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Foreword by Commissioner Nelli Feroci
Europe has gone through a long economic crisis and although growth has returned, it remains low and fragile.
But Europe has not stood still. The preconditions for growth have been improved by the structural reforms that
the Member States have undertaken. These reforms have been contributing to the growth potential of our
continent, creating the conditions for more sustainable and balanced growth, leading to a viable improvement in
employment and standards of living.
The purpose of this annual report drafted by the Commission — pursuant to Article 173 of the Treaty — is to
review and compare the industrial performance and policies of the EU as a whole, and of individual Member
States. It builds upon the country-specific recommendations and other work done under the 2014 European
Semester. This report serves the monitoring of policy and performance, in particular focusing on deeper
microeconomic analysis. I hope the report will help policy makers to focus on obstacles to growth, and to learn
lessons from good practices in other countries.
Despite considerable differences in the performance and policies of Member States, many problems are
common. Examples include lack of investment, access to finance, access to markets, the price of energy, and the
need for structural change – these questions are in the forefront of policy-making in most Member States.
I would like to emphasise that industry, and services linked to industrial products are major contributors to our
economies, in particular to exports. This why the EU aspires to increase the share of industry’s contribution to
EU GDP to 20%. A strong and diversified industrial base that is competitive on a global scale requires a skilled
workforce, innovative firms, and investment in the future. But it also needs an environment that allows it to
flourish, including an efficient and effective public administration.
Europe can contribute by making the single market work better, by providing a level playing field and common
rules for all firms, and by helping the Member States to reform. Only by improving our performance and
reforming our structures can we achieve the strengthening of our industries, and through that higher growth and
more jobs.

Ferdinando Nelli Feroci
Member of the European Commission
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Executive Summary
Investment for improved competitiveness
This annual report is prepared by the European
Commission in light of Article 173 of the Treaty on
the Functioning of the European Union, which directs
the Union and the Member States to ensure that the
conditions necessary for the competitiveness of the
Union’s industry exist. The report complements the
documents of the European Semester process by
reviewing and comparing the industrial performance
of the Member States and the EU as a whole. The
comparison is based on indicators in the areas of
investment and access to finance; innovation and
skills; energy, raw materials and sustainability; and
access to markets, infrastructure and services. The
report also covers the implementation of European
industrial policy and focuses in particular on growthfriendly public administration.
The European economy has been slowly recovering,
but faces headwinds. Stronger domestic and export
demand are needed, but after the crisis the question is
whether European industry is in a position to benefit
from these. Looking at investment, we can only arrive
at one conclusion — additional investments are
needed across all sectors to ensure that, post crisis,
European industry can continue to compete with
other regions of the world. For this, both financial
resources and healthy domestic and foreign demand
are necessary.
The share of gross value added invested by nonfinancial corporations is now 15 % lower that at the
outset of the crisis. While investment in intangible
assets has returned to the pre-crisis level, investment
in equipment continues to suffer in most Member
States. Although the latter is projected to strengthen
as the economic outlook improves, its sluggishness
and unresponsiveness to policy measures risks
acting as a brake on growth. To achieve the growth
currently forecast (see section 1.1.1), additional
private credit of EUR 225 billion will be needed in
2014-2016.
Thus it is essential that the lack of credit observed in
many Member States does not stifle the recovery.
Financing conditions vary significantly across the
euro area, with bank lending available for solid SMEs
in countries that have been less affected by the
banking crisis. However, the internal market for bank
credit remains fragmented, as shown by the wide
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interest rate differentials — despite recent signs of
stabilisation — between the more and less affected
countries,. To address this situation, most Member
States have adopted measures to strengthen loan
guarantee systems, and many are facilitating both
access to and transfer of financial information.
Access to alternative financing sources has
improved in many Member States. Although direct
access to capital markets is mostly limited to large
businesses, efforts have been made to improve access
to the corporate bond and alternative funding
markets, and to facilitate the listing of SMEs.
To overcome the lack of credit flows, in June 2014
the ECB took a series of monetary policy measures
and signalled that it is ready to use unconventional
instruments if necessary. The favourable monetary
policy environment makes it easier for the
banking system to make credit available to
businesses, and for companies to use credits for
investment, so that the industrial investment needed
can materialise. Without this investment, an industrial
renaissance in Europe will be difficult and the relative
competitiveness of other regions will increase.
Supporting industrial renewal
Thanks to the quality and innovative nature of many
of their goods and services, European firms have
largely maintained their competitiveness in
international terms. Exports to outside the EU have
recovered well, and the trade surplus with the US is
increasing and the deficit with Japan shrinking.
Access to markets and integration into global
value
chains
are
crucial
elements
of
competitiveness in this context. Investments and
innovation drive improvements in external
competitiveness, contributing to higher added value
and new products and services.
The single market provides growth and innovation
opportunities for European firms, in particular SMEs.
Its good functioning is essential. However, over the
next decade some 90 % of new global demand will be
generated outside Europe, which makes the
internationalisation of firms an indispensable element
of policy strategies at both national and European
levels. In many Member States businesses, and in
particular SMEs, have difficulty in accessing foreign

Executive Summary

markets, both for buying inputs for production and
for exporting their products and services.
Many Member States have stepped up their support
for SMEs that operate in export markets, for example
by increasing trade financing and the provision of
market information. The EU promotes the
internationalisation of SMEs through diplomatic
missions and specific support measures. The overall
objective of the EU’s internationalisation strategy is
to achieve greater synergy between national and EUlevel support.
Global sourcing has bound industrial firms more
tightly into complex international value chains. To
capture value, firms need strategies that combine
product, service and process innovation. To
support this, policy should remove barriers to
innovation, in particular by small and mediumsized firms. A stable macroeconomic environment
reduces uncertainty about demand for new products
and services, improved access to finance helps
investment, and healthy competition and a favourable
regulatory environment keep the costs of inputs in
check. Many Member States are increasing demand
for innovative products and services through public
procurement initiatives.
Many also invest considerable amounts in research
and innovation, but have not been able fully to
commercialise these investments. Other Member
States have made only slow progress towards
building a more knowledge-intensive economy. This
is because their research and innovation systems are
weak due to low investment, and cooperation
between the scientific community and businesses is
insufficient.
Systems for fostering innovation should be improved
in a balanced way that addresses all the inputs
needed for innovation. To achieve value for money
in an environment of scarce resources, investment in
research and innovation needs to be done more
efficiently and to become more effective in producing
outputs. Above all, it should result in more high
value-added products and services.
In many Member States people with the right talents
cannot be recruited despite competitive wages. These
shortages can reflect factors other than skills, such as
unattractive working conditions, poor recruitment
policies and lack of labour mobility. Most
governments give financial incentives for employer-

provided training, particularly where skill shortages
are common or for groups with high inactivity rates.
Even in countries where the education and training
systems are performing well, there are ways to
improve the matching of skills with the changing
requirements of the workplace.
The EU has proposed a number of measures that
facilitate cross-border mobility, match qualifications
to the skills base, anticipate and manage industrial
change at regional level and improve the availability
of inter-disciplinary skills.
Further work is needed in many Member States to get
employers to develop effective recruitment strategies
and create attractive working conditions and the
learning opportunities that are essential for
successfully upgrading skills. In addition, there is
potential in many Member States to increase the use
of the dual system, which combines apprenticeship
in a firm with education at a vocational school.
Competitive inputs: energy, raw materials, services
Gas and electricity markets are being gradually
opened up to competition. At the same time,
electricity generation is being decarbonised, leading
to growth in generation of wind and solar power.
However, electricity prices vary considerably
between Member States. In some Member States
the high cost of energy poses a challenge to some
parts of industry and targeted adaptation
strategies could be useful.
Europe has made progress in improving its energy
efficiency as energy intensity decreased by about
24 % between 1995 and 2012. A structural shift
towards a greater role for services and high valueadded manufacturing is helping as these consume less
energy and produce less CO2.
The Commission’s proposal for an integrated climate
and energy policy framework for 2020-30 seeks to
ensure regulatory certainty for investors and a
coordinated approach among Member States. The
goal is to decouple economic growth from resource
use and its environmental impacts, by building on
long-term strategies addressing climate change,
energy, transport, and broader resource challenges.
The 2030 strategy seeks to lower CO2 emissions,
build a competitive and secure energy system, ensure
affordable energy for all consumers, increase the
security of energy supplies, reduce dependence on
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energy imports and create new opportunities for
growth and jobs.
High volatility in the prices of non-energy raw
materials over the past decade has led to a greater
focus on promoting technologies that increase
investment in the EU’s natural assets. A number of
Member States have formulated national strategies to
improve the governance of domestic exploration,
extraction and processing of raw materials.
Business services are important inputs for
companies, but market fragmentation, international
competition and lack of innovation hamper their
development. Many Member States have adopted
measures to improve the functioning of the internal
market in regulated professions, but in some there is
room for further improvements.
Progress in improving EU infrastructure has been
mixed. Transport infrastructure is improving in the
new Member States, but for transport and logistics
further work is needed to create a real single market.
To develop an internal market in energy, the
difficulties in establishing interconnections between
networks need to be rapidly overcome and investment
in energy infrastructure increased. Innovative
businesses need broadband coverage to be available
throughout the EU.
A public administration supportive of business and
competitiveness
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Business-friendly design includes more streamlined
and simpler procedures, especially for starting a
company, applying for licences, paying taxes,
participating in public procurement, exporting goods
and services and settling legal disputes. This frees up
businesses to spend more time on their core activities,
including investment and innovation. Using
information and communication technologies, in
particular, helps to make public administrations more
efficient and cost-effective by changing the way they
deliver public services, streamlining administrative
procedures and lowering transaction costs.
In several Member States, inefficient public
administrations, ineffective justice systems and legal
uncertainty
remain
major
obstacles
to
competitiveness and growth. While the importance of
undertaking reforms has been recognised, and some
far-reaching measures have been launched in recent
years, additional efforts are still required.
To achieve the EU policy’s objectives, taking
competitiveness concerns into account in other policy
areas is essential. The basic tool for doing this is the
consistent and rigorous use of competitiveness
proofing techniques for all rules affecting businesses,
and making this proofing an integral part of a wider
impact assessment process. Furthermore, regular
checks on the fitness for purpose of existing
legislation would help to maintain and improve the
quality of regulation at both European and national
levels.

The quality of public administration is an
important driver of Europe’s competitiveness. The
key features of public administration for
competitiveness are the costs and uncertainty firms
face in dealing with the administration and its
effectiveness in defining and implementing policies
and providing public services. A stable, transparent
and predictable regulatory framework that respects
the specific needs of SMEs also promotes growth.

Member States’ progress towards greater
competitiveness

Good governance, and strategic, budgetary,
regulatory and implementation capacities, are crucial
to anchor the incipient recovery and cope with future
challenges. Besides leading strategic policy-making
and achieving their policy objectives, governments
need to be capable of promoting a growth-friendly
mix of expenditure and revenue measures while
respecting their fiscal commitments.

Member States with strong and improving
competitiveness in all three dimensions: Denmark,
Germany, Ireland and the Netherlands.

How much progress are the Member States making
towards increasing their competitiveness? Based on
three indicators of output in the past five years —
labour productivity, exports, and innovation — we
have assessed their current level of competitiveness
as follows:

Member States with strong but declining
competitiveness:
Belgium,
France,
Italy,
Luxembourg, Austria, Finland, Sweden and the
United Kingdom. Most of these countries had a high
starting point in 2008 but have since seen their labour
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productivity and external competitiveness deteriorate.
This decline should be addressed.
Member States with modest but improving
competitiveness: Czech Republic, Greece, Spain,
Estonia, Latvia, Lithuania, Hungary, Poland,
Portugal, Romania and Slovakia. These countries
have been successful in improving their performance
and narrowing the gap with the stronger Member
States on at least two of the three indicators.
However, many of them still perform relatively
poorly on productivity and innovation.
Member States with modest and declining
competitiveness: Bulgaria, Croatia, Cyprus, Malta,
Slovenia. Countries in this group should focus on
restoring the competitiveness of their economies
since they suffer from both relatively poor
performance and limited improvement. They are not
closing the gap with the strong performers.
The three output indicators (labour productivity,
exports and innovation) are influenced by a series of
input indicators. These include how easy it is to
access finance; the availability of inputs to
innovation, including skills; the availability of
material inputs like energy, raw materials, and their
sustainability; and access to markets, infrastructure
and business services. The performance of these input
indicators, and the policies related to them, are
reviewed in chapters 1.1 to 1.6.
The performance and policies of public
administration in the Member States is reviewed in
section 2. Performance at Member State level is
reviewed in section 3. The methodological details of
the indicators used are explained in section 4.
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1 Industrial Performance Scoreboard
1.1. Introduction

The 2014 Communication on industrial policy (1)
highlighted the role of industry in fostering recovery
and competitiveness. While EU industry has proved
its resilience in the face of the crisis by remaining a
world leader in sustainability and contributing
significantly to the current account surpluses, less is
known about the impact of the crisis in relation to the
capacity of industry to maintain a sustained and
accelerated growth path in the future.

Figure 1.1.1: EU 28 Gross value added evolution
for selected branches
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Total - All NACE activities
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1.1.1

-12

Growth is returning, but improvements are needed
Source: Eurostat

The EU28 returned to growth in 2013, with a yearon-year improvement of 0.1 %. Following a sluggish
start in the first quarter, the economy grew by 0.4 %
per quarter during the rest of the year. Despite this,
European GDP stands at 98.3 % of the pre-crisis level
(first quarter of 2008). During this time the US
economy has grown at a much faster pace and
surpassed its pre-crisis level already in the fourth
quarter of 2010. In 2013 the OECD grew at 1% with
some developed economies growing at an even faster
pace (i.e. Japan at 1.5%, the US 1.9%; Australia 2.4%
and Korea at 3.0%). Moreover, since the start of the
crisis, the growth of total factor productivity in the
EU has lagged behind that of the US and the gap
between the two economies is widening.
In 2013, manufacturing outperformed other sectors of
the economy (figure 1.1.1). From December 2012 to
December 2013, manufacturing production grew by
1.0 %, approaching the level of 2010. But production
is still far below the pre-crisis peak. Growth was high
for intermediate goods (3.7 %), and to a lesser extent
for capital goods (0.7 %), while production of energy
and durable consumer goods decreased in 2013.

(1)
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Despite these signs of recovery, the share of
manufacturing remains below the 20 % target (2) as
set in the Communication. While there might be some
controversy about the feasibility of the target, it is
certainly possible to reverse the downward trend.
While in 1995 the share of manufacturing (3) in the
EU was slightly higher than that of the world as a
whole, since 2002 the situation has reversed. Now the
share of manufacturing is below that of the world
average (figure 1.1.2). Moreover, this gap has been
increasing, which is a sign of relative
deindustrialisation in the EU.

(2)

(3)

The target is described in the Communication as
contribution of industry to GDP. However, the indicator
actually used to measure the achievement of this target is the
share of manufacturing on total gross value added.
The IHS dataset used for this analysis only provides figures
for 20 Member States (AT, BE, BG, CZ, DK, FI, FR, DE,
GR, HU, IE, IT, NL, PL, PT, ES, RO, SE, SK and UK).
These countries represent 98.4% of the EU28 industry´s
GVA (2013Q3).
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Figure 1.1.2: Share of manufacturing in total
GVA for EU28 and the world
EU20
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Figure 1.1.3: Euro area output gap (% of
potential GDP)
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Outlook is positive but more could be done
Forecasts by international organisations (4) indicate
that the conditions for sustained recovery in the
medium term are improving. Domestic demand is
firming up as the main driver of growth,
compensating for the decrease in export-led growth.
Employment in industry has started to grow. The
forecasts imply that bank deleveraging will continue
in 2014, acting as a barrier, and net credit to the
private sector will only start flowing in 2015.

Source: European Commission; OECD; IMF

These forecasts point to moderate growth for the EU
in the next two years(6). All the available three
forecasts for the euro area show growth remaining
well below 2 %. Although the growth for the whole
EU is estimated to be consistently higher, it is not
likely to hit 2 % until 2015 (figure 1.1.4).
Figure 1.1.4: GDP growth forecasts (euro area
and the EU)
Euro Area IMF
Euro Area OECD

Euro Area EC
EU EC

2.5%

Estimates of the gap between potential and real
output (5) show that output could have been up to four
percentage points higher for the euro area in 2013.
This gap is expected to remain for several years
(figure 1.1.3).

2.0%
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1.0%

0.5%
0.0%

(4)
5

()

-0.5%

IMF World Economic Outlook October 2013, EC Spring
2014 European Economic Forecast and OECD Economic
Outlook No 95 May 2014.
The output gap is defined as the difference between actual
output and potential output, where potential output is
understood to be the maximum non-inflationary level of
output.

-1.0%
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Source: European Commission; OECD; IMF

Faster growth is a necessary condition to reverse the
downward trend in the share of manufacturing –
however, it is only one of the factors making it
possible. The negative output gap indicates that
growth could be further accelerated without putting
price stability at risk.
In order to close the gap, considerable investment in
capital stock, increased labour use and higher total
factor productivity are required. In particular,
(6)

The lastest figures for actual GDP growth (Q2 2014) show
that even the limited forecasted growth might be too
optimistic.
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industry can contribute through higher investment
and innovation, leading to increased employment.

Investment and competitiveness

Figure 1.1.6: Euro area net lending (+) /
borrowing (-) requirement

1.1.2.1 Investment performance
The 2012 Communication on industrial policy ( 7)
identified investment as the key indicator for
recovery. The overall level of investment determines
how quick the recovery is; and the distribution of
investment
across
sectors
affects
their
competitiveness. Thus investment determines the
capacity of industry to recover, grow and contribute
to innovation.
The recent trend in investment by non-financial
corporations suggests that the EU economy has not
reached the point where investment can promote
growth at an increasing pace. The level of investment
by non-financial corporations is now 15 % lower than
at the outset of the crisis, while profits remain more
or less stable (figure 1.1.5).
Figure 1.1.5: Share of investment over GVA for
non-financial corporations
60%
50%

QoQ growth rate (RHS)
Gross investment rate of non-financial corporations
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40%
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Source: Eurostat

The ratio of investment to profits also fell by 12 %
during the period. However, the downward trend
seems to have stopped in 2013, as investment grew
by 1 %. The development of investment in the past
helps to understand how it can contribute to recovery
in the future.
The low level of investment by European industry
can be explained by a series of factors. First, during
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Second, after the credit bubble burst, the external
financing environment for the euro area´s corporate
sector deteriorated, as banks curbed lending to riskier
customers, which contributed to the decline in
investment. Finally, the reduction of the marginal
lending interest rate by the ECB since 2012 has not
fully fed through into reductions in interest rates for
non-financial corporations. This highlights fractured
link between monetary policy rates and lending rates
to businesses (figure 1.3.2). Recent developments in
accessing finance are described in chapter 1.3.
Manufacturing investment for growth

-2%

20%

(7)

Billion EUR

1.1.2

the crisis, non-financial corporations moved from a
net borrowing position to net lending, deleveraging
their balance sheets (figure 1.1.6).

COM(2012) 582 final. A Stronger European Industry for
Growth and Economic Recovery.

The recovery of manufacturing in Europe will depend
on how much companies are willing to invest. The
European share of total world investment in
manufacturing declined from 40 % in 2005 to 25 % in
2013 (8) (a 37 % reduction). A similar trend was
visible in Japan and the US, as their share decreased,
by 35 % and 19 % respectively. This loss of share in
world investment is mostly due to an increased
capital accumulation in emerging economies, but the
absolute investment levels in Japan and the EU have
(8)

The IHS World Industry Service database defines
investment as Capital Expenditure (CapEx). It includes
investments made by establishments operating in that sector
during the reference year, net of fixed assets sold. The
investments cover those (whether new or used) with a
productive life of one year or more. These are intended for
the use of the establishments’ own labour force. Major
additions, alterations and improvements to existing assets
that extend their normal economic life or raise their
productivity are also included.
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also declined by over 10 % compared to the five
years before the crisis.
China, Taiwan, Hong Kong and Republic of Korea
have increased their share and they are now
responsible for 80 % of total world investment (figure
1.1.7).

position when the global investment intensity is
considered. (9)
Figure 1.1.9: Change in average annual
investment by sector
2003-2008
140
120

Figure 1.1.7: Share of world's total
manufacturing investment by
regions
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(9)

Investment intensity is defined as total capital expenditure
over gross output.

Source: IHS

China and the US stepped up investment in the wake
of the crisis (figure 1.1.8). Consequently, European
industry is losing ground in investment compared to
its main competitors.
Figure 1.1.8: Average total manufacturing
investment (billion 2005 EUR) by
region
2003-2008

2009-2013

% change (RHS)
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Source: IHS

The decrease in average investment of EUR 79
billion since 2008 has hit all sectors (figure 1.1.9),
although most sectors have maintained their relative
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Table 1.1.1:

Classification of industrial sectors (ISIC rev 3)
Technology Level

Energy Intensity

Export intensity

High

High

High

Low

Low

Low

Export growth
High

Low

Food products, beverages and tobacco products
Textiles, wearing apparel, leather and related products
Wood and paper products; printing and reproduction of
recorded media
Coke and refined petroleum products
Chemicals and chemical products
Basic pharmaceutical products and pharmaceutical
preparations
Rubber and plastics products, and other non-metallic
mineral Products
Basic metals and fabricated metal products, except
machinery and equipment
Computer, electronic and optical products
Electrical equipment
Machinery and equipment n.e.c.
Transport equipment
Other manufacturing; repair and installation of machinery
and equipment
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1.1.3

Investment dynamics by sector ( )

Energy-intensive industries hit harder
It goes without saying that high energy prices in
Europe affect energy-intensive acutely, as for these
sectors energy represents a significant share of their
total input costs. (11)
Figure 1.1.10: Average annual total investment
(billion 2005 EUR) in the EU20 by
sectors according to energy
intensity
2003-2008

2009-2013

% change (RHS)
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-8%
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In Europe, non-energy-intensive industries have
invested more, in both absolute and relative terms
than energy-intensive ones (figure 1.1.10). This is
true for both the pre-crisis and post-crisis periods but
the crisis-induced drop has been bigger for energyintensive industries.
While investment in non-energy-intensive industries
has declined in Japan, the US and the EU, investment
in energy-intensive industries has only dropped in the
EU (figure 1.1.11). The lower US gas prices due to
shale gas have attracted investment by energyintensive industries, and increases in Japan might be
related to the additional investment needed to recover
from the earthquake and tsunami in 2011.
Figure 1.1.11: Average annual total investment of
energy intensive industries (2005
EUR billion) by region
2003-2008
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1.1.1.
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However, from the analysis presented we can see that
energy intensive industries in Europe have seen less
investment and lower growth, which partly has been
driven by higher energy prices as other world regions
with lower energy prices have experienced a more
positive development. The policy options of
increasing the efficiency of European energy markets
are explored in chapter 1.5.

Figure 1.1.13: Average annual total investment of
high tech industries (2005 EUR
billion) by region
2003-2008

2009-2013
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Investment in both low-tech and high-tech industries
(for the classification, see table 1.1.1) fell from 20032008 to 2009-2013. However, the drop was smaller in
high-tech as investment there rose from 70% to 76%
of that of low-tech industries, despite the fact that
low-tech industries are much more capital intensive
(figure 1.1.12).
Figure 1.1.12: Average annual total investment
(2005 EUR billion) in the EU20 by
sectors according to technology
intensity
2003-2008

2009-2013
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Export orientation fosters investment
In the global context, it is clear from the data that
European energy-intensive and low-tech industries
have lost ground in terms of investment. Investment
dynamics can also be reviewed in the light of export
performance. Sectors that had high export growth
between 2009 and 2013 have seen a much smaller
decrease in investment than sectors that did not
increased exports (figure 1.1.14). (12)
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Figure 1.1.14: Average annual total investment
(2005 EUR billion) in the EU20 by
sectors according to export growth
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Although investment in high-tech industries has been
relatively more resilient, they are still losing ground
compared to our main competitors (figure 1.1.13).
The US and Chinese high-tech sectors have continued
to increase their investment.
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Again the underlying message seems clear the lower
investment induced by the crisis has reduced the
capacity of European high-tech industries to sustain
their international competitiveness, in particular as
competitors elsewhere in the world have continued to
invest.

-8%

-9%

200

Low export growth

Source: IHS

(12)

Growth of extra-EU trade was calculated using COMEXT
trade data and IHS value of production for 2009-2013. High
export growth is defined as grow from 2009 and 2013 above
60%. Including also intra-EU trade two sectors fall from the
high export growth list (transport equipment and basic
metals) and nine others are included (other manufacturing;
basic pharmaceuticals; electrical equipment; machinery and
equipment; chemicals and rubber and non-metallic
products).
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For instance, two out of the three sectors with the
highest export growth, namely motor vehicles, other
transport equipment, and computer and technical
equipment, are also those with the highest investment
growth. While no causality can be identified, some
sectors do invest more in order to be able to benefit
from external drivers of growth. (13)

1.1.4

Performance at Member State level

The evolution of investment in Member States
reflects their different industrial structures (figure
1.1.15). Investment has increased in only five
countries (Poland, Romania, Netherlands, Germany
and Austria) after the crisis. The most financially
stressed countries (14) as well as France, Denmark,
Sweden and Belgium have seen a significant decrease
in investment. This diversity in performance helps to
identify where additional efforts are needed to enable
the industrial base to reap the benefits of higher
growth.

an agency to promote financing and investment,
while Croatia is expanding the activities of the
existing one. The United Kingdom and Italy are
increasing public subsidies to support investment
activities. Further, several Member States plan to
support investment activities with the structural funds
in the period 2014-2020.
Figure 1.1.15: Average annual total investment
(2005 EUR billion) in selected
Member States
2003-2008

2009-2013
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Most policy efforts to revitalise investment have
focused on restoring macroeconomic stability, easing
financing conditions and improving business
environments by removing microeconomic barriers to
investment. For example, Luxembourg plans to create
(13)
(14)

Cf. ‘Product Market Review 2013 – Financing the real
economy’, European Commission, December 2013.
Notably, Greece, Spain, Cyprus, Ireland, Portugal, Slovenia
and Italy.

Source: IHS

Overall, firms’ decisions concerning investment in
equipment reflect the prevailing demand. Therefore
investment in equipment is expected to strengthen as
the economic outlook improves and the main
impediments to firms’ demand and profits
(uncertainty, financing conditions, deleveraging
needs) recede.

14%

14.1%

Figure 1.1.16: Investment in equipment (% GDP)
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The investment rate in equipment is high in Estonia,
the Czech Republic, Slovakia, Romania, Bulgaria and
Latvia, although the latter three have seen the biggest
drops during the crisis, together with Slovenia (figure
1.1.16).
Foreign direct investment
The EU28 remains an attractive destination for
foreign direct investment (FDI). The increase of
investment in the European Union by more than 38%
in 2013 indicated a return of investor confidence. As
countries in the euro-area periphery are seeking to
redress imbalances and reduce their liabilities in a
period of low growth, FDI is becoming increasingly
important as a potential driver of growth. In
particular, investment in the tradable sectors has
significant potential to improve the trade balance
through exports.
Within the EU, the inward investment stock is largely
concentrated in the EU15 Member States. The most
attractive destinations are the United Kingdom,
Germany and France. (15) However, before the crisis,
the most dynamic inward investment flows were from
EU15 to the Member States that joined between 2004
and 2007. The main factors supporting these flows
were geographical position, new markets and new
consumers, and lower production costs. These flows
have been partly reversed in the last two years,
perhaps reflecting adjustment towards more balanced
long-term conditions after the exceptional period of
EU enlargement and strong growth. The crisis may
also have revealed some weaknesses in the
fundamentals of the recipient countries, thus
decreasing their attractiveness.

industrial centres have been identified as
determinants in driving FDI in the tradable sector. (17)
Still, Member States have also adopted specific
measures aimed at fostering FDI. For instance, trade
and investment agencies have been set up to provide
information and support services to foreign
companies looking to invest in Member States. They
typically offer services to reduce transaction costs and
facilitate information. These agencies are increasingly
targeting investment promotion activities to specific
groups and sectors with higher added value.
Moreover, various Member States have adopted
specific measures to foster investment, both domestic
and foreign. For instance, Portugal has introduced
measures to encourage private investment, while the
UK plans to double the annual investment allowance
granted to businesses for plant and machinery until
the end of 2015. Also, the Czech Republic has
extended the reduced corporate tax rate to a 10 year
period, from the previous 5 years.

(17)

Cf. ‘The role of FDI in preventing imbalances in the euro
area’, Quarterly report on the euro area, volume 12 (2013)
Issue 2, European Commission, June 2013.

Member States already facilitate foreign investments
more than most other countries. (16) Given the EU’s
high degree of openness, the policy initiatives that
can support FDI in the tradable sectors are more of a
horizontal nature and linked to making the investing
environment friendlier in order to foster economic
growth, thereby promoting investment by both
domestic and foreign companies. Although they
differ between sectors and countries, measures more
likely to have a lasting impact are those focusing on
improving workers’ education and ensuring wage
moderation. Also, the quality of business-relevant
infrastructure and the distance from important
(15)
(16)

Source: European attractiveness survey, Ernst & Young,
2014.
Cf. FDI regulatory restrictiveness index 2013, OECD.
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1.2 Industrial performance

1.2.1

noticeable during the crisis, as can be seen from
figure 1.2.1, where the share of manufacturing in
GVA is indicated in 2008 (light) and in 2013 (dark).

Industrial performance

Manufacturing and the legacy of the crisis
Based on the situation of the manufacturing industry,
the Member States can be divided as follows: (19)

The financial crisis underlined the importance of the
real economy and a strong industrial base for growth
and competitiveness, in order to sustain and
strengthen the recovery and to achieve the goals of
the Europe 2020 agenda. The interaction of industry
with the wider European economic fabric extends
beyond manufacturing, from upstream raw materials
and energy, to downstream business services (e.g.
logistics), and consumer services (e.g. after-sales
services for durable goods). Industrial activities have
been integrated into increasingly rich and complex
global value chains, linking large corporations and
small and medium-sized enterprises (SMEs) across
sectors and countries.

 Member States that have experienced an
increase in the relative weight of
manufacturing. This group includes Ireland,
Romania, Lithuania, Latvia, Czech Republic,
Greece, Hungary and Portugal.
 Member States that have experienced a
reduction in the relative weight of
manufacturing equal to or lower than the
average (-0.7 %). This group includes Austria,
Spain, Germany, Slovakia, Slovenia, Estonia,
Poland and the Netherlands.
 Member States that have experienced a
reduction of their share of manufacturing
greater than the EU average (-0.7 %). Finland,
Malta, Sweden, Luxembourg, Belgium,
Cyprus, Italy, France, Slovakia, Denmark and
the United Kingdom belong to this group.

Industry accounts for over 80 % of Europe’s exports,
private research and innovation. Moreover, nearly
one in four private-sector jobs is in industry. These
are often highly skilled and each additional job in
manufacturing creates 0.5-2 jobs in other sectors. (18)
Differences in Member States’ performance were
(18)

(19)

Rueda-Cantuche, Sousa, Andreoni, and Arto. ‘The Single
Market as an engine for employment growth through
external trade’, Joint Research Centre, IPTS, Seville, 2012.

Data for Bulgaria not available.

Figure 1.2.1: Manufacturing as a percentage of gross value added (2008 and 2013)
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Although EU industry has maintained its
competitiveness, as demonstrated by the fast recovery
of exports and by the increase in productivity in most
Member States, nonetheless the legacy of the crisis is
severe. Since 2008, 3.5 million jobs have been lost in
manufacturing, and the pressure of external
competition on prices has led to a deterioration of
margins in a number of Member States. In addition,
investment dynamics have been slowed by decreasing
demand and reduced credit availability. Increasing
investment is a priority as it could enhance
productivity, improve external competitiveness and
foster the innovation capacity of EU industry.
Member States along the output indicators
The industrial performance of Member States is
reviewed here using three output indicators, namely
labour productivity, exports and innovation.
 Labour productivity in manufacturing,
measured by value added per person employed
in manufacturing industries.
 Value of exports and growth in relation to
gross value added as a proxy for external
competitiveness.
 Innovation, measured by the innovation union
scoreboard (IUS), as a proxy for non-price
competitiveness and intensity of innovation.
These three indicators provide an assessment of
relative strengths and weaknesses of Member States
and allow some common patterns to be identified.

1.2.2

Labour productivity

Labour productivity indicates how efficiently the
production inputs related to workforce are combined
to produce goods and services, offering a dynamic
measure of economic growth, competitiveness and
living standards. In this section labour productivity is
measured by means of value added per person
employed in manufacturing and is evaluated by
taking into account variations in manufacturing
workforce and profitability. Figure 1.2.2 depicts

labour productivity in manufacturing on the
horizontal axis, while the vertical axis shows growth
from 2007 to 2012. (20) Data for Ireland (EUR
163 607 in 2012) give the highest figure in the EU;
however, as this result reflects the behaviour of a
large number of foreign multinationals and contains
effects of transfer pricing, it has been considered an
outlier and excluded from figure 1.2.2.
The EU average was EUR 54 592 in 2012, and the
average compound annual growth rate from 2007 to
2012 was 1.35 %. Countries on the right-hand side
have higher levels of productivity, but many of them
have seen a low rise in productivity compared to the
pre-crisis level.
Member States in the upper right area (Sweden,
Netherlands, Denmark, and Spain) have both aboveaverage productivity and sustained growth despite the
crisis.
Countries in the upper left quarter show a trend of
convergence of their productivity levels, which are
still below average but have been growing more than
the average, reducing their gap with the best
performers. A number of countries in this group are
catching up rapidly (Lithuania, Latvia, Slovakia,
Romania, Poland, Malta and Greece).
The other Member States in this group (Slovenia,
Portugal, Estonia, and Czech Republic) have also
improved their performance with respect to the
average; however, considering their initial level and
the performance of other countries, there seems to be
considerable scope for accelerating the convergence
path in these countries.
Countries on the lower right quarter report consistent
performance but have seen a reduction of their
relative competitiveness (Austria, Belgium, Germany,
United Kingdom, Finland, France and Luxembourg).
Finally, countries in the lower left quarter have
experienced a deterioration of their relative
productivity (Italy, Cyprus and Hungary).
(20)

The choice of the 2007-2012 period has been tested for
robustness over a ten year period and provides a proxy of the
labour productivity trends in the Member States.

17

Industrial Performance Scoreboard

Change compared to the EU average (2007-12)

Figure 1.2.2: Change in manufacturing productivity (2007-2012)
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Despite the encouraging overall rise in productivity in
many Member States, these results are not always
based on increased success in smart specialisation or
extended use of key enabling technologies (KETs),
nor do they stem from increased external
competitiveness. In some countries, increased
productivity is due to reduced production outweighed
by an even larger reduction of employees in the
manufacturing sectors, as shown in figure 1.2.3.
Nevertheless, a recent European economic forecast
(21) show a trend inversion and forecasts point to
positive net job creation in manufacturing for 2014.
The slow rate of productivity growth in Europe has
forced firms in many sectors to cut their margins to
maintain their competitiveness. Only in Sweden,
Ireland and Denmark, among the group of best
performers, have firms been able to improve their
capacity for generating surplus in manufacturing. On
the other hand, in Spain firms have suffered a
reduction of their margins, while in the Netherlands
the variation has been lower than 1 %.

(21)

18

European Commission - European economic forecast, spring
2014.

Manufacturing firms in the catching-up economies
have seen a relative improvement in their
profitability, except in Romania where it deteriorated.
In the cluster characterised by high productivity and
lower growth rates, the only countries where
manufacturing firms have increased profitability are
Germany and the United Kingdom, while in France,
Belgium, Austria, Finland and Luxembourg gross
operating surpluses have deteriorated.
Firms in Italy, Hungary, Estonia and the Czech
Republic have managed to increase their margins
despite the crisis, whereas this has not happened in
Cyprus and Portugal.
This analysis emphasises the importance of focusing
on recovering competitiveness and on the
restructuring of manufacturing sectors. Many
Member States have committed themselves to
fostering productivity and innovation and to
improving cost and non-cost competitiveness.
However, the legacy of the crisis and global
competition are such that no country can afford to
stand still, and policies in favour of competitiveness
need to be continued.

Industrial performance

Figure 1.2.3: Net job creation in manufacturing in the Member States (2007-12; in thousands)
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Figure 1.2.4: Export of goods (% GDP; 2008-2012)
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1.2.3

Export performance

Despite the crisis, European manufacturing has
maintained its overall competitiveness, driven by the
high quality of, and intensity of innovation in goods
and services. After a decrease of 15.8 % between
2008 and 2009, the value of exports at current prices
has recovered and reached a new peak in 2013 at over
EUR 5 800 billion, while extra-EU export of goods

was 13 % of EU GDP in 2012. (22) Comparing the
EU’s performance with that of the US and Japan,
figure 1.2.4 shows progress in external
competitiveness, particularly in the case of
manufacturing.
EU exports recovered faster after the crisis, widening
the gap with the US and reducing the one with Japan.
Accessibility of markets and integration in global
(22)

Data from The World Bank and World Trade Organisation
(2014), referring to EU-27 data of 2012.
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value chains are the key factors of competitiveness in
this context. Nevertheless, competitors such as China
have reported even higher growth, continuously
increasing their share of global exports in the last five
years.

countries above the horizontal line have improved
their external competitiveness.
All of the six largest economies have increased their
exports. Poland, Germany and Spain improved more
than the EU on average. France and Italy saw modest
growth and the United Kingdom performance has
been in line with the average. As regards absolute
performance, Poland and Germany stand out as the
more open large economies.

With a view to boosting the external competitiveness
of industry, investment and innovation are the crucial
drivers of higher quality, along with new products
and services. Based on export performance, Member
States have been divided into three groups, depending
on the size of their population.

Among the medium and small economies, exports of
the Baltic countries, Romania, Bulgaria and Slovakia
grew rapidly. Slovakia and Hungary are bigger
exporters (producing intermediate components),
whereas Cyprus and Greece are not performing well,
and Finland’s exports shrunk in the period.

Figure 1.2.5 shows the performance of the Member
States, calculated as the GDP share of goods and
services exports. The horizontal axis measures the
latest available data (2012), while the change in
performance (2007-2012) is measured on the vertical
axis, through the compound annual growth rate. The
six largest countries are indicated in red, mid-sized
countries in light blue, and smaller Member States are
in dark blue. (23)

Member States such as Finland, Greece, Cyprus,
Hungary, Italy, the United Kingdom and France, in
which exports performance has deteriorated during
the crisis, need to increase the competitiveness of
exports of goods and services, in order for the EU’s
industry to keep its leadership in world merchandise
export.

Countries on the right side with respect to the EU
value are performing better than the average, while
(23)

Large countries have a population of over 30 million, midsize ones 10 to 30 million, and small ones less than 10
million.

Compound annual growth rate (2007-2012)

Figure 1.2.5: Export of goods and services (% GDP; 2007-2012)
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Figure 1.2.6: Changes in performance and relative innovation intensity in the Member States
Change 2008-2013 compared to EU average
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1.2.4

Innovation performance

Innovation is an essential driver of the performance
of European industry. However, in many Member
States, progress towards a more knowledge-intensive
economy is slowed by weak research and innovation
systems, low R&D investment or insufficient
cooperation between the science base and enterprises.
In some countries, this makes the commercialisation
of innovation difficult, limiting opportunities for
growth, job creation and increased competitiveness.
The innovation union scoreboard (IUS) measures
innovation performance combining over twenty
indicators in an index, ranging from 0 (worst
performance) to 1 (best performance).
In order to refine the analysis, figure 1.2.6 combines
the performances of the Member States in the IUS for
2014 with the progress made by each country over a
five-year period (2008-2013), measured as a
percentage of the 2008 value on the vertical axis.
Innovation performance in the EU has improved
considerably since 2008. However, the innovation
gap is considerable as a number of less innovative
economies have not been able to narrow the gap with
the innovation leaders.

