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Introduction and Policy mix concept 

 
The policy mix project 
 
This report is one of the 31 country reviews produced as internal working papers for 
the research project “Monitoring and analysis of policies and public financing 
instruments conducive to higher levels of R&D investments” (Contract DG-RTD-
2005-M-01-02, signed on 23 December 2005). This project is a research project 
conducted for DG Research, to serve as support for policy developments in Europe, 
notably in the framework of CREST activities. It does not form part of the 
ERAWATCH project, but the working documents are made available on 
ERAWATCH webpages for the purpose of steering a debate on the policy mix 
concept. 
 
The “Policy Mix” project is run by a consortium of 7 partners: 
• UNU-MERIT (The Netherlands), consortium leader 
• Technopolis (The Netherlands) 
• PREST – University of Manchester (United Kingdom) 
• ZEW (Germany) 
• Joanneum Research (Austria) 
• Wiseguys Ltd. (United Kingdom) 
• INTRASOFT International (Luxembourg). 
 
Each country review is produced by an individual author, and provides expert’s view 
on the policy mix in the country. This report is not approved by the Commission or 
national authorities, and is produced under the responsibility of its author. 
 
The role of country reviews is to provide an exploratory analysis of the current policy 
mixes in place in all countries and detect the most important areas of interactions 
between instruments as well as new modes of policy governance that are particularly 
adapted (or detrimental) for the building of policy mixes. They provide analytical 
material for the analysis of the policy mix concept and its implementation in Europe. 
This material will be used as background for further reports of the project and for the 
construction of a tool for policy-makers (to be made available in late 2007 and 2008). 
 
 
The policy mix concept 
 
The country reviews are based on the methodological framework produced by the 
consortium to frame the “policy mix” concept. They have been implemented on the 
basis of expert assessments derived from the analysis of National Innovation Systems 
characteristics and policy mix settings, using key information sources such as 
Trendchart and ERAWATCH reports, OECD reviews, and national sources, among 
which the National Reform Programmes.  
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In this work, the “policy mix for R&D” is defined by the consortium as: “the 
combination of policy instruments, which interact to influence the quantity and 
quality of R&D investments in public and private sectors.” 
 
In this definition, policy instruments are: “all programmes, organisations, rules and 
regulations with an active involvement of the public sector, which intentionally or 
unintentionally affect R&D investments”. This usually involves some public funding, 
but not always, as e.g. regulatory changes affect R&D investments without the 
intervention of public funds.  
 
Interactions refer to: “the fact that the influence of one policy instrument is modified 
by the co-existence of other policy instruments in the policy mix”.  
 
Influences on R&D investments are: “influences on R&D investments are either 
direct (in this case we consider instruments from the field of R&D policy) or indirect 
(in that case we consider all policy instruments from any policy field which indirectly 
impact on R&D investments)”. 
 
 
Structure of the report 
 
The report is structured along the following questions. 
 
First, in section 1, and in order to place the policy mix in context, the general 
challenges faced by the National Innovation System (NIS) are analysed by the expert. 
The view is here not restricted to the challenges with regard to raising R&D 
investments, but rather encompasses all the conditions that directly or indirectly affect 
the functioning of the NIS and R&D expenditures. These context conditions are very 
important for the discussion of the relevance of the policy mix later on. 
 
Second, the stated main objectives and priorities of R&D policy in the country are 
spelled out in section 2, as well as their evolution over the last ca. five years. This 
discussion is based on White Papers and official documents, i.e. on published policy 
statements. The reality of these objectives compared to actual working of policy 
instruments will appear in section 5.  
 
The third section provides an expert assessment and critical analysis of a possible gap 
or convergence between the NIS challenges and the main policy objectives and 
priorities stated before.  
 
Section 4 presents the policy mix in place, following the above definition, i.e. policy 
instruments affecting R&D activities in the private and in the public sector, either 
directly for instruments from the R&D policy domain, but also indirectly for 
instruments outside the R&D domain which are of particular relevance to R&D 
activities. A typology of instruments is used, to categorise the R&D-specific and non-
R&D specific instruments. A short description of each instrument is provided: aim, 
nature, target group, budget. 
 
Then, section 5 discusses whether there is a gap between the main policy objectives 
and priorities stated in section 2, and the instruments in place. This is done by 
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comparing the set of objectives with the set of instruments at work. When individual 
evaluations of programmes or policy instruments are available, their results are used 
if they shed light on contribution of these instruments towards the policy objectives. 
 
Section 6 discusses the orientation of the policy mix, indicating priorities amongst 
various possible routes to increase R&D investments. Policy instruments are 
categorised under 6 different routes according to their relevance, and this 
categorisation is followed by a discussion on the range of instruments affecting each 
route, missing instruments, routes that are not addressed by instruments, possible 
redundancies or overlaps, etc. 
 
Section 7 provides another view on the policy mix, focusing on the relative 
importance of each types of instruments. The aim is to get a picture of the policy mix, 
the balance between (sets of) instruments, and the relative weight between them. 
 
From section 8 onwards, the review turns to the crucial question of policy 
governance. That section discusses the emergence of the policy mix through 
examination of the following question: how did the set of R&D policy instruments 
arrive ? What is the rationale behind them, what were the driving force behind their 
establishment, and how is this evolving recently. A crucial question relates to the 
existence of some consideration of possible interactions when establishing new or 
suppressing existing instruments. The section tries to establish whether the policy 
design process is incremental or radical, analytical or non-analytical. From this, that 
section discusses if the policy mix is a “construct” or an “ex post” reality. 
 
