a
major bottlenecklIn order to attract more capital
and leverage the effect of public financing, Estonia
could encourage a more extersiwse of non
traditional funding mechanisms and financial
instruments like JEREMIE or JESSICAf the
Structural Funds, althoughusiness orgaragions
tend to perceive the implementation dfiese
instrumentsas too burdensome.

In order to increase Estofies share
exports, the government is planningrénforce its
support toentrepreneurs oriented towards external
markets, to facilitate access to global venture
capital marketsfo encourage the participation of
creative industries in foreign mats andto make
better use of foreign representations and
international fairs. The Export Revolution Program,
initiated by Enterprise Estonia in February 2011,
offers training to export sales managers and
matches them with exporting enterprises: 25
potental export managers will benefit from training
during an entire year, after which they will be
matched with 25 companies interested to boost their
exports. In addition, in July 201&redEx, a new
state credit insurer, became the provider of export
guarantes, thus enabling a more efficient issuing of
medium and longerm export guaranteespvering
both political and economic risks up to 90
Similarly, as a result of an additional capitalisation
of the system, the Export Guarantee Act has
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increased the mxdmum allowed amount for state
export guarantees, thus being able to cover higher
amount transactions that take place on foreign
markets.

In order to promote a positive attitude towards
entrepreneurship, the main body in charge of
business support, Enteigpe Estoniahas organid
four project contests in the last year, focused on
business development and raising business
awareness. The target groups have included
entrepreneurs and potential entrepreneurs, high
school and university students, teachers and
lecturers, as well as the wider public.

4.6.6 Conclusion

In order to continue its catch up with the average
productivity rate in the EUthe share of higher

i nvalue adddd oroducts and services, in particular in

exports should continue to riseFurther policy
efforts could be aimed at strengtheninghe
contributionof capitalto growth At the same time,
benefits would be available froreducing resource
intensity, developing the infrastructure and
fostering productivity by boosting R&D and
innovation, identifyingand prioritsing knowledge
intensive sectors that are  competitive
internationally and enhancing human capital
through a comprehensive education reform.

In particular, Estoniawould benefit from an
increase in the supply of higkskilled labar,
enabing the business sector to innovate atwd
increase research activitiere the use ddtructural
Funds could be envisaged,fosteing better
cooperation between academia and business,
integratng research activities and expioig cross
border cooperation opponities in the Baltic
region.



4.7 Ireland

Ireland

Distance from the EU average (measured in standard deviation
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E-government usage by enterprises (%; 2010)

Time required to start a business (days; 2010)

Enterprise survival rate after two years (2008) N.A
Business churn (enterprise entries and exits as % of existing stock; 2008) N.A.
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Entrepreneurship and SMEs
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Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of manufacturing Ireland (2009)

Paper products; publishing and printing

Refined petroleum products

/Wood and wood products

_ Food products

Chemicals, chemical products —

Leather and leather products

Machinery and equipmentn.e.c.
=~ Basic metals and fabricated metal products
~ Manufacturing n.e.c.
Transport equipment
Textiles and textile products

> Rubber and plastic products
Other non-metallic mineral products

Electrical and optical equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.7.1 Introduction

Trade and industry specialisation

Manufacturing plays a bigger role for Irath than

for the EU in total (24 % vs. 1.9 % of total value
added in 2009). At the detailed manufacturing
industry level, Ireland is highly specialised in
technologydriven industries such as computers,
pharmaceuticals and electronic valves. In valued
added, Ireland is also specialised in capital
intensive industries (e.g. basic chemicals). At the
more aggregated sector level Ireland is specialised
in high and mediunhigh innovationintensive
sectors such as medical, precision and optical
instruments andhemicals.

Ireland is characterised by high share of exports
in high price segments and low share in low price
segments, indicating a position high up on the
quality ladder. In contrast, its R&D intensity is far
below the average given its industriarusture.
Overall, while in specialisation and quality Ireland
is a typical member of the group of higher income
countries specialised in knowledgg#ensive
industries (group 1), its R&D performance is more
similar to the group of lower income countries
featuring trade specialisation in knowledge
intensive industries (group 3) which operate at the
more production and assemblpriented segments
of the value chain.
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Most prominent sectors in Ireland

Highest relative value added (2007)

Office, accounting and computing machinery
Chemicals and chemical products

Medical, precision and optical instruments

Change in the relative value added (1999/2007)

Air transport
Medical, precision and optical instruments
Renting of machinery and equipment

Post and telecommunications
Radio, television and communication equipment
Chemicals and chemical products

Structural change

In terms of change, Irelanchas consderably
increased the R&D intensityf its industy and
climbed up the quality laddalthoughthe overall
R&D intensity declinedThis overall decline is due
to thereduced value added specialisation in high
innovation sectors (communication equipmert)
the same timdrade specialisation in technoloegy
driven industries (optical instruments,
pharmaceuticalshas increasedThe sectorwith
mostvalue added is air transport.

The crisis of 2009 had a moderate impact on
manufacturing production which recoeerin 2010
but has turned down again in 201fh. July 2011
manufacturing production was % lower than a



year earlierln general, th crisis seems to have hit
capitatintensive and marketindriven industries
harder,while technologydriven oneshave sufiered
less

Ireland haseenan appreciation of the real effective
exchange rate by 25% over the last decade
(compared to 21% in the EU27), indicating a loss in
cost and price competitiveness. Nominal unit labour
costs have increased by 27% between 200D an
2010, compared to an increase of 14% in the EU27
and 20% in the Euro area. Over the last decade,
Ireland's labour productivity per hour worked has
remained relatively stable at about 23 percentage
points above the EU27 average and 10 percentage
points alove the Euro area averadéis means that
despite the exchange rate effettte outlookfor

I r el astrdctusal competitiveness position
remains favourable (as opposed to the
macroeconomic and financigiroblem3. In line
with many other countries, to gserve and heighten
its advantagelreland needs to move further up the
value chain to the knowledgmeating parts of the
knowledgeintensive industries it is already
specialised in.

4.7.2 Towards an innovative industry

According to the Innovation Union Scoredrd
2010, Ireland is an innovation follower. While
foreign companies are expected to have reduced
R&D outlays slightly in 2010 compared to 2009,
Irish companies are expected to have increased
theirs slightly. As a consequence, private R&D
expenditures in rkland have proven to be
surprisingly resilient during the crisis. This is likely
to be due to the tax exemption for small stgrt
companies and the R&D Tax Credit which
contributed measurably to fostering R&D.

The new governmenhas made the accounting
treatment of the research tax credit regime more
flexible to make it more attractive and accessible to
smaller businesses.

The Irish government has proposed further actions
in its services strategy to promote the continued
development of the services sect@hese actions
include integrated intedisciplinary education for
service activities, dedicated business support
measure to promote R&D and the use of public
procurement to stimulate innovation in services. So
far, however, public procurement ruleshaltigh in
principle innovation friendly, seem to be applied
even stricter to ensure that costs are kept low.

One of the main challenges for the Irish innovation
system is the higher education sector. The sector
received significant funds since 2000t hasnow

to cope with significant cuts. Given the budgetary
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situation, the focus of the government is on the
deliverables fronthe previous investment in terms
of products and services, whicltould be
commercialised, and on setting priorities for future
R&D spending. While the latter is clearly needed,
scientific output in many fields has increased
considerably in recent years and has placed Ireland
in the top league of researdtiowever, it should be
noted thattommercialisatiorof research is a time
consuming processand its useas a shortterm
benchmark may distort the assessnudrihe utility

of research spending.

Another important challenge is to help medium
sized indigenous companies to increase their
financial and managerial capacity to innovate and
undetake R&D, including by closer cooperation
between companies and institutions of higher
education. It would now be important to use low
budget i nstruments such
order to facilitate closer cooperation with third
level institutions. mdeed, this would also offer new
opportunities to commercialise research output and
help universities to tap new sources of funding.

There are no indications that Ireland is currently
suffering from significant skill gaps in any sector
and, until the onsatf the crisis, the Irish Diaspora
has proved to be an important source of skilled
workers. The share of science and technology
graduates in Ireland is still above the fa\krage.

A key challenge for the years to come is therefore
to ensure that spendingts in the higher education
sector will not translate into significantly lower
numbers of STE students compared to arts and
humanities graduates, whose education is usually
less costly.

4.7.3 Towards a sustainable industry

The environmental performance of theislr
industry is broadly in line with EU trends. If
anything, energy intensity is somewhat lower than
on average in the EU, but this reflects the absence
of heavy industry in Ireland rather than better
performance. The relatively low share of
environmental goods in total goods exports
indicates in any case that Ireland does not yet fully
benefit from the emergence of green markets. In
fact, its position relative to the EU average has
deteriorated in recent years although the share itself
has somewhat incread.

Moreover, buoyant economic growth has led to
significantly increasedCO, emissions, in particular
from transport, and the existing housing stock often
suffers from poor thermal efficiency. These
challenges provide an opportunity to reallectte
resouces freed from the construction sectdnto
sustained investment in transport infrastructare



can provide new markets foways to increase the
thermal efficiency.

Ireland has taken a number of policy measures and
initiative to improve sustainabilityral to foster the
development of a genuine environmental products
and services sector. The Environment and Green
Technologies Department of Enterprise Ireland
offers a GreenTech Support scheme to its clients,
particularly in the SME sector. The scheme is
designed to help these companies take advantage of
the opportunities presented by integrating
environmental sustainability into their business.
The Dublin Airport Authority is pursuing the
establishment of a specialist 'Cleantech Incubation
Facility' at theairport. It is intended to house up to
20 high potential statt p s 6 in a
environment allowing research synergies, shared
services and access to trade services to take place.
Moreover, capital allowances of 100 of the cost

are available until2014 to those companies
investing in specific high energsfficient
equipment. The Better Energy programme,
previously known aglome Energy Saving Scheme
(HES), has also received additional funding.
Together with lower individual grants, this means
that more homes can avail of these incentivElse
programme provides grants for refitiing
insulation and other energy efficiency measures to
housing stock built before 2006. The measure is
thus likely to help the construction sector to
reallocate resourcegowards more sustainable
purposes.

The National Action Plan on Green Public
Procurement which is currently subject to public
consultation aims to harness public procurement to
move the market in favour of eadficient goods
and services. It puts forwaskven priority product
groups for which the public sector should have GPP
criteria in all of their tendering processes. In view
of the amount of government purchases, GPP has
the potential to provide considerable leverage. It
remains to be seen however hawuch fiscal
leeway public authority will have to apply the
criteria in practice.

The main issue for Ireland in the years to come is to
grasp the opportunities a comprehensive greening
of the economy is likely to offerTo ensure
synergies and the efficiemse of limited resources,
efforts to prioritise R&D and strengthen innovation
could be strengthened kgking into account the
needto foster sustainability.

4.7.4  The business environment

Ireland is generally perceived as one of the most
attractive busines®tations. For instance, it ranks

ninthi n the World Bankoés Do
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the EU surpassed only by Denmark and the UK.
Together with being an Englidanguage location
and due to historically close ties with the US, these
factors have contributeih attracting a considerable
amount of overseas FDI. Another important factor
in this regard has been the availability of a well
educated labour force increasingly fuelled by
repatriates and t hus a
traditional role as an emigratioountry.

Going more into detail, Ireland scores significantly
above the EU average concerning infrastructure
expenditures and clearly above average concerning
the legal and regulatory framework and e
government usage by enterprises. However, Ireland
still scores below the EU average concerning

c o reatisfattiom with ¢hd quality of infrastructure and

the availability of highspeed broadband lines. But
while electricity prices for mediursized
enterprises were a matter of concern in the past,
market opening and ineased competition have
been i mproving the
consumption bands since he second half of 2007.

Despite its alin-all satisfactory position, Ireland
has initiated over recent years a number of policy
measures to further improvethe business
environment. Their trackecord varies though. For
instance, the government has initiated in 2010 the
construction of a smart broadband network called
the Exemplar Network that makes use of multiple
colours of fibre to dramatically boost tlspeed of
fibre-based communications. This network will go
live for test and trial in the course of 2011. By
contrast, the ambitious Transport 21 programme,
whose implementation was well under way until
2008, and which had foreseen major investment
projects for all transport modes, had to be
reassessed in view of the budgetary situaticre
original allocation for Transport 2fiotalled about
EUR7 billion between 2008 and 2017 he capital
reviewwhich is being currently carried out in order
to establish amew capital investment framework for
the period 20122016 is expected to be completed
by the end of September this yearand will
supersede Transport 21.

In particular infrastructure development did not

always keep pace with high growth in recent years
ard may therefore lead to bottlenecks once growth
picks up again. Against this background, the

relatively high level of infrastructure expenditures

for both transport and communications must be
seen as an attempt to compensate for insufficient
outlays in thepast. The main issue is therefore that

infrastructure investment in real terms is maintained
at an adequate level.

Legal costs in Ireland are for quite some time being

icritiaisedBfar being daths high andpague In iam

countryoés



effort to contribute to improved price
competitiveness, the Irish government intends
therefore to introduce legislative changes to remove
restrictions to trade and competition in sheltered
sectors, notably the legal profession, by establishing
an independent regulator for the profession and
implementing the recommendations of the Legal
Costs Working Group and outstanding Competition
Authority ~ recommendations  including  the
introduction of conveyors as a new profession.
However, in spite of its good record, Ireland could
strengthen the enforcenteaof its competition law

by introducing  effective  sanctions  for
infringements.

Another key challenge in the years to come is to
ensure that the current economic situation does not
initiate large scale emigration as this would
under mi ne | r ehessndsd a kempt t
destination of FDI in Europe.

4.7.5 Entrepreneurship and SME policy

The economic significance of SMEs in Ireland is
broadly in line with the European average. In terms
of employment, the contribution of SMEs is slightly
higher than the European amge (68.3% instead

of 67.4%) whereas in terms of vaksslded the
share of SMEs is somewhat lower than the
European average (519% instead of 57.96).

In terms of the specific framework conditions for
SMESs, Ireland scores slightly above the EU average
for the payment duration by public authorities.
Nevertheless, there was some criticism from
businesses complaining about lengthening payment
periods. As to financing, Ireland scores slightly
below average concerning the rate of business bank
loan demandsejected by banks or bank loan offers
to companies that were rejected by the latter. As a
consequence of the economic and financial crisis,
however, there is now even more widespread
concern about both access to finance and credit
costs. Available statisticmay indeed underestimate
the problem as many businesses are reluctant to
apply for credit in the first place or are given
informal advice to abstain from a credit application.

Ireland has taken a number of policy measures
which are of particular relevaac for
entrepreneurship and SMEs and which also address
some of the aforementioned issues. As part of the
anti-crisis measures, the government has reduced
the payment period by central government
departments to their business suppliers from 30 to
15 calenda days and other government agencies
have been asked to do the same. A credit review
system has also been set up to ensure that SMEs,
sole traders and farm enterprises will have recourse
to an independent, exter

85

refusal decisionsln view of the limited success of
this review system, the new government now
intends to initiate a tendering process for the
development of a temporary, partial credit
guarantee scheme. The design of the scheme will
draw from international experience sopport new
lending that would not otherwise have been
extended by the banks. The scheme is intended to
complement, rather than be a substitute for, existing
lending activities by the main financial institutions.
Its objective is to encourage banks to lémchew or
expanding commercially viable SMEs so that they
can grow their company, develop new products or
expand into new markets. In addition, a
Microfinance StarlUp Fund to provide loans to
small businesses is being developed. In this context,
a workalle scheme and optimum delivery
mechanisms are currently being considered and the
warkcis to bee finalised in time for the December
Budget.

A threeyear corporate tax and capital exemption
for startup companies was introduced in 2009.
New guidelines for praurement practices have also
been published by the Department of Finance.
These guidelines encourage smaller lot sizes and
fopeno
qualification of tendersThey aim to encourage
greater SME patrticipation in tendering for hia
contracts. A natioiwide onestopshop allowing
entrepreneurs to carry out all the necessary
procedures including registration, tax, VAT and
social securityi at once and at one administrative
point had been announced for December 2009 but
is not ye fully functional.

Ireland does not face major challenges with respect
to entrepreneurship and SME policies. However, to
facilitate business creation and growth once

economic growth picks up again, a timely and

comprehensive implementation of the broadge

of initiatives and measures which are currently on
the agenda would be helpful.

4.7.6 Conclusion

The main shortterm challenge for Ireland is to
return to a balanced growth paith line with the
Council recommendation#t the same time, the
undisputed needo consolidate public finances
necessitates a careful review of spending and
taxation priorities with a view to avoid the
emergence of future bottlenecks to growth, in
particular with regard to infrastructure and research.

Il rel and6s
investment based dabour cost and construction to

more innovative sectors and services had already
born some fruit before the onset of the current

rergsis. Longetarm éfosts to providlea incknfives farr e d i t

e f f dromfareign directs hi f t

tender i wilpout ppreocedur e

g



more sustainable growth also go the right paricular the capacity of indigenous firms to

direction. In addition, Ireland scores significantly innovate could be steppeg further, capitalising as
above the EU averagen many aspects ofts much as possible on the increased investment in
business environment and work force. The country  public R&D and the development ofgieentech

is therefore relatively welblaced to overcome the sector.

crisis although some challenges remain. In
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4.8 Greece

Greece
Distance from the EU average (measured in standard deviation
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Sectoral specialisation of manufacturing Greece (2009)

Textiles and textile products
Leather and leather products
Refined petroleum products —

Chemicals, chemical products —

Wood and wood products ~
Paper products; publishing and printing
/

Rubber and plastic products
Other non-metallic mineral products

, Food products

— Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

Machinery and equipment n.e.c.

\
Basic metals and fabricated metal products

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.8.1 Introduction

Trade and industry specialisation

Greece belongs to the group of EU Member States
characterised by higher income and a specialisation
in technologically less advaad sectors (group 2).
At the detailed manufacturing industry level,
Greece features strong specialisation in marketing
driven industries (manufacture of vegetable oils,
processing and preserving of fruit and vegetables),
as well as in labotintensive (dessing and dying of
fur) and capitaintensive industries (manufacture of
cement, lime and plaster). At the more aggregated
sector level, Greece is specialised in low and
mediumlow innovation and education sectors, such
as wearing apparel and water tram$pThe shares

of its exports to the BRIC countries are very low.

Greece differs from its group higher income
countries specialised in labeintensive industries
through its tendency to compete in the low price
market segments of labeirtensive industes; it is
somewhat higher up on the quality ladder in
technologydriven industries, but still below the EU
average. The same holds true for its R&D intensity,
which is below average given its industrial structure
but above its group average.
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Most prominehsectors in Greece

Highest relative value added (2007)
Water transport

Coke, refined petroleum and nuclear fuel
Wearing apparel, dressing and dyeing of fur

Change in the relative value added (1999/2007)

Coke, refined petroleum and nuclear fuel
Tobacco products
Wearing apparel, dressing and dyeing of fur

Hotels and restaurants

Retail trade, except of motor vehicles and motorcycles;
repair of household goods

Water transport

Structural change

In terms of change, Greeckas increased the
relative share of mainstream manufacturing
(manufacture of batteries, accumulators) and
technologydriven industries (electronic valves) in
exports, while the relativeshare of the same
industry types in value added (manufacture of
electric motors, motor vehicle$)as decreasedt
has further increased its specialisation in labour
intensive industries. Moreover, Greecdas
considerably increased its relative share ighhi
innovationintensive sector§ albeit from a very
low level i (machinery, computers, instruments)



and has decreased its relative share of low
innovation sectors (hotels and restaurants, water
transport). Greece demonstrates a  mixed
performance on thequality ladder, with some
indicators improving and others deteriorating. Its
sectoral R&D intensithasdecreaseé relative to the
average, with however increasing intensity in
computers.

The crisis seems to have had a limited but visible
i mpact on ecnoeie ¢ stucure.
Manufacturing seems to have reversed its declining
trend while construction accelerated its decline in
value added. Nevertheless, manufacturing
production in March 2011 was 2242 less than its
2008 peak. Regarding exports, only mairkgt
driven industries fared clearly better during the
crisis than before.

Greecehasshowed a moderate appreciation of the
real effective exchange rate over the last decade
(11%, compared to 21% in the EU27), indicating
nevertheless a loss in cost and eric
competitiveness. Nominal unit labour costs have
increased by 37% between 2000 and 2010,
compared to an increase of 14% in the EU27 and
20% in the Euro area. Labour productivity per hour
worked is about 25 percentage points below the
EU27 average and 3%mentage points below the
Euro area average.

Overall, Greece is in an unfavourable
competitiveness position, while the structural
dynamics are mixed, showing improvement in
some areas (from low levels) but deterioration in
others.
4.8.2 Towards an innovative ghustry

According to the Innovation Union Scoreboard
2010, Greece is a moderate innovator. The structure
of the Greek economy (specialisation in less
technologically advanced sectors and predominance
of micro to small, family owned enterprises) is not
condwive to a strong R&D activity. Consequently,
R&D investments in relation to GDP, particularly
in the private sector, are amongst the lowest in EU
and the innovativeness of the Greek economy
depends heavily on imported technology and know
how. It flourishesthanks to organisational and
marketing innovations and much less on the
production and exploitation of new knowledge. EU
programmes (the Research Framework Programme
and the Structural Funds) play a major role in both
R&D and innovation activity in Greece

Private R&D projects are promoted through tax
rebates and the new investment law which also
provides grants for technology upgrading projects.
The coefunded by the EU Structural Funds action
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Collaboration 2011(collaborative research projects
between comanies of any size and research
institutions) of a total public expenditure of E6R
million has been launched in May 2011. Further
actions are being planned regarding spin offs and
spin outs (a similar action was completed in 2010),
clusters (preliminarycall for expression of interest
published) and innovative SMEs (announcement
made for a call for projects to open in July 2011,
budget EUR30 million). In addition, the Innovation
Vouchers action launched in 2009 is still open
(budget EURB.4 million).

Folowing the transfer in November 2009 of the
Secretariat General for Research and Technology
from the Ministry of Regional Development and
Competitiveness to the Ministry of Education (on
the grounds that the majority of research is carried
out in Universiies) the main research programmes
suffered delays as the whole evaluation regime has
been redrawn. It is now based on an electronic
platform and is conducted entirely in English.
However, in many instances this led to research
proposals being rerritten and resubmitted.

Producing new technology and transferring it to the
market are both problematic. Bottlenecks are
funding (R&D investments and early venture
capital are too low) but also structural issues, since
existing instruments do not seem to be very
effective. This points to a need to improve
innovation policy design and implementation,
notably through evaluating and drawing lessons

from past experience. However, improving
drastically the business environment would
probably do more for improving innation

performance as new investments will help bring
about new process and product innovation.

4.8.3 Towards a sustainable industry

On the basis of existing indicators the
environmental performance of the Greek industry
can be characterised as rather poor. Télates to
weaknesses in the regulatory and administrative
environment (inspection and enforcement, absence
of landuse codes, delays in delivering
environmental permits) and to the absence of basic
infrastructures (waste treatment facilities, but also,
to a certain degree, organised industrial zones).

The main current funding instrument for
environmental policy is the Operational Programme
Environment and sustainable developmeiith a

total envelop of EUR.550billion
(EUR1.800billion  Community  funds and
EUR 450million national participation) over 2007
2013. Some targeted actions focusing on businesses
are also funded by the OBompetitiveness and
entrepreneurship Its two actions, Green



Infrastructures 2010 (promoting SME investments
in recycling, rdabilitation, waste collection,
treatment and disposal) and Green Enterprise 2010
(encouraging investments of manufacturing SMEs
aiming at reducing their environmental impact),
have entered the payments phase in 2011.

An important institutional developmeint 2011 is

the adoption ofLaw 3982/2011 simplifying the
licensing of business parks (previously industrial
zones). In parallel, work started for the
rationalisation and simplification of procedures
regarding environmental permits, notably by
modernising the classification of installations
according to the nuisances they produce and by
introducingstrict deadlines for reaction by licensing
authorities, the principle of silent conseand
standardised environmental impact assessments.
The same action plamdludes actions to make
operational (i.e. adopt all remaining implementing
regulatory acts) the specific regional planning
framework for industry and integrate it in the
regional plans under preparation as well as the
revision of the national managementeme for
hazardous industrial waste.

A consultation was launched to constitute an index
of available products and services with a
environmental label in order to determine the
readiness of the domestic market for the
introduction of environmental standards public
procurement.

Lengthy and opaque procedures for obtaining
environmental permits and the absence of detailed
and clear spatial planning codes are interlinked and
constitute a major hurdle for investments of
significant scale in Greece. Therefotbe efforts
being deployed to rationalise, simlify and complete
this framework are of major importance, not only
from the sustainability point of view but also for the
business environment in general.

Steps are being taken to adapt the regulatory
framewok and reinforce incentives towards
bringing about a more sustainable industry. Timely
and effective implementation, including through
overhauling enforcement, will be crucial in order to
improve the situation in existing enterprises and to
create a viablenarket for ecandustries.

4.8.4 The business environment

Greece emerges from the various international
benchmarking exercises as among the weakest EU
countries. Also, the very low level of inward FDI
bears testimony to its lack of attractiveness as a
businessdcation. In comparison with other EU or
OECD countries, Greece displays a higher number
of procedures and a higher cdashonetary or in
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time- in carrying out routine business operations
while basic instruments, such as land use codes, are
not operational. Moreover, slow (energy, port
services) or inexistent liberalisation in some key
markets (road haulage, professional services)
contributes to higher costs.

In the May 2010Memorandum ofUnderstanding
(MoU) between Greece on one part and the
European Commi&sn, the European Central Bank
and the International Monetary Fund on the other,
the Greek government committed itself to a number
of important reforms relating to product markets
which complement the actions relating to public
finance and the labour matk& hese reforms target

a number of well documented weaknesses of the
business environmerfbusiness creation, licensing
of activities, investment authorisations, deficient
land use regime, administrative burden to exports,
absence of a coherent Better Rlagion policy)
directly and detailed milestones for addressing them
have been set out.

Further actions are being planned under the
forthcoming Action Plan for a Business Friendly
Greece,which focuses on the removal of the most
important barriers toentepreneurshipover the
period 20112012 by adddressing isssues related to
company law, starting up establishmentand
winding-up of a business, labour and insurance
matters, transportation, market operating problems,
transactions with the public sectand public
procurement, taxatign absorption of the EU
Structural fund®tc.

Regarding business stamp, Law 3853/10 of 17
June 2010 on the simplification of procedures for
the establishment of personal and capital companies
became effective in April 2011 wh the new
Commercial Electronic General Registry (GEMI)
started operating. The new oes®psystem made
possiblestarting upnew business in one day and
reducing considerably related cost and will acquire
additional functionalities in future, including on
line registrationand facilitation of startip of more
forms of businesses

A new law on fastracking the authorisation of
largescale investments was adopted earlier in the
year. It was followed bylLaw 3982/2011
simplifying and accelerating licensing f o
manufacturing activities (installation and operation
permits), adopted in June 2011. It simplifies
licensing, especially for lower nuisance activities
and introduces strict deadlines for reaction by
licensing authorities and the principle of silent
consat, while at the same time it offers the
possibility of licensing through certified chambers.
Moreover, he new lawmodernises and simplifies
the licensing of a series of technical professions in



the context of the Services DirectivAdditional
measures a simplify environmental permits and
make the land use codes operational (sefpra)
will contribute towards removing some of the main
bottlenecks for investment.

With respect to product markets, new legislation
strengthened the effectiveness of the Hude
Competition Commission(HCC), essentially by
increasing its independenand its autonomy in
fixing its agendathrough preset criteria Another
law targeted regulated professions, removing a
number of restrictions regarding lawyers, notaries,
enginees and certified auditors and outlawing
horizontally a series of restrictive practices in other
professions. Additional sectepecific restrictions
were abolished in the framework of implementing
the services Directive (retail trade, tourism and
educatiorservices).