Components of the Innovation Union Scoreboard
Human resources
 New doctoral graduates
 Population aged 30-34 with tertiary education
 Youth with at least upper secondary education
Open research systems
 International scientific co-publications
 Top 10 % most cited scientific publications
 Non-EU doctoral students
Finance and support
 Public sector R&D expenditure
 Venture capital
Firm investments
 Business sector R&D expenditure
 Non-R&D innovation expenditure
Linkages and entrepreneurship
 SMEs innovating in-house
 Innovative SMEs collaborating with other
 Public-private co-publications
Intellectual assets
 PCT patent applications
 PCT patent applications in societal challenges
 Community trademarks
 Community designs
Innovators
 SMEs with product or process innovations
 SMEs with marketing or organisational
innovations
 High-growth innovative firms
Economic effects
 Employment in knowledge-intensive activities
 Medium- and high-tech product exports
 Knowledge-intensive services exports
 Licence and patent revenues from abroad

Sweden, Germany, Denmark and Finland, shown in
dark blue, are the most innovative economies, and
Germany is improving its relative position as well.
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Within the group of consistent performers,
represented in light green, a convergence trend is
observed, with only two countries growing more than
the average, namely Estonia and Slovenia, and two
countries having suffered a deterioration of their
position, namely Austria and Cyprus.
Countries in the top two innovation groups perform
positively across the board and have relatively high
R&D expenditure, although many of them are still far
from their Europe 2020 target. Private R&D
investment is consistently larger than the share of
public investment, in particular in the first group of
innovation leaders. Scientific and technological
excellence is transformed into knowledge-intensive
jobs and exports, benefiting from close cooperation
between academia and industry.
Compared to the top performers, countries like Italy,
Czech Republic and Hungary are a step behind,
dragged down by low private investments. However,
within the group of moderate innovators, these
countries have developed rapidly and are catching up
with the consistent innovators. Although its
innovation performance is still below the average,
Lithuania has seen the biggest change among
Member States and slightly improved its relative
ranking. On the other hand, the majority of the
moderate innovators have not been able to reduce the
gap with respect to the best performers and report
modest progress in the period, while the performance
of Malta has worsened.
Finally, further efforts to improve innovation would
particularly benefit Romania, Bulgaria and Latvia,
which lie in the group of modest innovators. Within
this group, only Latvia has been improving more than
the average, while the relative position of Romania
and Bulgaria has also deteriorated.

1.2.5

Conclusions

In order to preserve its role as the leading industrial
exporter, the EU needs to continue making the
transition to innovative, knowledge-intensive
industries and more efficient use of resources, as well
as reinforcing the mechanisms in support of
internationalisation of SMEs in a number of Member
States.
Based on a methodology combining the evaluation of
the 2012 performance in regard to these three
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indicators, and the change occurring over the 20072012 period with respect to the EU average, it is
possible to divide the Member States into four
groups. (24)
1 Member States with strong and improving
competitiveness.
Four Member States have strong performance in most
respects, and have also improved their labour
productivity, exports or innovation performance.
These are the Netherlands, Germany, Denmark and
Ireland.
2 Member States with strong but stagnating or
declining competitiveness.
The Member States in this group have seen no or only
very marginal improvement in the competitiveness
indicators used. Such decline should be addressed.
Most of these countries have deteriorating labour
productivity and external competitiveness. Belgium,
the United Kingdom, Austria, France, Italy,
Luxembourg, Sweden and Finland belong to this
cluster.
3 Member States with modest but improving
competitiveness.
These Member States have been successful in
improving their performance and getting closer to the
strong performers in at least two of the three
indicators. However, this still leaves many of them
with relatively poor productivity and innovation
performance. Estonia, Lithuania, Spain, Latvia,
Czech Republic, Hungary, Poland, Portugal,
Romania, Slovakia and Greece belong to this cluster.
4 Member States with modest and stagnating or
declining competitiveness
Member States in this group should focus on
restoring the cost and non-cost competitiveness of
their economies, as they combine a relatively low
performance level with limited improvement. They
are not closing the gap between them and the strong
performers, and are in danger of losing
competitiveness. Slovenia, Bulgaria, Croatia, Malta
and Cyprus belong to this group.

(24)

Based on data from Eurostat for 2007-2012. See the
methodological annex for further details on the methodology
and robustness check.

1.3 Access to finance and investment

1.3.1

Essential for growth…

The current growth forecasts for the European
economy indicate that industry should have at its
disposal around 225 billion of additional private
credits for the period 2014-2016. (25) The gradual
loosening of bank lending conditions and movement
of non-financial corporations towards net borrowing
indicate that this would be feasible, as the average
lending needs would be below the averages since the
euro was introduced. Most of the additional
investment will need to come from SMEs.
The banking system and industry have an opportunity
to benefit from the policy measures adopted at
European and national levels. If both demand for and
supply of credit respond to policy, industry could
recover from the investment downturn that it has seen
since 2009. Without investment, other regions of the
world will gain competitiveness faster and the
industrial renaissance of the EU would be difficult.

point where the impact of interest rates on the real
economy is limited. The Commission has thus
stressed the need to persevere in a number of domains
in its economic policy recommendations to individual
Member States. (26)

1.3.2

…but still a concern

Large corporations have continued to invest as they
can access equity and other alternatives to bank
debt. However, access to finance remains a challenge
for SMEs. While the EU economy has returned to
positive growth, the incipient recovery is hampered
by the lack of credit in many countries. Financing
conditions for SMEs continue to differ significantly
across the euro area.
Lending to non-financial corporations continued to
decrease in the euro area last year, although the rate
of decrease was slower in the second half (see figure
1.3.1).

To maximise growth, policies should ease the
availability of credit to SMEs. Traditional monetary
policy transmission channels seem to have reached a
(26)
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Accelerated growth would require around an additional EUR
228 billion between 2014 and 2016 to reach an inflation rate
of 1.9% by 2017 or EUR 286 billion in from 2014 to 2015 if
the 1.9% inflation level were to be reached by 2016. Source:
Focus Europe: funding the recovery, Deutsche Bank
research, 2014.

Accelerated growth would require around an additional EUR
228 billion between 2014 and 2016 to reach an inflation rate
of 1.9% by 2017 or EUR 286 billion in from 2014 to 2015 if
the 1.9% inflation level were to be reached by 2016. Source:
Focus Europe: funding the recovery, Deutsche Bank
research, 2014.

Figure 1.3.1: Year-on-year growth of loans to non-financial firms
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Figure 1.3.2: Euro area interest rate for non-financial firms and ECB marginal lending facility
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Non-performing loans in the EU have increased since
2008 and reached almost 7% in 2013, with high
variability across Member States in contrast to the
steady decrease in the US since 2011. The availability
of external finance has an impact on European firms’
investment, productivity, employment and expansion
into international markets. (27) Easing businesses’
access to finance is therefore critical to the survival of
a good portion of Europe’s industry.
European external finance remains largely bankbased. Bank lending is the most important source of
external financing for SMEs and the second one for
large corporations. However, the market for bank
credit is not functioning efficiently and the
difficulties encountered by small and young firms are
thought to stem from information asymmetries. (28)
At the same time, alternative financing mechanisms
are not broadly used and the limited availability of
equity financing in early stages of a business’
development, hampers the growth of innovative
companies. (29)
Most Member States have adopted measures to give
SMEs better access to finance. As shown in the
(27)

(28)

Country-specific recommendations are published every
spring. They are then discussed and endorsed by EU leaders
and ministers and formally adopted by EU finance ministers
in July, as part of the European Semester, the EU's calendar
for economic policy coordination. Cf. Country-specific
recommendations 2014, European Commission.
Cf. Chapter 2 of European Competitiveness report 2014,
European Commission, 2014.

country chapters, the focus has been on easing bank
lending in countries with the worst financing
conditions, while Member States in a better situation
have focused on fostering market-based financing.

1.3.3

Access to bank financing deteriorated further in 2013
as a result of the combined effect of tighter bank
credit conditions and lower demand from viable
companies. The reduction of the marginal lending
interest rate by the ECB since 2012 does not seem to
have translated totally into reductions in interest rates
for non-financial corporations, highlighting the break
of the theoretical link between interest rate policy and
borrowing in the real economy (see figure 1.3.2).
There has been a loosening of bank lending standards
since 2013, which has favoured the flow of funds
towards industry. One of the challenges for an
enhanced and sustained recovery is to ensure that the
trend is not reversed towards a contraction of credit
again in 2014, similar to that of 2011.
Nevertheless, there are significant differences among
Member States. Obstacles have been reported to be
very high in Greece, followed by Ireland, Italy and
the Netherlands, and lowest in Germany, Austria and
Finland. (30) The situation is particularly worrying in
(29)
(30)
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Cf. Communication on long-term financing of eth European
economy, COM(2014) 168 final, European Commission,
2014.
Cf. Survey on the access to finance of SMEs in the euro
area, European Central Bank, April 2014.
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Figure 1.3.3: SMEs' access to bank loans
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Slovenia, Romania, Cyprus, the Netherlands, Ireland,
and Greece, although for the latter two conditions
have improved in comparison to 2011 (see figure
1.3.3).
The internal market for bank credit remains
fragmented. Although the level of fragmentation has
receded in some markets, like that for bank funding,
it remains high for lending to non-financial
corporations, as reflected in the wide spread of

interest rate differentials (see figure 1.3.4), despite
recent signs of stabilisation.
Member States have taken several policy measures to
enhance SME access to finance, with varying results.
Most of the regulatory activity has taken place in
those countries where bank lending to SMEs is worse
than in the EU on average but the situation has
improved or stabilised, namely the United Kingdom,
Portugal, Spain, Italy, Hungary, Slovenia, Ireland and
Greece.

Figure 1.3.4: Interest rates for loans of one year and up to EUR 1 million
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The observed improvement is likely to be due to the
effectiveness of the adopted measures, at least to
some extent. This contrasts with the few measures
adopted in the Netherlands and Romania, countries
where the situation not only remains challenging but
has deteriorated since 2011 (see figure 1.3.3).
Most of the adopted measures have aimed at
enhancing and strengthening loan guarantee systems,
mainly through broadening their scope and increasing
their financial allocation. In parallel, development
finance institutions are being set up in several
Member States, including France, Latvia, the United
Kingdom, Greece and Portugal. Additional measures
to improve the liquidity and capitalisation of the
financial sector have been taken in countries with
challenging financing conditions, such as Latvia,
Cyprus, Ireland, Spain, the United Kingdom,
Slovenia and Greece.
An area of increasing interest lies in facilitating the
access and transfer of financial information. Policy
initiatives under consideration include improvements
to credit registers (United Kingdom, Portugal), the
development of credit review and appeal bodies
(United Kingdom, Ireland, France), and the sharing of
bank assessments on SMEs’ creditworthiness (United
Kingdom, Spain). Their objective is to ease SME’s
access to bank loans by reducing information
asymmetries in lending. This is also the scope of a
provision included in the latest EU Capital
Requirements Regulation, (31) according to which
credit institutions shall ‘explain their rating decisions
to SMEs and other corporate applicants for loans,
providing an explanation in writing when asked’.
As SMEs will remain highly dependent on bank
financing in the medium term, SME loan
securitisations could play an important role in closing
the current funding gap. However, the SME
securitisation market has not yet recovered and
issuance remains far below the pre-crisis levels. (32)
The most active SME securitisation markets in terms
of issuance in the first half of 2013 were in some of
the most vulnerable countries, (33) with Spain and
Italy accounting for 89% of the issuance activity.
However, this issuance has been largely used by the
originators (commercial banks) to access ECB
(31)
(32)
33

( )
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Article 431(4), EU Regulation 575/2013 of 26 June 2013.
Source: Association for financial markets in Europe
(AFME).
Source: SME Loan Securitisation 2.0 Market Assessment
and Policy Options, Working Paper 2013/19, European
Investment Fund.

liquidity, rather than to sell to investors. As far as the
latter are concerned, these are mainly funds and banks
from the UK, France and Germany. (34) Regulatory
and policy initiatives are underway in Italy and Spain
to reduce issuance costs. (35)
An internal market for capital where SMEs can
effectively access cross-border finance would ease
SMEs’ financing constraints. In March 2014 the
Commission adopted a Communication on long-term
financing of the European economy, which includes a
package of measures to stimulate new and different
ways of unlocking long-term financing and
supporting Europe’s return to sustainable economic
growth. The actions include legislative modifications
that facilitate the mobilisation of private funding
(banks and insurance companies); fostering the
activity of national promotional banks and
cooperation among national export credit schemes;
developing European capital markets and their
accessibility for SMEs, and enhancing the capacity of
SMEs to access finance by improving credit
information on them; reviving the dialogue between
banks and SMEs and assessing best practices on
helping SMEs to access capital markets.

1.3.4

Alternative financing mechanisms

The deterioration of bank financing has provided an
incentive to stimulate the role of capital markets in
Europe. However, access has largely remained
limited to large businesses.
The financing role of venture capital for SMEs is still
very small and the industry continues to have
difficulties in raising funds. However, there are
significant differences across Member States, with
eight countries having roughly 90% of all venture
capital assets managed by funds, namely the United
Kingdom, Germany Sweden, Denmark, Finland, the
Netherlands, France and Spain. (36) Various countries
are currently overhauling or enhancing their public
venture capital sector, including Germany, Denmark,
Sweden, Poland, Latvia, Ireland, Portugal Spain and
Croatia. Additional measures to foster equity
financing such as tax incentives have been taken in
Spain and Italy.

(34)
(35)
(36)

Source: analysis by DZ Bank, 2013.
Cf. country chapters 3.9 and 3.12.
Source: European private equity and venture capital
association (EVCA).
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The gap left by the fall in venture capital activity
during the crisis has been partially filled by business
angels. In 2013, angel investment grew to EUR 5.5
billion. (37) Germany and Spain have established new
financial incentives for fostering business angels’
investments.

provide equity and debt instruments to businesses,
COSME and Horizon 2020. Also, an SME initiative
has been launched calling on Member States to
allocate structural funds to a single financial
instrument at European level complemented by funds
from the COSME and the Horizon 2020 programmes
to support SME financing.

Crowdfunding (38) has become more widespread
since the financial crisis and has the potential to
complement more traditional forms of alternative
financing. In 2012 about EUR 735 million (39) was
raised for all forms of crowdfunding in Europe and
the predicted figure for 2013 is around EUR 1 billion.
(40) This figure is quite marginal compared to retail
bank lending to non-financial institutions, but it is
promising compared to the financing provided by
business angels (EUR 5.5 billion in 2013 (41) or
venture capitalists (EUR 3.4 billion in 2013. (42)
Various Member States are working to enhance the
existing regulatory framework for crowdfunding,
including Belgium, France, Austria, Spain, Italy,
Germany and the Netherlands.
Corporate bond markets and alternative markets for
listing SMEs have been developed over recent years,
including in Belgium, France, Denmark, Finland,
Poland, and Spain. However, they are accessible only
by businesses with an external rating and large
financing needs. Various ongoing initiatives aim at
addressing these challenges, including policy
measures in Italy for easing the cost of issuing minibonds, and an industry-led initiative in Finland to
standardise the terms for bond issuance.
Against this background, the 2014 Industrial Policy
Communication identified access to finance as one of
the key priorities for boosting Member States’
competitiveness. Planned actions include the
allocation of European structural funds for fostering
the development of risk-sharing instruments with EU
guarantees. At European level, two programmes
(37)
(38)

(39)
(40)
(41)
(42)

Source: EBAN.
Crowdfunding generally refers to an open call to the public
to raise funds for a specific project. Often these calls are
published and promoted through the internet and with the
help of social media, and are open only for a specified time
period. The funds are typically raised from a larger number
of contributors in the form of relatively small contributions,
but exceptions exist.
Based on an industry estimate: Massolution (2013)
Crowdfunding Industry Report 2012.
Cf. European Commission Communication on Unleashing
the potential of crowdfunding in the European Union, 2014.
Source: EBAN.
Venture capital invested in 2013. Source: European private
equity and venture capital association (EVCA).
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1.4 Innovation and skills

1.4.1

Innovation is crucial for industrial
competitiveness

EU industry is becoming more and more integrated
into international value chains as global sourcing
becomes more complex. (43) For European firms to
capture relevant parts of global value added,
innovation strategies will be of utmost importance,
covering not only product innovation, but also service
and process innovation. The European Council
concluded in March 2014 that the “overall framework
at European and national levels must be made more
conducive to investment and innovation”.
Strong innovation performance, as measured by the
Innovation Union Scoreboard (IUS) indicator, is
related to high levels of economic efficiency, as
measured for example by labour per-hour
productivity levels (total economy, figure 1.4.1).
Improving innovation systems in the EU is thus
essential to make the economies of Member States
more efficient and competitive, and to close the
productivity gap between the EU and some of its
main trading partners (about 40 % for EU/US).
(43)

The innovation union is one of the Europe 2020
flagship initiatives. Innovation is also closely linked
with EU industrial policy, as industry accounts for
80 % of private research and innovation. As identified
in several EU policy documents, most recently in the
2014 industrial policy communication, (44) European
investment in research and innovation remains too
low, which hampers the necessary modernisation of
our industrial base and thereby our future
competitiveness. At 2.07 % of GDP in 2012
expenditure on R&D in EU28 is still far from the
objective of 3 % by 2020. In the EU28 on average
over the period 2000-2012, R&D expenditure per unit
of GDP grew by only 0.2 percentage points (from
1.85 % of GDP to 2.07 %), the relative contribution
of public funding to R&D has remained stable, while
higher education and business contributions grew
very slowly.
In order to improve innovation performance in
Europe, policies should focus on factors that restrict
firm innovation (new products or processes, new
brands, organisational changes).

(44)

See e.g. “Fragmentation, Incomes and Jobs, An analysis of
European competitiveness”, Timmer et al, ECB Working
Papers n°1615 Nov. 2013
http://www.ecb.europa.eu/pub/pdf/scpwps/ecbwp1615.pdf

http://ec.europa.eu/enterprise/policies/industrialcompetitiveness/industrial-policy/communication2014/index_en.htm

Figure 1.4.1: Innovation performance and productivity
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The lack of financial resources has been a particular
problem in Greece (86%), Portugal (77%) and
Croatia (76%). A market dominated by established
competitors is cited by firms in Poland (68%), the
Czech Republic (67%) and Malta (65%). The cost or
complexity of meeting regulations or standards has
been a particular problem in Italy (68%), Croatia,
Poland and Portugal (all 67%), compared to 16% of
those surveyed in Estonia and 21% in Luxembourg.
Companies in Italy (46%), Poland (45%) and
Portugal (42%) are also the most likely to say a lack
of marketing expertise has been a problem, compared
to 13% in Malta and 15% in Sweden.
The 2014 edition of the Innovation Union Scoreboard
points to a relatively homogeneous quality of
innovation systems in the best performing groups of
Member States. For each category (all Member
States, innovation leaders, followers, moderate and
modest, (46) figure 1.4.2 plots the minimum, the
average and the maximum quality score over all the
dimensions reflecting IUS input to innovation: human
resources, research systems, finance and support,
firms’ investments and linkages and entrepreneurship.
It can be seen that higher performance levels are
generally associated with lower performance spreads
across dimensions. This suggests that in order to
achieve excellence structural changes in innovation
systems should seek balanced performance across all
dimensions of innovation input.

1.4.2

Innovation in EU policy

In addition to the monitoring of innovation
performance and of the uptake of innovation in order
to identify developments that require a policy
(45)
(46)

Flash Eurobarometer 394, 2014.
For the definition of these categories see Innovation Union
Scoreboard 2014, p. 11,
http://ec.europa.eu/enterprise/policies/innovation/policy/inno
vation-scoreboard/index_en.htm .

intervention, the Commission actively develops
policies to foster the broad commercialisation of
innovation by industry (e.g. public procurement of
innovation or design). Another concrete policy area
concerns the development and co-ordination of
policies to accelerate the uptake of advanced
manufacturing technologies and other cross-cutting
innovations with a view to modernising the EU’s
industrial base. Improving access to finance for
innovation has also been a priority in EU
policymaking.
Figure 1.4.2: Member State innovation
performance across Member
States' groups and input
dimensions
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According to a recent survey, (45) almost half (46%)
of the firms concerned have not developed any
innovative goods or services since January 2011. The
main obstacles to commercialising goods and services
include lack of financial resources (56%) a market
dominated by established competitors (53%) and the
cost or complexity of meeting market regulations or
standards (52%). Almost half say low demand for
their goods or services is a problem (49%).
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One of the central aspects of the Commission’s 2012
Industrial Policy Communication was its focus on six
priority action lines. Task forces have been
established for each of them. The advanced
manufacturing task force has produced a report
outlining first results and work ahead. As regards the
other action lines, a dedicated key enabling
technologies (KET) budget of almost EUR 6 billion is
earmarked in Horizon 2020, including 30 % for crosscutting KET activities (activities closer to market as
pilot lines and demonstrator projects). KETs are now
also a priority for the European Investment Bank
(EIB). As a result of the memorandum of
understanding between the European Commission
and the EIB, lending to KET projects has increased
by 60 % (from EUR 2.7 billion in 2012 to EUR 4.4
billion in 2013). Furthermore, a KET observatory has
been launched providing information on the
deployment of KETs. An expert group for bio-based
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products has been established and has started its
work, with the aim of creating a policy framework
leading to markets for bio-based products. In
addition, technical standardisation work is
progressing with additional technical specifications
and technical reports now available.
For sustainable construction, technical guidance has
been provided on financing the energy renovation of
buildings with European structural funds, and there is
guidance (47) on financial support for energy
efficiency in buildings. The priority action line for
clean vehicles has led to the establishment of a
public-private partnership called the “European green
vehicle initiative”. Further, UNECE has developed
regulations for electric and fuel cell vehicles to
achieve harmonisation at international level. In
addition, a European Electromobility Observatory has
been set up.
The European Council conclusions of March 2014
stress that the overall framework at European and
national levels must be made more conducive to
innovation. Specifically, the Council states that smart
specialisation should be promoted at all levels, as this
“will facilitate contacts between firms and clusters
and improve access to innovative technologies”. The
Commission has therefore initiated policies to
promote the participation of industry in smart
specialisation strategies by facilitating collaboration
between industry and regions (for instance by
establishing a platform for information exchange. (48)
The regional dimension of innovation has an
important role to play in this. The latest Regional
Innovation Scoreboard points to the fact that the most
innovative regions are typically in the most
innovative countries, and that all regional innovation
leaders are located in only eight Member States. Thus
excellence in innovation still remains concentrated in
relatively few areas in Europe.
The reindustrialisation of regions is to be based on
regional strategies of “smart specialisation”,
identifying specific competitive advantages based in
particular on innovative products or services, and the
recent Vanguard Initiative ‘New Growth through
(47)
(48)
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COM(2013) 225 final and SWD(2013) 143 .
See also the communication on "Research and innovation as
sources of renewed growth",
http://ec.europa.eu/research/innovation-union/pdf/state-ofthe-union/2013/research-and-innovation-as-sources-ofrenewed-growth-com-2014-339final.pdf#view=fit&pagemode=none

Smart Specialisation’ of 15 EU regions looks
promising for regional innovation (box 1).
The recent Vanguard Initiative ‘New Growth
through Smart Specialisation’
‘New Growth through Smart Specialisation’ is a
political initiative of 15 EU regions that are
committed to playing an active role for the
renaissance of industry. They intend to initiate a
new bottom-up approach towards European
innovation and industrial policies, leading by
example in developing interregional cooperation
and to work towards a better combination of
support instruments
The following regions are members of this
initiative: Basque Country, Asturias (Spain);
Flanders, Wallonia (Belgium); Lombardy (Italy);
Malopolska (Poland); North Rhine Westphalia,
Baden-Württemberg (Germany); Scotland (UK);
Skåne Region (Sweden); Southeast Netherlands
(Netherlands); Tampere Region (Finland);
Rhône-Alpes (France); Upper-Austria (Austria);
and Norte (Portugal).
In January 2014 they issued an open letter to the
President of the European Council as a
contribution to the policy debate about the role
and operationalisation of new European industrial
policies at the start of the new European
programming period 2014-2020. The Vanguard
Initiative seeks to monitor the progress in
European industrial policies, looking in particular
at the results of the debate in the European
Council, striving for an alignment of efforts.

Five European innovation partnerships are now fully
functional. They bring together the whole research
and innovation chain to accelerate the uptake of
innovation in five areas: active and healthy ageing;
agricultural sustainability and productivity; smart
cities and communities; water; raw materials. Further
initiatives focus on demand-side innovation, where
the European procurement of innovation platform is
now fully functional with advice, support and
consultations. Cooperative projects have been
launched for public procurers to form consortia for
finding innovative solutions.
Intellectual property (IP) is a key driver for
innovation. To this end, various Commission
initiatives provide initial advice, training, self-help
materials and websites. This is done at local and
national level (via the Enterprise Europe Network;
and by coordinating local and national initiatives
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through national IP offices and the IPorta project).
Services are also provided at transnational level in the
EU, for instance via the European IPR Helpdesk. At
international level in key markets outside the EU, the
Commission offers services via the ASEAN (SouthEast Asia), China and MERCOSUR (part of South
America) IPR SME Helpdesks.
Standardisation plays a similar role as a facilitator of
innovation. Whereas IP rights are a tool to protect
innovations, standards are a tool to efficiently share
and deploy innovations. It is therefore one of the
topics discussed in all trade negotiations, and the
implementation of the standardisation regulation now
focuses e.g. on the speed of standardisation and on
the referencing of ICT specification in public
procurement.
In order to support innovation, the latest multiannual
framework (2014-2020) has simplified financial
instruments for accessing capital; in particular, the
possibility of using the resources allocated to the
Horizon 2020 research programme in combination
with the programme for the competitiveness of
enterprises and SMEs (COSME) will facilitate the
transition from technological development to the
industrial and market exploitation of new
technologies. In addition, the European Investment
Bank’s capital increase of EUR 10 billion is
estimated to generate EUR 60 billion in additional
lending capacity, of which between EUR 10 and 15
billion will be allocated to SMEs, and a similar
amount to innovation.
As to the access to capital markets (in particular seed
capital), the Council and the European Parliament
adopted a regulation on European venture capital
funds in February 2013. The regulation sets out a new
label for these funds and includes measures to allow
venture capitalists to market their funds across the EU
using a single set of rules. Every fund using the label
will have to prove that a high percentage of
investments (70 % of the capital received from
investors) is spent on supporting young and
innovative companies.

1.4.3

Policy developments in Member
States

Five Member States (Estonia, Luxembourg, Poland
Portugal and Slovakia) received country- specific
recommendations in 2014 to enhance co-operation

between
businesses
and
innovation
or
academia/research institutions. Improving these
synergies is important to ensure knowledge transfer
takes place and leads to the commercialisation of
innovation and the creation of business opportunities
for entrepreneurs.
Moreover, eight Member States (Belgium, Czech
Republic, Estonia, Spain, France, Finland, Latvia and
Poland) have been given recommendations to
improve their research and innovation systems. For
most of them priorities and specialisations should be
more focused while rationalising public financing of
innovation, so as to stimulate the ability to deliver
innovative goods and services more quickly. Member
States may be invited to identify financing for the
national strategy (Spain) or when their innovation
strategies have already borne fruit (Finland, France),
they are encouraged to further enhance their capacity
to market innovation.
Below is an illustration of recent Member State
policies designed to foster better incentives and
framework conditions for higher private or private
and public investment, as well as to support wider
commercialisation of innovative products and
services.
Policy example: the Austrian PPPI action plan
In September 2012 the Austrian federal
government adopted its action plan on public
procurement promoting innovation (PPPI) to
encourage industry to deliver innovative goods
and services and to supply public bodies and
citizens with advanced and (eco)efficient goods
and services. In July 2013, the law on public
procurement in Austria was amended to insert
innovation as a second procurement objective. At
the end of 2013, a service point was created at the
Federal Procurement Agency and corresponding
PPPI centres of competence, with the aim of
developing pilot projects. The strategy also aims
at improving the measurement of innovation in
public procurement.

As one of the main tools for boosting demand for
innovative products or services, public procurement
initiatives are used across the Member States. Public
procurement accounts for some 19 % of GDP in the
EU and offers a very large potential market for
innovative products and services. Several Member
States have launched programmes for the
procurement of R&D, innovative products and
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services. Public procurement is also supported by the
EU through e.g. European structural funds and
Horizon 2020.
Tax credits are used in nearly all Member States to
facilitate the financing of innovation. According to
recent OECD calculations (figure 1.4.3), this indirect
source of government financing represents a
substantial share of the total support (albeit small) of
national governments to private R&D and innovation.
All EU countries, except for Germany and Estonia,
have implemented tax incentives for R&D. (49) There
is no ‘one size fits all’ approach when it comes to
direct support and tax incentives. The specific
economic structure of the country is an important
factor in the design characteristics of a tax support
scheme. R&D tax incentives can have a geographical
focus that is determined by the government (Greece
and Poland), or they may be tied to certain types of
technologies (Belgium, Bulgaria, Greece, UK) or
target SMEs (Greece, France, Malta, Norway,
(49)

“A Study on R&D Tax Incentives”, European Commission,
forthcoming.

Portugal and the UK) and/or start-up companies
(France, Netherlands, Norway) to alleviate increased
difficulties in attracting finance needed for R&D
activities.
The benefit can be set against different tax liabilities.
The most popular one is corporate income that is
present in schemes in all countries, except for
Sweden. A number of countries have R&D tax
incentives also for personal income, which benefits
micro-enterprises (Austria, France, Luxembourg,
Netherlands and Slovenia). Sweden and France have
tax incentives that are based on social security
contributions, while Belgium, Finland, Hungary, and
Netherlands have schemes that are set against wage
tax.
R&D tax incentives require substantial government
expenditure. It is therefore essential to have regular
assessments in place to check whether the schemes
have reached their intended policy goals. Only five
EU countries have planned evaluations for at least
one of their R&D tax incentives: Belgium, Denmark,
Finland, France, and the Netherlands.

Figure 1.4.3: Direct government funding of business R&D and tax incentives for R&D (%GDP; 2011)
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Source: OECD Science, Technology and Industry Scoreboard 2013
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Table 1.4.1:

Industrial policy initiatives emerging in the Member States

Sectors

AT BE

BG CY

CZ DE

DK EE

EL

ES

FI

FR HR HU

Life sciences
Health
Energy & energy efficiency

x

Raw materials & resource efficiency

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

KETs (including advanced
manufacturing)

x

x

x

x

Creative industries
Tourism

x

Vehicles: Automobile and other vehicles

x

x

Food

x

x

x

x

LT

LU

LV MT NL

x

x

x

x

x

x

x

x

x

x

x
x

x
x
x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x
x

x

x

x

x

x

x

UK
x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x
x

x

x

x

x
x

x

x

x
x

x

x
x

x

x
x

SK

x

x

x

x

x

Paper

Business services

SI

x

x

x

Chemicals/Pharma

RO SE

x

x

x

Wood

PT

x

x

x
x

PL

x

x

x

x

Textile (also fashion and luxury)

x

x
x

Maritime
Aerospace

x

x

x

x

x

IT

x
x

construction (smart cities)

ICT

IE

x

x

x
x

x

x

x

x

x
x

x

x
x

x

x

x

Source: European Commission

Regardless of whether there was a legal obligation,
schemes have been evaluated in 12 countries. An
effective administrative procedure enhances the
efficiency of tax support schemes since they reduce
both the administrative burden for governments and
compliance costs for firms. In addition, simple and
transparent procedures increase the likelihood of
reaching the targeted beneficiary firms.
Tax situation for SMEs
The Commission has launched a study on the applied
corporate income taxation for SMEs compared to
large businesses. (50) Initial results show that the use
of R&D tax incentives is more widespread than
dedicated SME tax incentives. Some R&D incentives
apply exclusively to SME corporations (France,
Poland and the UK). For medium-sized companies
reductions in effective tax burdens can be mainly
traced back to R&D tax incentives. For most
countries, an increasing significance in terms of the
tax burden-reducing effect of R&D tax incentives can
be observed over time. Exceptions are France,
Lithuania and the UK.
In the start-up phase, corporate income tax does not
have much impact on small companies, and higher
tax rates reduce the potential future rewards for
entrepreneurs and as such affect the incentive for
entrepreneurs to take risks and start a business.
(50)

European Commission, ‘SME taxation in Europe – An
empirical study of applied corporate income taxation for
SMEs
com-pared
to
large
enterprises‘
(186/PP/ENT/CIP/12/F/S01C24)’.

During the growth and maturity stage, certain types
of incentive schemes can be advantageous for small
companies, in particular where they can benefit from
tax deductions for investments in R&D activities.
Public-private partnerships to support innovation
have been set up in many Member States, as a way to
complement financial resources from the public
sector and technological expertise from private actors
and academia, as well as a means to remedy market
failures when it comes to supporting demand for
promising innovative solutions.

Policy example: the Dutch “To the Top”
approach
The Dutch government is further implementing
its industrial policy "To the Top", which started
in 2012 and has been successful. It features a
sector approach to public-private partnerships in
areas such as research, innovation and
education. The top sector approach is geared
towards providing a solid exchange between
businesses, knowledge institutes and the
government in important economic sectors. The
government does not make its own proposals
for the sectors, but invites businesses and
scientists to draw up action plans. The scope of
the strategy has increasingly been broadened.
SME participation is supported and monitored
closely. This approach is expected to channel
private research funding in a mutually beneficial
way.
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To provide a comprehensive overview, table 1.4.1
illustrates the industrial policy initiatives emerging in
the Member States. Reported policy priorities are
categorised by sector, including both explicit policies
and thematic priorities in horizontal policies when
these can easily be associated with specific sectors.
Through a comparative analysis points of
convergence can be observed, in particular
concerning sectorial policies to support innovation,
improving access to finance to support investments
and value chains’ development. In particular, all
Member States take steps to foster innovation and the
large majority similarly foster sustainability. About
three out of four Member States use public
procurement as a demand-side instrument for
innovative and green products. Twenty-three
countries are either adopting specific sectorial
policies or assigning thematic priorities to horizontal
policies that can be associated to specific sectors.
Moreover, a large majority of Member States are
promoting alternative funding mechanisms for SMEs
(venture capital, business angel networks, private
equity and crowd-funding) to foster investment. In
particular, in many Member States an emphasis on
growth-phase financing can be identified, supported
by State guarantees for bank credit. Finally, action on
value chains through support for clusters creation is
evident in only half of the Member States. To
conclude, industrial policy is focused on innovation
and sustainability in all Member States, indicating a
strategy moving towards non-price competitiveness
and reflecting the priorities on innovation and
energy/climate set at EU level. A majority of Member
States explicitly take sectorial policy initiatives as
well, while in a number of the remaining Member
States sectorial approaches consist in a priority given
to a few sectors in the implementation of horizontal
policies.
In addition, a large majority of Member States are
pursuing reforms to improve vocational education
and training, including apprenticeships, to better
match the business needs, and a few have taken
action to foster entrepreneurial attitude.

therefore necessary to ensure that the skills base is
relevant to the labour market, and that all skills are
recognized in the working world and constantly
maintained and improved.
Employers all over Europe face skill shortages – they
cannot easily fill vacancies with the right talent,
despite offering competitive wage rates. (51) In a 2013
survey, (52) 39 % of companies reported difficulty in
finding staff with the right skills, compared with
36 % in 2008 and 35 % in 2005. Problems with
finding suitably skilled employees are most common
in the manufacturing sector (43 %), and least
common in financial services (30 %). Over 60 % of
establishments in Austria and the Baltic states
struggle to hire employees with appropriate skills,
whereas Croatia, Cyprus, Greece, and Spain are doing
slightly better (less than 25 % each). Sectors such as
information and communications technology,
electronics and pharmaceuticals are among the most
affected by skill shortages. However, one has to keep
in mind that these shortages could be a result of
factors other than skills, such as uncompetitive
wages, unattractive working conditions, poor
recruitment policies and lack of labour mobility (i.e.
mismatch between the location of skills and jobs). (53)
Qualification and skill mismatches are also apparent
in situations where individuals take up positions in
which their educational qualifications and skills are
inadequately used. Weak employment demand is
increasing competition for jobs, forcing people to
accept jobs that do not match their skills or level of
qualification. In the EU, around 29 % of highlyqualified workers are in jobs usually requiring
medium to low-level qualifications; (54) a comparison
between workers’ acquired qualifications and the
qualifications they consider necessary for their job
shows that, on average, 21 % of workers are overqualified while about 13 % are under-qualified. (55)

(51)
(52)
(53)
(54)

1.4.4

Skills

Investment in human capital is essential for ensuring
growth and competitiveness, and generating
leadership in break-through technologies. It is
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(55)

CEDEFOP 2014 Briefing Note Skill mismatch: more than
meets the eye.
Eurofound European Company Survey 2013, see graph.
World Economic Forum Matching Skills and Labour Market
Needs 2014.
CEDEFOP 2014 Briefing Note Skill mismatch: more than
meets the eye.
OECD Skills Outlook 2013 – Survey of Adult Skills
PIAAC.
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Figure 1.4.4: Difficulties in finding workers with the required skills
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Source: European Company Survey 2013

The incidence of qualification mismatch varies across
countries: there are less than 15 % over-qualified
workers in Italy and the Netherlands, but more than
30 % in the UK; the range of under-qualification
varies from less than 10 % in the Slovak Republic,
the Czech Republic, Poland and Spain to above 20 %
in Italy and Sweden. (56) More than a third of
overqualified workers, particularly those coming
from vulnerable groups like migrants, female and
younger workers, underuse their skills, which puts
them at risk of skills atrophy and loss of the initial
investment in those skills.
Given this situation, it would be advisable to bring
education, training and the labour market closer
together. This implies increasing the supply of highquality apprenticeships and internships, while at the
same time improving the relevance of vocational
education and training systems(57), including for
emerging sectors with growing skills deficits. While
governments have to provide financial incentives for
employer-provided
training,
particularly
for
occupations facing shortages or groups with high
inactivity rates, a stronger commitment is needed
from employers to develop efficient recruitment
strategies and offer attractive working conditions and
learning opportunities. Member States such as
Belgium, Greece, Poland, Slovakia, Latvia, Estonia,
Italy, the UK and Cyprus have introduced various
(56)

OECD Skills Outlook 2013 – Survey of Adult Skills
PIAAC.

measures on work-based learning for both younger
people and the unemployed, also paying attention to
the recognition of these paths as respectable career
choices. The Czech Republic offers tax credits for
companies that cooperate with training institutions
and Portugal has introduced short-cycle 'on-the-job'
training, in cooperation with local businesses. The
UK has developed an employer ownership pilot – a
fund that helps employers co-invest in the skills of
their workforce by allowing them to design their own
training solutions.
Given its ability to generate skills relevant to
companies' needs, the dual education system(58) has
started to be used as a model for reforming vocational
education and training across Europe. In Germany, a
country with a long tradition of the dual system, the
strategy for skilled labour (59) stipulates the creation
of a competence centre that will support SMEs in
attracting and retaining skilled employees. Romania
and Hungary have taken steps to establish a dual
system by implementing a number of pilot measures,
at the initiative of the manufacturing sectors. Spain is
currently implementing the dual system with regionspecific measures, but the outcomes, if positive, will
be visible only in the medium to long term. Ireland's
Skillnets scheme offers training in specific sectors
(57)
(58)
(59)

In 2014, 22 Members States received a country specific
recommendation related to the modernisation of vocational
education and training systems.
The dual education system is a form of work-based learning
consisting of alternating periods of training at the workplace
and in an educational institution.
'Konzept für Fachkräfte'.

35

Industrial Performance Scoreboard

such as design, finance, and business, combined with
a six-month internship in a relevant company.
Governments are also taking action to reform their
education systems, for instance by encouraging
students to choose areas of study where employment
prospects are good. Estonia and Poland award student
scholarships in those technical fields where demand
is the highest. Further, Member States are seeking to
provide doctoral candidates with the skills needed for
a career in business. When it comes to the ICT sector,
Ireland aims at doubling the number of graduates in
this sector by 2018 and is implementing a new
apprenticeship scheme that expands apprenticeships
to new business and industrial sectors, including ICT.
Estonia has opened an IT academy that involves the
participation of the Tallinn University of Technology
and the University of Tartu, the government, and
some private foundations.
Last but not least, Member States are streamlining
immigration processes in order to attract highlyskilled migrants. Estonia has simplified procedures
for hiring foreign workers, and Ireland has employed
workers from abroad in more than half of its ICT
positions. In order to cater for sectors with skills
shortages, Austria has issued some 4 600 red-whitered cards since July 2011, out of which 480 were for
third-country graduates of Austrian universities. This
type of solution is feasible when political conditions
allow it and the number of attracted migrants remains
small.