The next section, section 9, focuses on the governance of the system of R&D policy 
instruments take place. It examines the key question of interactions, i.e. whether there 
is a form of co-ordination between R&D policy and policy instruments from outside 
the R&D domain, and the existing mechanisms that favour or hinder such 
interactions. 
 
The final section, section 10, deals with the core question of the policy mix concept: it 
endeavours to discuss interactions between policy instruments to affect R&D 
expenditure. The section discusses possible positive, neutral and negative effects of 
R&D policy instruments; both within the R&D policy domain, but also with 
instruments from other policy domains. In most cases, this takes the form of 
hypotheses rather than hard evidence. 
 
 
Feedback welcome 
 
Feedback on this report is gladly received. Individual country reports will not be 
updated but discussion on policy mixes is welcome during the timeframe of the study 
(2006-2008). Please send your comments to: 
 
Claire Nauwelaers 
UNU-MERIT 
Coordinator of the “policy mix” project 
c.nauwelaers@merit.unimaas.nl 
   



 
 

070413_Policy-Mix_Country Review_Cyprus  

 

5 

1. National Innovation Systems Challenges 
The current status of the economy of Cyprus, and as a concequence also the status of 
its innovation system, is influenced strongly by the recent historical developments in 
the country.  
 
Cyprus gained its independence from the United Kingdom and established a 
constitutional republic in 1960. Shortly after the founding of the republic, serious 
differences arose between Turkish and Greek Cypriot communities about the 
implementation and interpretation of the adopted constitution, resulting in outbreak of 
intercommunal violence. Since 1964 UN peacekeepers have been deployed on the 
island, trying to maintain a certain level of peacefull coexistence between the rivalling 
groups. Unfortunately, they have not been able to prevent the still ongoing but luckily 
irregular outbursts of violence, resulting into a division of Cyprus in 1974 into an 
origional government controlled two-thirds of the island and the remaining one-third 
of the island, which is administered by Turkish Cypriots. 
 
History has prevented for a long time the formulation of a long-term economic policy 
aimed at sustainable growth. Not surprisingly, also R&D and innovation policy never 
played a leading role in the development of the country. This situation changed with 
the accession to the EU in 2004, and the process towards membership. Accesion has 
resulted in further stability, and initiated for example a change in the role of R&D and 
innovation. 
 
Cyprus has an open, free-market, services-based economy with some light 
manufacturing. The Cypriots are among the most prosperous people in the 
Mediterranean region. Internationally, Cyprus promotes its geographical location as a 
"bridge" between West and East, along with its educated English-speaking 
population, moderate local costs, good airline connections, and telecommunications. 
 
In the past 20 years, the economy has shifted from agriculture to light manufacturing 
and services. The service sector, including tourism, contributes 76.5% to the GDP. 
Industry and construction contribute 19.8% and employ 38.2% of labor. 
Manufactured goods account for approximately 58.0% of domestic exports. 
Agriculture and mining is responsible for 4.4% of GDP and 5.3% of the labor force. 
Potatoes and citrus are the principal export crops. 
 
Following a classical pattern, growth rates have gradually begun to decline as the 
Cypriot economy has matured over the years. The average rate of growth went from 
6.1% in the 1980s, to 4.4% in the 1990s to 3.4% from 2000 to 2005. In 2005, growth 
picked up to 3.8%, from 1.9% in 2003. Unemployment was fairly constant at 4% in 
2005, while inflation declined to 2.3% in 2004 from 4.1% the year before. As in 
recent years, the services sectors, and tourism in particular, provided the main 
impetus for growth. 
 
Trade is vital to the Cypriot economy; the island is not self-sufficient in food, and has 
few natural resources. The trade deficit increased in 2005, reaching around €3,5 
million. Cyprus must import fuels, most raw materials, heavy machinery, and 
transportation equipment. More than 55% of its trade is with the European Union, 
particularly with the United Kingdom. 
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Economic growth is projected to reach 3.5% in 2006, marginally lower than the 3.8% 
recorded in 2005. Inflation is still low at around 2.5%, while the fiscal deficit and 
public debt remain in check. The EU will decide in May 2007 whether Cyprus has 
met the EU convergence criteria and is thus eligible to adopt the Euro on January 1, 
2008. Currently, Cyprus is on track to meet this goal, having cut its budget deficit to 
well below 3% of GDP, although inflation remains a concern. 
 
Based on the description of the characteristics of the economy of Cyprus, one could 
safely argue that R&D and innovation never played an important for growth. The 
status of the innovation system and research capacity of its actors has never been 
outstanding in an international perspective. The government however has 
acknowledged the role R&D and innovation can play in the further development of 
Cyprus, and has placed research among its priorities. This is indicated by the rapid 
increase of R&D expenditure over the last few years. Indicatively, the R&D 
expenditure as a percentage of the GDP was 0.23 in 1998 and was increased to 0.40 
% by 2004. With the implementation of the planned policy measures of the 
Government, it is anticipated that the gross expenditure on R&D will increase to 0.5% 
of the GDP by 2006.  
 
The challenges of the NIS with respect to R&D development reflect the limited role 
the innovation system plays in the economy, and in an international perspective. They 
are linked to the following thematic issues: 
• The improvement of the general support framework for research activities  
• The upgrading of research infrastructures and the enhancement of potential of 

research entities, so that quality research can be promoted.  
• The encouragement of participation of private enterprises to research activities, 

through the development of links with the academia, as well as with public and 
other private research institutions.  

