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Executive Summary 

European challenges and the OMC approach 
It is clear that rapid progress in increasing EU R&D expenditure is needed if the EU as a whole 

wants to stay competitive. The 3% target set up in Barcelona should not be seen in isolation, but as a 

key component in achieving the overarching objective set in Lisbon, of becoming the most competitive 

and dynamic knowledge-based economy in the world. Never-the-less provided the diversity of business 

environments of Member States (MS), it is acknowledged that a ‘one-size fits all’ approach will not deliver 

the increase in R&D spending that the EU needs to see happen in order to compete effectively in the 

global market. The Open Method of Coordination (OMC) is seen as an useful tool in this respect. It offers 

the prospect of accelerated progress, through MS commitment to deliver rapid change - gained from mu-

tual learning obtained from identification of good practice and developing MS specific solutions. OMC is 

expected to play an important role in setting the framework for rapid and successful progress towards the 

3% EU target for 2010 (with the private sector contributing two thirds).  

The Commission Action Plan on ‘Investing in Research’ defined a wide range of Actions contributing 

towards meeting the 3% target. Twenty five of these were identified as Actions where the OMC was to be 

applied. In this light, CREST decided to create five Expert Groups (EGs) focussed on specific topics. 

This EG on “SMEs and Research” addressed the issues dealing with SMEs. In fact, if SMEs have an im-

portant role to play in reaching the 3%, available evidence also shows that the overall shape of European 

SMEs in R&D activities is especially troubling: while the share of SMEs contribution to total business 

R&D expenditure raised significantly in the US, the overall trend in Europe is just moderate. To fulfil its 

mandate, the EG focussed its work in discussing key issues, identifying good practices and illustrations, 

and making recommendations on three Actions mentioned in the Action Plan, which have the potential to 

deliver an immediate and sustainable strengthening of R&D activities by European SMEs: 

Action A – Strengthening the involvement of SMEs in R&D and innovation programmes of the Mem-
ber States (MS), e.g. by setting targets to SMEs participation or making them more SME friendly. 

Action B – Increase awareness of research intensive SMEs about appropriate use of risk capital no-
tably through actions at regional level. 

Action C – Make better use of risk capital and guarantee mechanisms to improve access to debt and 
equity financing for research and innovation activities in SMEs. 

In the course of the discussion it became obvious that the awareness of research intensive SMEs 
about appropriate use of risk capital (Action B) and the better use of risk capital and guarantee mecha-
nisms (Action C) are closely related. For this reason the EG agreed to merge both actions in Action B+C. 

Results 

The EG recognises and welcomes that governments had already started to redesign SME policies in 
the context of a coherent and integrated approach to economic growth and social development. Some 
countries have redesigned and streamlined their innovation policies to follow systemic approaches. In 
other countries R&D and innovation policy is to a large extent ‘anchored’ in the Community Support 
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framework: strengthening companies in-house capabilities is an important element. In the new Member 
Countries there appears to be a need for international contacts and co-operation, so that SMEs get 
aware of the latest international technology developments. 

However, the recent situation in European MS can be characterised by the general absence of spe-
cific policies which discriminate and exclusively address R&D activities in SMEs. The explanation of this 
finding is simple: SMEs are often an implicit target group of general R&D promotion policies. In this mat-
ter the EG discussed the subsequent question, if policy approaches of general SME ‘friendliness’ or 
specific ‘positive discrimination’ shall be favoured – and if these approaches can be illustrated by any 
good practice. The EG also addressed the relevance of using specific discriminating factors – such as hi-
, mid- and low-tech SMEs – but was not able to achieve an agreement on this regard. However, there 
was consensus that policy programmes have to enable SMEs to achieve a major improvement or even a 
breakthrough in their competitiveness e.g. by more suitable and SME focused promotion procedures, 
higher funding budgets or by a faster throughput of SMEs participating in public R&D programmes. 

A further issue discussed by the EG was co-operation. This was found to be essential to SMEs in 
terms of innovating, sharing risks and capital, exchanging knowledge, access to (international) markets 
etc. The EG emphasised the representative findings of several studies and MS’s experience that the in-
tegration of external know-how into SME’s process of innovation already poses major problems. Espe-
cially the collaboration of large companies – major important clients for most niche-player SMEs – and 
their middle-sized suppliers has to be stressed. . However, in this round, the EG was not able to go 
deeper in the analysis of the various types of co-operation involving SMEs, namely according to the size 
and characteristics of participants (inter-SME co-operation, SMEs and large firms, SMEs and pub-
lic/private Research and Technology Organisations, and Clustering). The EG agreed furthermore on an 
‘international’ enlargement with regard to the co-operation issue. Unfortunately, the detailed arrange-
ments of international co-operation, such as opening national R&D programmes to European partner 
countries, could not be tackled. Instead of this issue, the EG concentrated on EU programmes and their 
practicability and benefits to SMEs. 

Taking into account MS information and experiences, discussion as much as learning from good and 
bad practice examples, the EG agreed on a set of recommendation which should not be seen as isolated 
and “just” action oriented (see page on key findings). It was agreed to define innovation programmes in a 
more customer-oriented way, as seen from the perspective of SME’s and their specific challenges. The 
EG recommends easy access to programmes, simplify applications, avoid delays and to use 
evaluation methodology which helps governments to learn and to control for efficiency but not burden 
SMEs. it was also expressed a preference for open/flexible calls, and the need to clearly define the de-
cision making criteria and to change State Aids rules to allow awards up to the current maximum level 
of support available for any part of the R&D process, where there is a clear rationale for support from 
public funds. However, ‘radical’ changes in programmes which have proved to be successful and well 
regarded by SMEs should be avoided, unless the rationale for their launching no longer exists. The EG 
also agreed about the advantages of addressing programmes to different segments of firms and the 
need to take more fully in consideration inter-programme relationships. National and international co-
operation and networking are essential today. That leads to the recommendation that policies have to 
foster the integration of external know-how into SMEs own process of innovation. There still is great 
potential for further co-operation between research and SMEs as much as between large companies and 
SMEs. With regard to international collaborative research it is for instance recommended to give SMEs 
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‘preferential treatment’ and define project types tailored to significant SME involvement. 

Financial markets are key to the proper allocation of resources within the economy, ensuring that vi-
able enterprises can access the finance needed to achieve their full potential. However, financial institu-
tions such as banks or stockbrokers, generally were not inclined to take risks on SMEs with little or no 
collateral. This situation is a typical characterisation of the European financing system, which is mainly 
credit based and where banks are the main purveyors of funds for SME activity and investment. The EG 
agreed to clearly identify financial market failures which result in underinvestment in innovation. These 
results call for policy actions not distorting markets, not focussed on short-term cyclical issues. 
They should, however, be implemented carefully, regarding the current situation in MS as much as fur-
ther developments at E.U. level. It was discussed, but not precised, that Europe needs a clear commit-
ment indicating target groups and a change of investment culture moving from bank loans to venture 
capital backed by attractive stock market flotation. Member states should identify, having in mind the 
specific features of their capital markets, actions to improve the performance of seed/early stage fi-
nancing. It is recommended that loans should not be considered as a substitute for private capital but 
rather a complementary factor in any policy initiatives. Furthermore it is important that loan guarantee 
schemes should be targeted specifically at loans for R&D and innovation. MS should take into con-
sideration the possibility to offer a variety of loan guarantees programs for small businesses (using 
R&D results) unable to obtain traditional financing. Moreover, a combination of loan guarantees and 
equity guarantee schemes will increase the leverage effect concerning the extension financial base of 
SMEs. It was agreed that the purpose of strengthening investment in early stage capital market was bet-
ter achieved using an appropriate mix of European instruments, such as instruments similar to the 
European Investment Fund (EIF). In this context, co-operation with existing market players is impor-
tant, especially with the most dynamic ones. 

Key policy recommendations 

1. “Think small enterprise first” to enable easier access and to avoid over-burdening SMEs 

This does not mean focussing on SMEs only. It rather recognises and emphasises that the needs 
and requirements SMEs, which make the majority of entrepreneurial initiative in MS, should be fully 
taken into account when designing and implementing R&D and innovation support programmes, inter 
alia by involving SME representatives in programme design and evaluation. 

2. Find appropriate balance between stability and adaptation 

Programme stability has a very strong effort in enhancing SMEs involvement, increasing their confi-
dence and enabling demonstration and work-of-mouth effects, but simultaneously the need to address 
changing conditions and challenges has to be taken into account. 

3. Define targets to be more focused, efficient and to reach better results 

As SMEs are not an homogenous set, policies addressed to them should be segmental and targeted, 
namely according to in-house capabilities and technically skilled people, levels of R&D performance and 
engagement, size and type of business of SMEs. 

4. Improve co-operation, moderation and responsibility to achieve higher productivity 

Appropriate programmes to encourage the involvement of SMEs collaborative projects of different 
types – such as clustering, collaboration with other companies either small or large, and co-operation 
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with research and technology organisations are a key element in strengthening SMEs R&D activities and 
productivity. 

5. Improve SME involvement in international collaborative research 

Close to the necessity to link SMEs in (national) collaborative research projects of different types, 
particular measures should be taken to also ensure an appropriate participation of SMEs in international 
collaborative research. Current policy approaches still have possibilities and potential to stimulate and 
foster SME’s international collaborative research. 

6. “Address structural market failures” rather than short-term cyclical issues 

Policies towards VC should be addressed towards solving specific structural market failures identi-
fied, at either national or international levels, having in mind that the VC business is inherently interna-
tional, and should not be biased by short-term considerations. 

7. Foster the matching of fund needs and capital providers for early-stage investments 

Early state investments are a key area of concern, where non distorting measures should be taken, 
namely by injecting public funds to dynamise the market, by developing bridging mechanisms and by 
launching dedicated VC funds. 

8. Address minimum-size requirements and the business knowledge gap of  
young entrepreneurs 

To promote small initiatives which do not match VC minimum size requirements, small initiatives 
funds might be created at local level, while simultaneously launching programmes to address the lack of 
business knowledge of most young entrepreneurs. 

9. Define an appropriate positioning of public initiatives from the outset 

Public initiatives should be launched with a market-building philosophy, preferably in co-operation 
with existing dynamic market players. 

10. Implement targeted innovation loan guarantee schemes 

Having in mind the advantages of loan guarantee schemes to reduce SMEs risk in engaging in R&D 
projects, MS should take into consideration to offer a variety of loan guarantees programmes for small 
businesses (using R&D results) to enable to obtain traditional financing. 

11. Exploit the synergies between different types of instruments and programmes 

SMEs need a broad variety of support services with regard to financing: a combination of loan guar-
antees and equity guarantee schemes will increase the leverage effect in terms of extending the financial 
basis of SMEs. 

12. Launch initiatives towards making potential entrepreneurs more aware about  
the rationale for making use of risk capital mechanisms 

The development of VC market requires also co-operative initiatives, involving public and private or-
ganisations, focussed on the demand side to dynamise the demand for risk capital and to enhance the 
understanding of potential entrepreneurs about the working of VC markets. 
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1 Introduction 

1.1 Background 

The Lisbon Summit in 2000 introduced the OMC as an instrument for achieving convergence and 

transnational learning in policy making in the E.U. Following that, the Spring European Council in March 

2003 (after a proposal of the Competitiveness Council) asked for the application of the OMC to support 

the achievement of the Barcelona goal  (increase investment in research to 3% by 2010). 

Following the European Council mandate, the Commission Action Plan ‘Investing in Research:’1, 

identified a wide range of on going and new  actions that would contribute to the 3% Barcelona goal. 

Three core instruments of implementation of these actions can be distinguished: (a) legislative measures 

or regulatory action by the Commission, (b) the Open Method of Coordination (OMC) and (c) awareness 

and stimulation actions undertaken by the Commission. 

The Action Plan identified 25 Actions where the OMC was to be applied. In this context, CREST pro-

vided an operational interface to define and oversee the implementation of these actions. Five expert 

groups (EGs) were established to support CREST (see Annex 1). They counted with the active involve-

ment of policy makers/experts of MS and were supported by the European Commission (EC) who held 

the secretariat. The work of the groups was planned to be result-oriented, non-bureaucratic and non-

academic. All work flow was carried out within a flexible framework based on learning by doing and it 

was adapted in relation to the specificity of theme and on individual actions aimed at maximising the im-

pact on MS competitive environments. OMC groups worked in one year cycle (from October 2003 to 

June 2004). 

With regard to the expected deliverables, EGs were asked (i) to review main developments in MS, (ii) 

to identify good/novel/bad practices and obstacles to progress (and the conditions for success /failure), 

(iii) to identify where appropriate indicators that could be used for measuring progress, assessing impact 

and for setting  targets at E.U. and national levels, (iv) to contribute to the development of joint/concerted 

actions among several MS, (v) to contribute to the development of E.U. guidelines and (vi) to identify the 

need for other initiatives at Community or national level. For the SMEs and Research EG a co-ordination 

committee (CC) was set up composed by a chair, a rapporteur and supported by a contact from the EC. 

                                              
1 Commission Communication COM (2003) 226 final 
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1.2 Actions 

The Expert Group (EG) # 2 “SMEs and Research” dealt with three OMC-Actions which were dis-

cussed and reformulated in the EGs kick-off meeting, held in November 2003. The EG concentrated on 

the following scope of actions: 

Action A – Strengthening the involvement of SMEs in R&D and innovation programmes of the Mem-

ber States (MS), e.g. by setting targets to SMEs participation or making them more SME friendly. 

Action B – Increase awareness of research intensive SMEs about appropriate use of risk capital no-

tably through actions at regional level. 

Action C – Make better use of risk capital and guarantee mechanisms to improve access to debt and 

equity financing for research and innovation activities in SMEs. 

1.3 Working Method 

Throughout seven meetings, the working method of the OMC group “SMEs and Research” was ori-

ented by collecting and exchanging information, focussing on relevant issues, debating these issues, 

with a view to achieve a convergence of perspectives. In the kick-off meeting, a roadmap (objectives and 

timetable covering all actions) and a workplan was established to identify the particular deliverables for 

the first OMC cycle. 

Action A
„Strenghtening the involve-
ment of SMEs in R&D and
innovation programmes of
the MS by e.g. setting targets
to SME participation or
making them more SME
friendly.“

Action C
„Make better use of risk
capital and guarantee
mechanisms to improve
access to debt and equity
financing for research and
innovation activities in
SMEs.“

Action B
„Increase awareness of re-
search-intensive SMEs about
appropriate use of risk capital
notably through actions at 
regional level.“

Action Fields Key issues
Good/novel

practices
Illustrations RecommendationsMS Templates

Key Issue A #1

Key Issue A #2

Key Issue A #3

Key Issue A #4

Feature (a)
Feature (b)
Feature (c)
Feature (d)
Feature (e)
Feature (f)
Feature (g)

Filled 
templates 

and
contributions

by MS
 

Illustrations
and

contributions
 by MS

Key Issue B+C #1

Key Issue B+C #2

Key Issue B+C #3

Key Issue B+C #4

Feature (a)
Feature (b)
Feature (c)
Feature (d)
Feature (e)
Feature (f)
Feature (g)

Recommendation A 1

Recommendation A 2

Recommendation A 3

Recommendation A 4

Recommendation A 5

Recommendation B+C 1

Recommendation B+C 2

Recommendation B+C 3

Recommendation B+C 4

Recommendation B+C 5

Recommendation B+C 6

  

 

  
Figure 1: Working plan and methodology of OMC group “SME and research” 
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All findings and conclusions of the EG were prepared on the basis of the constructive co-operation of 

MS and the widespread recognition of the relevance of mutual learning. Experts have contributed both to 

the identification of the key issues to be addressed by the EG and to the review and discussion of na-

tional programmes and experiences in the actions which define the EG scope. An internet platform was 

installed to store all documents related to the work of the group: filled templates by MS, discussion pa-

pers produced by task forces, minutes of the meetings, etc. This web page has proven to be extremely 

useful to sort all work carried out by the group. 

The working plan started with Action A using an encapsulated approach that was, later on,  repeated 

for Action B and Action C (see Figure 1): 

– revisiting the scope of work by collecting national data from MS, using questionnaires (templates)  

– identifying key issues using information collected on templates prepared and agreed by the EG  

– identifying good/novel practices within key issues,  

– illustrating selected good/novel practices by MS’s examples, and  

– identifying, delineating and formulating recommendations. 

Most key issues were processed by a “task force” group (see figure 2). This consisted in two EG par-

ticipants committed to write and circulate basic ideas on the key issue in a short paper. These task force 

contributions and its implications were intensively discussed among MS via email and at the meetings. 

Finally, the task force members revised their papers and responding recommendations taking on board 

MS comments and views. Afterwards, the chair and the rapporteur, with the agreement of the group, put 

together all key issues, adjusted overlapping information, cross-checked the tentative findings and syn-

thesised the recommendations. 

Lead countries Action Key Issues 

PT, EL  Action A 
“Improving the general conditions and incentives for the involvement of SMEs 
in RTD programmes of member states” 

IT, IS Action A “Specific SME focused programmes” 

DE, DK Action A 
“Strengthening SME participation in cooperative R&D programmes with large 
firms and RTOs (Research and Technology Organisations)” 

ES, BE Action A “The International aspect of research“ 

UK, IS Action B+C “Addressing market failures in the provision of venture capital in MS” 

PT, DE Action B+C “Strengthening investment in seed capital stages” 

AT, RO Action B+C 
“Improve availability of specific loan guarantees for R&D investment – coun-
ter-guarantees for VC funds” 

Table 1: Task Forces of OMC group “SME and research” 
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1.4 Difficulties and Barriers 

The EG faced three main difficulties in the process of applying the OMC to the specific actions: 

 The first difficulty concerned the teething problems associated to the application of the OMC itself. 

Notwithstanding its significant potential for encouraging learning, convergence and co-ordination 

throughout the E.U., a learning-by-doing exercise was required, especially due to the very novelty of 

the exercise. A process of mutual adjustment and focussing was needed. In particular, in the begin-

ning it was unclear if (a) the EG was asked to formulate real recommendations and for whom, (b) or 

if quantitative or qualitative data should be tackled, and (c) if new or existing R&D indicators should 

be used. 

 A second problem was related to the definition of the scope. Although three actions were allocated to 

the EG, it was needed to clarify its scope in two dimensions. First, with regard to the other EGs in-

volved in this exercise; this led, for instance, to refrain from dealing with tax incentives to R&D or with 

industrial property rights. Second, with regard to the scope of the actions themselves; issues such as 

the exact definition of what a SME is, the focus on civilian (non-defence) R&D only or the relevance 

of procurement policies were raised. 

 The third difficulty was the very ambitious time-frame, leading to a tight roadmap and to a very sig-

nificant amount of ‘home work’ demanded from each member of the EG, especially to the members 

of the task forces. The time restriction was particularly stringent, insofar as an initial period was re-

quired for people to get acquainted and to consolidate a feeling of involvement with the EG. 

In spite of these difficulties, the collaboration and commitment of the members, accepting ‘extra-work’ 

and contributing towards the building up of common perspectives should be acknowledged and thanked. 

It was their commitment which made this OMC experience a worthwhile learning opportunity and, we do 

hope,  proves a useful contribution towards reaching the 3% goal. 
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2 Results 

The results of the EG are presented in two sections: section Action A and section Action B+C. The 

group decided to merge Action B and Action C into one section after a deeper analysis of their content. 

2.1 Action A 

Action A: „Strengthening the involvement of SMEs in R&D and innovation programmes of the 
Member States (MS), e.g. by setting targets to SMEs participation or making them more SME 
friendly.“ 

2.1.1 Patterns, Trends and Obstacles 

General patterns and trends 

The role of SMEs is crucial for strengthening Europe’s economic performance, particularly with re-

gard to R&D and innovation. SMEs provide the backbone for new products, services and for  expansion 

into new markets. In order to overcome the “European Paradox” of generating too much knowledge that 

never arrives into the market, special emphasis should be put in linking the activities of research groups 

to innovative SME. Technology based SMEs are characterised by considerable dynamism and entrepre-

neurial activity, which respond to economic opportunities as they emerge in the context of global compe-

tition. The ‘churn’ generated by start-up enterprises, guarantee the renewal of business and industry, 

challenges existing un-competitive companies and push large companies to be more innovative. 

In general, SMEs enjoy organisational advantages and direct customer relationships which allow 

them to be flexible in adjusting their activities to fast changing markets. However, the vast majority of in-

novative SMEs are small enterprises serving local markets in high risky businesses. Since technology 

markets are increasingly global, pervaded by new cross-sector technologies and requiring shorter prod-

uct and innovation cycles, SMEs innovative capabilities need to be strengthened to face these new com-

petitive requirements. 

The challenges facing governments are, on one hand, to provide a business environment that sup-

ports the competitiveness of this large heterogeneous business population and that promotes a vibrant 

entrepreneurial culture, fostering change in technology and business approaches and, on the other hand, 

to devise a focused policy helping high growth potential SMEs to turn global. Although most European 

governments already take care of innovative SMEs e.g. by relieving administrative burdens, designing 

research promotion/programmes or by extending research co-operations to strengthen innovative com-

petence - sustainable competitive success demands new approaches. This includes a more systemic 

view of the contribution of R&D and innovation, and towards SMEs learning and competitiveness, and 

new entrepreneurial initiatives. 



 

 16

Main challenges 

The weak economic growth in the past years has left its traces on innovative behaviour of SMEs and 

the confidence to set up new businesses. For this reason, one of the key challenges of future-oriented 

European policy is to eliminate impediments to the growth of innovative companies, to ensure growth-

friendly overall conditions, and to support a new generation of high-tech entrepreneurs in their decision to 

set up their own business. Moreover, this policy has to be aware of the advantages of national and cross-

country inter-organisational co-operation in supporting pre-competitive/revenue, but high-risk R&D activi-

ties by sharing both financial risks and technological knowledge. Appropriate competition policies, open 

capital markets, flexible labour markets, a competitive taxation regime, an educational system which 

promotes entrepreneurship and a culture supportive of entrepreneurial behaviour comprise the main 

framework conditions that will underpin a vibrant SME sector. However, SMEs innovativeness can also 

be stimulated by recognising the specific business behaviour and problems of these firms and under-

standing their expectations and challenges including their advantage of being very close to their custom-

ers. In similar manner European innovation policies have to become more customer oriented with regard 

to SMEs in R&D innovation programmes. 

Recent and planned policy developments 

Recently governments started to redesign SME policies in the context of a coherent and integrated 

approach to economic growth and social development. It also provides the commitment that more has to 

be done to improve the efficiency of policies and programmes directed at fostering entrepreneurship and 

assisting the development and competitiveness of smaller firms at local, national and international levels. 

This commitment was picked up by MS in different new or modified approaches to stimulate R&D and 

innovation. 

Some countries have redesigned and streamlined their innovation policies to follow systemic ap-

proaches. Norway for instance emphasises that policy instruments should encourage networking and 

distribution of knowledge, competence and personnel in the innovation system, including SMEs. Further 

approaches such as regional and thematic competitions have been implemented by Germany to stimu-

late innovative players, especially SMEs, to take part in creative research networks. The Netherlands, 

Norway and Sweden for instance adjusted their programmes and initiatives in a way in which policy in-

struments will be more closely linked to each other and also in line with the needs of SMEs, which are 

considered as an integral part of innovation policy. In recognition of the importance of the SME contribu-

tion to the overall economy, the United Kingdom has set up the Small Business Service to act as national 

champion on all SME issues and has empowered Regional Development Agencies to bring flexibility and 

innovation at regional level. As a result a number of SME specific products have been developed at both 

national and regional level. 

In other countries, such as Greece and Portugal, R&D and innovation policy is to a large extent ‘an-

chored’ in the Community Support framework: strengthening companies in-house capabilities is an im-

portant element. Spain and Belgium follow regionalised approaches. In Belgium, R&D and innovation 
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policy towards SMEs is an authority of the regions, so each of the regions can develop its own policy. 

The Flemish region has a long standing tradition in offering SMEs privileged access to R&D funding and 

recent policy developments have led to a more global approach towards SME competitiveness, including 

policy measures relating to the stimulation of entrepreneurship and the provision of risk capital. In Spain, 

R&D is a national responsibility while innovation is regional. 

In the new Member Countries there appears to be a need for international contacts and co-operation, 

so that SMEs get aware of the latest international technology developments (e.g. Czech Republic), Re-

gional innovation strategies are also developed and technology support organisations – such as technol-

ogy transfer centres, technology parks and technology incubators – are launched (e.g. Poland). In gen-

eral there is a concern with the transfer of R&D results to industry, the development of human resources 

and R&D activities in firms and the creation of a framework more conductive to innovation (e.g. Roma-

nia). 

Israel provides an alternative approach. R&D and innovation strategy is driven by two main objec-

tives: to promote technology based initiative, and support those initiatives which lack a well established 

organisation to grow up within a suitable time frame. Focus is put on marketing feasibility, having into ac-

count that the products from R&D activities need to be marketed internationally.  

Obstacles 

The recent situation in European MS can be characterised, by the general absence of specific poli-

cies which discriminate and exclusively address R&D activities in SMEs. The reason is that SMEs repre-

sent between 96% and 99% of the total number of enterprises in E.U. economies. Micro-enterprises (0 to 

9 employees) account for between 70% and 90% while small firms (0 to 49 employees) constitute at 

least 95% of the total. Most programmes, measures and initiative in MS’s R&D and innovation policies 

already address SMEs as part of the national business enterprise sector. In other words in most MS: 

there is no specific strategy for SMEs, because these are often an implicit target group of R&D promotion 

policies. 

In mentioning weaknesses just a few MS implemented sound monitoring and evaluation systems 

which do not burden SMEs with additional paper work at the same time.  

Further weak areas mentioned by the majority of MS include: 

– the underdeveloped awareness within (traditional) SMEs as to the importance of innovation, 

– a lack of exploitation of fundamental research,  

– the complexity of an implementation and running efficient policy mixes (balanced combination of tax 

credits, procurement, direct grants...), 

– underdeveloped professional SME consulting (in identifying research and innovation needs),  

– insufficient SME research co-operation, esp. collaboration with both other SMEs and large firms and 

RTOs, 
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– difficulties regarding IPOs, management and licensing,  

– insufficient dynamism of risk capital markets which support high-techs companies and 

– complex administrative procedures in getting e.g. a public grant, contract, tax relief (cf. Annex 1) 

Generally speaking, the main issues of European policies with regard to SMEs and research are: the 

promotion of (a) absorptive capacities; (b) technology transfer between Universities and Research Cen-

tres and Industry (including co-operation/clustering); and (c) entrepreneurship. 