An effort to reform the central administration is
ongoing under the MoU but is still at a preparatory
phase, pending the realisation of a number of in
depth functional reviews. They should provide the
basis for identifying actiongo streamlinepublic
organigitions so as to eliminate overlapping
responsibilities. A major reform of territorial
organisation and administration has been completed
in 2010 and should reach steady state in 2011 with
the final transfer of some key competencies. Plans
to reorganise state companies (including those
controlled by local authorities) proceed rather
slowly.

A draft law on better regulation had been endorsed
by the Council of ministers. In practice, all new
legislation is the subject of public consultation and
impact assessment analysis even though the quality
of the latter is variable. The national plan for
reducing administrative burden has suffered delays,
especially as concerns measuring. However, in
substance, measures such as those recently adopted
on licensing of manufacturing and those linked to
the services directive will achieve considerable
regulatory  simplification and reduction of
administrative burden.

This situation has started to change with a number
of laws adopted in 201R011 while many others
are in preparation. They address some business
environment bottlenecks identified over the years in
Greece, such as excessive red tape and insufficient
competition in the services sector. The reform of
the Greek public administration remains a crucial
undetaking, not only because it can raise the
productivity of the public sector but also, and even
more importantly, because it can contribute to
raising the overall efficiency of the economy by
improving the state's capacity to deliver the
necessary policiesnd by reducing its burden on the
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business sector. Indeed, the main challenge in the
immediate future is the effective design and
implementation of the planned measurest through
secondary acts.

Over the longer term, it would be useful to address
also othe determinants of the business
environment, including reducing excessive delays
in the judiciary and restoring stability in business
taxation.
4.8.5 Entrepreneurship and SME policy

The SME sector in Greece is more prominent than
in the EU as a whole, and domiedt by micro
enterprises, which account for %8 of total
employment, almost twice as much as in the EU on
average. The total SME sector employment is also
significantly higher than in the EU as a whole
(85.7% to 67%). The preference for self
employment$ much higher than in the rest of the
EU but the entrepreneurship rate is average. The
economic crisis has put Greek enterprises under
considerable stress both through a credit squeeze
and an internal demand shock.

The government has redesigned its insenta for
providing targeted financial support to the business
sector for fostering investment. The new
Development law (national state aid scheme for
investments) is marking a departure from grants
towards tax rebates, with the exception of the
measures isupport of new enterprises. Contrary to
the past, it is fully budgeted with periodic calls for
investment projects of a pdetermined total
amount. The first call, for projects totalling
EUR 2.2 billion of tax rebates and EUS0million

of grants run inApril and May 2011. Another
EUR 1.2billion will be offered in the second half
of the year, to which will be added the credits not
absorbed in the first call. More specific calls, open
all year, should be made later addressing youth
entrepreneurship  (EURSOmillion),  clusters
(EUR 50 million) and large projects.

Another new instrument, complementary to the
investment law, is the National Fund for
Entrepreneurship and Development (ETEANIN
instrument  replacing and expanding the
competencies of the eSME Guarantee Fund).
ETEAN is financed by the EU Structural Funds
(OP Entrepreneurship and Competitiveness) and its
modus operandi is the creation of funds, together
with and under the management of commercial
banks, destined to provide "softer" loans to
entaprises, mainly SMEs. It launched in May 2011
a call%’ for bank proposals aiming at the creation of
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The programme is currently (July 2011) in the phase
of the drafting of agreements for financing and co
investments with the selected banks.



business loan portfolios totalling EUR?Z billion
(EUR800million  from the banks and
EUR 400million from ETEAN). The loans would
be long term (up to tenewrs) and their interest
rates would be subsidised. The beneficiaries should
be SMEs. Half of this amount of loans is destined
to facilitate the financing of projects submitted
under the development law while the rest will
concern projects linked to SMEtarnationalisation,
the development of alternative tourism and the
green economy (RES, waste management and
resource efficiency).

A similar approach is followed by JEREMIE, co
financed by the EU Structural Funds. It has
launched three actions so far, #&tigg newly
established enterprises (EUROmillion), seed
capital (EUR60million) and ICT projects
(EUR 180million, still pending).

From the facilities launched earlier by the ®ME
Guarantee Fund, the offering of guarantees to micro
and small enterses for loans to pagut suppliers

of a total around EUR billion is still open until
December 2012nd close to exhaustion.

With a view of supporting internationalisation, a
cofunded actiontitled Internationalisation and
Competitiveness of SMEsaddresed to all
enterprises was launched in March 2011 with a total
budget of EURBO million, with a possibility to be
modified reaching 55 million. Another action-co
funded by the EU Structural Funds, which is
currently in the phase of implementation, is
Manufacturing in new conditionsf a total budget

of EUR 200 million

The instruments and actions mentioned above
support mainly new investment and, as such, do not
address directly the liquidity problem. However,
their quasisimultaneous entering into operatio
lifts part of the uncertainty that clouds business
prospects. In addition, there are press reports of
plans to put in place a more massive injection of
liquidity to the business sector in collaboration with
the EIB but no details are available as yet.

With respect to entrepreneurship, the measures the
referred to in the previous section on simplifying
business statp and licensing and removing
restrictions in a large number of product markets
should have a positive effect over the longer term.
Of relevance in this context is also a partial revision
of bankruptcy law that was announced recently,
aiming at facilitating the surviving of owéndebted

but otherwise viable businesses. In essence, the
procedure of opening up consultations and
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negotiations beteen creditors and other
stakeholders will become plmnkruptcy, i.e. will
take place before the opening of the bankruptcy
process. Moreover, the agreement will also commit
minority creditors (no need of having consensus)
and there will be more flexibilitpn the modalities

of negotiations. Additionally, a special liquidation
procedure is introduced allowing for the sale of the
undertaking either en bloc or partially, following
the submission to the court of a business proposal.

The immediate challenge fahe business sector is
to survive the crisis, now in its third year. The
liquidity problems are severe and since they also
reflect a drop in internal demand of a more
structural nature, policyi restricted by fiscal
constraints- can only partially addresthem in the
short run. Over the longer term, the real challenge
will be to strengthen the structure of the productive
base towards higher vahslded and export
oriented activities. The financial instruments put in
place, together with the measures tomoge
regulatory obstacles to growth and the reforms of
the labour market should facilitate this structural
change.
4.8.6 Conclusion

Apart from the shofterm concerns related to the
economic crisis, such as getting access to finance
and adjusting to the internalemand shock, the
main challenge facing industry, but also the real
economy overall in Greece is a business
environment that is not delivering optimally.

Improving the business environment through
actions such as those planned in the MoU will
contribute © growth by reducing the costs of doing
business in Greece across the board, thus increasing
productivity. However, there remains the structural
problem of specialisation in less technologically
advanced and low growth sectors. The policy
response to thisproblem calls for actions to
facilitate structural change, some of which, such as
labour and product market reforms have been
adopted or are in progress, and to raise the
knowledge base.

The public administration constitutes an important
bottleneck to ecammic growth, through its huge
cost to the rest of the economy, both through its
size and through its often ineffective functioning. In
this area, as in the business environment, some
progress has been made, mainly in the context of
the MoU, but efforts wilhave to persevere over the
medium term for setting in place the conditions for
sustainable growth.



4.9 Spain
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Sectoral specialisation of manufacturing Spain (2009)

Refined petroleum products\

Chemicals, chemical products N

Rubber and plastic products <

Machinery and equipmentn.e.c.

Other non-metallic mineral products

/
Basic metals and fabricated metal products

Paper products; publishing and printing

I: Leather and leather products

/Wood and wood products

_ Food products

Textiles and textile products

~ Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.9.1 Introduction

Trade andndustry specialisation

Manufacturing contributes less to Spain's economy
than in the EU as a whol&Z.7% againstLl4.9% in
2009). At the detailed manufacturing industry level,
Spain is specialised in marketidgiven industries
(particularly in exportsprocessing and preserving
of fish and fruit, manufacture of vegetable oil),
capitatintensive (ceramic tiles) and labeur
intensive industries (cutting and finishing of stone).
At the more aggregated sector level, Spain is
specialised in low innovation anldw education
sectors (construction, wearing apparel), however in
exports it also specialises in mediuhigh
innovation sectors such as motor vehicles and
low technology sectors such asonmetallic
mineral products.

Spainhasa high share of exports ithe low price
segment and a low share of exports in the high price
segment, well below the EU average and its group
of higher income countries specialised in labour
intensive industries. While its R&D intensity is
below average given its industrial sttue, it is
close to the average and higher than its group
average.
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Most prominent sectors in Spain

Highest relative value added (2007)
Construction

Coke, refined petroleum and nuclear fuel
Non-metallic mineral products

Change in the relative value added (1999/2007)

Coke, refined petroleum and nuclear fuel
Real estate activities
Recycling

Office, accounting and computing machinery
Wearing apparel, dressing and dyeing of fur
Leather, leather products and footwear

Structural change

In terms of change, Spalrasincreasd therelative
value added in high education sectors (software,
businesses services) bbas decreasd it in high
innovation sectors (computers), as well as in
labourintensive lowskill (dressing and dying of
fur) and technologydriven industries
(communication equipment). Export specialisation
in marketingdriven and laboumtensive industries
(wearing apparel, knitted and crocheted articles)
hasincreasd further.

The impact of the crisis on the Spanish industrial
structure seems to have been limited overall, with



technologydriven industries suffering and all the
other industry types gaining edive shares in the
crisis. However, manufacturing as a whole suffered
considerablywith productionremainingat 21.6%
lowerthan its previous peak.

Spain experiencedan appreciation of the real
effective exchange rate by 16% over the last
decade, whichs slightly below the EU27 average
(21%), indicating nevertheless a loss in cost and
price competitiveness. Nominal unit labour costs
have increased by 29% between 2000 and 2010,
compared to an increase of 14% in the EU27 and
20% in the Euro area. Over thast decade, labour
productivity per hour worked has gradually
increased to about 10 percentage points above the
EU27 average but still about 4 percentage points
below the Euro area averag¢owever, along 2010
and in the first months of 2011, Spanish axg
have shown relative strength, compared to the
average of the EU27, which may mean competitive
gains beyond prices.

Overall, Spain is in an unfavourable
competitiveness position with mixed signals as to

structural changel y n a mi ¢ s publiSgifats n 6 s

to boost R&Dhave been rather unsuccessful until
now and a recently adopted innovation strategy
reflects those concerns and the need to a change of
approach.

4.9.2 Towards an innovative industry

Spain is considered as a moderate innovator in the
Innovation Unon Scoreboard 2010 which is partly
based on the fact that R&D performed by

businesses in 2009 was still below the EU average,
accounting for only 0.726 of GDP.

After strong increases in public funding for
research and innovation until 2008 public
invedments in R&D havedecreasedslightly in
2010. In 2011 R&l investment has been protected
from the cuts compared to other budgetary
expenses CDTI's (Centro para el Desarrollo
Tecnolégico e Industrialbudget has managed to
grow substantially in the last do years and
continues supporting R&@nd innovatiorprojects
with new programmes like INVIERTE, for high
risk-high return projects.

There are two recent major milestones in the
Spanish innovation policy, the Innovation Strategy
(Estrategia Estatal de Innvacion e2) and the new
Science and Innovation Law (replacing the previous
law of 1986), adopted in May 2011This new
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Outlays on R&D have increased steadily with an
annual gravth rate of more than 14% between 2004
and 2009.
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policy proposes a structural and comprehensive
approach which complements the fundiresed
strategy prevalent up to now.

The new innovion policy focuses on enhancing
public procurement for innovation, increasing
funding for innovative SMEs and for risk capital,
improving knowledge transfer by changing the
legal possibilities for public researchers to start
work on the commercialisationof scientific

inventions, and by using the Technology platforms
and boosting the science and technology parks.

Another priority area is human resources for
science and innovation, strengthened also by the
new legal framework provided by the Spanish law
for science. This new law also proposes to
restructure the funding system with a structure
around two agencies:Agencia Estatal de
Investigacion and Centro para el Desarrollo
Tecnolégico Industria{CDTI). The former focuses
on research and the latter orgaation (which
already exists) on innovation.

The size of the skilledabour force in Spainhas
been undermined in recent yedrg the persistent
high level of early school leaving, one of the
highest in the EU. The Law on Sustainable
Economy adopted on 1bebruary2011 includes
measures aiming at increasing the quality and
quantity of human capital through education and
vocational training.

The current main challenge for Spain's research and
innovation policy is to ensure knowledge transfer
and publieprivate cooperation, and in parallel
increase the research activity of the business sector.
These are also areas of priority for the Spanish
policy in the broader context of a structural change
to a more knowledgmtensive economic and
industrialstructure.

4.9.3 Towards a sustainable industry

Spain scores below the EU average on several
sustainable industry related indicators and in
particular the Spanish industry is still more energy
intensive than the EU average.

As a followup of first Energy Saving and
Efficiency Plan 2008011, Spain has adopted the
second National Energy Efficiency Plan for the
period 20132020 on 30 June 2011. This plan aims
at fostering energy savings both in the -eisé
consumption of energy as well as in the
transportation  chain  since  gmation to
transmission. The Law on Sustainable Economy
(Law 2/2011 of 4 March)lso contains relevant
measures addressing energy efficiency.



Another priority of the Spanish government
continues to be renewable energy and as a result
Spain has adopted itew Renewable Energy Plan
for the period 2012020 fPlan de Accion Nacional

en materia de Energias Renovabld3ANER). The
PANER includes the development of new
technologies such as geothermal and wave power in
response to commitmentmdertakenby Spainin

the Energy and Climate Change Package for 2020.

The Industrial Action Plan for the next 10 years
(PIN 2020) adopted in 2010 aims at increasing the
size of the industrial sector in the Spanish economy,
raise its level of internationalisation and guarante
its long term sustainability. The Plan identifies
some priority sectors (automotive, aerospace,
pharmahealth, ICT, agrofood, renewable energies)
with a number of actions on greening the industry,
like the development of the electric vehicle with the
ambtious goal of 2500 electric vehicles in 2014.
4.9.4 The business environment

Spain  has recently implemented significant
regulatory changes but the business environment in
Spain is still more burdensome than the EU average
according to international indexesuch as the
Global Competitiveness Report or IMD. i$his
especially relevant regarding entry and exit
conditions of firms and the lack of competition and
high regulation in some professional services.

The Spanish government is continuing efforts to
reduce existing administrative burden for
enterprises over the last months in order to achieve
its target of 306 set in its Action Plan for
Administrative Burden Reduction of 20 June 2008
and, ultimately, the 50% administrative burden
reduction target set for020 as part of the Strategy
for a Sustainable Economy, approved by the
Council of Ministers in 2009Since last year the
government has passed a substantial number of
initiatives in different packages some examples
beingthe Sustainable Economy Law an& tRoyal
Decreel13/2010.The estimate bueh reduction is
approximately 2 b1 I i on Eur os,
savings are expected to bet billion Euros with
another 500 million Euros expected to benefit both
firms and citizens.However, increasingack of
coordination andoverlappingregulation emerging
from lower levels of thé&ublic Administration over
the last yearss offsetting in part the reduction of
red tapeand is havindnarmful effects on innovation
and productivity of enterprises. A key element to
obtain effective administrative simptiation is
greater administrative cooperation between the 3
layers of public administration (national, regional
and local).

Progress has also been achieved regarding impact
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assessments. Regulated by oyBl Decree
10832009, all new legislation has to include an
Impact Assessment since 1 January 2011. The
quality of Impact Assessment can still improve and
efforts to change the administrative culture of
officials beingundertakerby the Ministry of Public
Administration h that respect. Draft laws which are
not accompanied by impact assessments are simply
stopped by the State Secretary of Public
Administration and sent back. A regular
cooperation and dialogue of the Administration
with the business organisations beforeftitrg new
legislation seems to be effective in that respect.

The transposition of the Services Directitleat has
implied the amendment of a considerable number
of laws and decrees at national and regional level,
has led to important reduction of adminggive
burden (estimated at around 1,700 million euros)
and liberalistion of certain servicesiamely retalil,
tourism, industrial services and services of the
regulated professionslowever, sme professional
services still present high regulation by meaf
both reserves of activity and obligation of
membership of a professional associationldgio
profesiona). The government is working on a new
Law on Professional Services ttwatuld be adopted
before the end oR011. The new lawaims ata
substantial reduction of the above mentioned
obligations to keep only those for services
performed in the general interest or those requiring
maximum protection of the citizen (i.e. doctors).
The new law may have an important impact in
reducing prices, improving gqugl and creating
more opportunities for employment due to the
economic dimension of the sector. Indeed it is
estimated that only the professional services
requiring membership of eolegio profesionahre
estimated to contribute 89 to the Spanish GDP.

Spain has addressed the lengthy delays regarding
business statp by adopting Royal Decree
13/2010 of 3 December 2010 which aims at
reducingtime to register an enterpris® up to 5
daysas well as at reducing the notary and registrar
costy linvotvedto & maximignoof 250 euros The
Sustainable Economy Law has also contributed to
the simplification of the statip process by
reforming the perating licenses and permits system
with the introdution of ex-post controls, positive
silence of the Administration dn electronic
processes. These measuyrascluded in Royal
Decree Law 8/2011 of July, still need further
implementation by regional and local authorities.
The city of Madrid has started to subcontract the
management and approval of operating licenses
with an acceleration of processes.

A series of measures have been taken to simplify
insolvency and bankruptcy, via supporting greater



use of court settlements (Royal Decree Law
3/2009) and the reduction of the cost of judiciary
officials (RDL 5/2010). A new dift Insolvency
Law which is in its final stages will introduce some
simplification measures. The Law gives a greater
push to extrajudiciary agreements (owtf-court
settlements), provides greater guarantees for any
additional funds that may be -mgjected into the
company as a result of a-fieancing agreement
and develops a new abbreviated and simplified
procedure. These measures shadsult in easier
firm restructuring

4.9.5 Entrepreneurship and SME policy

Spain has a high share of micro enterprises
compaed to the EU average and those micro
enterprises employ significantly more people than
their counterparts in other Member States, being
consequently their contribution to the economy also
higher than in the EU. This may be explained by
the sectoral distriltion of SMEs in sectors with
smaller average enterprise size such as services and
constructionEncouraginghese enterprises to grow
would contribute to increased levels of innovation
and productivity in the economy.

Access to credit continues to be ooethe main
concerns of Spanish enterprises. During 20CQ
lines of credithave been reformed in order to
improve the availability of financial resources to
SMEs and self employed workers (e.g.: by
implementing new credit lines such as [KiQuidez
and ICO-directo) The Governmentis working to
develop the notraditional funding mechanisms,
like venture capital and business angels, which is
still underdeveloped compared to other major
European economies. A new fund to support
intermediary organisationsf this type has been
launched in 2010 with the aim of carrying studies,
seminars and disseminatioAlso, Royal Decree
8/2011 establishes tax exemptions for the
acquisition of shares of new enterprises under
certain circumstanced’he CDTI is also workig
with other Member States with the aim of creating a
crossborder venture capital market. A new
Guarantee programme for Entrepreneurs has been
created in 2011 with the aim of encouraging small
business development, being the financial risk
partially coveed by the Spanish Refinancing
Company (CERSA). Spain still has a potential for
developing more financial engineering instruments
linked to the structural funds, like JEREMIE, with a
view to increase public private partnerships.

The long delays in paymentis, particular by public

administrations, are still worrying and aggravating
the liquidity problems of enterprises. The Spanish
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government adopted in July 2010 a law to reduce
the time for payments by both businesses and the
public administration but it matake some time
until the real impact of this laws felt for various
reasons: first, the law will only be inmgrhented
gradually until 2013, second, there is a strong
culture of late payments in Spain, third, the law has
no retroactive effects (only app$ to operations
after 7 July 2010). Moreover, due to the difficult
financial  situation of some  Autonomous
Communities and municipalities, the law may face
significant challenges for its implementation at
regional and local level.

Although Spain has progssed considerably in
entrepreneurship over the recent years, it still scores
below EU average in most of the SBA indicators of
this area, and in particular regarding the society's
perception of entrepreneurship. The Government
set up an Entrepreneurs Sopp Action Plan in
order to promote entrepreneurship and business
creation through financial support, advice and
promotion of entrepreneurship. Another area in
which Spain scores below the Everage is in
public procurement. Indeed, the Spanish SMEs
account for a slightly lower proportion of the value
of public procurement contracts (38 versus 386

in the EV).

4.9.6 Conclusion

After the sharp economic adjustment in Spain
during the years 2008 and 2009, particularly in its
construction sectorand the market pssure of
2010 and 2011in the context of the euro area
sovereign debt stres§pain has put in place a
considerable number of measures in the last months
to facilitate structural change and enhance
productivity, such asimproving the innovation
framework, access to finance for SMEs and
simplifying the regulatory framework for business
creation and growth.

Some challenges still remain in order to enhance
the business environment in the area of access to
finance as well as in easing entry and exit
conditiors of firms. Improving coordination
between different levels of public administrations
would help reducing the administrative burden for
enterprises. Enhancing competition and lowering
regulation in a number of selected services sectors
with high spill overeffects such as professional
services would increase potential GDP and create
opportunities of employment. Another challenge is
the low private sector participation in R&D and
innovation activities besides the large number of
public-backed initiatives in the area.



4.10 France

France

Distance from the EU average (measured in standard deviation
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Labour productivity per hour worked (EU27=100; 2009)

Labour productivity per person employed (EU27=100; 2010)

Labour productivity per person employed in manufacturing (1000 PPS; 2008)

Share of science and technology graduates (% of 20-29 years old population; 2009)

R&D performed by businesses (% of GDP; 2009

-

Share of innovating enterprises as % of all enterprises (2008)

Towards a modern and competitive industry

Share of high-tech exports in total exports (2009)

Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2000; 2009)
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» % - CO2 intensity in industry and the energy sector
g _% = (kg CO2 / euro GVA, reference year 2000; 2009)
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i 3 E Waste generated by enterprises (all NACE sectors;
£ tonnes per capita; 2008)
Exports of environmental goods as % of all exports of goods (2010)
State aid for industry and services as % of GDP (2009)
Electricity prices for medium size enterprises (euro per kWh; 2010)
<
OE) Infrastructure expenditures (euro per inhabitant; 2009)
c
o
S Satisfaction with quality of infrastructure (rail, road, port and airport),
i (1=underdeveloped / 7=extensive and efficicient by int'l standards; 2010-11)
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_QE) % of broadband lines with speed above 10 MBps (2011)
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Legal and regulatory framework (0= neg. / 10=pos.; 2011)
Burden of government regulation (1 = burdensome 7 = not burdensome; 2010-11)
E-government usage by enterprises (%; 2010)
Time required to start a business (days; 2010) -

Enterprise survival rate after two years (2008

Z
>

Business churn (enterprise entries and exits as % of existing stock; 2008) N.A.

Share of high-growth enterprises as % of all enterprises (2007)

Early stage financing (% of GDP; 2009)

Entrepreneurship and SMEs

Rejected loan applications, and loan offers whose conditions were deemed
unacceptable, as % of all loan applications by SMEs (2009)

Duration of payments by public authorities (days; 2011)

Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of manufacturing France (2009)

Refined petroleum products\

Chemicals, chemical products N

Rubber and plastic products

Machinery and equipmentn.e.c.

Other non-metallic mineral products

/
Basic metals and fabricated metal products

Paper products; publishing and printing
Wood and wood products
[ Textiles and textile ﬁroducts
Leather and leather products

_ Food products

— Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.10.1 Introduction

Trade and industry specialisation

Manufacturing plays a significantly smaller role for
France thandr the EU in total 10.6% vs.14.9%

of value added in 2009). At the detailed
manufacturing industry level, France is specialised
in technologydriven (manufacture of airand
spacecraft) and marketirdyiven industries (soaps
and detergents, luggage amahdbags). At the more
aggregated sector level, France is specialised, in
export terms, in goods and services of medhigh
innovation and education sectors (transport
equipment such as trains and aeroplanes) and, in
terms of relative value added in mediiunnovation

(air transport) and high education sectors (research

and development, business services). France is less

specialised in high innovation sectors, notably due
to its lower specialisation in machinery and
computers. A high share of France's tesbgy
exports goes to the BRIC countries, indicating
potential for higher growth.

Francehasa high R&D intensity with respect to its
industrial structure anda particularly good
performance in labotintensive  industries,
reflecting its luxury fashion ingstry, similarly to
Italy. France is lesswell-placed on the quality
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ladder in technologgriven industries. Overall,
together with the UK, Belgium and the
Netherlands, Franchasindustry specialisation in
high education sectors which are predominantly
savices.

Most prominent sectors in France

Highest relative value added (2007)
Transport equipment

Air transport

Recycling

Change in the relative value added (1999/2007)

Real estate activities
Air transport
Research and development

Office, accounting and computing machinery
Coke, refined petroleum and nuclear fuel
Tobacco products

Structural change

In terms of change, Francéas considerably
decreased its relative share of capitaénsive
industries (cement, refined petroleum), while
increadng its industry specialisation in technolgg
driven industries (airand spacecraft). In exports,



France has decreased the relative share of
technologydriven industries radio and TV
transmitters) and increased in marketingdriven
industries (e.g. musical instruments). The relative
share insecdors with high education (business
serviceshasincreased considerably while the share
in high innovation sectors has decreased
(computers, communication equipment). Frahas
climbed further up the quality ladder, in particular
in labourintensive indusies. Its sectoral R&D
intensity has fallen in manufacturing sectors
(chemicals, cars and transport equipment) while
increadng in services sectors (business services and
research and development).

Manufacturing production fell by 28 during the
recent eonomic crisis and has increased by 1.2
since then (April 2011). The impact of the crisis on
the French industrial structure was limited overall,
technologydriven industries came out better than
capitatintensive and mainstream manufacturing
industries

Franceexperiencech moderate appreciation of the
real effective exchange rate over the last decade
(8%, compared to 21% in the EU27), indicating
nevertheless a loss in cost and price
competitiveness. Nominal unit labour costs have
increased by 23% betwa 2000 and 2010,
compared to an increase of 14% in the EU27 and
20% in the Euro aredhe employment legislation
remains very protective and the minimum wage is
among the highest in Europkabour productivity

per hour worked has slightly declined ovee thast
decade. Nevertheless, it is still about 27 percentage
points above the EU27 average and about 13
percentage points above the Euro area average.

Overall, Frances in aa favourable competitiveness

position, with change dynamics partly positive but
partly pointing to vulnerabilities in the export of

knowledgeintensive manufacturing industries.

4.10.2 Towards an innovative industry

According to the Innovation Union Scoreboard
2010, France remains an innovation follower but its
innovation performance tends tonprove faster
than most Member States falling in this category.
Public R&D expenditures are above the EU average
and they are in line with the 2020 target, but private
R&D and innovation expenditures remain
insufficient. Enterprises, especially SMEs, dot
innovate sufficiently, including as regards Rnon
technological innovation.

Since 2008, public incentives to business
expenditures have been increased and focused on a
few key instruments, namely the Research Tax
Credit CIR) , t he O0i nupowlae me &
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(Jeune Entreprise Innovante funding by the
Innovation Agency QSEQ and support to

6Competiti v ddlessdesCompétiivsid er s 6

the
t he

Numerous projects financed by
6l nvest ment s for
promote business R&D activts.

new

R&D expenditures by businesses did not decrease
during the crisis and even increased in 2009
compared to 2008, possibly thanks to the Research
Tax Credit, which is likely to remain acutely
necessary in the medium term in case of tightening
access toimance. No significant modification of
this scheme is expected before its thorougipest
evaluation in 2013.