• The advancement of networking between researchers, institution and research 
teams from Cyprus, and counterparts from other countries with a view to 
enhancing further their respective research potential, thus utilising effectively the 
opportunities offered through the EU Research Programmes.  

• The increase of awareness of citizens on the importance and on the benefits of 
research to the entire spectrum of social and economic activities.  

 
 1998 1999 2000 2001 2002 2003 2004 2005 

Public R&D 
expenditures 
(% of GDP) 

0,18 0,18 0,18 0,19 0,21 0,24 0,26 0,28 

Business R&D 
expenditures 
(% of GDP) 

0,03 0,05 0,05 0,05 0,06 0,07 0,08 0,09 

Source: Trend Chart 2006 
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2. Objectives and priorities of R&D policy 
The EU membership has changed policy and its process of formulation for Cyprus. 
For R&D and innovation policy, the framework of EU policies and instruments is of 
extreme importance. It defines the objectives and targets, and provides sources for 
funding to achieve these objectives. 
 
Of particular impoirtance for Cyprus are the Lisbons strategy and the Barcelona 
objective, since they define the targets for economic policy, and the role of R&D and 
innovation. The framework programmes set the priorities for specific RTDI policy. 
 
The basis for strengthening the innovation system is defined in a new strategy 
document for the years of 2007-2013 (the process is ongoing), which addresses the 
EU policy objectives. The priority fields and activities of the new policy do not 
indicate a dramatic change from the past. The strategy includes challenges for the 
RTDI public arrangement, the competitiveness of entrepreneurship and economy as a 
whole, the public sector and the RTDI policy design.  
 
This strategy encompasses, perhaps for the first time, the country as a whole and aims 
in improving all its structures, in order to ensure sustaining future development. 
It touches upon all relevant issues and ensures future activities and procedures. 
 
The activities implemented during the next programming period are targeted towards 
the development of human resource, the enhancement of public sector RTDI 
arrangement, the growth of the firms´ innovation capacity and the policy design 
according to Cyprus’ development plans. Overall, the requirements for guaranteeing 
the more effective policy cycle from planning to implementation is more pronounced 
in the new forthcoming strategy document compared to the present strategic 
approach.  
 
The main research policy R&D priorities in Cyprus are listed below: 
• The improvement of the general support framework for research activities 
• The upgrading of research infrastructures and the enhancement of potential of 

research entities, so that quality research can be promoted. 
• The encouragement of participation of private enterprises to research activities, 

through the development of links with the academia, as well as with public and 
other private research institutions. 

• The advancement of networking between researchers, institution and research 
teams from Cyprus, and counterparts from other countries with a view to 
enhancing further their respective research potential, thus utilising effectively the 
opportunities offered through the EU Research Programmes. 

• The increase of awareness of citizens on the importance and on the benefits of 
research to the entire spectrum of social and economic activities. 

• The continuous upgrading of human capital engaged in research. 
• The enhancement of human capital engaged in research 
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3. Coherence between NIS challenges and R&D 
objectives and priorities 

It is rather premature to attempt an answer to compare challenges with objectives and 
riorities in Cyprus, as it is only during the last two years, and especially since Cyprus 
joined the EU, that a systematic attempt to match challenges with objectives and 
priorities has been addressed by the policy makers and policy actors. 
 
It is, presently, quite clear that there exists a gap between the challenges and the main 
objectives and priorities. 
We believe this is a time gap, resulting between the time the Government has set in 
motion the necessary instruments that are expected to improve the R&D intensity and 
the time these will bring about the expected results. 
 
The first main policy implementation gap relates to the low capacity to develop the 
technology programmes in key technology areas. Despite identification of key areas 
in the strategy, mechanisms for prioritising research funding for R&D institutions 
were not clearly identified (beyond the centres of excellence) and the responsibility 
for pushing forward analysis on the key technology fields was ambiguous. 
 
The second gap is seen to appear on over-estimation of the R&D performers in 
Cyprus. The strategy was clearly focusing on the development of the high-tech 
sectors in Cyprus but at the same time also prioritising their integration with the 
traditional industries. The measures existing today are too narrowly built up on a 
small group of higher technology firms and explicit sectoral actions are not foreseen. 
Innovation approach is relatively narrow which is also weakly associated with the 
organisational innovation. The latter aspect of innovation should be more 
systematically considered in the context of newly accessed countries.   
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4. Composition of the policy mix for R&D 
The key policy instruments are the ones mentioned above, that is the National Lisbon 
Strategy for Cyprus and the Strategic Development Plan. 
The main issues addressed through this document are to enhance the growth potential 
of the economy in order to raise the standards of living and achieve real convergence 
with the EU. 
They aim in: creating a dynamic and competitive macroeconomic environment, 
enhancing investment in physical and human capital, research and development, as 
well as improving the country's infrastructure. 
In terms of the public finances, they aim in safeguarding economic and fiscal 
sustainability. 
They also aim in furthering the diversification of the economy and strengthening 
entrepreneurial culture.   
Additionally they aim in boosting investment in R&D, enhancing physical and human 
capital as well as social cohesion. 
 