2.1.2 Key Issues and Good Practice 

The identification of key issues was driven by relevance to most MS with respect to template data and 

meeting discussions, by the tasks of the parallel 3% OMC working groups to avoid overlapping, and by 

the particular focus of the action concerned. The EG agreed to work on four key issues: 

Key Issue #1: “Improving the general conditions and incentives for the involvement of SMEs in 
R&D and innovation programmes of Member States” 

Experience shows that the specific characteristics of SMEs constrain their involvement in R&D and 

innovation programmes. In many cases, they lack the in-house capabilities needed to have access to, 

and to profit from, such programmes at either national or regional levels. Furthermore, they often per-

ceive application procedures as excessively burdensome and time-consuming, thereby refraining from 

involvement. For sure, the situation is distinct according to different types of SMEs such as in different 

life cycles. 

However, there is an ‘extended middle’ of SMEs that might become involved and they should have 

the appropriate conditions and inducements to participate. Although this ‘extended middle’ is not uniform, 

and includes SMEs with different in-house capabilities, it provides, together with NTBFs, the basis upon 

which the strengthening of the contribution of SMEs towards the 3% Barcelona objective could be 

achieved. It might be an important focus for policies aimed at promoting the involvement of SMEs in R&D 

programmes of Member States (MS). The review of the most important programmes of R&D and innova-

tion in the MS shows that two main approaches were followed – at national and/or regional levels – with 

a view to strengthening SME involvement in such programmes: 

Positive discrimination concerns the definition, in the programmes, of specific features providing par-

ticular conditions for SMEs to improve their ability to undertake R&D and innovation activities and to par-

ticipate in national R&D funding programmes; at the limit, it may correspond to the design of programmes 

addressed to SMEs only. This approach may also help to increase, or at least maintain, the participation 

of SMEs in R&D projects whose scale is getting larger (Technology Platforms, R&D clusters...). 

SME ‘friendliness’ approaches do not include ‘positive discrimination’, as most enterprises are SMEs, 

but take the stimulation of R&D in SMEs in consideration in the design of R&D and innovation policies. 

This type of approaches takes a different perspective from SME ‘positive discrimination’. While this is 
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based on specific actions or rules providing for a special treatment for SMEs, ‘friendliness’ aims at defin-

ing a non-discriminatory playing field where all firms are treated on equal footing. Inbuilt in policy design 

and implementation there is, however, a concern with the facilitation of SME involvement. 

Key Issue #2: “Specific SME-focussed programmes” 

Besides general R&D and innovation programmes, where SMEs may benefit from improved condi-

tions, there are programmes with a more specific focus on SMEs. Different approaches have been fol-

lowed in this regard. Programmes may 

– be exclusively addressed to SMEs, irrespectively of their technological capabilities or size;  

– focus on specific types of SMEs (hi-tech, where the main priorities concern the access to risk capital 

funds; mid-tech, with a will to innovative but without internal capability to carry out significant re-

search activities; and low-tech, active mainly in traditional sectors, where policies have mostly con-

cerned the provision of services, including the forging of closer links with research and technology 

organisations); or  

– allocate a specific budget solely for SME initiated R&D projects.  

The EG extensively discussed various topics in this context – from the advantages of adopting a 

technology based approach to segment SME-oriented policies, going through the role of incubators to 

the merits of allocating a compulsory share of budget to SMEs. It was not, however, possible to achieve 

a final agreement. Furthermore there was an emerging consensus that compulsory budget allocations for 

SMEs may not be the most effective way of addressing SME specific R&D requirements. 

The collection of information from MS has shown that there are relatively few general, wide-ranging 

programmes exclusively concerned with the promotion of R&D in SMEs, irrespectively of their size or 

technological capabilities. On the other hand, several examples of programmes addressed to the crea-

tion, nurturing and growth of high-tech or high-growth SMEs were found, in most cases related to the use 

of venture capital mechanisms. Still in other cases there are programmes specifically dealing with the 

strengthening of technological capabilities of mid-tech firms, to enable them to achieve major improve-

ments or even breakthroughs that may lead them to global market competitiveness. 

In general there was an agreement that SMEs may need particular forms of support to achieve “criti-

cal masses” in terms of skilled resources and research capabilities to be able to participate and benefit 

from R&D and innovation programmes. 

Key Issue #3: “Strengthening SME participation in co-operative R&D programmes with large 
firms and RTOs (Research and Technology Organisations)” 

In particular, SMEs face many challenges for financing innovation, acquiring and adopting new tech-

nologies and business models, and protecting intellectual property. Collaborative efforts such as partner-

ships, alliances, networks and clusters can make a major contribution to innovation performance and al-
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low SMEs to combine their inherent flexibility with the advantages of scale and scope. EG consider it a 

market failure that companies do not exploit the possibilities in co-operating. 

Governments continuously operate a number of programmes and schemes, involving a wide range 

of support instruments to encourage R&D undertakings by SMEs. The basic policy rationale for stimulat-

ing co-operative R&D lies in issues related to lack of competitiveness due to market failure. 

Experience shows that ‘ordinary’ SMEs are very ‘shy’ in their involvement in national R&D pro-

grammes concerned with the promotion of co-operation between companies and RTOs (Public/Private 

Research and Technology Organisations). Barriers to co-operative behaviour can be high transaction 

costs, lack of confidence to partners, fear of loosing employees/ideas to competitors, lack of information, 

limited local/regional involvement and public procurement policies. Three major types of co-operation has 

been identified a most relevant in the present context2: 

SMEs and large firms: Co-operations between large firms and SMEs can strengthen the competitive-

ness of supply chains. Large firms play an important role in technology demonstration and diffusion to-

wards SMEs, and they can take over new tasks traditionally done by the large company. Co-operation 

with large firms is also relevant for NTBFs, insofar as it provides them with working relationships with po-

tential clients and may leverage internationalisation and global reach. 

SMEs and RTOs: The co-operation of SMEs and RTOs can strengthen human resources, build in 

new knowledge and perform training in SMEs, and thereby help these firms what they need in order to 

adopt technology and new business models. RTOs do have special infrastructure, professionals and 

technologies which a single SME can not acquire in an economically justifiable manner. Moreover the co-

operation of SMEs and (local) RTOs can be seen as most effective means to promote regional develop-

ment and yield greater coherence among policies. This is especially relevant for SME in traditional sec-

tors due to big impact on employment; RTOs could play a significant role in order to help them to move 

towards high added value products of these sectors.  

SMEs and clustering/networks: Co-operating in complex clusters or networks is a powerful but de-

manding tool to perform product and process innovations, accelerated “time-to-market”, leveraged com-

petencies, and increased cost-efficiency. Co-operation benefits appear in the form of reduced duplication 

of research costs, reduced cycle times, increased in-house R&D productivity and the ability to internalise 

the skills and competencies of others. What impacts these benefits is depends on the intensity and mul-

tiplexity of inter-organisational co-operation – or networking – among firms along the value chain, among 

firms and research institutions of different kinds, and among firms, research institutes and further players 

in an innovation system such as policy agencies or public/private associations. For SMEs to take part 

there must be a for the company good ratio between benefit and cost. 

                                              
2 The co-operation of SMEs with other SMEs (SMEs and SMEs) was discussed in Key Issue #2. 
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Key Issue #4: “The international aspect of research” 

Just as other companies, SMEs are increasingly faced with the continuing globalisation of the market 

and the international level at which trade and the competitive environment associated with it are being 

developed. This is certainly the case for SMEs based in the European Union, as it was one of the main 

aims of the constituting treaties of the Union to develop a single European market with a free movement 

of persons, goods and capital. 

The possibility to do business in the single European market does not only offer SMEs increased op-

portunities for extending their customer base, increasing their revenue and attaining a higher level of 

profitability, it also creates new possibilities if SMEs are able to increase their level of innovation through 

networking and co-operation with foreign partners. It is now widely accepted that many of Europe’s 

SMEs possess large innovation potential, a potential which could, if suitably exploited, lead to a drastic 

overall increase in industrial competitiveness and higher economic growth. 

It is for SMEs not always possible or even desirable to have all the necessary knowledge in house 

and therefore the ability to share knowledge and technical risks offers a practical way of overcoming this 

particular barrier to growth and productivity.  Working in consortia with other entities and research groups 

could in many cases be one of the more effective ways to achieve this. It is in this type of situation that 

participation in internationally based funding programmes would prove beneficial. As such, there certainly 

is something to be said for allowing and stimulating SMEs to participate in R&D activities carried out on a 

transnational level. It is an issue which has also been put high on the ‘political’ agenda (see e.g. the 15 % 

rule of FP6’s thematic priorities). 

The question remains, however, how SME participation in transnational research projects can be 

stimulated in the best way. In attempting to draw up suggested options for the future, there are a number 

of existing funding schemes to be considered. In this context the EG has focussed on: 

E.U. Framework Programmes: Framework programmes have many excellent features; among oth-

ers, they are designed and built in large consensus, they are managed in a independent and impartially 

way, international evaluation is a must, and their activities, mainly RTD projects, are always in consortia 

linking research groups, users, enterprises and countries, paving the way to a real European Research 

and Innovation Area. 

EUREKA: The EUREKA organisation supports the competitiveness of European companies by 

stimulating international collaboration between research partners, by creating links and networking be-

tween national and regional funding schemes. Its main aim is to bring high quality R&D efforts to the 

market and to use the multiplying effects of co-operation. The same applies for IBEROEKA with Latin 

America countries plus Portugal and Spain. 

Future practice (ERA-NET): ERA-NET is essentially part of the E.U’s 6th Framework Programme, but 

it deserves specific attention as it might be one of the ways forward. ERA-NET aims at the co-ordination 

of national and regional science and innovation policies, specifically targeting at e.g. the streamlining of 

procedures, the development of joint work programmes, the launching of joint calls. Though the ERA-
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NET is at the moment still at the infant stage, the co-operation procedure mentioned above can be seen 

as a preliminary attempt at co-ordination. 

Good practices and illustrations 

From the key issue analysis, the MS experiences and the exchanges of views held in the EG, some 

general “good/novel/bad-practice” topics emerged as relevant for ensuring an increased involvement of 

SMEs in R&D and innovation programmes. Such topics can be classified under (a) procedural aspects, 

(b) conceptual aspects of programmes, (c) information/awareness about programmes and (d) measure-

ment of SME involvement. Figure 2 presents a matrix of good/novel practices mentioned by MS in all key 

issues. 

Good/novel practices 
Key  

Issue 
1 

Key  
Issue 

2 

Key  
Issue 

3 

Key  
Issue 

4 
Conceptual aspects of programmes     

1 Financing (improved private sector leverage  
and funding conditions for SMEs) √  √  

2 Market-oriented Perspective √ √ √  
3 Capabilities/Skills (absorption of knowledge by SMEs) √ √ √  
4 Segmentation/Targeting √ √ √ √ 
5 Involvement of SMEs in programme design and evaluation √ √ √ √ 
6 Inter-programme relationships and partnerships √ √ √ √ 
7 Pilot initiatives √  √ √ 
Procedural aspects     
8 Programme stability with adaptation philosophy √ √ √ √ 
9 Open/Flexible calls √ √   
10 Simplifying procedures and fast decision √ √ √ √ 
11 Competitive procedures in programmes and fast decision   √ √ 
12 Expansion and further access of/in programmes   √ √ 
Information/Awareness about programmes     
13 Proximity √ √   
14 Communication (information and brokerage support) √ √ √ √ 
Measurement of SME involvement in programmes     
15 Measurement of SME involvement √  √ √ 

√ = relevant impact 

Figure 2: Matrix of most relevant good/novel practice in key issues 
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Conceptual aspects 
Another set of good practices for encouraging R&D by SMEs concerns programme design, not just in 

terms of taking due account of SMEs needs and requirements, but also of the relationships established 

among the various support programmes. Relevant good practices identified in this regard include the fol-

lowing3:  

– financing (improved funding conditions for SMEs) 

– market-oriented perspective 

– capabilities/skills (absorption of knowledge by SMEs) 

– segmentation/targeting 

– involvement of SMEs in programme design and evaluation 

– inter-programme relationships 

– pilot initiatives. 

Again, several programmes may be envisaged as providing illustrations of several good practices 

simultaneously. A good example of this is the Grant for Investigating Innovative Ideas (Grant for III) in the 

United Kingdom. It is concerned with improving SMEs long term ability to innovate, being specifically ad-

dressed to SMEs, and providing funding for carrying out projects to further investigate innovative ideas. 

Another example corresponds to the group of German programmes aimed at providing diversified sup-

port for SMEs – the technology-oriented visiting and information programmes, the innovation manage-

ment programme, the advisory and information system in trade (BIS) and the INSTI network, on stimulat-

ing innovation. This example also shows how relevant is the consideration of inter-programme relation-

ships, to foster synergies between different programmes. Other cases of programmes incorporating sev-

eral good practices are the Portuguese NITEC, aimed at the creation of in-house R&D teams in compa-

nies (including improved funding for SMEs, promotion of technology absorption and relation to other pro-

grammes), the research and technology development consortia in Greece (also providing special funding 

for SMEs and promoting technology absorption), the IMPULS programme on the research on new tech-

nologies and products in the Czech Republic (concerning segmentation and inter-programme relation-

ships, for instance) and the above mentioned ‘Industrial Research Promotion Fund (FFF)’ in Austria. This 

provides an excellent example of segmentation within a single programme: it includes specific sub-

programmes addressed to start-ups, to feasibility studies, to the development of research-industry co-

operation, and to the promotion of international co-operation. 

The adoption of market-oriented perspectives was identified as key in the design and implementation 

of R&D policies in Israel. For instance, in MAGNET, a programme aimed at enhancing the development 

of the long term competitive edge of industry through the clustering of companies and research institutes, 

projects should focus on areas with a high potential growth and be driven by future needs in international 

markets. 

                                              
3 A description to the scope of the good practices identified as well as of the illustrations provided by MS is presented in Annex 2. 
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An interesting illustration of the involvement of SMEs in programme design and implementation are 

the customised R&D programmes in Norway. This is a class of publicly co-financed R&D programmes 

where companies, mainly SMEs, have decisive influence on the direction, control, leadership and imple-

mentation of the programmes. Such an autonomy in programme management is combined with require-

ments for close co-operation with universities and research institutes. 

Procedural aspects 
While the “conceptual aspects” are chiefly directed to general conditions related to Risk Capital and 

the involvement of SMEs, the following procedural aspects are driven by concrete experiences the EG 

identified e.g. by evaluation studies or practical experience. As indicated in Figure 2, this group includes 

five types of good practices4: 

– programme stability with adaptation philosophy 

– open/flexible calls 

– simplifying procedures and fast decision 

– competitive procedures in programmes 

– expansion and further access in/of programmes. 

Taking a look at the R&D programmes carried out by MS, an interesting finding is the incorporation of 

‘bundles’ of good practice in a single programme. For instance, the Austrian ‘Industrial Research Promo-

tion Fund (FFF)’, the Spanish APC for financing the preparation of good proposal in FP6 by enterprises 

specially new or without previous international experience, the Greek PAVE_NE, addressed to the de-

velopment of industrial research by young enterprises, and the Grant for Research and Development in 

England (as well as its sister programmes SMART and SPUR in Wales and Scotland, and SMART in 

Northern Ireland) combine three types of good practices: programme stability with adaptation philosophy, 

open/flexible calls, and simplifying procedures and fast decision. These programmes have been subject 

to very positive evaluations, and have contributed towards fostering the involvement of SMEs in research 

activities both alone and in the context of co-operative projects. The German ‘Direct R&D project funding’ 

(PROINNO – 2) includes also three features of good practices, namely stability with adaptation philoso-

phy, simplifying procedures, and expansion to enlarge access to the programme. More specifically, eligi-

bility requirements for SME were recently adapted in order to make smaller projects more attractive and 

give firms easier access. It provides a good example on how the idea of programme stability with an ad-

aptation perspective works. 

Simplifying procedures and fast decision is an area of concern for most countries. The use of sys-

tems for electronic application and management is expanding, including in the new Member States (v.g. 

the Czech Republic). This makes applications easier, while enables SME to keep track of the evaluation 

process. Besides the illustrations provided above, actions in this regard were also pursued, for instance, 

in France, through the reorganisation of the support for innovation in SMEs provided by ANVAR (the 

                                              
4 A description to the scope of the good practices identified as well as of the illustrations provided by MS is presented in Annex 2. 
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French Innovation Agency) and in Belgium, where the reduction of the administrative burden and rapid 

proposal throughput are key features of the programmes for SME direct support of the Flemish Institute 

for Encouragement of Innovation through science and technology. 

The use of competitive procedures in project selection has been successfully used to attract more 

applications and to create a climate more conducive to the formation of consortia involving SMEs and/or 

for encouraging transfer of technology towards SMEs. For instance, InnoRegio, the programme for the 

development of innovative networks in Eastern Germany, is based on a contest at the level of project 

ideas and competition for their best implementation will continue to be an important instrument for provid-

ing direct support. A competitive approach is also followed in PROTEC 2002+, a programme for the 

promotion of technology transfer launched in Austria. 

Information/Awareness 
The discussions held within the EG led to the conclusion that being close to SMEs and providing 

them appropriate information and support in preparing applications were important ingredients for curb-

ing the traditional ‘shyness’ of SMEs in engaging into R&D support programmes. More specifically, two 

kinds of best practices were identified in this regard5:  

– proximity 

– communication (information and brokerage support) 

From the diversity of approaches found, four seem to be particularly interesting. To achieve prox-

imity, the innovation aid network for SMEs in France, innovation network for entrepreneurs in the Nether-

lands or pymERA in SPAIN, co-ordinated by ANVAR, Syntens and CDTI respectively, both liased with 

local authorities, associations, national research networks, and chambers of commerce.  The ‘Voucher 

System of Consultants’, implemented in Slovenia, provides specific support and tailored advice to SMEs 

on how to engage in R&D projects. Communication concerns are also central in the Norwegian ARENA 

programme. ARENA addresses companies with a growth potential, and promotes co-operative linkages 

with other companies, knowledge providers and public actors in a region. The programme emphasises 

the transfer of experiences across regions. The ‘Gateway’ or ‘One-Stop Shop’ approach adopted by UK 

and others has also improved information flow to SMEs and the resulting increase in their awareness. 

Measurement of SME involvement 
If there is a firm commitment towards promoting the participation of SMEs in national and European 

R&D programmes, then a good practice is to define and monitor appropriate indicators of such participa-

tion. Although the Group was not able to go deeper in the discussion of those indicators, some national 

examples of good practices in this regard were identified. An interesting case is the ‘Industrial and Re-

search Promotion Fund (FFF)’ in Austria, which systematically measures the share of SME applicants, 

the number of SMEs created and the leverage effect of public support. Within the UK their Small Busi-

ness Service has developed research and evaluation programmes to measure SME involvement. In Is-

                                              
5 A description to the scope of the good practices identified as well as of the illustrations provided by MS is presented in Annex 2. 
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rael the measurement of SME involvement and contribution is done through the “Royalties fund” in the 

OCS. 

2.1.3 Recommendations 

Having in mind the analysis on procedural aspects, conceptual aspects, information/awareness and 

the measurement of SME involvement in programmes with regard to the identification of good practices, 

the EG examined the possibilities of making recommendations regarding the improvement of the general 

conditions and incentives for the involvement of SMEs in R&D and innovation programmes: 

REC # 1 “Think small enterprise first” to enable easier access and to avoid over-burdening 
SMEs 

“Thinking small first” assumes that regulation which is right for SMEs can be handled by all firms, but 

the reverse is not true. This does not mean putting the focus on SMEs only, ignoring the relevant contri-

bution of large firms for enhancing competitiveness and strengthening R&D. It rather corresponds to rec-

ognising the fact that SMEs, which make the vast majority of entrepreneurial initiative in MS, need to be 

mobilised to further engage in R&D and innovation programmes and activities. SMEs needs and re-

quirements should be taken into account from the inception of programmes, namely by involving SMEs 

representatives in programme design (and also in evaluation). Access to programmes should be made 

easier for SMEs to mobilise their potential and to help them in developing in-house capabilities, R&D per-

formance and competitiveness. A relevant criterion to be used in the ex-ante evaluation of new R&D and 

innovation programmes and initiatives should be ease of SME involvement, including namely the simpli-

fication of application and evaluation procedures, the preference for open/flexible calls, and the and the 

decision making criteria is clearly defined and understood by SMEs. It is necessary to avoid excessive 

administrative overheads,  complex application procedures and delays resulting from over-zealous appli-

cation of financial viability criteria to SMEs   - which contribute to low success ratios in applicants and 

participants obtaining funding,. The problems could be mitigated by recognising that accountability  

should adopt a risk portfolio approach similar to that of a venture capitalist. This would recognise that a 

certain proportion of financial failures is acceptable but these are offset by successes. Therefore  full-

scale due diligence may not be the most cost effective option. State Aids rules could be changed to allow 

awards up to the current maximum level of support available for any part of the R&D process at SMEs, 

where there is a clear rationale for support from public funds. Alternatively, the maximum subsidy inten-

sity for small enterprises could be raised. It is also extremely difficult for young companies to provide co-

funding for R&D. A stronger competition (with more funding for each successful company) may be more 

efficient. The present interpretation of the additionality criterion also fails to recognise the real nature of 

risk and uncertainty in R&D. 
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REC # 2 Find appropriate balance between stability and adaptation 

In general, SMEs are conservative and prefer to take well tested approaches than to engage in new 

adventures. Programme stability has a very strong effect in enhancing SME involvement, increasing their 

confidence and enabling demonstration and word-of-mouth effects. Therefore, ‘radical’ changes in pro-

grammes which have proved to be successful and well regarded by SMEs should be avoided. This has 

two kinds of implications: (i) at national level, political changes should not be translated into ‘radical’ re-

configuration of policy programmes/initiatives; (ii) at the E.U. level, new Community Support Frameworks 

should build more on available instruments, improving but not ‘killing’ them – unless the rationale for their 

design no longer exists and/or they are ineffective. Of course, this does not mean that change and im-

provement should not be an essential ingredient of policy. Some programmes may need to be ‘killed’ be-

cause they were not successful, or because they are no longer adapted to current requirements (in some 

cases, is the very success that may lead to ‘death’). In other cases the design of radical approaches 

might be required to respond a fast changing economic and technological environment. In these in-

stances the use of pilot initiatives should be encouraged. 

REC # 3 Define targets to be more focused, efficient and to reach better results 

As indicated above, SMEs are not homogeneous set. There is a need for segmenting policies, hav-

ing in mind different in house capabilities and different levels of R&D performance. Often the relevant cri-

terion for segmentation is not size, but rather the type of business the firm is in, or the weight of techni-

cally skilled people. Therefore, a range of initiatives should be in place, addressed to different segments 

of firms. This raises the need to take more fully in consideration inter-programme relationships. The defi-

nition of specific scientific areas of application might be considered for more focussed programmes. A 

programme with too widely defined scientific/technological areas may help to address all areas of interest 

(at national and beyond levels) but it also hinders the development of strengths and a critical mass of 

human resources and qualifications in specific technologies/industries. “Ability to do everything’ usually 

hinders specialisation and excellence in specific areas and focus research and innovation efforts only at 

the surface especially if the funding approach is to fund as many projects as possible with consequently 

smaller grants. In all programmes, some efforts should be placed in getting every year new companies 

on board in order to extend their impact. 

REC # 4 Improve co-operation, moderation and responsibility to achieve higher productivity 

Scientific-technical skills can no longer be maintained by a single company when complex fields of 

technology are involved. National and international co-operation and networking are essential today. For 

this reason, companies tend to approach universities and research institutions, also in order to make use 

of their personnel and technical infrastructure. Co-operation with research pays off, because collaborat-

ing firms are particularly successful. However, there still is great potential for further co-operation be-

tween research and SMEs as much as between large companies and SMEs. The integration of external 

know-how into their own process of innovation already poses major problems to SMEs. In cases where 
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deficits in innovation management become manifest moderation/consulting is necessary. Moreover, 

third-party funds from industry are becoming an indispensable source of financing research in universi-

ties and scientific institutions. At the same time, research is becoming increasingly aware of the strategic 

importance of its results. A strong tendency is emerging to seek patent protection for its scientific find-

ings, and to find a partner from industry for the economic exploitation of these patents. A large number of 

examples demonstrate that excellent science and co-operation with industry need not be contradictory, 

but may even complement one another. In this area SMEs do have best opportunities to co-operate. 

However, large scaled projects or even network projects (collaborative R&D projects) with complex or-

ganisations often requires participation of a professional third party acting on behalf of the SMEs. Secur-

ing such function may be task for national or local authorities. 

REC # 5 Improve SME involvement in international collaborative research. 

If and when collaborative R&D programmes are developed around key strategic topics (e.g. thematic 

priorities of FP6), the necessary measures should be taken to ensure an appropriate participation of 

SMEs. For high tech SMEs with in house R&D capabilities, having the potential to develop key innovative 

technologies. The following guidelines can be taken into account: 

– give SMEs ‘preferential treatment’ and use project types tailored to significant SME involvement, 

– increase demonstration activities and trial applications or cross fertilisation of advanced technolo-

gies, 

– in many traditional sectors, continuous incremental innovation leads to breakthroughs, 

– increased flexibility in the use of instruments: just what critical mass constitutes depends on the topic 

and sector dealt with, so there should be a better matching of topics and instruments,  

– a good balance should be maintained between the new integrating instruments and the traditional 

project types.   