The new O6lnvestments for
aims at promoting both a knowledge economy and
industrial competitiveness, and put the emphasis o
the excellence of the science base, pubticate
cooperation and knowledge transfer. The
programme amounts to EWUESbillion, out of
which 13% are dedicated to the digital economy,
13% to sustainable industry, % to SME and
industrial competitivenss and more than 6% to
education, research and innovation strictly
speaking.

Investments in digital infrastructures are dealt with
by the O6Digital France
for t he Futurebd
EURA4.25billion to ICT infrastructues (mainly
optic fibre) and to the development of innovative
digital uses (with an emphasis on household
applications). A fund to provide growing SMEs in
the ICT sector with equity financing was created in
June 2011. The creation of théational Digital
Council (April 2011) is meant to provide the
government with irdepth insight on future ICT
business applications, including in SMEs, future
technological developments and the
competitiveness of the ICT sector. The impact of
these measures on the competitigss of the digital
sector (and its contribution to GDP growth) is
expected to be positive but is not assessed yet. IT
skills and business applications, including in SMEs,
will be crucial to fully exploit the growth potential

of the digital economy.

Regbnal Innovation Strategiescontributed to
identify the major needs of businesses locally and
thus complemented theNational Strategy for
Research and Innovatipmwhich primarily focuses
on the priorities of public research bodies and
laboratories.

An evalation of the economic impacts of the
Competitiveness clusters is planned in 2012. In
2010, public support to six Competitiveness
clusters was suppressed, and shifted to new

Fut ur e

20126
program



Competitiveness  clusters on environmental  development of the market of electrical vehicles,
technologies. The impact of the 2011 wdinent of including as regards infrastructures (in particular
the Research Tax Credit plagaddride terminals)eand 8&8&Dnwheclv cdibe v e
startu p schemebd on ent er prconplensented ey | demarside? Be@ddlires such as
employees remains to be assessed. A public procurement. EUR 1 billion from the

comprehensive egost evaluation will be necessary 6l nvest ments for t he Futur
by 2013 to assess the effectiveness of the various dedi cated to R&D on 6évehicle
schemes and, ifatessary, to preparerafocusing should include R&D on hybrid technologies and
of the policy mix. electrical technologies(e.g. battery life). The

introduction of a tax on heavy transport on free
As a whol e, t he i nnov a toads has béer delayed/and ienovd planhed in 2013.

significantly improved since 2008. However, higher
R&D and innovation expenditures by businesses, a The policy framework to improve the energy
larger number of innovative enterprises and  performance of buildings is comprehensive

stronger develapent of hightech and higkigrowth (regulation, audit and certification, taxdafinancial
sectors remain  prerequisites to increase incentives, consumer information and training of
competitiveness and reach the 2020 R&D target. professionals). Its full and sustained
More synergies between the main fields of implementation  could contribute to the
excellence in academic research and {gghwth development of a strong econstruction market
economic sectors, and stronger linkages betw and therefore to reaching the national target of

the scientific base and businesses could contribute 38% in energy consmption from buildings by

to this objective, as well as more favourable 2020.

framework conditions for innovative enterprises

below 2000 employees, notably as regards access to Two French producers of biomass heating are in the

finance, the tax and regulatory environment, and  world top 10, but there is no significant French

skills in SMEs. manufacturer in the solar and wind sectors, where
France seems to have lost the competitive race so

Efforts to consolidate the cooperation between the far. R&D is a priority b allow France to position on

education system and the business community may second generation technologies. EWRShillion

be usefully pursued and amplified, which could from the 6l nvestments for th

include more vocationallgriented curricula with dedicated to research and innovation in renewable

technical or engineering background, innovation energy and green chemicals, including

and managerial courses, introduction to careers and demonstration projects and technologhatforms.

economic sectors, excellence curricula for post The development of a competitive supply of

graduate studies, etc. renewable energy technologies will need to be
combined with a predictable regulatory framework,
4.10.3 Towards a sustainable industry notably as regards legal requirements for new

installations and feeih tariffs for wind and solar
Greenhouse gas emissions followed a downward electriity, to allow for the growth of this market in

trend since 2005 and decreased by%.in 2009 the medium term. This is also essential to reach the
compared @ 1990, which is consistent with 2020 target. The share of renewable energy in gross
Franceos Ky o® oemissions drent .  final energy consumption was %4 in 2008,

agricultural soils significantly decreased. Emissions  against a 2020 target of 28, and mainly comes
per capita remain low compared to most developed from biomasgheat and power) and hydropower.
countries. However, emissions from transports and

buildings, in particular C®emissions from road Electricity prices, including for mediwsized
transport, increased since 1990, and energy enterprises, are relatively low and energy
consumption from buildings increased by %8 dependency remains below the EU average. Energy

between 2000 and 2007. Overall, the projected gap intensity decreased by 25 between 1991 and
to the 2020 target on greenhouse gas emissions is 2006 and energy efficiency is high coanpd to
+6 %. most developed countries.

The quality of transport infrastruces remain very The 6l nvest ment s for t he F
good as a whole, but stronger development of non  devotes EURL.6billion to green industry and
road transportation (i.e. ports, waterways and rail  rightly spots major industrial challenges, including

freight, with effective intermodal connexions, in renewable energy, green chemicals, waste &

order to achieve the national target of 1%5of recycling, sustainable cities andrisports, thermal

nonroad freight by 2012) would positile affect renovation of buildings, green vehicles. Sustained

traffic congestion and related transport costs. Policy ef f or t s wi || be necessary
support is still necessary to allow the full competitive advantages, reach tBeenelletargets
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and implement the comprehensivé&ational
Strategy for Sustainable Developmerg.g. as
regardshiological agriculture, adaptation to climate
change, waste prevention, collection and recycling,
integrated policy framework for green products,
elimination of environmentally harmful subsidies
and state aids, consolidation of a knowledge and
scientificbase in the environmental field etc.

4.10.4 The business environment

France scores significantly better than the EU
average concerning electricity prices for medium
sizad enterprises, infrastructure expenditures and
satisfaction with the quality of infrastructur
eGovernment usage by enterprises is slightly above
the EU average.

France scores clearly below the EU average
concerning the burden of government regulation
and the legal and regulatory framework. The
business environment remains complex and costly,
despite recent efforts. Simplification of the
regul atory environment
corporate and labour law; hygiene, safety and
environment rules; public procurement codes),
administrative procedures and interfaces between
businesses and public aatities (e.g. single IT
interface for all procedures applicable to
enterprises) offer potential to strengthen
competitiveness, in particular for enterprises below
2000 employees. Thee la Raudiéraeport (2010)
also points out some recurrent practiceghsas
regulatory inflation and legal instability.

Since 2008, France has undertaken several
initiatives to improve the regulatory environment.
The administrative bill of 17 February 2011
extended the obligation to make (and publish) ex
ante impact assessnte to implementing legal acts.
The list of impacts to assess is comprehensive, but
SME test is not included and the methodology is
not fully transparent yet. New consultation
practices since 2008 (e Btats générauxGrenelle
Assises have allowed longe and wider
consultation of all legitimate stakeholders, but
consultation is not homogeneous and does not
always benefit to SMEs. A Commissioner in charge
of Simplification was appointed in November 2010.
The most recent simplification law (18 May 2011)
includes provisions for enterprises but is not
primarily focused on competitiveness of businesses.
80 simplification measures have been announced in
April 2011, but not yet implemented. The national
target to reduce the
procedires by 296 by 2011 has not been assessed
yet. 700 administrative procedures were analysed
so far, and 250 simplified, but the approach has
been enlarged to private individuals and less
focused on enterprises. A permanent, structured and
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systematic screémg of the regulatory environment,
to ensure effective simplification for enterprises,
would improve the business environment over time.

The current constrains on public finances imply
efforts to streamline public administrations (notably
with the secondseneral Review of Public Policies
20112013). There are synergies between these
efforts and a systematic review of the business
environment from the
offers an opportunity to simplify the interfaces
between businesses and puldigthorities, and to
screen and simplify existing state aids, subsidies
and other public support schemes benefiting to
enterprise¥®. This could allow a simplification of
the regulatory and tax environment and thus
improve the business environment, providedt it
does not lead to an increase in the overall fiscal
pressure on enterprises.

4.10.5 Entrepreneurship and SME policy

The SME sector in France employs, in total,
relatively .less peppiel than ip thea EU (6§ ;
against 6®6) and lost almost % of its total
workforce due to the crisis. The time required to
start a business is significantly shorter in France
compared to the EU average. France scores below
the EU average as regards the business churn.

The volume of early financing is slightly below the
EU averge. SME access to credit remains easier
than in many other Member States. However, in
January 2011, one fourth of enterprises between 10
and 500 employees reported cash and financing
problems. In 2009, 3% of SMEs noticed a
declining willingness of bank® provide loans and
the cost of credit remains significantly higher (by
25%) for small enterprises. Access to finance is
reported to be especially difficult for very small
enterprises, innovative SMEs and npbm
investment'®. Mutual guarantee schemes dan
stronger development of private finance (e.g.
venture capital, private equity) may improve SME
access to finance. The
programme also allocates more than
EUR800million to finance SME growth and
competitive development, in dition to other funds
available from thdnnovation AgencyOSEO) and
the Caisse des Dépots et Consignations
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businesses, which is costly for the State, has been
more systematically evaluated-pgst in the last few

b U fedks
domains.
Reportedly, access to bank loans is acceptable as
regards shosterm cash and investment in fixed
assets, but more difficult for loAgrm investment in
nonfixed assets (e.g. R&D, patents, brands) which
are crucial for nosprice competitivenss of
enterprises below 2000 employees.
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Between 2008 and 2010, duration of payments by
public authorities decreased (from 75 down to 65
days) and duration of payments by enterprises
increased (from 50 days up to 59 days)his
increase may be due to the crisis. SMEs report an
overall shortening of payment duration but more
payment delays by large customers. The
Subcontracting Ombudsmagappointed in April
2010) is meant to improve relatiships between
large customers and SME suppliers, including as
regards payment delays and insufficient compliance
with the Law on the Modernisation of the
Economy*.

The entrepreneurial spirit, in particular the positive
image of entrepreneurship, seemsbt relatively
less embedded in the national culture than in other
Member States. But the survival rate of enterprises
after 2 years was 8% in 2007, against 7% in
2006 and against ™ in the EU on average. More
entrepreneurial education and the newependent
Contractor Limited Liability Statute (which allows
to separate business assets from personal assets)
may improve both the enterprise creation and
survival rates.

The statute of 'autentrepreneurs’, introduce in
2008 by the Law on the Modernigsati of Economy
(LME), is successfully contributing to promote
entrepreneurial spirit in France. This statute allows
a selfemployed person to start a business with no
formalities and no capital. More than 6600
Oawtnd repreneur sd wanuay
2011, which means almost 3800 0 new
entrepreneur sd 000 cr2dlidn®
under ot her statutesy).
entrepreneur so decl ared
average turnover of EUR350. Around one half of
autoentepreneurs are unemployed and%7are
retired, students or civil servants. Services, retalil
trade and construction are the most popular sectors.

The rate of SMEs which import, export (intra or
outside the EU) and invest abroad as well as the
rate of innwative SMEs remain below the EU
average, as well as the share of SMEs participating
in EU funded research. This may be correlated to
the insufficient number of higgrowth SMEs and

to an overall insufficient growth of SMEs as well as
to the insufficient nmber of SMEs in highech
sectors. Besides, IT skills in SMEs still need to be
promoted. To enhance their innovation capacity,
non innovative SMEs primarily need information
and contacts, in particular at local or regional level,
while innovative SMEs neefinancing, especially

1L This law (2008) sets a maximum duration of

payments by enterprises of 45 days, with derogations
in 34 sectors until 2012. Byassing practices include
l ater registration of
requestsor rebates and discount prices etc.
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in the expansion stage. Both need enhanced access
to skilled wor kforce.
Futurebo progr amme dedi
EUR 1 billion to finance R&D, innovation, training
and structural adaptation in SMEs. Pursuingresf

to streamline and increase the efficiency of
structures accompanying SMEs on international
markets may contribute to the development of
exportoriented activities, in particular in emerging
countries. As a whole, improving framework
conditions to stilate higher growth, better
technological and geographical positioning and
higher differentiatioh*” of SMEs remain the major
general challenges to increase competitiveness.
This includes the improvement of the business
environment.

4.10.6 Conclusion

Challenges fo France remain to improve its
external competitiveness and to facilitate structural
change, notably through higher growth and better
technological and geographical positioning of
enterprises below @00 employees. To this end,
efforts to improve the busiess environment,
including by alleviating the burden of regulation
and administrative procedures and facilitating
access to financavould be helpful The research
and
further efforts
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4.11 ltaly

Italy

Distance from the EU average (measured in standard deviation
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Towards a modern and competitive industry

Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2000; 2009)

Labour productivity per hour worked (EU27=100; 2010
Labour productivity per person employed (EU27=100; 2010)
Labour productivity per person employed in manufacturing (1000 PPS; 2010)
Share of science and technology graduates (% of 20-29 years old population; 2008)
R&D performed by businesses (% of GDP; 2009
Share of innovating enterprises as % of all enterprises (2008)
Share of high-tech exports in total exports (2009)

[}
» % - CO2 intensity in industry and the energy sector
g _% = (kg CO2 / euro GVA, reference year 2000; 2009)
223
i 3 E Waste generated by enterprises (all NACE sectors;
£ tonnes per capita; 2008)
Exports of environmental goods as % of all exports of goods (2010)
State aid for industry and services as % of GDP (2009)
Electricity prices for medium size enterprises (euro per kWh;2007)
<
OE) Infrastructure expenditures (euro per inhabitant; 2009)
c
o
S Satisfaction with quality of infrastructure (rail, road, port and airport),
i (1=underdeveloped / 7=extensive and efficicient by int'l standards; 2010-11)
19
%]
_QE) % of broadband lines with speed above 10 MBps (2011)
2]
a

Legal and regulatory framework (0= neg. / 10=pos.; 2011)

Burden of government regulation (1 = burdensome 7 = not burdensome; 2010-11)

E-government usage by enterprises (%; 2010)

Time required to start a business (days; 2010)

Enterprise survival rate after two years (2008

=

Business churn (enterprise entries and exits as % of existing stock; 2008)

Share of high-growth enterprises as % of all enterprises (2007)

Early stage financing (% of GDP; 2009)

Entrepreneurship and SMEs

Rejected loan applications, and loan offers whose conditions were deemed
unacceptable, as % of all loan applications by SMEs (2009)

Duration of payments by public authorities (days; 2011)

Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral speciakation of manufacturingi Italy (2009)

Paper products; publishing and printin
P Igefined pe‘%roleum groducrt)s\ 9

Chemicals, chemical products

Rubber and plastic products

Machinery and equipmentn.e.c.

Other non-metallic mineral products

/
Basic metals and fabricated metal products

Wood and wood products
| Textiles and textile products

Leather and leather products

— Food products

~ Manufacturing n.e.c.
Transport equipment

Electrical and optical equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.11.1 Introduction

Trade and industry specialisation

Manufacturing contributes 16% to Italy's total
value added againd4.9% for the EU on average
(2009. At the detailed manufacturing industry
level, Italy is relatively specialised, both in value
added and exports terms, in labdotensive
(leather clothes, cutting and shaping of stone) and
in mainstream manufacturing industries (fabricated
metal produts, domestic appliances, motorcycles
and bicycles) and, with respect to exports, also in
marketingdriven industries (tanning and dressing
of leather, luggage and handbags). At the more
aggregated sector level, Italy is specialised in low
education and irovation sectors (leather, wearing
apparel), but also in highly innovatigontensive
sectors such as machinery and automotive. Its
relative share in high education sectors is low due
to weaknesses in software, business services and
research and development.

ltalydéds position on the
labourintensive industries, while in technology

driven industries it is below the EU average. Its
R&D intensity is below average given its industrial
structure. Overall, Italy shows how specialisatin
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labourintensive industries can be sustained when
sectoral upgrading, e.g. through climbing up the
quality ladder, takes place.

Most prominent sectors in Italy

Highest relative value added (2007)
Leather, leather products and footwear
Wearing apparel, dressing and dyeing of fur
Textiles and textile products

Change in the relative value added (1999/2007)

Air transport
Water supply
Wearing apparel, dressing and dyeing of fur

Inland transport
Electricity and gas
Coke, refined petroleum and nuclear fuel

u ! 1, S ver
Gdecreased cy,apltahtaenswe industries In val¥|e

Structural change

I n terms of change, I'talyds
patterns arguite complex, with opposite directions
in tgaﬁiei apd |nsttryd §(§J%C|F\I|sa1|on: while hias high i
added (ceramic tiles), it increased them in exports

(basic norferrous metals), along with the other

industry types €.g., technologriven industrieg



TV and radio transmitters) with the exception of
labourintensive industries (leather clothes). The
same holds true for high innovation sectors
(increasing in value adddde.g. medical, precision
instruments, decreagjrn trade) and vice versa for
high education sectors (increasirig financial
services).

Manufacturing production fell by around 2%
during the crisis and is still 17% lower than its
previous cyclical peak. The impact of the crisis on
I t al y 6 sal siructdres svasr limited overall,
favouring somewhat marketirdyiven industries.

Italy has experienced an appreciation of the real
effective exchange rate by 19% over the last
decade, which is slightly below the EU27 average
(21%), indicating nevertheless loss in cost and
price competitiveness. Nominal unit labour costs
have increased by 31% between 2000 and 2010,
compared to an increase of 14% in the EU27 and
20% in the Euro area. Labour productivity per hour
worked has declined over the last decade iand
now only marginally above the EU27 average and
about 13 percentage points below the Euro area
average.

Italy improved its sectoral R&D intensity and was
stable on the quality ladder gaining in the high
quality segment of technology industries, but also
in the low quality segment. Overall, Italy shows a
mixed picture with respect to competitiveness.
While it undoubtedly features strengths and
improvements in some areas, its overall outlook is
impaired by its performance in knowledge
intensive industriesand does not unequivocally
point in direction of improving competitiveness.

4.11.2 Towards an innovative industry

According to the Innovation Union Scoreboard
2010, ltaly is a moderate innovator with below
average performance, in particular concerning
private R&D investment (0.6%0 of GDP). The
share of high tech exports is another weakness,
illustrating the relatively unfavourable product
specialisation of the Italian industry. On the other
hand, there are some positive developments
regarding human resources (e.gew doctorate
graduates) and intellectual assétsy. Community
trademarks).

A tax credit for research has been established in
December 2010 and subsequently replaced and
strengthened, in May 2011, by a tax credit for
companies financing research prdgec in
universities or public research bodies equivalent to
90% of the additional expenditure in 262012
compared to the 20083010 average (total
allocation for this instrument is EU&4 million).

106

This tax credit does not cover-iouse R&D by
companies

In April 2011, the National Research Programme
20112013 was presented and welcomed by
stakeholders. The Programme has been prepared on
the basis of a consultation of interested parties
through thematic working groups dealing inter alia
with: environmet, health, life sciences, energy,
agrofood, naneciences and new materials, "Made
in Italy", ICT, aeronautics and space, sustainable
mobility and transports, cultural  goods,
construction.

The Programme notably defines as major objectives
for the Italian research system increasing R&D
expenditure, improving competitiveness in key
technological areas, favouring cooperation between
companies and public research institutions,
improving analysis and evaluation of research
programmes and bodies. The intentioa fo
rationalise and reinforce a number of existing
measures, such as Technology Districts, national
technology platforms (interlinked with EU ones),
national excellence poles. Furthermore, 14 priority
projects progetti bandieraq have been identified,
mog notably in relation to key enabling
technologies, energy or space, to be supported with
EUR 1.7 billion in public expenditure in the 2011
2013 period. The Programme also focuses on
simplification of national funding instruments and
on improving supporta participation in EU and
international research projects.

One instrument to simplify and facilitate access to
financing in the field of industrial research projects
is the sportello della ricerca(onestop shop for
research), which should facilitate caots between
companies and the Ministry for Education,
University and Research and should be operational
in 2011.

The implementation of the "Industria 2015"
programme, launched in 2006 and organised in five
Industrial Innovation Projects (Energy Efficignc
Sustainable Mobility, New Life Technologies, New
technologies for the 'Made in Italy’, Innovative
Technologies for Cultural Goods), is ongoing and
has been confirmed as a priority by the
Government. However, the progress in the actual
disbursement of fads appear to be quite slow.

A major priority for Italy is reducing the
North/South gapwhich is particularly evident in
terms of research and innovation. Indeed, the level
of expenditure in R&D in the Mezzogiorno is
broadly one third inferior to that ithe Centre and
North of the country. Furthermore, the relative
share of business R&D is especially low (about half
that in the Northern regions) Therefore,



guaranteeing an optimal use of the 2@0213
Structural Funds, notably in the area of research
and innovation, is essential. The National
Operational Programme on Research and
Competitiveness for the Convergence Regions has a
total budget of EURS.2billion. A number of calls

for proposals have been published in the last year
including, in December 2@ for establishing or
reinforcing High Technology Districts and for
PublicPrivate laboratories (EUB15million).

The research system will be affected by a law
granting more autonomy to universities' governing
bodies increasing their ownership of perfoance,
also from a financial point of view, enhancing
meritocratic criteria in selection procedures and
improving quality in teaching and research. A
‘Brain return' measure to attract Italian researchers
living abroad through a tax incentive, initially
introduced in 2008, has been confirmed for the
20112013 period. Also significant in the area of
skills, the reform of professional and technical
institutes  (secondary education), has been
implemented starting from Autumn 2010.

Summing up, the National Reseh Programme
20112013 includes positive ideas to achieve higher
coordination and coherence of measures and
appears consistent with priorities defined at EU
level, for instance key enabling technologies.
However, the level of ambition might be
insufficiert, given that the challenges to Italy's
competitiveness are high and a drastic improvement
in implementation of measures is essentialg.
Structural Funds especially for the Southern
regions,and the "Industria 2015" programme).

4.11.3 Towards a sustainabledustry

Compared to last vyear's report, Italy's
environmental performances appear to have
improved compared to the EU average. While the
level of energy intensity in industry is a traditional
positive featuré@ which can be partly explained by
the relativéy high energy pricesi the carbon
intensity is now better than the EU average. The
share of environmental goods in exports, however,
is a weak aspect.

Environmental regulation in Italy is particularly
burdensome and unstable. The repartition of
competenies between different levels of the public
administration and between different bodies does
not exclude duplications, is a source of delays, e.g.
in authorisation procedures, and contributes to legal
uncertainly.  Also, implementation of EU
environmental lgislation is disappointing with a
high numbe of infringement proceedings.

Concerning renewable energy sources, it should be
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recalled that Italy has been a relative laggard in the
development of new renewable energy sources such
as solar and wind. In theaimework of the EW20-
20-20n package, a new impetus has been given to
supporting these sources and most notably solar
panels which benefited starting in 2007 of a
relatively advantageous fedudl tariff system ¢onto
energig. The result has been a sigoént increase

in solarpaneldiffusion but also a larger impact on
energy prices, as reported by the Italian Energy
Authority. In March 2011, in the framework of the
implementation of Directive 2009/28/EGn the
promotion of the use of energy from reneveab
sources,a review of the feeth tariff has been
announced in order to reduce the level of incentive
while preserving security for investments already in
the pipeline (ministerial decree adopted in May
2011).

The Italian implementation of the Directiven
renewable energy sources also foresees measures
supporting new technological and industrial
developments in the area, with particular regard to
energy infrastructure, biomass, second generation
biofuels, new technologies for solar energy such as
high oncentration panels These developments
appear highly desirable, taking into account that up
to now the recent and rapid growth in new
renewable energy sources' penetration in I(Egt
development of wind energy in the Southern
regions, especially Pugliand Sicilia, is a case in
point) does not appear to have fostered an
equivalent growth in the domestic supply of
industrial products and may be considered, at this
stage, a missed opportunity.

Concerning waste, it should be noted that the
operation of an electronic Industrial Waste
Monitoring SystenSISTRI) to monitor waste from
industrial activities has been delayed.

Concerning the diffusion of Green public

procurement in Italy, the implementation of the

2008 national Action Plan is in progress. In

paticular, a Ministerial Decree of February 2011

has defined minimum environmental standards for a
number of goods purchased by public

administrations (textile products, office furniture,

IT, public illumination). Further decrees for specific

goods ad servces are in preparation.

The absence of a comprehensive national energy
strategy is a major structural weakness of Italy.
Such a strategy has been repeatedly announced in
the past but has yet to be presented. A number of
initiativesi quite often as direatonsequence of EU
legislation and orientatioris are taken, at national
and regional level asell as in the private sectoh
more consistent, stable approach provides an
improved framework for investments and to



systematically foster eeimnovation in tke
industrial fabric, notably with respect to SMEs
would improve ltalian R&D performance. More
generally, the opportunities of "green growth"
which could be particularly relevant for Southern
regions, are still not fully grasped by Italian
industry.

4.11.4 The kusiness environment

The ltalian business environment is relatively
unfavourable across the board. The burden of
government regulation, the complex and slow
judicial system, the quality of infrastructure

(especially but not only in the Southern regions)
and energy prices are all indicators where Italy
compares unfavourably with the EU average.
Furthermore, the degree of competition in a number
of services sectors is still generally considered a
major bottleneck for growth. There are however
improvements angositive efforts to be emphasised

as well as a good performance concerning the e
government usage by enterprises.

In October 2010, the Government presented the
Administrative Simplification Plan 2012012,
which aims at a 2% reduction of administrative
burden (estimated at about EUBBbillion) on
companies by 2012, equivalent to astimated
reduction of up to EUR 17 billiariThe Plan focuses
on three areas: 1. measurement and reduction of
administrative burden in all areas of State
competence; extensioof the State approach to
Regions and local authorities; 3.Simplification
focusing on SMEs (criterion of proportionality in
administrative procedures).

This approach was applied inter alia,July 2011,
with simplificationseveralmeasures concerningeth
areas of fire preventignenvironment public
procurement and privacy regulationshich, all
together, should allow a reduction of burden
estimated at EUR.2billion per year So far the
Government has adopted measures that should
allow for a reductionin administrative burden for
companies estimated at EUR 7.6 billion per year.

In September 2010, the new regulation reforming
the Italian onestopshops for productive activities
(Sportello unicd) was adopted. With these new
rules, onestop shops are idéfied as the only
public bodies at territorial level responsible for
interacting with operators on all procedures related
with access and exercise of productive activities
and provision of services. Furthermore,
communications from operators to est®pshops
should be transmitted only through the Internet. The
portal "impresainungiorno.gov.it" should ensure the
interoperability of existing infrastructure and
networks and has also been designated as the
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national point of single contact as required by the
Services Directive.

The public administration reform, launched in
2008, has continued in the last few months.
Notably, a new Digital Administration Code has
been established through a legislative decree
adopted in December 2010. The new Code intends
in paticular to simplify relationships between the
administration and businesses by facilitating
exchanges of information, online payments, the use
of digital signatures and guaranteeing in general
more transparent procedures through enhanced
institutional web#es. The quantitative goals of the
new Code are a reduction of up to ®0in the
length of administrative procedures, saving up to
90 % in costs of paper, and up to E2RBOmillion

in reduced mailing costs.

In terms of opening of services sectors to
compdition, independent assessments show that
improvements have taken place in energy (with
electricity more advanced than gas), financial
markets and postal services while no progress or
even negative trends are identified in sectors such
as professional sepes, transports, and local public
services. Italian authorities were supposed to adopt
an Annual Law on Competition, which would take
into account the main recommendations from the
National Competition Authority and further
opening of protected sectorsoWever, the Italian
Government has not yet presented the draft law to
the Parliament. This is a major disappointment as
this law could be a "best practice" at European level
and could remove remaining bottlenecks hindering
growth in lItaly. It should be ned that the
Government adopted in February 2011 a proposed
constitutional reform aimed at liberalising the
economy but it is unclear whether this reform will
be implemented and what would be its practical
effects on the business environment.