Table 1: Policy mix for R&D in Cyprus 

Policy categories Policy instruments: short description and target group 
R&D Domain  
R&D policy generic The Research Promotion Foundation (RPF), established in 1996, 

serves as the national institute for the promotion of scientific and 
technological research in Cyprus. In terms of policy implementation 
the RPF delivers government’s research policy through programmes 
and schemes that provide for financial support in specialised thematic 
areas. In 1998, RPF launched the first Research Programme, followed 
by four more annual programmes. In 2003, the Foundation launched 
the first multi-annual and multi-sectoral programme providing for 
financial support to the majority of its pre-existing initiatives and to a 
number of new areas of action. The RPF Framework Programme 
included three (3) activity areas, namely “Multi-thematic Research 
Development”, “Applied Research Development” and “Infrastructure 
Development and Research Support” with a total budget of EUR 20 
million. The programme was completed in 2005 concluded to about 
460 (350 research and 110 complementary) projects. Although within 
this year was expected a new Framework Programme, the RPF 
decided to re-launch the same thematic areas only for the year 2006, 
practically expanding the operational period of the Framework 
Programme 2003-2005. The reason underlying this decision was to 
use this year as a transition period as new developments at the EU 
(new state-aid legislation) and at the national level (new innovation 
governance structure in which RPF must adjust its operations) are 
expected to significantly affect the nature of the RPF’s future actions. 
The budget of the Framework Programme 2006 is significantly higher 
as the RPF has planned to allocate more than EUR 17 million within 
one year. 
 
Awareness Campaign for the Importance of Innovation and RTD 
is expected to raise awareness among the business community and the 
public in general on the importance of RTD. The measure will include 
the publishing of appropriate information material, the dissemination 
of information and the carrying out of activities that will reveal to the 
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entrepreneurs the benefits from investing on RTD.   
 
In order to strengthen the Laboratory Infrastructure in Cyprus the 
government provides grants to or new laboratories, to meet their 
immediate needs in equipment for product testing.  
 
The government also provides grants to cover expenses for testing 
abroad. This would be applicable in the cases where needs for testing, 
measurements and calibration cannot be met by laboratories and 
testing centres in Cyprus. 
 
 

R&D policy sectoral An important tool in Cyprus is the EUREKA programme. 
 

R&D / Innovation policy 
– Linkage  

Thematic Networks aim at the creation of cooperation networks 
between enterprises, research organisations and intermediate bodies. 
Every Thematic Network includes at least one research organisation, 
an intermediate body and a group or a federation of enterprises. The 
duration of the network will be three to five years. The measures 
targets to establish 10 thematic networks. 
 
Direct Line for "Immediate Problem Solving" aims at the 
development of a direct line of communication between enterprises 
and a team of experts specialising in a wide range of areas. Costs will 
be entirely covered by the public budget. 
 
The main aim of the Programme "Bilateral Cooperation" is the 
promotion of cooperation and networking between Cypriot research 
organisations and enterprises and respective organisations from other 
(EU) countryies on selected thematic priorities “that reflect the mutual 
interests”.  
 
The Follow-up Scheme aims at the enhancement of the 
competitiveness of Cypriot enterprises through technological 
development and exploitation of basic and industrial research project 
results.    A project within this Scheme should lead to specific results, 
namely the technological development of a new or the improvement of 
an existing product or service, and the effective   exploitation of the 
above by the Cypriot enterprise participating in the project. 
 
The main objective of Research for Enterprises Actions is to 
stimulate research interest in the Cyprus business world and to provide 
incentives for cooperation between enterprises and research centres. 
 
Worth mentioning here (although it could be positioned also in other 
cells of this table) are the Thematic Actions: Technology, 
Information Society, Sustainability, Society, Economy, Health 
which supports the research activities of local research institutes, and 
promotes scientific collaboration between local and foreign research 
institutes as well as between academia and industry. It also encourages 
the active participation of Cypriot enterprises and the efficient 
exploitation of research results. The Programme entails the creation of 
a coherent network of research organisations and enterprises, whereas 
participation to the network is limited to seven partners. 
 

R&D / Innovation policy 
– IPR 

EVRESITEHNIA - Safeguarding Intellectual Property Rights and 
Patent Registration aims at the provision of financial support to 
enterprises or individual researchers for patent registration. The 
measure targets to the registration of at least 10 patents within a five-
year period. 
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Patents Law N. 16(1)/98 is in force since April 1st, 1998. The main 
aim of the law as well its amendments in 1999 (Law 12(1)/1999), 
2000 (Law N. 153(1)/2000) and 2002 (Law 163(1)/2002) is to provide 
a coherent legal framework for the protection of intellectual property, 
consistent with the European Acquis.  
 

R&D specific financial 
and fiscal policy 

The main policy in this area is the reduction of corporation tax to 10%, 
one of the lowest in the EU. 
 

R&D specific education 
policy 

The University act has paved the way of new private Universities to be 
established, which are expected to contribute to the R&D’s 
enhancement (see below for further details). 
 

R&D specific 
employment policy 

DIDACTOR - PhD Degrees in Cooperation with Enterprises. The 
main objective of this measure is the qualitative upgrading of the 
human resources employed in the three main sectors of the economy, 
namely, manufacturing, tourism and services. Additionally, the 
measure aims at the upgrading of the executive staff of SMEs and the 
enhancement of the communication and cooperation between the 
education institutes and the business community. In this context, the 
measure supports the implementation of high quality research projects 
by PhD students in enterprises. The target is to support at least 4 
researchers per year.' 
 
 The Programme for the Support of Young Researchers (PENEK) 
aims at the active involvement of new researchers in the research 
procedure. It provides for their financial support in order to participate 
in research activities and get trained in scientific and technological 
fields of exceptional interest for the Cypriot economy. The programme 
supports also researchers' training on contemporary research 
methodologies and research projects administration. The programme 
has been expanded for the year 2006 under the RPF Framework 
Programme 2006. 
 

Finance Domain  
Financial and fiscal 
policy 

Networks of Business Angels will be set-up aiming at developing 
mechanisms for the financing of innovative activities. In this context it 
foresees the establishment of a network of business angels with the 
participation of at least five investors. The development of the network 
will be supported by 70% public and 30% private funding.  
 