Past experience has shown that the CRAFT scheme does offer attractive features towards SMEs 

with the potential to innovate, but with lower in-house capabilities. The role of CRAFT – like instruments 

should be strengthened, namely taking in account the following:  

– a sufficiently large budget is allocated to it,  

– the chances of getting a high quality proposal funded are acceptable,  

– mechanisms are foreseen to guarantee that projects deal with topics that are relevant for mid tech 

SMEs,  

– SMEs are provided with the necessary means to be actively involved in the project management 

(e.g. steering groups) and, should they wish, execution, and 

– legal and administrative barriers are adapted to SMEs capabilities and needs.  
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2.2 Action B+C 

Action B: „Increase awareness of research intensive SMEs about the appropriate use of risk 
capital notably through actions at regional level.“ 

Action C: „Make better use of risk capital and guarantee mechanisms to improve access to 
debt and equity financing for research and innovation activities in SMEs.“ 

2.2.1 Patterns, Trends and Obstacles 

Risk capital is linked to R&D through the external financing constraint faced by many SMEs perform-

ing R&D. Risk capital covers specialised loans and hybrid debt-equity products (“mezzanine”) as well as 

equity finance. Providers of risk capital are formal venture funds as well as informal investors (business 

angels), corporate investors and also specialist mezzanine lenders. Policy measures fostering risk capital 

can be targeted at improving the framework conditions (taxation of capital gains, wealth tax, IPR regula-

tion etc.) or at specific financing instruments. Loan and equity guarantees are financial instruments which 

transfer part or all of the risk of investment from investors to the provider of the guarantee. The basic jus-

tification to establish and strengthen VC as much as for guarantees is market failure in the capital or loan 

market in the sense that R&D projects with favourable risk-return profiles are unable to obtain external 

financing. 

Many investors have difficulties in assessing technology risk and potential future returns form R&D 

investments and thus avoid this type of investment because of well known market failures.6  This problem 

is especially severe in the case of new companies lacking a “track record” upon which investment deci-

sions can be made. Guarantees may be a useful mechanism for overcoming this type of market failure 

and encouraging banks, private pension funds, VC, business angels to invest more in R&D. This kind of 

‘insurance’ can have a leverage effect by mobilising private resources and hence result in a lower burden 

on public R&D expenditure or direct R&D grants. However, guarantees have a number of potential prob-

lems (e.g. how to avoid moral hazard) which must be carefully considered when designing and imple-

menting such guarantee programmes. 

The expert group concentrated on “specific financing instruments” within its task of SMEs and re-

search. Hence, the following type of measure is within the scope of the EG: 

– Public investment in private venture capital funds and formation of public venture capital funds 

– Public investment alongside with private investors (co-financing) 

– Subsidies to overhead costs of venture capital funds (especially in the case of seed funds) 

– Refinancing or leverage of private investment including a subsidy element 

– Equity guarantee mechanism. 
                                              
6 See EC report EUR 2017 – Raising EU R&D Intensity - Improving the Effectiveness of Public Support Mechanisms for Private Sector Re-
search and Development: Risk Capital Measures. 
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All measures aim at increasing funds available for investment in R&D intensive high-tech and poten-

tially high growth firms. Although exact evaluations are missing for most E.U. countries there is sufficient 

evidence to conclude that an increase in the provision of risk capital especially of venture capital will 

stimulate private investment in R&D. 

2.2.2 Key Issues and Good Practice 

The identification of key issues was driven by relevance to most MS with respect to template data 

and meeting discussions, by the tasks of the other 3% OMC working groups to avoid overlapping, and by 

the particular focus of the action concerned. The EG agreed to work on the following key issues: 

Key Issue #1: “Addressing market failures in the provision of venture capital in MS” 

Economic theory and recent empirical work gives evidence that financial market failures arise when 

markets perceive an imbalance in the risk-reward ratio. Typical problems are: (a) a shortage of investors 

with the knowledge, experience and/or ‘authority’ to invest in this asset class, (b) a shortage of experi-

enced venture fund managers that investors can trust, incomplete data/information relating the 

risk/reward ratio or (c) the lack of expertise in assessing a particular investment sector. 

These discrepancies provide rationales for public policy to stimulate financial players such as banks 

or venture capitalists by different policy tools. Financial incentives designed in specific programmes like 

guarantee programmes are in place to encourage investors  to share the high-risks and invest in innova-

tive firms and to help overcome their financial constraints. From an overall economic perspective the fi-

nancing of SMEs is of key importance, because even though these firms are seen as having a lower vi-

ability threshold, less influential, less experienced and less visible on one hand, but make an invaluable 

contribution in developing new products and processes which in turn drives innovation and competitive-

ness. 

However, innovative, growth-oriented SMEs continue to face difficulties in attracting funding, and 

hence to desirable productivity growth. SMEs (at all stages of their development) should have possibili-

ties to put new ideas into practice which can be successfully commercialised at the high value end.7 

Risk capital players have a key financial incentive as part of their core business on improving R&D 

and innovation compared to other types of financial players, such as banks etc. However, it has to be 

considered that risk capital markets of European MS are at different stages of development and maturity. 

For this reason the EG agreed as most important to identify the particular market absences/failures in 

each member state and to develop corresponding interventions to address those issues, taking into ac-

count the specific conditions prevailing. 

In order to attract private sector investors into providing Risk Capital funding, it was agreed that SME 

with the potential for rapid/high growth should be targeted. Typically these SMEs will also spend more on 
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R&D, invest in innovation and adapt their R&D programs to fit a profile that includes: Attractiveness – 

Competitiveness and – Global Markets Growth Driven. High-growth SMEs have the potential to become 

global companies. 

The EG was confident that even when financial markets are in crisis, money can be raised for lead-

ing edge R&D programmes, based on "market driven", "high market growth" , “high market volume" and 

excellence in R&D team. This means that unless MS policy makers try to change the culture toward the 

direction of what "Risk Capital" is looking for and willing to invest, there will not be great changes, even if 

public money is used to share risk. The creation of many success stories and improving attractiveness of 

R&D programs, will play an important role in increasing the involvement of Risk Capital Funds in R&D 

programs.  

In general risk capital interventions, that lead to long-term success, tend to address evidence based 

market failures by working with the markets to achieve a critical mass (in terms of volume, viability and 

sustainability in a competitive environment). Interventions, that work against or displaces/replaces the 

market, tend in the medium and long term to lead to a business culture based on ‘dependency’ where 

uneconomic activity is being supported more and more by public money. 

Key Issue #2: “Strengthening Investment in Seed/Early Stage Capital Markets” 

The promotion of entrepreneurship, namely of technology intensive nature, plays a relevant role for 

increasing the commitment to R&D activities in the E.U. as well as for encouraging long term competi-

tiveness. The creation of new technology based firms (NTBFs) provides a new impetus to the develop-

ment of a knowledge based economy. These firms may play a catalytic role in strengthening innovation 

activities throughout the economic system, insofar as they have a clear commitment to R&D and innova-

tion, and may contribute to the emergence of innovative approaches which are later adopted by larger 

firms (in some cases by take-overs of SMEs) and by other SMEs. They are a ferment of change. 

By 2001, expansion stages concentrated around two thirds of VC investments in the E.U. Available 

information suggests that since then, VC companies have further shifted their investments away from 

seed/ early stages to later stages. This is a troubling finding, insofar as such investments are key for 

economic renewal. 

It is well known that entrepreneurial activity is traditionally much stronger in the US than in the E.U., 

while the VC market is also much more developed. If E.U. is to reach the targets defined in Lisbon and in 

Barcelona there is clearly a need for more committed action towards strengthening investments in 

seed/early stage capital markets. It is at this stage that the failures pervading capital markets are more 

relevant, and therefore where public policy is more needed and may be more effective and less distort-

ing. 

                                                                                                                                                 
7 According to the British Venture Capital Association 2003 report on the Economic Impact of Private Equity in the UK states the average pri-
vate equity backed firm increased investment by 21% p.a., compared with a national increase of 5.4%. 
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In fact, the seed/early phases are those where information asymmetry is more pervasive, risk is more 

difficult to assess, the weight of intangibility is higher, and communication about the soundness of pro-

jects is more complex. In very early stages, business plans are even lacking, raising communication diffi-

culties, and investors risk aversion. Public intervention may contribute to reduce the market failures iden-

tified, as well as to provide bridging mechanisms and enticement conditions for a stronger focus of VC 

investors in early-stage projects. 

Such intervention may have a high leverage effect, while creating the conditions for a better working 

of VC markets. The scope of this key issue includes: 

– initiatives towards entrepreneurship and bridging mechanisms to enable a new breed of high growth 

SMEs, including the promotion of University spin-offs and the launching of incubator programmes; 

– reducing the barriers between new company initiatives and risk capital support; 

– launching of specific mechanisms for addressing the shortage of the provision of capital for small 

scale seed and early stage investments, including actions at country and European levels (including 

the creation of specialised venture capital funds); 

– supporting and strengthening the role of business angels as providers of risk capital in early-stage 

phases (including the diffusion of information and networking initiatives). 

Key Issue #3: “Improve availability of specific loan guarantees for R&D investment – counter-
guarantees for VC funds” 

Although equity finance is making a more significant contribution to SME financing today, and new 

forms of financing are coming to the market, the credit financing remains the most important instrument 

for SMEs, namely for well-established high-tech SMEs (see Annex 5a). 

However, the framework conditions (Basel II) and the structure within which financial intermediaries 

(banks) operate has changed and the way in which SMEs and start-ups are assessed for loans has be-

coming more complex.8 Nevertheless, banks base their loan assessment primarily on collateral rather 

than future business prospects. Hence, for established SMEs the lack of guarantees is a major financial 

problem, especially in case of financing R&D investment.  

A (loan) guarantee is often vital to ensure access to finance where banks are hesitant to support 

high-risk investments. Thus, the basic rationale for loan guarantees is to improve the supply of external 

finance to SMEs by overcoming market failure in credit rationing. There is empirical evidence that it is not 

the missing collateral which creates the market failure. It is information deficiency which makes it difficult 

for banks to adapt the interest rates to respective risks of SMEs thus creating the phenomenon of credit 

rationing. The market reacts correctly by reducing the supply of debt albeit based on an information fail-

ure. Although guarantees have the power to increase the supply again they do it by transferring debt 

                                              
8 Loans and equity are not substitutes. In fact it is the actual availability of equity which makes banks to provide loans. This means private eq-
uity financing delivers funding together with strategic advice, management know-how and an increased chance to get additional dept capital 
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risks to the guarantee provider not by delivering appropriate information. Thus the result is corrected but 

not the failure. And this does have its costs. The allocation of capital which has been done correctly by 

the market is now distorted. This in turn results in inefficiencies of capital use. However, typical benefits 

of loan guarantees include:  

– To enable an enterprise to obtain finance with which to profitably grow its business income. The na-

tional economy benefits from more vigorous entrepreneurial activities. 

– Better access to non-guaranteed finance, because other financiers (VC/RC) take comfort from the 

guarantor’s due diligence appraisal. A guarantee indicates a measure of commercial acceptance and 

credibility. 

– The loan guarantees increases the possibility of the SME to carry out larger R&D projects and to im-

prove the attractiveness for VC/RC financing.9 

– A stronger capital structure, with capital matched better to evolving needs. 

– Greater awareness of financial instruments that could be used as the business matures. 

– Introduction to use of professional advisory services. These help the entrepreneur grow in manage-

ment skills to suit the expanding business.  

– A strategic Business Plan, formulated perhaps for the first time. This helps the entrepreneur to navi-

gate future obstacles with more confidence.  

– Engagement in the discipline of funding analysis and the ability to present budgets for current and 

future trading. 

Key Issue #4: “Increase awareness of research intensive SMEs about the appropriate use of risk 
capital notably through actions at regional level” 

It may be argued that, in order to develop venture capital markets, public policy needs to address not 

only the supply side, but also the demand side. In fact many SMEs and would-be entrepreneurs are not 

well aware of the financial sources available for their projects others than traditional bank loans. More 

specifically, they lack knowledge about the opportunities offered by venture capital markets as well as 

how venture capital works. In this context some promising initiatives are lost because promoters do not 

know how to frame them in commercial-oriented perspective and lack the knowledge needed to convince 

venture capitalists about the merits of their projects. 

The rationale behind the link of Action B and Action C was based on the information supplied by MS, 

which indicates that both actions belong together and should not be treated in isolation. Of course, there 

were some actions undertaken to increase awareness: these may consist in the creation of internet por-

tals, the organisation of seminars, the establishment of business advisory centres or regional offices, the 

                                              
9 Loan guarantees could contribute to bridge the gap between the research partners like universities, research institutes etc. and the market-
place. 
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edition of guidelines/brochures/reports whose target are research intensive SMEs and the creators of 

new technology based firms. 

Several countries are encouraging the creation and development of business angels networks, an 

approach which may indirectly contribute to promote awareness about the opportunities offered by risk 

capital markets. It was also underlined that the topic needs to be seen from a long term perspective: 

awareness-raising is associated with a change in attitudes and an understanding of financing systems, 

as well as with the promotion of entrepreneurship. To some extent, the development of a climate condu-

cive to entrepreneurship would help to reduce the need for specific awareness raising instruments. On 

the other hand, training on entrepreneurship may be envisaged as a key awareness-raising tool. 

However, the awareness raising initiatives also depend inseparable on the characteristics of the cor-

responding financial system. These tend to be more common in countries whose national financing sys-

tems are already equity based, like in the United Kingdom and Ireland, than in typical E-U. credit-based 

ones. The EG agrees that it appears that it is exactly in the latter that the knowledge about risk capital is 

less widespread.  

From the discussions held in the EG this key issue emerged: Why there are so few pro-

grammes/initiatives aimed at increasing the awareness or research-intensive SMEs about the appropri-

ate use of risk capital?  

The question is relevant, having in mind the scarcity of specific public initiatives in this regard. Stimu-

lating the demand for risk capital is at the core of the creation and growth of new technology based firms. 

Most MS converge in agreeing with this. Nevertheless, public initiative in this area is very limited. This 

may be due to different factors, including the following: 

– Awareness raising initiatives are subsumed in business supported activities or in activities aimed at 

promoting a better entrepreneurship climate. 

– Such type of action is not needed, since research-intensive SMEs are already aware of risk capital. 

– Such awareness raising actions are not appropriate, since they are too vague and their contribution 

towards behavioural change is minimal. 

– Public authorities tend to be more concerned with ‘hard’ issues and downgrade the relevance of 

awareness raising mechanisms 

– Initiatives in this regard are mostly in the purview of private firms, and therefore there is no need for 

public intervention 

– Initiatives are relatively ‘disparate’ and taken on a very occasional manner, and therefore are not 

‘captured’ by our ‘scanners’. 
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Good practices and illustrations 

The identification of good practices is contingent upon the characteristics of the financial market as 

well as on the level of development and maturation of VC activities in the country concerned. It is very 

difficult to define ‘one size fits all’ measures, and contextual features should be taken into account when 

public policy measures are designed and implemented. However, the OMC enables an exchange of 

views that provides learning opportunities, and allows some MS to learn from other’s experiences. This is 

particularly important for new MS which lack a tradition and experience in VC markets, while at the same 

time face the challenge of promoting entrepreneurship and economic initiative for raising their competi-

tive capabilities. With these remarks in mind, it is possible nevertheless to identify a number of features 

in the experience of MS and European programmes that may be considered as good practice. 

Conceptual aspects 

 The EG agreed that policy measures have to address clearly identified (national/regional) market 

failures taking into account the characteristics of financial markets, and specifically design the in-

struments to respond. Focus may also be expressed on the identification of specific targets, defined 

in sectoral terms, for instance. Such conditions are mentioned e.g. in the “UK High Technology 

Fund”, the “English Regional Venture Capital and Early Growth Funds“ or in the “Scottish Co-

Investment Fund”. 

 Any public initiatives should not distort the working of markets. Public organisations involved should 

not position themselves as competitors to private companies, but rather as catalysers, indicating 

market opportunities and leveraging private funds. They should be focussed on showing the eco-

nomic viability of early-stage capital investment and in leveraging private, market-oriented funds. For 

instance in Germany, the programme „Venture capital for small technology-oriented firms (BTU)” is 

according to the market situation in stimulating private VC investment in technology-based SMEs by 

providing additional equity investment from public funds and thus reducing risk for the lead investor. 

A similar promising approach is applied in Sweden where “Industrifonden” provide Swedish growth 

companies development capital, competence and networks as a type of an active co-financier. It co-

operates with other venture capital companies and most of the investments are made through syndi-

cates. 

 The changing of investment culture by drawing SMEs awareness on the principles of Venture capital 

is necessary to create “critical mass”. The EG agreed that this private capital and incentive driven 

professional advice would enable MS to achieve a "break through" in financing SME’s ideas. A good 

practice example can be illustrated by Israel: A well balanced composition of different policy activities 

such as the liberalisation in the foreign monetary market, the strengthening of the hi-tech companies 

and the stimulation of new starts-up as much as offering specialised R&D programmes leads to an 

impressive change of the financial structure from almost zero venture capital up to 16 percent over 

ten years and foreign stock markets from 3 % to 23 %. 
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 The attractiveness of risk capital to investors will be determined by the expected profitability of this 

type of investment. Although the sale of interests in companies through so-called trade sales (to in-

dustrial investors) clearly dominates in terms of quantity, the chance of attractive stock market flota-

tion plays a central role. In Germany the establishment of growth segments at the stock exchange – 

especially for young and fast-growing technology companies – is an important incentive for strength-

ening the market for growth financing. 

 Although programmes may have a time limit, since they are designed as temporary instruments for 

addressing market failures, a clear commitment must be shown, indicating target groups that behav-

ioural changes need to take place. Such a commitment is not only expressed in the budget available, 

but also in marketing the initiative, providing support and ensuring territorial spread. 

 Loans should not be considered as a substitute for private capital (where ever it comes from - cash-

flow, VC, BA, strategic investor etc.) even if loans are guaranteed (this could undermine the devel-

opment of private VC/RC markets and above all the efficient allocation of capital). Loans are rather a 

complementary factor that might have positive effects, in particular for SMEs. VCs should take the 

role of capital "allocators" since they are better in generating the right information (partly because of 

experience partly because the can carry out more in-depth due diligence, since they take part in the 

companies up-sides in contrast to banks). It was mentioned that SMEs need to count on e.g. a guar-

antee-fee that is corresponding to the capability of the SME in percentage of the total guarantee-

sum. 

 The purpose of strengthening investment in early stage capital market can be better achieved if ap-

propriate mixes of European instruments, namely those managed by the European Investment Fund 

(EIF), and country measures. This combination may have a strong leverage effect, and recent col-

laborative experiences in this regard (in Spain and Belgium, namely) should deserve close analysis. 

As a further illustration Germany recently established a joint venture capital fund of funds of the ERP 

special fund and the European Investment Fund (EIF) that will invest in German venture capital 

funds for early-stage and growth companies together with private investors. The capital for the fund 

of funds will be shared on equal terms by the ERP special fund and the EIF. 

Procedural aspects 

 Again, the EG agreed to minimise bureaucratic burdens and to secure continuity. Public intervention 

has to be non-bureaucratic, helping to streamline process and support initiatives, and not raising ad-

ditional requirements for launching and getting support for new businesses. The use of Limited Part-

nership Agreements (LPAs) for venture capital funds will prove beneficial in attracting institutional in-

vestors particularly from UK and US. 

 Loan guarantee schemes should be targeted specifically at loans for R&D and innovation. Horizontal 

programmes might be an effective base (open to different SMEs, different instruments, broader base, 

higher volume etc.), but special provisions have to be set up (specific target groups, variable guaran-

tee rates depending on the risk, variable guarantee fees, success-related fees etc.). Loan guarantee 
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schemes are more effective when part of an integrated programme of financial and advisory support 

(e.g. to help SMEs to develop their own risk management strategies etc.). 

 One of the main problems faced by new firms, especially by technology-driven ones, is that entre-

preneurs frequently lack the managerial, business knowledge needed to turn a good idea into a prof-

itable and sustainable company. In many cases they don’t need funds only. They need sheer busi-

ness knowledge, international market perspective and mentoring. The service component demands 

proximity and the building of trust. Incubators may play, in earlier phases, such a role. Education to 

promote self-employment and the understanding/awareness of risk capital should already start at an 

early stage such as in schools. According to international experts for start-up trends who expressed 

their opinion in the Global Entrepreneurship Monitor survey, school education world-wide does not 

attribute sufficient importance to special start-up knowledge. The greatest deficiencies are found in 

direct start-up know-how (entrepreneurship, company start-ups), but basic knowledge and skills 

(economic skills, creativity, own initiative) are not provided to a satisfactory extent, either. Several 

countries promotes a variety of good practice projects such as case studies, simulations, competi-

tions, prizes etc. that introduce the issue of „start-ups“ to the schools already at an early stage. 

Measurement 

To achieve progress it is necessary to learn from good practices, but even failures are very important 

to understand how to stimulate innovation systems. However, any common understanding of an “evalua-

tion culture” is not developed with regard to E.U.’s risk capital initiatives. The EG agreed to point this 

deficit and to develop evaluation procedures. The very sensitive nature of public intervention in this field 

demands the development of appropriate evaluation exercises, carried out by independent experts. In 

the UK the Small Firms Loan Guarantee Scheme (SFLGS) is regularly evaluated and reviewed, following 

which changes are made to better address the current market failures. An impact evaluation is currently 

been designed for the England wide Regional Venture Capital Fund programme 

2.2.3 Recommendations 

Having in mind the analysis on procedural aspects, conceptual aspects, information/awareness and 

the measurement of SME involvement in programmes with regard to the identification of good practices, 

the EG examined the possibilities of making recommendations regarding the improvement of the general 

conditions and incentives for making better use of risk capital and guarantee mechanisms. We endorse 

the recommendations identified in the EC report on Raising E.U. R&D Intensity referred to earlier and 

would like to re-enforce and build on those recommendations: 

REC # 1: “Address structural market failures” rather than short-term cyclical issues 

Risk capital markets flow across international boundaries. They are attracted by opportunities that 

will deliver the best returns for their high-risk investments and are subject to normal cyclical changes in 

the market. These cyclical changes may be healthy for removing uneconomic activity within the market. It 
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is recommended that interventions are designed to address structural market failures rather than short-

term cyclical issues. 

REC # 2: Foster the matching of fund needs and capital providers for early-stage investments. 

Member states should identify, having in mind the specific features of their capital markets and the 

performance of early stage financing, the main market failures and barriers to be addressed and should 

design non-distorting measures aimed at dynamising initiative and investments in early stage phases. In 

this context, relevant actions might deal with (a) injecting public funds to dynamise the market and lever-

age the working of private initiatives; (b) develop bridging mechanisms, such as technology transfer of-

fices in Universities and public research organisations, and incubators; (c) launching of dedicated ven-

ture capital funds, possibly addressing specific market failures that impact on specific industries. 

REC # 3: Address minimum-size requirements and the business knowledge gap of young 
entrepreneurs 

Among the key problems in promoting small scale early stage investments are the minimum size re-

quirements for ‘formal’ VC companies to become involved together with the lack of business expertise of 

small firms promoters. These problems might be addressed through the allocation of small initiative 

funds and appropriate mentoring for young entrepreneurs aiming at launching high-tech and /or high-

growth business initiatives. 

REC # 4: Define an appropriate positioning of public initiatives from the outset 

Public initiatives should be envisaged, and marketed, as market builders, and not as market ‘de-

stroyers’. In this context, co-operation with existing market players is important, especially with the most 

dynamic ones. Public programmes should be positioned as partners to private initiatives, leveraging ini-

tiative reach and investor’s efforts. 

REC # 5: Implement targeted innovation loan guarantee schemes 

Member states without a targeted innovation loan guarantee scheme should thus consider the estab-

lishment of such a programme. Alternatively, member states with existing horizontal guarantee pro-

grammes should consider introducing special provisions for R&D-related investments. This could be 

done either by introducing more generous risk criteria for R&D-intensive companies or by defining an ad-

ditional guarantee trigger such as the failure of the R&D project. The MS has to take into consideration to 

offer a variety of loan guarantees programs for small businesses (using R&D results) unable to obtain 

traditional financing. Businesses must operate for profit and meet the qualifying standards established by 

the specific programmes. From this point of view, a primary business loan guarantee programme may be 

used for most business purposes including start-up, expansion, equipment purchases, working capital, 

inventory, or premises acquisition. Furthermore, the EIF should be encouraged to  develop instruments 

that support schemes by providing counter-guarantees for new national and regional innovation loan 
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guarantee programmes, or for horizontal programmes with special provisions for R&D-related invest-

ments. 

REC # 6: Beware of programme combinations 

At designing loan guarantees it should be taken into account that loan guarantees are more effective 

when they are part of an integrated programme of financial and advisory support. SMEs need a broad 

variety of services connected with the question of financing. A combination of loan guarantees and equity 

guarantee schemes will increase the leverage effect concerning the extension financial base of SMEs 

(guarantee could contribute to an improvement of the quality of the capital stock of an SME since larger 

and more substantial projects could be realised). 

REC # 7: Launch initiatives towards making potential entrepreneurs more aware about the ra-
tionale for making use of risk capital mechanisms 

Such initiatives are relevant for dynamising the demand for risk capital, as well as for making expec-

tations on the contribution of risk capital more realistic. Activities in this regard are aimed at increasing 

the understanding about risk capital, and how it works. They are also expected to lead to more balanced 

and acceptable projects, combining technological expertise with sound business plans. These initiatives 

might be linked to entrepreneurship promotion and training, making the awareness about risk capital 

mechanisms a key ingredient in entrepreneurship training courses. The co-operation between public and 

private organisations is envisaged as essential for leveraging this king of initiatives. The support provided 

to business angels networking in some MS seems to be warranted, not only as a means to strengthen a 

group of players very relevant in risk capital markets, but also as a way to raise entrepreneurs and SMEs 

awareness about the funding opportunities provided by them. This is particularly relevant if one wants to 

promote early stage financing. 

2.3 Cross-Cutting Issues 

The transversal nature of the scope of this EG raises several overlaps and interactions with the work 

pursued by other OMC EGs. We tried to ‘stick to our knitting’ to the extent possible in the present round, 

avoiding incursions into other groups areas. Nevertheless, several cross-cutting issues emerged, as indi-

cated below. 

This OMC EG#2 (SME and research) expects some overlap with the conclusions drawn in OMC EG#1 

(Public research base and its links to industry). Two of five actions considered by OMC EG#1 specifically 

mentions SMEs, namely Action 1 (links with industry) and Action 5 (innovation impact of R&D pro-

grammes). The conclusions drawn here with respect to SMEs should be compared with the recommen-

dations put forward regarding Action A by this OMC EG#2. Furthermore, given the potential overlap in 

general between the issues considered by OMC EG#1 and Action A in this report, the recommendations 

made here should be taken into consideration in order to secure sufficient SME-friendliness when im-

plementing the recommendations put forward by OMC EG#1. 
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As regards the work done by OMC EG#3 (Fiscal measures for research), this OMC EG#2 finds that fiscal 

incentives may be a useful tool for increasing investments in R&D by SMEs. The EG would however like 

to underline that it is necessary to strike a good balance between indirect and direct measures targeting 

SMEs and investments in R&D. Direct measures are seen as necessary for inter alia the development of 

clusters and networks in the innovation system – bringing relevant SMEs and other research and innova-

tion actors together, and for the stimulation of R&D and innovation in priority areas. 