Concerning te development of broadband
infrastructure, a Memorandum of understanding
(MoU) was signed in November 2010 between the
Ministry for Economic Development and the main
telecommunication operators. The declared aim is
to define and implement a publicivate
partnership for the deployment of Next Generation
Networks and ensumoverageof 50% of the Italian
population by 2020. An executive committee
formed following the MoU was supposed to
complete the necessary preparatory activities in
three months but hagyto deliver.

Summing up, Italy starts from a very unfavourable
position in terms of its business environment.
Italian authorities are implementing an ambitious
programme for reducing administrative burden,
simplifying procedures and improving relations



between the public administrations and business,
with a strong emphasis onGovernment. These
developments have been largely welcomed by
stakeholders but their actual impact is yet unclear
and will need to be carefully assessed. Opening of
services secter to competition remains a key
bottleneck to growth and on this front there is no
major progress to report.

4.11.5 Entrepreneurship and SME policy

Like other EU economies, ltaly's is dominated by
SMEs (99.9% of companies and 81% of
employment) but has a highprevalence of micro
companies of less than 10 employees (4%.4f
employment, compared to 298 in the EU
averagel this share is even larger in the Southern
regions where the average number of employees
per enterprise is 5.8 in the manufacturing sect
compared to 8.5 at national leveDn the one side,
this demonstrates the strong entrepreneurial spirit
prevalent in Italy but, on the other side, it raises
specific concerns related to the overall
competitiveness of the economy.

Favouring dimensionalgrowth of companies is
therefore an important priority, also given the fact
that that mediursized and "mediurdarge" (up to
500 employees) companies appear to be particularly
exportoriented and crucial in contributing to the
overall economy's competitwvess.

The financial structure of Italian SMEs, which are
relative less capitalised that counterparts in other
Member States, appears to be a factor limiting
dimensional growth, as well as a higher reliance on
shortterm borrowing. Attempts these last fgwars

at developing alternative, ndrank, financing
options for companies have been only partly
successful and, for example, the lItalian venture
capital and private equity markets remain relatively
underdevelopeccompared to other EU countries
despite thepotential to promote firm growth and
improve corporate governance

The Italian Ministry for Economy and Finance,
together with bank groups and business
organisations, have set up in 2010 the Italian
Investment Fund Hondo italiano d'investimen}o
that irtends to address the abewentioned
weaknesses by proving risk capital (or "expansion
capital') to promising SMEs with an income
between EURLO and EURLOOmillion. The Fund

has started its operations at the end of 2010 and has
already invested in a few@mising SMEs.

To overcome the disadvantages related to the
limited average size of companies in Italy, another
approach is to favour cooperation. This is the aim
of the "network contract”cpntratto di ret¢ that
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became operational withn implementing dcree
adopted in April 2011. This contract, supported by
a dedicated tax incentive (EUR million for 2011
2013), allows companies, while remaining
independent, to collaborate on specific projects,
such as in research and innovation or on
internationalision. The emphasis on «network
contract» seemd¢o have supplanted, at least at
national level, a previousocus on industrial
districts.

Late payments by public authorities are a major
problem in Italy (also connected with the difficult
public finances sitation at national, regional and
local level). Since January 2011, enterprises can
compensate their debts and credits with the Public
Administration. This measure reduces the cash
problems of enterprises and accelerates the payment
procedures of the Publfsdministration.

To address financing difficulties of SMEs in the
framework of the crisis, the Italian Government has
promoted in 2009 a "credit moratorium”, which is
an agreement between business associations and the
banking association allowing for a ldged
repayment of loans. This moratorium has been
prolonged in February 2011 until 31 July.

The time required to start a business is below the
EU average and could even further improve.
Indeed, the Certified Statement of Business Start up
(SCIAT Segnalaione Certificata di Inizio Attivith
which replaces since 2010 the existing Declaration
of Business Start Up (DIA Dichiarazione di Inizio
Attivitd), allows a new company to start operating
from the first day (whereas the DIA required a
thirty day standtill). With the SCIA, public
administrations should control compliance with
relevant requirements in the following 60 days (or,
after this period, only in exceptional circumstances
such as for public safety reasons).

There is a wide recognition that thémgnsional
growth of companies in Italy should be a priority.
Measures such as the Italian Investment Fund and
the "network contract” are now in place and appear
steps in the right direction. Given the magnitude of
the issues at stake, however, it is uaclevhether
they will be sufficient to address the identified
shortcomings. Concerning late payments, an early
transposition by lItaly of new Directive 2011/7/EC
could be a welcome move.

4.11.6 Conclusion

While it maintains a diversified and in some
instances glodlly competitive industrial basis,
Italy's overall growth potential is a source of
concern. The last few years have seen some
measure of transformation in the industrial fabric,



not so much in terms of relative specialisation but
of climbing the quality ldder.

As the policy front, significant efforts can be
reported, notably in order to improve the business
environment or ensure a more coherent research
strategy, but much more would be required in a
number of areas, such as in promoting -eco
innovation, inenhancing competition in services
markets or in fostering dimensional growth of
companies. In general, there are no major
improvements in closing the North/South gap,
which is evident in a wide number of domains
meaning that there is considerable scope fo
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catching up of the Mezzogiorno that would
significantly enhance Italy's overall
competitiveness

Some policy interventions appear uncoordinated
and fragmented while some promising measures
remain only partly implemented or are delayed by
lack of resoures or by complex decisiemaking
procedures and practices. Given the importance of
industry, Italy would benefit from putting forward a
comprehensive industrial competitiveness policy,
which would make sense in a country with such an
important industrial ector.



4.12 Cyprus

Cyprus
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=

Business churn (enterprise entries and exits as % of existing stock; 2008)

Share of high-growth enterprises as % of all enterprises (2007) N.A.

Early stage financing (% of GDP; 2009) N.A.

Entrepreneurship and SMEs

Rejected loan applications, and loan offers whose conditions were deemed
unacceptable, as % of all loan applications by SMEs (2009)

Duration of payments by public authorities (days; 2011)

Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of manufacturing Cyprus (2009)

Textiles and textile products

Paper products; publishing and printing

Leather and leather products
Wood and wood products ~

Refined petroleum products —

Chemicals, chemical products —

Rubber and plastic products -

Other non-metallic mineral products

, Food products

~ Manufacturing n.e.c.

4 Transport equipment
Electrical and optical equipment

Machinery and equipmentn.e.c.

\
Basic metals and fabricated metal products

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.12.1 Introduction

Trade and industry specialisation

Cyprus belongs to the group of EU Member States
characterised byigher income and a specialisation
in technologically less advanced sectors (group
2)"® At the detailed manufacturing industry level,
Cyprus features specialisation in marketdriven
industries (processing and preserving of fish, fruit,
manufacture of vegtable oils, dairy products etc.),
value added specialisation in labeatensive
industries  (bricks and tiles) and export
specialisation in technologyriven industries
(electronic valvesphotovoltaic systemisHowever,

the share of manufacturing in Cygris very small
(the three top economic sectors are all in services),
and exports of manufactures even smaller, so that
(manufacturing) export indicators should be
interpreted with care. At the more aggregated sector
level, Cyprus is specialised in lownavation and
education intensity sectors such as water transport
and hotels and restaurants. The export
specialisation in high education sectors is due to
financial services.

13 For main sources used see the Annex.
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Gi ven i ts i ndustri al
intensity is (slightly) below averag as is its
position on the quality ladder. It is closer to the
average in technologgriven industries than in
labourintensive industries.

Most prominent sectors in Cyprus

Highest relative value added (2007)
Water transport

Hotels and restaurants

Air transport

Change in the relative value added (1999/2007)

Real estate activities
Recycling
Non-metallic mineral products

Water transport
Wearing apparel, dressing and dyeing of fur
Hotels and restaurants

Structural change

In terms of change, Cypru$as considerably
increasd its trade specialisation in technology
driven industries (electronic valveghotovoltaic

struc



systemsair and spacecraft and medical equipment)
and its relative share in high education and
innovation sectors (radio, TV and communication
equipment), whilét hasdecreaedits specialisation

in the low innovation and education sectors (water
transport, hotels and restaurants) as well as in
exports of labouintensive industries. Cyprus is
stagnant on its sectoral R&D intensity, and the
quality indicators paint a ixed picture,showing
improvementin the high quality segment but also
reinforcing the low quality ones.

Overall, Cyprus is clearly catching up with respect
to competitiveness in terms of specialisation;
however the indicators referring to sectoral
upgradng such as R&D and quality show that
Cyprus needs to move further up the value chain.

In Cyprus, the crisis clearly held back the structural
change towards technologlyiven industries, while
leading to higher shares of capitatensive and
marketingdriven industries.

Cyprus experiencedan appreciation of the real
effective exchange rate by 18% over the last
decade, which is slightly below the EU27 average
(21%), indicating nevertheless a loss in cost and
price competitiveness. Nominal unit labour costs
have increased by 32% between 2000 and 2010,
compared to an increase of 14% in the EU27 and
20% in the Euro area. While labour productivity per
hour worked has gradually increased over the last
decade, it is still about 20 percentage points below
the EU27 merage and about 33 percentage points
below the Euro area average.

4.12.2 Towards an innovative industry

The Innovation Union Scoreboard 2010 classifies
Cyprus among the innovation followers with a
close to average performance. Its relative ranking
has improved mpdually over the years. Its
enterprises outperform in nd®d&D innovation but
underperform in R&D expenditure. Due to the
structure of the productive sector, with a clear
predominance in small firms specialising in
services, a significant increase of besis R&D
expenditures is unlikely in the near future.

On the other hand, low levels of R&D activity in
the business sectors weaken the incentives for
students to pursue a resgher career, thus
constraining the development of human capacities
for researchThis situation risks to persist as fiscal
constraints do not allow for a significant increase in
public research in the near future. The government
is preparing a National Strategy for Research and
Innovation for 20142015 aiming at addressing
these botenecks in a coherent way, including by
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giving more emphasis toinnovation over research.

R&D and innovatiorfunding actions are designed
and implemented by the Research Promotion
Foundation, an independent body-fatanced by
the state and the EU structbfands. Actions under
one of the five priorities are destined to enterprises
even if the latter can also use the other actions.
There are no policy changes in 2011 as all actions
take place within the framework defined for 2009
2010.

While public reseatt capabilities and innovation
policy have been considerably improved over the
last decade, the business sector is still considerably
underinvesting in R&D. Innovation policy has
evolved rapidly but in a rather fragmented way and
the government is planningrawing up a new
national strategy. In a context of fiscal constraint, it
will have to be welltargeted so as to contribute in
achieving the londerm objective of diversifying
the economy towards higher value activities.

4.12.3 Towards a sustainable industry

The high energy and GOntensity of the Cypriot
business sector, in combination with the heavy
dependencen imported oil for energy generation
and a small and isolated energy grid represent a
potential risk in case of high volatility in oil and
CO, prices. This risk is addressed by investing for
the incorporation of natural gas as a source of
energy generation and by encouraging energy
savings and the development of renewable sources
of energy.

A number of grant schemes were in force to
encourage manufacing establishments reducing
their environmental nuisances and increase their
energy efficiency. The legal framework has been
completed by the recent transposition into national
law of the ecedesign Directive of 2009 and the
publication online of all relevant information. The
regulation on energy auditsas beersubmitted to
the Parliament.

Cyprus was among the early adopters of green
procurement. The corresponding framework, valid
for 20072009 is being revised to take into account
the GPP toolkit. The w@s of green standards is
widespread, including in the private sector.

4.12.4 The business environment

Cyprus offers a generally favourable business
environment. Satisfaction with the regulatory
burden and the quality of infrastructure is above the
EU average. Thesmall size and theeographic

isolation of the economy pose some challenges



regarding the functioning of competitiorMore
generally, domestic firms face high operating costs,
especially as concerns energy and water but, also,
some professional serviced\lso, there remain
areas where dealings with the administration are
lengthy and costly in comparison to EU average.

Better regulation policy is defined by an
interdepartmental SteeringCommittee and is
implemented bya Central Speciaéd Unit atthe
Ministry of Finance. The vast majority of new
legislation is subject to a simplified impact
assessment carriemit through a standard
guestionnaire Consultation of stakeholders during
the drafting procedure is systematic. For the
achievement of the national ¢gat of 20% reduction
of administrative burden by 2012, a sectoral
baseline measurement in all national legislation
relating to enterprises, based on 8 national priority
areas, was completed in April 2011. The reduction
proposals resulting from the projegere approved
by the Council of Ministers and are, currently,
under implementation

The eProcurementinitiative is operational since
November 2009. Using the central platform is
mandatory for all calls for tender of all public
entities. At a next stage alsdfers will be made
electronically. There are 2500 registered users for
restricted calls, 106 of which are non resident to
Cyprus. A Help Desk contributes to making the
platform SMEfriendly and, in general, the
transition to an electronic platform isrdered as
successful.

Following a rapid increase, usage of eGovernment
services by enterprises reached the EU average in
2009. However, the supply of public services on
line is still among the weakest in the EU (2010).
The government is preparing an dtidus Digital
Strategy for 2012020 wich would also support the
the development and competitiveness of the
economy.

4.12.5 Entrepreneurship and SME policy

The contribution of Cypriot SMEs to the overall
economy compared to that of large firms is
significantly hgher than for the EU average. In
particular, the contribution of micro firms to
employment is in Cyprus (3®) higher than the
European average (36) and the contribution of
the total SME sector to employment (89 is in
Cyprus higher than in the EU @verage (676). In
terms of value added, the contribution of SMEs
amounts to 7% (EU 58.6%), pointing to their
significantly lower productivity than larger firms.

Attitudes towards entrepreneurship are more
favourable as the entrepreneurship rate arel th

114

preference for selémployment are markedly
higher in Cyprus in comparison to the EU average.
The onestopshop for setting up a business is
operational and the average time to register a new
company (8 days) is shorter than EU average. It
should permithanddling the registration fully en
line shortly (eFilling project, launched in 2008). It
also serves as the single point of contact for the
purposes of the Services Directivl. provides
information regarding procedures and formalities
needed for the aess to, and exercise of service
activities either through the establishment of a
business or through the cressrder provision of
services. The electronic completion of a number of
procedures is available through the Cyprus PSC
portal.

Access to and theost of credit constitute a concern
for Cypriot SMEs. The creation of a Loan
Guarantee Granting Facility to support SMEs that
are not able to provide sufficient collateral is still
on hold. Following the Financing Agreement
concluded in April 2009 with theEuropean
Investment Fund for an amount of EZRmillion,
Two fionacial products were put in place, the
Funded Risk Sharing instrument which offers
micro-credits (up to EURL00000) assorted with
favourable conditions to small and very small
enterpriseswith cofunding and the First Loss
Guarantee Financial instrument which offers credit
risk protection (to the amount of (30 by loan)
with the aim of facilitating the access of micro and
small enterprises and stams to bank credit. The
first instrument $ operational since January 2011
while the second is in the phase of negotiation with
the financial intermediary that will implement it.
New loans of, respectively, EUR and
EUR S50 million in total are expected through these
two instruments. Payment dgfa both from the
state to businesses but also in transactions between
businesses constitute another source of complaint.
This is expected to be improved with the adoption
of the Late Payments Directive.

A number of features make theprocurement
platform particularly SMEfriendly (Help Deski
including for filing in the forms, existence of model
documents for all procedures, system of alerts and
possibility of submitting only a declaration in
honour in order to participate). In addition, tenders
are dividel into lots (for example, on a
geographical basis) and, when stdmtracting is
used, sukcontractors are paid directly by the
procuring authority.

Regarding grants to SMEs, the execution of
existing actions financed by the EU structural
Funds, targeting eanufacturing (total budget
EUR 23 million), the processing of agricultural
products (total budgeEUR 24 million), tourism



(total budgetEUR 13 million), agro tourism (total
budget EUR 15 million) and women and youth
entrepreneurship  (total budgetEUR5 ard
EUR 6 million respectively) is ongoing. The latter
was particularly successful in creating new
enterprises and jobs, also thanks to its skills
acquiring dimension. Of notable interest for its
reduced administrative burden is the natiorally
funded actiorfor the relocation of manufacturing or
nuisance producing very small enterprises to
authorised areas (Industrial Areas, Industrial Zones,
etc)

4.12.6 Conclusion
Theinsular natureanddistance from theest of the
internal market pose a challenge for small Gyfri

enterprisesCyprus faces a chronic competitiveness
problem linked to its structural specialisation in
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labourintensive, lowskills and low technology
sectors, which is also reflected in its current
account deficit. On the other hand, Cyprus
endowed with highly educated and multilingual
workforce The policy priority therefore remains to
adjust the structure of the economy towards more
knowledgeintensive and high growth activities,
primarily in services and tourism, through a well
targeted R&D and nnovation policy and
encouraging entrepreneurial activity in high value
added sectors.

Besides this overarching challenge, there are
structural weaknesses that could be addressed in the
short term, such as further improving the business
environment by adessing regulatory burden and
offering more public services dme, reinforcing
competition, especially in some professional
services, and promoting energy efficiency.



4.13 Latvia

Latvia

Distance from the EU average (measured in standard deviation
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Labour productivity per hour worked (EU27=100; 2010

=

Labour productivity per person employed (EU27=100; 2010)

Labour productivity per person employed in manufacturing (1000 PPS; 2010)

Share of science and technology graduates (% of 20-29 years old population; 2009)

R&D performed by businesses (% of GDP; 2009

-

Share of innovating enterprises as % of all enterprises (2008)

Towards a modern and competitive industry

Share of high-tech exports in total exports (2009)

Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2000; 2009)
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» % - CO2 intensity in industry and the energy sector
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i 3 E Waste generated by enterprises (all NACE sectors;
£ tonnes per capita; 2008)
Exports of environmental goods as % of all exports of goods (2010)
State aid for industry and services as % of GDP (2009)
Electricity prices for medium size enterprises (euro per kWh; 2010)
<
OE) Infrastructure expenditures (euro per inhabitant; 2009)
c
o
S Satisfaction with quality of infrastructure (rail, road, port and airport),
i (1=underdeveloped / 7=extensive and efficicient by int'l standards; 2010-11)
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_QE) % of broadband lines with speed above 10 MBps (2011)
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a

Legal and regulatory framework (0= neg. / 10=pos.; 2011) N.A.

Burden of government regulation (1 = burdensome 7 = not burdensome; 2010-11)

E-government usage by enterprises (%; 2010)

Time required to start a business (days; 2010)

Enterprise survival rate after two years (2008

=

Business churn (enterprise entries and exits as % of existing stock; 2008)

Share of high-growth enterprises as % of all enterprises (2007)

Early stage financing (% of GDP; 2009) N.A.

Entrepreneurship and SMEs

Rejected loan applications, and loan offers whose conditions were deemed
unacceptable, as % of all loan applications by SMEs (2009)

Duration of payments by public authorities (days; 2011)

Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of manufacturing Latvia (2009)

Textiles and textile products

Wood and wood products

Paper products; publishing and printing

Refined petroleum products

. . 7
Chemicals, chemical products

/
Rubber and plastic products
Other non-metallic mineral products

Leather and leather products

_ Food products

— Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

I Machinery and equipmentn.e.c.
Basic metals and fabricated metal products

Note: n.e.c. fiot elsewhere classified)
Source Eurostat

4.13.1 Introduction

Latvia is one of the countries that are catching up:
among the population of active enterprises, it has a
high share of enterprises that are growing fast. The
i mpact of the c onicssirustureo n
seems to have been limited, favouring capital
intensive industries against the trend. While
manufacturing production fell by almost 2@
during the crisis, it has partially recovered, reaching
12.7% below its previous cyclical peak in April
2011. Latvia belongs to the group of countries with
relatively lower income levels and specialisation in
labouri nt ensi ve industries.
R&D intensity is higher than the average of this
country group, even though it is below average
when #king into account its industrial structure.
The same holds true for
quality ladder: it is below the EU average but above
its group average, while the low quality segment is
on par with the EU average. Overall, Latvia is
improving its competitiveness, especially in terms
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of specialisation and to a lesser extent in as far as
sectoral upgrading is concerned

Trade and industry specialisation

n OQ/9 when compare to the EU average,
manufac{urlng contfibuted * significantly less to
Latvia's total added valué 9.9% against the EU
average of 14.%. Latvia is specialised in labour
intensive manufacturing industries, such as
sawmilling and wood planningmanufacturing of
veneer sheets and wooden containers, as well as
marketingdriven industries (e.g. fish processing
andw&g;egvigq). FA}I ,th_e more , aggre eg level,
Latvia is Specialised in sectors’ with Tow and
mediumlow innovation and education intensity,
such agmetal processing and machinemwgod and
ood, produycts,  food productionand inland
\ﬁénasp}or .quaiég the cagseofcsir 'trﬁa Iotr?grnBalt?c tates,
Russia is an important destination for Latvian
exports.

t he



Most prominent sectors in Latvia

Highest relative value added (2007)
Wood and products of wood and cork
Inland transport

Real estate activities

Change in the relative value added (1999/2007)

Air transport
Real estate activities
Recycling

Post and telecommunications

Wood and products of wood and cork
Supporting and auxiliary transport activities;
activities of travel agencies

Structural change

In terms of change, Latvia has been moving
unequivocally  towards knowleddetensve
industries: the share of technoledsiven industries

(e.g. motor vehicles, radio and TV receivers) in
exports has increased considerably, as has the share
of sectors with high innovation and education
intensity  (e.g. communication  equipment,
computers At the same time, trade specialisation

in labourintensive industries and specialisation in
low innovation sectors (e.g. clothing apparel,
auxiliary transport)has decreased. In particular,
Latvia has improved its position on the quality
ladder; the exeption is the share of technolegy
driven industries in the low price segment of
exports, which has been decreasing in Latvia
relative to the EU
sectoral R&D intensity has remained unchanged
relative to the EU average.

Latvia has experienced a strong appreciation of the
real effective exchange rate during the last decade
(48 compared to 21% in the EU27), indicating a
loss in cost and price competitiveness. Here, the
increase in nominal unit labour costs (87%)
between 2000 and@010 played a significant role.
While labour productivity per hour worked has
gradually increased over the last years, it is still
about 53 percentage points below the EU27
average.

4.13.2 Towards an innovative industry

Latvia is classified as a modest innovawith a
performance significantly below the EU average,
according to the Innovation Union Scoreboard
2010. In 2009, 0.466 of GDP was spent on R&D,
out of which 3% from the private sector.

While reduction of all public expenditures in 2010
affected the mplementation of R&D and thus

continued to place Latvia well below the EU
average, the country has still benefitted from ESF
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and ERDF funds intended for developing both
research and IT infrastructures, attracting human
resources to science, commerdaly science
output, supporting applied research as well as
R&D.

The governmensupportsinnovative enterprises in
developing new products and technologies through
loans, guarantees,grants for the manufacturing
sector and for higladded value investment
projects, as well as the creation of a technolagy
businessncubatos. In order to improve access to
venture capital for innovative enterprises, seed and
startup funds have been made available for concept
and/or product developmenta venture capital
instrumentis being created tdevelop and enhance
production capacities.

The Innovation and Entrepreneurship Motivation
Program encourages innovative enterprises through
training and information sessions, consultations for
new entrepreneurs and an anngalmgetition of
business planis Cup of IdeasHowever, the budget
allotted by the government for the support of
innovative enterprisesould be consideredather
limited in comparison to other countrielsence the
low likelihood of having a long term impact on
increasing the number of innovative enterprises as
well as improving the innovation performance of
Latvian companies.

In terms of cooperation between business and
academia, the most prominent program is the

aver agondt’ df Nrdlustrial Fe¥%erkHe §n: corhpetbntd

centers: running until 2015, the 6 existing centers
are active in the main exporting industries: wood,
machine building, pharmaceuticals, electronics,
ICT and biotech. In addition, in ordé¢o facilitate
the commercialstion of state funded research,
conta¢ points for technology transfer have been
established in 8 universities, under a program
running until 2013. It is worth mentioning the
Institute of Solid State Physicd the University of
Latvia, Latvian Institute of Organic Synthesis,
Latvian BiomedichResearch and Study Centard
the Institute of Mathematicand Computer Science
of the University of Latviaas stories of successful
cooperation between scientists and entrepreneurs.

As most universities are largely involved in state
funded research, ¢hLaw on Scientific Activity is
being amended to allow the intellectual property
rights on inventions funded with public money to
stay with the originating universities or institutes.
However, statdunded universities do not have
enough incentives to relaout to the industry. On
the other hand, companies either do not know what
universities can offer or have a short term approach
that disfavoursresearch and innovation, as long
term projects. The R&Rnd innovatiorcommunity



argues that, should more funble dedicated to new
laboratories, enterprises will have an incentive to
approach universities and thus sponsor common
projects. Similarly, more should be done to
encourage applied research, continue to fund the
ongoing clusters program, as well as dinectl
support research activities in companies. Another
way to bridge the gap between the science and the
business communities is through several innovative
companies that are led by former scientists.

In order to address the shortage of highly skilled
labaur force, the government plans to increase the
number of people employed in science and
research, strengthen the infrastructure of the state
scientific  institutions  with  statef-the-art
equipment (EUR 148million program, starting in
June 2011) and suppo@t national level research
centres in priority fields like: energy and
environmental resources, extraction technologies,
pharmacy and biomedicine, ICT, creative
technologies, nanotechnologies and nanomaterials
etc.

There are important challenges that Latwvill
have to address if it wants to increase the
competitiveness of its enterprises by improving
their innovation capacity and boosting R&D. The
infrastructure for science and research should
continue to be upgraded, the number of highly
skilled peopleshould be increased and significant
investment should be made in the high tech sector.
In adition, the commercialation of research
output should be further improved and cooperation
between industry and academia should be
encouraged by means of incentve

Latvia needs to continue to improve its R&hd
innovation  governance  system  and
communication and coordination with the R&ldd
innovation community. Stakeholders argue that
R&D and innovation could also be further
enhancedy offering more govemment guarantees
andbetter access to finance, for instance through an
innovation or mezzanine fund, or some forms of
risk capital.

its

4.13.3 Towards a sustainable industry

Latvia's energy intensity still remains well above
the EU average. Energy consumption in latis
high and the situation has worsened as a result of
the crisis: the industry, as well as public opinion,
seems rather reluctant to 'go green'. Given that the
implied costs are too high, companies prefer to
either stick to business as usual or expéstaf
incentives in order to take action. Banks are also
less willing to provide long tem loans for green
investments.
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Latvia has a good record on renewable energy: the
energy produced from renewable energy sources as
a percentage of the total net finalneegy
consumption in Latvia was 29% in 2008,
compared to the EU average of 183 The largest
sources of renewable energy are hygoever and
biomass; the quotas on the production of electricity
from renewable sources have been abolished
recently. Thee are measures in place to
increasingly replace fossil fuels with renewable
energy: the new drafRenewable EnergyLaw
replacing the current support mechanism aims at
further increasing awareness and promoting the use
of renewables, and ensuring a longresupply of
renewable energy. The Climate Change Financial
Instrument  facilitates heat and electricity
production from renewable energy sources rather
than fossil fuels in municipalities and households.
In addition, there are some ongoing programs that
aim at developing ca@generation power plants using
renewables (running until 2015), supporting
technology transfer from fossils to renewables,
using biofuels in the transport sector agmhbling
energy production from agricultural and forest
biomass (to be sl outside the farm). However,
these measures need to be further implemented and
their impact will need to be thoroughly assessed.