The March 2014 European Council conclusions (65)
on industrial policy urged the Commission and the
Member States to prioritise STEM (66) skills and
increase the involvement of the industry, including in
forecasting future skills needs. As requested by the
European Council, the European Commission will
present an implementation roadmap for taking work
forward on the basis of the 2014 Communication,
where skills will feature as a prominent policy issue.

At European level, several initiatives have been put in
place to address the issue of skills. The 2014
Industrial Policy Communication (60) proposes a
number of measures that focus on facilitating crossborder mobility, matching qualifications according to
the skills base, anticipating and managing industrial
change at regional level, and improving the provision
of transversal skills. In addition, the Commission is
developing a new generation of programmes like
Erasmus+ and Erasmus for Young Entrepreneurs (61)
that target SMEs, and attempt to facilitate learning
mobility by making available apprenticeships,
traineeships, and higher education exchanges as well
as university-business partnerships on a cross-border
basis. As part of the Commission's Youth
Employment Package, the European Alliance for
Apprenticeships has been launched, aiming at
boosting the quality, supply and attractiveness of

(61)
(62)
(63)
(64)
(65)
(66)

(60)
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apprenticeships across Europe. Further, the European
Institute of Innovation and Technology, and the
Knowledge and Innovation Communities aim at
boosting EU's innovation capacity by supporting the
development of entrepreneurship and innovation
skills in areas of economic and societal relevance. For
instance, in order to tackle the growing digital skills
gap, the European Commission launched in 2013 the
Grand Coalition for Digital Jobs, which led to the
creation of national coalitions for digital jobs in a
number of Member States. Further, in the area of
business services, a high level group (62) has issued
policy recommendations, including on developing
and up-skilling the workforce. Last but not least, the
implementation of the EU Blue Card scheme(63) and
the recently agreed EU rules on the admission of
intra-corporate transferees(64) provide employers
across the EU a response to the need of highlyqualified workers.

COM(2014)14

COM(2012)669
http://europa.eu/rapid/press-release_MEMO-14-265_en.htm
Directive 2009/50/EC
Directive 2014/66/EU
EUCO 7/14.
Science, technology, engineering and mathematics.

1.5 Energy, raw materials and sustainability

1.5.1

Energy use and prices

The framework also includes a proposal to increase
the share of renewable energy to at least 27% of the
EU's energy consumption by 2030.

Introduction
Europe's energy sector is in the midst of a major
transformation. Its gas and electricity sectors are
moving from public monopolies to competitive
private companies in liberalised markets and
electricity generation is being decarbonised, with
strong growth of wind and solar power in particular.
At the same time, alternative gas supplies are being
developed and diversified and the transport sector is
becoming more fuel-efficient and starting to use
cleaner, alternative fuels. (67)
In January 2014 the European Commission set out an
integrated policy framework for the period up to 2030
to ensure regulatory certainty for investors and a
coordinated approach among Member States. (68) The
framework is designed to drive continued progress
towards a low-carbon economy, aims to build a
competitive and secure energy system that ensures
affordable energy for all consumers, increases the
security of the EU's energy supplies, reduces
dependence on energy imports and creates new
opportunities for growth and jobs.
The framework includes a proposal for a binding
target to reduce greenhouse gas emissions by 40 % by
2030 as follow-up to the 20 % emission reduction
target for 2020, thus ensuring that the EU is on a costeffective track towards meeting its objective of
cutting emissions by at least 80 % by 2050.
(67)
(68)

Communication on Energy prices and costs in Europe
{COM(2014) 21 final
COM(2014)15 Communication: A policy framework for
climate and energy in the period from 2020 to 2030

In the Energy Efficiency Communication of July
2014 the EU proposed a new energy efficiency target
of 30% for 2030. In this context the Communication
assessed the EU's progress towards the 20% energy
efficiency goal for 2020, and analysed how energy
efficiency can drive competitiveness and strengthen
security of supply in the EU in the future. With
current measures the EU will achieve an energy
savings of 18-19% by 2020. The conclusion was that
the 20% target can be reached without the need for
additional measures if all Member States work to
properly implement already agreed legislation.
Electricity prices
Electricity prices differ greatly between the EU
Member States. In a global comparison, European
prices are high and pose a challenge to the
competitiveness of some parts of industry.
 The Nordic energy market is well-integrated
and competitive. Integration and hydropower
generation in the Nordic countries keep
electricity relatively cheap in Finland and
Sweden.
 Industrial electricity prices in Germany have
increased sharply partly as a result of increases
in taxes and levies.
 Italy, Malta and Cyprus have the highest
prices in the EU. In Cyprus industrial
electricity prices are almost double the EU
average.
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Figure 1.5.1: Electricity intensity in industrial sectors of the EU

Source: Eurostat

Figure 1.5.2: Electricity prices in the EU
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Energy intensity in industry
Five sectors in particular stand out as energyintensive industries: (69)

(69)
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European Commission 2014 SWD on energy prices and
costs in Europe. It reflects an assessment for electricity and

 Iron and steel industry and non-ferrous metals
 Manufacturing of paper and paper products
 Manufacturing of non-metallic minerals
gas consumption based on NACE 2- digit classification,
excluding the refinery sectors due to data limitations.
http://ec.europa.eu/energy/doc/2030/20140122_swd_prices.pdf

Energy, raw materials and sustainability

 Manufacturing of chemicals and chemical
products
 Manufacturing of pharmaceuticals

The average energy intensity has improved since
2008. The energy intensity of the EU economy was
reduced by about 24 % between 1995 and 2012.

Figure 1.5.3: Energy intensity in industry
2007

2012

0.88
0.59

0.5

0.4

0.3

0.2

0.1

0
IE DK CY UK DE IT ES FR SI AT LU EU SE PT PL EE HU EL CZ NL HR FI BE SK LV RO LT BG
Source: Eurostat

CO2 intensity in industry
The EU is steadily decoupling growth in economic
activities and greenhouse gas emissions – between
1990 and 2011, EU GDP grew by 45 % and
greenhouse gas emissions decreased by 16,9 %. (70)

(70)

http://ec.europa.eu/clima/policies/g-gas/index_en.htm

Member States with important service sectors and
high value added manufacturing tend to have a lower
degree of CO2 intensity. The key environmental
challenge is fossil-fuel-based electricity generation.
Most Member States have seen a decrease in CO2
intensity over the past ten years. Sweden, France,
Austria and Ireland have the lowest CO2 intensity
whilst in Bulgaria and Estonia there is significant
room for improvement.
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Figure 1.5.4: CO2 intensity
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Greenhouse gas emission intensities are higher in
countries with a bigger share of coal in energy
generation, e.g. Poland and Bulgaria, whilst Member
States with nuclear and hydropower plants have lower
emission intensities, e.g. Sweden and France.

1.5.2

Resource efficiency

The Europe 2020 strategy provides a blueprint for
achieving sustainable growth in Europe with the
initiative ‘A resource-efficient Europe’ that sets an
ambitious agenda for decoupling economic growth
from resource use and its environmental impacts. It is
a coherent policy framework, which builds on longterm strategies addressing climate, energy, transport,
and broader resource challenges. Specific resource
efficiency initiatives have been developed by some
Member States, e.g. Germany, Austria, Finland and
Denmark.
There is potential to further develop markets for
secondary raw materials and exploit the potential of
waste as a resource to support the move towards a
more circular economy. This would respond to
environmental objectives, but also open up new
business opportunities, such as for industrial
symbiosis and the bio-economy.
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Since 2000, the EU, through its regional funds, has
spent almost EUR 5 billion on co-financing energy
efficiency measures in the Member States. However,
investment targets were, according to a European
Court of Auditors’ report, not achieved in many cases
as the planned payback period for the major
investments was very long.

1.5.3

Promotion of sustainability and raw
materials

Promotion of sustainability
Around 11 % of the greenhouse gases emitted
worldwide each year come from within the European
Union, as against the EU’s share of a quarter of the
world's GDP. The EU’s share of global emissions is
falling as Europe reduces its own emissions and as
those from other parts of the world, especially the
major emerging economies, continue to grow. (71)
The Europe 2020 strategy has set targets for reducing
greenhouse gas emissions by at least 20 % compared
to 1990 levels, increasing the share of renewable
energy in final energy consumption to 20 % and
(71)

http://ec.europa.eu/clima/policies/g-gas/index_en.htm
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moving towards a 20 % increase in energy
efficiency. (72)
Finland, Denmark, and Sweden are the EU leaders in
eco-innovation. (73) Cleantech clusters in Sweden,
Finland, Austria, Denmark and Germany are
contributing to innovative and entrepreneurial ways
of using natural resources sustainably.
Policy example: Decentralised water management
Eco-efficient recycling of water in Germany
provides for shower and bath water to be recycled
in a patented bio-mechanical process without
chemical additives. The result is a hygienically
clean water process.
Environmental taxes provide incentives for
companies and consumers to opt for greener
production or products. Environmental taxes have
been implemented in several Member States,
including Denmark, Germany, Finland, the
Netherlands, Sweden, Estonia, the Czech Republic
and the UK. Romania introduced a new
environmental stamp tax in 2013 and increased the
excise duties on fuel in April 2014.
Policy example: Environmental taxes
At 3.9 % of GDP, the Netherlands has the second
highest level of environmental taxes as a
percentage of GDP in the EU. It raises significant
revenues from transport taxes, notably the vehicle
registration tax, with a non-negligible contribution
of pollution taxes mainly from water and sewage
charges.

density of population. The government recently
simplified land reclamation procedures, specifying
better responsibilities in the different reclamation
phases and developed tax relief measures. These
provisions are estimated to facilitate environmental
recovery projects and should have an impact on
generating additional investments.
The share of renewables in the EU rose from 7.5 % in
2000 to 14.4 % in 2012. The target of 20 % by 2020
seems achievable. This progress means that the EU is
the world leader in terms of global investment in
renewables. The EU had installed about 44 % of the
world
renewable
electricity
(excluding
hydroelectricity) by the end of 2012.
Since 2004, the share of renewable sources in gross
final consumption of energy has grown in all Member
States. The largest increases during this period have
been recorded in Sweden (from 38.7 % in 2004 to
51.0 % in 2012), Denmark (from 14.5 % to 26.0 %),
Austria (from 22.7 % to 32.1 %), Greece (from 7.2 %
to 15.1 %) and Italy (from 5.7 % to 13.5 %). (74)
Policy example: Renewable energy
In Poland there is a new requirement for large
industrial users to get a proportion of their energy
from renewable sources.
Primary EU energy consumption fell by around 8 %
between the 2006 peak and 2012. This is due to a
conjunction of factors, including ambitious energy
efficiency policies and the economic slowdown.
Raw materials

The EU had achieved an 18 % reduction in
greenhouse gas emissions by 2012. Current climate
and energy policies have delivered on progress, with
the economic slowdown having a significant effect on
emission reduction. By 2020 a further reduction of
greenhouse gas emissions by 24 % compared to 1990
is expected, thus exceeding the target.
Example: Reconversion in Italy
Another dimension of sustainability is the reindustrialisation or reconversion of industrial sites.
This is a strategic issue in Italy which has high
(72)

(73)

Communication from the Commission to the European
Parliament, the Council, the European Economic and Social
Committee and the Committee of the Regions - Taking
stock of the Europe 2020 strategy for smart, sustainable and
inclusive growth.
http://www.eco-innovation.eu/images/stories/Reports/EIO_
Annual_Report _2012.pdf

The European raw materials initiative (RMI)
recognises the importance of enhancing access to, and
the sustainable supply of, raw materials and seeks to
stabilise long-term commodity prices by removing
market distortions, providing alternative approaches
to meeting demand and supporting the transition to a
low carbon and resource-efficient economy.
The 2011 Communication ‘Tackling the Challenges
in Commodities Markets and on Raw Materials’
notes that progress has been made through the
initiative, but acknowledges ongoing policy
challenges in ensuring access to raw materials for
European industry. These include the growing
interdependence of commodities and related financial
markets and the increased volatility of prices, over-
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dependence on a small number of third countries for
the critical raw minerals on which EU industry
depends (and a lack of appropriate alternatives),
cyclical patterns of supply and demand leading to
price spikes, exacerbated by the economic and
financial crisis, and an attendant risk of a lack of
adequate investment to ensure access to raw materials
in the future.
A number of Member States have formulated national
raw material strategies, including Denmark, Finland,
Germany, Greece, Hungary, Portugal, Sweden,
Ireland and the UK.
At least 30 million jobs in the EU depend upon access
to raw materials. The accessibility and affordability
of raw materials is vital for ensuring the
competitiveness of the EU industry. Europe is facing
a number of challenges along the raw material value
chain, including exploration, extraction and
processing. Competition in exploration is increasing,
with alternative land uses and an increasingly
regulated environment.
During the past decade, world market prices for raw
materials have been highly volatile. They have
increased significantly but fell during the financial
crisis. The growing demand of the emerging
economies, in particular China, is one of the major
factors influencing prices.
The Europe 2020 strategy underlines the need to
promote technologies that increase investment in the
EU’s natural assets. Extractive industries fall under
this category but their development has been held
back by a complicated and burdensome national
regulatory framework and by competition with other
land uses.
An exchange of good practice project in the raw
materials sector (75) provided 25 concrete examples of
good practice in implementing developments that
increase the competitiveness of the European raw
materials sector:
Sweden is the leading iron ore producing country in
the EU. The overall objective of Sweden’s minerals
strategy is to increase the competitiveness of the
Swedish mining and minerals industry in a long-term
sustainable way. In this context, one of the key
(74)
(75)
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Eurostat Newsrelease STAT/14/37, 10 March 2014
Evaluation and exchange of good practice for the sustainable
supply of raw materials within the EU, March 2014, CSES.

impacts of the strategy is that it has better positioned
a range of governmental bodies, industry and other
stakeholders in the coordination of issues of strategic
importance to the sector. High-profile aspects of the
strategy relates to the governance of developments
around accessing raw materials and measures to
reduce the lead-time for planning permits. The
strategy provides for good dialogue and clear
distribution of responsibilities among stakeholders as
an important basis for stimulating greater
competitiveness. Strategies of this nature consider
the mining industry to be part of a broad policy
landscape requiring action in multiple areas.
Portugal has introduced changes to the royalties
system to ensure that part of the income generated
benefits the local communities in areas where mining
activity takes place. Under the new scheme, up to 25
% of the royalties payable as part of all concession
agreements for exploration or exploitation can be
allocated to sustainable development projects. It aims
to strengthen the contribution of the mining sector to
local development. The Portuguese scheme provides
for greater engagement with local communities and
improves the profile of the sector.
ProMine was the first major mineral resources
project funded by the EU for 20 years. It had a budget
of over EUR 18 million and more than 400
participants from 30 partners in 11 countries, with a
variety of backgrounds.
Over the past four years, its various strands have
made a series of significant contributions to the
sector’s knowledge base, not only addressing some of
the headline requirements of industry in the form of
extensive mapping but also delivering new products
and processes and contributing to sustainability and
competitiveness through technology for more
efficient processing and reduced energy requirements.
Better use of mineral by-products resulting from the
application of products developed by ProMine could
reduce processing waste by 10-20 %.

1.6 Access to markets, infrastructure and services

1.6.1

Access to markets

1.6.1.1 The single market
The ability of the single market to work as an
integrated area that is favourable to entrepreneurship
and commerce is essential to growth and innovation
in European industry, in particular for SMEs.
Moreover, access to production inputs remains an
issue, as EU firms face higher energy prices than
most of our leading competitors, and have difficulties
in accessing raw materials, qualified labour and
capital under affordable conditions.
Europe’s recovery from the recession has largely
been export-driven, as manufactured products (76)
produce a trade surplus of around EUR 365 billion. It
is estimated that over the next decade some 90 % of
global demand will be generated outside Europe.
Encouraging the internationalisation of EU firms is
therefore an indispensable element of policy at both
national and European level, as it will contribute to
making the EU economy more stable and resilient.
It is therefore vital that the EU can participate in
world markets, and that European competitiveness is
promoted through deep and comprehensive free trade
agreements that, on top of removing tariffs, also open
up markets for services, investment, and public
(76)

procurement, as well as dealing with regulatory
issues. Access to markets is also a factor in the
functioning of the internal market and effective
legislation for products is a key element of European
industry’s competitiveness. In this context, the
Commission has presented the Communication on ‘A
vision for the internal market for industrial products’,
(77) which sets out how to deal with technological and
societal challenges while keeping in mind industry’s
need for regulatory stability. In the short term it is
necessary to focus on strengthening enforcement
mechanisms.
Graph 1.6.1 shows the relative openness to trade of
Member States and the evolution of performance
between 2008 and 2013. The integration of countries
in the single market is measured by the average ratio
of total exports and imports over GDP.
Among the Member States which were in the EU
before 2004, Luxembourg, Belgium, the Netherlands
and Ireland are relatively more integrated, but only
the Netherlands and Ireland have managed to increase
their integration in the reference period. Of the large
countries, Poland and Germany have the highest level
of integration, although the performance of Germany
has been dropping over the period, while Poland
Spain, France and the United Kingdom have
improved their performance.

(77)

Mainly high- and medium-technology sectors.

(2014) 25 final 22.1.2014.

Figure 1.6.1: Trade integration in the single market
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Figure 1.6.2: Number of SMEs exporting outside the EU, six largest countries (2009; 2011)
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Figure 1.6.3: Number of SMEs exporting outside the EU (2009; 2011)
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Source: Eurostat, data for the Netherlands, Luxembourg, Ireland, Malta, Greece, Croatia and Cyprus were not available.

Finally, while the overall integration in the single
market has improved between 2008 and 2013, only
six out of the fifteen countries that were members
before 2004 have performed better. The increase in
the relative performance of the EU is mostly due to
the Member States that joined in 2004. All of these
countries except Cyprus outperformed the EU
weighted average in 2013. Slovakia, Hungary and
Czech Republic are above 60 %, indicating high trade
integration.
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1.6.1.2 Internationalisation
The EU should fully exploit world markets and boost
its competitiveness through deep and comprehensive
free trade agreements that, on top of removing tariffs,
also open up markets for services, investment and
public procurement. Negotiations on bilateral trade
and investment agreements are ongoing with several
global partners, notably the US and Japan. Further, in
November 2013 negotiations were launched with
China on a comprehensive bilateral investment
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agreement, covering both investment protection and
market access.
In many Member States enterprises and in particular
SMEs have difficulties in accessing foreign markets,
both for acquiring inputs for production, and for
exporting products and services. However, as Graphs
1.6.2 and 1.6.3 show, the number of SMEs in
manufacturing that export outside the EU increased
between 2009 and 2011 in the majority of the
Member States. This evidence is partially a
consequence of the numerous initiatives undertaken
by the EU to support internationalisation. Among the
large countries, the number of exporting SMEs in
manufacturing has diminished only in France and the
United Kingdom, while fifteen out of twenty-one
analysed Member States report an increasing number
of exporting SMEs and only six show an opposite
trend. (78) The 2014 European Competitiveness
Report includes a detailed analysis of the key drivers
of SME internationalisation.
The challenges faced by SMEs seeking to enter third
markets are proportionally more difficult than for
large companies. So far, only about 14 % of SMEs in
the manufacturing sector export goods to other
Member States and about 10 % export goods to
countries outside the EU. (79) In general, exporting
SMEs are more competitive, since they also tend to
be more productive, more innovative and have a more
skilled workforce. The EU seeks to encourage a
business-friendly environment, eliminate non-tariff
barriers with third countries, harmonise standards and
strengthen the rule of law. (80) These steps help SMEs
to invest and do business abroad. The EU also
promotes the internationalisation of SMEs through
‘Missions for growth’ and specific support measures,
such as the Enterprise Europe Network as well as IPR
helpdesks in China, ASEAN and MERCOSUR.
In 2013, the Commission analysed how public and
private operators already help SMEs abroad. (81) The
exercise illustrated that the support services provided
by Member States are often too generic and
insufficiently focused on the most promising groups
of export-oriented SMEs, or on the most promising
growth markets. Most of the Member States’ support
(78)
79

( )
(80)
(81)

Data for Netherlands, Ireland, Greece, Malta, Cyprus and
Luxembourg n.a.
European Commission, SME Performance Review
‘Small Business, big world: A new partnership to help
SME’s seize global opportunities”, COM (2011)702.
European Commission, Study on Support Services for SMEs
in International Business 2013

services target Ukraine, Turkey, and China out of the
25 third countries analysed. For these countries,
Member States may have unnecessarily duplicated
support services. The most frequent support services
include advice and consultancy, seminars and
workshops, as well as business cooperation and
networking. The overall objective of the EU strategy
in favour of internationalisation is to achieve greater
synergy between national and EU-level support.
Over the past year, many Member States have
stepped up support for SMEs, including through
additional means of trade financing and provision of
market information. A number of Member States
have opted for a comprehensive approach, by
coordinating all relevant public resources (including
embassies and other overseas representations) so as to
systematically boost the success of their SMEs in
third-country markets.
Recently, Finland and the UK for example, have
substantially increased their budgets for export
credits. Portugal has introduced an online platform
for requesting VAT exemptions by exporters, which
has significantly reduced the average time for
processing reimbursements. Croatia has established a
commission to support the internationalisation of its
economy, aiming to coordinate all relevant
institutions and provide a single point of contact for
exporters. Romania and Spain have adopted an
internationalisation strategy with a range of actions to
further improve the business environment and
provide better access to markets. However, despite
these efforts, in many Member States there is still
largely unused potential to tap into.

1.6.1.3 Entrepreneurship and
implementation of the Small
Business Act
The aim of the Small Business Act for Europe
(SBA) (82) is to improve the business environment for
SMEs. The annual SME performance review and
SBA fact sheets (83) analyse the situation across the
EU and look at initiatives that Member States have
taken in the individual priority areas. The
Commission and the Member States have
implemented many measures set out in the SBA to
lighten the administrative burden, make it easier for
SMEs to get access to finance and support them in
(82)
(83)

European Commission, Small Business Act for Europe.
European Commission, SME Performance Review.
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Figure 1.6.4: The product market regulation index for professional services
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entering new markets. Although progress has been
achieved, further efforts are needed to improve the
conditions under which SMEs do business.
The SBA and its governance structure have led to
enhanced cooperation and exchange of good practices
between Member States. Such direct cooperation has
been facilitated in particular through the SME envoy
network. The policy measures in the individual
priority areas of the SBA have helped to mitigate the
effects of the crisis. At the same time, progress across
policy areas and among Member States over the past
five years has been uneven. For example, the
principle of ‘think small first’ is now well established
as a guiding principle of EU policy making and is
increasingly being applied also at national level.
However, there is room for improvement in terms of
implementation at national level. Similarly, as regards
the principle of second chance, very little progress
has been noted. In order to address this issue, the
Commission adopted a recommendation in March
2014. (84) Its aim is to improve the conditions for
viable enterprises to restructure and stay in business.
At the same time, honest entrepreneurs who have
failed should get a second chance because evidence
shows that they are more successful the second time
around. The recommendation asks Member States to
put in place appropriate measures within one year.

In the Entrepreneurship 2020 action plan (85) the
Commission proposed a number of actions and
encouraged Member States to exploit Europe’s
entrepreneurial potential. Continuing a longstanding
policy of promoting entrepreneurship and helping
people to start a business, many Member States have
further improved the conditions for entrepreneurs.
Measures to improve access to finance and support
entrepreneurship, as well as training and innovation
activities, are particularly widespread among Member
States.
Tax regimes (86) and SME tax incentives vary
considerably across Member States. According to the
2014 Commission study on the applied corporate
income taxation, a large number of Member States
use reduced corporate income tax rates or special
regimes favouring specific types of companies,
targeting
SMEs,
companies
operating
in
economically-distressed regions or in specific sectors.
The preferential treatment of SMEs may find its roots
in the general perception that corporate taxation could
be regressive, in the wish to address possible market
imperfections, such as difficulties in accessing
finance in the form of term debt and equity,
asymmetric information about the investment
environment abroad, absence of large economies of
(85)
(86)

(84)
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Commission Recommendation of 12.3.2014 on a new
approach to business failure and insolvency, C(2014) 1500.

European Commission, Entrepreneurship 2020 Action Plan.
Tax regimes are assessed against the EU Code of Conduct
criteria and State Aid rules in order to identify and eliminate
the harmful elements for tax competition. Those that are
deemed non-harmful can be implemented.
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scale for SMEs or their lack of resources to optimise
their tax burden. Therefore, taxation plays a more
important role in the cost structure of SMEs as
compared to large enterprises.
SMEs’ main concern with corporate income tax
usually relates to changes in the applicable rules
rather than the regime itself at any one point in time.
Moreover, taxes other than corporate income tax (e.g.
labour taxes) are often the prime area of concern to
SMEs. In relative terms, SMEs face higher
compliance costs and administrative burden than
larger companies, due to their size and lack of
resources and internal expertise.
Higher tax rates reduce the potential future rewards
for entrepreneurs and as such affect the incentive for
entrepreneurs to take risks and start a business. Tax
carry forwards and refundable tax credits offer a
means to reduce such disincentives. During the
growth and maturity stage, incentive schemes can be
advantageous for SMEs. However, due to thresholds
relating to the size of profits, turnover, balance sheet
total or number of employees, which are only
satisfied by very small corporations, many SME tax
incentives do not apply to medium-sized businesses.
Moreover, as most tax incentives target existing
companies, they miss the economy's real engine of
job creation, new and young businesses. Reporting,
evaluation and transparency can foster effectiveness
and efficiency and contribute to refocusing and
finding the right balance between different types of
tax and non-tax instruments, including professional
licensing, education, policy coordination and business
networking.

1.6.2

Infrastructure and services

1.6.2.1 Competition and regulation in
services
The EU is committed to the creation of a competitive
product market for services and network sectors, as
this can strengthen economic growth and
competitiveness by fostering a well-functioning
internal market and reducing costs for enterprises.
Business services range from professional services
(e.g. management consultancy, accountancy and legal
services) through technical services (e.g. design,
engineering and architectural services) to operational

support services (e.g. office leasing, labour
recruitment and employment, security and industrial
cleaning activities). (87)
These sectors have doubled their turnover in the last
decade to reach more than EUR 3.5 trillion in 2009
and represent a source of growth and jobs for the EU.
Between 1999 and 2009 their growth rate was more
than double than that of the global economy (2.4 %
versus 1.1 %). And employment grew much faster, at
an average rate of 3.6 %, than employment in the
overall economy (0.8 %). These trends are expected
to continue due to further development of the internet
of things for industry and manufacturing, (88) to
increasing outsourcing by firms and to relatively
higher increases in productivity in manufacturing and
agriculture due to increased automation.
Network technologies have the potential to develop
and sustain new digital businesses in the area of
applications, services and connectivity, including the
internet of things and represent a very important
potential for growth not only as a sector, but also as
an enabler for other industrial areas. Investment in
networks both fixed and mobile (4G) is therefore of
utmost importance.
The OECD has developed an aggregate indicator, the
product market regulation index, which allows for an
immediate assessment of the different performance in
Member States. The sub-indexes analysed in the
following sections are built in such a way that the
countries with lower score are the ones with fewer
barriers to entrepreneurship, investment and trade.
Competition and regulation in professional services
Within business services, professional services (also
known as liberal professions) are loosely defined as
occupations requiring special training in the arts or
sciences, such as lawyers, notaries, engineers,
architects, doctors, and accountants. The services they
provide are essential to businesses and consumers,
and this has a knock-on effect on the competitiveness
of other sectors.

(87)
(88)

Commission high level group on business services
The internet of things is defined by ITU and Internet of
Things European Research Cluster as a dynamic global
network infrastructure with self-configuring capabilities
based on standard and interoperable communication
protocols where physical and virtual ‘things’ have identities,
physical attributes and virtual personalities and use
intelligent interfaces and are seamlessly integrated into the
information network.
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The results of the 2013 product market regulation
analysis for professional services are shown in Graph
1.6.4. (89) The graph shows that enterprises in
Sweden, Finland, Denmark and the United Kingdom
enjoy the most favourable market conditions for these
services. Enterprises operating in Germany, Hungary,
Cyprus and Croatia have higher barriers to overcome.
However, of these Germany is among the Member
States that show larger progress compared to 2008, as
are Portugal, Austria, Spain, Greece and Italy (largest
improvement).
Member States have adopted policy measures to
improve the functioning of the internal market, and in
particular have reduced existing barriers in regulated
professions. The majority have introduced measures
to reduce entry barriers or restrictions in at least one
sector; however, in some cases the reach of the policy
initiatives has been limited, leaving scope for further
improvements.
Challenges for business services and policy
recommendations of the high-level group
A Commission high-level group on business
services noted that the vast majority of business
service enterprises (99.8%) are small or mediumsized and that labour productivity of business
services has grown more slowly than in
manufacturing. There are three challenges relevant
to the future development of business services.
 Market fragmentation: the business services
market is fragmented and there is
significant scope for strengthening the
internal market by harmonising standards
and reducing the administrative burden.
 International competition: business service
firms are growing rapidly in some fast
developing markets, including consultancy
and software firms in China and India. It is
vital that European firms gain a foothold in
these markets that are growing rapidly and
have high potential.
 Lack of innovation: business services will
play a crucial role in supporting industrial
firms seeking to capitalise on the internet of
things. Europe has to increase the pace of
technological development and deployment
and this will require coordinated effort and
engagement across European manufacturing
and services firms.
In order to address these challenges, the high-level
group has put forward seven recommendations:
(89)
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OECD ‘Product market regulation’ index 2014.

 Business services must form a core element
in the 2015 revision of the EU 2020
Strategy.
 The Commission should proactively
support firms, in particular SMEs, as they
seek to capitalise on the global
opportunities in business services. In trade
and investment agreements the EU should
make sure that international markets for
business services are open and accessible to
European firms.
 Complete the internal market for business
services. This will require the optimisation
of the regulatory framework and standards
for the sector. Specifically, the Commission
needs to address issues such as the lack of
information on procedures needed for
trading
across
borders,
excessive
bureaucracy and fragmented legislation,
barriers to entry, taxation and insurance
regimes that inhibit cross-border trade.
 Member States, with support from the
European Commission, need to ensure
implementation of the new public
procurement framework, with a focus on
outcomes, through life cost, value for
society, quality and innovation, rather than
lowest cost. The Commission and Member
States should strive to reduce the costs of
participation in procurement for SMEs.
 The Commission should develop a
European skills strategy to ensure that the
education systems are equipping people
with the appropriate skills. Particular
attention needs to be paid to retraining the
current workforce and to ensuring that
secondary-level students are developing the
right skills for when they enter the
workforce.
 The Commission should launch an initiative
bringing together manufacturing and
services firms across Europe to create a
shared technological infrastructure that will
enable easier and more open sharing of data
and information, facilitating innovation and
productivity gains in business services.
 The Commission should establish a
partnership with stakeholders, including
senior industrialists, SMEs, trade unions,
academics and Member States to support
the implementation of the high-level
group’s
recommendations
and
the
development of a business services
scorecard.
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Figure 1.6.5: Satisfaction with the quality of transport infrastructure
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1.6.2.2 Infrastructure and competition in
network industries
Infrastructure
Efficient, disaster resilient and sustainable
infrastructures and well-regulated network industries
(e.g. energy, transport and broadband) are
fundamental for a competitive business environment.
However, the quality and availability of these
production inputs varies significantly across the EU.
The World Economic Forum (90) annually evaluates
the overall satisfaction with infrastructure in different
countries. The 2014 report shows that among
Member States, overall satisfaction is the highest in
Finland and France, closely followed by Austria, the
Netherlands and Germany. On the other hand,
Romania, Bulgaria and Poland are lagging behind and
their competitiveness is significantly hampered by
lack of infrastructures.
Transport infrastructure is particularly important as it
enhances the ability of European businesses to
compete inside and outside the EU. Looking at the
level of satisfaction with the quality of transport
infrastructure in Graph 1.6.5, it is clear that a number
of Member States, in particular in eastern and
southern Europe, score significantly below average.
The quality of infrastructure in the EU has increased
slightly in the last five years, due to significant
investments in rebuilding and modernisation,

including with the support of structural funds and
other European instruments.
Satisfaction with the quality of transport
infrastructure is the highest in the Netherlands,
Finland and France, followed by Spain and Germany.
Over the last five years, satisfaction has increased in
nearly two thirds of Member States, probably
reflecting the use of European structural funds for
investments in transport infrastructure.
The countries showing most increased satisfaction are
Ireland, Spain, Italy and Poland. On the other hand,
satisfaction has decreased the most in Denmark and
Germany. Poland and Romania show dissatisfaction
that reflects their underdeveloped road infrastructure
and delays in construction projects.
Energy infrastructure, in particular the energy grid is
effective and competitive in the Netherlands, Austria,
Finland, Denmark, the United Kingdom, France,
Luxembourg, Sweden and Ireland. However, in
Bulgaria and Romania the energy infrastructure is
below average. Despite encouraging developments in
many Member States, further investment will be
needed to maintain and upgrade the energy
infrastructure, including resilient infrastructure, in
particular to improve interconnection and to
guarantee secure, competitive and sustainable access
to energy for European businesses.

(90)

World Economic Forum, Global Competitiveness Report
2013-2014

49

Industrial Performance Scoreboard

Figure 1.6.6: The product market regulation index for network sectors
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Finally, an efficient information and communication
technology infrastructure is a fundamental
requirement in order to fully benefit from the growth
potential of digital markets. Fast broadband
connections are becoming a necessity for the
operations of many businesses. Many Member States
have improved their infrastructure and basic
broadband is now widespread in the EU. However,
fast broadband is still more concentrated in areas of
high population density and its extension to other
areas is needed. The countries with the highest takeup of fixed broadband are the Netherlands, Denmark
and France with over 35 subscriptions per 100
people. On the other hand, Romania, Czech Republic,
Bulgaria, Poland, Cyprus and Lithuania are lagging
behind with less than 20 subscriptions per 100
people.
Although the performance of infrastructure differs in
the Member States, compared to many competitors,
there is a need for upgrading and modernisation. For
this reason, the 2014 industrial policy communication
called on the Council, the European Parliament and
the Member States to adopt and enforce initiatives to
complete infrastructures and simplify and improve
the business environment in the internal market.
Ongoing initiatives include the fourth railway
package proposed in 2013 by the Commission to
make it easier for rail operators to enter and operate

50

in the single market. (91) In the maritime sector, the
Commission has set out plans to facilitate customs
formalities for ships, reducing red tape, cutting delays
in ports and making the sector more competitive. The
Commission has also taken steps to enforce the
‘Single European Sky’ obligations in Member States.
(92) There are, at present, delays in the adoption, full
implementation and enforcement of these initiatives.
In October 2013, the Commission adopted a list of
248 energy infrastructure projects which, on the basis
of the new guidelines for trans-European energy
infrastructure, will benefit from faster and more
efficient procedures for granting permits and
improved regulatory treatment. In addition, the
Council and the European Parliament agreed in
December 2013 on the creation of the ‘Connecting
Europe Facility’, a EUR 33.2 billion fund to finance
and attract investment to improve Europe's transport,
energy and digital networks. This will contribute to
the creation of high-performing and environmentally
sustainable interconnected networks across Europe.
(91)

(92)

The package is a major step towards creating a functioning
Single European Rail Area, where standardised trains and
rail components progressively replace the wide array of
customised rolling stock and rail vehicle authorisation
procedures are streamlined. The Shift2Rail joint undertaking
will support this process by pooling public and private funds
to speed up the development and deployment of new
technologies and solutions.
In the road haulage sector, better enforcement of market
access provisions is necessary for further market opening.
Harmonisation of safety and technical rules in road haulage
has already taken place setting the stage for a possible
liberalisation of this sector at EU level.
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Within the Facility, EUR 5.85 billion has been
allocated to trans-European energy infrastructure for
the period 2014-20, which will contribute to market
integration and supply security in the EU’s energy
system.
An expert group was set up in February 2013 within
the task force for smart grids, (93) to identify gaps in
policy and foster the creation of added-value
synergies between industrial policies and technology
development for the rapid deployment of smart grids.
The group identified three actions: i) need for a
framework to foster smart grid projects that do not
fall under the guidelines for trans-European energy
infrastructure; ii) add implications for employment to
cost-benefit analysis; iii) analyse and deliver
recommendations on adequate integration of energy
storage and infrastructure. During 2014 the expert
group will draft an implementation plan. By 2014, a
total of 459 smart grid projects were launched across
30 countries (EU, Switzerland and Norway),
accounting for a total investment of EUR 3.15 billion.
(94)
The policies of the Member States on infrastructure
vary considerably, in particular in transport. In a
number of countries most of the available budget has
been directed to the construction of new axes, and
funds allocated to road maintenance have not been
sufficient to prevent deterioration of the existing
network.
Investment in the rail network and in air transport
facilities has been sustained in many Member States,
thanks in part to EU funding. The majority of
Member States have consistently invested in
broadband networks in recent years and a number of
them are planning to further enhance the capacity of
their digital infrastructure.

interconnections is a complex and costly process.
Although many Member States, in particular
peripheral ones, have launched large-scale projects
which are now in the implementation phase, further
efforts will be needed to streamline the process in the
coming years.
Competition and regulation in network industries
The
competitiveness
of
industry
depends
substantially on the interaction of network industries
with the rest of the economy, including in terms of
policies, which makes the functioning of the network
markets all the more important. Moreover, making
these sectors more efficient should improve energy
security, lower trade imbalances, increase
sustainability and foster market integration.
Despite the development of EU legislation over the
past decades, a full single market has not yet been
achieved in network industries, and some sectors are
still sheltered from competition. The OECD product
market regulation index for network industries in
Graph 1.6.6 shows that the United Kingdom,
Germany, Austria and the Netherlands have the least
cumbersome regulations. At the other end of the
scale, Slovenia, Croatia, Latvia and Cyprus have the
highest level of regulation, although Slovenia has
improved considerably since 2008. In general, there
have been encouraging improvements in regulation
over a five-year period and further policy measures
have recently been launched in the majority of
Member States, in particular concerning the phasing
out of regulated prices in the energy sector.