Guarantees for Loans to Small and Medium Enterprises aims at 
encouraging the financing under short procedures and favourable 
terms for the increase of working capital, for investments in fixed 
capital, for any other need directly concerning their enterprises 
excluding the repayment of already existing loans, for the 
establishment of new manufacturing units. The loans will be granted 
via the commercial banks or other financial institutions. The measure 
was introduced in the framework of the New Industrial Policy in 1999. 
 

Macroeconomic policy The macroeconomic policy is in line to that of the rest of the EU 
countries. 
 

Human Capital 
Domain 

 

Education policy The public tertiary education system counts less than two decades of 
existence and consists of the University of Cyprus, established in 
1989, the Cyprus Open University, established in 2001 and the 



 
 

070413_Policy-Mix_Country Review_Cyprus  

 

12 

Technical University of Cyprus, established in 2003. In practice, only 
the University of Cyprus has operational educational and research 
activities. The University of Cyprus accepted the first students in 1992 
in the science departments and in 2004 in its Engineering School. The 
University is the most significant research organisation in terms of 
budget and personnel. Its research activity covers the areas of physics, 
chemistry, computer sciences and other academic-oriented research 
topics. Recently, it expanded its activities to the provision of post-
graduate studies and established the Centre of Scientific Research, 
Evaluation and Development (CSRED), with the aim to contribute to 
the upgrading of the higher education and human resources 
development system. 
 
In the country also operate a number of private tertiary education 
institutes such as the Intercollege, the Frederick Institute of 
Technology, the Cyprus College and the Phillips College. These four 
colleges have recently applied to the Ministry of Education and 
Culture for their recognition as private universities following the 
amendment of the national legislation that broadens the confines of the 
university education to include private universities.  
 

Employment policy A specific measure supports training abroad for innovation and 
technology transfer, aimed at encouraging the development of skills 
in areas where a lack of local expertise is observed and to facilitate the 
transfer of expertise on innovative management methods and new 
technologies from other countries. The measure covers up to 75% of 
expenses for training abroad of managers, supervisors and highly 
skilled employees in fields related to the introduction and utilisation of 
new technology and technical know-how as well as business 
management innovations. 
 
The Consultancy Services Scheme aims at improving the operation 
and effectiveness of the enterprises and their competitiveness in 
general, through the development of their human resources. The 
programme subsidises the cost of conducting studies by specialised 
consultants. 
 

Innovation Domain  
Innovation policy 
generic 

Research and Technology Mediation System aims at bridging the 
gap between the supply and demand of innovation through a 
mechanism of inter-mediation among research/academic institutions 
and SMEs. The target of the measure is to establish 8 mediation 
offices and 1 coordination centre within a five-year period.  
 
The objective of Innovation Networks is to strengthen the linkages 
between research organisations and enterprises. At least two 
enterprises and one research or academic institution are mandatory to 
cooperation for the establishment of an Innovation Network. The 
measure targets to the implementation of 25 projects by the 
corresponding innovation networks established for this purpose. 
 

Innovation policy 
sectoral 

The objective of Awareness-Training of SMEs for the Development 
and Exploitation of Innovation Opportunities is the systematic 
provision of information to SMEs operating in the sectors of tourism, 
services and manufacturing regarding the existing 
programmes/schemes that are of interest to them in order to increase 
the participation rates in innovation supportive projects in the country.   
 
Innovation Prizes for Tourist Enterprises aims at the promotion of 
business excellence and increasing awareness on the importance of 
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innovation in the tourism sector.  
 
The aim of Scheme for the subsidisation of studies and software 
development is to enhance the competitiveness of Cypriot enterprises 
through. The measure provides incentives in the form of state 
subsidies to SMEs to elaborate studies and business plans mainly in 
ICT.  
 
State Grants for Upgrading Technology aim at assisting the 
manufacturing sector by means of public grants to: (a) Incumbent 
manufacturing units in order to renew machinery or/and equipment in 
order to increase their productivity or/and improve the quality of their 
products or/and modernise their management, organisation and control 
system. (b) New SME manufacturing units in order to invest in new 
machinery or/and equipment. 
 
Worth mentioning are the Technology Parks, which are set up by the 
Ministry of Commerce, Industry and Tourism. 
 

Other policies - industry The aim of the Young Entrepreneurship programme is to develop, 
support and encourage the entrepreneurship of young people between 
the ages of 20 - 39, who wish to engage in the sectors of 
manufacturing and/or in specific activities in commerce, services and 
tourism.  
 
Support to female entrepreneurship aims at the development, 
support and promotion of entrepreneurship for women aged 18 to 55 
years who wish to establish in manufacturing, trade, services or 
tourism, by exploiting their knowledge, training and skills. It is 
delivered as a grant and the public contribution is up to 50% of the 
total budget, and according to the de minimis rule.  
 
The aim of the Energy Conservation and Promotion of Renewable 
Energy Sources (RES) Utilisation scheme is to provide financial 
incentives in the form of governmental grants for the materialisation of 
investments in the field of energy conservation and for the substitution 
of electrical energy and conventional fuels with renewable energy 
sources. 
 