In terms of energy efficiency, the law on euse
energy efficiency introduces energy audits in
Latvia, which function on a oluntary basis in
industry, but become mandatory for obtaining
public financial support However, stakeholders
emphasis that there is a lack of skilled auditors
who could carry out energy audits. While there is
an ongoing program for tHeeatinsulation ¢ multi-
apartment houses and increasing the energy
efficiency of centraBed heating systemsthe
Climate Change Financial Instrument has a
component that aims at increasing the energy
efficiency of public and industrial buildings. Street
lighting is becoring more energy efficient as well,
through the use of LED lamps, under a grant
scheme of LVL7 million. Most importantly, some
industial sectors are becoming more energy
efficient. For instance, to export timber, producers
are obliged to produce a certifite of sound
environmental management, without which it is
difficult to find clients; this requirement has pushed
the sector towards more environmentdtigndly
solutions. Another example is a large Latvian beer
producer that spent more than 1 millioar@ on a
new heat/water system that is more energy efficien
Moreover, a green investment scheme is being
implemented in some manufacturing buildings and
technological processes. However, despite the
actions taken and the significant impact, the
necessarynvestments are still delayed, which will
eventually lead to a considerab&owdown of
progress. Furtheon, more effort is needed to raise



awareness on the importance of energy efficiency.

The use of green procurement advances very slowly
in Latvia, abo as a consequence of the fact that it is
implemented on a voluntary basis. While until
recently the main criterion in procurement was the
lowest price, 'economically efficient' solutions have
started to be considered. The Climate Change
Financial Instrurant also supports, among other
things, green public procurement although its
implementation is not broadly developed yet.

As local demand is more inclined towards low cost
products and services, the environmental goods
produced in Latvia are mainly targey export
markets. However, the share of Latvia's exports of
environmental goods as a percentage of total
exports is still lagging behind the EU average.

Latvia is performing rather well in the area of waste

management; it is well above the EU average in
terms of reducing the waste generated by
enterprises. An ongoing program, running until

2013, targets the development of water and waste
management infrastructure.

Among the challenges that are still to be addressed,
the decrease of energy intensity maistry remains

a high priority, as is the utiletion of more efficient
heating solutions, possibly using some under
exploited technologies. Financial support and tax
incentives could be used on a wider scale, in order
to reduce the costs of green solosand thus make
them more affordable for companies. In addition,
more effort needs to be put into building and/or
modernging the Latvian energy infrastructure and
improve the interconnections in the Baltic region,
including through a Baltic energy market

4.13.4 The business environment

Latvia has madeoticeableprogress in improving

its business environment, but there is still room for
significant development. In terms of burden of
government regulation, Latvia scores slightly below
the EU average. While sdftistion with the quality

of infrastructure did not change and remains below
the EU average, there has been a significant
improvement in infrastructure expenditure. Latvia
scores well above the EU average on state aid for
industry and services and slighthbove the EU
average on electricity prices for meditgsized
enterprises. In addition, Latvia has made
considerable progress in increasing the percentage
of broadband lines with speed above MBps,
which places it slightly above the EU averaghis
year,Latvia moved from position 27 to position 24
(position 9 among EU countries) in theoing
Businessgndicators of the World Bank.
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In order to further improve the business
environment, the government is planning to enable
municipalities to foster entrepremship by
amending the laws on property lease and
redistribute EU structural funds to improve the
business infrastructure by developing industrial
areas, ensuring availability of public services and
modernsing the country's regional roads. The
government Anual Action Plan for Improvement
of Business Environmenhas stipulated among
other things, a new microenterprises tax law, a
patent fee for individuals in certain professions, and
amendments to the laws on property registration. A
new Construction Law d&s been adopteth May
2011, aiming at reducing the number of procedures
required for obtaining a construction permit from
24 to 6, and cut the duration from 18668 days;
while implementation is still pending, authorities
claim that the procedures inveld have already
been simplified. In addition, the new legislation on
insolvency procedures has shortened the length of
procedures from 3 to 1 year.

As regards business stamps, theminimum equity
capital requirement of a newly established company
was educed, such that it isow possible to start a
new company with a minimum equity capital of
EUR1.43 (one Lat) Additionally, business start
ups are able to get suppad-financed by ESHn

the form of consulting, training, loans and grants;
so far, 396 loans have been provided ardb6
persons have received trainingThe Latvian
authorities claim that a orstopshop for starups
has been completed, agom June 2010 the
Enterprise Register enables staps to apply
simultaneously for VAT registrationHowever,
individual cases have been reported by business
organisations that the orstop shop systerior new
entrepreneurs as not yet fully functional

In terms of access to markets, a set of measures
have been introduced by the government to support
SMEs. Apart from export guaranteesghich intend

to support exporters by covering risks for export
transactions, the government is developing a
Foreign Direct Investment Attraction Strategy
aiming atbringing foreign direct investmen(sDlI)

to exportoriental sectors with high value added.
The Investment and Development Agency of Latvia
has been developing similar measurgse Agency

has 11 Foreign Economic Representative Offices in
countries that are Latuvi
provide the main sourcef FDI for Latvia. These
offices serve as points of contact, provide
information on market access and support the
diversification of exportas well aghe attraction of
FDI. In 201Q 55 informative and training seminars
have been orgased by the Agencydr enterprises
interested in foreign markets. The Ageneajso
offers individual consultation and support to



entrepreneurs, orgasis matckmaking events in
Latvia and abroad, as well as individual trade visits
and trade missions to foreign countries, idahg
participation in trade fairs abroad. Despite these
measures, export support still remains a priority
and, according to stakeholders, therestii room

for further improvingthe effectiveness of existing
instruments.

The use of eommerce by both eéerprises and
private individuals could be further improved.
According to the most recent government data, 20
basic services are 34 available online, 79 of
enterprises submit forms electronically0% of
companies perform full -gansactions. The
govenment has in place two 202D13
Development Plans for-government and Ekills,
respectively, aiming at developingservices, e.g.
the edeclaration system for the State Revenue
Service and the-eegistration of a company in the
Register of Enterprise$n addition, the government
intends to further develop thepeocurement system

i at present containing almost 400 buyers and 100
suppliersi as well as a business section in the
portal www.latvija.lv, which contais information

on all state and local government services and
provides access to -services for both companies
and individuals. However, these measures have not
been sufficientlyadvertisedsuch that entrepreneurs
are not aware of the simpler access to e
government.

In terms of infrastructure, Latvia has significantly
increased the total amount of funds spent on
infrastructure, including from the EU funds; the
main investment areas are the
construction/improvement of railways, roads,
seaports and broadbanétworks. The government
is planning to introduce International Freight
Logistics and a Port Information System to make
freight transport more competitiveThe Next
Generation Access Network for rural areas aims to
ensure broadband internet connection dtirlocal
administrations and facilities by 2020. However,
more could be done in the area of transport, as
Latvian roads are not in optimal condition, thus
generating higher energy consumption: public
transport based on electricignd biofuels(rather
than fossil fuelg could be further developed.

Despite noticeable progredsatvia shouldcontinue

its efforts to creae a better business environment.
According to stakeholdershe procedures for both
obtaining licenses and permits, and paying taxes
could be further simplified the uncertainty of the
tax situation seems to be particularly detrimental to
enterprisesStandardiation and certificationwere
also considered rathatifficult and expensive in
Latvia. In addition, property registration, starting
ard closing a business and exploiting the ICT
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potential to raise productivity are areas where
Latvia should continue reforms, so that the business
environmentwould become more attractive for both
local entrepreneurs and foreign investors.

4.13.5 Entrepreneurshipnd SME policy

Compared to the EU average, Latvia has a higher
number of larger SMEs and a lower percentage of
micro-enterprises. The SME sector contributes
70% of total value added to the Latvian economy,
with services being the most important sectore Th
general entrepreneurship rate is slightly below the
EU average and there is a relatively low share of
opportunitydriven entrepreneurs in Latvia.

Latvia has made good progress in supporting
micro-enterprisesi companies with an annual
turnover not exceeédg LVL 70000 and less than
five employees. The Micrenterprises Tax Law
and the implementation of the Program of Support
Measures for Microenterprises has resulted in a set
of 30 measures intending to reduce the
administrative burden of companies, sucs:
smoother bookkeeping and access to finance; a
special reduced tax for micenterprises (96);
better access to information; and a lump sum patent
fee for individuals in certain professions (crafts and
services), essentially replacing their incomedas
social security contributions. These measures have
proven successful, as the number of new micro
enterprises registered in Latvia has increased.

In order to improve the competitiveness of
enterprises, the governmdms taken steps to offer
more finandal support instrumentst is intended to
provide support to at lea&00 enterprises within
the framework of the state support program
administered by the Ministry ofEconomicsuntil
2013.Thefollowing instrumentshave already been
made available to emprises loans for increasing
the competitiveness and growth, individual credit
guarantees, venture capjtaded and starp capital
funds; so far, 618 loans and 490 guarantees have
been provided both together providing access to
finance in amount oflmost 300 million lats The
government ign the process ofreatingone united
Financial Development Institution of Latvia by
merging the Latvian Guarantee Agency, the
Mortgage and Land Bank, the Latvian
Environmental Investment Fund, the Rural
Developmenh Fund andJEREMIE Holding Fundo
provide entrepreneurs with a eam®pshop facility
Other instruments, such asmezzanine instrument
and anewco-investment fund to provide equijtgre
currently being developedNeverthelessaccess to
finance still emains a priority andn analysis of
possible additional support instruments should be
made in order to better meet market needs
Furthemore business manisations believe that, in


http://www.latvija.lv/

spite of the availability oéxistinginstruments, the
supply of good buisess ideas that could receive
funding is relatively shorbr the expectations of
investment readiness for new commercial proposals
relatively high. As a resyltvery few investments
are actually made. In addition, access to finance
seems to be especiallgifficult for companies
operating in the domestic market, whereas export
oriented companies have more opportunities to
secure financing.

The Innovation and Entrepreneurship Motivation
Program encourages innovative enterprises through
training and informatin sessions, consultations and
mentoring for new entrepreneurs and an annual
competition of business plafisCup of Ideas (760
participants in 2010)A set of measures tsabeen
taken to further increase the attractiveness of
entrepreneurship: 567 peoplevhabenefited from
business and seffmployment/startip training
through a lifelong learning program; the training of
1200 new entrepreneurs is ongoiag well as the
previously mentioned motivation programin
addition, 9 regional business incubators baveen
created, encompassing 274 enterprigasjuding
one incubator in Riga for creative industries

However, more needs to be done to foster
entrepreneurial attitudes and skills by
systematically introducing entrepreneurship

education in schoolPuring 20097 2011, support
has been provided under The Innovation and
Entrepreneurship Motivation Program to the non
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government orgasation Junior Achievement to
widen involvement of schoahildren (primary and
secondary schools) in the Pupils Learning Firms
Program.Equally, the governmerntould intensify

its efforts to support specific target groups,
including in particularwvomen who want to start a
business, for instance through mentoring programs.

4.13.6 Conclusion

In order to continue to improve its competitiess
conditions, Latviawould benefit from afurther
strengtheing of the growth potential of its
economy through a range of structural reforms. In
particular, stronger policies would be benetite
absorption of EU funds improve public
procurement and cgmetition; enhance performance
of public administrationand improveactive labar
market and lifelong learning policies, including
skills upgrading and retraining.

In order to further improve the business
environment, increaseefforts to attract FDI and
promote exportswould help growth as would
further implemerdtion of the program for the
support of small and micro companies, contthue
redudion of theadministrativ burden, (re)buiidg
and modernigg the infrastructure and expand
the use of eewices. In additionthere is potential
to further exploit the cooperation opportunities
offered in the Baltic region.



4.14 Lithuania

Lithuania
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Sectoral specialisation of manufacturing Lithuania (2009)

Textiles and textile products
Leather and leather products

Wood and wood products

Paper products; publishing and printing

Refined petroleum products

Chemicals, chemical products ~

/
Rubber and plastic products

Other non-metallic mineral products

Basic metals and fabricated metal products

, Food products

~ Manufacturing n.e.c.

Transport equipment

._Electrical and optical i t
Machingry and equipmentn.e.. e

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.14.1 Introduction
Trade and industry specialisation

Manufacturing contributes 16% to Lithuania's

Overall, Lithuania shares all the characteristics of
its group of lower income countries spesat in
labourintensive industries (group 4).

total value added againdt4.9% for the EU on Most brominent sectors in Lithuania
average (2009). At the detailed manufacturing P

industry level, Lithuania is specialised in labour ‘ ,

. . . Highest relative value added (2007)

intensive  Wwo den containers, S @ Webkhly appalel, treddingland dyeifd obkud | U € 1 5 U
carpentry) and  marketindriven  industries Wood and products of wood and cork

(processing and preserving of ﬁSh’ dairy prOdUCtS) :L?nd :a::s:]::relative value added (1999/2007

in terms of value added and exports is also B L
specialisedin capitatintensive industries (refined Recycling

petroleum productslegarding exports. At the more o e eacry musical Instrumens, sports goods;
aggregated sector level, Lithuania is specialised in | office, accounting and computing machinery

low and mediurdow innovation and education Water supply

sectors (wearing apparel, inland transport) and in | water transport

mediumhigh sectors (textiles, coke and refined Coke, refined petroleum and nuclear fuel

petroleum) for its exports.dtshare of high growth

firms indicates that Lithuania is catching up, while

the high share of exports to the BRIC countries is

mainly due to exports to Russia.

Gi ven i ts i ndustrial structur e, Lithuani afs

intensity is belowthe EUaverage, as are itsales

in the high price segment of industries, while export
shares are high in the low price segment, indicating
an unfavourable position on the quality ladder.
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Structural change

In terms of change, Lithuani@as increasd its
relative value added share in high education sectors
(computers, software, business services) and its
relative export share in technolegyiven
industries (electricity distribution and control
apparatus), while it has decreasg trade
specialisation in labotintensive industries and in
high education sectors; ttas also decreasedts
relative share in igh innovation sectors further
(communication equipment), bubas gaired in
mediumhigh innovation sectors (motor vehicles). It
has substantially improved its position on the
quality ladder, with the exception of the share in the
low price segment of techiogy-driven industries,
which has decreasedelative to the EU. While
sectoral R&D intensity, e.g. in machinery, is rising
more quicklythanin the EU, it still remains below
the EU average.

Manufacturing production has recovered to a large
extent from tle crisis, being in April 2011 3%
lower than at its previous cyclical peak. The crisis
clearly sl owed Li
towards technologgriven industries
favouring capitaintensive industries.

while

Lithuania has experienced a strong &gjation of

the real effective exchange rate during the last
decade (35%, compared to 21% in the EU27),
indicating a loss in cost and price competitiveness.
Nominal unit labour costs have increased by 26%
between 2000 and 2010, compared to an increase of
14% in the EU27 and 20% in the Euro area. While
labour productivity per hour worked has gradually
increased over the last decade, it is still about 45
percentage points below the EU27 average.

thuani

high value added, knowledge intensive modern
industrial ectors, regardless of their position in
low-high tech classification.

An amendment to the Law on Corporate Income
Tax entered into force in 2009t encourages
companies' investment in R&D by reducing the
taxable profit 3 times the imstment and reducing
the amortiation process to 2 years. In 2009 98
firms used the scheme for a volume of
LTL 98 million. Another option is to use Income
Tax Relief for Investments into New Technologies;
assessable profit for the enterprises could be
reduced up to 5@ of expenditures incurred by
investing into equipment, means of communication,
computers, etc. In 2009 this measure was used for a
volume of LTL475million.

Another quite successful measure is the Innovation
Voucher scheme which started being implemented
in 2010 with 86 SMEs benefitting during that year.
It allows businesses to easily buy R&D services and
technical feasibility studies froratate universities
and research institutes. The allocated budget of
LTL 1 million was d| tributed |n less than one
Fﬁon%thmkss o thé ffi hig Humger of ap%llca?onsg

There have been some attempts recently to improve
co-ordination and implementation regarding
innovation policy. They have now been integrated
in a broad, horizontal policy paper, the Lithuanian
Strategy for Innovatie 20162020. A set of
measures is orientedo strengthen innovation
support infrastructure and develop its institutional
capacities, to improve R&D and business- co
operation in innovation development, to improve
quality of human resources for R&D and
innovation and to strengthen the public and private
R&D base.

OveraII,_ _L|thuan|a IS catchl_ng up .W'th. respect to The innovation policy discussion has intensified
competitivenes. In comparison with its similar _addressed  innov tlon culture,  cluster
neig hbou r L‘.'“ via,. Lithua névgloprgnent |s%ues hrd 'the prgbems mduspry is
is less clearly improving, while its sectoral

upgrading performance is superior to Latvia.
4.14.2 Towards an innovative industry

Lithuania is classified as a moderate innovator
the Innovation Union Scoreboard 2010, with a low
share of innovating companies and low R&D
expenditures by businesses. On the other hand, it
scores well in the share of science and technology
graduates.

The current Lithuanian industry structure remains
disadvantageous for rapid productivity growth and
high value added manufacturing development.
Therefore, the major challenge for Lithuania is to
upgrade its sustained traditional industries towards
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facing - intensifying brairdrain and international
migraion of qualified labour.

EU structural funds are used foine instruments
focussing on both technological and other forms of
innovation across different stages of the innovation
process, beginning with first ideas over feasibility
studies to putting idedsto practice.

A key initiative in terms of reorganisation of
research and innovation activities is the ongoing
establishment of five integrated science, study and
business centres so called Valleys: which are
supposed to reinforce the strengths ofioaally
concentrated research and innovation networks.
Each Valley gathers in one place higleelucation
institutions, research centres, business companies

of
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and Science & Technology parks which are

intermediaries between science and businesses.
Each Valleyis focussed on certain S&T fields and

is now implementing its programme for the

construction of research infrastructures and
research centres in those fields. The total State's
investment in the 5 Valleys is about

EUR 320million.

In order to increase imvation activities, a recent
reform of the Law on Education and Science gives
the ownership of intellectual property rigit®Rs)

to higher education institutions which belonged to
the state before. Along with recommendations on
how to manage these IPRbis is expected to
encourage scientists to patent research findings.

Key challenges include, first, to improve skills for
innovation and entrepreneurial attitudes. Even
though Lithuania has a relatively high share of
science and technology graduates theeenain
concerns about skills shortages in certain fields
(e.g. highly skilled human resources in specific
areas of science and technology). Secondly, the
Lithuanian business sector suffers from the
relatively low R&D potential, both in terms of the
numberof researchers in the business sector and in
terms of R&D funding. Improving R&D
capabilities in firms, the development of a sound
R&D base and closer links with public research and
higher education institutions are therefore
important. Thirdly, there is aneed to develop
knowledgeintensive  clusters across  public
knowledge poles.

4.14.3 Towards a sustainable industry

Substantial efforts are needed for Lithuania to
reduce its greenhouse gas emissionsine with
agreed policies.

With the aim to promote Cleanerdeuction (CP)
technologies the Lithuanian  Environmental
Investment Fund (LAAIF) provides subsidies to
environmental projects within thele minimis
threshold. The main recipients are SMEs that invest
in less polluting or waste preventing technology.
Fundingcan reach 6@0 percent and shortens the
amortisation period of the investments to a
maximum of three years.

In spite of progress in recent years energy intensity
in Lithuania is still twice as high as the EU average.
In order to increase energy efficigna budget of
LTL 1.8billion is available since 2009 to support
renovation and insulation works of public buildings
and private apartment blocks, -finpanced by EU
structural funds (ERDF)f the tendency of uptake
of these funds from early 2011 (15 loagreements
signed from January to March) continues this could
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indicate a problem of slow absorption.

A 2007 Green Procurement Implementation
Programme foresees2b % increag in the share
(in 2011) of public procurement for which
purchased products and rgees have to meet
established environmental criteria.

4.14.4 The business environment

Lithuania scores clearly above the EU average
concerning the -government usage by enterprises
and slightly above average concerning the
availability of highspeed broadband lines.
However, the country scores below average
concerning infrastructure expenditures. Policies to
systematically improve the business environment
are still relatively recent.

In 2008, Lithuania adopted its National Programme
for Better Regulation withhe aim of creating the
adequate institutional framework and strengthening
administrative capacities, improving the quality and
efficiency of regulations as well as reducing
administrative burden and unjustified compliance
costs for businesses. In March 200 the
Government adopted the target of reducing b$@30
the administrative burden on businesses by the end
of 2011 in the seven priority areas: Tax
Administration, Work Relations (Labour Law),
Statistics, Environment Protection, Transport,
Territorial Plaaning and Construction and Real
Estate Operations. The mapping of the information
obligations was completed in the beginning of
2009, and the corresponding baseline measurement
to quantify the administrative burdens is delayed to
the second half of 2011.hdugh, by June 2011
about 50 'fast track' measuresere proposed
corresponding to an estimated®out of the 3@
targeted reduction.

An expert body composed equallyof
representatives of public authorities and businesses
(the Sunrise Commission) wasasished in March
2009 and has presented since then some 170
proposals to improve the regulatory environment;
about half of them have been implemented. For
instance the process of establishment of individual
enterprises and private limited liability comjbes

has been simplified by abolishing notarial
registration of private limited companies and
registration term of legal entities in the Centre of
Registers has been shortened from 5 to 3 working
days. These reforms in the area of stgrt
conditions as welas others planned in the areas of
licensing and business inspections should be
rigorously implemented and supplemented by the
findings of the administrative burden measurement
exercise.



Two major regulatory reform projects are ongoing.
The reform of busiess inspecting institutions
which currently involves more than 70 public
institutions aims to reduce hé burden on
businesses, optimés use of resources, promote
compliance and eliminate abuse. Although the
implementation of the reform is slow due to
scepicism and resistance from some inspectorates,
progress is tangible: inspectorates are restructured
in 9 clusters in order to pursue joint planning and
inspecting functions and there is a provision that
sets two dates for adoption and entry into force of
legal acts as obligatory for inspectorates. Second,
during the implementation of the Services Directive
300 out of more than 800 screened legal acts have
been identified as containing requirements that are
in conflict with provisions of the Services Diregti

and create administrative burden for businesses.
Some of these requirements have been removed.

eGovernment policy is part of the Lithuanian
Public Administration Development Strategtil
2010 as well as of thelnformation Society
DevelopmentProgramne 20092015. The central
eProcurement platform is mandatory and allows
contracting authorities to implement the whole
online process of public procurement. Usage of
eGovernment by enterprises in general is quite high
with 91 percent compared to %@ for the EU
average.

Since the closure of the Ignalina nuclear power
plant in December 2009, which has turned
Lithuania from a net exporter toreetimporter of
electricity, electricity prices have risen by about
30%. In 2010 Lithuania imported more than 62 %
of electricity to satisfy its demand which is the
highest import score among EU member states. The
gas sector is monopolised by a single supplier and
creates high dependence on gas for heating and
electricity generation. Therefore structural energy
market rebrms are beingmplemented, including
the electricity spot market BaltPool for the Baltic
region since January 2010, deregulation of
electricity tariffs, implementation of ownership
unbundling in the electricity and gas sectors as
foreseen in the Third Engy Package as well as
increasing physical and organisational integration
in the Nordic (NordPool) and Continental EU
energy market. A number of strategic generation,
interconnection and storage projects are foreseen
until 2020, some of them EU dmanced including

the new regional Visaginas nuclear power plant,
electricity  interconnections  with Sweden
(NordBalt) and Poland (LitPol Link), an
underground natural gas storage facility, an LNG
terminal and a gas pipeline between Poland and
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Lithuanid' Ensurig longterm stable and
diversified supply as well as strengthened
competition remains a challenge that can be
achieved by implementing the mentioned strategic
projects and structural energy sector reforms.

In transport policy Lithuania's rail and road
neworks are largely isolated from its EU
neighbours. Therefore the strategic objective is to
become a transport hub between Western and
Eastern markets and to integrate in the European
networks, with the Norttsouth flagship projects
Via Baltica and Rail Baica.

4.14.5 Entrepreneurship and SME policy

SMEs in Lithuania tend to be, relatively, larger than
in the EU. This is consistent with the good
performance in terms of share of high growth
enterprises. The total SME sector employs
proportionally more people in thiuania than in the
EU.

The national education strategy for 20BEL2
states that entrepreneurship education should be
introduced at all levels of the educational system,
including secondary, professional and university
education, as well as in trainingogrammes for
teachers and lecturers. In 2008, the government
enacted the National Youth Entrepreneurship
Education and Incentive programme with a budget
of EUR35million until 2012. It focuses on
entrepreneurship  education, incentives  for
businesses runybyoung people and monitoring as
an input for governmental institutions and the
society. Mentoring and support for entrepreneurs is
provided by the Public
and its representatives in the regions.

Current policy measures to supp&MEs include
access to finance, business internationalisation, as
well as shifting priorities towards exporting
enterprises in granting financing.

In order to actively improve SMES' access to
finance, which remains a bottleneck after the crisis,
a numler of financial engineering instruments (10)
have been introduced since 2009 that use EU
structural funds (ERDF) in the order of
EUR 268 million (2007-2013). The uptake of some
of the instruments is still slow. An export
promotion strategy for 2062013 aml its
implementation plan were adopted by the
government in 2009. It identifies services and high
value added sectors as priority as well as some
priority regions for exports: Scandinavian countries,
large EU Member States including Poland and the

na These projects are outkd in the National Energy

(Energy Independence) Strategy.
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CIS courtries. The share of exporting SMEs is
currently above the EU average but clearly lower
than e.g. in Estonia.

The onestopshop to startip a company (Centre of
Registers) is fully operational and an SME Council
was set up in 2008 to advise state autharite
policy developments.

A mid term challenge remains to ensure SMEs
access to finance. A longer term objective would be
to promote a culture of entrepreneurship, in
particular by continuing to implement the
respective reforms in the educational systeraniv
of the problems addressed by the ongoing
regulatory reforms are also relevant for SMEs, such
as reducing burdens related to starting up a
business, obtaining licences or building permits.

4.14.6 Conclusion
The most imminent challenge to ensure the

competitiveness of Lithuania's economy is to create
energy marketd®oth in electricity and gas sectors,
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which are characterised by security of supply,
ownership unbundlingincreased competition and
interconnection with European markets.

Mid- to longterm challengesare to promote
structural change towards more high value added
and knowledge intensive sectors. Appropriate
policies include strengthening links between
industry and public and private research, increase
R&D and innovationfunding and continue the
reform d the research system.

The business environment in Lithuania can be
further improved through administrative burden
reductions, in particular in the areas of licensing,
business inspections and territorial planning,
through further developing road and rail
infrastructure and through regulatory reforms that
further improve startip conditions.

Finally, a longterm challenge is to increase
resource efficiency of Lithuanian industry
significantly and to transform it into a low carbon
economy.



4.15 Luxembourg
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Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.

129




Sectoral specialisation of manufacturingi Luxembourg (2009)

Chemicals, chemical productsI
Rubber and plastic products N

Other non-metallic mineral products

/
Basic metals and fabricated metal products

Paper products; publishing and printing
, Wood and wood products
Textiles and textile products

- Food products

— Manufacturing n.e.c.
Transport equipment

Electrical and optical equipment

Machinery and equipmentn.e.c.

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.15.1 Introduction

Trade and industry specialisation

Luxembourg is the Member State where
manufacturing plays the lesser role in the econ
(6.5% of total value added againkt.9% for the
EU on average in 2009). At the detailed
manufacturing industry level, Luxembourg is
specialised in mainstream manufacturing industries
(rubber products) and captiistensive industries
(basic iron andsteel, cement, basic nderrous
metals). It also features export specialisation in
technologydriven industries (radio and TV
transmitters). However, as Luxembourg is a small
country with a small share of manufacturing, export
indicators should be intergted with care. At the
more aggregated sector level, Luxembourg is
highly specialised in high education sectors
(research and development, business services,
finance), but also in low education ones
(construction, inland transport). Furthermore,
Luxemboug features specialisation in medium and
mediunthigh innovation sectors (e.g., basic metals,
textiles, air transport).