Finally, a deficient energy infrastructure can hamper
competitiveness in many Member States, in particular
due to inefficiencies and insufficient investment in
the past. One challenge for the development of an
efficient internal market for energy is to overcome the
difficulties in establishing interconnections between
networks. Improving the capacity and the number of
(93)

Smart Grids Task Force:
http://ec.europa.eu/energy/gas_electricity/smartgrids/taskforce_en.ht
m

(94)

Smart Grid Projects Outlook 2014, JRC, 2014
http://ses.jrc.ec.europa.eu/sites/ses.jrc.ec.europa.eu/files/u24/
2014/report/ld-na-26609-enn_smart_grid_projects_outlook_2014_-_online.pdf
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2 Public administration scoreboard
2.1

Competitiveness through administrative efficiency

The quality of public administration is an important
driver of Europe’s competitiveness. Modern,
innovative and efficient public administrations are the
key to sustaining the incipient recovery and
unlocking Europe’s growth potential. They can do
this by demonstrating a clear vision, strong leadership
and effective implementation capacity, by promoting
a dynamic business environment and good quality
public services, and by making the most of the EU
funding available.
Modernising public administration is one of the five
priorities of the European Semester of economic
governance. In many Member States, inefficient
public administrations, weak judicial capacity and
legal uncertainty remain major obstacles to industrial
competitiveness and economic growth. While the
importance of reforms in this area is increasingly
recognised by Member States and some far-reaching
measures have been taken in recent years, further
efforts are required. In this respect, more Member
States received country specific recommendations on
the effectiveness of their public administration
systems and judiciary at the conclusion of the 2014
European Semester.
The 2014 industrial policy communication (95)
pointed to the role of efficient public administrations
at EU, national and regional levels in helping
European businesses overcome the barriers that limit
their growth. It called on Member States to ensure
that their policy efforts increase competitiveness
throughout the EU.
As part of regular reporting on the competitiveness
policies and performance of the EU and Member
States, the growth-friendly public administration
scoreboard (‘the Scoreboard’) has refined the
monitoring of Member States by better covering their
public administrations’ performance in a number of
areas important for the ease of doing business and
growth. This in turn should encourage continuous
improvement
by
government
and
public

administrations in the context of the European
Semester.
The Scoreboard is the first EU-wide exercise to
analyse how fit for purpose the Member States’
public administrations are when it comes to
promoting growth. As such, it is integrating the
competitiveness focus into public administration and
‘mainstreaming’ business-friendly design into key
policy areas at the EU, national and regional levels.
While building on previous work to assess the quality
of public administrations in the Member States (see
box below), it goes further by taking a more holistic
approach that looks at a greater number of features
important for competitiveness.
European Commission work streams in the area
of public administration
Significant work on various aspects important for
modernising public administrations has been done
by the various Commission departments:
Assessing the quality of public administration in
Member States — this is done through (1) the
annual Report on Member States’ Competitiveness
Performance and Policies (96); (2) the study on
‘Excellence in public administration for
competitiveness in EU Member States’; (97) (3) the
horizontal thematic fiche on the state of public
administration across the EU, which is the basis for
assessing progress in the European Semester
priority area ‘modernising public administration’.
(98)
Public sector innovation — (1) A pilot Public
Sector Innovation Scoreboard (EPSIS) was
published in 2013. (99) This exercise measures
public sector innovation across the EU; (2) EC
support for public procurement of innovation (PPI)
to push public procurers to go for more innovative
products and services. The first ‘Public
(96)
97

( )
(98)

95

( )
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http://ec.europa.eu/enterprise/policies/industrialcompetitiveness/industrial-policy/index_en.htm

(99)

http://ec.europa.eu/enterprise/policies/industrialcompetitiveness/monitoring-member-states/index_en.htm
http://ec.europa.eu/enterprise/policies/industrialcompetitiveness/monitoring-member-states/improvingpublic-administration/index_en.htm
http://ec.europa.eu/europe2020/making-it-happen/keyareas/index_en.htm
http://ec.europa.eu/enterprise/policies/innovation/
policy/public-sector-innovation/index_en.htm

Public administration and competitiveness: the assessment framework

Procurement of Innovation Award’ was launched
in October 2013 and the awards will be presented
in September 2014; (3) the establishment of an
expert group to support the identification, scoping
and definition of possible actions in the area of
public sector innovation.

Digital Agenda. There are also ongoing initiatives
and programmes at EU level in areas such as
interoperability and standardisation.
EU funding — the European Social Fund’s
‘institutional
capacity’
priority
supports
strengthening
the
capacities
of
public
administrations and public services at national,
regional and local level;

Making public administration more responsive
to SME needs — The Small Business Act (SBA)
country fact sheets monitor Member States’
performance in building business-friendly public
administrations. (100)

Other instruments and initiatives — (1) the
European Public Sector Awards (EPSA); (2) the
European
Public
Administration
Network
(EUPAN);

Civil justice — an annual EU Justice Scoreboard
presenting
information
on
the
quality,
independence and efficiency of national justice
systems is published since 2013. It covers civil,
commercial, administrative and insolvency court
cases. (101)

High-level
conference
on
‘Public
Administration for Growth’ — this conference
held on 29 October 2013 brought together key
actors to discuss the challenges to European
businesses and to the EU’s growth and
competitiveness agenda from inefficient and
bureaucratic public administrations. (103)

Fighting corruption — the first EU AntiCorruption Report was published in February
2014. (102)

(103)

E-government — significant work on egovernment has been done in the framework of the
(100)
101

( )
(102)
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http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/index_en.htm
http://ec.europa.eu/justice/effectivejustice/scoreboard/index_en.htm
http://ec.europa.eu/dgs/home-affairs/what-wedo/policies/organized-crime-and-humantrafficking/corruption/anti-corruption-report/index_en.htm

Public administration and competitiveness: the assessment framework
administration

and

The relationship between public administration and
competitiveness is multi-dimensional and complex.
(104) The high number of interactions between public
administrations and businesses, as well as the various
ways in which administrative quality has an impact
on a country’s competitiveness, make it difficult to
fully capture the complexity of this relationship.
The most important features of a public
administration for competitiveness are the costs and
uncertainties for firms in dealing with the
administration, and the administration’s effectiveness
in defining and implementing policies and providing
public services. An administration’s impact on the
business environment could thus be measured
according to the following categories: quality of
governance, respect for the rule of law and absence of
(104)

http://ec.europa.eu/enterprise/policies/industrialcompetitiveness/monitoring-member-states/improvingpublic-administration/high-level-conference/index_en.htm

The study on ‘Excellence in public administration for
competitiveness in EU Member States’ (2012) provides an
in-depth analysis of the links between public administration
and competitiveness.

competitiveness:

the

assessment

framework

corruption; strategic, budgetary, regulatory and
implementation capacities; and enterprise-friendly
design in key areas of interaction between businesses
and the administration. These categories help to
measure and guide the various aspects that are
important from a competitiveness perspective. They
also show the type of dynamic change needed to raise
political awareness and steer the policy focus at both
national and EU level.
Governance
Good public governance and legal certainty are
necessary for a stable business environment. This
requires institutional arrangements that enhance the
public sector’s capacity to act. Good public sector
governance implies that the institutions that govern
economic and social interactions within a country
meet a number of key criteria, such as absence of
corruption, an effective legal environment and
government ownership.
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Capacities
Strategic, budgetary, regulatory and implementation
capacities are fundamental to anchor the incipient
recovery and cope with future challenges. Restoring
growth and competitiveness requires public
administrations across the EU to be more strategic,
client-oriented and forward-looking. For this,
administrations need to match public policies to
stakeholders’ needs and continuously improve the
management of resources, processes and risks,
including fiscal risks. This helps ensure both respect
for fiscal commitments and greater policy coherence
across the various sectors and administrative levels.
Business-friendly design in key areas
Firms deal with public administrations in a variety of
ways, for instance when registering a business,
applying for licences, exporting, settling legal
disputes or paying taxes. The efficiency and
predictability of these interactions are important for
the competitiveness of the whole economy because
they have a substantial impact on the costs and risks
that companies face in making investment decisions
(105) In addition, firms indirectly depend on public
administrations as they are the prime beneficiaries of
public goods and bear a large part of the overall tax
burden. At the same time, businesses need favourable
conditions to develop and sell new products and
services in the marketplace. In this respect, the public
sector can act as an enabler and catalyst for
innovation in the private sector by providing an
innovation-friendly environment or through the
strategic use of public procurement.
The assessment framework
The growth-friendly public administration
scoreboard assesses performance based on a
framework that links public administration and
competitiveness in a concise and comparable way,
using a manageable number of indicators. To
facilitate reform and policy learning, three
categories of links were identified focusing on the
(105)
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The efficiency of public administration in helping firms
grow has been analysed empirically in the European
Competitiveness Report (2014).

dimensions of public administration advocated:
governance; capacities; and business-friendly
design in key areas of companies’ dealings with
the administration. The three categories are broken
down into 10 areas that show the longer-term
direction necessary to strengthen public
administrations and serve as benchmarks to guide
policy:
A. ‘Governance’ covers the multi-dimensional
concepts of administrative quality, rule of law and
legal certainty, as well the extent to which the
powers of government and administration are
exercised for private gain.
1.

Government effectiveness & corruption

B. ‘Capacities’ captures essential aptitudes of the
administration in relation to:
2.

Public finances

3.

Strategic and implementation capacities

4.

Quality of regulations

C. ‘Business-friendly design in key areas’ covers
the most important interactions and contact points
between the administration and private companies:
5.

The
use
of
information
communication technology

and

6.

Starting a business and obtaining licences

7.

Public procurement

8.

Tax compliance and tax administration

9.

Trade and customs administration

10. Civil justice systems
To construct the scoreboard, a set of 21 indicators
was selected to represent the three categories of
links between public administrations and
competitiveness. The choice of indicators is
constrained by the availability, quality, country
coverage, timeliness and representativeness of the
data. In light of possible improvements in data
availability and changing policy priorities, the
choice of indicators may evolve over time.

Growth-friendliness of public administrations

Figure 2.1:

Government effectiveness
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Note:

The Worldwide Governance Indicators summarise information from 30 data sources on views of citizens, businesspeople and
experts in the public, private and NGO sectors. Government effectiveness captures the perceptions of the quality of public
service, its independence from the political process, the quality of policy formulation and implementation, and the credibility of
the government commitment to policies (scale from 0 to 100 where 100 is best).

Source: World bank - Worldwide Governance Indicators 2009, 2013
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2.3.1

Growth-friendliness of public administrations

Governance, rule of law and
corruption

The quality of governance is a multi-dimensional
concept that captures different aspects of the nature
and mechanisms of a country’s administrative
system. It is characterised by the way government
institutions operate and thereby determine the
management of public affairs and the state’s capacity
to provide a regulatory framework that is conducive
to growth and competitiveness. By shaping the
environment for entrepreneurship, the institutional
framework can enable firms to reach their full
potential. At the same time, the institutions that
govern economic and social relations in a country
must meet a number of key criteria, such as the
absence of corruption, a workable approach to
competition and procurement policy, and an effective
legal environment.

depending on its regulatory system, its impartiality
and the quality of the services it provides. The latest
data show that, on average, government effectiveness
has not improved much across the EU over the past
five years (figure 2.1). While many Member States
either maintained or improved their position relative
to 2008, twelve countries’ ranking fell: Belgium,
Denmark, Germany, Estonia, Ireland, Greece, France,
Cyprus, Hungary, Austria, Sweden and the United
Kingdom. Greece, Austria and Denmark showed a
marked deterioration in their performance, while the
biggest improvements were in Italy, Latvia, Croatia,
Bulgaria and Finland. All Member States that scored
below the EU average, except Estonia and Greece,
showed improvements. Nevertheless, Romania (the
only country with a negative value), Bulgaria, Greece
and Italy are performing very poorly. However, the
perceptions of improvement or deterioration in
overall government performance might have been
strongly affected by the severity of the global
economic crisis.

Government effectiveness
Government effectiveness is an indicator of general
governance that provides a summary assessment of
the quality of a public administration in general,

The existence of a rule-based system that economic
actors can trust is essential for a stable and
predictable business environment. The system needs
to follow a set of universal principles which include
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Figure 2.2:

Diversion of public funds

7
2008

2013

EU 2008

EU 2013

6
5
4

3
2
1
0

DK FI LU SE NL UK IE DE BE FR EE CY AT MT PT PL LV SI LT ES HR IT EL BG HU RO CZ SK
Note:

The indicator is the weighted average of the question 'In your country, how common is diversion of public funds to companies,
individuals or groups due to corruption? (1 = very common; 7 = never occurs)'

Source: World Economic Forum - Global Competitiveness Report (2008-2009; 2013-2014)

legality, which implies a transparent, accountable,
democratic and pluralistic process for enacting laws;
legal certainty; prohibition of arbitrariness of the
executive powers; independent and impartial courts;
effective judicial review including respect for
fundamental rights; and equality before the law. (106)
Some of the countries most affected by the crisis saw
government effectiveness and the rule of law worsen
significantly before the crisis hit. (107) This was the
case, for example, in Italy, Spain, Portugal, and
Greece, all of which show big differences in their
ranks for the period 2002–2007. Their performance
improved over 2008–2012, except in Greece where it
worsened. This trend suggests there is a link between
the economic and financial system in general and a
country’s overall governance.
Corruption
By undermining the rule of law, corruption has
significant effects on a country’s competitiveness.
This significantly discourages innovation and
considerably slows down the adoption of new
technologies, thereby reducing the level and quality
of investment, obstructing the fair operation of the
(106)
(107)
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Communication from the Commission to the European
Parliament and the Council, A new EU Framework to
strengthen the Rule of Law, COM(2014) 158 final
Gamberger, D. and Smuc, T. (2013), Good Governance
Problems and Recent Financial Crisis in some EU Countries,
Economics E-journal (Vol. 7, 2013-41).

internal market and impacting negatively on public
finances, productivity growth and competitiveness.
The ‘diversion of public funds’ indicator (figure 2.2)
quantifies perceptions of ‘state capture’ corruption
based on a survey asking how common the diversion
of public funds to companies, individuals or groups is
due to corruption. The data show a worsening trend
across the EU. The EU average fell by 0.45 points in
2013–2014 from 2008–2009, with deteriorations in
all but about six Member States.
The perception that public funds are being diverted
increased most in Spain, Austria and Slovakia. This
was mainly due to prominent corruption cases that
have been investigated in recent years. These have
raised awareness of potential corruption risks and
increased public authorities’ focus on the need to
strengthen anti-corruption and integrity-related
policies. Poland, Bulgaria, the United Kingdom and
Estonia are the only countries where the perception
that public funds are diverted diminished. It is
interesting to note that these countries were less
affected by the economic and financial crisis.
This deteriorating trend is confirmed by the ‘irregular
payment and bribes’ indicator (figure 2.3). With the
exception five Member States with improving
situations (Finland, the United Kingdom, Estonia,
Latvia and Hungary) and four that are unchanged
(Ireland, Greece, Lithuania and the Netherlands),

Growth-friendliness of public administrations

Figure 2.3:

Irregular payments and bribes
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Note:

The indicator is the weighted average of the five components of the question 'In your country, how common is it for fir ms to make
undocumented extra payments or bribes connected with (a) imports and exports; (b) public utilities; (c) annual tax payments; (d)
awarding of public contracts and licences; (e) obtaining favourable judicial decisions. Answers range between 1 (very common)
and 7 (never occurs).'

Source: World Economic Forum - Global Competitiveness Report (2010-2011; 2013-2014)

irregular payments and bribes in areas that are
important for the ease of doing business have
increased across the EU over the last three years.

construction and building; telecommunications and
information technologies; and financial services,
banking and investment. The key findings are as
follows:

The situation remains worrisome in Bulgaria, the
Czech Republic, Greece, Croatia, Italy, Hungary,
Romania and Slovakia, all of which have low scores
for the two corruption-related indicators. According
to the EU Anti-Corruption Report (2014), these
countries have in place most of the necessary legal
instruments and institutions to prevent and fight
corruption but suffer from a number of problems
which lead to unsatisfactory results. The
shortcomings include insufficient political will and a
lack of capacity to enforce the rules, which in turn
means they are not vigorously applied. The
Commission has therefore drawn attention to the anticorruption measures of several Member States under
the European Semester process.

 Seventy-five per cent of companies say that
corruption is widespread in their country.

European businesses’ perception of corruption
The 2013 Flash Eurobarometre survey on
corruption relevant to businesses (108) covered six
broad sectors: energy, mining, oil and gas, and
chemicals; healthcare and pharmaceuticals;
engineering and electronics and motor vehicles;
(108)

2013 Flash Eurobarometer 374.
http://ec.europa.eu/public_opinion/archives/flash_arch_374_
361_en.htm#374

 Companies in Greece (99 %), Spain and
Italy (both 97 %) are most likely to say this,
but at least nine out of ten companies in the
Czech Republic and Slovenia (both 94 %),
Slovakia (92 %), Hungary and Romania
(both 91 %), and Portugal and Croatia (both
90 %) say the same.
 Construction companies are the most likely
to consider that corruption is widespread
(79 %) and telecoms/IT companies the least
likely (62 %).
 43 % of European companies see corruption
as a problem when doing business.
 The smaller the company is, the more
difficulties it has in dealing with corruption
and nepotism in the public administration.
 Corruption is most likely to be considered a
problem when doing business by companies
in the Czech Republic (71 %), Portugal
(68 %), and Greece and Slovakia (both
66 %).
 Almost half (47 %) of companies agree that
the only way to succeed in business in their
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country is to have political connections.
 Favouring friends and family in business
(43 %) or public institutions (43 %) is
considered the most widespread corrupt
practices, followed by tax fraud and nonpayment of VAT (42 %).
 Thirty-two per cent of companies that have
participated in public tenders/public
procurement say corruption prevented them
from winning a contract. This view is most
widespread among construction (35 %) and
engineering companies (33 %).
 At least half of companies in Bulgaria
(58 %), Slovakia (57 %), Cyprus (55 %) and
the Czech Republic (51 %) say this.
 More than four out of ten companies say
that a range of illegal practices in public
procurement procedures is widespread.
Particularly
common
practices
are
specifications that are tailor-made for
particular companies (57 %), conflicts of
interest in bid evaluation (54 %), collusive
bidding (52 %) and unclear selection or
evaluation criteria (51 %).

2.3.2

Capacities

2.3.2.1 Public finances
Striking
a
balance
between
short-term
macroeconomic
stabilisation
and
long-term
sustainability has become a severe policy challenge
after recent financial and economic developments. In
this context, the capacities of governments to promote
a growth-friendly mix of expenditure and revenue
measures while catering for the fiscal consolidation
needs particular attention. Furthermore, strategic
thinking and long-term political objectives need to be
aligned with financial resources and specific
budgetary measures.
Medium-term budgetary programming
Strong fiscal governance is a prerequisite for sound
and sustainable public finances. Well-designed fiscal
frameworks are generally associated with better
budgetary outcomes in terms of deficit and debt
developments.
The
medium-term
budgetary
frameworks (MTBFs) are an important factor in this
respect. By allowing governments to extend the
horizon for fiscal policy-making beyond the annual
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budgetary calendar, the MTBFs ensure consistency in
budgetary planning over a period of several years (at
least three years).
The Commission has surveyed EU Member States’
medium-term budgetary frameworks and budgetary
procedures across EU Member States through several
rounds of questionnaires. (109) From the results, an
index of the quality of medium-term budgetary
frameworks (figure 2.4) was constructed. It takes into
account both the existence and the properties of
national medium-term budgetary frameworks and the
preparation and status of Stability and Convergence
Programmes. While in some countries the MTBFs
were introduced a long time ago and are central to
fiscal policy-making, in others the Stability and
Convergence Programme has long been the only
instrument for putting annual fiscal policy decisions
into a multiannual context. (110) In 2012, MTBFs still
had not been adopted in Cyprus and Luxembourg.
The properties of the MTBFs vary significantly
across the EU. While the quality of MTBFs across the
EU was better overall in 2012 than in 2008, figure 2.4
shows that nine Member States performed below
average in 2012: Hungary, Sweden, Slovakia, Latvia,
Bulgaria, Poland, Ireland, Cyprus and Luxembourg.
(111) It must be noted that most of the countries under
balance of payments assistance (Hungary and
Romania) and economic and financial adjustment
(Greece, Spain and Portugal) have significantly
improved the quality of their medium-term budgetary
frameworks. (112)
Fixed frameworks (articulated around a predefined
path for government expenditure and revenues,
generally not revised over time) are being used by
very few Member States with an advanced fiscal
policy setting (e.g. the Netherlands and the UnitedKingdom). The degree of connectedness between the
MTBFs and the annual budget can be considered
strong or relatively strong in a majority of countries,
but appears weak in a few cases (e.g. Ireland and
Luxembourg) according to 2012 data.
(109)
(110)
(111)
(112)

Questionnaires on the medium-term budgetary frameworks
and budgetary procedures were sent to Member States in
2006, 2008, 2009, 2010, 2011 and 2012.
http://ec.europa.eu/economy_finance/db_indicators/
fiscal_governance/documents/3-a5a_analysis_en.pdf
http://ec.europa.eu/economy_finance/db_indicators/
fiscal_governance/framework/index_en.htm
The economic adjustment programme for Cyprus was
agreed in April 2013, while the Commission survey was
conducted in 2012.

Growth-friendliness of public administrations

Figure 2.4:

Quality of medium-term budgetary frameworks
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Note:

The index takes into account both the existence and properties of national frameworks and the preparation and status of Stability
and Convergence Programmes. The index captures the quality through five criteria: (i) existence of a domestic framework; (ii)
connection between multi-annual budgetary targets and the annual budget; (iii) involvement of national parliaments in the
preparation of the medium-term budgetary plans; (iv) coordination between levels of government layers prior to setting the
medium-term targets; and (v) monitoring and enforcement mechanisms.

Source: European Commission

When it comes to the involvement of national
parliaments, they vote on the main medium-term
objectives in one third of the Member States: the
Czech Republic, Denmark, Spain, France, Croatia,
the Netherlands, Portugal, Romania and the United
Kingdom. In Bulgaria, Ireland and Poland the
parliament is not involved at all. In all other EU
countries the objectives are formally presented to the
parliament but there is no vote.
A proper ex-ante coordination mechanism between
all levels of general government was in place in 15
countries in 2012. In other Member States, the
coordination mechanisms existed only for some
general government subsectors (Bulgaria, Ireland,
Luxembourg, Poland, Portugal and Romania) or there
was no ex-ante coordination (e.g. in the Czech
Republic, Cyprus, Latvia, Hungary, Slovakia,
Sweden and the United Kingdom).
Monitoring and enforcement mechanisms are needed
for MTBFs to be effective. Nine countries — the
Czech Republic, Denmark, Greece, Spain, France,
Malta, Austria, Romania and the United Kingdom —
had in place in 2012 well-defined actions in case of
deviation from plans and a regulator monitoring of
targets. In most cases, however, monitoring and
enforcement procedures were limited or not clearly
defined (e.g. Cyprus, Croatia and Luxembourg).

It is to be highlighted that a large majority of Member
States undertook further measures to improve fiscal
governance in 2012 and 2013, notably in response to
the strengthening of the EU’s requirements on
domestic budgetary frameworks. (113)
Public investment
Government investments are associated with higher
potential growth, in particular in ‘catch-up’ and
emerging economies. (114) However, the productivity
of public investment and thus its impact on long-term
growth strongly depends on the nature of the
individual project. It is therefore not so much the
level of investment but its efficiency that matters.
Government investment as a share of total
government expenditure varies across the EU (figure
2.5). In 2012, government investment — comprising
both gross fixed capital formation and capital
transfers — was highest in Romania, Estonia, the
Czech Republic and Latvia (16.94–14 % of total
government expenditure). In general, depending on
their initial infrastructure resources, and due to the
(113)
114

( )

EU Directive setting minimum requirements for national
budgetary frameworks.
European Commission, The Quality of Public Expenditures
in the EU (2012).
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Figure 2.5:

Government investment as a share of total government expenditures
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General government investment comprises gross fixed capital formation and capital transfers.

Source: Eurostat (2007, 2012)

dynamics of ‘catching up’, the EU-13 countries tend
to cluster at the top end of the ranking.

2.3.2.2 Strategic thinking and
implementation capacities

In terms of gross fixed capital formation as a share of
total government expenditures, public investment was
highest in Estonia (13.7 % of total government
expenditure), Romania (12.9 %) and Latvia, Poland
and Lithuania (11.6–10 %). It was lowest in Belgium,
Greece, Italy, Spain and Portugal (all below 4 %).
Compared with 2007, gross fixed capital formation as
a share of government expenditure increased only in
Belgium, Poland and the United Kingdom. In the rest
of the Member States it declined, above all in Ireland
(-8 percentage points), Spain (-6.7 p.p.), and
Lithuania, Bulgaria, Latvia, Romania and Greece
(between 4.6 and 3.7 p.p.). An increase in capital
transfers can be noted in some of these countries, in
particular Spain and Greece (+6 p.p.).

Countries’ overall direction is shaped by their ability
to define their interests and assets (including
industrial), have a clear vision of the challenges and
risks ahead, set coherent long-term goals, make
informed policy choices and manage uncertainty.
Leading, enabling and delivering strategic policymaking requires strong leadership and effective
strategic-thinking skills in public institutions. It calls
for a strong centre of the government that is capable
of
promoting
coherent
cross-departmental
cooperation and better implementation of government
reform programmes. The consultation of expert
communities as well as the general public on future
trends, opportunities and risks offers the chance to
engage more strongly with the public and helps
(re)build trust in government.

Latest trends in expenditure composition in the EU
since the onset of the economic and financial crisis
show a general increase in the share spent on social
protection and a tendency to cut public investments.
(115)

(115)
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http://ec.europa.eu/europe2020/pdf/themes/01_public
_finances_growth_friendly_expenditure.pdf

The strategic capacity indicator (figure 2.6) captures
the influence on government decision-making of the
institutionalised forms of strategic planning (e.g.
planning units at the centre of government) and of the
non-government academic experts. The data show a
mixed picture in terms of the evolution of strategic
capacity in the EU. Some Member States improved
their performance in 2014 compared with 2009,
particularly Greece (+58 % from 2009), Poland
(+53 %) and Spain (+40 %). At the same time, a
number of countries regressed, the largest declines
being in Hungary (68 % less than in 2009), Slovakia

Growth-friendliness of public administrations

Figure 2.6:

Strategic capacity
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‘Strategic capacity’ is a qualitative assessment by experts based on a standardised survey with two aspects — influence of strategic
planning and scholarly advice — are weighted on a scale between 10 (applicable) and 1 (not applicable).

Source: Bertelsmann Stiftung – Sustainable Governance Indicators (2009, 2014).

(35 % less) and the Netherlands (29 % less). Cyprus,
Hungary and Slovenia score lowest in the overall
ranking.

countries (e.g. Belgium, Germany and Austria), as
well as by weak institutional capacities for planning
(e.g. Romania, Slovakia and Slovenia). (116)

To be influential, strategic planning bodies must take
a long-term view of policy challenges and viable
solutions. In some cases, the approach to strategic
planning has been strongly influenced by the crisis
(e.g. in Ireland and Spain). Major reforms may be
prepared through committees or commissions
mandated to draw up reports on possible policy
options (e.g. Denmark, France). In Finland, the
government’s strategic goals are clearly defined in
strategy documents together with appropriate
monitoring mechanisms, and a long-term report on
the future is presented to parliament. In some
countries (e.g. Spain, Latvia, Poland and Romania),
central government planning units have recently been
set-up or strengthened and the prime minister’s
cabinet is closely involved in their activities. Longterm planning may also take place in the ministry of
finance, with little involvement from the prime
minister’s office (e.g. Bulgaria and Sweden), or may
be located mainly in the line ministries (e.g. Estonia
and Malta). It must be noted that other governmental
bodies — such as agencies (e.g. Sweden) or even the
national parliament, through the creation of specific
committees (e.g. Finland) — are being involved in
the reflection on future challenges. Long-term
planning may be hindered by the government’s
organisational structure, in particular in federal

Policy example: The ‘future commission’ in
Sweden
Sweden established a dedicated commission — the
so-called ‘future commission’ — to assess the
major long-term economic and social challenges
facing the country. The commission published its
final report in early 2013.

To be effective, consultation with non-government
academic experts should be transparent, and should
take place in the early stages of a decision-making
process. However, the degree of openness towards
scholarly advice depends much on the political
sensitivity of the issue.
In Poland, an economic council was set up in 2010
which has provided expert advice on economic
policy. In the Netherlands ‘knowledge chambers’
have been created in public departments and highlevel expertise is being provided by chief scientists.
In some countries, however, the limited interest in
independent advice and in the participation of nongovernmental academic experts in policy-making is
(116)

The policy examples are based on the analysis contained in
the Strategic Capacity Report (Bertelsmann Stiftung, 2014).
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Figure 2.7:

Effective implementation
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The indicator is a qualitative assessment by experts based on a survey in which seven aspects are weighted on a scale from 10
(applicable) to 1 (not applicable). The aspects are government efficiency, ministerial compliance, monitoring of line ministries,
monitoring of agencies and administrations, task funding, constitutional discretion and the existence of standards of public
services.

Source: Bertelsmann Stiftung — Sustainable Governance Indicators (2009, 2014).

embedded in political traditions (e.g. Croatia, Cyprus,
Hungary and Romania).
Extensive reliance on academia can be symptomatic
of a lack of government expertise and of the civil
service’s lack of attraction for highly qualified
professionals (e.g. Greece). By contrast, in France,
which has a strong system of high-level civil
servants, there is only limited reliance on academic
advice, although non-governmental academic experts
are consulted or involved in ad-hoc national councils.
The effective implementation indicator (figure 2.7)
evaluates the extent to which the government can
achieve its own policy objectives, including
ministerial compliance with the government’s
programme and the effective monitoring of its
implementation by line ministries and agencies.
Implementation is most effective in Sweden,
Denmark and Finland (almost 25 % above the EU
average), closely followed by the United Kingdom,
Latvia and Poland (19-15 % above the average).
By contrast, implementation needs improvement in
Cyprus (56 % below the EU average), Croatia (36 %
below) and Romania, Greece, Slovenia and Malta
(29–24 % below). By 2014, there was a significant
improvement in Poland (almost 30 % better than in
2009) but a marked deterioration in Slovakia and the
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Netherlands (by 30–28 %). In Slovakia, the
regression is mainly due to the politicisation of
agencies, inefficient financing of sub-national
governments and poorly defined standards of public
services at local level. In the Netherlands the limited
scope of the Framework Law on Agencies results in
inefficient monitoring of agencies.
Leadership by the prime minister, decentralisation
and the devolution of certain tasks to agencies appear
important elements of effective implementation.
Uncontested leadership by a prime minister with
broad political powers promotes a high level of
ministerial compliance with policy objectives. In
some countries, the minister of finance (e.g. Croatia
and Germany) or the Treasury (the United Kingdom)
are stronger than other ministers. Agencies play an
important role in policy implementation, for example
in Sweden (380 agencies), Croatia (75 executive
agencies) and Estonia (25 executive agencies), which
makes monitoring and coordinating them effectively
a challenge. By contrast, the number of agencies is
very low in Belgium, the Czech Republic and Italy. A
tendency towards increased politicisation of agencies
and capture by political clientele has to be noted in a
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Figure 2.8:

Use of evidence-based instruments
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The indicator is a qualitative assessment by experts based on a survey in which three aspects are weighted on a scale between 10
(applicable) and 1 (not applicable). The aspects are: the application of the regulatory impact assessment (RIA) in general; the
quality of the RIA process, which should respect a number of criteria such as participation of relevant stakeholders, transparent
communication of RIA results to the public, and evaluation of the RIA process by an independent body on a regular basis; and
the conduct of effective sustainability checks within the framework of the RIA.

Source: Bertelsmann Stiftung — Sustainable Government Indicators (2011, 2014)

few Member States (e.g. Cyprus, Romania, Slovenia
and Slovakia). (117)
In decentralised states, local governments are
responsible for a large part of policy implementation
(e.g. Denmark). Given the fiscal relations and
budgetary constraints, however, the central
government continues to play an essential role in
steering sub-national administrative bodies. The
delegation of powers is not always accompanied by
corresponding funding, leading to difficulties in
financing the tasks defined by law (e.g. Estonia,
France, Italy, Hungary, Slovenia and Slovakia), or
even to a discretionary allocation by the government
(e.g. Romania).

Many countries have defined national standards of
public services delivered by local administrations
(e.g. France, Italy, Lithuania, Poland, Portugal and
the United Kingdom). In Germany, national standards
apply only to certain areas. In some cases, standards
are rather poorly defined (e.g. Cyprus, Hungary,
Slovenia and Slovakia) or absent (e.g. Croatia).
Policy example: Delivery unit in Romania
In Romania, a central delivery unit is being
established within the Secretariat General of the
Government. The aim is to improve policy
prioritisation, implementation and coordination
government-wide, with particular reference to
implementing the Council of the EU’s countryspecific recommendations.

Policy example: Effective implementation in
Estonia
In Estonia, the implementation of the
government’s programme is being monitored by
two different bodies: the government itself and an
independent think tank, Praxis. Both provide
interactive online tools to check the state of the
implementation.

(117)

The policy examples are based on the analysis contained in
the Implementation Report (Bertelsmann Stiftung, 2014).

2.3.2.3 Quality of the regulatory
framework
The quality of regulatory frameworks, and in
particular their stability, transparency and
predictability, are vital for SME-friendly business
environments. Legislative and regulatory impact
assessment, ‘competitiveness proofing’ and ‘fitness
checks’ throughout the policy cycle are important
tools to improve the quality and relevance of
legislation and ensure that regulations affecting
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businesses are fit for purpose. Applying the ‘think
small first’ principle and systematically using the
SME test should be at the core of policy-making so
that the design of rules reflects SMEs’ needs.
Generating and using information about the desired
— as well as the unexpected and undesired — effects
of public policies, through a process of policy
evaluation, is a crucial mechanism for improving
policies. (118) It leads to a general improvement in the
management of public sector organisations by
providing information to facilitate informed decisionmaking and support evidence-based instruments such
as impact assessments.
The sub-index ‘evidence-based instruments’ (figure
2.8) serves as an indicator of the quality of
performance-based steering tools by describing both
the application and the quality of the regulatory
impact assessments. Impact assessments of new
regulations are being applied by all Member States.
However, the depth of the regulatory assessment, the
methodology used and the content vary across
countries. The latest data show that Denmark, Finland
and the United Kingdom, closely followed by
Germany and the Netherlands are the top performers,
while in Portugal, Greece and Belgium the use of
impact assessments is limited.
Compared with 2009, Sweden, the Czech Republic,
Luxembourg and Poland have significantly improved
their performance (by 85–60 %). Good progress has
also been achieved by Germany and Austria (with
improvements of 44 % and 38 % respectively). By
contrast, Ireland and Portugal showed the biggest
regression (of 36 % and 28 %, respectively, compared
with their 2009 performances).
Quality control mechanisms are essential to ensure
that impact assessments meet the quality standards
and respect the procedures in place. The Czech
Republic recently established such a quality control
body. In Italy, the prime minister’s office is
responsible for the quality control of the impact
assessments produced by line ministries. Early
consultation with relevant stakeholders is an integral
part of the impact assessment process in Denmark,
Germany and Poland. By contrast, stakeholder
participation remains limited in some other countries,
for example Italy, Luxembourg, Hungary and
Romania. Regarding the depth of the assessment and

the level of detail, Denmark, Finland, Germany and
the United Kingdom have in place comprehensive
assessments that look at economic, social and
environmental factors, while in the Netherlands the
impact assessment is focused rather on environmental
and administrative burden aspects. (119)

2.3.3

2.3.3.1 The use of information and
communication technology
The use of information and communication
technology (ICT) plays a vital role in transforming
the delivery of public services by streamlining
administrative procedures and lowering transaction
costs. While most Member States have ‘e-enabled’
some government services for businesses (social
contributions, VAT and corporate tax declarations),
the provision of more advanced services is lagging
behind. To move towards full digitisation, several
things are needed: full usability of services available
online (full availability, ‘unified access’ of related
services through portals, help features, feedback
mechanisms, alternative channels, etc.); the
availability of key enablers (single sign-on, edocuments, e-safe, e-ID, authentic sources) to
eliminate the need for physical transactions; and
transparency. The latter includes transparency of
service delivery (e.g. information on progress and
delivery time), transparency of personal data (e.g.
possibility to modify own data) and transparency of
public organisations (e.g. organisational chart).
The forthcoming Regulation on electronic
identification and trust services for electronic
transactions in the internal market sets a
comprehensive general legal and technical framework
for electronic transactions by regulating the mutual
recognition of notified electronic identification
schemes and means, by provisioning electronic trust
services (i.e. e-signature, e-seals, e-time stamp, eregistered delivery, and website authentication) as
well as by ensuring the non-discrimination of
electronic documents vis-à-vis their paper equivalent,
thus ensuring the legal validity of electronic
transactions.

(118)
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Enterprise-friendly design in key
areas

OECD, Performance Budgeting in OECD Countries, Paris
(2007).

Growth-friendliness of public administrations

Figure 2.9:

User-centricity of e-government services to start a company 2012
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The user-centric e-government indicator (ranging from 0 to 100) measures the availability of e-government services, their
connectedness and their user-friendliness.

Source: European Commission, e-government Benchmarking Reports (2012).

The indicators of the user-centricity of e-government
services for starting up a company’ (figure 2.9) and of
regular business operations (figure 2.10) assess
customer-centricity through a ‘life-event’ approach.
Figures 2.9 and 2.10 show that there is not only a big
difference in maturity level between the dimensions
(119)

The policy examples are based on the analysis contained in
the Evidence-based Instruments Report (Bertelsmann
Stiftung, 2014).

measured — user-centricity and the existence of key
enablers — but also within and among countries.
In terms of the overall performance of e-government
services for starting up a company, Malta comes top
(at nearly 35 % above the EU average), closely
followed by Estonia, Portugal and Sweden (19–14 %
above the average). These countries have specific

Figure 2.10: User-centricity of e-government services for regular business operations 2013
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Note:

The user-centric e-government indicator (ranging from 0 to 100) measures the availability of e-government services, their
connectedness and their user-friendliness.

Source: European Commission, e-government Benchmarking Reports (2013).
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business portals that offer the services online through
various well-integrated key enablers. At the opposite
end of the ranking, Greece performs very poorly
(62 % below the EU average). Slovakia, Croatia,
Hungary, Romania and the Czech Republic also have
low scores (45–36 % below the EU average). The
difference between the highest and lowest scoring
countries is on average 75 percentage points, and is
even more marked when it comes to the availability
of key enablers (93 p.p.) and transparency (87 p.p.).
Looking at the sub-components of the e-government
services for starting a company, the picture is mixed.
Countries that score highly on one dimension do not
necessarily score well on the others. The EU average
for online usability is 73 %, which means that for the
majority of services in this life event, support, help
and feedback functionalities are available online. At
the top-end of the ranking we find Malta (25 % above
the EU average), Italy, Portugal, Spain, Estonia,
Austria and Slovenia (21–15 % above the average).
Romania, Hungary, Greece, Croatia and Slovakia
come out well below the average (30–26 % below).
The availability of key enablers is approaching 100 %
in Estonia (99 %), Malta and Sweden (both 98 %), as
well as in a few other countries — Slovenia,
Belgium, Portugal and Latvia (94–91 %). However,
their availability is very low in Greece (6 %), Croatia
(9 %) and the Netherlands (12 %), all of which are
90–80 % below the EU average.
Policy example: The Enterprise Portal in
Portugal (120)
In Portugal, the creation of a new company is
entirely integrated. The availability of key enablers
allows for full online services through the Public
Administration Interoperability Platform (IAP),
which provides cross-disciplinary electronic
services to national entities.

In terms of the overall performance of e-government
services for regular business operations (figure 2.10),
Estonia, Malta and Denmark are the best performers
in the EU (at 31–27 % above the EU average). Spain,
Portugal, Latvia, France and Italy also score highly
on this indicator. However, Romania and Slovakia
perform very poorly (at 65 % and 53 % less than the
average, respectively). While the difference between
the highest and lowest scoring countries is on average
(120)
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Capgemini, e-government Benchmark Report (2012).

73 percentage points, it is much bigger — 95 p.p. —
regarding the availability of key enablers.
At a more detailed level, the sub-components of the
indicator ‘e-government services for regular business
operations’ show that EU countries perform better on
user-centricity than on availability of the key
enablers. The EU average for online usability is 79 %,
which means that for the majority of services in this
life event, support, help and feedback functionalities
are available online. In several countries — Estonia,
Portugal, Austria, France, Ireland, Malta and the
Netherlands — the online usability is above 90 %,
while it is a challenge in Romania (45 %) as well as
in Greece, Slovakia and Cyprus (61–64 %). The
availability of key enablers for the delivery of
services averages 56 %. Estonia (100 %), Portugal,
Denmark and Malta (97–90 %) have very high levels
of availability. By contrast, the use of key enablers is
very low in Slovakia (5 %), Romania (9 %) and
Croatia (12 %).
Single contact points have been established in all
Member States, but their efficiency and effectiveness
varies. Improving e-government services is a
challenge for some countries that currently have less
user-friendly systems, such as Austria, Germany,
Hungary, Poland, Slovakia and Romania. Another
issue is better cooperation between central and
regional administrations, e.g. in Germany and the
Netherlands. On the other hand, a number of Member
States have been working towards setting up a ‘onceonly’ system whereby information is supplied only
once by businesses to a government body. These
include France, Latvia, the Netherlands, Slovakia and
Sweden.
Policy example: ‘Entrepreneur dossier’ in the
Netherlands
The Netherlands has launched an ‘entrepreneur
dossier’ which is a tool that translates legislation
into concrete requirements and allows businesses
to share their data with different administrative
services, thus helping cut compliance costs. By
2017, all enterprises will have the right to
communicate with and do business with the
authorities online.
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Figure 2.11: Time required to start a company (in days)
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Source: European Commission. Information provided by Member States; details of the calculation are in SEC (2007) 129.