3. Conclusions 

3.1. Summary on key issues and recommendations 

Created by CREST in the context of the objective, defined in Barcelona, to increase European R&D 

expenditures to reach 3% of GDP (two thirds undertaken by private organisations) by 2010, this EG fo-

cussed on the contribution of SME oriented policies to achieves that objective. More specifically, the EG 

work was placed in the context of OMC to deal with three actions identified in the Commission Action 

Plan ‘Investing in Research’, which are expected to have an important impact in strengthening European 

SMEs R&D activities and performance:  

Action A – Strengthening the involvement of SMEs in R&D and innovation programmes of the Mem-

ber States (MS), e.g. by setting targets to SMEs participation or making them more SME friendly. 

Action B – Increase awareness of research intensive SMEs about appropriate use of risk capital no-

tably through actions at regional level. 

Action C – Make better use of risk capital and guarantee mechanisms to improve access to debt and 

equity financing for research and innovation activities in SMEs. 

In the course of the discussion it became obvious that the awareness of research intensive SMEs 

about appropriate use of risk capital (Action B) and the better use of risk capital and guarantee mecha-

nisms (Action C) are closely related. For this reason the EG agreed to merge both actions in Action B+C. 

As indicated above, an exercise of collecting information about the main patterns, trends and obsta-

cles perceived by MS in each of those actions was undertaken, with a view to agree on key issues. 

These led to the identification of good practice features and specific illustrations in MS policy pro-

grammes and, finally, to a set of policy recommendations. 

Action A 
With regard to Action A, the extensive discussions held led to the definition of a set of key issues. 

These were the outcome of a lively exchange of views, where different perspectives and approaches be-

came apparent, although with an agreement on the need of R&D and innovation programmes to take into 

account the specific needs and requirements of SMEs. The four key issues identified are presented be-

low: 
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(1) Improving the general conditions and incentives for the involvement of SMEs in R&D and innova-

tion programmes of Member States: All MS shared a concern with encouraging R&D by SMEs. A trend 

towards more customer-oriented approaches appears to emerge, although systemic views of policy in-

struments are not widespread. The review of the policies followed by MS led to the identification of two 

main approaches with regard to SMEs: positive discrimination and SME ’friendliness’. The first concerns 

the definition of specific conditions aimed at encouraging SME participation in R&D and innovation pro-

grammes. The second makes no discrimination regarding firm size, but has SMEs needs and require-

ments into account when designing that type of programmes.  

(2) Specific SME-focussed programmes: Besides general programmes, there are several initiatives 

specifically addressed to promote R&D and innovation activities by SMEs. Therefore, programmes may: 

be exclusively addressed to all SMEs; focus on specific types of SMEs, depending on size or technologi-

cal intensity, for instance; or allocate a budget solely for R&D projects by SMEs. The discussion held did 

not lead to an agreement on the merits of some approaches analysed. It was however, possible, to reach 

an emerging consensus that SMEs may need specific forms of support to strengthen their capabilities as 

well as to be able to benefit from R&D and innovation programmes.  

(3) Strengthening SME participation in co-operative R&D programmes with large firms and RTOs 

(Research and Technology Organisations): Although it is widely recognised that SMEs need to co-

operate with other organisations, analysis of past experience shows that SMEs are not eager to partici-

pate in programmes aimed at encouraging inter-organisational co-operation, namely with large firms and 

RTOs. The rationale for this behaviour was discussed, and the results of specific experiences in this re-

gard were analysed. The involvement of SMEs in clustering and networking programmes were also ad-

dressed.  

(4) The international aspect of research: In a globalising world, where international co-operation is 

increasingly relevant, the question is how SME participation in transnational research projects may be 

encouraged in a better way. In addressing this question, the EG reviewed existing practice in different 

programmes and contexts, namely E.U. framework programmes, the ERA-NET initiative, and EUREKA. 

The analysis undertaken on these key issues led to the identification of 15 features of 

good/novel/bad practices, regarding four types of aspects: conceptual, procedural, informa-

tion/awareness, and measurement of SME involvement in R&D programmes. These were discussed and 

illustrated with specific examples taken from MS and international programmes. Distilling and assessing 

that experience, the EG arrived to four recommendations: 

REC #1 – Think small enterprise first” to enable easier access and to avoid over-burdening SMEs 
This does not mean focussing on SMEs only. It rather recognises and emphasises that the needs 

and requirements SMEs, which make the majority of entrepreneurial initiative in MS, should be fully 

taken into account when designing and implementing R&D and innovation support programmes, inter 

alia by involving SME representatives in programme design and evaluation. 
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REC #2 – Find appropriate balance between stability and adaptation 
Programme stability has a very strong effort in enhancing SMEs involvement, increasing their confi-

dence and enabling demonstration and work-of-mouth effects, but the need to address changing condi-

tions and challenges has also to be taken into account. 

REC #3 – Define targets to be more focused, efficient and to reach better results 
As SMEs are not an homogenous set, policies addressed to them should be segmented and tar-

geted, namely according to in-house capabilities and technically skilled people, levels of R&D perform-

ance and engagement, size and type of business of SMEs. 

REC #4 – Improve co-operation, moderation and responsibility to achieve higher productivity 
Appropriate programmes to encourage the involvement of SMEs collaborative projects of different 

types – such as clustering, collaboration with other companies either small or large, and co-operation 

with research and technology organisations are a key element in strengthening SMEs R&D activities and 

productivity. 

REC #5 – Improve SME involvement in international collaborative research 
Close to the necessity to link SMEs in (national) collaborative research projects of different types, 

particular measures should be taken to also ensure an appropriate participation of SMEs in international 

collaborative research. Current policy approaches still have possibilities and potential to stimulate and 

foster SME’s international collaborative research. 

Action B+C 
The procedure followed on Action B+C was very similar to the one indicated above for Action A. 

Based on a thorough analysis of the information provided by MS and the exchange of views held, four 

key issues were identified with regard to the use of risk capital and guarantee mechanisms to provide fi-

nancing for R&D activities by SMEs. They are the following:  

(1) Addressing market failures in the provision of venture capital in MS: VC markets suffer from sev-

eral market failures which raise problems in strengthening the role of VC mechanisms for financing inno-

vation, particularly in SMEs. These concern namely the shortage of specific expertise, the low supply of 

experienced venture fund managers, and information asymmetry issues. These problems are especially 

relevant for relatively young, knowledge-intensive SMEs. Furthermore, it is acknowledged that MS risk 

capital markets exhibit different levels of development and performance. The EG agreed that a relevant 

issue, essential for a sound definition of appropriate programmes, was the identification of specific mar-

ket absences or failures in the different MS. 

(2) Strengthening investment in seed/early stage capital markets: The seed/early phases of entre-

preneurial initiatives are those where the problems of risk capital identified above are more acute. Public 

policy should respond the problems identified as well as to build up the bridging instruments and encour-

agement conditions for strengthening the commitment of VC investors towards early stage projects. This 

is a key feature not just for reaching the 3% target but also for ensuring the long-term competitiveness of 

Europe in a globalised world. 
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(3) Improve availability of specific loan guarantees for R&D investment – counter-guarantees for VC 

funds: Credit financing remains the most relevant instrument for SMEs, namely for well-established high-

tech SMEs. The change in framework conditions, associated with Based II, and the reliance of banks on 

collateral raised the importance of loan guarantees. These are often essential for SME to get financing 

for high-.risk investments, such as those associated with new technology development and application. 

Similarly, the existence of counter-guarantees for VC funds may help to direct VC activities towards risk-

ier projects.  

(4) Increase awareness of research intensive SMEs about the appropriate use of risk capital notably 

through actions at regional level: The information collected by the EG has shown that there are very few 

specific policy initiatives by MS in this regard. Yet, the development of VC markets requires policies ad-

dressed not just to the supply, but also to the demand side. Many SMEs and entrepreneurs have little 

knowledge about how VC works as well as about the opportunities offered by risk capital markets. 

Awareness-increasing initiatives may play an important role in encouraging and educating demand for 

VC investments.  

The definition of the key issues provided the context for a closer analysis of MS policies with a view 

to create appropriate conditions to adapt financial mechanisms to the encouragement of R&D activities 

by SMEs, particularly those which entail higher degrees of technological and/or commercial risk. A set of 

good practices was identified, focussed on three main aspects: conceptual, procedural and measure-

ment. Based on these good practices as well as on the illustrations provided by MS, the EG formulated 

seven recommendations:  

REC #1 – Address structural market failures” rather than short-term cyclical issues 
Policies towards VC should be addressed towards solving specific structural market failures identified 

, at either national or international levels, having in mind that the VC business is inherently international, 

and should not be biased by short-term considerations. 

REC #2 – Foster the matching of fund needs and capital providers for early-stage investments 
Early state investments are a key area of concern, where non distorting measures should be taken, 

namely by injecting public funds to dynamise the market, by developing bridging mechanisms and by 

launching dedicated VC funds. 

REC #3 – Address minimum-size requirements and the business knowledge gap of  
young entrepreneurs 

To promote small initiatives which do not match VC minimum size requirements, small initiatives 

funds might be created at local level, while simultaneously launching programmes to address the lack of 

business knowledge of most young entrepreneurs. 

REC #4 – Define an appropriate positioning of public initiatives from the outset 
Public initiatives should be launched with a market-building philosophy, preferably in co-operation 

with existing dynamic market players. 

REC #5 – Implement targeted innovation loan guarantee schemes 
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Having in mind the advantages of loan guarantee schemes to reduce SMEs risk in engaging in R&D 

projects, MS should take into consideration to offer a variety of loan guarantees programmes for small 

businesses (using R&D results) to enable to obtain traditional financing. 

REC #6 – Exploit the synergies between different types of instruments and programmes 
SMEs need a broad variety of support services with regard to financing: a combination of loan guar-

antees and equity guarantee schemes will increase the leverage effect in terms of extending the financial 

basis of SMEs. 

REC #7 – Launch initiatives towards making potential entrepreneurs more aware about the ra-
tionale for making use of risk capital mechanisms 

The development of VC market requires also co-operative initiatives, involving public and private or-

ganisations, focussed on the demand side to dynamise the demand for risk capital and to enhance the 

understanding of potential entrepreneurs about the working of VC markets. 

3.2. Assessment of progress achieved 

This was a first experience of application of the OMC towards reaching the Barcelona goal. SMEs 

and research is a transversal issue, where different approaches may be followed, in the broader context 

of R&D and innovation policies of the MS. While this is a liability from the standpoint of achieving an easy 

consensus on relevant issues and recommendations, it is an asset to the extent that the exchange of 

views held enabled participants a better grasp of the different rationales behind policy approaches. It 

promoted the sharing of knowledge and even the development of a body of common knowledge and 

perspectives. The process helped to broaden experts visions and to learn new things about their own 

R&D support systems. By putting their own national approaches into a larger context, experts were led to 

reassess the merits and the shortcomings of their approaches. Although it was found that the diversity of 

policies is not very wide, and there are some converging trends, it became also clear that there are ines-

capable contextual differences which constrain the definition of very specific common approaches. 

As indicated in above, first initiatives of international exchange and co-operation always face the dif-

ficulty to reaching minimum levels of group cohesion for the inter-action to be considered as relevant and 

an instrument for change. Such a problem was compounded by the short time frame of the EG activities. 

Furthermore, for several countries the tight schedule of meetings raised the problem of assigning limited 

resources to alternative uses (this was especially clear for many new MS). In spite of these difficulties, it 

was possible to foster a sense of identity among a host of members of the EG, leading to a strong com-

mitment towards working together and contributing with their own views towards a common objective. 

Experts have shown a remarkable openness and commitment. They were, as a rule, willing to share their 

own knowledge, and to listen to alternatives and different approaches. They worked very hard in three 

fronts: the provision of information on national policy initiatives; the comments on and contributions to-

wards the drafting of EG documents, namely the Final Report; and in the context of the Task Forces. 

These were organised as a consequence of the short time schedule, but they essential in fostering 
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members involvement and in sharing experiences and knowledge. These collaborative groups worked 

very well, and produced relevant results under a constrained time schedule. The EG was able to create 

the basic conditions which may enable, in further rounds of the OMC, to progress further and to provide 

more specific contributions towards sounder policies regarding SMEs and research. 

Besides the commitment of the members of the EG, the creation by the rapporteur, of an Internet 

homepage was instrumental in achieving the objectives defined for this round. In fact, it provided a basis 

for exchanging views, circulating relevant documents, comparing approaches as well as for keeping MS 

(even those which were less involved) abreast of the developments. It seems that this kind of tool is es-

sential for improving productivity and disseminating information, and should be replicated in future exer-

cises. To be fully effective, this has to be combined with a more ‘formalised’ secretariat support. 

The recommendations presented by the EG are a first response to the tasks assigned in the time 

schedule provided. They were, in general terms, the result of the development of EG perspectives, and 

had therefore a wide acceptance by MS. Of course, one may note that several issues were not fully de-

veloped and that recommendations may not be provocative enough. Again, this is a first contribution – 

both in terms of width and depth. There is a need for further discussion and analysis, to enable the pres-

entation of more operational recommendations and suggestions. 

In this regard, another positive aspect of the OMC is the overcoming of the duality national ap-

proaches versus E.U. approaches. The consequences may be felt at different levels, not only national or 

European, but also in innovative approaches combining national- and European-level initiatives and ac-

tions as well as the encouragement of ‘like-minded’ MS to develop and launch partnerships. 

This exercise is still a short-lived one. Thus, impact evidence is not available yet. This will be felt 

much more in the medium to long-term, than in the short terms, although some ‘transferability’ of prac-

tices may take place shortly. National benefits may not be, at this point in time, fully clear for some MS. 

But the method – the OMC – has a very strong potential to foster the cross-fertilisation of MS policies, 

with significant benefits for national and European competitiveness. 

3.3. Suggestions for next cycle 

As indicated above, the short time assigned to this exercise did not allow the EG neither to go more 

in-depth in many of the key issues identified, nor even to address others included in the Actions under its 

scope. This exercise was like a stepping stone in applying the OMC towards the Barcelona objective. 

Others should follow in order to reach the objectives, and to have a more coherent and effective set of 

policies, at the national but also at the European level, to promote R&D and innovation in SMEs. 

Taking into account the merits and shortcomings of the exercise undertaken, the limited fields cov-

ered in the present report and the new perspectives that emerged from the exchange of views within the 

EG, it is possible to make a number of suggestions of issues to be considered in the next round. These 

include namely the following: 
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•  Promotion and support of high-growth potential SMEs 

To achieve the Barcelona objective, special focus should be put on the needs of those SMEs which 

have the potential to grow fast and to develop virtuous cycles of growth and R&D investment. Their 

growth may provide them with the critical mass to become global players as well as to engage into new, 

more demanding R&D projects. These firms will be, in many cases, technology and knowledge intensive; 

but they may also be mid-tech companies, whose R&D investments lead them to achieve breakthroughs 

which propel them to fast growth trajectories in international markets. Of course, these firms are those 

which are most courted by VC investors. Yet to reach such a status many problems may be faced, and 

these should be considered by policy makers. Two were particularly emphasised by EG members: the 

need to define specific framework conditions to avoid the stifling of small promising SME initiatives by 

large established companies, while promoting a mutually advantageous R&D co-operation; and the pol-

icy towards mid tech SMEs. 

•  Strengthening SMEs in-house capabilities 

To engage in meaningful R&D activities and to fully profit from co-operative projects, SMEs should 

have minimum in-house capabilities. These enable them to learn better as well as to launch new, innova-

tive initiatives. The policy issue is how to proceed, taking into account the diversity of national situations, 

as to promote the accumulation of absorptive and creative in-house capabilities by SMEs in European 

countries. 

•  Design and management of support programmes to fully encourage the participation of 
SMEs 

The EG has already addressed this issue, both at the national and the international levels. A deeper 

analysis is, however, needed not just in terms of design but also implementation. On what design is con-

cerned, three main issues might be pursued: the systemic (clustering/networking) versus the focussed 

approach to co-operation; the assessment of competitive approaches (as in Germany); and advantages 

of granting specific advantages (or budget) to SMEs. From the implementation standpoint, a key aspect 

is co-operative project management. 

•  Revision of State Aid rules and public procurement policies to encourage R&D activities 
by SMEs 

In the first round, the EG agreed on the need for an evolution of State Aid rules. An in-depth discus-

sion on the impact of those rules on SMEs appears to be worthwhile. It should be based on an in-depth 

understanding of the characteristics of SMEs and their business models. A related topic is the participa-

tion of innovative SMEs in technology public procurement. This topic was not considered by the EG at 

the present stage. However, public procurement in innovation and technology is a very relevant issues, 

involving significant amounts and creating key markets for many high-tech SMEs. By comparing the 

situations in MS, the group may identify biases hindering the access of SMEs top those markets as well 

as existing good practices in this regard, thus leading to recommendations. 
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•  Assessment of the role of incubators in supporting new firm creation 

It was felt that the analysis of incubating policies was not included in the scope of the three Actions 

assigned to the EG. The EG considers, however, that this is an important issue in R&D and innovation 

policies for SMEs. Incubators play an important role in nurturing entrepreneurial initiative and in helping 

the development of a new breed of SMEs, with a stronger commitment to R&D.  

•  SMEs and collaboration 

The short time frame assigned to the EG prevented a closer analysis of the involvement of SMEs in 

different types of technology-based co-operation, at the local, regional, national and international levels. 

It was possible, however,  to identify several programmes and good practices in this regard, and to draw 

recommendations. Having in mind the relevance of this issue, the EG considers, however, that undertak-

ing a more in-depth would approach be justified. 

•  Identification of appropriate indicators 

It was nor possible to fully address this issue in the present round. The exchanges of views held in 

this regard have shown that it is a time consuming and very specialised which deserves a sound analy-

sis. The EG agrees with the message conveyed by CREST to avoid to the extent possible the definition 

of new indicators. It is felt, however, that there is a clear need for agreement and standardisation of ap-

propriate indicators, namely those enabling the assess the participation of SMEs in MS R&D pro-

grammes. 

Besides these suggestions concerning substantive issues to be considered for the next round, the 

EG has also discussed some aspects regarding the modus operandi of the OMC exercise, in general, 

and of this EG, in particular. 

Regarding the general issues, three points are worth mentioning: 

•  Improving co-ordination among different initiatives on R&D and innovation 

While being aware of the different nature of the exercises undertaken, the EG considers that the 

OMC approach towards the reaching of the 3% Barcelona target needs to be co-ordinated with, and build 

from, the work undertaken in the context of the Trend Chart on Innovation. To reach better results in the 

next round, the establishment of a closer co-operation between DG Research and DG Enterprise on this 

ground is most welcome. 

•  Enhanced inter-Expert Group co-ordination 

In the present round there was a clear concern by the Commission to allow for, and encourage, inter-

EG co-ordination. While this process worked reasonably well, it appears that EG members, and not just 

the Chairman and the Rapporteur, should have the opportunity to interact with, and to hear from, the 

members of other EG. Two relevant initiatives in this regard would be: the creation of a web site common 

to all EG, where all relevant information would be available and inter-action might occur; and the defini-

tion of a calendar of meetings allowing for at least two simultaneous meetings of all EGs, where one 

morning/afternoon should be allocated to a joint inter-EG meeting. 
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•  Definition of EG management procedures 

This was the first exercise, which enabled an enormous amount of learning from all those involved. 

Although a set of basic orientations was defined, it was to a large extent a learning-by-doing experience. 

There is a need to combine and assess the experience gained and to translate it into a more formalised 

set of procedures to guide all the participants and especially the Chairman and the Rapporteur. This 

should deal with issues such as the rationale for and the management of Task Forces, the advantages of 

splitting-up EGs, the creation of specific websites and the assignment of a secretariat role. 

Concerning the work of this EG in particular, it would be desirable that most of the members should 

keep their places, to fully profit from the ‘teaming up’ and the learning on how to work together achieved 

at this phase. On the other hand, the need was felt to ‘open’ the EG to outside experts as well as to 

SMEs organisations. It is suggested to have at least one ‘open’ day, with professional workshops, in 

which EG members but also other experts and representatives of SMEs and other associations (Venture 

Capital, Banks, RTO’s…) would present their experiences with regard to relevant policy issues defined 

by the EG. 
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Annex 

Annex 1. Overview of Expert Groups established under CREST for the application  
 of the open method of co-ordination to the 3% objective 

Group 1. Public research base and its links to industry (RTD.B.1) 
Pursue or initiate necessary regulatory and administrative reforms, and support measures, to enable 
public research institutions to develop more effective links with industry, in particular SMEs, while safe-
guarding their public mission in education and fundamental research  
Increase the participation of industry and other stakeholders in the determination of priorities for public 
research  
Eliminate rules and practices in national programmes that impede European co-operation and technol-
ogy transfer, and allow funding of organisations from other Member States where appropriate  
Gear more research programmes towards the constitution of poles and networks of excellence by en-
couraging clustering or integration of resources at regional, national and European levels 

 

Enhance the innovation impact of R&D programmes by encouraging and supporting the integration of 
innovation-oriented activities in research projects (e.g. knowledge management and diffusion, training 
activities, take-up measures for SMEs)  

Group 2. SMEs and research (RTD.B.3) 
Consider setting targets for the participation of SMEs in national programmes, on the model of the 15% 
target set in the Community research framework programme 

Increase awareness of research-intensive SMEs about appropriate use of risk capital notably through 
actions at regional level 

 

Make better use of guarantee mechanisms to improve access to debt and equity financing for research 
and innovation activities in SMEs 

Group 3. Fiscal measures for research (RTD.K.1) 
Encourage a concerted use of fiscal incentives to address research policy issues of common interest:  
- encourage the creation and early growth of research-intensive firms 
- facilitate fund raising by new or existing foundations supporting R&D activities 
Consider also such a concerted use of fiscal incentives to raise the attractiveness of research careers 
Improve fiscal measures for research on the basis of formal evaluations, mutual learning, and the appli-
cation of principles of good design such as simplicity, low administrative cost and stability 
Disclose data on the budgetary cost of fiscal measures 

 

Adapt, where appropriate, the fiscal treatment of risk capital to avoid the double taxation of investors 
and funds 

Group 4. Intellectual property and research (RTD.K.1) 
Develop guidelines to help Member States review – and, where appropriate, adapt – their national re-
gimes governing the ownership, licensing and exploitation of IPR resulting from publicly-funded re-
search, with the aim of promoting technology transfer to industry and spin-off creation  
Develop European guidelines for the management and exploitation of IPR in public research institutions 
and public-private partnerships  

 

Ensure that before graduating, every student – especially from science, engineering and business 
schools – receives basic awareness/training regarding intellectual property and technology transfer 

Group 5. Research public spending and policy mixes (RTD.K.1) 
Design policy mixes using in a coherent way various policy instruments, and develop the interactions 
with policies put in place by other countries and at European level, notably through the open process of 
co-ordination 
Optimise the mix of financing instruments, taking into account the needs for different industry segments 
and developments in other countries and at European level 
Encourage and monitor the refocusing of public spending towards knowledge, notably research and 
innovation  
Analyse and discuss with Member States and acceding countries the public budget requirements for 
attaining the 3% objective and the repartition of roles and efforts between national and Community lev-
els until 2010  

 

Redirect State aid towards R&D as part of the more general redirection of State aid towards horizontal 
objectives 
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Annex 2: Key policy recommendations and relationships among recommendations 

1. “Think small enterprise first” to enable easier access and to avoid over-burdening SMEs 

2. Find appropriate balance between stability and adaptation 

3. Define targets to be more focused, efficient and to reach better results 

4. Improve co-operation, moderation and responsibility to achieve higher productivity 

5. Improve SME involvement in international collaborative research 

6. “Address structural market failures” rather than short-term cyclical issues 

7. Foster the matching of fund needs and capital providers for early-stage investments 

8. Address minimum-size requirements and the business knowledge gap of young entrepreneurs 

9. Define an appropriate positioning of public initiatives from the outset 

10. Implement targeted innovation loan guarantee schemes 

11. Exploit the synergies between different types of instruments and programmes 

12. Launch initiatives towards making potential entrepreneurs more aware about the rationale for making 

use of risk capital mechanisms 

Think small first
(REC A #1)

Find Appropriate Balance
(REC A #2)

Define Targets
(REC A #3)

Improve Collaboration
(REC A #4)

Avareness Raising
(REC B+C #6)

Address Structural
Market Failures
(REC B+C #1)

Targeted Innovation Loan
Guarantee Schemes

(REC B+C #5)

Address Minimum
Size-Requirements

(REC B+C #3)

Matching of Fund Needs &
Capital Providers

(REC B+C #2)

International
(REC A #5)

Positioning of Public
Initiatives from the Outset

(REC B+C #4)

National
(REC A #4)

Action A

Actions
B+C

Figure 3: Relationships among Recommendations 
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Annex 3:  Summary Table on practices examples and illustrations – Action A 
 AT CZ DK NL FR DE EL IL NO PO Sl ES UK 
(A) Procedural Aspects              

1. Progr. Stability w/ Adapt. 
Philosophy fff impuls 

konsorcia 

d.i.c 

  proinno 2 pave-ne 
r&td consort 

Compet 
R&D 

incubators 
magnet 

    grant r&d 

2. Open Calls fff      Pave-Ne   Nitec   grant r&d 
grant iii 

3. Simplifying Procedures fff impuls d.i.c  inn. org sme proinno 2 pave-ne magnet     grant r&d 
grant iii 

4. Competitive Procedures protec 2002    supp. for 
innov        uk univ. 

challenge 

5. Expansion/Access  konsrcia    proinno 2 
igf   arena demtec    

(B) Conceptual Aspects              

6. Improved Funding for 
SMEs fff impuls 

konsorcia 

 
TechnoPart-
ner Action 

Programme 

innov.org. 
sme 

them res net 
seed cap. 

fund 

 pave-ne 
r&td consort. 

incubators 
magnet 

magneton 
ifu nitec 

demtec 
tech centres 
ind clusters  grant r&d 

grant iii 

7. Market-oriented Per-
spect. fff impuls 

d.i.c TechnoPart-
ner Action 

Programme 
 top, bis, 

insti, igf 
pave-ne 

r&td consort. 

compet r&d 
incubators 
magnet, 

magneton 

ifu demtec 
ideia tech centres  grant r&d 

grant iii 

8. Absorption of Knowl. by 
SMEs Protec 2002 technos 

d.i.c SKO stimu-
lating 

knowledge 
transfer to 

SME’s 

supp. for 
Innov 

awaqrd ntbf 

exist-seed 
sme advis. 

serv 
r&td consort 

mid-tech 
smes 

magnet 
magneton 

 nitec., dem-
tec, ideia ind. clusters  uk univ. 

challenge 

9. Segmentation/Targetting fff impuls    top, bis, 
insti, IGF pave-ne compet r&d 

incubators  nitec   grant r&d 
grant iii 

10. Involv. SME in Progr. 
Design      top, bis, insti   customised 

r&d     

11. Inter-Progr. Relation-
ships  impuls    top, bis, insti    nitec   grant r&d 

grant iii 
12. Pilot Initiatives             grant iii 
(C) Informat/Awareness              

13. Proximity fff  

 Syntens, 
Innovation 
network for 
entrepre-

neurs 

innov.org. 
sme 

 
top, bis, insti       grant r&d 

grant iii 

14. Communica-
tion/Attraction 
 

fff impuls 
konsorcia 

d.i.c 
 

them res net 
seed cap. 

fund 

top, bis, 
insti, proinno 

2 
r&td consort.  arena  

voucher 
consult. 

ind clusters 
 grant r&d 

grant iii 

(D) Measurement              
15. Measur. SME Involve-
ment fff     top, bis, 

insti,       grant r&d 
grant iii 
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Annex 4a. Action A template: Country Overview (1/3) 

België (BE) Denmark (DK) Germany (DE) Greece (EL) 
Belgium follows a fully regionalised ap-
proach. R&D and innovation policy to-
wards SMEs is an authority of the regions 
and of the regions only, so each of the re-
gions can develop its own policy. A need 
is felt to streamline procedures to make 
easier for SMEs to apply to innovation and 
R&D support programmes. For instance, 
the Flemish region has in recent years de-
voted specific and increased attention to 
innovation in companies in general and in 
SMEs in particular. 