Luxembourg is high on the quality ladder in

technologydriven industries, but slightly below the
EU average in labotintensive industriesDue to
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the very low value added specialisation in
technologydriven industries and highly innovation

intensive sectors, as well as its mixed quality
performance, Luxembourg was attributed to the
group of higher income countries with
specialisation in latur-intensive industries.

Most prominent sectors in Luxembourg

Highest relative value added (2007)
Research and development

Air transport

Basic metals

Change in the relative value added (1999/2007)

Basic metals
Research and development
Business services

Post and telecommunications
Water transport
Recycling




Structural change

In terms of change, Luxembouhgsmoved overall
towards more knowledgmtensive industries and a
higher position on the quality ladder, also in labour
intensive industes. It has increasd trade
specialisation in technologgriven industries (radio
and TV transmitters, medical and surgical
equipment) and valuadded specialisation in high
education and innovation sectors (computers,
research and development, businessises), while

it has decrease its trade specialisation in high
education sectors (financial services).

Manufacturing production fell sharply during the
crisis (around 336) and has partially recovered
since then, being 12% lower in April 2010 than
its previous cyclical peak. The crisis has had an
i mpact on Luxembour gobs
terms of slowing down structural change towards
technologydriven industries, but also accelerating
the decline of labouintensive industries; the crisis

Awi nse wer e t he
industries.
Nominal unit labour costs have increased in

Luxemburg by 32% between 2000 and 2010, which
is considerably higher than the average increase in
the EU27 and the Euro area (14% and 20%
respectively)Labour poductivity per hour worked
remains the highest within the EU, exceeding the
EU27 average by about 89 percentage points and
the Euro area average by about 74 percentage
points.

Overall, Luxembourg faces a favourable position
with respect to competitiveneds, particular given

its improvement in terms of quality segments and
specialisation. Keeping this trend, it could soon
upgrade to the group of higher income countries
specialised in knowledgmtensive industries,
similar to countries such as Belgium arbde
Netherlands which also feature specialisation in
high education sectors.

4.15.2 Towards an innovative industry

The Innovation Union Scoreboard 2010 ranks
Luxembourg as an innovation follower with
innovation performance above the EU 27 average.
Relative weakasses are in firm investments and
linkages & entrepreneurship. Relative strengths are
in open, excellent and attractive research systems,
innovators and outputs.

R&D intensity in Luxembourg hasnly slightly
increased over the last decade, growing from
1.66% in 2000 to 1.686 in 2009, with a
predominant financing by the private sector.
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Whereas the private spending fluctuated over the
last decade, the public R&D spending has increased
steadily, but remains relatively low, at 0.%#in
2009 (after 0.126 in 2000).In its National Reform
Programme (NRP) submitted in April 2011
Luxembourg foresees to increase its efforts in this
field and programs to drive the public R&D
intensity to 0.7%40.8% of GDP by
2020Luxembourg has made efforts in order to
provide suppd for R&D and innovation. The
reforms have encouraged pubtidvate partnership
and increased the financial support for R&D for
companies. Further actions are foreseen, both in the
field of public and private research. The objective is
to concentrate edfts on a limited number of
priority fields and to develop the ‘'knowledge
triangle'’ concept aiming at strengthening links
between research, high education and innovation.

e S%IH ﬁnﬁvéréitﬁ \lNhiChSV\}ag o'ﬁl)g §etuu[) A 20(53,n
cannot fully meet the economyteeds for high
skilled workforce. Therefore, Luxembourg's growth
depends most on its capacity to attract and retain
mé& fiabve'ifcledél the mobility
of researchers mainly through a new law on free
movement of people and immigration and tdrant
scheme "Aid for Research Training" providing
funding for PhDs and postocs of all nationalities.

Due to the country's specificities, such as a small
and serviceoriented economy, large companies
undertaking research abroad and a deficit of
entrepeneurial culture, Luxembourg has
difficulties to attract and keep the necessary human
resources for developing local competitive centres
of excellence and small innovative firms.

4.15.3 Towards a sustainable industry

The main challenges that Luxembourg seems to
face as regards climate change and energyhare
nationaltargets forthe reduction of greenhouse gas
emissions20 % by 2020 compared to 2005 levels)
and for the increaseof the shareof renewable
enery in energy consumption. A Partnership for
Environment and Climate was launched in February
2010 in order to gather representatives from public
administration, social partners and NGOs to reflect
on optimal policies and measures in the field of
environment and climate change. A Second
National Action Planfor CO, reduction was
adapted in May 2011.

In November 2010, Luxembourg adopted the
Second National Plan for Sustainable Development
the social (health, poverty); economic (economic
diversification, transport) and environmental
(biodiversity, renewable enmgies) pillars of
sustainable development



Luxembourg is active on green technology support
measures. In the framework of the 2009 Action
Plan on ecotechnologies, the EcoDev clustas
been created covering ececonstruction/eco
materials, renewable emges, ecedesign/ece
conception, rational use of energy and other
selected topics. It is a netwook public and private
actorsat national and international level, aiming at
creating and developing new business opportunities
dedicated to the developmenbtf the ece
technologies sector in Luxembourg.

The law of 18 February 2010 on aid schemes for
environmental protection and the rational use of
natural resources provided for new possibilities for
financial support for companies implementing an
environmenthand energy efficient policy. Eligible
investments for this suppoghould be aimed at
increasing the protection of the environment,
adapting to future standards, achieving energy
savings, installing higlefficiency cogeneration or
at produdng energy fran renewable energy
sources.

4.15.4 The business environment

Luxembourg has performed well as regards the
settingup of the Single Contact Point "Enterprises”,

which is already operational as regards information
providing pillar. Further work is ongoing to make

the system fully operational where a range of
important administrative procedures can be
performed online.

Different measures have been undertaken to reduce
administrative burden such as the simplification of
the social security regime. Although the pregrén

the field of business environment has been made,
further measures are neededA new legislation
regarding "establishment/settiogp of businesses”

in view of implementinghe ServicesDirective was
voted by the Chamber of Deputies on 13 July 2011.
It aimsto regulate in a horizontal manner the access
to almost all economic activities.

Under the Euro Plus Pact, which is reflected in the
NRP, the Luxembourgish government committed to
a number of measures to reinforce structural
competitiveness by inpving business
environment through administrative simplification
and better infrastructure. Measures to reduce
formalities for companies to obtain permits and
measures to reduce the delays for their treatment
are planned tde taken during 2011. Since &un
2010, administrative simplification and better
regulation issues are under the State Minister's
responsibility.

Luxembourg faces highost of land and difficulties
for enterprises to find suitable industrial zones. In
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addition, mainly due to a considdske increase in
the number of crossorder commuters in
Luxembourg in recent years (from%8in 1990 to
40% in 2010), the level of saturation ofad and
train connections to and from neighbouring
countrieshas constantly risen to a point where this
trangort bottleneck could have important negative
consequences on enterprises and on the whole
economy in the future Therefore the cooperation
with neighbouring countries has been intensified,
especially with France where a strategic program
for the develoment of crosdorder mobility has
been worked out. A similar approach has been
launched with Germany and Belgium. Meanwhile,
besides the complementary extension of road
infrastructure,the Government pursuits a strategy
seeking promotion of public transpdgextension of
railway infrastructure, new crogsrder train and
bus connections, more attractive transport pricing
etc.).

4.15.5 Entrepreneurship and SME policy

The averagesize of SMEs in Luxembourg is larger
than the average in the EU. Thbare of medium
enterprises in the total number of enterprises in
Luxembourg is double the Ebverage (26 versus
1%) but as Luxembourg's economy is service
oriented, only #6 of SME are manufacturing firms
against EU average of 2&. Luxembourg's
entrepreneurship rate lielow the EU average @&
versus EU 126) but ‘opportunitydriven
entrepreneurship' rate is above the EU average
(62% versus EU 586). Different initiatives have
been launched to promote entrepreneurship spirit
and to assist entrepreneurs to develop hbis/
businesses (Jonk Entrepreneuren in 2005, Business
Mentoring Programme in March 2010).

SMEs face however hertages in speciaksl
professions, mainly in the industrial and
construction sectors. Certain measures have been
initiated to better match pea¥ skills to labour
demand, such as creating a professional skills
observatory and the obligation for enterprises to
declare their vacant posts.

Globally, Luxembourg enjoys a good average
performance in access to finance for SMEs, state
aid and share of Es with intraEU imports and
exports. On the contrary, the country performs less
as regards SMEs outsidie) imports and exports.

4.15.6 Conclusion

Luxembourgoccupiesa favourable position with
respect to competitiveneshe country is also
ranked in the categp of innovation followers with
innovation performance above the EU 27 average
but due to the country'specificities there are



difficulties in attracting and keeping the necessary that Luxembourg seems to face as regards climate

human resources for developing local competitive  change and energgre thenational objectivedor

centres of excellence asdall innovative firms the reduction of green house gasissions andhe
increase of the share mfnewable enexgin energy

The business environment is improving, even if consumption

further measures are needdthe main challenges
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4.16 Hungary

Hungary
Distance from the EU average (measured in standard deviation

-3 -2 <l 1 2

=

-

Towards a modern and competitive industry

Labour productivity per hour worked (EU27=100; 2010
Labour productivity per person employed (EU27=100; 2010)
Labour productivity per person employed in manufacturing (1000 PPS; 2010)
Share of science and technology graduates (% of 20-29 years old population; 2009)
R&D performed by businesses (% of GDP; 2009
Share of innovating enterprises as % of all enterprises (2008)
Share of high-tech exports in total exports (2009)

Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2000; 2009)

[}
» % - CO2 intensity in industry and the energy sector
g _% = (kg CO2 / euro GVA, reference year 2000; 2009)
223
i 3 E Waste generated by enterprises (all NACE sectors;
£ tonnes per capita; 2008)
Exports of environmental goods as % of all exports of goods (2010)
State aid for industry and services as % of GDP (2009)
Electricity prices for medium size enterprises (euro per kWh; 2010)
<
OE) Infrastructure expenditures (euro per inhabitant; 2009)
c
o
S Satisfaction with quality of infrastructure (rail, road, port and airport),
i (1=underdeveloped / 7=extensive and efficicient by int'l standards; 2010-11)
19
%]
_QE) % of broadband lines with speed above 10 MBps (2011)
g
0
Legal and regulatory framework (0= neg. / 10=pos.; 2011)
Burden of government regulation (1 = burdensome 7 = not burdensome; 2010-11)
E-government usage by enterprises (%; 2010)

=

Entrepreneurship and SMEs

0
Time required to start a business (days; 2010)
Enterprise survival rate after two years (2008
Business churn (enterprise entries and exits as % of existing stock; 2008)
Share of high-growth enterprises as % of all enterprises (2007)
Early stage financing (% of GDP; 2009)
Rejected loan applications, and loan offers whose conditions were deemed
unacceptable, as % of all loan applications by SMEs (2009)
Duration of payments by public authorities (days; 2011)

Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of manufacturing Hungary (2009)

Chemicals, chemical products \

Rubber and plastic products

Machinery and equipmentn.e.c.

Electrical and optical equipment

Other non-metallic mineral products

IRefined petroleum products

W ==— | eather and leather products

Paper products; publishing and printing

Wood and wood products
Textiles and textile products

/

— Food products

~ Manufacturing n.e.c.

Transport equipment

\
Basic metals and fabricated metal products

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.16.1 Introduction

Trade and industry specialktion

Manufacturing plays a more important role in the
Hungarian economy than in the EU on average
(21.3 % of value adde@gainst 14.9 % in the BU

At the detailed manufacturing industry level,
Hungary is specialised in technoledyiven
industries (radd and TV transmitters and
receivers), both in value added and exports terms,
and in capitaintensive industries pgtroleum
refining) in value added terms. At the more
aggregated sector level, Hungary features high
specialisation innnovation intensive stors such

as communication equipment, electrical machinery
and computers, but not in high educatiotensive
sectors, because of relatively low shares in
software, R&D and business services. Hungary
shows also a high share of exports to BRIC
countries.

Gi ven its i ndustrial
intensity is particularly low, indicating that
Hungary is focusing on the production and

assemblyparts of the value chain. Its low position
on the quality ladder confirms this. Overall,
Hungary is a typical meber of the group of lower

income countries specialised in knowledge
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intensive industries (group 3), where the
knowledgecreating part is provided by other, more
R&D intensive countries.

Most prominent sectors in Hungary

Highest relative value added (2007)

Coke, refined petroleum and nuclear fuel
Electrical machinery and apparatus, nec

Radio, television and communication equipment

Change in the relative value added (1999/2007)

Radio, television and communication equipment
Real estate activities
Electrical machinery and apparatus

Wearing apparel, dressing and dyeing of fur
Office, accounting and computing machinery
Coke, refined petroleum and nuclear fuel

Structural change

s t rlruterinsuafchange,irdiungarg they rélative Rafud

added share of laboimtensive lowskill industries
(leather clothes) and of low education sectdrazs
decreasedwhile it has increasedn mainstream
manufacturing (electric lamps, isolated wire,
batteries). Its trde specialisation in technology
driven industries (air and spacecraft, measuring



instruments) and highly innovatigntensive
sectors (computers, electrical machineryias
increasd as well. Hungary has considerably
improved its sectoral R&D intensity, wle its
movements on the quality laddeave beemixed,
partly improving and partly deteriorating.

Industrial production grew by 22% from the lows
reached during the crisis; in April 201tlwas still
7.9% lower than its previous peak. In Hungary, the
crisis clearly slowed structural change towards
knowledgeintensive industries, while labour
intensive industries gained relative shares.

Hungary has experienced a strong appreciation of
the real effective exchange rate during the last
decade (36%, compzd to 21% in the EU27),
indicating a loss in cost and price competitiveness.
Here, the increase in nominal unit labour costs
(58%) between 2000 and 2010 played a significant
role, similar to most of the countries in the region.
While labour productivity pe hour worked has
gradually increased over the last years, it is still
about 40 percentage points below the EU27
average.

Overall, Hungary is clearly catchingp with
respect to competitiveness. If it moves further up
the value chain, i.e. increases the R&ntensity
and output quality within existing sectors, Hungary

will ultimately join the group of higher income
countries specialised in knowledggensive
industries.

4.16.2 Towards an innovative industry

Based on the Innovation Union Scoreboard 2010,
Hungary [elongs to the moderate innovators,
representing a below average performance. R&D
investments relative to GDP (in 2Q 1.14 %) is far
below the EU average. Businesector R&D
spending has been growing since 2004 both in
absolute and relative terms, howeveis still low

(in 2009: 0.68% of GDP). A recent survey on
R&D' reported that threquarter of medium and
large enterprises do not intend to increase R&D
expenditures in the coming years.

In terms of human resources for R&D and
innovation there are s bottlenecks, both on the
supply and demand sides. The share of science and
technology graduates, is well below the EU
average. Both the new reform programme on
education and the new STI strategy are expected to
address skills challenges for a knowledgesed
economy and provide policies aimed at inciegs

the proportionof science and technology graduates.

15 Deloitte: Vallalati K+F Jelentés 2011
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Generally, Hungarian enterprises are less
innovative than the European average. Moreover,
R&D and innovation activities are concentrated
mainly to lkrge foreign owned enterprises. Also
R&D activity is not evenly distributed across
regions, with highconcentratioa in the most
advanced regiongatent activity is similar to that
of the regional competitors, and hitgch export
exceeds the Europeanemsge, which is, however,
largely attributable to activities of foreigmwned
enterprises  (especially in electronics and
telecommunication) and thus it does not necessarily
reflect a technologyeader position of the sectors.

One of the main problems ofhé Hungarian
science, technology and innovation policy in the
past was its low priority, but the institutional
systemwasrecentlyreorganisedPriority measures
for 2011 consist of the comprehensive revision of
the R&D strategy and aconsolidated R&l
supprting system. The National Research,
Innovation and Science Policy Council was set up
in 2010, ensuring efficient decision making on
policy issues of strategic relevance and major
projects. Thenational support system will also
undergo significant changesthe support of
adaptive innovation and technology transfer will
stimulate the R&Dand innovatiorpotentials of the
SME sector. An example is the loss of
specialisation advantages in the office machinery
sector over the past ten vyears, indicating
vulnerallity.

Hungary set the target to raise R&D expenditure to
1.8% by 2020, while further increasing the share of
the business sectotJnder the Structural Funds
more than EUR90 million have been allocated in
the Economic Development Operational
Programmed support R&D and innovatiom the
20072013 period targeting in particularthe
promotion of R&D cooperation between
enterprises, universities and research institutes, the
establishment of modern research infrastructure and
innovation parksas well agatenting activity. For

2011 the government has earmarked
HUF 122.5billion for R&D and innovation
purposes.

The low level of overall innovation activities,
especially among domestic SMEs, remains a
significant challenge. Moreover, the links and
networks bewveen public and private research are
weak or missing and there are still gaps in the
quality and quantity of scientific human resources.
Multinationals would represent a potential for
raising innovation capacities more widely if they
were better embeddeddto the local research and
economic networks and the regionanovation
systems.



4.16.3 Towards a sustainable industry

Environmental sustainability of the Hungarian
industry israted low. The energy insensitivity of
the industrial sector is abothe EU averageThe
share of renewable energ§.3 % in 2010 in gross
inland energy consumptioincreased in the past
decadewith significant ground to cover to reach
2020 target (14.60).

The Hungarian National Climate Change Strategy
for the period 2002025 was addpd by the
Parliamentin 2008 A long-term energy strategy is
currently under public consultationyhich will
cover, among others sustainable tourism,
agricultureandindustry.Pursuant to the revision of
the National Energy Efficiency Action Plan, a
national strategy on energy efficienéy buildings,
will be prepared in 2011. Adoption of theet on
sustainable energy management #dralrevision of
the feedin tariff schemdn the course of 201ill
further increase stability in theregulatory
environmentthat facilitates theoroduction and use
of renewable energy sources.

One of the seven priorities of the New Széchenyi
Plan is the green economy. Different measures
encourage investments ithe sectors associated
with greening the economy. Energy -effioogn
renewable energybioenergy, recycling industry,
green employment, R&Dinnovation,and training
and education are all covered in the green economy
programme(Calls for bidsin these areas have been
announced continuously. In the next programming
period more sourcegre expected tallocat into

the Environment and Energy Operational
Programme in order tdeliver the goals.

One of the main challenges in this policy areais t
redu@ energy intensity of production. Shifting
towards a green economy redsr not only
financial sources anda transparent regulatory
framework, but also timely and effective
implementation from all type of actors. Recent
initiatives are going in the good direction, reflecting
that industrial and growth objectives are compatible
with sustainability targets.

4.16.4 The business environment

Hungary scores clearly below the EU average on
business environment indicators, such as the legal
and regulatory framework with the exception of the
e-government usage by enterprises. In particular, it
provides a high level of state aid for industry and
services(excluding crisis measures) compared to
other Member StatesDirect support from the
central budget has been allocated mainly to public
transport services.
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Like in most Member Statehe high a@ministrative
burden on enterprises, such as wide range of
reporting obligations and other requirements have
negative effects especially on SMEs. In Hungary,
the time it takes to prepare, file and pay corporate
income tax, value added tax and social
contrbutions is 277 hours per year, while the
OECD average is 199 hodt® It has been also
reported that administrative costs account for more
than 10% of the GDP. Furthermore, Ilow
transparency in public administration has been
considered as a barrier to stand run a business.

One of the main goals of the hew Government is to
improve competitiveness of the Hungarian
economy by creating better business environment.
In the frame of the Széll Kalman Structural Reform
Programme a comprehensive programme on
admnistrative  burden reduction has been
announced. The first two packagee estimated by
the authorities to yieldsome HUFS00billion in
administrative burden reduction already in 2011.
By the end of 2011, new laws will be adopted for
quicker foreclosure ral liquidation proceedings
with more transparency to reduce burdens on
enterprises. The planned measures are expected to
ensure a 2% administrative burden reduction by
2012.

eGovernment is a key element of the administrative
reform. In the first half o011, the egovernment
pillar of the Magyary Programme (the strategy on
renewal of public administrationyas finalised. It
provides digital solutions to cut administrative
burdens, simplify processes, implementdamand
programmes with the participatiosf the citizens,
develop public services and support information
and knowledgdased asset management and
economy.

A new public procurement lawasadopted in July
2011. The new and less complicated and
transparent framework lawis aimed at better
sening the transparency of public spending and fair
competition.

If the implementation of the above measures is
effective, considerable improvement of the business
environment can be expecteReduction of the
administrative burdens, the better regulatory
framework and the improvement of the quality of
public administration can contribute to the growth
of the business sector and facilitate of starting new
businesses.

4.16.5 Entrepreneurship and SME policy

16 World Bank Doing Business 2011.



The SME sector in Hungary providé8.8 % of
employment in the dsiness economy and 56.1 %
of the business sector’s value addEde share of
micro enterprises is higher than the EU average.
Unlike in other European countries the net number
of SMEs declined during the last decade.

Over the period 2002011 the performnce in most

of the SBA areas has considerably improved,
however, still twethird of them are trailing the
respective EU average§ Statistics show
significant gaps in entrepreneurship, skills and
innovatim, as well as in internationadison. The
willingness to start up companies is lower than in
other Member States in general. This can be
explained by the complexity of the regulatory and
legal framework and high administrative burdens,
but also entrepreneurial attitude and perceptions
were found to be wak in Hungary. Skills and
innovation is one of the most problematic areas in
international comparison. The rate of Hungarian
SMEs with innovation activities scores clearly
below the EU average. Employees” participation
rate in education and training is yeow. Despite
the very high openness of the economy,
internationalisation of the SME sector is far from
the EU average, which is mainly attributable to the
relative high costs and time required to export or
import outside the EU.

To address these challesgy Hungary initiated
several actions. First of athe New Széchenyi Plan
has identified new investment priorities in a frame
of a restructured development and support policy. A
more efficient support system, which allocates the
EU sources, provides newertders for SMEs
(including e.g. enhancing innovation activity). The
simplification of the tendering system also
encourages enterprises to apply for snefundable
sources. Due to these steps the number of grant
contracts has also increased significantlyd an
number of payments has doubled in the recent
months. Second, the Széchenyi Card programme
has been extended, which provides preferential
loans for SMEs, creating better financial conditions
for SMEs. The role of nebanking funding
mechanisms, like seezhpital, business angels and
venture capital is lagging behind that of other
European economies. However, significant sources
(EUR 700 million) under the JEREMIE Holding
Fund have been availabléhas not had a sufficient
leveraging effect. Recently, éhallocation plan has
been modified aiming at leveraging more additional
private funds than before. For example,
combinations of nomepayable grants with
revolving instruments such as guarantees and
microloans have recently been introduced under the
headng of JEREMIE.

ur SBA Factsheet 2010/2011, Hungary.
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At the beginning of 2011 a new governmental
agency was establist to facilitate
internationaligtion of Hungarian enterprises. It is
feasible to raise the share of the SMEs™ exports
from 18% to 20% of total export of Hungary. The
Hungarian Investment and Trade Agency works
closely with professional associations, business
chambers and trade development agencies. 173
export development programmes in 20 sectors on
40 target markets are planned this year and some
3000 companies can be affedteEmphasis will be
placed on competitive, jebreating sectors, such as
biotechnology, thepharmaceuticaindustry, green
industries, the food industry, IT and software
development.

The corporate income tax was decreased t&610
for enterprises with prdfiup to HUF500million,
which is especially beneficial for SMEs.

Increasing employment is one of the main targets of
the Hungarian Government, in which SMEs are
expected to play a significant role. Administrative
burden reduction, supporting programmeasier
access to financare all aspecthkely to encourage
entrepreneurship; however entrepreneurial mindset
and innovative attitudesemain a challengeAs
international experiences show, entrepreneurship
education ca play an important role here.
Howeve, the share of rejected SME loan
applications is lower than the EU average, access to
financing for SMEs, early stage financing and the
insufficient leverage of private funds remain a
challenge.

4.16.6 Conclusion

The crisis period and slow recovery shed light o
the bottlenecks of the Hungarian economy that
hamper sustainable and balanced growth. In 2011
structural measures have been identified in key
areas such as the labour markég pension and
welfare systemeducatiorandpublic administration
etc.

One d the priorities of the Government is to
improve business environment by reducing high
administrative burdens and introducing new
public procurementelgal frameworkbeneficial for
SMEs. Along with the full implementation of these
measure significant pogfive impacts on the
profitability and investment activity of enterprises
can be expected. Access to finance aeducing
policy and institutional uncertainty, timeallocation

of EU funds for innovation and green development
purposes and entrepreneurshipare remaining
challengesas well as the low R&D intensity of
many companies



4.17 Malta

Malta

Distance from the EU average (measured in standard deviation
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Labour productivity per hour worked (EU27=100; 2009)

Labour productivity per person employed (EU27=100; 2010)

Labour productivity per person employed in manufacturing (1000 PPS; 2010)

Share of science and technology graduates (% of 20-29 years old population; 2009)

R&D performed by businesses (% of GDP; 2009

-

Share of innovating enterprises as % of all enterprises (2008)

Towards a modern and competitive industry

Share of high-tech exports in total exports (2009)

Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2000; 2009)

[}
» % - CO2 intensity in industry and the energy sector NA.
g _% = (kg CO2 / euro GVA, reference year 2000; 2009)
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i 3 E Waste generated by enterprises (all NACE sectors;
£ tonnes per capita; 2008)
Exports of environmental goods as % of all exports of goods (2010)
State aid for industry and services as % of GDP (20
Electricity prices for medium size enterprises (euro per kWh; 20
<
OE) Infrastructure expenditures (euro per inhabitant; 2009) N.A.
c
o
S Satisfaction with quality of infrastructure (rail, road, port and airport),
i (1=underdeveloped / 7=extensive and efficicient by int'l standards; 2010-11)
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%]
_QE) % of broadband lines with speed above 10 MBps (2011) -
3
Legal and regulatory framework (0= neg. / 10=pos.; 2011) N.A.
Burden of government regulation (1 = burdensome 7 = not burdensome; 2010-11) .

E-government usage by enterprises (%; 2010)

Time required to start a business (days; 2010) N.A.
& Enterprise survival rate after two years (2008) N.A.
=
n
.,% Business churn (enterprise entries and exits as % of existing stock; 2008) N.A.
Q.
2
g Share of high-growth enterprises as % of all enterprises (2007) N.A.
s Early stage financing (% of GDP; 2009) N.A.
g
ul Rejected loan applications, and loan offers whose conditions were deemed
unacceptable, as % of all loan applications by SMEs (2009)
Duration of payments by public authorities (days; 2011) N.A.

Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of manufacturing Malta (2009)

Refined petroleum products

Chemicals, chemical products N

Rubber and plastic products ~

Other non-metallic mineral products

Basic metals and fabricated metal products

Machinery and equipment n.e.c.

Electrical and optical equipment

Paper products; publishing and printing
Wood and wood products

/  Textiles and textile products

Leather and leather products

_ Food products

~ Manufacturing n.e.c.

Transport equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.17.1 Introduction

Trade and industry specialisation

Manufacturing in Malta accounts for B% of
total value added (2009). In terms of export
specialisation at the detailed industry level, Malta is
highly specialised in technologiriven industries
(electronic valves mechanical systems, electricity
distribuion control apparatus, pharmaceuticals) and
weakly specialised in marketirdriven industries
(printing and services activities related to printing).
However as Malta is a very small country, the
export data should be interpreted with care as a
small numbe of enterprises can dominate the
market and export content might be significantly
influenced by imported inputsAt the more
aggregated  sector level, Malta features
specialisation in mediushigh innovation and
education sectors (communication equipment,
chemicals), as well as in low innovation sectors.

Whi | e Mal t ads R&D i nte
industrial structure is far below the EU average, its
position on the quality ladder is much better,

featuring only a slightly higher share in the low

price segmetof labour intensive industries.