2.3.3.2 Starting a business and obtaining
licences
How easy it is to start a company and obtain
operating licences is of major importance for a
dynamic economy and for developing a climate of
innovation and entrepreneurship. Limiting the
number of procedures to follow and the time and cost
required to start a business is important to achieve
competitive firms. The EU set itself the goal of
reducing the start-up time and costs for new

businesses to three days and EUR 100 by 2012. (121)
A target was also set for the time needed to obtain
licences: a maximum of three months by the end of
2013, and one month by the end of 2015. (122)
However, there are still big differences between
Member States. The average time it takes to start a
(121)

(122)

The Commission monitors the progress towards these targets
and collects data on start-up procedures from the Member
States. For this reason, the indicators on ‘time’ and ‘cost’ to
start a company used in this section are based on the data
provided by the EU Member States.
Conclusions of the Competitiveness Council, 31 May 2011.
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Figure 2.12: Cost to start a company
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Figure 2.13: Average time in days to obtain licences 2010
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The indicator is based on aggregated data concerning licences required for five different activities: manufacture of steel products;
manufacture of small IT devices; a hotel with a restaurant; a plumbing company; and wholesale or retail distributor. The survey
had a limited number of respondents (two in the case of Malta), which may have skewed the results. An extended survey will be
carried out in 2014.

Source: European Commission, pilot survey ‘Business Dynamics: Start-ups, Business Transfers and bankruptcy’, January 2011.

business (figure 2.11) has been more than halved,
from 9 days in 2008 to 4.2 days in 2013. The Czech
Republic and Poland recorded the biggest
improvements (cutting the time by 30 and 29 days
respectively). In 2013, the start-up time was still
more than the three days target in ten Member States:
Bulgaria, the Czech Republic, Germany, France,
Lithuania, Malta, Austria, Slovakia, Finland and
Sweden. The time it takes to start a business is
shortest in Denmark, Italy, the Netherlands, Poland
and Portugal, where a company can be created in one
day.
The average cost of starting a company (figure 2.12)
has been cut by almost one third, from EUR 463 in
2008 to EUR 315 in 2013. The biggest reductions
were in Greece (EUR 985), Italy, the Netherlands and
Poland (EUR 673–615) and Germany (EUR 407). By
2013, the cost of starting a company in Slovenia had
been cut to zero. In Bulgaria, Denmark, Ireland,
France, Latvia, Lithuania, Romania and the United
Kingdom the start-up cost is below the EU target.
However, it remains particularly high in Italy (EUR
2 000).
A number of Member States, including Croatia,
Greece, Lithuania and the Netherlands, have made it
easier to start a business by creating new or different
forms of limited liability companies with simplified
procedures. Other measures have also been taken. For
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example: Latvia has made it possible to file
applications for company and VAT registration
simultaneously; Spain has eliminated the need to
obtain a municipal licence before starting operations
and improved the efficiency of the commercial
registry; and Poland has got rid of the requirement to
register a new company with several inspectorates.
Policy example: Discount for electronically
registered businesses in Latvia
In 2013 Latvia reduced the time for new business
registrations and the fees for registration services
at the commercial register by introducing a 10 %
discount on the state registration fee for
registrations done entirely online.

In 2011, the average time needed to obtain operating
licences in Europe was 67 days (figure 2.13). In
Spain, Malta, Cyprus and Bulgaria it still takes longer
than the three months recommended by the
Competitiveness Council.

2.3.3.3 Public procurement
The economic significance of public procurement in
Europe is considerable. Every year, around one fifth
of EU GDP is spent by different levels of government
(central and sub-central) to procure goods, works and
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Figure 2.14: Government procurement as a driver of business innovation
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Based on replies to the question: ‘Has your company been involved in the public procurement of innovative solutions since January
2011?’

Source: Flash Eurobarometre 394.

services. (123) This volume offers tremendous
potential to drive innovation. Procurement that
promotes innovation not only helps to drive
modernisation of the public sector but can also create
a strong market pull for business innovation and the
marketing of innovative solutions.
Almost one in five companies (18 %) have won at
least one public procurement contract since January
2011, whereas only a small proportion of companies
(6 %) have been involved in the public procurement
of innovative solutions. (124) Slovakia (12 %),
Luxembourg (11 %) and Italy (10 %) are the only
countries where at least one in ten companies has
taken part (figure 2.14). In Romania and Estonia only
1 % of companies have been involved in the public
procurement of innovative solutions.
E-procurement portals have been set up in a number
of Member States, but the take-up of e-procurement
can still be low or negligible. This is particularly the
case in Spain, Luxembourg and Slovenia. On the
other hand, a number of Member States have taken
steps to make e-procurement mandatory. They
include Spain, Luxembourg and Malta. Other
Member States need to implement such services fully
or improve them further: they include France, the
Netherlands, Romania and Slovakia.

Policy example: Innovative competition for
transport infrastructure in Sweden (125)
Sweden launched an innovation competition to
foster the development of new solutions for more
efficient use of transport infrastructure. This led to
14 companies tendering initially, of which several
were
awarded
contracts.
Launch
and
commercialisation of the finished solutions is
planned for autumn 2014.

The total cost of public procurement in Europe is also
substantial — it is estimated at about 1.4 % of
purchasing volume — with 75% of this falling on
business. (126) It is therefore essential that public
authorities manage the procurement process
efficiently to minimise the costs for tenderers and
avoid late payments.
Late payments by public authorities can cause
financial problems and uncertainty for suppliers,
particularly small businesses. In the public sector, the
average time it takes public authorities to pay their
bills lengthened between 2008 and 2013 (figure
2.15). In four Member States the time taken is a real
problem: Italy (average of 170 days), Greece (159),
(125)
(126)

(123)
(124)

European Commission, Annual Public Procurement
Implementation Review, SWD(2012) 342 final.
Flash Eurobarometer 394.

http://www.vinnova.se/en/innovationsupphandling/
Projects/ITS-Innovation-Stockholm-Kista/
PwC, London Economics, and Ecorys (2011), Public
procurement in Europe: cost and effectiveness, Study
prepared for the European commission, March 2011.
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Figure 2.15: Payment times of public authorities in days
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Spain (155) and Portugal (133). In all of these
countries, except Portugal, the situation has worsened
considerably since 2008. However, there have
recently been improvements following the entry into
force of the EU Late Payments Directive.

2.3.3.4 Tax compliance
Firms spend a considerable amount of time and
money dealing with tax administrations. An efficient
tax system should reduce the tax burden by

minimising both tax compliance costs for businesses
and the cost of the tax administration itself.
The indicator ‘time needed to comply with tax
returns’ compares the average time it takes to
complete returns for three major types of taxes (figure
2.16). In 2013, companies spent an average of 193
hours per year preparing, filling and paying the
corporate income tax (40 hours), labour tax (93
hours) and consumption tax forms (60 hours). This
was almost 20 % less time than they had spent in
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Figure 2.16: Time needed to comply with tax returns, in hours
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Source: Adapted by the European Commission based on the World Bank Doing Business Report (2009, 2014).
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2008. There are big differences in the burden imposed
by the three taxes – in a given Member State it may
be very light for one tax but very heavy for the others.
Finland, the Netherlands, Spain, Slovakia, Poland, the
Czech Republic and Bulgaria managed to
considerably reduce the time it takes to complete the
tax returns. However, Bulgaria and the Czech
Republic still perform very poorly against other EU
Member States, with 454 and 413 hours needed,
respectively. In Slovakia, tax compliance has been
made more difficult by new obligations on companies
introduced in the context of the fight against fraud.
These require VAT returns to be filed and the
minimum rate of income tax to be paid even when
losses are incurred.
The main way in which tax compliance time has been
reduced in recent years has been the introduction of
some form of electronic system for filing returns.
This is the case in a number of Member States
including the Czech Republic, Germany, Croatia,
Poland, Romania, Slovenia and Slovakia. Romania
has made it easier for companies by reducing the
frequency of corporate tax payments from quarterly
to twice a year.

2.3.3.5 Trade facilitation and customs
administration
The efficiency of import and export procedures
directly affects the competitiveness of the Union’s
trading activities. Excessive administrative burden,
delays and costs related to trade are significant
impediments for businesses, particularly SMEs. The
increasing globalisation of trade, the development of
new markets and changes in the methods and speed of
the movement of goods require customs
administrations to re-engineer procedures and
processes to optimise their efficiency and
effectiveness, make them simpler and reduce the
costs of customs compliance for economic operators.
In 2013 it took an average of 11.8 days to export
something from the EU, 7 % less than the 12.7 days
needed in 2008 (figure 2.17). The export time is
shortest in Denmark, Estonia and Cyprus (6–7 days)
but above the EU average in 11 Member States. It is
longest in Bulgaria, Italy and Croatia (20–18 days)
but this is still just below the world average of 21.8
days.

Figure 2.17: Time needed to export
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Measured in calendar days, starting from the moment the process is initiated and runs until it is completed. If a procedure can be
accelerated for an additional cost and is available to all trading companies, the fastest legal procedure is chosen.

Source: World Bank — Doing Business Report (2008, 2014).
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Source: World Bank — Doing Business Report (2008, 2014).

Greece, Slovenia and Slovakia recorded the biggest
improvement over the last five years (77-80 %
reduction in the export time). Of the four components
of trade covered by this indicator — document
preparation, customs clearance and technical control,
port and terminal handling, and inland transport —
the two biggest obstacles for exporters in lowperforming Member States are document preparation
and port and terminal handling, due to the
administrative burdens they impose and poor
infrastructure. This shows the areas where
improvement is needed.
The average cost of exporting a 20-foot container
from the EU in 2013 was USD 1034, just 0.5 % less
than the USD 1040 it cost in 2008 (figure 2.18). The
cost fell in only eight Member States, with the biggest
reductions in Slovenia (30 %) and Bulgaria and
Hungary (both 15 %). It rose in 15 Member States,
and most in Poland, Romania, the Czech Republic
and Spain (by 16 –11 %). The cost of exporting is
highest in Slovakia, Romania and Luxembourg (45 –
37 % above the EU average).
The two biggest obstacles for exporters in lowperforming Member States are the costs of inland
transport and handling of document preparation. The
costs stemming from inland transport range from only
USD 150 in Latvia to 925 in Slovakia.
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For document preparation the costs range from USD
200 in Latvia to 410 in Romania. This shows that
much remains to be done to reduce the administrative
hurdles and ‘red tape’ that lead to excessive costs and
delays in exports, penalising the entire economy. (127)
In an effort to reduce administrative burdens
associated with cross-border trade, Croatia has in
recent years improved its physical infrastructure and
information systems and streamlined customs
procedures for exports. The Czech Republic, Greece,
Hungary and Spain have allowed electronic
submission of customs declarations and other
documents for import and export. In addition, the
Netherlands has introduced a web-based system to
accelerate cargo release at port terminals, while
Portugal has introduced a ‘one-stop’ online window
for port procedures.

(127)

Cutting the time it takes to move cargo from production line
to ship by 10 % increases exports by 4 %, all other things
being equal. (Djankov and Pharm, 2010, cited by World
Bank Doing Business Report 2014).
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Figure 2.19: Time needed to enforce a contract in days
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Source: World Bank — Doing Business Report (2009, 2014).

Policy example: Centralised information system
in Austria
In Austria, a project is under way to switch from
the current 14 trade registers at three levels of
government to a single register based on a
centralised information system known as GISA.
This will streamline procedures for registering
trade activities as well as data exchange between
public administrations. Its full launch is planned
for 2015.

2.3.3.6 Effective national justice systems
The quality, independence and efficiency of justice
systems are crucial for competitiveness. Securing
property rights, timely and correct resolution of
business disputes, insolvencies, commercial claims
and labour disputes, and swift enforcement of
decisions EU-wide are all important elements of a
business environment conducive to growth, risktaking and investment. That is why since 2012 the
improvement of the quality, independence and
efficiency of judicial systems has been a priority for
the European semester.
Enforcing contracts
In 2013, it took on average 565 days to enforce a
contract in the EU, 3.5 % longer than in 2008 (figure
2.19). Enforcement time in Poland and Slovenia was

significantly shorter than five years earlier, while it
lengthened most in Greece and Latvia. The length of
time it takes to enforce contracts remains a major
problem in Greece (1300 days), Slovenia (1270) and
Italy (1185). Of the three components covered by this
indicator — filing and service, trial and judgment,
and enforcement of the judgment — the last two
elements are the most time intensive. In Lithuania,
where the time needed to enforce contracts is the
shortest in the EU, the trial and judgment and the
enforcement of the judgment require 170 and 90 days,
respectively. In Greece, the corresponding periods are
1 120 and 120 days.
As regards costs, enforcing contracts in the EU in
2013 cost an average of 21.5 % of the claim, 0.45
percentage points more than in 2008 (figure 2.20).
Italy (-6.8 p.p.) and Slovenia (-5.9 p.p.) saw the
biggest cost reductions since 2008. By contrast,
significant increases were recorded in Romania (+9
p.p.), Latvia (+7 p.p.) and Estonia (+5 p.p.).
Enforcing contracts is most expensive in the United
Kingdom (39.9 % of the claim), followed by Malta,
the Czech Republic and Sweden (35.9 %–32.2 % of
the claim). A comparison between the countries with
the highest and lowest costs shows that lawyers’ costs
and court costs are the main burden. Reducing these
costs is both necessary and possible, as Italy has
shown. Since June 2012 it has reduced lawyers’ fees
by more than any other country in the world. (128)

(128)

World Bank Doing Business Report (2014).
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Figure 2.20: Cost of enforcing a contract (% of claim)
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Resolving insolvency

remains a challenge in Slovakia (4 years), Greece (3.5
years), Bulgaria and Romania (both 3.3 years).

It takes an average of two years to resolve insolvency
in the EU (figure 2.21). While the EU average has
remained unchanged since 2008, the Czech Republic
(-4.4 years) and Latvia (-1.5 years) have made
resolving insolvency much faster, while in Greece it
has become slower (+1.5 years). The improvement in
the Czech Republic is mainly due to the insolvency
law adopted in 2008, which has allowed the
streamlining of liquidation and reorganisation
proceedings. The time it takes to resolve insolvency

As the crisis has shown, effective insolvency regimes
that allow debtors and creditors to find solutions
through fast and cheap procedures, including out-of–
court mechanisms, are particularly important for wellfunctioning economies. Such reforms have been
started in a few Member States, in particular in the
areas of out-of-court restructuring (Croatia) and the
rights of creditors (Italy). However, their effects will
become apparent only in the coming years.

Figure 2.21: Time needed to resolve insolvency
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The effectiveness of the national justice system is a
challenge in several Member States, as highlighted by
the 2014 EU Justice Scoreboard. (129) To improve the
quality, independence and efficiency of the justice
systems, various reforms of the national justice
system are being implemented in Member States. In
the framework of the European Semester, the Council
of the EU on the proposal of the Commission adopted
country-specific recommendations in the area of
justice for the following Member States: Bulgaria,
Spain, Croatia, Italy, Latvia, Malta, Poland, Portugal,
Romania, Slovenia and Slovakia. (130)

Member States’ strategic, budgetary, regulatory and
implementation capacities are highly heterogeneous.
Medium-term budgetary frameworks are in place in
all but two Member States, but their properties vary
significantly. A large majority of Member States
undertook further measures to improve fiscal
governance in response to the recent EU’s
requirements on domestic budgetary frameworks. In
terms of government investment – that is deemed to
be growth-enhancing – the EU-13 countries tend
cluster at the top end of the ranking due to the
dynamics of ‘catching up’, but the country ranking is
quite different in terms of productive spending.

2.3.4

The data shows a mixed picture in terms of strategic
and implementation capacity. While a large majority
of Member States improved their performance on
strategic-policy making, implementation needs
improvement in a number of countries. A few
countries show a marked deterioration in these areas
over the last five years.

Conclusions

Analysis by three dimensions and 21 indicators…
Indicators of ‘governance’, ‘capacities’ and
‘business-friendly design’ shed light on how fit for
purpose are Member States’ public administrations
when it comes to promote growth and competiveness.
Governance
The scoreboard shows that, on average, government
effectiveness has not improved much across the EU
over the past five years. The situation remains
worrisome as regards corruption, with the data
showing a worsening trend across the EU in terms of
diversion of public funds and irregular payments and
bribes. There is a visible difference between the EU15 and EU-13 groups of countries, but with a large
variation within these groups. Some of the countries
most affected by the crisis saw government
effectiveness and rule of law worsen significantly
already before the crisis hit. Several Member States
continue to face particular challenges with regard to
the overall effectiveness of their administrations and
the capacity to enforce anti-corruption rules. These
Member States are defining, adopting or
implementing measures for improving the quality of
the public service, policy formulation and
implementation. It is too early to assess the effects of
these reforms.
Capacities

(129)
(130)

http://ec.europa.eu/justice/effectivejustice/files/justice_scoreboard_2014_en.pdf
http://www.consilium.europa.eu/special-reports/europeansemester/documents-in-2014

Impact assessments of new regulations are being
applied by all Member States, but the depth of the
regulatory assessment, the methodology used and the
content vary across countries. Comprehensive
assessments of the various type of impact (including
on competiveness) and quality control mechanisms
are in place only in a few Member States.
Business-friendly design in key areas
The administrative burden on firms depends on the
number of procedures and steps, involved institutions,
time taken, costs and responsiveness of public bodies.
Predictable, rapid and cost-effective interaction with
the public administration is vital for productivity and
growth.
Most of the Member States have ‘e-enabled’ some
government services for businesses, but in most cases
the provision of more advanced services is lagging
behind. Data show important disparities in the usercentricity of e-government services for starting up a
company and for regular business operations within
and among Member States. Countries that score high
on one dimension do not necessarily score well on the
others. There are Member States that perform very
poorly with regard to the usability of services
available online and the availability of key-enablers.
Improving e-government services further is also a
challenge for some countries that currently have
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average systems. Points of single contact have been
established in all Member States, but their efficiency
and effectiveness varies.
Starting a company and obtaining operating licences
has been made easier across the EU. The average
time to start a company has been more than halved
over the past five years, but it is still more than the
target of three days in ten Member States. The cost of
starting a business has been cut by almost one third,
but it remains high in some countries.
Public procurement is more and more used to
promote innovation. In some Member States, the
management of the public procurement process – i.e.
the efficiency of procedures and payment duration –
could be improved.
The average time it takes public authorities to pay
their bills lengthened between 2008 and 2013, but
there have recently been improvements following the
entry into force of the EU late payments Directive.
Tax compliance burden has been reduced in recent
years, but there are still big differences depending on
the type of tax. A number of Member States have an
excessive burden that adds to trade delays and costs.
Document preparation and port and terminal handling
are among the major obstacles in low-performing
countries. Enforcing contracts and resolving
insolvency, on average, have not improved much
across the EU over the past five years.
…show that much remains to be done
The challenges require that public administrations
enhance their capacities, commit unequivocally to
implement agreed policies, have a clear performance
orientation and a systematic approach to innovation,
provide user-friendly services and adopt a culture of
continuous improvement.
Building responsive public administrations requires
re-engineering of processes for efficiency and
effectiveness, simplification and reducing the costs of
compliance. It is essential to make use of the
opportunities provided by information technology to
enable change. This would entail from processing
documents to sharing data, with comprehensive egovernment services designed and delivered in a
customer-centric manner.
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3 Country chapters
3.1 Belgium

Belgium

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

Labour productivity per hour worked (EU-27=100; 2013)

latest available -5 years
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

latest available
EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.1.1: Manufacturing sectors (GVA at basic prices) - Belgium
Metals
14,02%
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2012
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leather
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Other
5,06%

2007

Food, beverages and
tobacco
15,81%

Chemicals, pharma,
petroleum, minerals and
rubber
32,90%

Source: Eurostat

3.1.1

Introduction and performance

Belgium is specialised in capital-intensive industries,
and sectors with medium to high educational and
innovation intensity, such as chemicals, petroleum,
and textiles. Over the last five years the country has
become more service-oriented than the average EU
economy, both in terms of value added and
employment.

To restore competitiveness to the economy as a
whole, two objectives need to be achieved: improving
cost competitiveness in critical industries and creating
conditions favourable for business growth, i.e.
conditions
that
encourage
investment
in
infrastructure, human capital, mobility, and research
and innovation, in particular with support for
commercialisation.

3.1.2
In response to relatively fast wage growth,
manufacturing companies have increased their valueadded deflator, causing real output growth to fall and
thus also affecting employment. To contain the wage
handicap that the country suffers relative to its
neighbours, the Belgian authorities have made
increasing use of various types of wage subsidies
over the past decade. Although these have had a not
insignificant effect in some industries, the focus on
job creation has led to a significant proportion of this
type of support being directed towards domestic and
not-for-profit sectors.
Trends in productivity have varied significantly
across industries in recent years, as a result of which
the relative unit labour costs vis-à-vis Belgium's main
trading partners are also very different in the various
sectors. Most manufacturing industries, and in
particular textiles, chemicals, electrical equipment
and car manufacturing, have suffered a sizeable
competitiveness loss over the last five years due to
higher unit labour costs.

Small and medium-sized enterprises in Belgium have
better than average access to finance compared to
other EU countries. They also continue to enjoy
easier access to public financial support than do many
of their European counterparts. (131) In 2013,
however, conditions became slightly more difficult,
despite the many policy measures introduced to
improve access to finance in recent years. However,
its main European trade partners have made progress
in this area. (132)
SMEs rely on bank loans as their main source of
external financing, with loans to SMEs making up a
higher than average proportion of the loans to nonfinancial corporations. The flow of venture capital to
early-stage investments has reduced by half, but
remains above than the EU average.
A significantly higher proportion of SMEs in
Belgium than in the EU on average reported having
(131)
(132)
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Small Business Act fact sheet 2013, Sub-index on access to
equity finance 2012.
SME Access to Finance index 2012.

Belgium

loan applications rejected or suffering from
unacceptable lending conditions or difficulties in
accessing public sector support programmes. The
long delays in receiving payments from the public
sector have, however, decreased significantly in
recent years. (2)
The three regions have addressed these issues by
widening the scope of the funding and guarantees that
they offer. The Flemish Government has a fund (133)
specifically designed to finance spin-offs from
research activities. The government also provides
guarantees for businesses making it easier for them to
obtain lines of credit from banks. The SME wallet, a
support programme managed by the Flemish
authorities, finances advice and training, including
updating technological knowledge. (134) The Walloon
government offers support to SMEs, (135) including
an automatic mix of bank guarantees and co-funding
to support start-ups and micro-enterprises. Another
scheme offers subordinated loans to SMEs to partfinance specific innovation projects. (136)
The large number of financial support schemes in
place makes it difficult for SMEs to navigate their
way through the complex subsidy landscape, which
may explain the relatively low take-up of public
support by innovative SMEs. In view of this, there is
scope to further rationalise existing schemes and to
reduce the administrative workload involved in
applying for this type of support.

3.1.3

Innovation and skills

As ‘innovation follower’, (137) Belgium’ performance
in this area is above the EU average. (138) The criteria
on which it scores particularly highly include joint
international
scientific
joint
publications,
collaboration amongst innovative SMEs and publicprivate joint publications. Recent trends, however,
show its rate of improvement to be significantly
below the EU average. This is mainly due to a a
(133)
(134)
(135)

(136)
(137)
138

( )

Spin-off financieringsinstrument, SOFI.
http://www.pmv.eu/en/services/sofi
http://www.ewi-vlaanderen.be
La Société Wallonne de Financement et de Garantie des
Petites et Moyennes Entreprises, SOWALFIN and its
subsidiaries like SOCAMUT (La Société des Cautions
Mutuelles de Wallonie) and Novallia.
http://www.kammco.be/fr/actualites/financement-tpe--produit-mixte-automatique-de-la-socamut.htm
http://www.novallia.be/fr/index.html
The second-ranked group in the Innovation Union
Scoreboard.
Innovation Union Scoreboard 2014.

reduction in expenditure on non-R&D innovation, the
relatively low level of sales of new innovations as a
proportion of turnover, and to a lesser extent, the
relatively small number of fast-growing innovative
firms.
Belgium appears to be broadly on track to meet its
target of increasing investment in R&D to 3% of
GDP by 2020. R&D intensity (139) has been
increasing since 2005, thanks to growth in both
public and private investment (with public sector
investment increasing from 0.56 % of GDP in 2005 to
0.70 % in 2012, and investment by businesses
climbing from 1.24% to 1.52%). Private investment
in R&D is concentrated mainly in high-tech sectors,
in particular pharmaceuticals, with medium-tech
industry accounting for the next-largest part.
The increase seen since 2005 in the intensity of
private R&D has, in part, been driven by the
particularly notable growth of R&D expenditure in
pharmaceuticals and services. Between 2005 and
2011, expenditure in these sectors increased as a
proportion of the total from 25% to 31% in
pharmaceuticals and from 17% to 21% in services.
Between 2007 and 2011, R&D intensity also
increased in most other manufacturing sectors.
The pharmaceutical sector is playing a particularly
important role in Belgium’s economy. At the same
time, in recent years, many other sectors have
benefited from knowledge-intensification of the
economy and, to a certain extent, from a widening of
the innovation base. There is still progress to be made
in this area. In 2011, 43% of private R&D
expenditure was concentrated in large firms (over
1000 employees) – only a small change from 46% in
2002.
The challenge is therefore to speed up its transition
towards a more knowledge-intensive and innovationbased economy by fully exploiting the strengths of
the research and innovation system, in particular by
ensuring that the results of R&D in fact lead to
innovative products and services coming onto the
market. In particular, the quest for more fast-growing
innovative firms (140) would be supported by better
business clusters, and more favourable conditions.
There is potential in particular in the service sector
that is growing at a faster rate than manufacturing.
(139)
(140)

Investment as a percentage of GDP.
Research and innovation performance in 2013, Country
Profile Belgium, European Commission.
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Belgium has already taken important steps towards
achieving the transition described above: It has
adopted a diversified smart specialisation strategy and
is taking a leading role in the Vanguard Initiative (see
section 1.4.2), extended the support offered to
creative and green industries, and is directing efforts
towards strategic innovation that will help industries
to adapt to the changing markets.
Initiatives to steer private investment have been taken
at all levels of government, particularly with the aim
of better aligning investment in research and
innovation with policies to support exports and
encourage firms to integrate into international value
chains. At regional level, schemes offering support
for carrying out research tend to be fragmented and
are being criticised by businesses as complex and
time-consuming Although Belgium remains an
attractive location for R&D investments e.g. due to its
tax incentives, the sectoral disinvestment has also
reduced the overall level of RDI investment. (141)
Labour market rigidities have led to evident skills
shortages
in
high-qualification
jobs
and
unemployment among lower-qualified job-seekers.
Shortages of skilled professionals in technical
occupations and growth sectors are hampering the
efforts to improve the innovation performance of the
Belgian economy. Adult participation in lifelong
learning remains below the EU average, in particular
for older and low-skilled workers. While the
coordination of various sub-federal actors responsible
for education, training and employment is improving,
further efforts would be beneficial.
The government has taken initiatives to increase the
number of science, technology and mathematics
graduates, and this has led to some improvement
recently. Despite this, Belgium continues to be below
the EU average. (142)

3.1.4

Energy, raw materials and
sustainability

The high level of energy use in industry, combined
with the poor energy efficiency of households, make
the economy highly energy-intensive. The production
of metals and chemicals represents a fifth of the total

value added in industry, but accounts for almost twothirds of final industry energy consumption.
The high emissions intensity is mitigated by the high
proportion of nuclear energy production in the
country. A government plan from July 2013 provides
a framework for phasing out nuclear energy, ensuring
the security of electricity supply and increasing
interconnection capacity. Uncertainty as to the future
availability and cost of energy remain real concerns
for businesses, however. (143)
Strategies to reduce prices, such as conducting a
review of the price indexation mechanism and
increasing market transparency, are mainly directed
towards the consumer market. The planned
regionalisation of electricity distribution tariffs has
added to the uncertainty surrounding the future
changes in distribution costs for end-users. At
regional level, measures have been taken to support
cogeneration in order to reduce costs for energyintensive industries and advice and support is also
being provided for SMEs.
In order to achieve its targets for reducing greenhouse
gas emissions, Belgium needs to take further action to
make road transportation more environmentally
friendly. (144) Traffic congestion at peak times
constitutes a major problem in Belgium, in large
towns and cities and on the main routes between
urban centres.

3.1.5

Belgium’s main exports are low and mediumtechnology goods, which are subject to greater price
competition than high-tech goods. Over the past
decade, the country has increasingly specialised in
intermediate goods. Total exports of goods and
services have been growing at a lower rate than have
exports from the euro area as a whole, and only a
relatively small increase has been seen in exports of
high-tech goods.
The range of destinations for exports is, however,
becoming increasingly diverse. In 2013, neighbouring
(143)

141

( )
(142)
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Idem.
In-Depth Review, Macroeconomic Imbalances, Belgium
2014.

Access to markets, infrastructure
and services

(144)

Benchmarking study of electricity prices between Belgium
and neighbouring countries, Deloitte and Touche 2013.
See the Country-Specific Recommendations for Belgium,
http://register.consilium.europa.eu/doc/srv?l=EN&f=ST%20
10772%202014%20INIT
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countries were still the main destination for Belgian
exports of goods and services, but the proportion of
exports going to the larger emerging markets has
continued to grow. Belgian exporters have also
benefited indirectly from new markets through
exports to Germany. (145)
Increasing the competitiveness of its goods exports
remains a challenge for Belgium and the increase in
exports in services was not sufficient to compensate
for the loss of market share seen in exports of goods.
Further, the administrative costs for exporting are
considerably higher in Belgium than in many other
EU countries. (2)
On the other hand, however, exporting firms benefit
from the highly-developed support mechanisms
available to them, such as the financial and
commercial guarantees offered by the public credit
insurance scheme, and the government-supported
international networking initiatives. These are
directed towards particular markets and sectors, on
the basis of a prior analysis of the needs and
commercial opportunities available.
Prices for goods and services are generally higher in
Belgium than in other Member States, due to
operational restrictions and yet unresolved obstacles
to competition in the retail sector. (146) The planned
regionalisation of regulations on setting up businesses
provides an opportunity for lowering barriers to entry
but the risk of market fragmentation needs to be
actively managed.
Regulation of the provision of professional services
continues to be excessive, in particular in the areas of
legal, accounting and architectural services. A new
competition authority was established in September
2013, replacing the old competition council. Despite
the increase in its budget, the authority remains small
compared to competition authorities in similar size
countries. (147)
The quality of transport infrastructure has been
continually deteriorating over the past two decades.
The Belgian authorities are trying to address the
problems by investing more, in particular in the road
network in Flanders, in the regional rail network
(145)
(146)
(147)

http://www.abhace.be/en/statistics/buitenlandse_handel_belgie/
OECD Product market database.
Commission Staff Working Document, Assessment of the
2014 national reform programme and stability programme
for BELGIUM, SWD(2014) 402 final.

around Brussels, in multimodal transport systems in
Wallonia, and in systems to improve the coordination
of public transport between the different providers.
The markets for rail and air transport continue to
function inefficiently. The regulator responsible for
the main airports is not fully independent. Further,
Belgium has not yet opened up its domestic rail
passenger market to competition and the punctuality
and reliability of railway services remain a concern.
The use of mobile broadband is increasing in
Belgium, but the country still has one of the lowest
penetration rates in the EU. The adoption of the
telecommunications law in 2012 which simplified the
procedure for switching providers has reinvigorated
the Belgian mobile telephony market. (148)

3.1.6

Public administration and business
environment

The size of the public sector relative to the economy
has further increased. Public services are generally
perceived as being effective and of good quality,
although administrative obstacles remain an
issue. (149) Greater efforts are being made at the
federal and regional level with the aim of ensuring
that the government is able to meet its payments as
they fall due.
The use of information technologies and innovative
tools in public administration remains limited
compared with private firms. (150) A number of issues
were encountered introducing evidence-based tools
into public sector practices, leading into delays.
These problems are now being addressed. (151) At
regional level Belgium needs to implement the SME
test as part of assessing the impact of regulations.
The generally low level of bureaucracy masks the
negative effect that ‘red tape’ is in fact having in
areas critical for competitiveness. (152) The main
issues are linked to entrepreneurship, and high startup and licensing costs.
(148)
(149)
(150)
(151)
(152)

Digital Agenda Scoreboard 2013.
Public Sector Innovation scoreboard 2013? European
Commission.
Compétitivité de la Belgique 2012.
Excellence of Public Administration for Competitiveness in
the EU Member States 2012.
Complexity of regional support schemes and employment
subsidies, costs of export documents, administrative burden
in taxation, employment and environment, weaknesses in the
justice system, lack of coherence in immigration policy.

81

Country chapters

Figure 3.1.2: Overall profile of public administration - Belgium
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Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

The lack of entrepreneurial ambition has been a
problem for some time. The three regions have taken
significant action to promote entrepreneurship and
these have delivered positive results. Further research
is however needed to identify the underlying causes
of this issue, and to achieve a change in attitudes,
especially among young potential entrepreneurs, a
long-term policy push is most likely needed.
The regional governments have lunched a number of
initiatives to simplify the granting of building permits
and for registering property. Belgian law continues to
require businesses to have relatively high minimum
level of paid-in capital. Legislation remains complex
in the areas of tax and social security, but noticeable
improvement has been seen in environmental
legislation. Simplification of the tax system would
benefit the business environment, in particular by
increasing transparency and reducing compliance
costs.
The current tax system places a high tax burden on
labour, while environmental taxes remain low. In
view of this, there is reason to believe that shifting
taxation to less growth-distortive tax bases would
support economic growth and employment while at
the same time having a positive effect on the
environment.
Belgium remains an attractive destination for foreign
investment, as demonstrated by the increase in
foreign capital in the economy and in the retained
earnings of foreign corporations, which have grown
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from 114% of GDP in 2005 to 153% in 2012. The
average number of jobs created by foreign investment
is, however, only half of that in other EU countries.
(153)

3.1.7

Conclusions

During the period under review, Belgium has lost
ground because of low productivity growth, loss of
cost competitiveness, specialisation in low and
medium-tech goods, and geographical orientation
towards neighbouring countries.

(153)

http://www.nbb.be/belgostat
Ernst and Young Barometer of Belgian attractiveness.

Belgium

Belgium will need to address a number of issues to
increase its competitiveness. To restore cost
competitiveness, it needs to keep growth in real
wages in line with labour productivity and to address
uncertainties in the energy market. The authorities
could also take steps to further improve the
attractiveness of the business environment, in
particular by investing in transport and energy
infrastructure,
simplifying
and
rationalising
administrative procedures, reducing the burdens on
businesses, and continuing to invest in innovation in
the public sector.
To restore non-cost competitiveness, and accelerate
the transition towards a more knowledge-intensive
economy, Belgium has further scope to do more to
address the skills mismatch, to make technical careers
more attractive, and to promote financing of research
and innovation across a wider range of sectors and
firms. In addition, it could encourage the
commercialisation of innovative products and
services, and continue to promote on industrial
regeneration in order to boost productivity by
exploiting new sources of growth.

83

3.2 Bulgaria

Bulgaria

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

N.A.; N.A. (2008)

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and
services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)

N.A.; N.A. (2008)

SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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N.A. (2007)

N.A. (2008)

EU latest available
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Bulgaria

Figure 3.2.1: Manufacturing sectors (GVA at basic prices) - Bulgaria
Electronics, electrics and
machinery
13,76%

Textiles, apparel and
leather
13,60%
Wood, paper and printing
5,56%

Cars and transport
3,46%

Metals
14,08%

Other
7,70%

2007
2012

Chemicals, pharma,
petroleum, minerals and
rubber
18,98%

Food, beverages and
tobacco
22,86%

Source: Eurostat

3.2.1

Introduction and performance

Bulgarian industry is still characterised by low
productivity and a low level of innovation. Doing
business has become slightly easier, but Bulgaria’s
improved ranking on this score (to 58th from 66th in
2013), (154) mostly due to a decline in other countries’
performance.
Although Bulgarian companies enjoy a fixed 10% flat
tax rate, they still underinvest in research and
innovation. The tax incentive seems not to have
increased investment in these activities. In recent
years, economic growth has been hampered by
political instability due to early general elections and
three governments. The risk of political instability
remains. (155)
The Commission’s 2014 spring forecast (156) for
annual growth was 1.7% in 2014 and 2.0% in 2015.
Economic growth has not yet recovered to pre-crisis
levels. Prices are forecast to fall by 0.8% in 2014.
Private consumption fell by 2.3% in 2013 after a
3,7% rise in 2012. This was partly compensated by
public consumption growth of 2,5% in 2013 (after a
0,5% fall in 2012).
The economy depends on gas imports from Russia.
Manufacturing accounted for 22.3 % of the gross
(154)
(155)
(156)

Doing Business 2014, “Understanding Regulations for Small
and Medium-sized Enterprises”, The World Bank and
International Finance Corporation.
Several motions of no-confidence were discussed.
http://ec.europa.eu/economy_finance/eu/forecasts/

value added, and construction 9.7 % in 2013. (157)
The production of medium-high technology sector
has been growing relatively robustly (3.8% on
average) between 2005 and 2011 (158). However, the
increase in high-tech has been weaker (1.9 %). (159)
The share of chemicals and pharmaceuticals,
classified as a high value-added sector, shrank from
22.0 % (2008) to less than 15.7 % (2011), whereas
metals, which account for a large proportion of
primary raw material exports increased from 11.5%
(2008) to 17.6% (2011).

3.2.2

Access to finance and investment

The payment of arrears by public authorities
improved in 2013, partly through the implementation
of the late payments directive. The 2013 budget
provided for arrears of EUR 67 million to be paid.
(160) In addition, since July 2013 the 30-day limit for
refunding is checked monthly, which has reduced
delays. (161)
Bulgaria’s ranking for obtaining credit improved by
12 places (to 28th in 2014 from 40th in 2013), while
(157)
(158)

(159)
(160)
(161)

Eurostat 2014..
Eurostat – Statistics in focus, 1/2013, High-technology and
medium-high technology industries main driver of EU-27’s
industrial growth:
http://epp.eurostat.ec.europa.eu/cache/ITY_OFFPUB/KSSF-13-001/EN/KS-SF-13-001-EN.PDF
Decrease in low-tech (-1,4% while for EU-27 it was only 0,7%).
As modified by the National Assembly on 25/7/2013. On 30
June 2014 the remaining arrears were EUR 170 million.
2014 Revision of National Reform programme – Europe
2020, Ministry of Finance, April 2014.
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its legal rights index rose by 1 point to 9 out of 10,
and the coverage of the public credit registry
increased from 56.3% of adults to 61.0%. (162)
The government has emphasised the need of the
banking sector to play a more active role to help firms
access European funds. (163) Already the loan
guarantees of European structural funds have helped
small and medium-sized enterprises (SMEs) to
improve their access to bank lending.
Bulgaria performs better than the EU average on the
banks’ willingness to provide loans, with only 10.4 %
of respondents indicating a decline in 2013 against
24.6 % for the EU as a whole. (164)
However, the banking sector has problems with SME
lending, as loan losses are relatively high. (165) In
addition, venture capital investments are almost nonexistent. (166) Venture capital investments (supported
by EU structural funds) have helped to kindle
entrepreneurial activity, in particular in information
and communications technology. There is potential to
further expand venture capital investments, including
to other high-growth sectors.
Despite many encouraging signs, overall bank
lending to the economy has not increased, and
effective policies have not been implemented. At the
same time, many SMEs do not consider commercial
banks as their main source of finance and work
mainly on the basis of own capital. There are few
alternative financing instruments available, and
further development of business angel and venture
capital financing is needed.