There are no specific national strategy ad-
dressed to innovation and R&D by SMEs. 
However, having in mind the structure of 
Danish economic fabric, most beneficiar-
ies of support programmes are SMEs. Pol-
icy focus appears to be on the promotion 
of R&D activities in the business sector as 
well as on co-operation and inter-action at 
regional level. Even so, some problems 
were identified in this regard. 

There is a significant policy concern to 
promote innovation and R&D in SMEs, 
both in general terms and with regard to 
high tech start ups. A main concern is with 
the decline in the number of NTBFs. Pol-
icy perceives an increasing need for a 
stronger support for R&D in SMEs, both in 
terms of financing and framework condi-
tions conducive to innovation. Financing is 
not just an issue of R&D subsidies to 
SMEs but the stimulation of private inves-
tors, such as VC companies. The current 
strategic orientation of SME innovation 
policy is presented in “Innovation and Fu-
ture Technologies in the SME Sector - 
High-Tech Master Plan” (2004). 

There is no specific strategy for SMEs. 
However, having in mind the structure of 
Greek economic fabric most beneficiaries 
of support programmes are SMEs. There 
is an insufficient commitment to innovation 
and R&D, and companies (namely SMEs) 
lack specialised human resources. Pro-
grammes are aimed at fostering the de-
mand for new technological knowledge. A 
basic condition for success is, however, 
attracting young skilled people  to the 
business sector. 

Spain (ES) France (FR) Ireland (IE) Italy (IT) 
Under the National Plan for R&D&I 2004-
07 there are a few measures concerning 
SMEs, although not exclusively addressed 
to them. The main issues seem to be the 
upgrading of SMEs absorption capacity 
(for instance through a programme for 
admission of new technologists in firms) 
and the financing of SME innovative pro-
jects. International co-operation needs to 
be fostered. In Spain, R&D is a national 
responsibility while Innovation is regional. 
 

There is not a specific policy concerning 
SMEs. French innovation policy has a few 
main tenets: creation of NTBFs, fiscal in-
centives, co-operation between firms and 
public R&D organisations, and support for 
investment. Statistics point out to a decline 
in the creation of innovative companies. A 
concern was expressed with allowing 
SMEs a fair access to R&D public pro-
curement. 

R&D and innovation programmes are not 
exclusively focussed on SMEs. The de-
velopment of linkages between domestic 
SMEs and foreign affiliates is promoted. 
Areas of concern include univer-
sity/industry co-operation, the develop-
ment of absorptive capacities and an in-
creased use of IP and licensing. 

There is no specific policy concerning 
SME. However, having in mind the eco-
nomic structure of Italy, SMEs are the 
main beneficiaries of most measures 
aimed at promoting R&D and innovation. 
There is a need to reduce bureaucracy. 
An increasing number of programmes is 
designed and implemented at regional 
level. Different approaches need to be fol-
lowed with regard to high-tech and ‘tradi-
tional’ SMEs. Main concern is represented 
by the discontinuity in funding the running 
programmes and by the persisting ‘dis-
tance’ between SMEs (or company in 
general) and the knowledge institutions. 
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Annex 4a. Action A template: Country Overview (2/3) 

The Netherlands (NL) Austria (AT) Portugal (PT) United Kingdom (UK) 
SMEs are considered as an integral part 
of innovation policy. In general, innovation 
policy has 3 main objectives: strengthen-
ing the climate for innovation; encouraging 
more companies to engage in innovation; 
and focussing on strategic areas of inno-
vation. 
In addition innovation in SME is encour-
aged by making more use of existing 
knowledge, streamlining current NTBFs 
initiatives and fiscal measures for R&D 
(starters can get additional deduction). 

Though there are no explicit policy docu-
ments specifically addressed to SMEs, in 
practice, due to the SME structure of the 
Austrian economy, policy has as focus on 
SME behaviour. The 3% objective has 
been ‘interiorised’ by national policy. Aus-
tria has a peculiar R&D structure, since 
private sector R&D expenditures are be-
low E.U. average and about 20% of R&D 
area financed from abroad. Relevant pol-
icy issues include the improvement of the 
conditions for SME to innovate (encom-
passing advice about technological devel-
opments, and availability of suitable fi-
nancing) and the development of networks 
to improve SMEs access to foreign tech-
nology 

There is not a specific strategy on R&D 
and innovation towards SMEs. However, 
general policies on these fields will have a 
direct impact on SMEs, having in mind the 
size structure of Portuguese firms. A num-
ber of programmes have been launched in 
recent years to promote innovation and 
competitiveness. The launching of NTBFs, 
the promotion of R&D consortia between 
companies (including SMEs) and R&D or-
ganisations and the creation of R&D 
teams in firms are among the recent policy 
initiatives. A need is felt, however, to im-
prove SMEs in-house capabilities as well 
as to enhance the coherence among the 
various initiatives. Polices on co-operation 
and clustering area also needed to stimu-
late innovation and R&D efforts by SMEs. 

There is no specific R&D and innovation 
policy addressed to SMEs. It is felt, how-
ever, that R&D and innovation are main 
instruments for enhancing the competi-
tiveness of British companies, namely 
SMEs. Policy measures have been ad-
dressed namely to promoting absorptive 
capacities, technology transfer between 
Universities and Research Centres and 
Industry, and entrepreneurship. Recent 
policy documents mentioned as a major 
goal the UK to become the leading country 
in Europe in terms of business R&D and 
patenting in ten years time 
 

Hungary (HU) Israel (IL) Norway (NO) Czech Republic (CZ) 
There is a political concert about promot-
ing innovation activities of SMEs.  There 
are some fiscal measures aiming at creat-
ing SME-friendly environment, but SMEs 
are not usually capable of accessing funds 
and loans on the financial market. The 
SME support programmes play an impor-
tant role in financing of R&D and innova-
tion activities of SMEs 

R&D and innovation strategy is driven by 
two main objectives: promote technology 
based initiative, and support those initia-
tives which lack a well established organi-
sation to grow up within a suitable time 
frame. Focus is put on marketing feasibil-
ity, having into account that the products 
from R&D activities need to be marketed 
internationally. The establishment of incu-
bators as well as to encouragement of the 
private sector to invest in start-up compa-
nies are also relevant policy concerns 

Norwegian R&D and innovation policies 
are based on a systemic view of innova-
tion processes. Although there is not a 
specific strategy for SMEs, these are often 
an implicit target group of R&D promotion 
policies. The Norwegian Government has 
defined  as a goal that  Norway  is to be 
one of the most innovative countries in the 
World. The Lisbon strategy is an important 
reference point. The focus on general and 
indirect measures, such as tax reductions, 
has increased.  

The main objective is to improve Czech 
industry, including SMEs, performance 
and competitiveness to approach E.U. av-
erage. There is a need promoting interna-
tional contacts, so that SMEs might be 
aware of the latest international technol-
ogy development. Other areas of concern 
are the development of human resources 
and the transfer of R&D results to industry 
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Annex 4a. Action A template: Country Overview (3/3) 

Slovak Republic (SK) Poland (PL) Switzerland (CH) Romania (RO) 
There is no specific strategy on R&D and 
innovation concerning SMEs. The main 
policy guidelines in this area are defined in 
the ‘Sectoral Operational Programme In-
dustry and Services’, and the attraction of 
FDI is considered as an important factor 
for bridging the R&D and innovation gap 
faced by Slovakia. There are however 
specific programmes addressed to R&D 
by SMEs in the context of PHARE. The 
support of entrepreneurship as well as of 
R&D and innovation by SMEs is related to 
education and training, to access to funds 
(for SME creation and growth and for 
NTBFs) and to the development of tech-
nology transfer. The main challenges are 
the stimulation of R&D activities and the 
strengthening of the relationship between 
SMEs and research organisations to pro-
vide easier access to innovative solutions 
and research capabilities 

Policies addressed to R&D and innovation 
by SMEs should be envisaged in a 
broader context of strengthening competi-
tiveness and the research base of the Pol-
ish economy. There are, however, a few 
measures specifically targeted to SMEs, 
namely concerning the financial support to 
goal oriented research projects. The 3% 
goal is envisaged as an important refer-
ence, and the Government defined the 
objective of reaching a R&D/GDP ratio of 
1.5% by 2006. Two important features in 
policy terms are the development of re-
gional innovation strategies and the 
launching and development of technology 
support organisations, such as technology 
transfer centres, technology parks and 
technology incubators. The main chal-
lenges concern the strengthening of R&D 
activities, the upgrading of domestic hu-
man capital and technological capabilities 
and the improvement of the innovation 
support financing system. 

There is no specific strategy for SMEs, 
although the Swiss Innovation Promotion 
Agency has among its objectives the par-
ticipation of at least 60% of SMEs in sup-
ported projects. In general terms, Switzer-
land has followed a relatively ‘conserva-
tive’ approach to innovation policy, fo-
cused on the improvement of framework 
conditions to facilitate entrepreneurship 
and innovation. The need to have a more 
committed policy led to the Report 
InnoNation Switzerland, an action plan of 
the Swiss Federal Department of Eco-
nomic Affairs to promote innovation and 
entrepreneurship as well as to the creation 
of the Swiss Innovation Promotion 
Agency. It is felt that the low willingness of 
companies to take risks is a relevant prob-
lem, which needs to be overcome by pro-
moting a more entrepreneurship and com-
petitive culture, where interaction between 
SMEs and academic research institutions 
becomes easier and lead to innovative 
outcomes. 

There are a few policy measures specifi-
cally focussed on SMEs. The main chal-
lenges faced in policy terms are the follow-
ing: transfer of R&D results to industry; 
development of human resources and 
S&T activities in firms, namely SMEs; and 
creation of an innovative context. 
R&D&I  financing SMEs are mainly taking 
place into all R&D&I programmes. Most of 
these programmes have technology focus 
and offer financial support for whole SME 

Slovenia (SI)    
The strategy for Economic Development 
2001/06 underlines the importance of re-
search and technological development. 
SMEs are considered as a most dynamic 
part of Slovenia economy and one of the 
key factors to boost the economy. Lisbon 
strategy and the Barcelona 3% goal are 
important references for policy design and 
implementation 
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Annex 4a. Action A template: STRATEGIES (1/2) 

België (BE) Denmark (DK) Germany (DE) Greece (EL) 
A fully regionalised approach is used 
whereby each of the regions develops its 
own R&D and innovation strategy towards 
SMEs 

No specific strategy or programmes spe-
cifically addressed to SMEs 

(a) Increasing ability of SMEs to  
- carry out in house R&D 
- co-operation with external partners 
- commercialise new products 
(b) Improving financing for SMEs, espe-
cially NTBS (venture capital market) 
(c) Creating a more favourable environ-
ment for innovation, including the lifting of 
bureaucracy 
(d) Fostering SMEs in the new “Länder” of 
Germany 

No specific strategy for SMEs. However, 
having in mind the structure of Greek 
economy, most of the enterprises are  
SMEs and so these are the main players 
in innovation and R&D support pro-
grammes 

Spain (ES) France (FR) Ireland (IE) Italy (IT) 
Some Programmes concerning SMEs, al-
though not exclusively addressed to them 
Launching the National Plan for RDI 2004-
2007.National Plan for RDI 

- Creation of NTBFs 
- Fiscal incentives 
- Co-operation w/ public research 
- Support for investment 

- Reviewing of the National Innovation 
System 

- Review of networks approach 
- Overall context of the European Re-

search and Innovative Area [specific 
for SMEs?] 

Programmes are not exclusively focussed 
on SMEs (although some of them make 
explicit reference to SMEs) 
Regional approaches 

The Netherlands (NL) Austria (AT) Portugal (PT) United Kingdom (UK) 
As SMEs are part of the innovation policy, 
there is no separate strategy document 
aimed at SMEs  

No specific strategies concerning R&D in 
SMEs. However, given the SME structure 
of the Austrian economy the stimulation of 
R&D in SMEs is mostly considered in de-
signing new programmes. Some pro-
grammes are explicitly designed for SMEs 

No specific strategies exclusively for 
SMEs 

There is no specific policy addressed to 
SMEs 
- Promote sources of new knowledge 
- Foster the capacity of companies to 

absorb new knowledge 
- Improve the access to finance 
- Promote competition and entrepre-

neurship 
- Encourage demanding customers 
- Improve regulatory environment 
- Encourage networking and collabora-

tion 
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Annex 4a. Action A template: STRATEGIES (2/2) 

Switzerland (CH) Israel (IL) Norway (NO) Czech Republic (CZ) 
There are no specific strategies for SMEs, 
and the number of programmes launched 
to specifically encourage innovation is 
rather limited. Focus is put on improving 
the framework conditions, to facilitate en-
trepreneurship and innovation, including in 
SMEs. An Action plan of the Swiss Fed-
eral Department of Economic Affairs (In-
noNation Switzerland) was launched in 
this regard. A national innovation promo-
tion agency (CTI Swiss Innovation Promo-
tion Agency) was established. This 
Agency has among its objectives the par-
ticipation of at least 60% of SMEs in sup-
ported projects. 

- Convert “National Technologies As-
sets” into “National Economic Assets”, 
based on “Market Competitiveness 
strategy”. 

- Provide decisive Public financial sup-
port in “Pre-Seed and Incubation” 
phase and stimulate greater financial 
R&D contribution by the private risk 
capital sector, toward the “R&D com-
petition phase” where the relative  
portion of public money is lower. 

There are no particular strategies concern-
ing SMEs in Norwegian R&D and innova-
tion policy.  
- Vision: Norway shall be one of the 

most innovative countries in the World
- Government plan for a comprehen-

sive innovation policy  

The main strategy for SMEs is defined in 
“Framework of R&D in the sphere of ac-
tion of the Ministry of Trade and Industry” 
- Carrying out National Policy of RD 
- Financial support to industry RD 
- Creation of conditions for closer uni-

versity/industry cooperation 
- Spreading information in R&D pro-

grammes 
- Creation of conditions for transferring 

R&D results for industrial utilisation 
(including in SMEs) 

Hungary (HU) Poland (PL) Romania (RO) Slovenia (SI) 
There are specific  programmes ad-
dressed exclusively to SMEs: 
- Promoting technology development 

co-operation of a large company with 
at least two SMEs being potentially 
suitable to be long-term and technol-
ogy- based suppliers. 

- Encouraging SMEs to create new 
R&D jobs and to sustain R&D jobs 
created former. 

- Supporting technology-based start-up  
and spin-off enterprises. 

- Supporting innovation activities and 
the utilisation of R&D results by 
SMEs.  

Specific policy guidelines for SMEs were 
recently defined. A policy focus is put in 
promoting innovation in SMEs, namely by 
launching specific support programmes 
providing loans for innovative projects car-
ried out by SMEs and financial assistance 
for goal oriented research projects con-
tracted by SMEs 

Overall strategy for R&D - SMEs 
National R&D&I programmes 
National strategy for innovation and tech-
nology transfer  

Programme of Measures to Promote En-
trepreneurship and Competitiveness 
(2002-06) 
Development of innovation platforms 
shared by many SMEs 
 

Slovak Republic (SK)    
No specific strategy on R&D and innova-
tion by SMEs, although there are pro-
grammes focused on the support of inno-
vative SMEs in the context of PHARE. 
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Annex 4b. Action A template: MAIN OBJECTIVES (1/2) 

België (BE) Denmark (DK) Germany (DE) Greece (EL) 
The main objective is to increase the inno-
vation capacity of companies towards the 
level of the strongest European regions, 
within a broader context of making the 
gradual change towards a knowledge 
based economy. Specific objectives con-
cerning SMEs include: 
- a larger share of SMEs participating 

in R&D funding programmes 
- stronger links between SMEs, be-

tween SMEs and large companies, 
and between SMEs and universi-
ties/research centres 

- more start-ups 
- more efficient technology transfer 

- Strengthen research in DK 
- Create a platform for new jobs and 

revenues [specific for SMES] 

- Increase the share of innovative 
SMEs 

- Increase share of SMEs w/R&D co-
operation 

- Increase no. high tech start ups 
- Increase no. university spin offs and 

spin-offs from public research facili-
ties 

- Increase demand for new knowledge 
and research results 

- Reorganisation of research system 
- Opening-up to international coopera-

tion 
- Development of Technological Infra-

structure 
- Thematic priorities for S&T policy 
- Increase R&D/GDP to 1.5% by 2010 

Spain (ES) The Netherlands (NL) Austria (AT) Poland (PL) 
- Qualification of human resources in 

SME for raising technology absorptive 
capacity 

- Encourage financial system to estab-
lish adequate financial lines for inno-
vative SME projects. 

- Strengthening the climate for innova-
tion 

- Encourage more companies to be in-
novative 

- Taking advantage of opportunities for 
innovation by opting for strategic ar-
eas of innovation 

- Increase RD/GDP to 2.5% in 2006, 
and 3% in 2010 

- Strengthening innovative capacity of 
firms (espec. SMES) 

- Promoting industrial restructuring 
through NTBFs 

- Improve knowledge and TT to SMEs 
- Facilitate participation in FP6 

- Supporting innovation and R&D 
- Reorienting public laboratories to pro-

vide support to firms 
- Promoting public-private partnerships 

and applied research consortia 
- Supporting the creation of NTBFs 

United Kingdom (UK) Switzerland (CH) Israel (IL) Norway (NO) 
- Promote the competitiveness of UK 

companies 
- Be the leading country in Europe in 

terms of business R&D and patenting 
in ten years time 

- The main objectives are: 
- Improve the framework conditions to 

foster innovation and competitiveness 
of companies, especially SME’s 

- Develop the entrepreneurship spirit 
- Foster cooperation between research 

institutes and companies 

- Achieve high rate of economic growth 
through the expansion of the SMEs 
sector,  based on  new R&D initiatives 
, innovation, and Entrepreneurship 

- Support Innovation and R&D initia-
tives( which lack, the well established 
organisation to grow up) with a suit-
able work frame, based on grants, 
mentoring and supervision 

- Reach OECD-average in R&D/GDP 
by 2005 

- Strengthen long term and fundamen-
tal research within prioritised areas 
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Annex 4b. Action A template: MAIN OBJECTIVES (2/2) 

Czech Republic (CZ) Slovak Republic (SK) Poland (PL) Romania (RO) 
Performance and competitiveness of the 
Czech industry including improving SME 
performance and their approach to E.U. 
average 

The ‘Sectoral Operational Programme In-
dustry and Services’ has two main objec-
tives concerning R&D and innovation:  
- support for development of industrial 

production, trades and services, in-
cluding related infrastructure  

- linkage between the results of re-
search and development, knowledge 
potential and needs of businesses 

More specifically, support of entrepreneur-
ship and SMEs will be focused on im-
provement of: 
- education to business and workforce 

training  
- access to funds for SMEs at the initial 

stages of their existence and for ex-
panding and “high–tech” companies, 

- access of SMEs to outcomes of re-
search and innovations. 

- Achieve a R&D/GDP ratio of 1.5% by 
2006 

- Support innovation in SMEs in order 
to implement new technologies, 

- Use of European Union’s structural 
funds for developing scientific and in-
novation structure,  

- Improvement of links within the re-
search community and between the 
research and technology sectors 

- Use of new financial and economic 
instruments promoting research and 
development services, encouraging 
the undertaking of innovative activi-
ties,  

- Support clusters of institutions capa-
ble of demonstrating a clear research 
policy and adequate management 

- Increase the participation in interna-
tional programs and projects co-
financed by foreign funds, particularly 
in E.U. Framework Programme 

- Translating excellence in science into 
commercially successful products and 
services 

- Seizing new ideas and implementing 
them successfully in the business en-
vironment 

- Develop. ITT infrastructure 

Hungary (HU)    
- Increase the economic competitive-

ness of SMEs 
   



 

59 

Annex 4c. Action A template: CHALLENGES (1/2) 

België (BE) Denmark (DK) Germany (DE) Greece (EL) 
- Setting up efficient schemes of coop-

eration between universities/research 
centres and private companies, with a 
specific focus on SMEs.  

- Technology transfer in general 

- Create a more stimulating environ-
ment for investment in research and 
innovation 

- Focus public investment in those ar-
eas which underpin industrial devel-
opment 

 

- Rapid decline of private VC market for 
high tech firms 

- Increasing difficulties of SMEs to get 
bank loans for risky activities 

- Threat of SMEs resigning from inno-
vation activities mainly due to the 
business cycle 

- Decrease no. high tech start ups 
- Decrease share R&D performing 

SMEs 
- Decrease share of innovat. SME 

compared to other OECD countries 
 

- Improve competitiveness 
- Correct imbalances of research sys-

tem  
- Strengthen company R&D 
- Improve provision of technology ser-

vices to firms 
- Integrate Greek research in the global 

knowledge economy 
 

Spain (ES) France (FR) Ireland (IE) Italy (IT) 
- Lack of R&D departments in SMEs 
- Low human resources skills 
- Financial problems w/ risky R&D pro-

jects 
 

- Lack of cooperation firms/research 
laboratories 

- Too low R&D investment by private 
companies (1.4% of GDP) 

- Fall in creation of new innovative 
companies 

 

- Technology absorption capability 
- Investment levels in R&D 
- Conversion rates of R&D 
- Competition of Mobile Investment 
- Innovation management 
- IP management and technology li-

censing 

- Reducing bureaucracy/simplifying 
procedures to facilitate SME participa-
tion 

- Compliance with 3% RD/GDP (almost 
impossible) 

- Requirement of a share of funds for 
SMEs 

The Netherlands (NL) Austria (AT) Portugal (PT) United Kingdom (UK) 
- The innovation climate is not attrac-

tive enough 
- Too few businesses invest in innova-

tion 
- Research lacks focus and quantity 

thereby missing opportunities 

- More compreensive approach needed 
to support SME R&D activities 

- Strengthen cooperation science/SME 
- Support technology oriented  
- Start up support  needs to be extend 
- Improvement in cross border coop-

eration between SMEs and SMEs and 
Universities 

- Improve effectiveness and efficiency 
of existing programmes 

- Streamlining programme manage-
ment procedures 

- Strengthen SMEs capabilities (help 
SMEs in climbing the Innovation and 
R&D ladder) 

- Encourage the launching and sus-
tainability of NTBFs 

- Trade liberalisation and the fall in 
communication and transport costs 

- Increased change in technology and 
scientific understanding 

- Development of global communica-
tions 

- ->The main challenge stemming from 
these is to move from a location com-
peting on relatively low costs of doing 
business to location competing on 
unique value and innovation 
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Annex 4c. Action A template: CHALLENGES (2/2) 

Switzerland (CH) Israel (IL) Norway (NO) Czech Republic (CZ) 
- The Swiss economy is stagnating. 

Companies are not innovative 
enough. Creation of new companies, 
willingness to take risks is low. There 
is therefore a need for policies in this 
regard to encourage economic and 
competitive revival. 

- Increasing national expenditures on 
civilian R&D as percent of GDP (In 
2001- 4.8%) 

- Financial market crisis 
- Intensifying commercialisation of in-

cubators projects 
- Attract private investors 
- and risk capital market 
- to R&D initiatives. 

- Increase levels of innovation 
- Increase investments in R&D, particu-

larly by trade and industry 
- E.U.’s 3%-goal needs  to be taken 

into consideration  

- Increase the share of SMEs in com-
mercial utilisation of R&D results 

- Create a fund for supporting innova-
tive business plan 

- Establishing the TECHNOS pro-
gramme 

Hungary (HU) Poland (PL) Romania (RO) Slovenia (SI) 
- To develop financing system for R&D 

activities of SMEs and to make awail-
able loans and equities for SMEs on 
the financial market.   