Malta has experienced an appreciation of the real
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effective exchange rate by 16% over the last
decade, which is below the EU27 average (21%),
indicating nevertheless a loss in cost and price
competitiveness. Nominal unittbour costs have
increased by 29% between 2000 and 2010,
compared to an increase of 14% in the EU27 and
20% in the Euro area. Estimated labour productivity
per hour worked is about 18 percentage points
below the EU27 average and about 32 percentage
pointsbelow the Euro area average.

Most prominent sectors in Malta

Highest relative value added (2007)

Hotels and restaurants

Chemicals and chemical products

Sale, maintenance and repair of motor vehicles and motorcycles;
retail sale of fuel

Change in the relative value added (1999/2007)

n.a.
n.a.
n.a.

NS, ity
n.a.
n.a.

consideri ts

ng i




Structural change

In terms of change, Malta has decreased trade
specialisation in labotintensive industries (leather
clothes) and in technologgriven ones (computers,
TV and radio transitiers, medical and surgical
equipment), as well as decreased value added
specialisation in low innovation and low education
sectors. It has increased trade specialisation in
capital intensive industries (basic chemicals),
mainstream  manufacturing  (weaponsand
ammunition, transport equipment) and marketing
driven industries (prepared animal feeds). Like
other lower income countries featuring trade
specialisation in knowledg@atensive industries,
Malta has improved its sectoral R&D intensity and
has climbedhe quality ladder in technologgriven
industries, but not in labodntensive ones, where it
deteriorated its position.

Manufacturing production has partially recovered
from the crisis, reaching a level 11.6 lower than its
previous cyclical peak in Adri2011. The crisis
clearly slowed down structural change towards
technologydriven industries, while it also slowed
down the decline of labotintensive industries.

However, it can be said that Malta is catching up
with respect to competitiveness, evethié patterns
of change yield a mixed picture in terms of
specialisation and sectoral upgrading.

Unit labour costs and effective exchange rate
developments

Malta has experienced an appreciation of the real
effective exchange rate by 16% over the last
decale, which is below the EU27 average (21%),
indicating nevertheless a loss in cost and price
competitiveness. Nominal unit labour costs have
increased by 29% between 2000 and 2010,
compared to an increase of 14% in the EU27 and
20% in the Euro area. Estineat labour productivity
per hour worked is about 18 percentage points
below the EU27 average and about 32 percentage
points below the Euro area average.

4.17.2 Towards an innovative industry

Following consultations with the European
Commission, Malta has set m&tional R&D target

at 0.67% of GDP by 2020 (down from 0.75% in
2010). Malta has defended its rather low R&D
target as realistic regarding its structural
disadvantages (market size, structure and location,
absorption capacity).

The National Reform Proagmme (NRP) of April
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2011 focuses on the following four
measures:

priority

1- Continuation of R&l programme (egoing)
and extension towards commercialisation
(new): the implementation of the national
R&I programme is an ongoing measure, the
objective of wheh is to fund research
projects of between EUBOO00O and
EUR 200000 concentrating on technology
transfer between academia and industry with
specific focus on the four priority sectors
identified in the National R&l Strategy,
namely Environment and Enerdesources,
ICT, Value Added Manufacturing, and
Health and Biotech. By 2012, the Research
and Innovation Programme will be
supplemented by a Commercialisation
programme to provide dedicated support to
the commercialisation of research results.

2- Incentivesfor R&D in Industry (new): in
2009, the Government launched an incentive
package to support Industrial Research and
Experimental Development. It incorporates a
total of eight incentives that provide
assistance to increase the amount of research
and develpment activities in Malta. The
Government plans to continue investigating
and addressing gaps in funding and provide
support for ideas to innovation, thus closing
the cycle between the genedoat of a new
idea and its realgion as a new
product/processrothe market.

3- Doctoral and postioctoral scheme (en
going): the posgraduate programme of the
Malta Government Scholarship Scheme and
the ESF funded STEPS project (ongoing
until 2013) have both vyielded important
results i n enl arging
researchers, especially in areas which have
been identified as priority research areas in
the 20072010 national R&I strategic plan.

4- Setup of a Life Science Centre (new): a
stateof-the-art Life Sciences Centre is a key
factor in maintaining existing AHOn Malta,
attracting new FDI and sustaining the local
industrial base. The Life Sciences Centre
will encompass the whole Innovation life
cycle and Supply Chain process for
companies specialising in areas related to
Life Sciences, from the development thie
Innovation process and the stapt of new
businesses and entrepreneurial activity
through to ongoing growth within the Centre.
The Centre is being financed through the
ERDF programme and is expected to be fully
operational by end 2013.

t
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A National Resarch and Innovation Strategy 2011
T 2020 is being drawn up which builds on progress
made and lessons learnt in implementing the
previous strategy, but which will put particular
attention to the whole cycle of innovation from blue
sky to market by providing policy framework for
the coming decade.

In addition, the NRP identifies the need to smartly
specialise its R&I investments in niche markets. It
identifies health as a first area, which is also the
first pilot area for the European Innovation

Partnersips. The links with education (especially

higher education in biotechnologies and medicines)
should be analysed further.

As with other policy areas, the design and
announcement of sophisticated strategies is not
necessarily a guarantee that they will belyful
implemented in the way they were intended to. The
Smart City project is a case in point. Originally
conceived as an IT clustesimilar to the planned
Life Science centreit is criticised to have turned
into a real estate venture at the expense of the
envisaged [Tfocus. In this context it should be
noted that a new strategy is to be flanked by a
dedicated system monitoring implementation by
using key performance indicators. The various
existing support schemes may need to be reviewed
so as to ensure dh they are not overly
differentiated. Hence, establishing clearer and
broader programmes and better communication
remains a priority.

Finally, to support a widspread knowledge
intensive production, it seems indispensable to raise
the qualification level of the workforce, in
particular with a view to demographic
developments and the expected increase in skill
demands.

4.17.3 Towards a sustainable industry

Malta's energy provision is characterised by
considerable dependence on imported oil. This
makes the economyulnerable to oil price changes
which may be posing problems to entrepreneurship
and the competitiveness of its businesses. In
addition, in spite of the influence of the economic
crisis, the recent evolution of the greenhouse gas
emissions does not appem line with the 2020
national target defined at the European level%s-5
compared to 2005 level), suggesting additional
emissions reduction measures and/or the use of
flexibility mechanisms may be requirexploiting

the potential to produce energy rinorenewable
sources could bring the double benefit of improving
competitiveness and achieving energy and climate
targets. The Government has announced a series of
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actions to address these issues:

Issues pertaining to security of supply are being
addressedn the NRP with plans to extend the
power station at Delimara by 2012 and to build an
electricity interconnector with Sicily partially
funded under the European Economic Recovery
Plan that is expected to be completed by 2013.

In terms of energefficiency some clear national
targets have been set as part of the climate change
strategy: 226 primary energy savings are targeted
by 2020 (235Mtoe) with an intermediate target
for 2014 of 15% or Q145Mtoe. The energy
efficiency target for 2020 is based oninpary
energy consumption for Malta, capped for aviation
(energy consumed in aviation is included in the
calculation of the target only up to the level of
4.12% of the overall energy consumption) in the
same manner as the target for renewables sources of
energy. It is based on national models of energy
consumption projections, and assumes primarily
that the energy end use savings envisaged in the
NEEAP are achieved and that the new electricity
generation plant in Delimara is commissioned as
well as a new riterconnector with Sicily. The
proposed actions in this area also include measures
to improve electricity generation efficiency by
10 %, with a third of this expected to come from the
promotion of energy saving upon eode
consumption. The introduction sfmart meters will
also help in this regard.

As regards renewable energy, the proposed
measures include extending schemes to encourage
solar water heaters and miegeneration from
renewable sources and supporting investment in
renewable energy sourcesdhgh the introduction

of a feedin tariff system. The success of the latter
largely rely on avoiding delays in the
implementation of the renewable energy projects
announced in the NRP and ensuring that the costs
of support schemes remain limited.

As far @& the use of community funds go, only
4.67% of Malta's total ERDF and Cohesion Fund
allocation for the 2002013 programming period
was dedicated to renewable energy and energy
efficiency investments. The take up of these
investments has been relativelyigtn however,
especially under the ERDF Energy Grant Scheme
for SMEs, where the initial allocation has already
been increased by 36. Using new possibilities for
introducing financial engineering instruments for
energy efficiency and the use of renewabtergy

in buildings (including in existing housing) through
the Structural Funds has until now not been
exploited. Malta is in the process of preparing a
second National Energy Efficiency Plan, due to be
submitted in August this year, which should



underpin the government's strategy on energy
efficiency in a more comprehensive way.

Despite recent upgrades
system, it should be noted that further measures in
the road transportation and waste sectors would be
of key importance givetheir weight in the national
emissions.

Overall, the envisaged measures appear to help
reducing the country's vulnerability to the oil price,
contribute to sustainability and fes business’
competitivenessThe information provided in the
National ReformProgramme on energy measures is
limited, however, making it difficult to assess their
feasibility and coseffectiveness.

4.17.4 The business environment

Mal tads significant
acknowledged (but requires continued monitoring).
Themost important institutional development is the
establishment of the Malta Competition and
Consumer Affairs Authority which is a more
institutionally independent body (previously the
corresponding functions were covered by a
department and an Authority liag within the
portfolio of the Ministry of Finance, the Economy
and Investment and, more recently, the Office of
the Prime Minister). The new Authority was to be
operational during the first half of 2011. At the
same time significant amendments to the
Competition Act (Cap.379) were also expected to
come into force so as to make the Competition Act
more effective in achieving its objective of
regulating competition and providing for better
functioning markets. At this time, a leniency
programme was to bia place by the second half of
2011 to complement the new administrative fines in
the amended Competition Act.

Government also reported about liberalisation steps
in the transport sector (coaches and minibuses
completed, taxi services to be completed lunti
2015).

However, a number of issues persist. For instance,
the grey carry trade from lItaly putting laatbiding
entrepreneurs at a disadvantage as such imports
would regularly not comply with certain standards
and not be submitted to fees etc, is in nekdven
closer surveillance following the recentisgt of

an interministerial committee tasked with o
ordinating enforcement between the different
authorities concerned with the objective of
curtailing this.
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4.17.5 Entrepreneurship and SME policy

The Malta Smk Business Act was enacteih

tParliarveantl oh 298Jsne POMThe objectivésrofathes p o r t

SBA, or at least parts thereof have become
enshrined in national law. The Malta SBA s,
however, not a 1:1 translation of the #tvel SBA.
Instead of addressing all the te®/S principles,
there has been a deliberate focus on those issues
that were considered to be of specific priority in the
national context. This refers in particular to "Think
Small First* and responsive administration. The
SBA Malta is regarded by governmieand business
representatives alike as a major achievement.
Government is now working on the implementation
of the Act including the implementation of the SME
Test and the training of officials at all
administrative levels. This is a crucial
accompanyingso as to ensure that the legal

consequently adhered to in the administrative
practice. On this
Better Regulation Unit (BRU), has already prepared
a detailed training plan apart of their better
regulation strategy. Overall, the BRU activities
seemed to be the area with the clearest strategy and
commitment to followthrough with actions.

In other areas, access to finance appeared to be the
most challenging one. Timely acce#s micro
credit programmes such as Jeremie, to venture
capital, as well as selected delayed payment
practices by some government institutions (late
clearing of invoices, protracted payt of promised
subsidies, etc) are important issues in this respect.
Some steps to alleviate the existing problems have
been already undertaken, though: the recent launch
(April 2011) of the Jeremie programme has been a
step in the right direction with the local financial
intermediary signing
contracts that total to 28 contracts with an average
l oan value of G145, 000.
delayed payment practices, the revised Directive on
late payments as well as the agreement that
Government had signed with the pharmaceutical
sector are mearib ensure a positive approach for
the way forward.

On the issue of simplification as part of responsive
administration the question of the esi®pshop
(OSS) requires specific attention. Since a number of
years the establishment of the OSS has been
promised but full implementation has been the
subject to several postponements. The most recent
plan is that the planned OSS will actually turn, still
in 2011, into "Business Service Centres" said to be
equipped with even more comprehensive
authorities than a egular OSS. The eventual
establishment of a functioning OSS or Business
Service Centre is clearly needed and the further
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progress in this matter needs to be closely
monitored.

4.17.6 Conclusion
The Government contingeto pursie the reform

agenda. However, theteh prevailing impetus and
ambitious plans are not always backed up by clear
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and reliable implementation strategies (@tep
shops, leniency programme). So as to fully realise
the results of the announced measures, a reinforced
emphasis on implementatiofpllow-up and tools

or processes that help to regularly measure the
implementation progress of announced policies in a
transparent way does seem advisable.



4.18 The Netherlands

The Netherlands

Distance from the EU average (measured in standard deviation
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Sectoral specialisation of manufacturing Netherlands (2009)

Wood and wood products
Paper products; publishing and printing '

Refined petroleum products

Chemicals, chemical products ~

Rubber and plastic products ~

Other non-metallic mineral products

/
Basic metals and fabricated metal products

Textiles and textile products

_ Food products

Leather and leather products

~ Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

Machinery and equipmentn.e.c.

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.18.1 Introduction

The first part of this country chapter considers
mainly the sector structure ofmanufacturing
industries, while the remaining foparts extend to
policies that support business activities al
sectorsin particular manufacturing.

Trade and industry specialisation

Manufacturing plays a&lightly smaller ole in the
Netherlandq12.6%)than the EU on averadé4.9

%). At the detailed manufacturing industry level,
the Netherlands is specialisén capitalintensive
(manmade fibres, refined petroleum) and
marketingdriven industries (prepared animal feeds,
tobacco) as welasin technologydriven industries
(computers, radio and TV transmitters) as regards
exports only. At the more aggregatest®r level,

the Netherlandsi value added and exports
specialisation in high and medidnigh education
sectors (computers, software, R&D and business
services), trade specialisation in high innovation
intensive sectors, but also in medilonwv sectors
(tobacco) and valuadded specialisation in low
innovationintensive sectors (water transport).

Overall, the Netherlands form together with the

UK, France and Belgium a group of countries
specialised in educationally intensive sectors,

146

within the group of higer income countries
specialised in knowledg@atensive industries.

Most prominent sectors in the Netherlands

Highest relative value added (2007)
Manufacture of tobacco products
Water transport

Air transport

Change in the relative value added (1999/2007)

Tobacco products
Air transport
Coke, refined petroleum and nuclear fuel

Research and development
Radio, television and communication equipment
Water supply

Structural change

In terms of change, the Netherlartss increasd its
specialisation in capitdahtensive industries (man
made fibres) anth valueadded also in mainstream
manufacturing (lighting equipment and electric
lamps), as well as trade specialisation in high
innovation sectors (computers, communication
equipment).It has decrease its specialisation in
high education sectors (R&D),oW education



sectors (water and inland transport), in labour
intensive industries and the relative share in
technologydriven industries (television and radio
receivers). Sectoral R&D intensitthas fallen
considerably in computers andrisen in
communicatio equipment.

Industrial production fell by 1% at the trough of
the crisis but recuperated most of the ground lost
since then. In April 2011 it was 2% lower than
during its previous peak. The impact of the crisis on
the industrial structure of the Nettlands was
limited, with a trend reversal only in labeur
intensive industries (gaining in relative share).

The Netherlandbhasexperienced an appreciation of

the real effective exchange rate by 15% over the
last decade, which is below the EU27 average
(21%), indicating nevertheless a loss in cost and
price competitiveness. Nominal unit labour costs
have increased by 23% between 2000 and 2010,
compared to an increase of 14% in the EU27 and
20% in the Euro area. Labour productivity per hour
worked has slighy increased over the last decade

to about 38 percentage points above the EU27

average and about 25 percentage points above the

Euro area average.

Overall, whi | e t he
respect to competitiveness is still favourable, the
pattern ofchange is mixed.

4.18.2 Towards an innovative industry

According to the Innovation Union Scoreboard
2010, the Netherlands are an innovation follower,
partly due to its relatively low share of science and
technology graduatesnainly due to the fact that
the proces of turning scientific research into
product innovation (valorisation) is staying behind.
The R&D intensity of the Netherlands was 1%4

in 2009 which is below the EU average.

It should be noted that the Netherlands has a
relatively large service seatowhich is not very
R&D intensive. The overall share of higekch
sectors is relatively lovand attracting more R&l
intensive companies from abroad has proven
difficult.

Mainly private R&D and innovation expenditures
remain relatively low compared to @h EU
Member States, while public R&D spending is
generous in quantity and has a high efficiency and
effectiveness (when measured by the number and
impact of scientific publications and of patents).
The Netherlands performs above average
concerning the nuber of patents.

147

Given that public R&D expenditure is unlikely to
grow in the next few years, it is hoped that private
R&D will increase significantlyln order to foster
private R&D, the newenterprisepolicy of the
Netherlands is aimed at achievingpma pace for
entrepreneurs, less regulatory burden, lower taxes
and increased tax incentiviEs innovation

The government has also stated its ambition to turn
the Netherlands into one of the Top five knowledge
economies in the world, measured according & th
Global Competitiveness Report of the World
Economic Forum. In its 201011 edition, the
Netherlands ranked eighthThe new Dutch
enterprisepolicy ("Naar de top") ensists oftwo
components. The firgbart isa sectoral approach
with more demandide maragement by industry.
TheofiTsectorso on
concentrated are: agfood, horticulture, higtiech
systems and materials, logistics, creative industry,
life  sciences, chemicals, water, energy,
headquarters.

The government has idenéfi these sectors as the
ones in which the Netherlandssha comparative

advantage and performs well with regard to
research. In order to bring research closer to
business to foster valorisation and product

N e t hianovatiom dtkedTop-gectas iapgpioac aimswv it h

stimulating more cooperation between government,
business and knowledge institutes.

The second part of the Dutanterprisepolicy is
aimed at giving entrepreneurs more space by
lowering administrative burden and taxes and
increasing the tax incentives for inradion.
Various specific subsidies have been or will be cut
(including innovation programmes and innovation
vouchers) anda big part of the remaining
innovation budget is transformed into tax
incentives For example, the RDA (Research and
Development Aftrekwill be implemented as a new
instrument to stimulate innovationlt can be
expected to encourage capitailensive R&D in
larger companies. A drawback may the complex
interaction with other incentive schemes like the
specialtax rate of the "Innovatio box" and the
WBSO wage cost subsidy.

The new government has decided to use the
revenues from the Fonds Economische
Structuurversterking (FES) to consolidate the
budget and to fund transport infrastructure, no
longer to invest in science and innovatiorheT

funding for innovation and science from this source
will be phaseebut until 2015. It is not clear yet

how large scale research infrastructure will be
funded in the future (so far by FES). On the other
hand, the government has decided that a revolving
innovation fundwill be set up in favour of fast

whi ch

act



growing innovative SMEwith a size of EUR 500
million by 2014 It will be developed together with
the EIB/EIF.

The subsidy for wage costs of R&D personnel
(WBSO) is now by far the largest measure in the
Dutch innovation policy, with a budgetary weight
of EURO0.8billion in 2011. It has been positively
evaluated in several studies. Second in importance
i s t he Al nnovation
profits associated with R&D activities) whichda
budget ofmore than EURS00 million in 2010.

An interesting feature of the Dutch innovation
systemhas beenthe innovation voucher scheme
which allowed enterprises to purchase knowledge
from public and private research organisatidige

to budgetary constraintsnd a general policy of
phasing out subsidies, this mechanism is likely to
be discontinued in the future.

The potential shortage of skilled professionals
could become an important barrier for more
innovation and enhanced private R&D investments.
The inflow of new science and technology
graduates is belowhe EU average. An interesting
practice example of innovation policy in the
Netherlands is the SBIR (Small Business
Innovation Research programme). It consists of
calls for tender to procure an innovativeoguct
that still needs to be developed in maximum two
years. In a first step, companies hand in their
proposals for product development. Several
companies are funded for half a year to perform
feasibility studies. In the light of these studies, three
companies are asked to develop their idea into a
marketable product and are subsidised for 18
months with up to EUR50000 each. After that,
the procuring authority is free to buy one of these
three products. The advantages of this scheme are:
It is quick, reslt-oriented and adapted to SME
needs, with 1006 funding and little administrative
burden. The programme has been positively
evaluated. More than a dozen marketable
innovations (e.g. traffic guiding, dyke monitoring,
bio-based catalytic) have been deveddpthrough
this tool since 2004.

A second interesting practice example is the
concept of Innovation Performance Contracts
(Innovatie Prestatie Contracté&nlPC): Groups of
ten to twenty SMEs that develop an innovation
together are funded with up to ELBR 000 each.
SMEs have to contribute another E3GR000 as
cofinancing. The project is coordinated via a
branch organisation. The programme has been very
positively evaluated and is very popular among
enterprises. The advantage is that this programme
fostersSME collaboration for bottormp product or
service development with little administrative

148

Box o

burden for the SMEs.
4.18.3 Towards a sustainable industry

The national strategy of 2008 with a time horizon
until 2030 remains valid. It states that sustainability
is pat of competitivenessThe government also
encourages ahliine Topsectorteamsunder the new
enterprise policyto include the topic in their
agemda&s dind actich plahsax r ates f or

One specifictopic to be addressed in each of the
nine sectors is the further development a- fAbi
based economyo for hahi
good starting conditions (well developed agro
industry sector, chemicals sector, etc). The Social
and Economic Council (SER) haasked the
government to concentrate on highlue products
within its bio-economypoliciesand to ensure strict
sustainability criteria

Also theDut c h cabinet has I
Deal 6 wi t h Ittishamedsa cemaving .
concrete barriers which hampgrojects for energy
saving and renewable energfe.g. quality of
legislation and rulds to help citizens, companies
and other stakeholders to realise their plans for
sustainability without additional public subsidies

30 concreteprojectshave beerput on tracknow

and more are planned.

However, in light of budgetaryonstraints and
general policy considerations, the new government
has reduced the ambition in several important
dimensions in the environmental field: It has not set
a quantitative energy efficiency target and is not
committed to more ambitious targets fenewable
energy and C® emission reductions than those
already legally required under EU law. However,
even concerning these not overly ambitious policy
goals, the measures envisaged appear most likely to
be insufficient.

Concerning green public procunent, it remains to
be seen whether the envisaged reforms will allow
pragmatic steps forward or whether they will in fact
mean a reduction of ambition and commitment. The
former government had aimed at very high
percentage ofgreen public procurement, bihe
criteria set were deemed too inflexible by many
SMEs.

The current Dutch energy production is oriented

towards gas and developing international gas
pipelines further. According to the national
statistical office's environmental accounts, the

Dutch g& reserves could be depleted in the next 19
years, assuming constant net exploitation at the rate
as in 2009.

ch



Renewable energy is subsidised via an electricity
levy (SDE+). The government puts high priority on
building a sea electricity line to Denmark, have
access to Danish sémased wind park electricity,
but this should not deflect attention from increasing
investments in renewable energy in the Netherlands
itself.

The Dutch government wants to encourage more
nuclear energy. It has announced to isktenses

to build new reactors if enterprises submit an
application. But it has made clear that it will not

provide any subsidies for this technology.

The plans to expand nuclear power will take time
and raise questions of sustainability with regard to
the radioactive waste generated. It is not clear
whether these plans are a strategic -eytiical
move towards competitiveness at a time when other
countries try to reduce their dependency on nuclear
power, or whether this will lead to loéh
investments ito a transitional technology with
potentially higher adjustment costs in the future. In
particular, additional centralised power stations
(large scale coal, nuclear) may delay the
development of a smart grid which is more
appropriate for decentralised revable energy
distribution unless a more coherent approach is
taken to integrate all sources into sngnit type
solutions.

The electricity levy has been revised to concentrate
subsidies mainly on those renewable energy
investments that are highly cesffective in the
short run. The main advantage of SDE+ in
comparison to the previous SDE system is that it
provides an incentive to apply for a relatively low
subsidy which is expected to spur innovation and
the development of more cesffective
technologés. One disadvantage may be thalar
panelprojects are unlikely to get any subsidy at all.
The new scheme will be operational fromidly
2011 to 2020.

4.18.4 The business environment

The Netherlands ranks among Member States with
a legal and regulatory envimment that highly
encourages the competitiveness of enterprises and
scores clearly above the EU average concerning the
satisfaction with the quality of infrastructure.
Permits and other administrative procedures,
including for import and export, can be yer
quickly settled.

SMEs still complain about the difficult situation
regarding access to finance. The -amisis
measures in this field have been extended again. A
task force is currently looking at the situation on the
Dutch financial market. A previoustudy in 2010
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found that the level of credit granted in the
Netherlands is similar to the period before the
crisis, but the conditions for SMEs are tighter. The
top-sector agendas should provide an insight into
sectoral problems of access to finance.

The Dutch microfinance scheme appears useful.
SME associations consider that the main problem
of access to finance occursow the range
EUR 100000 to EUR1 million loans. A micre
credit foundation ("Qredits") ceéinanced by
government and big banks was setim late 2010.

Progress on the new public procurement law is
slow. In June 2010, a revised propofal a new
public procurement lawas sent to the Parliament
which includes the proportionality principle, less
paperwork upfront and anmbudsman systemt |
was hoped that this versioroald finally passboth
chambers of parliamenbut it was held up again in
September 2011It is also planned to issue an
important guidance document developed jointly by
enterprise associations and public authorities and to
train public procurers better.

New legislative proposals have to go through an
i mpact assessment . One
concerns the impact on businesses, both large and
small. But there is no separate SME test. There is
now an integrated guidelindocument on how to
perform impact assessments, rather than nine
different guides for various aspects (business,
gender, etc.), but the system still has to prove itself.

Public internet consultations have become more
frequent but only address a small shaoé
legislative proposals. A central website has been set
up: www.internetconsultatie.nl

Regulatory reform has been on the agenda of the
Dutch government for over two decades. The 2007
2011 Regulatory Burde Action Plan had set a
gquantitative target of 2% reduction of the
administrative burdens on businesses to be achieved
by 2011 which is going to be largely met. A new
target is a reduction of 10% in 2012 and 2013 and

of 5% in the years thereafter. The tuad
performance of the administrative burden
assessment works well: A specialised body

(ACTAL) looks at the most important pieces of
new draft legislation at national level.

Concerning infrastructure, project investments have
been speeded up as part of gnticrisis measures
(concerning bridges, roads, waterways and
measures against rising sea level).

part


http://www.internetconsultatie.nl/

equipment and innovation. A new Integrated
Entrepreneurship Facility (Geintegreerde
Ondanemersfaciliteit) was set up, combining
various ~measures to  support  successful
entrepreneurship. The first actions are expected in
2011.

4.18.5 Entrepreneurship and SME policy

SMEs' contribution to employment in the
Netherlands is the same as in the EU (67%) but
they tend to be larger on averaden in the EU,
with the share of small and meditsized
enterprises relatively higher. The Netherlands
scores clearly above the EU average concerning the
time required to start a business and early stage
financing, but significantly below average
concernig bank loan conditions deemed acceptable
by companies and slightly below average
concerning the share of higjrowth enterprises. It

is remarkable that the share of "opportwutiven”
entrepreneurs for whom being an entrepreneur was
the first career priaty (rather than accepting it due

to a lack of other options) is very high in the
Netherlands.

The public procurement age
offering trainings to contracting authorities on

writing their notifications according to the

standards set out in the EU Code of good practice to

ease participation of SMEs in public procurement.

No notable challenges have been identified in this
policy area.