3.2.3

Innovation and skills

There are many innovative SMEs active in
manufacturing and in knowledge-intensive services
although they have not been able to increase their
share of the economy’s gross value added. Bulgaria’s
(162)
(163)
164

( )
(165)
(166)
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Doing Business 2014.
Council of Ministers, 29/5/2014:
http://www.government.bg/cgi-bin/ecms/vis/vis.pl?s=001&p=0213&n=778&g=
Eurobarometer on Access to finance (2013),
http://ec.europa.eu/enterprise/policies/finance/files/2013smes-dema_en.xlsm
European Payment Index 2013, White paper, Intrum Justitia
EVCA, Eurostat (2012),
http://epp.eurostat.ec.europa.eu/tgm/download.do;jsessionid
=9ea7d07d30dbf98df67298c14d2fbfcba2b3869471d5.e34M
bxeSaxaSc40LbNiMbxeNb38Se0?tab=table&plugin=0&lan
guage=en&pcode=tin00141

innovation performance increased until 2010 but has
been falling since. Its performance relative to the EU
has declined from 44 % in 2011 to 33 % in 2013. (167)
The share of SMEs introducing product or process
innovations, and marketing or organisational
innovations, and of employment in fast-growing
innovative firms, is well below the EU average.
Cooperation between research institutions and
businesses could be considerably improved.
Innovation activities, including patent registration,
lack support. European and public funding is being
channelled to a technology park project that aims to
facilitate technology transfer.
To improve the skills base, a national coalition for eskills has been launched, with support from
businesses. (168) Further, in a strategy for developing
higher education from 2014 to 2020, published for
discussion, the government indicated a need for a
better match between the needs of the labour market
and education, particularly university education. (169)
Provision of higher education is being updated with
European Social Fund support, involving 50 higher
education institutions. The goal is to introduce new
specialisation programmes that better match business
needs, revising bachelor degrees to combine general
content with practical training. However, the number
of universities is high in relation to the total
population, and in many cases their provision of
degrees does not seem to evolve in line with labour
market needs.

3.2.4

Energy, raw materials and
sustainability

The economy is the most energy-intensive in the EU,
with low energy and resource efficiency. The
government is reviewing alternatives to energy
imports from Russia, although Bulgaria has no access
yet to energy supplies from the North Sea or the Gulf
countries. A new-generation nuclear power plant is
being planned. (170) The alternative, adding capacity
(167)
(168)
(169)

(170)

2014 Innovation Union Scoreboard.
http://basscom.melontech.com/
Publication by Ministry of Education and Science for public
comments on 28/5/2014:
http://www.minedu.government.bg/?h=downloadFile&fileId
=5859
A referendum was hold in 2013 with 60,6% of votes in
favour of development of a new nuclear power plant,
however the participation being only 20,22%, it was not
valid (required equivalent to previous referendum
participation rate or 62,53%).

Bulgaria

to existing nuclear plants, has not been introduced
either. The energy infrastructure acts as a brake for
energy imports. Ensuring competition in energy
markets, increasing renewable energy production and
increasing energy efficiency would help to face these
challenges. (171)
The cost to businesses of getting an electricity supply
decreased from 340.7 % of income per capita to
320.0 %, but this was not enough secure a better
ranking than 135th. (172) The number of steps needed
and time they take could be reduced. Requiring
electricity providers to reduce energy consumption by
providing incentives for energy efficiency has
produced results in many Member States and could
be considered in Bulgaria. European structural funds
could be further used to improve the energy
efficiency of buildings and to reduce energy costs.
Construction of a modern water and wastewater
infrastructure for urban areas of more than 10 000
inhabitants also needs to improve. As one of the
services provided by public authorities to businesses,
this forms part of the proposal for the use of
European structural funds. (173)
The government is revising the current waste
management fee system, introducing the polluter pays
principle. Until now fees have been based on firm
size, not on the volume of waste produced. This has
not provided incentives for resource efficiency and
waste reduction.

3.2.5

Access to markets, infrastructure
and services

Bulgarian exports are estimated to have grown again
in 2013, (8.9 %), after falling by 0.4 percentage
points in 2012. The export growth forecast for 2014 is
4.9%. However, slow procedures and the high costs
of exporting deter full use of Bulgaria’s geographical
position as a potential trade hub between the EU and
Eastern Partnership countries, including the Balkans,
Turkey, Russia and Caucasus.

growth as well as fighting tax fraud and tax evasion.
This requires appropriate information technology,
combined with more efficient monitoring technology
and appropriate infrastructure along external borders.
This is crucial as about 28 % of all counterfeit
products that have been prevented from entering the
single market are being confiscated at Bulgarian
borders. (174) It would seem that further efforts are
needed to prevent counterfeit goods entering the EU
internal market.
The conditions for international trade improved in
2013, with less time taken and fewer documents
needed. Bulgaria’s ranking improved from 93rd to
79th. (175) Clear improvement has been made in costs
per container for export, which fell by 11%. This is a
better performance than in Romania, but still behind
Greece or Turkey.
There is a need to improve rail, road and water
transport further, so as to reduce transport costs and
increase efficiency.
The national railways is likely to be reorganised and
partially sold off, because it is unable to repay its
loans. Discussions about details are being held with
foreign operators, without clearly expressed overall
strategy. The effect of all this on railway operations
remains unclear. (176)
The government has chosen improved transport
connectivity and access to markets as one of its
priorities for the European structural and investment
funds. Improvements in regional transport
infrastructure would also help to develop tourism.
(177)

(174)
(175)
(176)
(177)

European Commission.
Doing business 2014.
http://bdz.bg/novina.php?id=2209285
Ministry of Regional Development, draft OP “Regions in
Growth” , May 2014

More efficient and cost-effective customs services
would help to accelerate trade and support economic
(171)
(172)
(173)

See “Assessment of the 2014 national reform programme
and convergence programme for Bulgaria”, SWD(2014)403.
Doing Business 2014.
Ministry of Environment and Water management, May
2014, OP draft ref. CCI 2014BG16M1OP002.
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Figure 3.2.2: Overall profile of public administration - Bulgaria
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authorities

Time to export
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Note:

Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing Business; Intrum Justitia; OECD; World Economic Forum; European Commission

3.2.6

Public administration and business
environment

Efforts to enhance the quality of public
administration continue but the fragmented approach
adopted and a lack of policy commitment have
limited their effectiveness. Implementing proposed
simplification packages and success in making egovernment fully operational and interoperable would
improve the business environment. Currently the
difficulties are considerable, as institutional
shortcomings and lacking administrative capacity
seriously hamper competitiveness. (178)
The government has taken some measures to reduce
the administrative burden and to move towards smart
regulation. However, the overall effectiveness of
government remains well below the EU average. It is
still redrafting rules on conducting regulatory impact
assessments, in particular to assess the likely impact
on enterprises and employment. (179)
Further progress has been made in some areas.
Bulgaria’s ranking for handling construction permits
improved from 123th to 118th, (180) and the number
of procedures involved fell from 21 to 18, while the
cost fell from 294 % of per capita income to 223 %.
Its ranking property registration improved by six
(178)
(179)

88

See “Assessment of the 2014 national reform programme
and convergence programme for Bulgaria”, SWD(2014)403.
Expert group set in February 2014, and seminar on Impact
assessment practices organised on17/6/2014.

places (to 62nd); the number of procedures declined
by one to seven; and processing time fell to 14 days.
In the 2014 country-specific recommendations the
Council (181) urged Bulgaria to improve the quality
and independence of the judicial system and to fight
corruption more effectively as Bulgaria has made
only limited progress in these areas.
Major improvements to help entrepreneurs could be
made in resolving insolvency. A one place rise to
92th position in Doing Business 2014 is most likely
due to a slight improvement in the recovery rate, at
32.6 cents to the dollar, from 31.7 the previous year.
The time taken is still 3.3 years and it still costs 9%
of the estate.

3.2.7

Conclusions

Manufacturing should become more efficient and
shift to products with higher value added, e.g. by
processing rather exporting raw materials, and to
enable genuine synergies between businesses and
research institutions and academia. The level of
innovation in the value chain is low and so is support
for innovation activities, including patent registration.
Stakeholders, including the government, businesses,
and research institutions need to find effective
(180)
(181)

Doing Business 2014.
Council Recommendation on Bulgaria’s 2014 national
reform programme and delivering a Council opinion on
Bulgaria’s 2014 convergence programme.

Bulgaria

mechanisms to agree on priorities, coordinate the
required policies, and take action on education, on
supporting innovation, and on research priorities to
steer the economy towards activities with higher
value added.
Due to insufficient administrative capacity, progress
in improving public administration has been slow,
and in some areas non-existent. The government has
identified full introduction of e-government services
as the key to reducing the administrative burden on
companies and the public; those already developed
have to become interoperable. However, so far no
results have been delivered.
Local government reform has not progressed and it
seems that central support would be needed in many
areas, in particular for public procurement, and for
building
e-government
services.
Corruption
perceptions remain high and increased use of egovernment would help to combat corruption at all
levels of administration.
To ensure investment in innovation and growth,
further improvements in access to finance will be
needed, and alternatives to bank lending should be
further explored.
Competition in the transport and energy sectors
would be facilitated by restructuring the state-owned
companies. This would promote private investment,
growth and employment. In addition, energy
efficiency could be improved considerably.
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3.3 Czech Republic

Czech Republic

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and
services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.3.1: Manufacturing sectors (GVA at basic prices) - Czech Republic
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Source: Eurostat

3.3.1

Introduction and performance

The Czech economy is slowly coming out of a period
of negative growth. The manufacturing sector is still
one of the most important sectors in the economy,
representing 24.7 % of value added in 2012. In fact,
the manufacturing sector’s share increased during the
crisis. (182) Labour productivity per hour worked in
2012 declined when compared to 2008 but labour
productivity per person employed in manufacturing
improved somewhat during the same period. Exports
as a percentage of GDP stood at 78.6% in 2013, an
increased when compared to the 64.4% of GDP
recorded in 2008. Even though R&D carried out by
business increased to 1.01% of GDP in 2012,
innovation in the Czech Republic remained below the
EU average according to the innovation union
scoreboard.

3.3.2

Access to finance and investment

period. In the meantime, the government is looking
into possibilities of seed fund realisation. A new law
on investment companies and investment funds, (183)
in force from 1 January 2014 may encourage more
involvement from private investors in funding SMEs
in their different stages of development.
Investment
CzechInvest is the main administrative body aiming
at attracting FDI. The biggest investments in recent
years have been channelled to the automotive and
mechanical engineering sectors. The investment
incentives act, which was amended in 2012, is
thought to have had a positive effect in attracting
FDI, notably due to the extension of a reduced
corporate tax rate to a 10 year period from the five
year one applied previously. However, while gross
fixed capital formation in real terms increased slowly
in 2010 and 2011, it decreased by 4.5 % in 2012 and
3.5% in 2013. It is expected to rebound again in 2014
and 2015. (184)

Access to finance

3.3.3
The Czech Republic suffers from a lack of
programmes providing early stage equity financing to
SMEs. The government’s planned seed and venture
capital fund worth EUR 53 million and co-financed
by the private sector was due to be operational by the
end of 2013. However, the official projects of the
seed/venture capital fund have been stalled and will
be revisited during the 2014-2020 programming

Innovation and skills

Innovation
The Czech innovation system suffers from certain
weaknesses such as the weak link between business
(182)
(183)
(184)

Eurostat manufacturing production indexes.
No 204/2013 Coll.
Eurostat and 2014 Spring European Economic Forecasts.
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and academia and the need to improve the relevance
of its science and technology output.
The Czech economy is a dual economy, made up of a
number of foreign affiliates, who carry out most
business R&D, and a large number of domestic
SMEs. Increasing the level of innovation carried out
by local SMEs remains a challenge. The Czech
Republic is currently classified as a moderate
innovator, (185) whose innovation performance is
below the EU average. However, within this group, it
is one of the top performers with the rate of
innovation growth being close to the EU average
(measuring 1.7 %).
Public sector funding for R&D decreased between
2008 and 2012, measuring 36.8 % of gross domestic
expenditure on R&D in 2012. (186) Nonetheless, it
still remains above the EU average. Business
expenditure as a source of funding of R&D also
declined over the same period, totalling 36.4 % of
gross domestic expenditure on R&D in 2012.
However, business related R&D expenditure as a
percentage of GDP has been steadily increasing from
2008 to 2012 increasing from 0.76 % in 2008 to
1.01 % in 2012. Still, this has not yet translated into a
visible improvement of the quality and relevance of
scientific output in the form of the patents numbers
and worldwide publications. (187)
There are a number of R&D programmes which
continue to be implemented by the Czech Technology
Agency. Amongst them is the new Epsilon
programme, launched in December 2013, which aims
to strengthen the competitiveness of Czech
enterprises by funding applied research and
experimental development projects with a high
potential for application in new products, production
processes and services. Competence centres continue
to play an important role in encouraging partnerships
between public and private sectors in R&D. These are
being reinforced through a second call for
competence centres in which several new centres
have been chosen for support. There has also been an
(185)
(186)
(187)
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Innovation Union Scoreboard, European Commission 2014:
http://ec.europa.eu/enterprise/policies/innovation/files/ius/iu
s-2014_en.pdf
Eurostat GERD.
Only 5.6% of Czech scientific publications score amongst
the 10% most cited publications worldwide (EU average
being 11%); number of patents produced remains low by
international standards, reaching only 0.84 patents per
billion purchasing power standard (EU average 1.98)
Commission Staff working document assessing 2014 NRP
and Convergence Programme SWD(2014) 404.

extension of the R&D tax incentive which will allow
research activities to be outsourced by businesses to
public research institutions as from 1 January 2014.
Also, an international co-operation strategy on R&D
is to be finalised by the end of 2014 with the aim of
enhancing Czech participation in international R&D
organisations and improving networking of R&D
programmes in the EU and third countries. The
government is currently preparing a new system of
evaluation of results of research organisations and
their funding with its implementation foreseen for
2016. It is also preparing a new methodology to
evaluate R&D programmes but the preparation is
rather slow.
Better links between industry and universities, good
use of the relevant operational programmes for
structural funds and ensuring the commercialisation
of R&D into economic activity are the main
challenges for the Czech Republic.
Skills gaps
The quality of compulsory and tertiary education is
currently an issue. While the share of the population
aged 30-34 having attained tertiary education level is
increasing, it is still significantly below the EU
average in 2013, measuring 26.7 % compared to the
EU average of 36.8 % in 2013. International surveys
also point to concerns about the labour market
relevance of tertiary education. There has been a
sharp increase in the number of students studying at
tertiary level in recent years which, combined with
weak and formalistic accreditation rules, has resulted
in a surge in varying quality tertiary education
institutions and declining quality of tertiary students.
Skills shortages, particularly in the manufacturing
sector, are also an issue as students tend to follow
non-technical subjects. In fact, the Czech Republic
has the second highest level of skills and labour
shortages in European manufacturing companies. (188)
From 1 January 2014, tax credits for companies
wanting to co-operate with training institutions
became part of the Income Tax Act. The public
employment services are also taking measures to train
the unemployed according to the current skill
shortages. Given these shortages, further measures to
promote training amongst young people in relevant
fields and in view of the needs of the labour market
would be beneficial.
(188)

ECS and Eurostat EUROIND database, 2009.
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3.3.4

Energy, raw materials and
sustainability

The energy intensity of the Czech Republic has been
declining over recent years but still remains high
when compared to other EU countries, even if
corrected for the high proportion of industries with
high energy intensity. Surveys shows that over half of
Czech firms consider electricity infrastructure,
pricing and provision as a major business constraint.
(189) However, electricity prices for medium-sized
enterprises have declined somewhat from 2008 to
2012.
The Czech Republic’s attempts to improve energy
efficiency consist largely of projects under the EU’s
operational programmes. For the 2007-2013 period
these funds have been used to improve energy
efficiency through upgrading existing energy
production facilities, reconstruction of distribution
facilities for electricity and heat, and improving the
thermal properties of buildings, and energy savings in
industrial processes. After a significant delay, in 2013
the Czech Republic notified to the Commission its
indicative national energy target. In May 2014, the
third National Energy Efficiency Action Plan was
submitted to the Commission for assessment.

3.3.5

Access to markets, infrastructure
and services

Internal market
The vast majority of trade is carried out in the EU
market. The EU accounted for 73 % of all trade in
2012 with the majority of this being in the euro area.
Exports to the EU accounted for 80 % in 2013 while
imports from the EU market were 68 % in 2013. The
share of high-tech exports as a percentage of total
exports represented 16.2% for the same period. Czech
exports tend to be used as an intermediate input in the
German supply chain.

(189)

OCED Economic Survey Czech Republic 2014, p69.

Internationalisation
The Czech Republic is a very open economy. Exports
of goods and services accounted for 78.6 % of GDP
in 2013. (190) Exports as a percentage of GDP were
high in 2010 and 2011 measuring 66.6% and 72.9%,
respectively. A hike in the export to GDP ratio was
recorded in 2012 (78%) and 2013 (78.6%), and a
further increase in the ratio can be expected again in
2014 as exports are expected to pick up on the back
of the weakened koruna and a gradual acceleration in
economic growth of the country’s main trading
partners.
The Czech Export Strategy 2012-2020 is the
underlying framework guiding export policy. One of
the main goals is to diversity exports. Twelve priority
countries were identified for the first five years of
implementation of the strategy, amongst them Brazil,
China and India.
The Ministry of Industry and Trade (MIT), together
with the CzechTrade agency, provide support services
to Czech exporters. The main change in the structure
of services offered as compared to 2012 is that these
services are now divided into three main packages.
There is a basic package designed especially for first
time exporters; a business package for companies that
are already exporting; and a plus package which
provides services of a long-term nature and which
puts exports in touch with representatives of foreign
networks of the MIT. There was significant increase
in enquiries about these services in 2013. The number
of SMEs exporting outside the EU between 2009 and
2011 has increased. (191)
Business services and network industries
The Czech Republic has one of the highest levels of
regulated professions in the EU and the regulation of
professional services is stricter than the EU average.
The Czech authorities announced a reform of the
regulatory framework to reduce the number of
regulated professions in 2012. Since the reform was
(190)
(191)

Eurostat.
Eurostat.
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Figure 3.3.2: Overall profile of public administration - Czech Republic
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Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

launched in 2012, the process has been sluggish with
only a limited number of professions being opened.
Competition in the electricity market is also
constrained as it tends to be dominated by incumbents
who hold licences for electricity distribution and
electricity trading. With respect to the gas market,
since the opening of the market in 2007, there have
been a significant number of gas suppliers and
importers competing in the market.
Infrastructure
Infrastructure in the Czech Republic suffers from a
number of challenges. This includes a relatively
underdeveloped
transport
infrastructure
and
insufficient investment in maintenance and
reconstruction of the transport network. The railways
tend to suffer from a lack of competition due to
regulation, operational barriers and limited public
tendering of public service contracts. Moreover,
national public funding on transport infrastructure has
been decreasing in recent years with EU funding
being the main source of funding for transport
infrastructure. A strategic document, the Transport
Policy for 2014-2020, was adopted in June 2013
along the Transport Sector Strategies that sets the
medium and long term vision for transport
development, also in regard to use of funds from
operational programmes.

3.3.6

Entrepreneurship and the SBA
The business environment in the Czech Republic
faces a number of challenges. According to
international surveys, some of the main challenges
are obtaining construction permits, protecting
investors and enforcing contracts (192) and improving
ties between the business sector and academia.
The over-riding International Competitiveness
Strategy had plans to improve competitiveness.
However, in December 2013, the government
reviewed this strategy following poor results in
competitiveness indicators. This revised strategy will
now focus on tackling three main issues, namely
infrastructure, institutions and innovation.
With respect to the Small Business Act (SBA), the
Czech Republic performs more or less on par with the
EU average in the areas of entrepreneurship, access to
finance, single market and skills/innovation but
considerably underperforms in the areas of second
chance, think small first, responsive administration,
state
aid
and
public
procurement
and
internationalisation. (193) SMEs account for the vast
majority of businesses in the Czech Republic,
representing approximately 99.8 % of all companies
(192)
(193)
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World Bank Doing Business Report 2014.
Small Business Act Fact Sheet Czech Republic 2013.
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corresponding to 68.5 % of employees and 54.9 % of
value added. Given their significance, a specific SME
strategy for 2014 and beyond has been adopted,
which will also provide guidance for the use of
European Structural funds for the 2014-2020 period.
Administrative modernisation
The Czech Republic suffers from a number of
problems in relation to public administration, in
particular inefficiency and issues relating to
corruption are still of concern. In fact, Czech
Republic
has
received
Country
Specific
Recommendations on this over the past years.
Moreover, the Czech Republic is still one of the worst
performers in relation to diversion of public funds
and irregular payments and bribes(194).
There has been limited progress on the
implementation of the anti-corruption strategy for
2013-2014 and the Public Servants Act has not yet
been adopted. With respect to the former, the strategy
itself provides a detailed assessment of corruption
and covers a wide range of policies and measures but
in a rather fragmented way without a clear longer
term vision. With respect to the latter, a draft law is
currently under discussion in the parliament.
Within the framework of the European Structural
Funds programming period 2014-2020, the
government is working on a strategy on public
administration. This will include a framework for the
development of public administration beyond 2014
and measures in the area of e-government. The
former aims at increasing the efficiency of public
administration and transparency in the funding while
the latter aims at broadening the e-government usage.
In particular, it aims to have 85 % of all submissions
to government done in electronic form by 2020. If
implemented effectively, this will be particularly
beneficial given that currently the Czech Republic
ranks below the EU average, on user-centricity of egovernment services and transparency of egovernment services. (195)
Reducing administrative burden
According to business surveys, some of the main
problems encountered by businesses relate to
(194)
195

( )

World Economic Forum – Global Competitiveness Report
(2010-2011; 2013-2012).
European Commission, e-Government Benchmarking
Reports 2012, 2013.

protecting investors, lengthy and costly procedures in
paying taxes and, enforcing contracts. The World
Economic
Forum’s
2013-2014
Global
Competitiveness Report highlights corruption and
inefficient government bureaucracy as the two main
problematic factors for doing business. The EU AntiCorruption Report 2014 also shows that the amongst
the EU Member States, the Czech Republic has the
highest perception of corruption in the business
environment and problems of patronage and nepotism
when doing business, at 71 % and 69 %, respectively.
The OECD Product Market Regulation database also
highlights the excessive complexity of regulatory
procedures and the above average administrative
burden imposed on start-ups. On a positive note, a
recent act on public registers of legal and natural
persons will enable faster registration of entities into
the commercial registry and other related registries
while government is preparing a recodification of
civil procedural law which aims at significantly
speeding up court proceedings. In addition, a new Act
on Commercial Corporations, in force since January
2014, abolished the minimum capital requirements
for a limited liability company. An amendment to the
trade licensing act will also abolish the necessity for
businesses to submit documents repeatedly.
Moreover, in 2013 an environmental audit project
was set up with the objective of reducing unjustified
administrative and financial burden of entities in
relation to environmental legislation.
Frequent changes in legislation are another cause of
concern for businesses. A pilot project was
undertaken in three ministries concerning common
commencement dates whereby legislation affecting
businesses would only be enacted on two dates, (1
January and 1 July), in an effort to decrease
uncertainty for businesses. However, the project will
now only be extended across other ministries on a
voluntary basis.
Facilitating tax payments
Tax rates and regulations are two main concerns for
doing business (196) while surveys point to the
significant amount of time it takes for businesses to
comply with tax returns. (197) It is estimated that it
takes 413 hours to comply with taxes as compared to
the OECD average of 173 hours. While this has been
(196)
(197)

World Economic Forum’s Global Competitiveness Report
2013-2014.
World Bank Doing Business Report 2014 and PwC Paying
Taxes Report 2014.
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reduced over recent years, and the electronic system
for submitting tax returns has improved, it is still one
of the highest in the EU. The establishment of a
single tax collection point to centralise the procedural
aspect of paying taxes for taxpayers, originally
foreseen for 2015 was abolished. Its introduction may
have reduced the administrative burden for
businesses. Simplifying the tax system would help to
improve the business environment.

3.3.7

Conclusions

The Czech economy is coming out of a period of
recession with an export-led recovery. It continues to
have a strong manufacturing sector compared to other
EU Member States. However, there are key
challenges, including reducing administrative burdens
on business, facilitating more user-friendly tax
compliance, providing a less bureaucratic public
administration in which to operate, improving
infrastructure, improving links between industry and
universities to ensure commercialisation of R&D,
improving energy efficiency and matching the skills
of the workforce with the needs of businesses.
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3.4 Denmark

Denmark

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and
services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)

N.A.; N.A. (2009)

Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.4.1: Manufacturing sectors (GVA at basic prices) - Denmark
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3.4.1

Introduction and performance

Denmark is a small but open and wealthy economy.
After contracting by -0.4 % in 2012, GDP grew by
0.4 % in 2013, driven mainly by domestic demand,
particularly investments and public consumption. At
the same time, imports outperformed exports, which
meant that net exports had a detrimental effect on
growth. The Commission’s spring 2014 forecast
indicates that the economy is recovering, with real
GDP growing by 1.5 % in 2013 and 1.9 % in 2014.
Danish manufacturing exports mostly comprise
machinery and transport equipment, chemicals and
food and beverages, with a focus on the higher value
segments of these markets. Exports of high-tech,
higher value-added products have continued to grow,
but growth is slower than in many competing
countries. Graph 3.4.2 presents a similar situation as
last year for the three largest knowledge-intensive
Danish manufacturing sectors. The largest is
chemicals, pharmaceuticals, petroleum and rubber
(28.6 %), followed by electronics, electric and
machinery (27.8 %) and the traditional sector of food,
beverages and tobacco (15.5 %). The main
differences compared to 2008 are that chemicals and
pharmaceuticals have expanded, mostly at the
expense of metals.

3.4.2

Access to finance
The financial sector remains stable and banks are well
capitalised. Danish small businesses regard
conditions for accessing finance as worse than the
pre-crisis level, as banks seek to compensate for the
higher risk of SMEs. However, conditions for
obtaining credit in the pre-crisis years were relatively
loose, with financial institutions putting less emphasis
on solvency and other indicators of the creditworthiness of companies. (198) The latest available
data (2011) puts the rate of rejected loan applications
for SMEs at 20 %, which is higher than the EU
average (15 %). National survey data after 2011
showed recent improvements in companies’
assessment of their access to credit. (199) SMEs have
credit costs that are 52 % higher than large
businesses. However, this is mainly due to the
relatively low cost of credit for large businesses in
Denmark. For loans of less than EUR 1 million, the
average cost for credit in Denmark was around the
Eurozone average in 2013 (excluding repurchasing
agreements).
The Danish authorities have made significant efforts
to improve access to finance by SMEs and
entrepreneurs over the past year by: providing loans
(198)
(199)
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http://www.nationalbanken.dk/da/publikationer/
Documents/2012/11/WP81.pdf.
http://di.dk/SiteCollectionDocuments/Opinion/
Konjunktur/Finansiering%202014Q2.pdf.

Denmark

of more than EUR 0.3 million to entrepreneurs who
lack the collateral for obtaining finance in the private
sector; and adopting a bill aimed at improving the
Danish market for corporate bonds and securities.
Over the past year, the European Investment Fund
(EIF) and the Danish state-backed investment fund,
the Growth Fund (Vækstfonden), have signed two
agreements aimed at supporting small and mediumsized enterprises (SMEs) and micro-enterprises. The
first agreement is a direct guarantee enabling the
Growth Fund to provide a subordinated loans
totalling EUR 126 million to start-ups. The second
agreement facilitates access to microfinance.
SMEs with financial problems tend to have lower
capital than larger firms. This lack of own capital is
seen as one of the main future challenges. (200)
The EIF and Danish Growth Capital (Dansk
Vækstkapital) support the Danish market for venture
capital by investing in Danish venture funds. Danish
Growth Capital is a fund-of-funds with capital of
DKK 4.8 billion (EUR 640 million) from Danish
private pension companies. It also makes direct
venture investments in companies with particular
growth potential.
Investment
Following the crisis, decreases in investment were
recorded in Denmark as well as in Sweden and
Belgium.
State initiatives such as the Market Development
Fund (Markedsmodningsfonden), the Innovation
Incubator Scheme (Innovationsmiljøerne), the Green
Transition Fund (Grøn Omstilllingsfond) and Danish
Growth Capital, together with investments by The
Growth Fund in funds and particular lending
schemes, all contribute to supporting investment in
entrepreneurs and SMEs in Denmark.

3.4.3

entrepreneurship, especially in regard to media
coverage for entrepreneurship, the self-employment
rate and entrepreneurial intention. (201)
Denmark is one of the EU leaders in ecoinnovation. (202) Moreover, the Danish cleantech
clusters offer innovative solutions for the sustainable
use of natural resources.
Start-ups targeting highly innovative sectors require
substantial budgets to invest in research and
innovation.
The Innovation Union Scoreboard 2013 (203)
confirmed Denmark’s position among the ‘innovation
leaders’ of the EU together with Finland, Germany
and Sweden. The latest available data indicates top
values for most indicators that measure the innovative
performance of SMEs. For example, 38 % of Danish
SMEs have introduced process or product innovation
while approximately 40 % are using internal research
capacities, innovative marketing and organisational
strategies. However, these firms’ sales revenues do
not fully reflect investment in innovation. (204)
Sales revenues of SMEs that sell their products online
are nearly twice the EU average. Furthermore, the
sales revenues of SMEs participating in EU-funded
research and those purchasing their prime materials
online are also higher than the EU average.
Skills
The number of Danish enterprises that provide
training to their employees is almost double the EU
average. The situation is even better for employee
participation rates in education and trainings (more
than triple). (205)
Even if Denmark’s education system does not lack
resources, (206) findings by the Danish Productivity
Commission (Produktivitetskommissionen) show that
education outcomes could be improved. (207) PISA
results, in particular, are below the OECD average.

Innovation and skills

Innovation

(201)
202

( )

Based on 2013 data, Denmark outranks all other EU
countries in fields such as skills, innovation,
internationalisation, responsive administration and
second chance. However, it lags behind in
(200)

http://www.evm.dk/english/news.

(203)
(204)
(205)
(206)
(207)

http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/index_en.htm.
http://www.eco-innovation.eu/images/stories/Reports/EIO_
Annual_Report _2012.pdf.
Innovation Union Scoreboard 2013,
http://ec.europa.eu/enterprise/policies/innovation.
SBA Fact Sheet 2013.
SBA Fact Sheet 2013.
Denmark has the highest spending in public expenditure on
education in the OECD, as a percentage of GDP.
http://produktivitetskommissionen.dk/publikationer.
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Denmark is one of the seven Member States that
achieved the Europe 2020 15 % target to reduce the
percentage of ‘low achievers in reading’. (208)
Denmark is also one of the eleven Member States that
have reached the Europe 2020 target to have at least
40% of 30-34 years old with tertiary education.
The Productivity Commission recommends that
students should be given incentives ‘to seek
education and training with ample job opportunities
and high income’, in order to provide the necessary
skills to enhance Danish competitiveness.

3.4.4

Energy, raw materials and
sustainability

Energy use and prices
Denmark has set an ambitious national target for
renewable energy sources, which are to constitute
50 % of electricity generation by 2020, thus
exceeding even the EU target of 27 % renewable
energy sources to be achieved by 2030. (209) This
ambitious target will have a significant effect on the
Danish current energy mix, which incorporated 26 %
renewable energy sources as early as 2012.
To achieve this goal, Denmark is planning to improve
interconnection capacity with neighbouring countries,
in order to incorporate increased amounts of
renewable energy sources and to maintain a high
level of security of supply. Consumer flexibility is
another, albeit smaller, contributor to the integration
of high amounts of fluctuating renewable energy.
Activation of consumer flexibility requires presently
hourly settlement and smart metering. In 2013 the
government decided on a full roll-out of smart meters
in Denmark by 2020. Currently, more than half of
consumers, covering around 75 % of the total
electricity consumption, are being remotely metered
and replacement of the remaining existing meters
began in 2014. (210)
Denmark continues to be a net exporter of gas and,
according to latest estimates, is expected to remain so
until 2025. This will facilitate the development and
208

( )
(209)
(210)
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http://europa.eu/rapid/press-release_IP-13-1198_en.htm.
COM/2014/015 final: A policy framework for climate and
energy in the period from 2020 to 2030.
Smart Grid Strategy, Danish Ministry of Climate, Energy
and Building, May 2013.

integration of renewable energy sources in the energy
system and help to achieve the 2030 renewable
energy sources target, as gas is fuel that is well-suited
to the back-up generators needed in the transition to a
low carbon society.
During the period between 2008 and 2012, Danish
households paid one of the highest electricity prices
in the EU, mostly on account of taxes and levies.
However, retail industrial prices actually decreased
over the period in question. (211)
Environmental sustainability
Although Denmark has made considerable efforts on
sustainability, also improving resource efficiency,
challenges remain in the area of waste management.
Denmark faces the challenge to reduce the
incineration of municipal waste and increase its
recycling, which would be more resource efficient,
and scale up its recycling industry.
In some areas of the country, there are incentive
systems to limit waste production and encourage
participation in sorted waste collection. Consideration
should be given to extending this initiative
throughout the country.
Denmark generates the highest amount of municipal
waste in the EU. It ranks above other EU countries
when it comes to the proportion of incinerated waste
(54 % in 2012). According to Eurostat, the resource
productivity of Denmark is in the EU middle range.
There is potential to increase resource productivity.
In October 2013, the Danish government presented a
new resource strategy — ‘Denmark without waste.
Recycle more – incinerate less’ — targeted at waste
management. The Government also intends to present
a strategy on waste prevention.

3.4.5

Access to markets, infrastructure
and services

Access to markets
One of Denmark’s main challenges is the low level of
competition on the domestic market and limited
presence of foreign competitors in the construction
(211)

http://ec.europa.eu/energy/doc/2030/20140122
_swd_prices.pdf.

Denmark

sector, which results in higher prices combined with
lower relative productivity growth compared to other
EU Member States.

for transit traffic between Scandinavia and the
Continent.
Services

In Denmark the use of national standards for specific
construction materials and building process standards
creates entry barriers. The Danish Productivity
Commission has recommended harmonising national
standards in the construction sector with international
ones and streamlining municipal building certificates.
Consequently, national standards have been
scrutinised and the government intends to
internationalise and simplify regulation on, for
example, building materials and building certificates.
Even if the electricity and gas markets have been
liberalised, only a limited number of consumers have
utilised their right to change supplier. This situation
could be improved through industry schemes that are
more friendly towards supplier changes.
In addition, the Productivity Commission has
recommended eliminating restrictions relating to
retail establishments (212) so as to foster competition
in the market and reduce the productivity gap.
Proposed measures include more flexible rules on the
location of shops, the possibility to establish larger
retail outlets and adapting local planning rules to
improve competition.
Infrastructure
Denmark has a modern infrastructure with the
region’s airport hub located in Copenhagen, a wellfunctioning port and good railway and road
connections. Nevertheless, the latest Eurostat data
indicates a drop in satisfaction with the quality of
infrastructure, as Denmark’s gross investment and
maintenance expenditure on transport is one of the
lowest as a % of GDP. However, there are a number
of projects, namely the planned fixed rail/road-link
across the Fehmarnbelt including modernisation of
the access lines and the already built fixed links
across the Great Belt (within Denmark) and together
with Sweden across the Öresund, which are important
(212)

Planning and zoning restrictions for large retail outlets.

Services are characterised by regulation and business
practices that hamper competitiveness. The retail
trade is highly concentrated, with the top five retailers
covering 90 % of the market. It is characterised by
competition problems linked to the low share of
foreign-owned companies, high prices and the small
number of large retail outlets due to rigid retail
establishment rules.
Furthermore, the productivity of the Danish retail
sector ranks below the EU average, both in terms of
growth and level.
In its final report of March 2014, the Productivity
Commission issued recommendations on how growth
in the Danish economy can be boosted through
improved productivity. The recommendations
included increased competition in the domesticallyoriented service sectors, public administration and
business environment.
Administrative modernisation
The Danish public administration performs well
compared with other EU countries and is one of the
most modern in the EU. Composite indicators are
above the EU average on government effectiveness,
corruption and fraud, business start-ups and licenses,
public
procurement,
tax
compliance
and
administration, and civil justice. (213)
The above Graph 3.4.3 illustrates Denmark’s
excellence
in
public
administration
for
competitiveness, using the best and worst performing
Member States’ indicators as benchmarks. (214)
Indicators on the time required and the cost involved
to start up a company are among the highest. E(213)
(214)

European Commission, ‘Excellence in public administration
for competitiveness in EU Member States’.
The indicators have been normalised (min value — smallest
observed = 0, max value — highest observed = 1). For more
details
please
consult
the
following
report:
http://ec.europa.eu/enterprise/policies/industrialcompetitiveness/monitoring-member-states/improvingpublic-administration/files/pa_report_en.pdf).
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Figure 3.4.2: Overall profile of public administration - Denmark
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Source: World Bank Doing Business; Intrum Justitia; OECD; World Economic Forum; European Commission.

government services and bureaucracy indicators also
pose a problem.
The Productivity Commission has proposed new
solutions for improving the effectiveness of public
administration. They include: the systematic
reduction of bureaucracy and simplification of
regulation; pursuing broad and flexible collective
bargaining agreements in the public sector; and
involving private enterprises, collaborators and users
in the development of new public services.

The labour market has been applying the ‘flexicurity’
model that combines flexible hiring and firing rules
with a generous social safety net in the form of
income compensation in the event of unemployment,
lowering the cost of scaling business operations up or
down.
However, high taxes and living costs continue to
remain a concern for investors. (215)

3.4.6

Conclusions

Entrepreneurship and Small Business Act (SBA)
Denmark provides a business environment which
supports small firms and which benefits from one of
the best European business-oriented economies, with
very short start-up times and very flexible labour
market rules. These facts are also confirmed in the
graph above. In order to facilitate the growth of
SMEs, the authorities are constantly scrutinising the
regulatory framework. Simpler rules and fewer
administrative procedures are mainstreamed into
national legislation and policies. Ministries and
agencies are required to consult business associations
and/or organise panels of small businesses during all
phases of legislative and policy processes. For
example, the ‘Virksomhedsforum’ (an online forum
where SMEs and other businesses lead the way in
proposing changes to administration) enables SMEs
to communicate directly with the Danish
administration.
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Denmark remains one of Europe’s most competitive
economies with high-quality infrastructure and
modern, flexible labour rules. However, there is
scope for improvement in supporting access to
finance and increasing competition in the services and
construction markets.
In order to further improve the sustainability of the
economy, Denmark would benefit from continuing to
reduce waste generation and the percentage of waste
incinerated, and increase recycling instead.
Even if the Danish public administration is one of the
most modern in the EU, further efficiencies could be
achieved by increasing e-government services and
reducing bureaucracy.

(215)

http://www.oecd.org/eco/surveys/Overview_Denmark
_2014.pdf.

3.5 Germany

Germany

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and
services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.5.1: Manufacturing sectors (GVA at basic prices) - Germany
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Source: Eurostat

3.5.1

Introduction and performance

According to the Industrial Performance Scoreboard,
Germany is among the Member States with high and
improving competitiveness. Manufacturing plays a
key role in the German economy and is an important
driver of value added and employment. It contributes
22 % to the total value added, significantly above the
EU average of 15 %. Contrary to the situation in most
other Member States, employment in manufacturing
has further increased since 2007. Germany is
particularly specialised in technology-driven and
capital-intensive industries. Cost competitiveness has
improved over the last decade. After a long period of
wage moderation, real wages have grown more
rapidly than in the euro area since 2010. Germany has
the fifth highest labour costs in manufacturing among
the EU Member States, but labour productivity per
hour worked is about 27 percentage points above the
EU average and about 13 percentage points above the
euro-area average. (216) The World Economic Forum's
Global Competitiveness Report ranks the country in
fourth place. Overall, industry is very competitive,
but it faces major challenges in securing its
competitive position in the future, particularly in view
of the projected demographic trends.

(216)

3.5.2

Access to finance
While German businesses traditionally relied mainly
on bank financing, over the last two decades firms
strengthened their balance sheets and reduced their
dependence on external financing. (217) At the
moment, firms (including SMEs) benefit from
favourable or satisfactory financing conditions.
However, the risk capital market is still relatively
under-developed. Risk capital and mezzanine capital
are scarce for young technology companies and startups, hindering their growth. Publicly funded
programmes offer new firms a range of financing
options to start and develop their business. The main
programmes include the ʻHigh-Tech Gründerfondsʼ,
the ʻERP Startfondsʼ and the various programmes
under the ʻEXISTʼ initiative. In 2013, the new
programme ʻInvestitions-zuschuss Wagniskapitalʼ
began providing private investors – particularly
business angels – with financial incentives worth up
to 20 % of their investment in young and innovative
companies. The government intends to review the
regulatory framework for venture capital, which
could contribute to further stimulating private
investment and entrepreneurship.