The objective of the High Technology Business Incubators 
Programme is to support the creation of new High Technology and 
Innovation enterprises. The measure was introduced in the framework 
of the New Industrial Policy in 1999 but it was put into operation in 
2002. The implementation of the measure takes place in two stages. 
The first one is the establishment of the incubator, which then receives 
annual funding by the ministry according to the de minimis rule. The 
second is the provision of annual financial support to the newly 
established enterprises for two years again according to the de minimis 
rule and the State Aids Regulations. Since the April 2002, when the 
Minister of Commerce, Industry and Tourism signed the first contract 
agreement for the establishment of the first business incubator there 
have been established four business incubators, while each one of 
these is able to provide support to up to 15 new enterprises for two 
years. After the 2-years time elapses the new high tech companies 
must be able to get into the market and initiating their operations. 
 

Other policies - trade Trade policy is liberal especially towards EU partners. 
 

Other policies - defence Due to the continuing, since 1974, occupation of the north part of 
Cyprus by Turkish troops, Cyprus’ defence policy aims in protecting 
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its people from the threat posed by this country. 
 

Other policies – 
consumer protection 

Cyprus is adopting all relevant EU directives and incorporating them 
in its legal system as it gives high priority in this area. 
 

Other policies – health 
and safety 

- 

Other policies - 
environment 

Several relevant laws have been enacted; still further measures have to 
be taken. 
Cyprus is pursuing several Natura 2000 management plans, in selected 
areas, which have specific environmental interest, fauna and flora 
related. Currently there are five new areas under study. 
 

Other policies – regional 
development 

Though Cyprus is a small country one can distinguish among the 
seaside regional policy, the regional policy aiming in developing 
mountainous areas and urban areas.  
 

Other policies - 
competition 

This policy aims in assisting local enterprises in facing the increased 
globalized cometition by encouraging innovation and differentiation. 
 

Other policies – social 
security 

Social security policy is well developed, though during the last 5 years 
it is facing financial pressure due to the ageing of the population. 
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5. Coherence between main policy objectives and 
priorities, and policy instruments 

Within the context of the situation in Cyprus, it is very difficult tpo asses gaps 
between the main challenges, objectives and priorities and the instruments in place. 
The problem is that the instruments have only been implemented 2-3 years ago, and 
thus some time is still needed for them to bring about results. It is presently premature 
to attempt such an evaluation. As detailed above (under section 2) most of the 
National Reform Programmes’ launching dates are in 2007, therefore we will need to 
assess their impact at least in two years time. 
 
From the perspective of policy planning and implementation there is seen a threat to 
overemphasise the significance of the high-tech industry as a target group of policy 
instruments in Cyprus considering the specific geographical, economic and social 
features of the country. The question is most critically related to the policy-planning 
phase where one could not copy automatically the measures from the most developed 
economies. Foresight studies are to be supportive tools to decide on the present and 
future technology needs. Technology programmes from another side would give an 
opportunity for more effective co-operation between Government institutions in 
Cyprus.  
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6. Policy mix instruments and target groups 
 
The main groups targeted by the various policy instruments are on one hand the 
academic researchers employed at the public as well as at the private 
Universities/Colleges and on the other hand the private enterprises, especially the 
SMEs, which are the majority of enterprises in Cyprus. 
Through the involvement of these actors the overall research activities are enhanced 
and positively contributing towards the economic development of Cyprus. 
 
These actors have been carefully targeted, as on one hand the academic institutions 
are expected to be involved in basic research and on the other hand the SME’s are the 
main recipients/users of the results of the academic institutions. 
Thus scientific results find their way into entrepreneurial applications, as well as in 
public procedures’ applications, such as the companies’ and civil registration systems. 
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  Table II: Policy instruments and broad routes to increase R&D investments 
 
This table presents, against the policy instruments, the various routes used and the weight of them.  
 The overall picture is related to: 

• The improvement of the general support framework for research activities  

• The upgrading of research infrastructures and the enhancement of potential of research entities, so that quality research can be promoted.  

• The encouragement of participation of private enterprises to research activities, through the development of links with the academia, as 
well as with public and other private research institutions.  

• The advancement of networking between researchers, institution and research teams from Cyprus, and counterparts from other countries 
with a view to enhancing further their respective research potential, thus utilising effectively the opportunities offered through the EU 
Research Programmes.  

• The increase of awareness of citizens on the importance and on the benefits of research to the entire spectrum of social and economic 
activities.  

• The continuous upgrading of human capital engaged in research.  

• The enhancement of human capital engaged in research  
 
 
Policy categories • Policy instruments ROUTE 1: 

promote 
establishment of 
new indigenous 
R&D-performing 
firms 

ROUTE 2: 
stimulate greater 
R&D investment 
in R&D-
performing firms 

ROUTE 3: 
stimulate R&D 
investments in 
firms non-
performing R&D 

ROUTE 4: 
attract R&D-
performing firms 
from abroad 

ROUTE 5: 
increasing 
extramural R&D 
carried out in 
cooperation with 
public sector 

ROUTE 6: 
increase R&D in 
public sector 

R&D Domain        
R&D policy 
generic 

• RPF Framework XX XX X X X X 
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Programme. 
• Awerness Campain for 

the importamce of 
Innovation and R&D 

• Strengthening the 
Laboratory Infrastructure 

• Grants for Covering 
Expenses for Testing 
Abroad. 