- Strengthen R&D activities (namely 
those carried out by the private sec-
tor) to meet the 3% target 

- Development of domestic capabilities 
in the areas of human resources, 
computerization and R&D activities 

- Building a Polish Research Area   
- Improvement of innovation support 

financing system 

- Improve the capability  of the R&D 
system to generate, spread and trans-
fer R&D result 

- Improve the provision of services 
- Stimulate the innovative context and 

the capacity of absorption  

- Lack of connections between institu-
tions of knowledge and economy 
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Annex 4d Action A template: POLICY TRENDS (1/2) 

België (BE) Denmark (DK) Germany (DE) Greece (EL) 
- Setting up a funding programme spe-

cifically designed for SMEs 
- Specific funding rules for SMEs in 

general funding programmes 
- Development of a network of innova-

tion advisors 
- Further development of interface ser-

vices at the universities and research 
centres 

- Development of specific measures for 
risk capital towards SMEs 

- Creation of a national strategic re-
search council  

 

- Focussing R&D support to SMEs in 
East Germany on fast growing firms 

- Increasing SME participation in tech-
nology programmes 

- Cluster and networking approaches, 
especiallly in East Germany 

- Strengthening own capital base of 
SMEs 

- Reform of VC market support (intro-
ducing publicly financed funds in 
funds) 

- Reducing bureaucracy in the field of 
starting new businesses 

- Efforts towards development of new 
research resources 

- Improve interconnection of research 
and production 

- Further integration of Greek research 
in European and international effort 

The Netherlands (NL) Austria (AT) Portugal (PT) United Kingdom (UK) 
- Revitalising the innovation capacity of 

the business sector 
- Focus on increasing and rationalising 

R&D and innovation support 
- Stimulate R&D and innovation in the 

business sector 
- Extended tax allowance for RD 
- Launch Technology Offensive II 

(600M€204/6) 
- National Research Foundation 

(125M€/year from 2004 on) 

- PROINOV (no longer into ‘full’ force) 
- Programme for Productivity and Eco-

nomic Growth (PPCE) 
- Creation of UMIC 
- Innovation policy ‘anchored’ in the 3rd 

CSF programmes (POE /PRIME, 
POCTI and POSI) 

- Focus on technology transfer  
- Improve the funding of science 
- Skill development  
- Innovation-driven regional strategies 

and clusters 
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Annex 4d. Action A template: POLICY TRENDS (2/2) 

Switzerland (CH) Israel (IL) Norway (NO) Hungary (HU) 
- The government wants to reinforce 

the innovation capacity of enterprises 
and shift the culture towards more en-
trepreneurship. The message on 
promotion of education, research and 
technology (2004-2007) and espe-
cially the Report InnoNation Switzer-
land express a strong commitment to 
promote innovation and entrepre-
neurship. The creation of the Innova-
tion Promotion Agency – whose ob-
jectives include the fostering of coop-
eration between research institutes 
and companies – goes tin the same 
direction. 

- Establishment of Bio-Technology In-
cubators to leverage future Biotech-
nology potential global market 

- ‘Heznek’ Fund to encourage the pri-
vate sector to invest in start-up com-
panies 

- Privatization of Incubators 
- Increase "R&D - initiatives" in 
- Traditional SMEs to improve Global 

Market competitiveness 

- Introduction of tax deduction scheme 
for R&D expenditures 

- Merger of 4 different organisations to 
create new organisation:  Innovation 
Norway 

- Reorganisation of Research Council 
- Work on new White Paper on Re-

search started 

- To develop regional institutional sys-
tem promoting innovation acivities of 
SMEs 

Poland (PL) Romania (RO) Slovenia (SI) Slovak Republic (SK) 
- Strengthening investment in R&D ac-

tivities 
- Implementation of regional innovation 

strategies 
- Setting up of technology support or-

ganisations to encourage and support 
firms, namely SMEs, to undertake 
R&D and innovative activities 

 

- Develop and implement new instru-
ments (INFRATECH programme and 
Investment Company for Technology 
Transfer and Development) 

- A law on the promotion of entrepre-
neurship is being prepared 

- Establishment of Agency of Technol-
ogy 

 

- Launching of policies aimed at pro-
moting investments in R&D 

- Establishment of framework condi-
tions for private sector investments in 
R&D 

- Promotion of investments in human 
capital and intangible assets 

- Promotion of technology transfer and 
technology cooperation 

 



 

63 

Annex 4e. Action A template: MISSING LINKS/WEAK AREAS (1/2) 

België (BE) Denmark (DK) Germany (DE) Greece (EL) 
- Awareness within (traditional) SMEs 

as to the importance of innovation 
- A ‘gap between SMEs and centres of 

research 
- A lack of exploitation of fundamental 

research 
- Insufficient risk capital 

- Lack of international orientation (Need 
to support international cooperation in 
innovation activities) 

- R&D support/funding which especially 
focus on SMEs not only in Eastern 
but also in Western Germany 

- Indirect measures to promote R&D 

- SMEs require help in identifying their 
research and innovation needs, as 
well as potential industry partners to 
cooperate 

Spain (ES) France (FR) Ireland (IE) Italy (IT) 
- Development of international technol-

ogy cooperation by SMEs 
- Difficulty regarding patent protection 

- SMEs need R&D contracts and not 
only R&D grants 

 

- SME/R&D organisations cooperation 
in technology transfer 

- IP management and licensing 
- Cultural problems 

- Missing link between SMEs in tradi-
tional fields and the R&D world 

 

The Netherlands (NL) Austria (AT) Portugal (PT) United Kingdom (UK) 
- SME miss capital for investments in 

development 
- More support for investment in R&D 
- Understanding shorter time span of 

SME R&D 
- Administrative procedures often too 

complex for SMEs 

- Better access to finance 
- Support for SMEs to keep abreast of 

developments in their sectors 
- Effective rules and procedures for IPR
- Networking and clustering 
- Involvement of SMEs in FP6 (little 

participation of SMEs) 

- Stimulus to SME strategic (incl. tech-
nological) capabilities 

- Coherence of various initiatives 
- Linkages w/information society initia-

tives 
- University/industry cooperation 

- Capacity of companies to absorb new 
knowledge and turn it into action 

Switzerland (CH) Israel (IL) Norway (NO) Czech Republic (CZ) 
- Improvements are needed in making 

administrative procedures more SME 
friendly. In fact, administrative proce-
dures are sometimes too heavy and 
time for decision making process 
should fit SMEs life. 

- Relevant  to traditional SMEs:  
- International Market Infrastructures  
- Effective access to international co-

operation in innovation activities and 
business development 

- R&D programs initiatives 
- Risk Capital Funds 

- Guarantee mechanisms 
- Business Angels Networks 
- Pre-seed capital 
- Awareness of importance of Intellec-

tual Property Rights in trade and in-
dustry SMEs 

- Public business support services (to 
support SMEs FP participation ) 

- Helping SMEs in establishing interna-
tional relationships 

- Need for human resources and capa-
bilities of SMEs to perform R&D 
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Annex 4e. Action A template: MISSING LINKS/WEAK AREAS (2/2) 

Hungary (HU) Poland (PL) Romania (RO) Slovenia (SI) 
- Academia/industry co-operation 
- International relationships 

- The technology transfer system is not 
developed enough (Innovation Relay 
Centres operate mainly in big cities). 

- Weak cooperation between universi-
ties and public research institutions 
and SMEs, 

- Lack of explicit economic and tax 
preferences for SMEs, which invest in 
scientific research. 

- Develop the national system  for sci-
entific and technological information 
to support innovative SME 

- Access to finance for information 
- Technology audit should become a 

regular exercise 

Slovak Republic (SK)    
- SMEs awareness about IPR is not at 

the satisfactory level. Missing is also 
any support for European patent ap-
plicants 
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Annex 4f. Action A template: EXPERT CONTRIBUTION (1/2) 

België (BE) Denmark (DK) Germany (DE) Greece (EL) 
- Raising the awareness of SMEs as to 

the importance of innovation 
- Modes of cooperation between uni-

versities/research centres and private 
companies (and more specifically in-
volving SMEs) 

- The in-house R&D and innovation ca-
pacities of SMEs 

- Making SMEs aware of the European 
R&D agenda 

- Need for stimulating the interaction 
between SMEs and research institu-
tions (and developing trust)  

- Policy mix 
- Direct R&D grants for co-operation, 

NTBFs 
- Guarantee schemes (Funds for stimu-

lating private VC investments) 
- Need for technology specific R&D 

subsidies for SMEs e.g. in form of tax 
credits, personnel subsidies... 

 

- System of innovation approach 
- Institutional frame for IPR 
- Training, certification 
- Technical services infrastructures 
- Services for provision of enterprising 

capital 
- Company technology support ser-

vices 
- Attendance of citizens in technologi-

cal choices 
France (FR) Italy (IT) The Netherlands (NL) Austria (AT) 

- Allowing SMEs fair access to R&D 
public procurement 

 

- Target SME on the basis of techno-
logical level 

- High tech: need capital 
- Low tech: lack in house skills 
- CRAFT like programmes 
- Problem assessment and solution 
- Management support 
- ≠types of incentives 
 

- Actions towards overcoming cultural 
barriers between SMEs and knowl-
edge institutions  

- Assist SMEs in formulating their 
knowledge/R&D needs 

 

- Improve the climate for SMEs to inno-
vate* 

- More assistance advice and funding 
for NTBFs 

- Increased effort on networking for 
SME to access foreign technology 

- Greater focus on commercialising 
public funded R&D 

- Help to nurture new and emerging 
technology clusters 

- (*RTD is one element to be innovative 
and thus more competitive)  

Portugal (PT) United Kingdom (UK) Switzerland (CH) Israel (IL) 
- Need to develop SME capabilities 

having in mind different SME situa-
tions 

- Beware of the role of organisational 
and strategic capabilities 

- Cooperation and clustering 
- Provision of awareness raising ser-

vices  

- Fear of consequences of failure 
should not be seen as an automatic 
barrier to accessing future opportuni-
ties. 

 

- The main problem is to overcome cul-
tural barriers between SME’s and 
academic research institutions. Fur-
ther actions should be launched to re-
spond this problem and encourage 
cooperation. 

- New strategy and policy toward tradi-
tional SMEs to increase R&D and in-
novation initiatives in order to   in-
crease their core technology  level  
and be more competitive in global 
markets 

- Encouraging strategic alliances be-
tween  SMEs and large firms in R&D 
programs and in public procurement 
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Annex 4f. Action A template: EXPERT CONTRIBUTION (2/2) 

Norway (NO) Czech Republic (CZ) Hungary (HU) Poland (PL) 
- Balance between direct and indirect 

instruments of policy  
- Need for innovative ideas to develop 

the capital market 
- Promotion of internationalisation 

- Need for some sort of insurance when 
projects fail 

- Promote entrepreneurship and the 
creation of SMEs 

 

- An adequate public procurement pol-
icy oriented to SMEs would be help-
ful. 

- The innovative idea of the State 
Committee on Scientific Research 
concerning the promotion of R&D ac-
tivities in the SME sector was to en-
trust the task of organizing competi-
tion for financial support of the goal-
oriented research projects to NGO, 
closely connected with the realities of 
the economic life. 

 
Romania (RO) Slovenia (SI) Slovak Republic (SK)  

- Simplifying procedures to facilitate 
SME participation at R&D&I pro-
grammes 

- Sustain the creation and development 
of innovative SMEs, including training 
programmes for entrepreneurs 

- Good experience with the 20 keys-
exercise (SI5) 

- Effective networking between R&D 
institutions and innovative companies 

- Broader access of SMEs to finance, 
particularly loans and risk capital 

-  



 

67 

Annex 5a. Action B+C: NATIONAL FINANCING SYSTEM (1/5) 

Portugal (PT) Greece (EL) Slovenia (SI) Germany (DE) 
The Portuguese NFS is mainly credit 
based. Banks are the main purveyors of 
funds for SME activity and investment. 
The main players in SMEs & R&D are 
banks. However, it was found that, as a 
rule, banks tend to avoid those kinds of 
projects which, due to their innovative and 
intangible nature, are considered to be 
riskier and which are not able to provide 
collateral. 
VC & Stock markets 
The role of venture capital organisations is 
limited, in spite of the initiatives taken to 
promote the use of venture capital as a 
financing instrument. An important initia-
tive in this regard was the launching of the 
NEST Programme, concerning the crea-
tion of new technology based firms 
through the provision of venture capital 
(see the Portuguese reply to Template A). 
According to the EIS 2003 the share of 
high-tech venture capital investment is 
45.9%, and the share of early stage ven-
ture capital in GDP is very low (0.011% 
only). The capital market is shallow, and 
the number of companies in the Stock Ex-
change is relatively limited. There were 
initiatives towards the development of 
capital markets addressed to SMEs 
(namely the so-called ‘Second Market’), 
but the participation of SMEs in capital 
markets is still very limited. 

At present, a rate of 75% of the market is 
controlled by the two larger banking 
groups (National Bank - Commercial 
Bank). National Bank owns 55% of the 
market, Commercial Bank 20%, Alpha 
Credit Bank and Ergobank (the largest pri-
vate Greek banks) 11% and all the others 
(foreign and small private banks) just 2-
3%. However, there is a trend for an in-
crease in the market shares of foreign and 
private banks at the expense of the large 
state interest banks and their groups. The 
money market is being modernised and 
expanding, all restrictions in capital 
movements have been lifted, the tradi-
tional derivatives are diversified and new 
commercial-investment derivatives and 
complex financial products are promoted. 
At the same time, complex business 
strategies and risk management tech-
niques are adopted by the large banking 
groups which outsource many of their new 
activities to affiliated, off-banking or rele-
vant enterprises. 
 

In Slovenia, having entered into market 
economy, other financial institutions have 
been created apart from banks existing 
already in the previous system. Thus, at 
the beginning of 90s their number in-
creased while after 1997 diminished (mu-
tual funds excluded), for the most part as 
a result of mergers and acquisitions, which 
augmented their concentration. Strategy 
on economic development in Slovenia 
(2002) reveals the banks previously re-
stored to be still less competitive. They 
lack long-term sources and have no suffi-
cient capacity of giving long-term credits 
as much as elsewhere. Furthermore, with 
gradual opening of the market, main bank 
competitors have become banks from 
abroad (NB: not foreign banks settled in 
Slovenia) offering loans to most perform-
ing Slovenian enterprises. It is expected in 
near future intensification of financing of 
enterprises by securities. In such a man-
ner, new less-developed domestic banks 
will face a new challenge. Slovenian bank-
ing sector is small and diversified. Hence, 
it is of substantial importance to merge 
and concentrate. Concentration of the 
largest Slovenian bank (NLB d.d.) in 2001 
has resulted in 34.6 per cent of market 
share. 

The NFS overall is mainly a credit-based 
system: 
- The core of the NFS is the banking 

sector, which accounts for approx. 
78% of the financial system’s gross 
assets. 

- An important class of financial institu-
tions is insurance and pension com-
panies, which hold around 12% of fi-
nancial system assets. 

- Banks hold about 25% of each other’s 
equity, while 10% of insurance com-
pany equity is in cross-holdings within 
the industry. Insurance companies 
hold 5% of private bank equity and 
approx. 15% of bank-issued securi-
ties, with the larger insurance groups 
holding significant portions of com-
mercial bank equity. 

- Global financial linkages have in-
creased steadily over the past dec-
ades. German banks’ consolidated 
foreign exposure exceeds that of any 
other country. Foreign banks did not 
have a large retail presence in Ger-
many, but rather compete for the 
business of major corporations. 
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Annex 5a. Action B+C: NATIONAL FINANCING SYSTEM (2/5) 

 Greece (EL) cont. Slovenia (SI) cont. Germany (DE) cont. 
 VC 

Two government owned organisations, 
EOMMEX SA and GSRT, operated in the 
1980ies as substitutes for VC companies, 
to provide subsidies to innovative private 
individual inventors. 
The first company established in Greece 
in the sector of Venture Capital was “Al-
pha Investment Participations SA” in 1990 
and has been followed by Global Finance 
S.A and  Baring SA in  the 1991. In 1993, 
was founded Commercial Venturer SA.  
A series of new VC institutions are estab-
lished in the present phase, as subsidiar-
ies of financial groups or as consortia of 
companies. 
The New Economy Development Fund 
S.A. (TANEO) is perhaps the most impor-
tant institution that has been created for 
supporting Venture Capital funds. The 
Law 2843/2000 established it. It partici-
pates with amounts lower than 50% in 
ventures, mutual funds or other forms of 
venture capital. 

VC & Stock markets 
There are several smaller private venture 
capital funds; most active are named Ak-
tiva and Horizonte. Horizonte is managed 
from Austria and has 8.4 million € avail-
able inside the Slovene Enterprise Fund. 
On this spot, the major issue is not lack of 
funds but rather insufficient quality of pro-
ject proposals and lack of favouring to give 
managerial function to the venture capital 
fund. This indicates that for many entre-
preneurs the independence is still more 
crucial than business growth. Second, Ac-
tiva fund  is dealing with 50 million  € 
available, 15 million € destined to Slove-
nia. However, it has made a majority of its 
innovation investment abroad. 

VC & Stock markets 
Germany’s “new firm stock market seg-
ment” which was rising awareness to in-
vestors until 2000, lost momentum and 
was given up as an own segment (but im-
plemented in the established stock market 
system). 
Private VC financing was/is enhanced by 
public matching funds and by offering low-
interest refinancing loans and guarantee 
schemes for VC companies. As a result of 
the downturn of the New Economy from 
2001 onwards, private VC investment van-
ished. Consequently, the public co-
investment, refinancing and guarantee 
programmes are of little significance any-
more. 
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Annex 5a. Action B+C: NATIONAL FINANCING SYSTEM (3/5) 

Denmark (DK) Austria (AT) Hungary (HU) Israel (IL) 
Venture capital is the main source for fi-
nancing R&D in small companies in Den-
mark. Total volume in venture funds is a 
about 1% of BNP. It equals 1.3 bill. EURO. 
For other financing of SME’s Banks is the 
main source. A few large banks dominate. 
They are established by merges of Danish 
banks. International banks are not playing 
an important role. For SME’s a number of 
small mostly locally working banks, plays 
an important role. The banking system is 
merging with Danish mortgage institutions 
and insurance companies to establish one 
stop financing and insurance especially for 
households. 

The Austria NFS is heavily credit based: 
market capitalisation of firms quoted on 
the Vienna stock exchange is hardly 20% 
of GDP and annually VC investments 
make up no more than 0,07% of GDP. 
VC & Stock markets 
Risk capital market... 
- is rather small but quickly developing  
- is facing bottlenecks in SME's aware-

ness about risk capital without having 
appropriate measures to address that 
problem  

- is supported by rather innovative pro-
grammes on the national level com-
plemented by regional efforts which 
are, however, rather different and not 
explicitly complementary to the na-
tional agenda. 

The Hungarian NFS is mainly a credit-
based one. After a marked drop followed 
by stagnation in the mid-nineties, the ex-
ternal financing of SMEs showed stagger-
ing growth from 2000 on. The credit-
placement activity of commercial bank in 
the past two years obviously improved the 
borrowing chances of SMEs. 
VC & Stock markets 
The equity-based financing system for 
SMEs is underdeveloped in Hungary. An 
act of 1998 on venture capital investment, 
venture capital enterprises, and venture 
capital funds was meant to improve the 
opportunities for venture capital invest-
ments, to encourage them, and to divert 
venture capital to small and medium sized 
enterprises. However, the law failed to ful-
fil the expectations, since it generated an 
over-regulated situation and provided very 
little space for movement for the capital 
funds that could not be offset by the pref-
erential tax offered or by the inclusion of 
retail resources. 

The financial system resources of the pri-
vate sector in Israel, is based on the fol-
lowing five major segments: 1. Banks 
credits 2. Domestic Stock Exchange 3. 
Foreign Stock Exchange (USA and 
Europe) 4. Venture (Risk) Capital Fund 
(Israelis and Foreign) and Investment 
Companies 5.Others:Government Grants 
and Direct credit from abroad. 
VC & Stock markets 
Two segments/ players are most important 
in financing innovation and R&D in SMEs: 
1. Risk Capital Funds (VC) 2. Foreign 
Stock Exchange. The third segment is: the 
Domestic Stock Exchange The preferred 
option is driven from the level of the com-
pany's attractiveness and its long term vi-
sion. When the company who wish to 
raise money is very attractive the Capital 
Fund will hunt the company. In most cases 
the investment will be shared with Another 
Risk Capital Fund. In a certain promised 
point of the development phase, the com-
pany will process for raising money from 
the Foreign Stock Exchange. 
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Annex 5a. Action B+C: NATIONAL FINANCING SYSTEM (4/5) 

Italy (IT) The Netherlands (NL) Norway (NO) België (BE) 
The NFS is mainly credit-based. The main 
market players are 1. banks: 46%; 2. in-
dustrial groups: 7%; 3. individual inves-
tors: 16%; 4. funds of different origin: 15%.
 

The Dutch NFS is both credit and equity-
based 
The equity-based market has mostly been 
addressed in policy measures. 
VC & Stock markets 
During the 80s and 90s of the past cen-
tury, the Netherlands stimulated the de-
velopment of a thriving venture capital 
market successfully by public schemes. 
This instrument was abandoned in the 
mid-nineties and was followed by, inter 
alia, the introduction of a tax facility. This 
facility reduced the barriers for a person 
that wants to provide a loan to a relative 
who intends to start up a company. These 
efforts, however, were aimed at increasing 
the supply of venture capital in general. In 
the second half of the nineties and actually 
the Dutch government supported the Es-
tablishment of a couple of venture capital 
funds, specifically aimed at high tech start-
ups. 

The NFS is mainly credit-based. 
VC & Stock markets 
Venture capital investments made up 
about 0,16% of total GDP as an average 
over the years 1999-2002. OECD states 
that “the venture capital market in Norway 
is of average size relative to other OECD 
countries, but it is oriented towards ex-
pansion investments in traditional sec-
tors… Although there is not a general lack 
of capital in Norway, there appears to be a 
lack of competent risk capital as well as of 
new business ideas and opportunities.”  
There is little inflow of venture capital to 
Norway from foreign investors. 

The NFS overall is mainly a credit-based 
system: debt financing is extensively used 
in Belgium and the Flanders region. Most 
of the enterprises in Belgium are SMEs, 
that rely heavily on bank financing. 
VC & Stock markets 
VC financing is focused on specific do-
mains like biotech, ICT and micro-
electronics. In the tradional segments fi-
nancing with internally generated cash is 
mostly used. This is supplemented with 
bank financing and subsidies/loans pro-
vided by public institutions. Universities in 
Flanders also each have their own financ-
ing fund for start-ups in their early stage, 
followed by real VC financing. 
Stock markets were popular in the nineties 
but have lost momentum since 2000. 
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Annex 5a. Action B+C: NATIONAL FINANCING SYSTEM (5/5) 

Romania (RO) Bulgaria (BG) Slovak Republic (SK) Spain (ES) 
The NFS of Romania is mainly credit-
based. Capital market is  specifically ad-
dressed to SMEs. In general Romanian 
bank system offer companies credits ori-
ented to technological investment (not for 
R&D  and innovation investments). 
VC & Stock markets 
VC is important for knowledge intensive 
business activities and high-risk ventures. 
Developed of VC has a slow rates of 
growth. The share of foreign VC in Roma-
nia is very low and steps should be taken 
to increase their share. 

The Bulgarian financial system is mainly 
credit-based. The commercial banking 
sector went through enormous change 
during the last decade of the 20th century. 
After a major financial crisis in 1996 - 1997 
greater stability as new institutions have 
been put into place, but there are still 
many challenges ahead. The sector is still 
dominated by large banks. Due to high 
risk and lack of competition, interest rate 
spreads are too great. Banks loan too 
small a part of their funds to the real sec-
tor of the economy and channel a lot of 
scarce funds abroad. The financial ser-
vices market is still heavily segmented, 
and the competitive pressure of foreign 
financial institutions while steadily grow-
ing, remains weak. 
VC & Stock markets 
Capital markets are still undeveloped, en-
terprises that need credit have no other 
place to go but the banks. 
There are no capital markets specifically 
addressed to SMEs. 

National financing system (NFS) in Slova-
kia is mainly credit based. As at 30 Sep-
tember 2003, there were twenty-one bank-
ing entities (eighteen banks and three 
branch offices of foreign banks) and seven 
representative offices of foreign banks op-
erating in the Slovak banking sector. Of 
these eighteen banks, three were home-
savings banks. Of fifteen universal banks, 
nine banks and one branch office of a for-
eign bank held a mortgage business li-
censes. 
VC & Stock markets 
Venture capital is provided through 
NADSME’s daughter – Seed Capital 
Company that can invest in equity capital 
of innovative and fast grooving SMEs. 
The capital market is no option for SMEs 
financing. 

The NFS is mainly support by grants and 
credits covered by guarantees. 
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Annex 5b. Action B+C: AWARENESS (1/3) 

Austria (AT) België (BE) Germany (DE) Denmark (DK) 
Though awareness of SMEs about risk 
capital and its functions can be seen as 
one of the main bottlenecks for the Aus-
trian risk capital market in general and the 
private equity market in particular there 
are no public programmes specifically ad-
dressing this field. 
Mostly part of the promotion activities of 
the various existing programmes and ini-
tiatives. Lot private and semi-public efforts 
to raise awareness. 
- various seminars 
- fairs 
- internet sites 

All measures can be situated in the gen-
eral framework of a policy aimed at stimu-
lating entrepreneurship and making the 
transition towards an innovation oriented 
knowledge based economy. 
- Website 
- Regional Development Offices 
- Interface services 
- Gewestelijke Ontwik-

kelingsmaatschappijen (Regional De-
velopment Offices): public bodies set 
up on a subregional level (one per 
province), promoting the socio-
economic development of the subre-
gions, with a specific mission in pro-
viding advice and assistance to SMEs 
e.g. in their search for risk capital and 
financing 

- BAN-Vlaanderen (Business angel 
network) 

The Federal Government adjust its meas-
ures in venture/share capital to meet the 
challenges in financing SMEs in R&D. The 
“High Tech Masterplan” (2004) stated four 
main initiatives: 
- “VC Fond” 
- “START Fond” 
- “Seed-Capital Fond” 
- “Low Finance aid” 
Different awareness initiatives are in place 
mostly as part of existing programmes/ 
schemes/initiatives such as  
- internet portals 
- guidelines/brochures 
- reports/pamphlets 
- seminars 
- Public-Private-Partnerships 
There are public-private co-partnerships in 
awareness involving publishers, TV, con-
sulting firms, industry,  banks... commonly 
organising e.g. competitions. 
Federal Level (e.g.):  
- B.A.N.D (Business Angels Network 

Deutschland) 
Regional Level (e.g.): 
- “START” a initiative that accom-

plishes events, workshops and lec-
tures 

- „Beteiligungsbörse Risikokapital“ of 
the IHK and partner chambers 

- Innovation incubators (Innovationsmil-
jøer) are aiming at the facilitating of 
high-tech start ups. They are estab-
lished at university campuses or in in-
novation centres. They are organised 
as companies and are getting an an-
nual contribution from the state to be 
invested in start-ups. There are six 
scientific incubators at university 
campuses and two based in technol-
ogy centres. 