Eurostat data for 2013.
(217)
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See also the In-Depth Review
imbalances for Germany 2014.
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Macroeconomic

Germany

Investment
According to the European Commission Spring
Economic Forecast, the investment outlook remains
favourable, due to increasing domestic capital goods
orders and a continued rise in firms' investment plans.
The forecast for gross fixed capital formation for this
year is +4.5 % (after two years of decline), thereof
+4.2 % investments in equipment. According to the
UNCTAD Wold Investment Report 2014, Germany
saw a substantial recovery in their foreign direct
investment inflows in 2013. Of all foreign direct
investment, 57 % is from other EU countries and 9 %
from other European non-EU countries. North
America accounts for about 23 % and Asia 6 %.
Investment from outside the EU, especially from
Asian countries, continues to grow. The Germany
Trade and Investment Agency (218) provides
international investors with a wide range of
information and support services.

processes and services. The strategy is currently
being reviewed and may be further extended.
One major focus of Germany’s innovation strategy
and digital agenda is ‘Industry 4.0’, linking
production and products with modern information
and communications technology. To speed up this
process, the programme ‘Autonomics for Industry
4.0’ was launched. The government is also supporting
collaborative projects between industry and science.
The Central Innovation Programme for SMEs (221)
has helped SMEs enhance their efforts to develop
new products, processes and services through
research and innovation. The programme is open to
all branches and technological sectors. It provides
funding not only for individual projects, but also for
cooperation projects and networks. The planned
annual budget is EUR 500 million, which is estimated
to be enough to finance about 5 000 new applications.
Skills

3.5.3

Innovation and skills

Innovation
The Innovation Union Scoreboard 2014 confirmed
Germany’s position among the ʻinnovation leadersʼ
of the EU, together with Denmark, Finland and
Sweden. While Germany is close to achieving its
R&D expenditure target of 3 % of gross domestic
product by 2020, other countries such as Finland,
Sweden and South Korea are investing even more.
Moreover, there are significant disparities in
innovation performance and expenditure at regional
level, especially regarding private investment in
R&D. An expert commission recommended
increasing the R&D expenditure target to 3.5 %. (219)
The High-Tech Strategy 2020 (220) sets out the main
goals of German research and innovation policy. It
concentrates public R&D resources for scientific and
technological research in areas that face particular
global challenges, such as energy and climate
protection, health and nutrition, mobility, security and
communication. It also supports the development of
key enabling technologies, which act as drivers of
innovation and provide the basis for new products,

Skill shortages are emerging in various sectors and
regions; these may increasingly be an obstacle to
future growth and innovation performance, in
particular for SMEs. The strategy on skilled labour
recognises that domestic labour potential will not be
sufficient and that economic progress will also
depend on attracting skilled workers from abroad.
The government is investing in education at all levels
to mobilise the full skills potential. This includes
promoting studies in science, technology, engineering
and mathematics as well as encouraging female
participation. (222) Overall, there have been positive
developments, for instance as regards initiatives to
attract skilled workers from abroad or spending on
education and childcare, but further progress is still
needed, as highlighted also in the country-specific
recommendations. (223) Implementation of the
strategy is monitored in a yearly progress report. (224)
A competence centre helps SMEs to better attract and
retain skilled employees. (225) Other recent measures
include an information campaign (226) and a web
(221)
(222)
(223)

218

( )
(219)
220

( )

Germany Trade and Invest.
Expertenkommission Forschung und Innovation (EFI).
See also the Commission assessment of the 2014 national
reform programme and stability programme for Germany.
High-Tech Strategy 2020 for Germany.

(224)
(225)
(226)

ʻZentrales Innovationsprogramm Mittelstandʼ.
ʻAufstieg durch Bildung – Die Qualifizierungsinitiative in
Deutschland, 2013ʼ and ʻHochschulpakt 2020ʼ.
See also the Commission assessment of the 2014 national
reform programme and stability programme for Germany.
ʻFortschrittsbericht 2013 zum Fachkräftekonzept der
Bundesregierungʼ.
ʻKompetenzzentrum Fachkräftesicherung, Unterstützung für
kleine und mittlere Unternehmenʻ.
ʻFachkräfteoffensiveʻ.
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portal (227) providing information on job opportunities
and the conditions for taking up employment in
Germany. Several cities have set up dedicated
‘Welcome Centres’. In general, the nationwide
standard system for assessing qualifications obtained
in foreign countries (228) and the revised employment
regulations make it easier for medium-skilled people
to work in Germany, supplementing the ‘blue card’
for highly-qualified workers introduced in 2012.
Other initiatives aim to further improve the education
and vocational training systems. The University Pact
increases the available capacity, the ‘Qualitätspakt
Lehre’ improves teaching and the ‘Ausbildungspakt’
has been extended to 2014 to ensure 60 000 new
training places per year. The government has
increased its expenditure on education in recent years
and plans continued contributions to the financing of
childcare facilities, schools, higher education and
research. The target for public and private
expenditure on education and research was increased
to 10 % by 2015. Nevertheless, further efforts appear
necessary to meet this target and to catch up with the
most innovative economies.

3.5.4

Energy, raw materials and
sustainability

Energy use and prices
Transforming the energy system offers new growth
opportunities for German industry, but also involves
considerable challenges: potentially high economic
costs and a need not only for additional internal and
cross-border infrastructure but also for better
coordination with neighbouring countries. If the
energy strategy is to succeed, overall economic costs
need to be minimised, partly by increasing the costeffectiveness of renewable energy, stimulating
competition, further enhancing energy efficiency and
improving coordination of Germany’s energy policy
with those of neighbouring countries. (229) The
required infrastructure must be provided on time to
meet the strategy’s objectives. In 2014, the
government launched a reform of the Renewable
Energy Act to slow down overall cost increases,
distribute the costs more evenly across consumers,
(227)
(228)
(229)
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http://www.make-it-in-germany.com.
ʻPerspektive 2025: Fachkräfte für Deutschlandʼ.
See also the Commission assessment of the 2014 national
reform programme and stability programme for Germany.

control the expansion of renewables and promote
market integration. It also revised the criteria for
granting exemptions to energy-intensive industries.
Resource efficiency
Overall, industry’s environmental performance is
good, but further improvements should still be
possible. Green technologies, products and services
play an increasingly important role. Germany has one
of the highest shares of environmental exports within
the EU. According to a Eurobarometer survey, about
34 % of companies offer green products or services,
compared to 26 % in the EU as a whole. In 2012, a
resource efficiency programme (230) was adopted,
aimed at further improving the environmental
performance of industry, largely based on incentives
and voluntary solutions. With many industry sectors
dependant on high-quality raw materials, further price
increases could weigh on Germany's future
competitiveness.
Other sustainability issues
The scale of the public procurement system provides
considerable potential to support the deployment of
environmentally
friendly
products.
Public
procurement is increasingly taking innovation and
sustainability aspects into account. (231) For example,
the current rules require high standards of energy
efficiency performance. A competence centre helps
federal, regional and local administrations to
incorporate sustainability considerations into their
procurement processes. (232) In addition, a
competence centre for innovative public procurement
was set up in 2013 to share experience and best
practice. (233)

3.5.5

Access to markets, infrastructure
and services

Internationalisation
Overall, Germany accounts for 23.5 % of EU exports.
In 2013, motor vehicles and vehicle parts were the
main export products (accounting for 17.4 % of
German exports), followed by machinery (14.9 %)
and chemical products (9.6 %). About 69 % of
(230)
(231)
(232)
(233)

ʻDeutsches Ressourceneffizienzprogramm (ProgRess)ʻ.
‘Allianz für nachhaltige Beschaffungʻ.
http://www.nachhaltige-beschaffung.info.
http://www.koinno-bmwi.de.
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Figure 3.5.2: Overall profile of public administration - Germany
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Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

exports went to European countries, including 57 %
to other EU Member States. The second largest sales
market was Asia (about 16 %), followed by the
Americas (about 12 %) (‘Statistisches Bundesamt’).
Compared with the EU average, German SMEs tend
to be more active internationally and their relatively
strong presence in emerging markets indicates further
growth potential. The government supports the
internationalisation of businesses, especially SMEs,
through a wide range of measures, including by
providing information about key export markets and
customs procedures, but also through trade fairs and
export credit guarantees. Of particular importance is
the support provided by chambers of commerce and
other craft and business associations, both in
Germany and abroad. The iXPOS internet portal (234)
serves enterprises as a one-stop shop for information
on how to expand their business abroad. In recent
years, the initiative ‘new target markets’ has focused
on increasing the presence of German businesses also
in new emerging markets beyond the ‘BRIC’
countries (Brazil, Russia, India, China).

postal, railway or professional services. Market
transparency agencies have been set up to better
monitor competition and pricing in the fuel, gas and
electricity sector. (236)
Infrastructure
Public sector investment has been falling for a long
time in Germany. The low investment rate mainly
reflects the gradual scaling back of public
infrastructure investment, which has occurred almost
entirely at municipal level. The federal government
plans to invest more in infrastructure. An additional
EUR 5 billion has been allocated for urgently needed
investment in public transport infrastructure over the
next four years. Over the next decade, further
investment in maintenance and the removal of major
bottlenecks will be needed. (237) Moreover, while
Germany is one of the leading countries in the EU for
4G mobile network availability, its share of fixed
very fast broadband lines lags behind, particularly in
rural areas.

Business services and network industries
There is scope for further increasing competition in
the services sector. (235) While competition has
increased markedly in telecommunications, it seems
to be making less headway in other sectors, such as
(234)
(235)

(236)
(237)

www.bundeskartellamt.de.
See also the Commission assessment of the 2014 national
reform programme and stability programme for Germany.

http://www.ixpos.de.
See also the Commission assessment of the 2014 national
reform programme and stability programme for Germany.
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3.5.6

Public administration and business
environment

Public administration
Overall, Germany has an efficient and transparent
public administration (238) and the perceived quality
of public services is ranked above the EU average.
Nevertheless, there is still scope for improvement in
certain areas. The availability of online public
services remains below the EU average. The
government is currently drafting a new programme,
„Digital Administration 2020“. While the time
required and the cost of starting a business and
obtaining the necessary licences are broadly in line
with the EU average, there may still be room for
further simplification. Moreover, the ‘single points of
contact’ differ across Länder in terms of functionality
and information provided, as well as the possibility to
complete procedures online. In general, public
authorities pay their bills to businesses relatively
promptly. Public procurement processes seem to be
relatively efficient and transparent, though they often
remain complex and the total value of the contracts
published under EU procurement legislation is one of
the lowest in the EU. (239)
Business environment
According to the World Bank’s Doing Business 2014
report, Germany has a favourable business
environment that encourages competitiveness,
although there may still be scope for further
improvement in some areas. It ranks 21st out of 189
for doing business. Federal and regional programmes
are in place to support the development of SMEs with
a broad range of services. However, low
unemployment, emerging skill shortages and
demographic trends mean the number of
entrepreneurs is expected to decline further, which
could hamper Germany’s future growth and
innovation performance. Moreover, women still
represent only one third of entrepreneurs, indicating
further untapped potential.
Germany assesses the administrative burden of all
newly proposed federal regulations and publishes an
annual implementation report on its better regulation
(238)
239

( )
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Excellence in public administration for competitiveness in
EU Member States.
See also the Commission assessment of the 2014 national
reform programme and stability programme for Germany.

initiative. (240) An expert committee scrutinises new
legislative proposals and publishes an index of
estimated overall changes in compliance costs. (241)
Despite these efforts, estimated compliance costs
increased in 2013. Not all the measures agreed in
December 2011 have been implemented. Setting a
target for new simplification measures could boost
this process. Recently, there has been some progress
in setting standards for e-government and electronic
invoicing. In June 2014, the government adopted a
new work programme for better regulation to further
reduce the bureaucratic burden for enterprises and the
public. A new type of survey will measure public and
business perceptions of the administrative burden in
selected policy fields.
Overall, the tax system is relatively complex. While
Germany still scores slightly better than the EU
average in terms of the tax compliance burden, SMEs
in particular would benefit from a simpler tax system
and reforms of tax administration. Despite its
complexity, the administrative costs imposed by the
tax system are lower than the EU average.

3.5.7

Conclusions

Overall, Germany ranks among the top performers in
many of the competitiveness indicators in the
Industrial Performance Scoreboard and the
manufacturing sector remains a key driver of value
added and employment. Firms benefit greatly from a
favourable and stable business environment, a strong
competitive position, and the global reach of
Germany’s external trade.
Despite the currently favourable conditions, industry
faces serious challenges in securing its
competitiveness in the medium and long term. In
particular, demographic developments may act as a
brake on growth and innovation in the future.
Adapting the education and training system to
changing requirements, and raising labour supply,
will be crucial to avoiding skills shortages,
particularly in high-tech industries. In order to remain
at the technological frontier and to secure its
competitive position in the future, continued
investments in education, R&D and innovation are
essential.

(240)
(241)

ʻJahresbericht der Bundesregierung 2013ʻ.
http://www.normenkontrollrat.bund.de.

Germany

In general, firms benefit from favourable or
satisfactory lending conditions, but risk capital
remains scarce for young technology companies and
start-ups, hindering their growth. Moreover, the new
energy strategy is creating growth opportunities for
many sectors, but also presents considerable
challenges in terms of potentially high energy costs
and timely deployment of the required infrastructure.
While the regulatory environment is generally good,
there is still room for improvement and SMEs in
particular would benefit from further simplification
and reduction of administrative burden.
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3.6 Estonia

Estonia
Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

Labour
productivity

0

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)

Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)

N.A. (2009)

Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.6.1: Manufacturing sectors (GVA at basic prices) - Estonia
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3.6.1

Introduction and performance

Estonia has a highly developed e-government and an
SME-friendly business environment. Given that it has
made progress in promoting entrepreneurship and
providing support to fast-growing innovative firms, it
has the potential to become a 'start-up hub'. Estonia is
one of the countries that are catching up fast, yet it
still has relatively lower income levels and a
predominant specialisation in labour-intensive
industries. Shares of capital-intensive products and
research-intensive exports are expanding, while the
share of labour-intensive exports is in decline. Using
'smart specialization', Estonia has identified the
growth areas that could boost its competitiveness at
global level.
Manufacturing continues to play a prominent role in
the economy and high value-added sectors are
increasing their share of total manufacturing output.
Manufacturing production has regained all the ground
lost during the crisis, exceeding its previous cyclical
peak by 2.6 % in April 2011. Estonia has a small and
open economy – exports (90 % of GDP) account for
around 0.3 % of EU exports of goods and services.
18 % of total exports are to Sweden, 15 % to Finland,
12 % to Russia and 11 % to Latvia. Estonia
specialises in capital-intensive and technology-driven
industrial sectors such as electronics and machinery
(14.56 %) and wood products (20.96 %). The highest
productivity in Estonia is in the ICT sector – 2.5
times higher than other sectors. Knowledge-intensive
exports as a percentage of GDP increased from
24.4 % in 2007 to 34.41 % in 2012, and the share of

high-tech exports of total exports almost doubled
from 7.8 % in 2007 to 14.1 % in 2012. The domestic
value-added content of exports is higher in Estonia
than in similar-sized economies in the EU, but below
the EU average.

3.6.2

Access to finance and investment

Estonia has improved SMEs’ access to finance, and
has made the first steps towards moving from a
financing model based on grants to one relying on
financial instruments. Banks are willing to provide
loans, except in cases where projects are considered
too risky. Access to public financial support is readily
available, including to the loan financing, guarantees
and credit lines provided by KredEx, and EU funds
can be used for credit enhancement. The Baltic
Innovation Fund, a Baltic initiative based on fund-tofund investments, is encouraging cross-border
investment, which is much needed given Estonia's
geographical limitation. It already has three active
funds that, with their multiplier effect, are ensuring
better coverage of private equity and riskier projects,
including start-ups, for which access to finance is
more difficult. Moreover, the activities of the Finance
Estonia Cluster and the Estonian Private Equity and
Venture Capital Association contribute to the
development of capital markets in Estonia. While
these measures are expected to be effective, their
results in terms of companies' investments will only
become evident in the medium to long term.
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3.6.3

Innovation and skills

Estonia has identified the knowledge-intensive
sectors that could push the country up the value chain
and has taken steps to become competitive at global
level (according to the smart specialisation strategy).
These
sectors
include:
information
and
communications technology (via its use in industry);
cyber security and software development; health
technologies and services (including biotechnology
and e-health and enhancement of materials);
knowledge-based construction; the food industry; and
the chemical industry (more efficient use of oil shale).
However, effective implementation of both the RDI
Strategy Knowledge-based Estonia 2014-2020 and
the Estonian Entrepreneurship Growth Strategy is
critical for boosting these sectors and thus triggering
economic growth. The implementation plan for the
Entrepreneurship Growth Strategy was adopted in
March 2014, but cooperation between ministries has
not been smooth and business stakeholders have not
been systematically invited to take part in these
deliberations.
In spite of some progress in recent years, Estonia is
still below the EU average in innovation
performance. The number of companies engaged in
development and innovation activities is still
relatively low: according to the Innovation Union
Scoreboard 2014, Estonia is well below the EU
average in terms of SMEs with marketing and/or
organisational innovations, SMEs innovating inhouse and non-R&D innovation expenditures.
Cooperation between business and academia is
improving, but at a slow rate. Fragmented R&D
measures, including the SPINNO programme, have
been less effective in encouraging companies to use
the research facilities of universities; some companies
have cited the associated administrative burden as the
main deterrent. The IP protection legal framework
and the university financing system do not encourage
enough universities to create spin-offs and increase
the number of contracts with companies. The
innovation vouchers programme is one successful
measure that has increased the number of contracts
between research providers and companies; but these
contracts are small and represent only the first step
towards fully-fledged R&D activities.
In spite of some progress, Estonia still faces
significant challenges in terms of skills in the
following areas: the supply of STEM graduates, retraining people in low-productive sectors, and
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enhancing the supply of skills in some emerging
sectors. According to business stakeholders, (242) in
the ICT sector, the number of jobs is predicted to
reach 34 000, which is double the number of current
positions in the sector. Among the most recent
measures, a coordinated system (OSKA) has been
created for improving the quality and supply of the
labour force, as well as collecting and forecasting
data on companies' skills needs. This measure is
ambitious but its effectiveness remains to be seen. An
apprenticeship scheme has been offering 5000
placements per year, and the annual number of
apprentices will be tripled by 2020. However,
companies' interest in taking on apprentices is still
low. The new financing model of universities
provides financial incentives for attracting more
students into the STEM areas of study, a measure that
seems appropriate and which could prove effective.
Similarly, the scholarships planned at tertiary level
for the fields of study supporting the smart
specialization growth areas could produce good
results. Some progress has been made in the ICT
sector with the first graduates of the IT Academy
joining the labour market. The IT Academy involves
the participation of the government, the Tallinn
University of Technology and the University of
Tartu, as well as some private foundations. It is active
in providing additional funding to selected curricula,
as well as scholarships, including compensations for
some forms of tuition.
Estonia has continued to make progress in promoting
entrepreneurship. Entrepreneurship education is
available in all education levels and is popular, and
science and IT popularisation is done in connection
with entrepreneurship. Some private initiatives such
as Garage 48 and Startupwiseguys have been running
successful accelerator programs and the University of
Tartu has opened a Centre for Entrepreneurship and
Innovation that aims to support entrepreneurship
education in all schools. If these measures continue to
be systematically introduced and well supported, they
have the potential of increasing the number of
successful entrepreneurs and turning Estonia into a
'start-up hub'.

(242)

Commission mission to Estonia, February 2014.

Estonia

3.6.4

Energy, raw materials and
sustainability

Energy and resource intensity in Estonia remains
among the highest in the EU. This is particularly true
in the transport sector, where the share of renewable
energy in transport is still far below the 2020 target of
10 %. The average age of the car fleet in Estonia is
almost double the EU average, new passenger cars
are among the most energy-intensive in the EU, and
fuel excise duties are below the EU average. Various
alternatives have been considered for containing the
increase in non-ETS greenhouse gas emissions. The
government is currently considering the issue of VAT
deductibility for corporate passenger cars is. The EU
funds for 2014-2020 remain critical for improving the
energy efficiency of residential and industrial
buildings, but alternative funding should be
considered. Despite a credible waste management
policy aimed at avoiding landfilling, including
through increasing the landfill tax, considerable
measures are still needed in this area.
Estonia still has insufficient cross-border connections
with the rest of the EU, which limits the diversity of
supply and thus puts pressure on energy prices.
Despite of the integration of the Estonian electricity
market with Finland and the other Nordic countries
via Estlink2, which became operational in early 2014,
the interconnector with the Baltic countries is
regularly congested. In terms of natural gas, progress
has been made towards diversifying supply and thus
ending Estonia’s isolation from the EU market, by
signing the Memoranda of Understanding for both a
liquefied gas terminal and the Baltic Connector – a
supply pipeline linking Finland and Estonia.

3.6.5

Access to markets, infrastructure
and services

Estonia has made progress in terms of improving the
effectiveness of its transport infrastructure, but public
transport networks and intermodal connections,
including logistics, need to be further developed. The
interconnection of coach transport and passenger rail,
in particular in rural areas, remains underdeveloped
and thus problematic. To address this problem,
Estonia intends to create Regional Transport Centres
for coach transport that will improve the
interconnection of rural areas. EU structural funding

for 2014-2020 remains critical in this respect, and
alternative funding should be considered.
There has been a recent rise in the usage of urban
public transport, and new passenger trains (both
electric and diesel) have led to an increase in
passenger train usage. In terms of a modal shift from
road to electrified rail in freight and passenger
transport, Rail Baltic is a crucial project under the
TEN-T policy that will connect the Baltic States to
the trans-European rail network. The three Baltic
States are in the process of setting up a joint venture,
which will enable a common application for the
Connected Europe Facility.
Given Estonia’s location, most international
passenger transport to and from the rest of Europe
depends on air connectivity, hence the importance of
improving the safety and mitigating the
environmental impacts of Tallinn airport. Estonia is
planning to extend the runway at Tallinn airport. This
will enable the integration of CAT II navigation
systems, thus allowing heavier aircrafts (cargo planes
or airplanes with more than 250 passengers) to land
in Tallinn in poor weather conditions.

3.6.6

Public administration and business
environment

The business environment and in particular egovernment are well developed in Estonia, and
progress has been made in providing support to fastgrowing innovative firms. E-services have helped
citizens and companies save time and have made
dealing with the government more accessible: the
most time saved is in establishing a company, and
submitting VAT or income and social tax returns to
the Tax and Customs Board. E-services are ICT
solutions that could easily be exported to other
countries. The most notable e-services are i-voting,
the ID card functionality and the X-road.
The most appropriate and effective measures offered
by Enterprise Estonia to support entrepreneurship
include measures supporting internationalization and
offering entrepreneurs export advice, cooperation
opportunities and training for entrepreneurs, as well
as start-up support (from the conceptualization of
ideas to finding appropriate financing on capital
markets). In terms of sectors supported, the best
results were achieved by computer, electronics and
optical instruments producers, as well as
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Figure 3.6.2: Overall profile of public administration - Estonia
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Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

accommodation, furniture manufacturing and
services; companies in these sectors have
significantly increased their export revenues. Some
existing clusters have had less success in encouraging
cooperation between companies for marketing and
export purposes. The Enterprise Development
Programme is an initiative that seems ambitious and
has the potential of being highly effective: it is
designed to provide tailor-made support, based on
diagnosed needs, thus homing in on the right
development projects that can make companies grow
fast. In terms of support for fast-growing innovative
firms, the Estonian Entrepreneurship Growth Strategy
2014-2020 focuses, among others, on key clients
(companies with high return on export sales or above
average value added) and growth clients (with an
export intensity of at least 25 % in the second year of
operation), totalling approximately 3 700 companies.
In spite of this support, the number of SMEs
accessing e-commerce and foreign markets is not
rising fast enough, possibly due to awareness-raising
campaigns that put too much emphasis on risk.
In general, public administration is functioning well
in Estonia. However, due to limited fiscal capacity,
local public administrations are not always in a
position to provide quality services to companies and
citizens. This poses the risk of creating a two-speed
Estonia, where the centre progresses by specializing
in highly competitive sectors, but the peripheral areas
lag behind in economic development. Mergers and
cooperation between municipalities remain voluntary
and incentives to provide common services are weak
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or non-existent. In terms of supporting enterprises,
the county development centres, partly financed by
Enterprise Estonia, have small teams of counsellors
that offer advice on the possibilities for financing and
training. Even though these advisory services include
access to start-up grants, some county development
centres lack ambition and sometimes fail to address
the real needs of enterprises in rural areas. In order to
motivate the development centres, Enterprise Estonia
is planning to use the results of the biannual
evaluations to influence the financing decisions for
these centers. Among the positive examples, six
industrial parks are being established in the Ida-Viru
county, with accompanying investment agreements
and loan guarantees. Moreover, a regional plan for
Southern Estonia, involving the creation of jobs and
enterprise support, is currently being drafted .
In
general, companies outside the capital consider the
support offered by the government as rather inflexible
and argue that one of the main hurdles for doing
business in rural areas is a lack of infrastructure,
especially transport. Measures providing incentives
for local governments to attract enterprises to these
regions could further boost economic development
and contribute to a more balanced regional
development in Estonia.

3.6.7

Conclusions

Estonia has made some progress in identifying the
knowledge-intensive sectors that could push the
country up on the value chain and has taken steps to

Estonia

become competitive at global level. The current mix
of measures represents the first step towards
promoting a resource-efficient economy. Estonia
should continue its efforts to improve its innovation
performance, in particular cooperation between
business and academia, and thus increase the number
of companies engaged in development and innovation
activities. In order to systematically address its
challenges in terms of skills, Estonia should increase
the supply of STEM graduates, re-train the work
force in low-productive sectors, and enhance the
supply of skills in emerging sectors such as ICT.
Lastly, the capacity of the Estonian local
governments should be improved in order to enable
them to provide quality public services to companies
and citizens.
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3.7 Ireland

Ireland

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

latest available -5 years
latest available
EU latest available

Labour productivity per hour worked (EU-27=100; 2013)
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

Exports

Total Exports as a % of GDP (2012)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and
services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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N.A.; N.A. (2007)

1

Ireland

Figure 3.7.1: Manufacturing sectors (GVA at basic prices) - Ireland
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3.7.1

Introduction and performance

Ireland became the first country to successfully exit
its EU/IMF programme of economic and financial
assistance in December 2013. It met all its targets
under the programme and has returned to the
international credit markets. Headline GDP growth of
-0.3 % in 2013 masks an underlying recovery in the
domestic economy. When the volatile effects of the
foreign-owned and especially pharmaceutical sector
are stripped out, GNP growth - which reflects the
relative health of the domestic economy - was a
robust 3.4 %. Trade in services and investment grew
strongly while significant improvements in the labour
market are sustaining the nascent recovery.
Employment grew by 60,000 in 2013 and
unemployment is down to a sub euro-area average of
11.7 % from a high of 15 % two years ago –
including reductions in youth and long-term
unemployment.
But further progress is required in several areas
including fiscal consolidation, debt deleveraging,
financial sector repair and structural reforms. In
particular, with public debt at 123.7 % of GDP at end
2013, and a 2013 budget deficit of 7.2 %, significant
challenges remain to consolidate and sustain growth.
(243)
Ireland has important comparative advantages in
sectors such as pharmaceuticals and chemicals that
account for around 50 % of manufacturing output.
(243)

The other main sectors are food, beverages and
tobacco at 21 %, and electronics, electrics and
machinery sector at 11 %. Services account for more
than two thirds of gross value added and services’
exports grew by EUR 3.3 billion in 2013 with
particularly strong performances by the computer and
business services sector. Another key feature of the
Irish economy is its extreme openness with the value
of internationally traded goods and services
equivalent to 191 % of GDP. (244)

3.7.2

Access to finance and investment

Access to finance, particularly for SMEs, remains a
challenge but it is critical to Ireland's growth outlook.
SMEs account for over 70 % of private sector
employment and lending to SMEs represents
approximately 19 % of the domestic banks’ aggregate
loan book. (245) Lending to SMEs remains weak, with
constraints existing on both the demand and supply
sides. SMEs are also carrying a large legacy debt
burden that makes it difficult for them to borrow and
invest. Initiatives such as
the Irish Banking
Federation Protocol (246) on Multi-banked debt are
therefore welcome and encouraged.
On the supply side, banks are very and some would
say excessively cautious about lending to business.
SME associations allege that more than one third of
SMEs are seeking new credit with more than half of
(244)
(245)

http://www.esri.ie/irish_economy/.
http://www.centralbank.ie/publications/Documents/MacroFinancial%20Review%202013.2.pdf.

http://ec.europa.eu/economy_finance/publications/
occasional_paper/2014/op181_en.htm.
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the requests being rejected. (247) Banks’ balance
sheets remain depressed and 46 % of domesticallyowned banks' aggregate credit portfolio was nonperforming or distressed (at the end of the third
quarter of 2013). (248) To address this, the two largest
domestically-owned banks that dominate SME
lending have been assigned debt restructuring targets.
(249)

New legislation is also due to be enacted later in 2014
to establish an Ireland Strategic Investment Fund (254)
(ISIF). Furthermore, over EUR 500 million in
additional credit will be made available to Irish SMEs
through the establishment of the Strategic Banking
Corporation of Ireland that will be financed by the
German Promotional Bank, KfW and the European
Investment Bank (EIB) along with the ISIF.

Supply constraints to new lending are compounded
by the partial loss of the skill sets needed to properly
assess the potential viability and merits of loan
applications. Steps are however now being taken to
improve the capacities of both borrowers and lenders
to prepare and assess robust funding requests based
on well-developed business plans.

Investment

Dedicated funds have been put in place to improve
access to finance for SMEs. The Credit Guarantee
Scheme (250) provides a government guarantee to the
lender of 75 % on individual loans to viable
businesses. The Microenterprise Loan Fund Scheme
(251) provides loans of up to EUR 25 000 to
businesses and sole traders employing up to ten
people who have been refused credit by banks. In
addition, three SME funds (252) were put in place with
funds from the National Pension Reserve Fund.
Meanwhile, the Credit Review Office (CRO) (253)
mediates disputes between lenders and prospective
SME borrowers who have been refused credit. Up to
the first quarter of 2014, 55 % of appeals have been
found in favour of borrowers.
The take-up for SME support funds has however been
very low so far and external reviews of the schemes
and funds are proceeding with the view to identifying
factors that hamper their take-up and putting in place
corrective measures if needed.
(246)
(247)
(248)

249

( )

(250)
(251)
(252)

(253)
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http://www.ibf.ie/gns/customer-information/businessbanking/IBF_Protocol_on_Multi-banked_SME_Debt.aspx.
http://isme.ie/wpcontent/files_mf/139444541814069BankSurvey.pdf
The average NPL ratio for the main three domestic banks is
almost 27% of total loans as of June 2013, and about half of
the NPLs relate to residential mortgages while 25% is SMErelated.
For more details on banking sector developments and
challenges, see the 2014 in-depth review report on Ireland
published by the European Commission in March
http://ec.europa.eu/economy_finance/publications/occasiona
l_paper/2014/op181_en.htm.
http://www.djei.ie/enterprise/smes/creditguarantee.htm
http://microfinanceireland.ie/.
BlueBay Ireland Corporate Credit I Ltd (EUR 450 million);
Carlyle Cardinal Ireland SME Equity Fund (EUR 300-350
million); Better Capital Ireland SME Turnaround Fund
(EUR 100 million).
http://www.creditreview.ie/.

Ireland relies heavily on investment by multi-national
companies to generate growth, exports and jobs. This
makes it more vulnerable to shifting patterns of
global production and losses in competitiveness.
Foreign direct investment inflows represented a
massive 18.2 % of Irish GDP in 2012 compared to an
OECD average of 1.3%. (255) FDI currently supports
more than 1 150 companies employing more than
166 000 people directly and a further 116 000
indirectly. In 2013, these companies spent €21bn in
the Irish economy and exported goods and services to
the value of €121bn. (256) FDI is relatively
concentrated both in terms of investor base and in
terms of sectoral orientation. This implies that
decisions by individual firms and developments in
specific sectors can have an unusually large impact
on the economy as a whole as has been seen recently
with the “patent cliff” in the pharmaceutical sector.
These and other issues are addressed in European
Commission’s
Staff
Working
Document
accompanying the
2014 Country Specific
Recommendations. (257)

3.7.3

Innovation and skills

Innovation
According to the 2014 Innovation Union Scoreboard,
(258) Ireland is an innovation follower, with an
improved 2014 EU ranking of 9th.

(254)
(255)
(256)
(257)
(258)

http://www.finance.gov.ie/sites/default/files/
NTMA%20Bill%20EXP%20MEMO.pdf.
http://www.oecd.org/investment/investment-policy/FDI-inFigures-Feb-2014.pdf.
http://www.idaireland.com/invest-in-ireland/impact-of-fdiin-ireland/index.xml.
http://ec.europa.eu/europe2020/europe-2020-in-yourcountry/ireland/country-specificrecommendations/index_en.htm.
http://ec.europa.eu/enterprise/policies/innovation/
files/ius/ius-2014_en.pdf.

Ireland

Ireland has a national R&D intensity target for 2020
of 2.5 % of GNP (2.0% of GDP). In 2012, Ireland had
an R&D intensity of 1.7 %. Over the period 20072012, R&D intensity in Ireland grew at an average
annual growth rate of 6.1 %. Ireland has a relatively
low level of direct government support for R&D,
while the share financed from abroad at 20.4 % is
more than double the EU average and reflects the
policy of attracting foreign direct investment with a
large R&D component.
The key areas of focus include the food sector,
agriculture and fisheries, ICT, medical technologies
and nano and bio-technologies. Structural Funds are
an important source of funding for research and
innovation activities. Fiscal measures and especially
tax credits also play an important role. In excess of
1400 companies are benefiting from the tax credit
scheme which has supported a EUR 1 962 billion
business spend on research and innovation. Policy
emphasis is being placed on accelerating the
economic impacts from public investment in science,
technology and innovation. This includes increasing
the innovation potential of indigenous firms and
improving links between industry and higher
education institutions. Ireland is the third best
performer in the EU in terms of the innovation output
indicator (259) and is ranked second in the EU in terms
of both share of total employment in knowledgeintensive activities (20.6 %) and share of knowledgeintensive services exports in total exports (71.4 %).
Ireland also has a number of challenges in research
and innovation, in particular the relatively low
number of patent applications as well as a decline in
the number of innovative SMEs. However, the level
of patent applications should be seen in the context
of the weight of ICT in the Irish economy and the fact
that software is not patentable.
Skills
One of Ireland’s strengths has always been its welleducated, productive and flexible workforce. It has
the highest percentage of employees in the
manufacturing sector with high education attainment
levels and it has the highest tertiary education
attainment rate in the EU at 51.1%. On the other
hand, Ireland still has a significant cohort of early
school leavers and low-skilled workers. Re-skilling
and up-skilling of job seekers is consequently one of
the main challenges for education and training in

Ireland. There is evidence of rising skills mismatches,
with skills shortages likely to become more apparent
as the labour market continues to recover.
In this context, the Irish government has introduced
initiatives such as the ICT skills conversion
programme (260) and Springboard (261) to ensure that
the curricula and offer of higher education institutions
are better geared towards the evolving needs of
industry and jobseekers.
Furthermore, the
Momentum (262) programme is providing training for
up to 6500 long-term unemployed on topics where
job vacancies/skills shortages have been identified,
including ICT.
Ireland’s slack ratio (263) is around 30 % for low
education levels but it is only 8 % for higher
education levels. It is also noteworthy that Ireland has
the highest proportion of people living in households
with low work intensity in the EU. (264) This surged
from 14.3 % in 2007 to 24.2 % in 2011 - almost 9 %
higher than the country with the next highest rate.
The further education and training system is being
reformed with e.g. the creation of 16 Education and
Training Boards and the new further education and
training authority SOLAS. ( 265) Ireland is investing
more than €800 million in further education and
training in 2014 and the first ever strategy for the
further education and training sector in Ireland was
launched in May 2014. (266)
Better bridging the gap between training and
employment in Ireland is also being addressed in the
government’s “Action Plan for Jobs”. (267) This is a
joined-up “whole of government” multi-annual
initiative to support job creation. The 2014 iteration
contains 385 actions to be implemented by all 16
government departments and 46 Agencies.
Furthermore the “Pathways to Work” (268) initiative is
putting in place a modern activation system through
(259)
(260)
(261)
(262)
(263)
(264)
(265)
(266)
(267)
(268)

http://ec.europa.eu/research/press/2013/pdf/indicator
_of_innovation_output.pdf.
http://www.hea.ie/en/policy/engagement/ict-skills.
http://www.springboardcourses.ie/.
http://www.momentumskills.ie/.
Number of Jobseekers divided by the number of employed
people at a given level of skills.
Ratio of actual v potential months worked. A household is in
low work intensity when the ratio is below 0.20.
http://www.solas.ie/.
http://www.education.ie/en/Publications/PolicyReports/Further-Education-and-Training-Strategy-20142019.pdf.
http://www.djei.ie/publications/2014APJ.pdf.
http://www.welfare.ie/en/downloads/Pathways-to-Work2013.pdf.
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the establishment of Intreo (269) “one stop shops” to
offer practical, tailored employment services and
supports to both jobseekers and employers. Ireland
has also undertaken the first steps to implement the
Youth Guarantee (YG) and plans to roll it out by
2015. A wide-ranging review of apprenticeships (270)
in Ireland has also been carried out. Progressing and
delivering on these initiatives will be critical to
maintain the positive momentum on job creation and
to improve competitiveness.

3.7.4

Energy, raw materials and
sustainability

Ireland is the best performer in the EU for both
energy intensity and CO2 intensity thanks largely to
the importance of services and high value-added
manufacturing. An energy inefficient building stock,
fossil fuel-based electricity generation, greenhouse
gas emissions and a culture of car dependency remain
the principle challenges facing Ireland. (271) The
government policy document “Delivering Our Green
Potential” provides the framework for developing the
green economy and a progress report on its
implementation was issued in December 2013. (272)
Nearly 20 000 people are estimated to be employed in
six key sub-sectors of the green economy and the
value of sales of low-carbon environmental goods and
services is estimated at approximately 4 % of GDP.
A number of targeted initiatives in the fields of waste
management, resource exchange e.g. SMILE (273) are
helping to turn environmental challenges into
(269)
(270)
(271)
(272)
(273)
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http://www.welfare.ie/en/Pages/Intreo.aspx.
http://www.education.ie/en/Publications/PolicyReports/Review-of-Apprenticeship-Training-in-Ireland.pdf.
http://www.ecoinnovation.eu/index.php?option=com_content&view=article
&id=474&Itemid=62.
http://www.djei.ie/publications/enterprise/2013/
Green_Economy_Progress_Report_2013.pdf.
http://www.smileexchange.ie/.

business opportunities and promote industrial
symbiosis while public support measures for resource
efficiency run by the Environment Protection Agency
(274) are extensive and varied.
Significant work is also ongoing in the field of
sustainable construction and buildings and 23 % of
the housing stock is now covered by the Building
Energy Rating (BER) System.
Raw materials policies are particularly important for
Ireland not only from the security of supply
perspective but also because Ireland has significant
mineral resources including two of the richest zinc
mines in the world (in terms of ore grade), which
account for 32% of EU Zinc concentrate production.
The largest Bauxite processing plant (Alumina) in the
EU is also located in Ireland.
The Sustainable Energy Authority of Ireland (275) is
working to exploit the country’s significant
advantages in sustainable (particularly wind) energy.
The Authority estimates that sustainable energy could
support at least 30 000 Irish jobs by 2020 and reduce
Ireland’s energy costs by over EUR 2 billion per
annum and it is delivering bespoke energy solutions
to many of the larger Irish companies. Detailed
measures to improve energy efficiency are outlined in
the National Energy Efficiency Action Plan 2014.
Ireland’s binding renewable energy target is to reach
a 16 % share of renewable energy in total gross
energy consumption in 2020 and the policy, market
and budgetary framework to facilitate this requires
ongoing attention. Ireland is not on track to reach its
greenhouse gas emissions target for 2020 with
particular challenges in the non-ETS sectors given the
size of the Irish agriculture sector, as well as issues
in the transport sector that need to be addressed.
(274)
(275)

http://www.BeGreen.ie.
http://www.seai.ie/.