R&D policy 
sectoral 

• EUREKA       

R&D / Innovation 
policy – Linkage  

• Thematic Networks 
• Direct Line for 

“Immediate Problem 
Solving” 

• Programme “Bilateral 
Cooperation” 

• Follow-up Scheme 
• Research for Enterprises 

Actions 
• Thematic Actions 

XX XX XX X X X 

R&D / Innovation 
policy – IPR 

• EVRESITEHNIA 
• Patent Laws 

      

R&D specific 
financial and fiscal 
policy 

• Corporate taxation X X X X X X 

R&D specific 
education policy 

 X X X X X X 

R&D specific 
employment policy 

• DIDACTOR 
• PENEK  

X X X X X X 

Finance Domain        
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Financial and 
fiscal policy 

• Network of Business 
Angels 

• Guarantees for Loans to 
Small and Medium 
Enterprises  

X X X X X X 

Macroeconomic 
policy 

• Expansionary X X X X X X 

Human Capital 
Domain 

       

Education policy • Universities 
• Encouraging private 

initiatives 

X X X X X X 

Employment 
policy 

• Training abroad for 
innovation and 
technology transfer 

• Consultancy Services 
Scheme 

      

Innovation 
Domain 

       

Innovation policy 
generic 

• Research and Technology 
Mediation System 

• Innovation Networks 

X X X X X X 

Innovation policy 
sectoral 

• Awareness Training for 
SMEs 

• Innovation Prizes 
• Scheme for subsidiation 

of studies and software 
development 

• State Grants for 
Upgrading Technology 

• Technology Parks 

X X X X X X 

Other policies - • Competence Centre X X X X X X 
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industry programme 
• Young Entrepreneurship 

Programme 
• Support to Female 

Entrepreneurship 
• RES 
• High Technology 

Business Incubators 
Programme 

Other policies - 
trade 

• Export planning 
programme 

•  

X X X X X X 

Other policies - 
defence 

       

Other policies – 
consumer 
protection 

       

Other policies – 
health and safety 

• International co-operation X X X X X X 

Other policies - 
environment 

       

Other policies – 
regional 
development 

       

Other policies - 
competition 

       

Other policies – 
social security 
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7. Balance within R&D policy mix 
Overall contribution to volume/increase of R&D expenditures (immediate measures): 
• R&D financing programme (applied research and product development) 
• Competence Centre programme (applied research and product development) 
• Centres of Excellence programme (fundamental research) 
• The research grants of the Cyprus Research Promotion Foundation (fundamental 

research) 
• Targeted financing of R&D organisations (fundamental research) 
 
Impact on specific aspects of the NIS or R&D performers: 
Improving governance of the NIS: 
• Evaluation of the RTDI governance or funding system and respective institutions 
• Feasibility studies of the programmes 
• Technical assistance in implementing the policy 
• Issue-specific policy analyses and studies  

 
Raising entrepreneurship and innovation awareness: 
• Innovation awareness programme 
• Innovation audit programme 
• Start-up programme 
• Mentor programme 
• Export planning programme 
• Business infrastructure development programme 
• Consulting programme 
• Training programme 
• Quality management development programme  
 
Knowledge and technology transfer: 
• R&D financing programme 
• Competence Centre programme 
• International co-operation (especially participation in EU programmes-Erasmus 

etc.) 
 

Creation and growth of innovative firms: 
• Technology parks and incubators 

 
Boosting applied research and product development: 
• R&D financing programme 
• Centres of Science Excellence 
• Targeted financing 
• International co-operation (via the EU 7th R&D Framework Programme). 
 
The most important instruments are grants offered to researchers through the 
programmes of the Research Promotion Foundation, through tax incentives offered to 
academic institutions established under a ‘non-profit’ status, through tax reductions 
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offered for acquiring research related equipment, through, also, grants offered for the 
participation in seminars and scientific conferences.   
 
Public attention/attention by policy makers  
• Presently, public attention is quite a moderate one in preparing the new strategy 

document “Lisbon Strategy for Cyprus” for 2007-2013 as well as the new strategy 
and operational documents for the EU intervention until 2013 but it is highly 
prioritised and discussed at policy level and with specific interest groups. 

• Among policy themes the establishment of Venture Capital Fund is widely 
discussed in media. The documents to be regulating the establishment and 
operation of the fund are still on the hands of the Government (not yet confirmed, 
to be discussed and complemented). The fund is expected to launch at the 
beginning of 2007.       

 
Volume of public funding involved 
The share of R&D of the total Government expenditures has been relatively stable, at 
around 0,35% since 2003. In absolute terms it accounts for 9,1 million Cyprus 
pounds, which is equal to 15,50 million EUR. Furthermore, the Government funded 
slightly over 38% of the overall R&D expenditures in Cyprus in 2003. Compared to 
the year 2002 the overall expenditure on R&D has increased by 23,1%, yet, as 
compared to other EU countries, the R&D activities are still low. (Source: Statistical 
Service, 2003). 
 
Table III: Assessment of ‘importance’ of R&D policy instruments 

Criteria Instruments Funding  
a b c d e 

Research Promotion Foundation Government - 
EU 

XXX XXX XXX XXX XXX 

Agricultural Research Institute Government X X XX X X 

Genetics & Neurology Institute Independent XX XX X X X 
       
 
This table indicates, against the policy instruments, the funding source and the 
strength of the criteria set. 
The research policy in Cyprus is drafted by the Planning Bureau, 
http://www.planning.gov.cy  and is implemented through the Research Promotion 
Foundation, http://www.research.org.cy  which is assigned with the task of designing 
research programmes and approving research projects that are qualified as 
appropriate. 
Within this system, both public research centres, such as the Agricultural Research 
Institute, http://www.ari.gov.cy  the Cyprus Institute of Neurology and Genetics, 
http://www.cing.ac.cy  or the University of Cyprus, http://www.ucy.ac.cy  as well as 
private research institutions, such as the research centres of the private Colleges, are 
benefited and able to materialize their objectives and targets.  
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8. Emergence of R&D policy mix 
History has prevented for a long time the formulation of a long-term economic policy 
aimed at sustainable growth. Not surprisingly, also R&D and innovation policy never 
played a leading role in the development of the country. This situation changed with 
the accession to the EU in 2004, and the process towards membership. Accesion has 
resulted in further stability, and initiated for example a change in the role of R&D and 
innovation. 
 