- State owned venture company (VF) is 
expected to invest in R&D in SME’s. It 
does so by investing the dividend 
from its capital. It originated from pri-
vatising a state life insurance com-
pany.  

- Business Angel Network is facilitating 
contact between business angels and 
entrepreneurs. It is a state initiative 
with the aiming at developing into a 
private association. Members are 
business angels and partners with a 
secretariat and an IT-based market-
place where business angels can look 
for prospects made by entrepreneurs. 
A prospect on the marketplace must 
have been checked by a partner. 
Partners are certified. 
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Annex 5b. Action B+C: AWARENESS (2/3) 

Greece (EL) Hungary (HU) The Netherlands (NL) Norway (NO) 
The foundation and development of scien-
tific and technological parks and business 
incubators, that constitute the institutions 
of knowledge exploitation is particularly 
important in recent Greek policy. They 
support the foundation of knowledge in-
tensive innovative enterprises (high tech-
nology or even inquiring enterprises). 
These enterprises are newly established 
or find themselves in an early stage of op-
eration and develop or use innovative 
technologies. At least 90% of own funds 
invested will concern small and medium-
sized enterprises. The schemes support 
also the creation and growth of new enter-
prises in Greece, that aim at the exploita-
tion of knowledge produced in RTD labo-
ratories by individuals with high scientific 
and technical education or even by re-
search and educational organisations, with 
the subscription of private capital and fi-
nancing organisms. 
There are different awareness initiatives, 
such as: 
- Venture Capital Fora 
- Internet sites 
- Programmes/initiatives 
- The New Economy  Development 

Fund S.A.  (TANEO) 
- Support to S&T Parks and Incubators 

-“ELEFTHO” Scheme 
- Start up activities PRAXE/B Scheme 

The Széchenyi Enterprise Development 
Programme stresses that further re-
sources have been made available 
through the private venture capital market 
and by the stimulation of the establish-
ment and inclusion of the so-called “busi-
ness angel” institution. 

Bottlenecks for high tech start-ups: 
- lack of financing 
- lack of entrepreneurship 
- lack of entrepreneurial spirit 
- difficulties in attaining patents (for re-

search driven start-ups) 
Rationale for the Action programme 
Techno Partner and Business Angels 
Network: 
- High tech start-ups play a major role 

in innovation as they are major play-
ers in the exchange of knowledge be-
tween the academic and commercial 
world; 

- They tend to grow faster than regular 
starters and  

- They are a source of creative innova-
tion and are of importance for the fu-
ture labour productivity and employ-
ment creation. 

- Action Programme TechnoPartner: 
“From knowledge to prosperity”. 
January 2004/ NL-01 

- Business Angels Networks (started by 
private parties, will be stimulated by 
government) 

There is no initiative or programme spe-
cifically aiming at increasing awareness of 
risk capital. Increasing awareness in 
SMEs about the use of risk capital is how-
ever an integrated part of some national 
programmes, such as  the ARENA-
program. Public initiatives aiming at de-
veloping the capital market, such as the 
Seed Capital Scheme and fund-of-funds 
investment company Argentum, have also 
attracted much attention and lead to in-
creased awareness about  risk capital. 



 

 74

Annex 5b. Action B+C: AWARENESS (3/3) 

Portugal (PT) Romania (RO) Slovenia (SI) Spain (ES) 
There are no public initiatives specifically 
aimed at increasing awareness of SMEs 
about appropriate use of risk capital.  

INFRATECH programme (co-ordinated by 
MERY): scheme PCI - support to S&T 
parks, technology and business incuba-
tors, technology transfer centres, technol-
ogy information centre: scheme PST – 
support start-up activities and specialised 
technological services (the schemes sup-
port also the creation and growth of new 
enterprises, that aim at the exploitation of 
knowledge produced in RTD  and universi-
ties by individuals researchers or profes-
sors with high scientific and technical edu-
cation or by innovative SMEs, with the 
subscription of private capital and financ-
ing organisms. 

In Slovenia there are no public risk capital 
scheme or programme. Small Business 
Development Centre 
(http://www.pcmg.si/eng/index.html),  
which is the agency of the ministry of 
Economy, initiative just technically support  
to two associations of private venture capi-
tal: 
- SLEVCA (Slovenian Venture Capital 

Association) 
- Business Angels club 
The goal of SLEVCA and Business Angels 
clubs is to improve communication be-
tween SME and sole traders on the de-
mand side and financial institutions and 
other capital investors which want to in-
vest in fast growing but risk businesses, 
on the supply side of risk capital market. 
Unfortunately, the imitative does not go 
beyond conferences, articles and informal 
meetings. 

NEOTEC (seed capital) 
Real Decreto 601/2002 
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Annex 5c. Action B+C: RISK CAPITAL(1/2) 

Austria (AT) België (BE) Bulgaria (BG) Slovak Republic (SK) 
The umbrella organisation for Austrian pri-
vate-equity and venture-capital companies 
(AVCO) is involved in co-ordination and 
collaboration with the Federal Ministry of 
Finance with a view to overhauling the le-
gal and fiscal framework conditions of the 
Austrian private-equity and venture-capital 
industry. The main areas of work are: in-
troduction of new fund structures, serving 
as examples in the international context; 
opening up assessment provisions for in-
stitutional investors in order to facilitate 
access of PE/VC to well-known capital 
sources; and better integration of PE/VC 
in policy measures in the areas of tech-
nology, innovation and economic struc-
tures. 
At the national level the main risk capital 
scheme for innovative SMEs are the Eq-
uity Capital Guarantee Scheme and the 
Technology Financing Programme (TPF) 
of the new Austrian Wirtschaftsservice 
Gesellschaft (AWS) which brought to-
gether the former support institutions Fi-
nanzierungsgarantie-Gesellschaft (FGG), 
BÜRGES Förderungsbank and the Inno-
vation Agency (the ERP-Fonds is linked in 
organisational terms to the AWS). AWS 
began its operations on October 2002. 
Actions 
- Equity Capital Guarantee Scheme  
- Technology Financing Programme 

(TPF) 

VC financing is focused on specific do-
mains like biotech, ICT and micro-
electronics. In the traditional segments 
financing with internally generated cash is 
mostly used. This is supplemented with 
bank financing and subsidies/loans pro-
vided by public institutions (IWT for Flan-
ders). 
Actions 
- Arkimedes regeling  (under develop-

ment, to beimplemented during 2004) 
- IWT-achtergestelde lening (IWT-

subordinated loan) 
- Vriendenlening (under development 

similar to the “tante Agaath” loan in 
the Netherlands) 

 

The Small Enterprise Assistance Fund 
(SEAF) operates a network of venture 
capital investment funds providing equity 
and quasi-equity investments to rapidly 
growing SMEs in the countries of Eastern 
Europe. Currently SEAF offers financing to 
Bulgarian businesses through the newly 
established Trans-Balkan Fund. It com-
bines financing with technical assistance. 
SEAF does not operate like a bank, but 
rather SEAF provides equity and quasi-
equity financing, generally by purchasing 
newly issued shares so that SEAF be-
comes the owner of between 20% and 
49% of the business. 

The capital market does not work, as it 
should. Trading volumes are rather low 
and this market is no alternative for com-
pany development financing. There are no 
capital markets specifically addressed to 
SMEs, and namely to NTBFs. National 
Agency for Development of SMEs 
(NADSME) offers financial schemes, grant 
schemes and risk capital for SMEs. Finan-
cial resources are from the state budget, 
PHARE programmes and currently from 
structural funds. Venture capital is pro-
vided through NADSME’s daughter – 
Seed Capital Company that can invest in 
equity capital of innovative and fast groov-
ing SMEs. 
Actions 
Seed Capital Company:  
- The main characteristic of the Seed 

Capital Compay (SCC) established in 
1994 by NADSME is that it invests 
into the equity of companies. The 
Company manages a start-up capital 
fund which is used to make invest-
ments amounting up to Sk 5m into 
small and medium enterprises in Slo-
vakia. The Programme is financed 
from PHARE Programme funds. The 
objective of the Company is to enable 
the establishment and development of 
new enterprises and to develop activi-
ties of existing enterprises. Prefer-
ence is given upon investing to mainly 
projects concerning manufacturing of 
goods, production services and in-
bound tourism. 
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Annex 5c. Action B+C: RISK CAPITAL(1/5) 

Greece (EL) Hungary (HU) Israel (IL) Italy (IT) 
A particularly important subject is the fa-
cilitation of access of SMEs to the financ-
ing and particularly to the benefit of capital 
risk, where as it has been recognized by 
the European Committee it suffers void in 
the European Union, make that constitutes 
important obstacle for the innovative and 
for the most part new enterprises of high 
technology that present prospects of dy-
namic development. This problem is par-
ticularly acid in Greece, where so much 
the sector of innovative enterprises of high 
technology is in delay concerning the 
Community mean and the investments of 
capital risk in high technology and/or inno-
vative SMEs that are found in their initial 
stages of growth are substantially non-
existent. 
Actions 
- New Economy Development Fund 

S.A. (TANEO) 
- TANEO is a Fund - of – Funds, incor-

porated, participating for up to 150 
million Euros in individual funds. The 
aim is the participation with lower than 
50% share in investment initiatives, 
such as mutual funds (AKES), or cor-
porations (EKES) and other forms 
providing venture capital that will be 
established for this purpose and will 
be subject to the legislation of one of 
the E.U. member states. The longest 
duration of such ventures will be 
twelve years. 

To promote the access of SMEs to capital 
market services, Széchenyi Enterprise 
Development Programme gives priority to 
the stimulation of venture capital invest-
ments to small and medium sized enter-
prises as one of the main instruments to 
enhance their competitiveness. Moreover, 
in this area, they intend to subsidise the 
capital access of SMEs having no own 
resources for modernisation or technology 
development and hence no chance to ap-
ply for a loan.  They intend to realise this 
through state venture capital companies 
such as SME Development Fund, Subcon-
tracting Investment Co, and IT Venture 
Capital Fund, which is a public venture 
capital fund established on the basis of the 
former law. In 2001, venture capital com-
panies and funds with a seat in Hungary 
invested almost EUR130–135 million, 64 
million of it in Hungary in the framework of 
28 transactions, and the rest in the sur-
rounding countries. In 2002, beside a 
minimal increase in the number of transac-
tions, the value of investments has signifi-
cantly increased, which shows that the 
target market of the venture capital com-
panies operating on business bases is 
made up of larger enterprises, and only a 
very narrow segment of their investments 
is directed to the small sized enterprises. 
Actions 
- “SME Development Fund (KvFP Rt.)” 
- “Subcontracting Investment Co.” 
- “IT Venture Capital Fund” 

The slowdown of the world economy has 
caused a decrease in the level of invest-
ments in start-up companies and conse-
quently a lessening in the number of start-
ups formed. In order to encourage invest-
ments and increase the number of new 
companies formed the Ministry of Industry 
and Trade established a new and sepa-
rate vehicle to provide a positive signal to 
investors and create further inducements 
for mobilising investments for the estab-
lishment of  start up companies. The pro-
gram is based on the government match-
ing an investment in a start-up company, 
proportional to the investment of an invest-
ing entity and on giving an option to the 
investor to purchase the government 
shares in the start up company at the ini-
tial price. 
Actions 
Heznek-Risk Capital Fund:   
- Essentially like VC investment in the 

private sector. ensure that Govern-
ment and investor interests overlap. 

- Determine a system that will yield a 
return to the Government for a suc-
cessful investment. 

- Ensure that the Government will be 
able to sell its Holdings to a third party

 

There are two national programmes, both 
addressed exclusively to SMEs or start-
ups, that pursue the constitution of new hi-
tech companies as a result of a spin-off 
process in the public research sector: 
the first one is embedded in a specific arti-
cle of the programme presented in section 
A, named FAR; as  such it is an old  initia-
tive often updated; the second one is very 
recent and aims at fostering SMEs and 
start-ups accessing risk capitals through 
financial anticipations to investors to be 
given back once the new initiative has 
taken off. 
Actions 
FAR (Fondo Agevolazioni Ricerca): Con-
stitution of hi-tech companies as spin-offs 
of research activities.  
- The beneficiaries of the programme 

are: University professors, research-
ers, PhD candidates.  

- The proposals may be submitted any 
time. 

- The proponent team must include a 
bank, an insurance company or dif-
ferent kinds of intermediaries. 

- Priority is given to projects co-funded 
by a Venture Capital company. 

- The proposal is evaluated by a Com-
mittee of 5 members selected by the 
Ministry of research. 

 



 

77 

Annex 5c. Action B+C: RISK CAPITAL(2/5) 

The Netherlands (NL) Norway (NO) Portugal (PT) Germany (DE) 
The equity-based market has mostly been 
addressed in policy measures. During the 
80s and 90s of the past century, the Neth-
erlands stimulated the development of a 
thriving venture capital market through the 
'Garantieregeling Particuliere Participatie-
bedrijven 1981'. This was very successful 
as, over this period, the Dutch venture 
capital market grew significantly faster 
than in a number of other European coun-
tries. This instrument was abandoned in 
the mid-nineties and was followed by, inter 
alia, the introduction of a tax facility. This 
facility reduced the barriers for a person 
that wants to provide a loan to a relative 
who intends to start up a company. These 
efforts, however, were aimed at increasing 
the supply of venture capital in general. 
They were not specifically directed at 
young technology companies. In the sec-
ond half of the nineties the Dutch govern-
ment supported the Establishment of a 
couple of venture capital funds, specifi-
cally aimed at high tech start-ups. In 1998 
the government also created Twinning, an 
incubator aimed at ICT start-ups which, 
based on co-funding by private compa-
nies, provided financing, advice and hous-
ing to promising technology companies.  
 

The level of entrepreneurship in Norway is 
relatively high. It is however estimated that 
only about 5% of all new firms are growth 
enterprises. These are the companies 
most in need of competent risk capital.  
The Government is a major source of ven-
ture capital in Norway, accounting for 38% 
of total funds in 2002. The largest single 
venture investor – SND Invest – was how-
ever recently privatised. Corporations and 
individuals accounted for 19% and 18% 
respectively in 2002. Financial institutions 
and pension funds manage a substantial 
share of total assets, but only a marginal 
fraction is allocated to venture invest-
ments. The Oslo-area attracts most of the 
VC-investments.  
Challenges: 
- Increase private, competent capital 

investments in SMEs, especially in 
the seed stage. 

- Increase managerial competence in 
the venture industry.  

- Relatively strict regulations with re-
gard to (venture) investments by pen-
sion and life-insurance funds.  

- Increase share of foreign VC. 

The role of venture capital organisations is 
limited, in spite of the initiatives taken to 
promote the use of venture capital as a 
financing instrument. An important initia-
tive in this regard was the launching of the 
NEST Programme, concerning the crea-
tion of new technology based firms 
through the provision of venture capital 
(see the Portuguese reply to Template A). 
According to the EIS 2003 the share of 
high-tech venture capital investment is 
45.9%, and the share of early stage ven-
ture capital in GDP is very low (0.011% 
only). Public policy objectives in the area 
of risk capital are the following: 
- to facilitate SMEs access to financing, 

to overcome failures in financial mar-
kets 

- strengthen SMEs capital structures 
- make SMEs more visible for financial 

market players 
- improve SMEs capacity to access 

capital 
- improve SMEs management and re-

porting systems. 
 

R&D financing by Venture Capital for 
SMEs are mainly stimulated by guarantee 
schemes and regional VC funds, run by 
state-owned banks. For R&D in SMEs, 
public support is provided by direct grants, 
while financing of innovation (including 
financing of technology -based start-ups) 
is based mainly on low-interest loans, refi-
nancing of private bank loans, and public 
venture capital. The most important player 
(federal level) in this type of financing is 
the new “KfW-Mittelstandsbank” (KfW 
SME Bank), created as a merger of former 
two state-owned banks to the KfW Group. 
However, almost all German Länder offer 
similar Risk Capital Funds or they do have 
very similar VC schemes (like KfW), which 
intends to stimulate private investors for 
investments in new ventures or high-tech 
start-ups. Private VC financing is en-
hanced by:  
(a) public matching funds and by  
(b) offering low-interest refinancing loans 

and guarantee schemes for VC com-
panies.  

As a result of the downturn of the New 
Economy from 2001 onwards, private VC 
investment vanished. Consequently, a 
new called “Innovation and Future Tech-
nologies in the SME Sector – High-Tech 
Master Plan“ is in place to boost innova-
tion in start-ups and SMEs. It is said to 
focus: improving access to early stage and 
second stage financing of new technology-
based firms. 
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Annex 5c. Action B+C: RISK CAPITAL(3/5) 

The Netherlands (NL) cont. Norway (NO) cont. Portugal (PT) cont. Germany (DE) cont. 
This initiative has acted as an catalyst for 
the private sector, which also established 
a number of incubators in the Netherlands. 
Of course, from 2000 onwards, after the 
dramatic fall of the NASDAQ, these firms 
have faced the same difficult market con-
ditions as have the young technology 
companies themselves. More or less si-
multaneously with the introduction of the 
incubator, a venture capital fund aimed at 
biotechnology was supported.   
Actions: 
Programme TechnoPartner: “From knowl-
edge to prosperity”: The programma con-
sists of several actionlines. One of the ac-
tionlines is TechnoPartner Seed Facility: 
stimulate and mobilise the lower edge of 
the Dutch risk capital market by funds 
based on the US SBIC-programme . This 
fund will be established by a private com-
pany in order to finance innovative start-
ups (SBIC). Their own capital will be 
matched by government loans. An SBIC 
takes the investment decision, not the 
government/ Ministry of Economic Affairs. 
In 2004 the Action Programme Tech-
noPartner has been introduced to improve 
the climate for high tech start-ups. 

Actions 
The main risk capital schemes/ initiatives 
are the Seed Capital Scheme and Argen-
tum Fund-of-Funds Investment Company. 
 
The Seed Capital Scheme (Såkornkapita-
lordningen): The objective is to increase 
the supply of competent capital to start-
ups by reducing the risks for potential in-
vestors through advantageous loans. The 
target enterprises are early stage, high-
risk companies with a potential for high 
value creation. 
 
Argentum Fund-of-Funds Investment 
Company:Argentum was established in 
October 2001 in order to improve the sup-
ply of risk capital for innovative, research-
based SMEs. Argentum shall also assist in 
building managerial competence in VC 
funds and stimulate establishment by in-
ternational fund managers in Norway. Ar-
gentum is to invest in funds in the follow-
ing sectors: ICT, Biotechnology, Energy, 
Life science, Maritime, Environment, and 
Marine. 
 
A Regional Seed Capital Scheme consist-
ing of four funds will be established in 
2004, based on the principles of the Seed 
Capital Scheme. The European Invest-
ment Fund (EIF) will make an investment 
in Norway in relation to the MAP-
programme. 

Actions 
Venture Capital Syndication Funds 
(FSCR):  
This measure is addressed to organisa-
tions promoted by companies focussed an 
experienced on the management and de-
velopment of financial instruments, namely 
venture capital instruments, addressed to 
SMEs. The projects should have an inno-
vative and systemic nature to respond 
SMEs financial needs in different phases 
of their life cycles. Support will consist in 
the financing of a part of eligible expendi-
tures incurred with the projects. In the 
case of risk capital funds addressed to-
wards the provision of seed capital for 
starts ups, for technology intensive pro-
jects or for regional development initiatives 
coverage of expenditures may reach 70% 
(with a maximum of 12.5 million €). 

Actions: 
The Technology Venture Capital Pro-
gramme on the Federal level comprises: 
- “BTU”, 
- “tbg”, and the  
- “KfW - VC Programme” 
- “Seed Capital Fund” 
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Annex 5c. Action B+C: RISK CAPITAL(5/5) 

Spain (ES)    
Actions 
- “NEOTEC”: The programme objective 

is to foster the generation of new 
technology based firms (NTBF) 
mainly from Universities and R&D 
Centres and it  is focused on new 
(less than 2 years) technology based 
firms. To give seed capital to re-
searches for a start-up. The program 
give a loan to the applicator who will 
pay back the money depending the 
success of the “idea”.  

- “Real Decreto 601/2002”: To encour-
age financial institution in taking 
shares of the new technological com-
panies. The program give a loan to 
the financial institution who pay back 
the money after 7 year depending the 
value of the invested-company share 
at that moment. 

- “Real Decreto 201/2002”: To mobilize 
the financial institutions for assuming 
risks at the very recent research-
SME. The program give a loan to the 
financial institution who pay back the 
money after 7 year depending the 
value of the invested-company share 
at that moment. 
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Annex 5d. Action B+C: GUARANTEE SCHEMES (1/4) 

Austria (AT) Slovenia (SI) Slovak Republic (SK) Germany (DE) 
At the national level the main risk capital 
scheme for innovative SMEs are the “Eq-
uity Capital Guarantee Scheme” and the 
“Technology Financing Programme (TPF)” 
of the new Austrian Wirtschaftsservice 
Gesellschaft (AWS) which brought to-
gether the former support institutions Fi-
nanzierungsgarantie-Gesellschaft (FGG), 
BÜRGES Förderungsbank and the Inno-
vation Agency (the ERP-Fonds is linked in 
organisational terms to the AWS). AWS 
began its operations on October 2002. 
Actions 
The instruments to guarantee equity capi-
tal comprises the following aspects: 
- Equity Capital Guarantees 
- Guarantees for employee investments
- Yield bonds 
- Capital Guarantees 
The objectives of the instruments of the 
AWS to guarantee equity capital are the 
following: 
- Equity capital guarantees: The objec-

tive is to mobilise private equity capi-
tal for investment in SMEs.  

- Guarantees for employee invest-
ments: In the case of employee in-
vestments, the AWS has drawn up a 
model contract which allows employ-
ees to invest in the success of the en-
terprise in a simple and unbureauc-
ratic way. Employee investments can 
also be covered by equity capital 
guarantees.  

 

The most important organization for re-
gional schemes is National Agency for 
Regional Development. It is the supervi-
sion institution for ten Regional Develop-
ment Agencies (RDA).  An important part 
of financing sources for NARD and RDA 
operations contributes PHARE. NARD 
also finances a part of RDA guarantee 
schemes operations. Each RDA has its 
own guarantee schemes. On the other 
hand, also Ministry of Economy estab-
lished Slovene Enterprise Fund and Small 
Businesses Development Centre. Both of 
them offer guarantees for SME but they 
represent only minimal part of their activi-
ties. They should cover the lack of guaran-
tees provided by banks and other financial 
institutions for newly established and small 
perspective firms. The Slovene Enterprise 
Fund in responsible for financial support 
for the development investments in SME. 
It helps SME finance perspective (tech-
nology advances) projects and businesses 
and also covers lack of financial sources 
for such firms.  
 

Actions 
Slovak Guarantee and Development Bank 
(SZRB), a. s. grants bank guarantees to 
loans especially of those enterprises, 
which do not have necessary amount of 
suitable guarantee resources. The basic 
criterion for granting a loan guarantee is a 
quality entrepreneurial objective, which 
secures payback of the loan. Due to the 
guarantee granted, risk is distributed 
among SZRB, the credit bank and the en-
trepreneur. 
(a) Support Programme for Small and 

Medium Enterprises through Bank 
Guarantees for Financial Loans 

(b) Support Programme for Small and 
Medium Enterprises through Counter-
guarantees for Foreign Loans 

(c) Support Programme for Small and 
Medium Enterprises through Bank 
Guarantees for „Pre-mortgage Loans“ 

(d) Housing Development Support Pro-
gramme through Bank Guarantees for 
Loans  

(e) Support Programme to Secure Sea-
sonal Agricultural Works through 
Guarantees 

(f) Support Programme for Small and 
Medium Agricultural Holdings through 
Bank Guarantees for Financial Loans 
and One-time Grants 

(g) Combined Transport Development in 
the Slovak Republic Support Pro-
gramme  

 

R&D financing by Venture Capital for 
SMEs are mainly stimulated by guarantee 
schemes and regional VC funds, run by 
state-owned banks (see risk capital tem-
plate). 
Actions 
The Technology Venture Capital Pro-
gramme on the Federal level comprises: 
- “BTU”, 
- “tbg”, and the  
- “KfW - VC Programme”. 
Moreover there are very similar pro-
grammes designed by the 16 Länder. E.g. 
in 1970 the German Federal Government 
initiated an instrument for subsidizing eq-
uity capital financing through private in-
vestment companies. The funds to be in-
vested are raised mainly by the "Kreditan-
stalt für Wiederaufbau"(KfW). To facilitate 
this project "Mittelständische Be-
teiligungsgesellschaften" (MBGs) were 
founded in several states of the FRG. The 
"MBG Baden-Württemberg" was one of 
the first to come into operation in 1971. 
- Federal level (“KfW SME bank”): 

(a) The “BTU-Programme” addresses 
a perceived shortage in private venture 
capital for technology-based start-ups 
and small, fast-growing technology-
oriented firms. “BTU Early Stage” pro-
gramme provides financial support for 
pre-seed and seed stages of technol-
ogy oriented start-ups. The “tbg ven-
ture capital programme” addresses 
technology-based companies. 
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Annex 5d. Action B+C: GUARANTEE SCHEMES (2/4) 

Austria (AT) cont. Slovenia (SI) cont. Slovak Republic (SK) cont. Germany (DE) cont. 
- Yield bonds: The objective here is to 

mobilise risk capital for SMEs via the 
capital market. The yield bond is a 
profit-dependent, interest-bearing 
subordinated bond, available to the 
enterprise for at least 10 years as in-
active capital. The subscribed capital 
is guaranteed by the AWS, and the 
investor also has the opportunity of 
receiving above-average returns. 

- Capital guarantees: Through its capi-
tal guarantee scheme, the AWS 
makes start-up and fundraising easier 
for VC funds. A VC fund ‘buys’ itself a 
guarantee from the AWS for part of 
the fund capital put up. The fund then 
invests in the success of promising 
enterprises. If, when all the holdings 
have been sold, the value of the in-
vested capital at the end of the fund’s 
term is below the original value, the 
guarantee comes into effect and the 
AWS pays loss compensation to the 
VC fund. If the value is above that of 
the capital invested, the AWS re-
ceives a share of the profit (profit-
sharing). 

The TFP is aiming at stimulating the direct 
investment in technology based SMEs by 
VC companies. 

Actions 
- Slovenia does not have any specific 

guarantee scheme of programme. 
Both “The Slovene Enterprise Fund” 
and “The Small Businesses Devel-
opment Fund” are established primary 
for support of newly established and 
small perspective firms. They are 
founded according to The Programme 
of Measure to Promote Entrepreneur-
ship and Competitiveness 2002-2006.