4.18.6 Conclusion

Important structural challenges in the Netherlands
The Dutch government does not have a are to ncrease private R&D investments and to

comprehensive plan of implementation of the promote renewable energy and energy efficiency.

fiSmal | Busi ness Act o at Tlﬁear cgmgexvaenterpnsee@olécy wnhB(?chs o he

it hi nk smal | sHeingnwingreamadi n t S cto(;s ind anove frorrt1 specftc
into all kind of government programmes. mno ation subsidies to more generic tax incentives

could be an interestingxample to reduce the
administrative burden for applicantand may
promote the efficiency and effectiveness of public
spending. However, the move should be carefully
evaluated in order not to jeopaselithe overall
innovative capacity of the Dutch economyhe
level of budgetaryexpenditurefor research and
innovation is an important factor for the futuyre
even if the FESwvill no longerbeused to fund these
activities The transition towards a more energy
efficient and low carbon economy could be stepped
up with furthermeasures

One policy success of the last few years is that the
number of entrepreneurs has risen and more young
people express an interest in entrepreneurial
thinking. But most companies do not grow ogrfr

the viewpoint of the government, do not grow fast
enough.

On late payments, the governments has enacted a
30 day rule and increased compliance significantly.
The different ministries are monitored for their
individual performance.

The policy recommendation of the Council of the

European Union is torpmote innovation, private

R&D investment and closer scienbasiness links

by providing suitable incentives in the context of

the new enterpeits®pdolicy (6

There is some conceramong SMEs that the
"Prepare to start" programme will be abolished to
cut subsidies. This programme provided coaching
for internationalisation. The same may happen with
a programme which subsidised SME participation
in trade missions. On the other hande thutch
foreign service will in the future increase its
activities to help internationalisation of companies.
Better communication towardstarting compaies
about this subject is necessary.

Entrepreneurship education programmes were very
successful in théast few years and the government

is planning to extend the six entrepreneurship
centres at higher education institutions (if the

budget is available). The next step would be to
extend it to the vocational training (MBO).

18 CountrySpecific Recommendation No. 4 in the

Since the tax year 2011, the corate taxes have Council Recommendatioof 12 July D11 on the
been decreased from 25.5 percent to 20 percent for National Reform Programme 2011 of the Netherlands
SMEs. This will increase profitability and provides and delivering a Council opinion on the updated

Stability Programme of the Netherlands, 2015,
published in the Official Journal of the European
Union, C 212, 19 July 2011, page 15.

more financial means for investments in capital
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4.19 Austria

Austria

Distance from the EU average (measured in standard deviation

=

-3 -2 -1 0 1 2
- |
e Labour productivity per hour worked (EU27=100; 2010)
3
£
_g Labour productivity per person employed (EU27=100; 2010)
é_
£ Labour productivity per person employed in manufacturing (1000 PPS; 2010)
]
=]
S Share of science and technology graduates (% of 20-29 years old population; 2009)
c
g
g R&D performed by businesses (% of GDP; 2009)
«©
1)
g Share of innovating enterprises as % of all enterprises (2008)
2
2
Share of high-tech exports in total exports (2009)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2000; 2009)
[}
» % - CO2 intensity in industry and the energy sector
g _% = (kg CO2 / euro GVA, reference year 2000; 2009)
223
i 3 E Waste generated by enterprises (all NACE sectors;
£ tonnes per capita; 2008)
Exports of environmental goods as % of all exports of goods (2010)
State aid for industry and services as % of GDP (2009)
Electricity prices for medium size enterprises (euro per kWh; 2008)
<
OE) Infrastructure expenditures (euro per inhabitant; 2009) N.A.
c
o
S Satisfaction with quality of infrastructure (rail, road, port and airport),
i (1=underdeveloped / 7=extensive and efficicient by int'l standards; 2010-11)
19
[2]
_QE) % of broadband lines with speed above 10 MBps (2010)
g
0
Legal and regulatory framework (0= neg. / 10=pos.; 2011)
Burden of government regulation (1 = burdensome 7 = not burdensome; 2010-11)
E-government usage by enterprises (%; 2010)
N.A.

Entrepreneurship and SMEs

Time required to start a business (days; 2010)
Enterprise survival rate after two years (2008
Business churn (enterprise entries and exits as % of existing stock; 2008)
Share of high-growth enterprises as % of all enterprises (2007)
Early stage financing (% of GDP; 2009)
Rejected loan applications, and loan offers whose conditions were deemed
unacceptable, as % of all loan applications by SMEs (2009)
Duration of payments by public authorities (days; 2011)

Note: In the graph, data are presented in such a way that data bars pointing to the right (left) always indicate performance which is better (weake
average.
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Sectoral specialisation of manufacturing Austria (2007)

Chemicals, chemical products\
Rubber and plastic products N

Other non-metallic mineral products

Refined petroleum products

Machinery and equipmentn.e.c.

/
Basic metals and fabricated metal products

Paper products; publishing and printing

, Wood and wood products

Textiles and textile products
Leather and leather products

— Food products

— Manufacturing n.e.c.

Transport equipment

Electrical and optical equipment

Note: n.e.c. (not elsewhere classified)
Source Eurostat

4.19.1 Introduction

Trade and industry specialisation

Manufacturing contribute20.1% to total value
added in Austriaagainst14.9% in the EU on
average. At the detailed manufacturing industry
level, Austria features value added and export
specialisation in  mainstream manufacturing
(manufacture of railway and rolling stock, electric
motors) and labodintensive industg s (buil
carpentry and joinery, sawmilling, machitenls)

as well as in capitahtensive industries (mamade
fibres) regarding valued added and in marketing
driven industries (sports goods, beverages)
regarding exports. At the more aggregated secto
level, Austria is specialised in highly innovation
intensive sectors such as machinery and, in exports,
in mediuminnovation sectors (such as wood, basic
and fabricated metals), but also in sectors with low
innovation and education, such as in hotels and
restaurants and auxiliary transport activities.
Austriads R&D intensity
structure is very high and its position on the quality
ladder is high across industries and quality
segments.  Overall, Austria  shows that
competitiveness ¢m be sustained in structures
which are not markedly knowledgetensive, if
sectoral upgrading in terms of R&D and quality
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takes place, i.e. if a country moves to the

knowledgecreating parts of the value chain.

Most prominent sectors in Austria

Highest relative value added (2007)
Wood and products of wood and cork
Coke, refined petroleum and nuclear fuel
Basic metals

Change inAthe relative value added (1999/2007)

Real estate activities
Electrical machinery and apparatus, nec
Renting of machinery and equipment

Tobacco products
Inland transport
Radio, television and communication equipment

Structural change

consi.dering i ndustri
In terms of change Austria has further mcreased its
industry specialisation in mainstream
manufacturing (motorcycles, steam generators) and
labourintensive industries (veneer sheets, mape
textile articles, machin®ols), as well as irigh
innovation and high education sectors (computers,
electrical machinery, communication equipment).

al



Austria has increased its R&D intensity taking
account of its industrial structure and overall
maintained its position on the quality ladder.

Austrian maufacturing output fell by around 26
during the crisis but recovered rather fast. In April
2011 it was 3.P06 lower than its previous cyclical
peak. The crisis has slowed structural change
towards technologdriven industries in Austria,

while it has also boosted l|abouintensive
industries.
Overall, Austri aods

favourable, with trends mostly going in the right
direction both in terms of specialisation and
sectoral upgrading.

4.19.2 Towards an innovative industry

According to the Innovation Union Scoreboard
2010, Austria is an innovation follower, with a
developed innovation system and an above average
innovation performance.

Austria's economy exceeds the EU average in R&D
intensity. The overall investment in R&D grew
from 1.94% in 2000 t02.78% of GDP in 2010
which was faster than in most other EU countries
The share of private sector amounted to remarkable
60 % of the total, including a significant portion of
R&D investment coming from abroad. In spite of
the substantial level of publiand private R&D
funding, the economic structure still seems largely
based on low R&D intensive sectors, partly due to
the services industry and its weight in the economy.
However, R&D intensity in these sectors is higher
in Austria than average.

Althoughthe hightechnology industries have been
gaining ground, their overall share is still relatively
low. In consequence, the share of highh
products in total exports is below the EU average,
suggesting that the economic benefits of the R&D
investment argyet to be better exploited. Looking
only at the impdance of hightech sectors would
however underesti mat e
performance, as mentioned in the structural change
subsection. Moreover, Austria has witnessed a
high growth of community trasmarks, license and
patent revenues from abroad.

The share of Austria's innovative businesses
accounts for 2/3 of total emprises. The industry
specialigs in sectors demanding high and Jow
intermediate labour skills. After several years of
incremental inprovement, the number of science
and technology graduates nearly reached the EU
average in 2009 (1% vs. 14.3%). Nonetheless,
Austria gradually begins to face shortage of skilled
workforce and tte number of researchers seems
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insufficient. To address themerging mismatches
on the labour market, the government introduced
the socalled "redwhite-red card" as from July
2011. The card facilitates immigration of highly
qualified labour force from third countries. The
rights provided by the card to the sucfeb
applicans can be extended also tteeir relatives. In
addition, the successful candidategeed not speak
German upon entry and onlyveto learn it within
the first two years.

The formation of human capital remains a

¢ o mphalenge alsoalue tppreistentwenkoesses in the

education system, including the tertiary level. In
view of the relatively high expenditure on
education (per student), the qualifyof primary
and secondary education in particular appears
mediocre.On the other handn indicators suclas

the share of higimpact publications or patents,
Austria outperforms the EU27 average, indicating
decent scientific performance and technological
knowledge productivity. There are several specific
initiatives®® to further promote the number of
science ad technology students, nieate more
women to engage in research, and give incentives
for expatriate esearchers to return.

In March 2011, the Austrian Government adopted a
comprehensive strategy for research, technology
and innovation- "Realising potenals, increasing
dynamics, creating the future: Becoming an
Innovation Leader®™. The strategy confirms
commitment to invest more in R&D (3.6 of
GDP by 2020) and highlights the importance of
R&D for economic policy and the lorgrm
competitiveness of st r i ad s
series of measures aimed at reforming education
system and improving its links with the innovation
system, facilitating technology transfer and
cooperation between science and business, or
making the framework conditions f®&D activity
more innovatiorfriendly. The further promotion of
high quality research infrastructure including
university and extramural research institutions are
formulated as important objectives. The role of a

ANQre inpoyagogogented; prORUES NNt pragtip is

also spelled out. The strategy further intends to
strengthen fundamental research, which is in the
current research mix less developed. The-key
enabling technologies do not seem to be explicitly
addressed by a dedicated policy, the strategy
however calls for the formulation of national

programs for generic science and technology fields.
For its part, the strategy also recagsi the low

119 PISA 2006, 2009.

120 e.g. MINT i awarenesgaising and promotion
campaigns targeting potential students in
Mathematics, Information and communication
technologies, Natural or Technical sciences

121 Der Weg zum Innovation Leader.

economy.



share of tertiary graduates afatesees impving
the rate oftertiary and equivalengraduates in the
30-34 popuétion to 38% by 2020.

The public R&Dand innovatiorfunding consists of
two main components: (i) broad variety of funding
programmes with general (botteup) or thematic
(top-down) focus; complemented by (i) indirect
instruments based on tax incentiv8e funding
schemes played in recent years a more prominent
role. Three dedicated major agentfésoperate
various schemes supporting (i) basis research, (ii)
applied research and business R&D, and (iii)
innovation projects in companies, seed financing
and startups. As indicated in the strategy, the
currently horizontal and diversified focus of the
public funding schemes shall be reoriented towards
well-defined research sectors. Smaller number of
thematic priorities should allow for more
specialising and s\ergy in sectors where Austrian
economy has comparative advantage. example

of thematic focuds the climate and energy fund
that annually invest EUR 150 million in innovative
and demonstration projects in the field of climate
change.

The total R&D expediture amounts in 2011 to
EUR8.29billion, out of which EUR2.7billion
came from federal government, EWE billion
from corporate sector, EUR3billion from abroad
and the rest originated from federal states,
municipalities or NGOs. In 2010, the Atian
Research Promotion Agency -financed 2950
applied research projects, amounting in total to
EUR429million*?. As regards tax incentives, in
its budget bill for 2011 the federal government
increased the research tax bonus fro# & 10%.
The impaciof the measure is estimated at EUR 100
million.

Although still respectably high, the private R&D
investments have been somewhat losing ground in
20082010, stagnating in nominal terms. This
unfavourable trend, observed in many Member
States, was compensdtby robust growth in public
funding, which, as a part of astiisis measures,
increased its share from 84 in 2007 to almost
39% in 2010. To achieve the 2020 R&D intensity
target in a context of fiscal consolidation efforts
though, it is instrumentab reverse this trend and
mobilise the contribution of private sector. Tinis
end, the strategy recogas the relative under
development of venture capital and the role it could
play in financing innovation. It spells out a number
of measures to improvihe regulatory framework

122 Austrian Science Fund§\{WF), Austria Research

Promotion AgencyRFG), Austria Wirtschaftsservice
(AWS)

Source: Austrian Research and Techggl Report
2011

123
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for venture capital and ndmanking financing. Of
particular interest ardhe measures planned to
strengthen finance competence and
entrepreneurship at universities, including the
establishment of knowledge transfer centers, which
are expected to help universities better cagadin
their intellectual property rights.

The competence for R&R@nd innovationpolicies

is currently fragmented and shared by several
institutions. In consequence, policy development
and implementation swdf from complex
governance structure. Under the new strategy, all
relevant ministries are to cooperate. The newly
established Task Force for Research, Technology
and Innovation shall coordinate the activities of the
government bodies involved and ensureeirth
effective collaboration. The oenposition of this
task force and its institutional standing -@wis
other governmental departments will determine to
what extent it can fulfil its role. Ae "Council for
research and technology development" will
annualy provide for strategic guidance and advise
the federal government as to the implementation of
the strategy and its future orientation. Although
monitoring and assessment mechanisms are in
place, the findings evaluating the effectiveness of
the existing R& and innovatiorinstruments could
better feed intgolicy formulation.

The strategy shows awareness of all major
challenges and sets feasible targets. The effective
implementation of the announced measures and
initiatives is crucial for better exploitinghe
economic benefits of R&D investments and
speeding up structural shift towards economic
activity with higher value added.

4.19.3 Towards a sustainable industry

Over the last decade, the overall energy efficiency
of Austria's economy has continuously been
improving. The relatively high share of renewable
energy in final energy consumption further rose
from 24.8% in 2006 to 28.3% in 2008,
representing fourth rank in the EU.

As regards the environmental footprint of industry,
Austria sends positive but somewhbturry a
message. Between 1990 a2@08, the final energy
consumption in industry, measured in quantity,
grew by 48% (from 6091 to 9014 million toe). In

the same years, however values for EU27 and
EU15 diminished or stagnated respectively. Whilst
culminating in 2008, energy consumption of
Austrian industry significantly fell back (to

8 263million toe) during the crisis year 2009. The
largest energy consuming sectors of manufacturing
were paper and pulp, followed bson and steel,
non-metallic mineralsand chemical industry. More


http://www.fwf.ac.at/
http://www.ffg.at/
http://www.awsg.at/

importantly however, the energy intensity of
industry has been declining over the last decade,
and Austria belongs to the better performing
Member States. The carbon intensity of industry
also improved and was slightly belowethEU
average of 2009. The amount of waste generated by
enterprises grew from 6Kg per habitant in 2006 to
6.3kg in 2008, contrary to the EU weighted
average that decreased from 5.5 kg to 4@in the
same period.

In April 2010, the Federal MinistryfoEconomy,
Family and Youth and the Ministry for
Environment concluded the elaboration of the
national Energy Strategy. It targets three main
policy areas: increase in energyiefncy, share of
renewables, and energy security. One of the main
objectives is to shbilise the final energy
consumption at 2005 levels. To this end, the
transport sector, heating and cooling, and the
electricity sector are expected to most reduce their
energy consumption. In addition to 2d for sectors
subjected to ETS, Austriagims at a 166 reduction

of CO, emissions for the sectors outside the ETS by
2020. Following the adoption of the "Green
Electricity Act 2012%** by the Parliament in July
2011, Austria has strengthened its renewable
electricity targets. It is investing to ipte the
production of wind power and plans to achieve a
tenfold increase in the prodion capacity ofsolar
panels The construction works of a new pumped
storage power plant (Kaprdamberg II), worth
EUR 400million, approaches completion. In near
future it will add a capacity of 480IW to the
hydroelectric power generation To accommodate
towards the national 2020 target of @4 of
renewable energy, the electricity grids would
benefit from upgrading investments and better
crosshorder connectivity of idtribution networks.

The Energy Strategy translated into a broad variety
of horizontal and sectapecific measures of
regulatory, financial or information campaign
nature. The thematic sectors include buildings,
production and services in industry, mdtil
energy supply and security. At federal level, the
most significant legal instruments include the
National Renewable Energy Action Plan, Climate
and Energy Fund Law, Green Electricity Act,
Environmental Aid Act, Environmental Assistance
Austria, Biofuels Directive, Action Programme for
Mobility Management, Waste Management Act.
Altogether, these provide for developing
environmentallyfriendly mobility, feedin tariffs
for renewable energy, financial support for solar
energy, finances to reduce atmogmheollutants

or dangerous waste, thermal insulation of buildings,
technical rules promoting renewable energy

124 Okostromgesetz 2012
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systems in buildings, certification of installers,
energy efficiency consulting for SMEs, including
promotion of voluntary actions by industrycsers,
awareness raising ©®aigns or sustainable
consumption initiatives.

The existing funding schemes target "gieg of
industries" by supporting efficient energy, resource
and emission mmeagement plans, as well as
sustainable business models and talp of
environmentfriendly technologies. In 2010, 2399
projects were financed with a total value of EUR
5711 million. The energy efficiency of buildings
remained in 2010 an explicit goal. In view of their
multiplication effect and positive impact on
employment, the existing fundingnstruments for
thermal insulation were reinforced and extended
into 20132014. For 2011, EUROOmillion were
made available, out of which B8 is envisaged for
residential and 3@ for industrial buildings.
Depending on the @@ected energy savings,
investments can be dmanced by up to 3%. The
awareness raising campaigns and consulting
services on energy efficiency targeted in 2010 in
particular energy intensive SMEs.

The Energy Strategy indicates the intention to
overhaul the public procuement law, aiming at
making it more environmesitiendly and
conducive to energy efficiency. The planned
strategy for introducing electnmobility in Austria
has still been in discussion in 2010. On the other
hand, the first parts of thenvironmental tax
reform, which aims at increasing taxation of
resources and energy consumption, were adopted
with the budget bill for 2011: e.g. the tax on
mineral oil went up (20 EUR/tonne); an airline
ticket tax was introduced (EUR 8, 20, 35 for short,
medium, and long-haul flights respectively); the
ecological elements of the car registration tax were
further strengthened.

To secure the supply of mineral resources for its
industry, and to allow better planning of future
mining activities, federal and at governments
continued elaborating the Austrian Mineral
Resources Plan. The first phase devoted to
identifying and estimating the value of mineral
deposits was accomplished. The crucial second
stage, which aims at (i) eliminating any protection
conflicts (e.g. with residential areas, national parks,
water management zones) and (i) declaring
exploitable deposits as "mineral protection zones",
is still underway.In parallel, the Federal Mistry

for Agriculture, Forestry, Environment andWater
managemeris working on the Resource Efficiency
Action Plan.

Austria has advanced in the application of
sustainability patterns in public procurement. In



July 2010, the federal government adopted National
Action Plan for Sustainable Public Procurement,
drawing lessns from the pilot phase and the EU

GPP Toolkit. The Action Plan targets primarily

procurement practitioners by providing guidance on
good organisational practices, showing how to
effectively apply environmental or sustainability

criteria at various stag@s procurement procedure.

4.19.4 The business environment

Austria has a favourable business environment and
scores well in the overall competiéivess of its
economy*® Businesses highly regard especially the
stability of legal and regulatory framework, the
enforement of contracts and quality of
infrastructure. Despite the high share of renewable
energy, the electricity prices for SMEs remain
competitive at below EU average.

To foster efficiency of the public sector and thus
indirectly improve business environmerAustria
implemented a budgetary and administratisferm
(Haushaltsrechtsreform) coming into operation in
two stages (2009 and 2013). Inter alia, it introduced
and further developed the Impact Assessment
System, mcluding exante und expost evaluatios.
The so called outcorrariented impact assessment
will be enforced as from 2013. It puts the cost of
public policies and regulation into context with
outcome objectives and expected environmental,
social and ecarmic impacts.

Ministry of Finance develogk a tool for the
calculation of administrative burden for businesses
and citizens (Verwaltugskostenrechner), screening
all new legislative proposals. It also actively
supports other mistries in their estimations of
administrative burden. The tool takego account
the size of an enterprise. An SME test is not
included therein, however it is already under
development. Overall, the impact assessment still
tends to be limited to estimation of administrative
burden rather than the overall cost to businesses

In 2007, the government launched an action
program for reducing administrative burden for
businesses, setting a #breduction target for 2012.
It identified 5687 information obligations stemming
from 561 legal acts, which, based on the standard
costmodel, induce administrative burden of
EUR4.31billion. In 2010, the implementation of
the initiative further progressed and achieved its
2010 target of EUR64million. For instance, the
new thresholds for VAT registration (raised to
EUR30000) came intoforce in 2010. The new

125 Austria ranked 18 in the 20162011 Global

Competitiveness Report of the World Economic
Forum, and 3% in the 2011 Doing Business survey
of the World Bank.
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accounting act, which amongst others increased the
threshold for mandatory  accounting to
EUR 700000, is estimated to trigger administrative
burden reduction of EUBS5 million. The second
phase of the initiative, which is focused loardens
arising from EU legislation, too, shall bring about
administrative burden reductions of additional
512million. In 2010, the government extended the
scope of the campaign. It now focuses also on
administrative burden for citizens. Starting from a
focused baseline measurement of the 100 most
burdensome administrative procedures more than
150 simplification measures have been identified to
cut red tape for citizens. To build up on the already
enacted measures and to boost their effect, the
institutional capacity for the better regulation
agenda could be strengthened by closer cooperation
between the central government and the federal
states.

The existence of broad variety ofgevernment
solutions and online services, and their uptake by
enterprises  ifpact positively on  business
conditions. The implementation of the Business
Service Portal (USP¥, a flagship initiative aimed

at establishing a central gateway for any contact
between companies and authorities, further
advanced. The first stage of USP ({gsion of
official information services for business) was
completed in 2010. Whilst ensuring the singign

on approach in 2012, the second stage shall be
completed by 2013. Further developments will
integrate all existing (e.g. tax darations, social
security contributions) and develop new electronic
transactions including the public procurement area.
If its full functionality is successfully achieved, this
electronic singlegpointof-contact has the potential
to streamline many administrative pedares
Based on the initial estimates, the USP could
reduce administrative burden by 100 up to
EUR 300million. The internet uptake by businesses
is relatively high, although the penetration of fixed
broadband lines with higbpeed connection
remains significatty below EU average. On the
other hand, Austria ranks among the best
performing EU countries as regards mobile internet.
To further increase broadband capacity, in 2010,
the government assigned the 8@Biz frequency
band for mobile broadband services aride
regulator conducted auction in the Z6i1z band.

Moreover, in February 2011, the government
launched new support progr&éh worth
EUR30million to prop up the broadband

infrastructure in rural areas.

126 Unternehmensservicegial
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Breitband Osterreich 2013 (BBA 2013)

(USP) i

127


http://www.usp.gv.at/

4.19.5 Entrepreneurship and SME policy

Austri absr résévbles dhe EU average,
both in terms of employment (67°2) and
contribution to valued added (6198). As regards
its structure though, the small and medisized
companies play a more prominent role. In contrast
to that, the number of micro firms agll as their
contribution to employment and value added is
below EU average (8%, 25% and 18.%

years. Additional improvements could help further
solidify investor protection, in particular for
minority shareholders.

The banking sector dominates the financial market
in Austria, and bank loans prevail as the main
source of financing for industry. The relatively
smaller stock market and venture capital (VC)
industry do not generate sufficient availability of
capitatraising alternatives. Total venture capital

investments in 2009 wer at 0.0396 of GDP,
against the European averdfje of 0.19%.
Although the government succeeded in staibi

the banking sector during the financial crisis, the
banks have restricted their lending policies and the
forthcoming additional capital needs (B&asll) of

the banking sector risk further limiting lending, in
the government particular to SMEs. Various financing and

fi &M HistingR e p oguarante@ hHeMes using public funds are already in
place and are being operated e.g. by the Austria
Wirtschaftsservice(AWS). Acting as a fund of
funds, the AWS invests in VC funds participating
in hightech innovative stamips. To prop up the
availability of earlystage financing, in 2010 the
government  aunched addition
I nitiati vesldmiliowfor highteclE UR
startups a 6 million for the Cleanteckund. The
development of VC industry and thus also the
access to private ndwanking financing could
further be improved through reforms increasing the
attractiveness and transparency of the legal forms
used for (i) venture gatal funds and (ii) for
iAvRstment vebiales, andyalsouy (iii) analyzing and
mitigatigga Ipossible adisiecsrdivek scaused by
different tax treatment.

compared to the EU average of 921 29.8% and
21.9% respectively). The business demography
indicators show, on one hand, lowbanEU-
average birth andxit rate of enterprises, and one of
the highest survival rates after two years on the
other hand.

At the beginning of 2011,
published t he
support measures for SMEs that were structured
along the 10 principles dhe EU Small Business
Act (SBA). In 20162011, Austria was one of the
countries that launched actions in all SBA areas. In
cooperation with the Federal Economic Chamber
(WKO), the Federal Ministry of Economy, Family
and Youth also carried out the "SBA
Bedeitprogramm 2009/2010"- a programme
accompanying the SBArplementation. It targeted

in particular sole traders; topics included e.g.
transfer of business, knowledge management,
women & innovation. In 20%:2012, the program

will include thematic projectssuch as e.g.
fiSuctasestor Knowl edgeo,
companyo, AAppl ying new
Building up on other measures, the systematic
introduction of entrepreneurship education was
stepped up in the competerdsased curricula. As regards public procurement, in 2009 the
Nonetheless, thattitude towards entrepreneurship government eased the access of SMEs to
and risktaking still remains a cultural challenge procurement by temporallyraving increased the
that will require more time to change. threshold for direct awdmng of contracts from
EUR 40000 to EURL100000. This measure is still

in force, however will not be extended beyond
2011.

The onestopshop for businesses is operational,
though there is still sommom for improving the
conditions for starups. In spie of gradual
reduction over recent years, the number of
procedures (8) and time (up to 28 days) required to
start a typical company are markedly above the
OECD average. In particular, the licensing
procedure¥® registration at courts and notary
certificatons®, as well as the compulsory
announcement requiremetitswould benefit from
further streamlining. In this respect, the government
has advanced in preparations to reform the private
limited liability company (GmbH), which should
enhance its attractivenesBhe Austrian Corporate
Governance Code has been adapted over the last

4.19.6 Conclusion

Austria scores well in the overall competéness

of its economy, the lmour productivity is clearly
above the EU average, and it need not cope with
any major bottlenecks in the short run. In the
context of a developed highcome country
however, it faces relative structural weasses in
some areas, which may harm the laagn
potential of its economy.

128 Mittelstandsbericht 2010.

129 Betriebsanlagegenehmigungen.

130 Notariatsaktspflicht.

81 Verdffentlichungspflichten (Wiener Zeitung).

182 European Private Equity and Venture Galp

Association.
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The knowledge triangle (education, research and
innovation) is one of the areas in need of priority
action. Better performance and interaction, and
more effective public spending in these policy areas
are instrumental to full exploit the potential
contribution of R&D to the competitiveness of its
economy, and thus facilitate the structural shift

158

towards more skilintensive highewalueadded
activities. The favourable business environment
could be made even more attractiwestreamlining
administrative procedures for stams, higher
availability of nonbanking financing, and by
improving the corporate governance practices.



4.20 Poland
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