A more formalised process started with the establishment of the Research Promotion 
Foundation (RPF) http://www.research.org.cy which offered the opportunity to 
researchers of participating in a number of research programmes. 
Since its establishment, in 1996, the RPF has and is still playing a key role in 
promoting research.  
 
The main strategy document giving guidelines for R&D and innovation policy in 
Cyprus can be said to be the Strategic development plan, which is drafted by the 
planning Bureau and approved by the Government. Additionally the Lisbon Strategy 
for Cyprus is equally important and has set the framework in which Cyprus will 
move, in order to improve its R&D position in Europe.  
These instruments have arrived through the process of harmonizing Cyprus to the 
European practices and strategy. 
 
The design process is incremental rather than radical, though in fact given the state at 
which R&D spending still is in Cyprus, perhaps a more radical approach was 
required.  
 
The policy mix is mainly an ex-post reality that emerged through the need for Cyprus 
to harmonize its economy and research activities to those of the EU. Yet even so the 
right framework is now in place and offers positive prospects. 
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9. Governance of the policy mix 
Research and Technological Development of Cyprus has been included in the key 
priorities of the Government. However, R&D and innovation was until recently not 
seen as an area of explicit policy intervention in the form of a coherent strategy for 
the development of the innovative potential, but rather as a target of specific measures 
foreseen in separate policy action plans aiming to promote industrial development. 
The accession of the country to the EU and the design of the CSF in Cyprus led to the 
elaboration of the first integrated strategy for competitiveness in the context of which 
innovation policy is a key element.  
 
In practise, two Ministries are carrying the core role of Cyprus’ RTDI policy system – 
the Ministry of Finance and the Ministry of Commerce, Industry and Tourism. RTDI 
policy of the country is based on two main pillars: the promotion of research (basic 
and applied) and the technological development of the productive system. The 
Ministries, as well as the Government have assigned to the Research Promotion 
Foundation the task of allocating funds for research projects. The Planning Bureau 
and the Research Promotion Foundation are responsible for the design and 
implementation of the R&D policy (first pillar), while technological development 
(second pillar) is among the priorities of the Ministry of Commerce, Industry and 
Tourism.  
 
The quality of the governance of innovation and knowledge policies in Cyprus has 
been the main concern of the Ministry of Finance and especially the Planning Bureau, 
which closely cooperates with this Ministry in formulating the country’s strategic 
plans. These plans are reflected in the Strategic development plan, 2004-2006, which 
is currently running. Moreover the Lisbon strategy for Cyprus is describing all the 
steps to be taken in order that Cyprus contributes, by developing its own research 
environment, in the EU target of 3% of GDP on R&D spending.  
 
One of the main obstacles, which might impede the policy mix activities in Cyprus, 
starts from the lack of coordination between various significant public institutions 
linked to the R&D activities. In R&D and innovation policy-making and 
implementation only two ministries - the Ministry of Finance and the Ministry of 
Commerce, Industry and Tourism - have been mainly involved. There is lack of 
coordination found with other policy areas such as environment, agriculture, defence, 
etc. The Planning Bureau was supposed to act, as negotiator in RTDI strategic 
questions, but it has not yet performed this role sufficiently. Following the modern 
thinking of the innovation policy the co-operation with other Ministries and 
institutions has to be considered as compulsory issue to succeed in longer-term. 
Anther governance issue is associated with its internal development through system´ 
evaluations and studies, systematic appraisal of the institutions themselves, foresight 
exercises, technical assistance in implementing the policy which have to be under 
consideration of each relevant R&D and innovation policy institution in Cyprus.   
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10. Interactions between policy objectives and 
instruments 

 
The major part of the R&D and innovation measures are launched during the last 3-4 
years, that is since Cyprus’ accession in the EU, so the impact on the R&D 
expenditure is too early to assess. Nevertheless, some mid-term programme-specific 
evaluations (for the R&D financing programme) have been experienced or are 
presently ongoing. Only assessing the immediate results of the programmes the 
interaction effects could be argued to be positive and reciprocal, already after the 
application process of the Calls for programmes. For example the Research 
Promotion Foundation has only for 2006, increased its funding to 28 million Euro, 
which is almost equal to the budget allocated in the last three-year programme.  
 
The interaction between financial R&D policy instruments and non-financial R&D 
measures is still not quite obvious. All these are set in motion but their results are not 
as yet obvious. As earlier mentioned, while in other EU countries there has been a 
tradition in R&D, dating back to the 1950’s and sometimes even earlier, in Cyprus 
there has been a delay of about 40 years, therefore although the instruments and 
measures are now in place, several years will be needed until they bring about 
evidence of interaction among them. 
 
Additionally we can identify as positive instruments, the grants and tax credits. The 
non-financial R&D measures, such as IPR, reform of public research, incentives for 
co-operation and infrastructure provision, are positively interacting with the positive 
instruments, enhancing their impact. Other policy domains, macroeconomic, 
financial, sectoral, are also positively contributing, especially taking into 
consideration the Cyprus is now a strong candidate in joining the Euro zone and the 
EMU, implying that its economic indicators are in line to that of the most advanced 
EU countries. 
Other domains, are not so strong yet, they are rather spectators in this effort. 
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