- The Small Businesses Development 
Centre was established for the pur-
pose of promoting and developing 
small business unit. It allocates spe-
cific forms of assistance and support 
for the SME. The Small Businesses 
Development Fund gives also guaran-
tees for investment loans by banks 
and other financial organisations.  

 

(h) Support Programme for Small and 
Medium Agricultural Holdings through 
Bank Guarantees for Loans Ear-
marked for Purchases of Agrochemi-
cals and Fertilisers  

(i) Support Programmes for Agricultural 
Holdings through Bank Guarantees 
for Transactions Involving Bills of Ex-
change 

(j) Support Programme of Purchases of 
New Agricultural and Food Machinery 
and Technology through Bank Guar-
antees for Loans 

(k) Support Programme of Purchases of 
Immovable Property, Including Re-
lated Movable Property, from Bank-
rupt Entities Mediated by Bankruptcy 
Trustee, Executor and/or Liquidator 
through Bank Guarantees for Loans 

 

(b) The “KfW Venture Capital Pro-
gramme” provides re-financing of ven-
ture capital invested by private banks 
in SMEs. KfW provides VC investors 
with long-term financing at favourable 
conditions. 

- Example on the “Länder”-level: 
("Mittelständische Beteiligungsgesell-
schaften" (MBGs)”: 
The MBG cooperates intensively with 
other government, semi-government or 
private organizations supporting new 
and existing companies with projects 
of a highly innovative nature. "Venture-
capital"-financing has become very 
important for the MBG within the last 
years. Almost 40 % of the total sum in-
vested within this period is accounted 
by innovative projects in the seed- and 
start-up-phase. At present there are 
various different "programs" under 
which the MBG can invest. Almost all 
such investments are refinanced by 
loans from banks which are owned by 
the federal government and / or the 
state government. The funds are 
available for new enterprises as well 
as for already existing companies. Pro-
jects to be financed by means of in-
vestments of the MBG are for example 
machinery and equipment, real estate 
- usually for business purposes - but 
also some programs include costs for 
the development of new products or 
services as well as its introduction in 
new markets. 
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Annex 5d. Action B+C: GUARANTEE SCHEMES (3/4) 

Greece (EL) Italy (IT) The Netherlands (NL) Norway (NO) 
It is necessary to reduce the barriers of 
access to the capital market for SMEs and 
VSEs. To a large extent, this difficulty is 
due to the weakness of the guarantees 
offered to the SMEs and VSEs by the fi-
nancial institutions. The estimated finan-
cial needs of SMEs and VSEs in Greece 
are calculated at the level of 7.336 M€ , 
while the credit institutions cover roughly 
only the 35% of this demand. Particular 
weakness of borrowing present the new 
enterprises and the enterprises of women 
and young people. 
Actions 
“The Small And  Very  Small Enterprises 
Fund  Of Guarrantees S.A. (T.E.M.P.M.E. 
SA.)¨.   
The Fund of Guarantees (TEMPME) aims 
at the facilitation of financing of SMEs and 
VSEs for any kind of activities by credit 
institutions. TEMPME is financed by the 
Operational Program “Competitiveness”. 
The Fund guarantees part of loans given 
to SMEs and VSEs by financial institu-
tions. In this way, the risk is shared be-
tween the three involved parts (enter-
prises, credit institutions, Fund of Guaran-
tees).  
 
With a share capital of approximately 100 
M€, TEMPME will aim to support about 
40.000 SMEs and to provide guarantees 
amounting to 2.000 mill € over a period of 
ten years. 
 

The considered guarantee schemes are 
all based on the principle of reducing the 
risks of the investor in case of  already 
constituted or to be constituted hi-tech 
SMEs, spin-offs of research or academic 
institutions. 
Actions 
Three schemes have been analysed: 
(a) Programme based on Law 388, is-

sued by the Ministry of Industry (de-
scribed in the following section); 

(b) Quantica SGR - (Società di Gestione 
Risparmio), promoted by a scientific 
institution, INFM (Nat.l Inst. For Mate-
rial Sciences). The latter has required 
to, and obtained from, the Bank of It-
aly to reduce the requested size of 
funds to be invested in hi-tech start-
ups, which usually need only small in-
vestments. The new regulations laid 
down by the Bank of Italy allow funds 
of 25 MEuro addressing companies 
recently constituted or to be consti-
tuted and born to exploit the results of 
research activities. The investment is 
expected to last 3 to 5 years. 

(c) At regional  level there is a provision 
in the law issued by the Emilia-
Romagna Region (Ax # 1) to consti-
tute a fund to cover the risks of pri-
vate investors in acquiring temporary 
and minority shares of hi-tech start-
ups. 

 

Actions 
- The Netherlands’ SME Credit Guar-

antee Scheme (Besluit Borgstelling 
MKB-kredieten BBMKB) NL- C2-01:  

The Netherlands has had successive 
credit schemes for SMEs for several dec-
ades. Under the current scheme, the State 
guarantees credits which banks issue to 
SMEs with satisfactory future prospects. 
The amount of state-guaranteed credit 
cannot exceed the difference between the 
company’s available security and the se-
curity, which a bank would normally re-
quire. To simplify access to the capital 
market for business start-ups, the Scheme 
provides a number of additional facilities: 
(i) the guarantee covers 100% of credits 
issued up to € 100.000, (ii) the bank needs 
to issue a credit at its own risk and ex-
pense for only half of the amount guaran-
teed by the state. 

The most important initiative in the area of 
Guarantee Mechanisms is a Nation-wide 
Risk Guarantee Facility. The scheme is 
mainly directed at fixed capital invest-
ments and trade credits for the fishery in-
dustry. Norway also has a scheme for ex-
port guarantees.  There are no  guarantee 
schemes or initiatives aiming at SMEs in 
general or research-based SMEs specifi-
cally. 
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Annex 5d. Action B+C: GUARANTEE SCHEMES (4/4) 

Portugal (PT) Italy (IT) cont. Spain (ES) Bulgaria (BG) 
Actions 
Under POE/PRIME, three main measures 
were launched in this field: 
- The creation of three Mutual Guaran-

tee Societies, aimed at providing 
guarantees for SMEs: LisGarante, 
NorGarante and Garval. 

- Increasing the Mutual Counter Guar-
antee Fund 

- Creation of the Credit Enhancement 
Securitization Fund (FGTC) 

(All these measures are aimed at SMEs. 
However, they are not specifically ad-
dressed to research and innovation activi-
ties, but rather to general financial sup-
port). These measures are aimed at 
strengthening SMEs capacity to access 
credit and to negotiate better contractual 
conditions. Particular focus was put on 
investment needs. 

The application of the programmes given 
in b) and c) is starting now and no data 
are yet available Law N. 388 – Risk capi-
tal:  
- Aim: To foster the access to risk capi-

tal by new SMEs. 
- The scheme foresees financial antici-

pations of  public origin to banks or in-
termediaries for the acquisition of 
temporary and minority shares in a 
company already or to be consti-
tuted.. 

- The new companies must be no more 
than 3 year old.  

- The industrial sector is ICT only. 
- The shares to be considered in the 

operation must represent at least 20% 
of the capital. 

The societies for guaranties cover the 
100% of the bank loan of the SME´s. The 
guaranties they give are at the same time 
cover the 50% by CERSA, but of the pro-
ject of the SME is innovative, the second 
guaranty cover the 75% of the total first 
guaranty 
Actions 
- Agreement MCYT/CERSA: 

To mobilize the guaranty societies to 
give more guaranties for those loans 
borrowed by the SME´s for perform-
ing R&D&Innovative projects. This 
program has application only if the 
SME goes in bankruptcy and is not 
able to pay back the guaranty loan 

Actions  
"Guarantee Fund for Microcrediting" to the 
Ministry of Labour and Social Policy: This 
measure can be situated in the general 
framework of a policy aimed at solving un-
employment and social problems as far as 
stimulating entrepreneurship. It is not ori-
ented to knowledge based companies. 

België (BE)    
Actions 
PMV Waarborgfonds:  
Increasing access of SMEs to bank financ-
ing backed with regional Flemish guaranty 
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Annex 6: Practice examples and illustrations – Action A 

(a) Procedural Aspects 
1. Programme stability with adaptation philosophy 
Programmes should have a tradition and stability. SMEs feel more comfortable with a programme 
that exists for a lot of years, on which they have already heard and that they consider as reliable. This 
makes demonstration effect easier, and new SMEs may come as a result of their neighbours, rivals, 
suppliers or customers experiences. But on the other hand programmes need to be adapted to 
changing circumstances and to enable SMEs to respond new challenges. 
The Austrian “Industrial Research Promotion Fund (FFF)” and the German “Direct R&D project Fund-
ing” are carried out within stable application/approval procedures for years. A significant shift of em-
phasis in favour of SMEs is taking place based on cross-sectional technologies and new kinds of co-
operation within research promotion. In Greece, the PAVE programme is well established and well 
regarded by SMEs; launched in 1986, to promote the establishment of research consortia, it has been 
subject to minor changes and adaptations. The Danish “Innovation Consortia” programme is another 
example of stability, being basically the same since 1996, even though with adjustments. A similar 
perspective has been followed in several schemes existing in Israel, as it happens with the R&D 
Technological Incubators programme, which has remained into force for 20 years, although with an 
adaptative trend towards the privatisation of the structures (not towards the R&D support programme 
itself). In the United Kingdom, the Grant for Research and Development (in England), SMART and 
SPUR (in Wales and Scotland) and SMART (in Northern Ireland) are also examples of stable pro-
grammes addressed to SMEs, but incorporating an adaptation philosophy. The Czech programmes 
IMPULS and KONSORCIA also constitute examples of best practice in this regard. It important to 
stress, however, that stability is usually the result of specific features of programmes which, by them-
selves, also correspond to good practice. Therefore, many of the programmes mentioned above in-
clude ‘bundles’ of good practice which lend them credibility and sustainability: for instance, the Grants 
for Research and Development (England/UK) embody 13 examples of good practices, and the Aus-
trian FFF embodies 9. 
2. Open Calls  
If some instances, periodic calls may be more visible, it seems preferable to allow SMEs to be able to 
apply at any time. SMEs usually need a lot of time to decide to submit proposals in programmes and 
if they cannot apply just immediately, momentum may be lost 
The existence of open calls is a relevant feature of the Grants for Investigating an Innovative Idea 
(United Kingdom), the PAVE-NE (Greece) and the Austrian FFF on industrial research. This may be 
one of the reasons behind their success from an SME perspective and their stability. Although more 
recent, the NITEC programme, aimed at encouraging the creation of in-house research and devel-
opment teams in Portuguese companies, is also characterised by the reliance on open calls. 
3. Simplifying Procedures - Fast Decision 
This appears to be key to increase SME involvement. SMEs usually avoid complex application pro-
cedures that require time and money engagement, and are much more comfortable with easy to un-
derstand applications and light evaluation procedures (although the evaluation criteria themselves 
may be strict). SMEs need to perceive procedures as light and unbureaucratic. The management of 
programmes should be made as simple as possible. On the other hand, SMEs usually demand to 
know as fast as possible, the possible approval of their project. 
There is a clear trend in European countries towards the simplification of application and evaluation 
procedures as well as towards shortened decision periods. In several countries, systems of electronic 
application and project management were implemented so that all process may be undertaken on-
line, without paper work. Further improvements are expected in this regard. Examples of programmes 
incorporating good practices in simplifying procedures and shortening throughput times include: the 
Austrian “Industrial Research Promotion Fund”; the support for R&D activities in the Flemish region in 
Belgium; the IMPULS programme, on supporting research on new products and new technologies, in 
the Czech Republic; the Danish Innovation Consortia, aimed at supporting R&D consortia, in Den-
mark; the initiatives undertaken in France to reorganise the support provided by ANVAR (the French 
Innovation Agency) to SMEs; the improvement of the systems for electronic applications and the pro-
ject management in several programmes on direct R&D project funding in Germany; the management 
of the  MAGNET and MAGNETON, concerning the support to generic R&D projects, in Israel; and the 
procedures followed in the UK regarding the various regional programmes providing grants for R&D 
activities (Grant for Research and Development in England, SMART and SPUR in Wales and Scot-
land, and SMART in Northern Ireland) as well as for investigating innovative ideas (Grant for III). Still 
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with regard to the simplification of procedures, a mention is due to the decision taken in Portugal to 
concentrate the management of all innovation and R&D oriented programmes at Agência de Inova-
ção (Innovation Agency). 
4. Competitive procedures in programmes 
The basic idea behind competitive procedures are regional or thematic contests at the level of project 
ideas/concepts belonging to R&D and innovation. These concepts are created by different consorti-
ums of SMEs, large firms, Universities and local associations on a voluntary basis and is enhanced in 
several stages, always inviting additional partners to get involved. In the end the most promising con-
cepts in terms of new ideas, sound organisation, intensive co-operation and/or best implementation 
will be funded. Stimulating networking of actors along the value added chain, across industries and 
between the public and private sector is the benefit of competitive procedures. 
The German promotional competition „Network management - East (NEMO)“ launched focus the 
formation of innovative, market-oriented networks between SMEs and Public Research Organisations 
(PROs) in the east German states. They will be supported by proportionate subsidies for external 
management. This will result in concentrated technological competence, the development of joint 
market strategies, and the opening up of new employment opportunities .Competitive procedures are 
also followed in Protec 2002+, an Austrian programme aimed at promoting technology transfer, in the 
Greek programme towards launching of research and technological development consortia and in the 
UK University Challenge Funds, to encourage the absorption and utilisation of University knowledge 
by the business sector. A general perspective of this kind of feature suggests that it is more common 
in programmes aimed at encouraging R&D cooperation projects involving not only SMEs but also 
other players in national systems of innovation. 
5. Expansion and further access of/in programmes 
Public R&D programmes are usually designed to overcome specific market failures. For this reason, 
different cooperative R&D programmes tackle different and very specific topics which require detailed 
know-how and may not encourage the involvement of SME participants. In several cases, the need 
was found to expand the access to such programmes to encourage SME participation as well as to 
support the extension of activities by existing consortia. 
An interesting example is the extension of “Pro Inno 2” in Germany: in order to improve the utilisation 
of this programme by SMEs in the former West German states, the access limitation for SMEs in 
Eastern Germany states will be cancelled. From a different perspective, the Norwegian programme 
ARENA has a strong concern with the extension of the benefits of the programmes across region: the 
programme emphasis the inter-regional transfer of experiences. Similarly, the programme KONSOR-
CIA in the Czech republic has a concern with the extension and demonstration effects of the results 
achieved. Demonstration is at the heart of the DEMTEC programme in Portugal, aimed at promoting 
the diffusion of innovation throughout the industrial fabric. 
(b) Conceptual aspects of programmes 
6. Financing (improved funding conditions for SMEs) 
There is a need for attractive financing for SMEs. The advantages of a ‘positive discrimination’ with 
regard to SMEs, v.g., by increasing the rates of financial incentives for SMEs (as compared to larger 
companies), by accepting additional types of expenditures (for instance engineers wages) or by 
granting higher rates of tax credits for R&D expenditures might be considered 
Granting better funding conditions for SMEs is a kind of ‘positive discrimination’ which is relatively 
widespread in R&D support programmes launched by European countries. This feature may be found 
in many programmes, namely the following: FFF, in Austria; IMPULS and KONSORCIA, in the Czech 
Republic; Thematic Research Networks, in France; PAVE-NE and research and technological devel-
opment consortia, in Greece; MAGNET and MAGNETON, in Israel; IFU, aimed at stimulating the in-
volvement of SMEs in development partnerships with larger firms, in Norway; DEMTEC and NITEC – 
aimed at the creation of in-house R&D teams in companies –, in Portugal; the programmes aimed at 
promoting technology centres and industrial clusters, in Slovenia; and  the grant for investigating and 
innovation idea (Grant for III), in the United Kingdom. In order to support transnational partnerships 
also in the scope of the national programmes with a widespread impact, the German “Pro Inno 2 pro-
gramme” will provide a specific promotion bonus for projects involving European partners, also within 
the framework of EUREKA. Support in this regard is also provided in Spain. 
7. Market-Oriented Perspective 
SMEs do not become involved in R&D for its own sake. They do so because they expect a commer-
cial return. Taking a market-oriented perspective in the assessment of applications as well as in the 
management of programmes is a relevant feature. It works as a focussing-device helping SMEs to be 
more aware about the commercial implications of the R&D projects they are engaged in. Policies 
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adopting a market-oriented perspective should avoid, however, the short term orientation bias to-
wards projects with limited risk and very close to market launch. A balance view is needed, under-
standing and/or anticipating market trends; generating an appropriate mix of R&D projects with differ-
ent time-horizons. 
The market focus is present in many of the R&D programmes carried out by European countries, in 
order to encourage an appropriate commercial application. It is considered in a large number of pro-
grammes addressed to support companies in-house R&D activities, such as FFF in Austria, INSTI in 
Germany, PAVE-NE for young enterprises in Greece, the competitive R&D programme in Israel and 
the grants for investigating an innovative idea in the UK. The commercial applications of projects car-
ried out by R&D consortia is also a relevant concern in project selection in programmes such as FFF 
(research-industry cooperation strand) in Austria, KONSORCIA in the Czech Republic, innovation 
consortia in Denmark, IGF (promotion of joint industrial research) in Germany, IDEIA (applied re-
search and development in cooperation) in Portugal or IFU (industrial research and development con-
tracts) in Norway. Market-oriented perspectives seem to be a must in the design and implementation 
of all R&D programmes in Israel. An interesting example in this regard is MAGNET, aimed at enhanc-
ing the development of the long term competitive edge of the Israeli industry, by creating clusters of 
companies and research institutes in areas with a high potential growth and driven by the interna-
tional markets future needs.  
8. Capabilities/Skills (absorption of knowledge by SMEs) 
Scientific-technical skills can no longer be maintained by a single company when complex fields of 
technology are involved. Co-operation and networking are essential today. For this reason, compa-
nies tend to approach universities and research institutions, also in order to make use of their per-
sonnel and technical infrastructure. The integration of external know-how into their own process of in-
novation already poses major problems to many small and medium-sized enterprises. In some cases, 
deficits in innovation management become manifest. Limited knowledge of how the academic world 
in universities and PRO’s are working and the vocabulary of the relevant field of knowledge can be a 
barrier. For a programme it should be analysed which general kind of knowledge should be estab-
lished and if appropriate there should be set aside financing for a campaign. A strong focus and some 
resources must be accepted and granted to overall managerial capacity. 
The concern with upgrading SMEs capabilities is addressed by a significant number of programmes 
in European countries. The whole perspective of existing programmes is provided in the summary ta-
ble of programmes incorporating good practices. Most programmes are, however, targeted to differ-
ent types of SMEs, according to their knowledge and technology bases. Some initiatives are oriented 
towards improving SME capabilities through technology transfer initiatives, such as Protec 2002+, in 
Austria, or the UK University Challenge. Others stimulate the development of capabilities in the con-
text of cooperative R&D projects, such as the Danish Innovation Consortia, the research and techno-
logical development programme in Greece, the MAGNET and MAGNETON programmes for the de-
velopment of generic technologies in Israel or the demonstration projects (DEMTEC in Portugal. Sev-
eral programmes are specifically address to the upgrading of in-house R&D capabilities – such as 
NITEC in Portugal or TECHNOS in the Czech Republic – while others concern general technological 
services and support to SMEs: support for innovation in France or SME advisory services in Ger-
many. Finally, there are programmes mostly aimed at enhancing new technology based firms capa-
bilities, such as EXIST-SEED, addressed to start-ups from University research in Germany, or the 
National Award for the crestion of technology based firms in France. 
9. Segmentation/Targeting 
Since SMEs are not an homogenous set, more focussed programmes aimed at specific segments 
(namely NTBFs) should be defined. Similarly, life cycle approaches might be more appropriate 
(namely young enterprises). In less developed regions / member states at least equal priority should 
be given to the transfer of existing technologies to traditional SMEs. Programmes which widen the re-
search community by attracting traditional SMEs and lengthen their R&D horizons usually involve ad-
visory and support services as well as finance. 
The illustrations provided above with regard to the way how programmes address to the absorption of 
knowledge by SMEs shows how important is an appropriate segmentation of companies or issues to 
be addressed. Several programmes have specific targeting approaches which improve focus and an 
appropriate response to specific needs or market failures. The Austrian FFF programme includes dif-
ferent strands corresponding to a segmentation of approaches. For instance, the Start-up pro-
gramme, the Feasibility programme, the R&D capability programme, the Younger Researcher pro-
gramme and the support for STREP and CRAFT projects are explicitly addressed to SMEs. In Ger-
many, the INSTI network includes namely initiatives in the following areas: INSTI-SME Patent Initia-
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tive, focussed on supporting patent applications by SMEs, INSTI-Innovation Market, on the commer-
cialisation of high-valuable inventions, and INSTI-Innovation Action, promoting the use of innovation 
and patent related services. The PAVE-NE programme in Greece is exclusively addressed to young 
companies, less than 5-years old at the time of application. The Portuguese NITEC programme, al-
though open to all companies, provides more favourable conditions for companies which meet sev-
eral criteria, such as size, location outside the Lisbon and Tagus Valey region, and experience of col-
laboration with scientific and technological organisations. 
10. Involvement of SMEs in programme design and evaluation 
It is important for SMEs to have an influence on R&D and innovation programme content, manage-
ment and evaluation. It was found that having SMEs involved in project design from the outset was 
important to take more fully into account SMEs requirements and constraints. In the same vein, the 
development o programme evaluation procedures which allow for. SMEs participation provides an 
important feed-back for encouraging the consideration of features favouring SMEs, in the early design 
of future programmes. 
For instance, in the system of German IGF, the usability of research results is evaluated in a more 
profound and refined way through random inspections of the research associations. In the Greek 
PAVE-NE programme, a representative of the SMEs association participates as an observer. In the 
Grant for Research and Development (and in the fellow systems in other regions of the United King-
dom) and the Grant for Investigating an Innovative Idea, in the United Kingdom, involvement of SMEs 
in programmes design, implementation and evaluation is a relevant feature. One of the cases of 
deeper involvement by SMEs is the customised (user-driven) R&D programmes in Norway. This is a 
class of public co-financed R&D programmes where the companies – namely SMEs – have a deci-
sive influence on the direction , control, leadership and implementation of programs and projects. The 
idea is that the companies themselves know their needs and where the possibilities for success and 
growth are. This autonomy is combined with requirements for close co-operation with universities and 
research institutes. 
11. Inter-programme relationships 
Connections between different programmes may be relevant insofar as they may provide ‘ladders’ for 
increased involvement by SMEs in R&D, as they strengthen their in-house capabilities and to gain 
experience in applying enable them to support programmes. Linkages between risk capital, incubator 
and cooperative R&D programmes might be also relevant. 
In Germany there is a concern with adjusting the relationships between the various programmes, to 
enhance their effectiveness. For instance, there is set of programmes addressed to provide advisory 
and information services in order to better enable the innovative SME sector and trade to organise 
innovation processes and to apply and develop new technologies competitively (programmes TOP, 
BIS and INSTI). In the Czech Republic, the IMPULS programme has close relationships with two 
other programme in the R&D field: TECHNOS, aimed at funding R&D projects carried out by single 
SMEs, and KONSORCIA, addressed to R&D activities by groups of organisations, involving Universi-
ties, public research organisations and companies. A final reference is due to NITEC in Portugal: this 
programme is related to the programme promoting consortia to develop R&D projects (IDEIA) and 
both are managed by the same organisation (the Innovation Agency). 
12. Pilot initiatives 
To enable experimentation and adaptation, the use of small pilot initiatives to test how companies re-
act to new support measures is advisable. Evaluation of pilot initiatives is important for learning and 
for introducing the required adaptations, therefore reducing the risk of launching new programmes 
with a wider reach. 
An interesting illustration of the use of pilot initiatives is the Grant for Investigating an Innovative Idea. 
This pilot programme will run until March 2005. In the Summer of 2004 it will be subject to a first 
evaluation to identify to what extend it was able to address weaknesses in SMEs capability to inno-
vate.  
(c) Information/Awareness  
13. Proximity 
It is important to be close to SMEs to help them in overcoming their ‘shyness’ and their suspicion with 
regard to seemingly large and bureaucratic support programmes. Being close to them in geographic 
terms, by locating office or contact points nearby, makes easier to provide information on existing 
programmes, to support them in the applications, and to increase trust for fruitful cooperation. 
Illustration of proximity approaches may be the found in the management of FFF in Austria, the Grant 
for R&D (and fellow systems) in the UK and in the support services under TOP, BIS and INSTI in 
Germany. Another interesting example pf proximity is provided by the innovation aid network for 
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SMEs in France: coordinated by ANVAR (the French Agency for Innovation), the network will be 
liaised with local authorities, associations, national research networks, and chambers of commerce. 
14. Communication (information and brokerage support) 
SMEs need advisory services, access to databases of contacts relevant to innovation, provision of
information on technological developments in other countries, technology transfer offices, organiza-
tion of brokerage events, funding for demonstrators and for use of patent databases. 
(d) Measurement of SME involvement in programmes 
15. Measurement of SME involvement 
Appropriate indicators should be identified for monitoring the involvement of SMEs in R&D and inno-
vation programmes. This will be useful at both E.U. and MS levels. 
Several programmes include the definition of specific indicators, aimed at assessing not only the re-
sults of their implementation, but also the level of involvement of SMEs. In this regard, an interesting 
example is the Austrian FFF programme, which systematically assesses the share of SME appli-
cants, the number of new companies (SMEs) and the leverage effect (development of project related 
turnover 3 years after the finalisation of the project). This effect is also a relevant concern in the de-
sign and implementation of R&D programmes in Israel. 
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List of abbreviations 

CC Co-ordinating Committee 
EC European Commission 
EG Expert Group 
EIF European Investment Fund  
ERP European Recovery Program 
E.U. European Union  
IPR Intellectual Property Right 
IPO Initial Public Offering 
LG Loan Guarantee 
LPA Limited Partnership Agreements 
NTBF New Technology Based Firm 
OMC Open Method of Coordination 
OCS Office Chief Scientist 
R&D Research and Development 
RTO Public/Private Research and Technology Organisation 
SME Small and Medium-sized Enterprises 
TF Task Force 
MS Member State 