Ireland

Figure 3.7.2: Overall profile of public administration – Ireland
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Source: World Bank Doinb Business; Intrum Justitia; OECD; World Economic Forum; European Commission;

3.7.5

Access to markets, infrastructure
and services

Ireland is now the most globalised economy in the
western world. (276) Market access and appropriate
infrastructure for export-oriented and technologydriven sectors are consequently vital to Ireland’s
economic success.
Ireland has made great
improvements to its transport infrastructure in recent
years but significant challenges remain not least with
regard to broadband penetration that is only half the
EU average. In this context, the recent update to the
National Broadband Plan (277) and allocation of up to
EUR 500 million for a fibre powered network is
welcome; as is the 2013 National Ports Policy ( 278)
that addresses issues concerning port infrastructure
and competition. Needed infrastructure investments
and access improvements are e.g. foreseen for Dublin
port (EUR 150 million) and Rosslare and Waterford
harbours; while issues with regard to leasing and
licensing arrangements for some terminal operators
and stevedoring services (279) need to be addressed.
High-technology services, such as computer services,
and knowledge-intensive services, such as financial
(276)
(277)
(278)
279

( )

http://www.ey.com/IE/en/Newsroom/News-releases/Pressrelease-2013---Globalisation-report.
http://www.dcenr.gov.ie/Communications/
Communications+Development/Next+Generation+Broadba
nd/.
http://www.dttas.ie/sites/default/files/node/add/contentpublication/National%20Ports%20Policy%202013.PDF.
http://www.tca.ie/images/uploaded/documents
/Ports%20Study%202013.pdf.

services, insurance and other business services are an
increasingly important part of the economy.

3.7.6

Public administration and business
environment

Ireland is ranked 15th overall in the World Bank’s
Doing Business Report, has one of the most
favourable business and entrepreneurial environments
in Europe. (280)
Public administration has a crucial impact on the
business environment and while Ireland scores well
on most indicators it has some important issues to
address. A new Public Service Reform plan for the
period 2014-2016 was published in January. (281) A
total of 220 actions are contained in the new plan
including for instance, increasing recourse to shared
services and centralised public procurement. Actions
are being taken forward to improve e-government
delivery and cloud computing services with new
technologies facilitating more and better online
services.
The Regulatory Impact Assessment process in Ireland
includes competitiveness proofing and respects the
2009 guidelines but there is scope for enhancing this
process and applying guidelines more systematically.
In comparison to other EU Member States, Ireland is
(280)
(281)

http://doingbusiness.org/.
http://reformplan.per.gov.ie/exec_summary/
exec_summary.html.
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above average in the level of consultation of SME
stakeholders on regulatory and policy matters.
Business stakeholders and two consultative groups
are regularly consulted on SME matters, but this is
not a systematic process. Ireland should take steps
towards putting in place a fully-fledged SME test.
There are concerns that the more widespread use of
centralized public procurement is adversely affecting
SME participation. With a view to making tendering
easier for SMEs, the government introduced new
guidelines for purchasing authorities in April 2014,
covering matters such as division of contracts into
lots and the possibility allow consortia of SMEs to
submit tenders.
Ireland ranks best in the EU and 6th in the world for
ease of paying taxes. (282) Improvements continue to
be made to the system with increased provision of eservices and on-line service platforms. Micro and
small enterprises will be allowed to make only one
VAT return per year and tax return forms will be
significantly simplified and increasingly prepopulated. E-filing and payment by direct debit will
be increasingly the rule. While for income tax, tax
return forms will be reduced from 26 to 6 pages for
microenterprises. 91 % of income tax declarations are
currently filed online.
Enforcing contracts in Ireland remains relatively
lengthy and expensive (283) and Ireland has a very
poor world ranking of 63rd on this issue. These high
legal costs have an impact on the economy as a whole
and they affect the cost structure of all businesses,
particularly SMEs.
To address the high cost of civil litigation, the Legal
Services Regulation Bill was published in October
2011. It completed Committee Stage in the
Parliament in April and is due to be enacted later in
2014. It will establish independent regulation of the
legal professions, improve access and competition,
and bring greater transparency to legal costs and
reduce their burden on consumers and enterprises.
The Bill also provides for the establishment of multidisciplinary practices bringing together barristers,
solicitors and accountants.

(282)
(283)
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http://doingbusiness.org/data/exploreeconomies/
ireland/#paying-taxes.
at 650 days with 21 procedures at a cost of 26.9% of the
claim according to the WB Doing Business Report 2013.

Additional provisions are currently being worked on
for incorporation in the Bill which would provide for
the prescribing of pre-action protocols and facilitate
electronic filing of civil cases with a view to
expediating the process.
Judicial and court administrative resources to
implement active pre-trial case management are
however very limited and this may be contributing to
delays. (284)

3.7.7

Conclusions

Ireland’s domestic economy is growing and creating
jobs again. (285) Business – crucially including SMEs
- and consumer confidence is returning. Ireland is
successfully competing internationally and it has an
excellent business environment.
However, the very large public and private sector
debt burden remains a severe drag on growth and key
challenges remain in areas such as restoring credit
channels for SMEs; strengthening activation
mechanisms; tackling skills mismatches; reducing
business (including legal) costs and increasing
competition.

(284)

(285)

Ireland has the lowest number of professional judges and
support staff in relation to population in the EU, with 3.2
judges and 22.4 support staff per 100,000 inhabitants,
compared with an EU average of 21.5 and 68 respectively.
http://www.cso.ie/indicators/Maintable.aspx.

3.8 Greece

Greece

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and
services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

N.A.; N.A. (2007)

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.8.1: Manufacturing sectors (GVA at basic prices) - Greece
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3.8.1

Introduction and performance

Services are the mainstay of the Greek economy.
Manufacturing contributes 9.9 % of the total value
added (EU average 15.5 % in 2011), specialising
mainly in food processing (the manufacture of
vegetable oils, and the processing and preservation of
fruit and vegetables). Other important sectors are
metal, chemicals, cement and textile.
The prolonged recession has severely affected the
Greek economy. Statistical data show that Greece is
returning to growth in 2014. Confidence indicators
continue to improve and structural reforms have
improved
competitiveness.
The
Economic
Adjustment Programme has reduced macroeconomic
and fiscal imbalances. The recovery is forecast to
gain strength in 2015, but full implementation of the
adjustment programme continues to be crucial to
consolidate recent progress. The robust improvement
of the tourism sector has helped the economy. The
repayment of government arrears and substantial
absorption of EU funds, through major EU-funded
construction projects, have had a positive impact on
investments. For example, work has started on four
large motorways with a combined value of over EUR
7 billion.
Greece's unemployment and social situation is still
challenging, but ambitious labour market reforms
implemented under the adjustment programme have
markedly improved cost competitiveness, which,
together with employment-support measures financed
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with EU structural funds and the pick-up in
investment, should lead to a fall in unemployment to
26 % in 2014 and 24 % in 2015.
Corruption in Greece's public and private sectors
continue to be of concern. According to the Greek
branch of Transparency International, state hospitals,
tax offices and urban planning departments are the
main sites of public corruption. In the private sector
the health industry, banks, lawyers, the car and
construction sectors are the most corrupt. Some steps
have been taken to confront corruption as part of a
national anti-corruption action plan. An anticorruption coordinator has been appointed to carry
out the plan and an accreditation system has been
introduced to ensure sound and efficient management
of EU structural funds by public authorities.

3.8.2

Access to finance and investment

Access to finance
The banking sector is being capitalised to ensure that
it is in a better position to support the growth of the
economy. However, the sector is still reluctant to
provide finance to small and medium-sized
enterprises (SMEs). Only 33 % of Greek SMEs
obtained the financing they sought in 2013 (EU: 65
%). Access to finance is the most pressing problem
for 32 % of SMEs (EU: 15 %). (286) Bank lending to
the corporate sector is still constrained, making it
(286)

2013 SMEs’ Access to Finance Survey, Analytical Report,
European Commission, 14 November 2013.

Greece

difficult to finance production and investment. One of
the most important financial issues for SMEs is the
refinancing of existing exposure.

maximum of EUR 30.000, at low or zero interest
rates and without collateral.
Investment

The government's efforts to ease financing conditions
have focused on the lending of the European
Investment Bank (EIB) to Greek commercial banks
so that they in turn can lend to SMEs, and on
providing banks with risk-sharing. In 2013, four
finance contracts worth EUR 300 million were signed
via the Guarantee Fund for SMEs.
A number of initiatives have been promoted jointly,
with the EIB targeting different financial needs:

The Economic Adjustment Programme for Greece
covers a wide range of ambitious growth-enhancing
structural reforms to modernise product markets and
improve the business environment, with a view to
creating new opportunities for investment, innovation
and employment. The “Fast- Track” procedure for
licensing and the Law on Investment Incentives are
two main pillars of investment support:
A) Fast Track

 an initiative supporting SMEs through risk
sharing and risk capital;
 an initiative investing in regional urban
projects;
 the State Guarantee Facility, supporting
investment for SMEs and mid-caps in
manufacturing, tourism and services;
 the Trade Finance instrument, supporting
international trade.
The Institution for Growth (IfG) is an initiative of the
Greek Ministry of Development & Competitiveness
in cooperation with the German government (GKfW),
the EU Task Force for Greece, the EIB, the EIF, the
European Commission, bpi France and the French
government. With a planned initial capital of more
than EUR 500 million, the IfG will finance SMEs and
infrastructure projects through equity and loans,
contributing to the easing of financing constraints.
The Hellenic Fund for Entrepreneurship and
Development (ETEAN) was set up as a state-owned
corporation in February 2011, with a start-up capital
of EUR 1.7 billion. EU structural funds provide
substantial funding. ETEAN provides guarantees for
loans to SMEs by banks and other financial
institutions. The fund also co-invests in other funds
and instruments and three funds have been set up: for
energy conservation (EUR 200 million from EU
structural funds), for fisheries promotion (EUR 35
million from EU structural funds) and for
entrepreneurship (EUR 540 million from EU
structural funds).
In 2013, a new fund to support island
entrepreneurship was set up with a budget of EUR 80
million. The fund provides loans to SMEs up to a

Time-consuming and costly procedures and the
uncertainty about the legal framework for licensing
and permit systems (287) have hampered investments
particularly large-scale investments.
The law on acceleration and transparency of
implementation of strategic investments provides for
faster and more transparent procedures for large-scale
investments (fast track). With the new law, factors
that have in the past deterred investors, such as
bureaucracy, a lack of transparency and the
complexity of the legislation, have been improved.
The aim of the law is to provide licenses quickly,
giving priority to strategic investments, i.e.
investments that could have a significant impact and
create long-term results to hasten a return to growth.
To be considered strategic investment, the total cost
must exceed EUR 100 million, irrespective of the
sector, or lower amounts depending on the sector or
number of new jobs created. So far, most approved
strategic investments are in the field of energy and
tourism.
The fast-track procedure provides for an investment
license to be granted or refused within 45 days. The
law gives tacit approval if the deadline is not met.
B) Investment incentives
The law on Investment Incentives provides for
different types of aid, e.g. tax relief comprising
exemption from payment of income tax on pre-tax
profits, subsidy payment by the state of a sum to
cover part of the investment, a leasing subsidy which
includes payment by the state of a portion of the
(287)

TFGR sixth activity report, March 2014.
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instalments paid under the leasing agreement to
acquire new machinery and equipment.

3.8.3

Innovation

Reducing dependence on imported energy, exploiting
indigenous on-shore and offshore natural resources,
maximising the penetration of renewables and
achieving a significant reduction in emissions of
carbon dioxide are the main pillars of the national
energy plan.

Innovation
According to the Innovation Union Scoreboard 2014,
(288) Greece's performance is below the EU average.
The country is considered a moderate innovator.
Over the analysed period of eight years, growth
performance at 1.2 % is below that of the EU and the
performance gap with the EU has increased. The
relative performance to the EU fell from 74 % in
2008 to 69 % in 2013. Greece performs below the EU
average in particular for venture capital investment
and R&D expenditure in the business sector.
Greece has a weak articulation of research and
innovation policy with other policies, with particular
feeble links within the knowledge triangle sectors.
Moreover, exploitation of research results by the
business sector is very limited, with low patenting
activity.
One of the EU's main tools to support structural
reforms is cohesion policy. EU structural funds have
invested more and more in competitiveness, research
and innovation and provided substantial resources for
investment in Greece. Greek innovation policy is
based on the use of EU structural funds and research
funding, with limited resources available for a
strategic vision. However, a public consultation has
been carried out with the aim of establishing more
favourable conditions for increasing R&D and
innovation. To support R&D investments, a new law
(Law 4172/2013) provides for deduction of R&D
expenses at a higher rate of 30% from the gross
income of firms.

3.8.4

Energy and sustainability

Energy
Since the onset of the financial crisis, energy
consumption has decreased markedly as the economic
recession has affected demand.

(288)
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http://ec.europa.eu/enterprise/policies/innovation/files/
ius/ius-2014_en.pdf.

Photovoltaic installations have seen a sharp increase
over the past few years as a result of generous support
schemes and falling development costs.
Greece has published a timeline and a list of actions
to be taken to facilitate the transition to a more
mature and competitive gas market model. Greece is
also focusing on hydrocarbon exploration and
production. In May 2014, it signed lease agreements
for three on-shore and offshore fields, while a new
licensing round will be announced for areas of
Western Greece and the South of Crete.
The reform of the Greek energy market seeks to boost
competition and to make the sector financially
sustainable. The removal of remaining distortions in
the electricity market and greater competition in
supply are necessary measures to improve the
competitiveness of the sector. The privatisation of the
public power corporation has been launched and the
sale of the network operator is progressing.
Sustainability
Waste management is considered a critical
environmental problem in Greece and a pressing
issue. Greece depends heavily on landfills waste
disposal. Around 80 % of waste is still landfilled and
the EU target of cutting biodegradable municipal
waste by 75 % by 2010 was not met despite a fouryear derogation period. (289)
Recycling of glass, paper and plastics has increased in
recent years but there are still not enough facilities for
a more efficient recycling of waste. Recycling of
municipal waste has increased by more than 10 %
over the last 10 years but significant efforts are still
needed to comply with EU targets by 2020. (290)

(289)
(290)

Municipal waste management in Greece.
Environmental Agency. February 2013.
Municipal waste management in Greece.
Environmental Agency. February 2013.
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Figure 3.8.2: Overall profile of public administration - Greece
Irregular payments and bribes
1.0
E-government services: regular business
operations

0.8

Time needed to resolve insolvency

0.6
0.4

0.2
Cost of enforcing a contract

Cost of starting a company

0.0

Average payment duration from public
authorities

Time to export
Time to prepare and pay taxes

Note:

Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

Business environment

3.8.5

Public administration and business
environment

Public administration
The authorities are advancing, with some delays, on
public administration reform, delivering on the 2013
quantitative targets and increasingly focusing on
qualitative aspects. The Greek government, with the
support of the Taskforce for Greece and French
experts, aims at improving quality and efficiency
through, inter alia, a new system of appointments for
managers, a performance evaluation framework, the
reorganisation of Ministries, new staffing plans with
clearly designated responsibilities, a new internal job
market to promote transparent mobility across the
administration, better financial management,
measures to reduce corruption, and a new egovernment strategy. The framework for an interministerial coordination General Secretariat under the
Prime Minister's authority has also been set up.
The government is on track to deliver the decrease in
general government employment by 150,000, ahead
of the deadline set at the end of 2015. The rule one
hiring per five retirements will remain through 2014.
The government intends to assess services that can be
provided more efficiently through outsourcing. An
effort has also been made to address disciplinary
cases. Courts have sped up procedures and sanctions
start to be applied.

Structural reforms are being implemented to improve
the business environment, which has been hampered
by a high level of regulation and bureaucracy.
Changes have been made to the General Commercial
Registry (GEMI), which is a state- owned electronic
database hosted by the Chambers of Commerce. Data
stored in the registry now includes companies’
representatives, annual accounts, the tax identification
number, company statutes, the company's GEMI
number and court decisions. The database has been
connected to other registers for electronic processing
and for e-procurement the public sector can access
the database to obtain the required information. In
addition, companies can now use a website to file the
company seat and statutory amendments, as well as
for annual financial accounts.
The cost of starting up a company has fallen. The
requirement to publish a notice in the Official Gazette
has been removed (with total savings for businesses
estimated at around EUR 46 million/year) and the
requirement to register with a chamber of commerce
will be removed on 1 January 2015. In addition,
notaries are no longer required for all types of
companies and it is no longer compulsory to submit
original or certified copies for all transactions with
the government.
The IKE, a form of private limited liability company,
was introduced in Greek law in July 2012. The high
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number of newly established IKEs is a sign of its
success. It is a more flexible corporate form, which
does not require either a notary or publication in the
Official Gazette. The biggest difference with other
limited companies, when the new type of company
was introduced, was that IKEs had no minimum
capital requirement. The minimum capital for other
limited companies, which was EUR 4.500, was
removed in 2013. In total, 2821 companies registered
as IKEs in 2013.
Greece's improved ranking in the World Bank Doing
Business Report can be partly attributed to the new
private limited liability company form. However, its
ranking is still low compared with other EU Member
States, mainly because of the high level of regulation.
Greece is among the weakest performers in the
OECD. Under the Economic Adjustment Programme,
restrictions on competition are being removed in
many parts of the economy. Implementation has
started on most of the recommendations of an OECD
study on legislation and practices in four key sectors
of the economy, e.g. tourism, retail trade, food
processing and construction materials. The removal
of poorly designed regulations, which benefit few, is
expected to have positive effects worth EUR 5.2
billion for the economy.
The retail sector has seen a sharp downturn because
of the economic crisis. Liquidity is a major problem
for the sector. According to the National
Confederation of Hellenic Commerce (ESEE), since
2008, 120.000 retail and wholesale stores have closed
down. Of the 40.000 newly opened stores, almost 80
% are coffee shops and fast food restaurants.
Licensing procedures are changing to make them
simpler by using electronic applications and
outsourcing audit mechanisms. An online submission
system has been developed and should be
implemented by the end of October 2014. The
integrated IT system aims to develop e-services for
licensing, which should save businesses time,
expense as well as administrative work and, equally
important, increase transparency.
Internationalisation
Internationalisation is a key pillar of Greece's
economic strategy. Implementing an export strategy
helped improve Greece’s ranking in the World Bank
Doing Business report on Trading Across Borders
from 84th place in 2012 to 52nd in 2013.
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Enterprise Greece is the official state agency to
promote investment, exports and make Greece more
attractive as an international business partner. A key
benefit of the new, integrated body is closer
coordination among ministries and public- and
private- sector bodies.

3.8.6

Conclusions

Statistics show that Greece is returning to growth
after a long and severe recession. Structural reforms
have improved competitiveness and the Economic
Adjustment Programme has reduced macroeconomic
and fiscal imbalances. Absorption of substantial EU
funds, through major EU-funded construction
projects, will have a positive impact on investments.
Access to finance is still tight for SMEs. Only 33 %
of Greek SMEs obtained the financing they sought in
2013 (EU: 65 %). The Institution for Growth, which
is being set up, should ease the financing constraints.
It will finance SMEs and infrastructure projects. In
addition, EU structural funds offer significant
amounts for access to finance through the Hellenic
Fund for Entrepreneurship and Development.
Greece's innovation performance is below the EU
average and the country is considered a moderate
innovator. Its performance relative to the EU fell
from 74 % in 2008 to 69 % in 2013. The Greek
innovation system is being supported by EU
structural funds and research funding, but with
limited resources invested for a strategic vision.
Greece's improved ranking in the World Bank Doing
Business Report can be attributed to recently adopted
legislation in a number of areas. However, its ranking
is still low as compared with other EU Member
States, mainly due to a high level of regulation.
Under the Economic Adjustment Programme,
restrictions on competition are being removed in
many parts of the economy.

3.9 Spain

Spain

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and
services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.9.1: Manufacturing sectors (GVA at basic prices) - Spain
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3.9.1

Introduction and performance

Since the beginning of the crisis, Spain has made
considerable progress in making up for past losses of
its price and cost competitiveness. During the boom
period, growth in Spain was driven mainly by an
increase in labour utilisation, while productivity
measured by total factor productivity made a negative
contribution. Since 2007, labour productivity per
person employed has been improving. However, part
of this adjustment has been due to cyclical factors, in
particular the sharp fall in employment.
Spain has significantly improved its export
performance. Exports have grown considerably since
2009 because of an improvement in both cost and
non-cost factors. The number of exporting firms has
increased, and Spain now exports to a wider range of
countries. While cyclical factors explain some of the
improvement in the trade balance, a structural
improvement of Spain's export capacity is taking
place. (291)
The government adopted in July 2014 an action plan
for strengthening the industrial sector in Spain. It
comprises a series of proposals that contribute to
mainstreaming industrial competitiveness aspects
across various policy fields, including: transport,
investment, smart regulation, energy, R&D, SMEs,
(291)
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See Macroeconomic Imbalances – Spain 2014, European
Economy, Occasional Papers 176, European Commission,
March 2014.

education and skills, access
internationalisation and trade policy.

to

finance,

Despite the progress achieved, the economy remains
vulnerable, given the large stocks of accumulated
imbalances. Sustainable rebalancing of the economy
requires Spain to remove obstacles to competition in
product and service markets and barriers to the
growth of firms as recognised by the Commission in
its assessment of the 2014 national reform
programme and the proposed country-specific
recommendations. Spain should also foster a more
innovation-friendly environment to support the
transition to a knowledge-based economy.

3.9.2

Access to finance and investment

While the availability of bank financing has recently
improved, Spanish SMEs still face tougher financing
conditions than SMEs in other euro area countries.
Against a backdrop of significant deleveraging needs,
access to finance remains a major concern for
Spanish SMEs (292), although flows of new credit (293)
are gradually improving. The credit contraction is
proving steeper for SMEs, given their higher
dependency on bank lending. Spanish SMEs still face
tougher financing conditions than those in other euro
(292)
(293)

See SAFE survey (October 2013)
http://ec.europa.eu/enterprise/policies/finance/files/2013safe-analytical-report_en.pdf.
Loans to non-financial corporations with a nominal amount
below EUR 1 million are used as a proxy for loans to SMEs.

Spain

area countries. (294) Interest rates remain high
compared to other Member States, also owing to the
weak macroeconomic situation and heightened
corporate credit risk. The availability of equity and
mezzanine financing remains limited, in particular in
the early stages of business development.
Spain has adopted a variety of instruments to
stimulate bank lending to SMEs. One of the main
measures has been to step up public guarantee
schemes to cover, at least partially, the risk inherent
in lending. In 2013, SMEs received EUR 13.9 billion
through Public Credit Institute (ICO) credit lines, and
EUR 17 billion has been allocated for 2014. Mutual
guarantee companies have been strengthened and the
definition of an SME for banks’ capital requirements
purposes has been amended (295) to facilitate lending
to SMEs. Furthermore, in January 2014 Spain
successfully concluded a financial sector programme
to recapitalise its financial institutions.

70 % of their assets in SMEs, to take part in their
management and to provide them with advisory
services. The law is also expected to reduce
administrative burdens and speed up administrative
procedures for venture capital companies.
Business liquidity problems have been aggravated by
long delays in receiving payment, particularly from
the public sector. Spain remains one of the Member
States with the longest payment delays by public
authorities, well above the EU average. (298) The
government notified the Commission of the national
transposition measure for the Late Payments
Directive, which requires the public sector to pay
within 30 days. The government has also taken
measures to address the situation, notably paying
EUR 42 billion in commercial arrears owed by
regional and local governments. (299)

3.9.3
Initiatives
to
promote
non-bank
financial
intermediation have also been put forward. Capital
funds (296) are being developed. The first tender for
allocating investment commitments has been awarded
and more tenders are planned in 2014. An alternative
bond market for SMEs (297) has been set up. The first
issuance on this market occurred in December 2013,
and several others are in the pipeline. Other measures
adopted include the introduction of more flexible
securitisation rules, together with tax incentives for
equity financing and for business angels’ networks.
The government is currently working on a package of
legislation to foster business financing. The measures
under consideration include: provision of financial
information to SMEs by banks; enhancing provision
for securitisation; easing transfers between the
traditional and the alternative stock markets; and
creating a framework for crowd funding.
In July 2014, the government adopted a draft law
regulating venture capital companies and closed-end
collective investment schemes. This law is expected
to create new institutions known as ‘SME-venture
capital companies’ which will benefit from a more
flexible financial framework to make use of debt
instruments. They would be required to invest at least
(294)
295

( )
(296)
(297)

Survey on SME’s access to finance, April 2014, European
Central Bank.
Banco de España Circular 4/2013.
ICO Global funds, EIF-AXIS business co-investment fund
‘Fondo Isabel la Católica’.
Mercado Alternativo de Renta Fija (MARF).

Innovation and skills

Innovation
Spain’s innovation performance improved overall
between 2006 and 2013, but the gap with the EU
average has increased. The latest Innovation Union
Scoreboard (300) continues to place Spain in the group
of moderate innovators with performance below the
EU average. Relative weaknesses include low licence
and patent revenues from abroad, and a lack of
knowledge-intensive services exports. Relative
strengths are the publication of scientific research and
the commercialisation of innovation. The government
is now focusing on implementing the ‘Spanish
strategy for science, technology and innovation’
adopted in early 2013.
R&D investment has been adversely affected by the
economic crisis. (301) This follows substantial growth
over the last decade which nevertheless failed to
foster the transition to a more knowledge-based
economy.
Skills
The transition from education and training to work
remains the most pressing issue; the early school
leaving rate is still high, not enough use is made of
(298)
(299)
(300)
(301)

Source: European Payment Index 2014, Intrum Justitia,
‘Plan de pago a proveedores’.
Innovation Union Scoreboard 2014, European Commission.
In 2012, Spain’s R&D intensity stood at 1.30%, versus
1.39% in 2009, despite a shrinking GDP.

131

Country chapters

vocational education and training, and there are skills
mismatches between education and the labour market.
To address these challenges, Spain has continued to
implement the reform of its vocational education and
training system. Work-based learning is being
strengthened and apprenticeships are being
encouraged.

interconnection level between the Spanish and French
gas systems remains a major infrastructure
bottleneck. A study is also being carried out on the
scope for integrating the Iberian gas market; it is
expected to be finished in 2014.

3.9.5
302

Spain has adopted a new education reform act ( )
which aims to improve the quality of the education
system and its links with the labour market. The
reform establishes a new ‘basic’ two-year vocational
training level that would allow those without a basic
compulsory education diploma to access vocational
training.
The
reform
also
introduces
entrepreneurship-related content in the secondary
school curriculum. Spanish regions have also set up
entrepreneurship workshops for their primary and
secondary schools and have developed education
laws that include these subjects in the curriculum at
the education levels yet uncovered.

3.9.4

Energy, raw materials and
sustainability

In the electricity sector, an important reform was
initiated in July 2013 to contain the so-called tariff
deficit, (303) following various measures adopted in
2012 and 2013. In December 2013, Spain adopted a
legislative package which among other things
foresees a review of the support for renewable energy
sources, a reduction of the remuneration of
transmission and distribution activities, and an
increase of network access tariffs for consumers. If
these measures fall short of reducing the tariff deficit,
an automatic balancing mechanism would be
triggered and access tariffs increased further.
The government has taken steps in 2013 to promote
efficient use of energy, including environmental
taxes; and the suppression of some tax exemptions for
gas and coal. A new national energy efficiency action
plan is being prepared.
Capacity for cross-border transmission to France is
being increased. A new electricity line should be
operational in 2015, doubling the interconnection
capacity between both Member States. The low
(302)
(303)
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Law 8/2013, of 9 December 2013.
Gap between regulated ‘access tariffs’ paid by consumers
and various regulated costs — including distribution costs
and subsidies for renewable energy production.

Access to markets, infrastructure
and services

Exports have grown considerably since 2009 on the
back of a rapidly increasing export propensity of
Spanish firms both at the intensive and extensive
margins. The number of exporting firms has
increased by more than 30 % since 2010, and the
range of countries towards which Spain exports is
broader. Improvements in both cost and non-cost
factors have supported this positive development. As
unit labour costs have decreased, product and
geographical diversification have helped to sustain
export performance. Lower recent demand from
outside the EU has been offset by redirecting exports
to European markets. High technology exports
increased in 2013 by 10.2 % to represent 10.1 % of
total manufacturing exports, up from 9.7 % in 2012.
The exports of non-tourism services have also
increased and account for more than half of the
exports of services.
The government adopted in February 2014 the
strategic plan for the internationalisation of the
Spanish economy 2014-2015. The plan comprises 41
measures centred on the following six areas: business
environment; access to foreign markets; access to
finance; trade promotion and business support;
fostering a culture of internationalisation, including
training activities; and fostering innovation. The plan
is expected to be updated every two years.
Spain adopted in November 2013 a new strategy on
logistics with a view to streamlining the transport of
goods. The strategy comprises 18 priority actions,
including: a single window for administrative
procedures, increasing the competitiveness and
connections of ports, and enhancing the liberalisation
of rail freight. At the same time the liberalisation of
passengers’ railway services will be proceeding
gradually during 2014. Freight and passenger rail
liberalisation will be supported by measures such as
the current splitting up of the incumbent Renfe
Operadora into four entities and a review of
infrastructure access charges.

Spain

Figure 3.9.2: Overall profile of public administration - Spain
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3.9.6

Public administration and business
environment

Business environment
Several recent and on-going important initiatives aim
at improving the business environment and fostering
greater competition. However, starting up a business
remains more time-consuming than in the EU on
average, although it is less costly. Several measures
have therefore been adopted to ease licensing
procedures, though their impact is not yet clear. They
include: limits on the need for authorisations from
local authorities; (304) greater use of the ‘express
licence regime’, (305) although it remains mostly
limited to small or medium-sized retail and services;
adoption of the general principle of a single licence
for the whole of Spain in order to gain access to an
economic activity or perform it; and new rules for
environmental impact assessments, which now have
to be transposed into regional law.
In September 2013, the omnibus law on
entrepreneurship (306) was approved. It included a
number of measures to facilitate SME access to
capital markets, support the internationalisation of
businesses, promote the participation of SMEs in
public procurement, simplify the business
(304)
(305)
(306)

Law 27/2013, of 27 December.
Royal decree-law 19/2012, of 25 May; law 14/2013, of 27
September; and law 20/2013 of 9 December.
Law 14/13, of 27 September 2013.

environment to ease company start-ups, and introduce
entrepreneurship content in education. Spain has also
decided to adopt the ‘one-in, one-out’ principle to
reduce administrative burdens, but this awaits the
approval of implementing regulations.
The law on entrepreneurship has also enhanced the
insolvency framework for corporates by introducing a
new debt refinancing procedure with the possibility
of a partial debt discharge. The law has also
facilitated out-of-court debt refinancing agreements
and has narrowed the personal liability of limited
liability entrepreneurs. The government has also
adopted a new law on the refinancing and
restructuring of corporate debt (307) which aims to
facilitate these procedures by speeding them up and
increasing their flexibility.
The law on market unity (308) was adopted in
December 2013. It ensures that any product or service
which complies with one region’s legislation can be
traded throughout the country, based on the single
licence principle. It should allow businesses to benefit
from economies of scale and scope and tackle
conflicts stemming from overlapping regulations
which hamper the launch or pursuit of economic
activities. The law has also prompted moves towards
simpler regulation of business at all administrative
levels.

(307)
(308)

Royal decree-law 4/2014, of 7 March 2014.
Law 20/2013, of 9 December 2013.
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A new law on the Chambers of Commerce was
adopted in April 2014. One of its effects is to
transform the ‘Consejo Superior de Cámaras’ into
Spain’s Chamber of Commerce, which would play a
more significant role in helping businesses expand
abroad and support increased cooperation with the
education administration on the implementation a of
dual vocational education and training system.
In 2014, the government plans to approve the delayed
law on professional services. The law is expected to
change the rules on registration with a professional
association, membership fees, and the transparency
and accountability of professional bodies.
Public administration
Several initiatives to modernise public administration
are under way. Spain is implementing the set of
measures recommended by an experts’ committee
(309) report on the reform of public administration,
issued in June 2013. These measures fall into four
categories: (i) removing overlapping administrative
bodies between central and regional government; (ii)
reducing administrative burdens; (iii) improving the
management of common services and reducing
overheads; and (iv) rationalising the so-called
institutional administration of central government. A
monitoring body to assess and report on their
implementation has been set up. (310) At this point,
most of the suggested measures have been or are
close to being implemented. (311)
The reform of local administration was approved in
December 2013. (312) It aims among others to clarify
the remit of municipalities, increase budgetary
discipline, and rationalise their services. As part of its
work on e-government, Spain adopted a new law on
e-invoicing in December 2013. (313) Measures are
also being taken to foster the use of electronic ID.
As concerns the judicial reforms, the government
adopted amongst others measures to foster out-ofcourt settlements (September 2013) and to reform the
criminal code (October 2013) and legal aid (October
2013). In December 2013, Spain also completed the
(309)
(310)
(311)
(312)
(313)
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Comisión para la reforma de las administraciones públicas
(CORA).
Oficina para la ejecución de la reforma de la administración
(OPERA).
As of March 2014, 63 measures have been completed and
158 are being implemented, of which 137 are at and
advanced stage.
Law 27/2013, of 27 December.
Law 25 / 2013, of 27 December.

implementation of the mediation directive. (314) An
ambitious draft reform of the judiciary is currently in
the process of adoption. The implementation of
previous reforms continues, such as the development
of the Oficina Judicial, a common pool of resources
to assist judges, and of links between regional
electronic case management systems. Data available
for 2010-12 show that length of proceedings and rate
of resolving cases improved for litigious civil,
commercial and administrative cases in the court of
first instance(315).
An anti-corruption legal framework is largely in place
in Spain and law enforcement has shown good results
in investigating corrupt practices. However, political
corruption and shortcomings in checks and balances
are particularly challenging, notably in regional and
local public spending and audit mechanisms. Against
this backdrop, Spain has adopted a law on
transparency, public access to information and good
governance. (316) The government has approved two
bills on supervision of party funding and
accountability of high-ranking officials, and in
December 2013 reported plans to reform criminal law
and criminal procedure law to tackle corruption more
effectively.

(314)
(315)
(316)

Directive 2008/52/EC of 21 May 2008 on certain aspects of
mediation in civil and commercial matters.
Source: The 2014 EU justice scoreboard, COM(2014) 155
final, European Commission.
Law 19/2013, of 9 December.

Spain

3.9.7

Conclusions

Spain is in the process of regaining competitiveness.
There have been visible advances in the reform
agenda. Timely and effective implementation of the
measures adopted is critical to facilitate business
growth and regain competitiveness.
The implementation of a large number of structural
reforms is improving business conditions and the
functioning of markets. The measures adopted,
particularly the law on market unity and the law on
entrepreneurship, have the potential to improve the
Spanish business environment. Spain is also taking
various steps to reform its public sector, which may
help simplify administrative procedures.
Bank financing conditions remain tight, in particular
for SMEs, thus hampering the growth of viable
businesses and innovative companies. The
government is taking measures to both facilitate
access to bank credit and to foster alternative sources
of financing. Companies’ liquidity problems continue
to be made worse by long delays in receiving
payment, in particular from the public sector.
Fostering a more innovation-friendly environment
and tackling the skills mismatches between education
and the labour market are still major challenges.
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3.10 France
France

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

N.A. (2007)

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2011)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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France

Figure 3.10.2: Manufacturing sectors — France
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3.10.1

Introduction and performance

Manufacturing competitiveness has been undermined
by cost and non-cost factors in recent years, while
exports maintained their levels. In 2013, GDP grew
by 0.3 %, unemployment increased to 10.3 % and
public debt reached 93.5 % of GDP. Manufacturing
contribution to the French economy decreased from
11 % in 2008 to 10.25 % in 2012 and is lower than
the EU average (15.3 %). In terms of the sectoral
breakdown, France is specialised in goods and
services of medium-high innovation, in sectors that
are both technology-driven (e.g. manufacture of
aircraft and spacecraft, pharmaceuticals), and
marketing-driven (e.g. luxury goods industry,
cosmetics). Compared with other Member States,
France is less specialised in high innovation sectors
such as electronics and computing machinery.
Although labour productivity was 15.4 % higher than
the EU average in 2012, the increase in labour costs
has deteriorated the profitability of French industrial
firms, dampening their ability to invest and upmarket.
Gross operating surplus of manufacturing firms fell to
28.9 % of value added in 2012, while France’s market
share of global merchandise exports stabilised at
3.1 % over the last two years, down from 4.7 % in
2000. France has not reduced the gap with EU leaders
in terms of innovation, although R&D intensity
reached 2.29 % in 2012, with an annual average
growth rate of 1 % over the period 2010-12.
In 2014, the government has put competitiveness at
the centre of its economic policy. It has announced a

EUR 20 billion cut in labour costs through a tax
credit, and measures to cut an additional
EUR 10 billion by 2017. The government is also
planning to decrease corporate taxes and give a new
impulse to the modernisation of public administration
and improvement of the business environment.
Moreover, a new industrial policy strategy has been
developed, the tax credit on research activities has
been maintained and new funds have been allocated
to promote innovation. These reforms are ongoing
and might bear their full fruits in terms of improved
competitiveness in the long term.

3.10.2

Access to finance and investment

France is among the best countries for delivering
access to debt financing for small and medium-sized
enterprises (SMEs) and above average for equity
financing. The French banking system has weathered
the financial crisis relatively well due to the resiliency
and good capitalisation of banks. The creation in
2013 of a unique institution (Bpifrance) in charge of
managing public funds and guarantees and seeking to
facilitate access to finance can further improve these
results. Investment in equipment as a share of GDP
fell by 5.5 % in the 2011-13 period, compared with
2006-08, mainly as a consequence of weak demand
and negative expectations of entrepreneurs.
Bank lending
New credits amounted to EUR 52 billion in the third
quarter of 2013, while they had reached a peak of
EUR 83 billion in the first quarter of 2008, partially
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due to the ongoing debt mix rebalancing of French
non-financial companies. Surveys of both banks and
SMEs indicate that access to finance is good and
report a greater availability of credit for investment in
2013. These evidences are mainly a consequence of
lower demand for loans and the conditions for
working capital financing have deteriorated due to
increasing demand and to the high stock of private
debt of companies. The amount of outstanding credit
to SMEs in December 2013 was EUR 36.1 billion, up
0.5 % compared with 2012. The trend of new credit
for the period 2006-12 is decreasing, despite the
positive impact of the ‘Médiateur du Crédit’ (credit
mediator), which helped 4077 companies with
financing issues in 2012, reporting a success rate of
58 %.
Venture capital and other finance
The government has taken some measures to improve
alternative forms of financing and prevent possible
tensions connected to the structural high dependency
on credit and the limited self-financing capacity of
SMEs. A dedicated listing platform has been created
and the implementation of crowd-funding platforms
has been promoted. To direct savings towards
business the taxation on capital gains has been
reduced and new financial products have been
developed. However, the share of household savings
directly invested in industry is low. Real estate
represents two thirds of household assets, while the
remainder is mainly oriented to short-term and lowrisk products (mutual funds, government bonds).

3.10.3

Innovation and skills

R&D intensity is below the national target of 3 %,
due mainly to the sectoral composition of the
economy, where medium-high and high-tech
manufacturing sectors represent a relatively modest
and decreasing share. (317) Low R&D intensity in the
private sector accounts for most of the gap, as it
reached 1.5 % of GDP in 2012, compared with a
value approaching or above 2 % in the best
performing countries. Despite the erosion of France’s
industrial base, business R&D expenditures in current
prices increased by 22 % between 2007 and 2012, to
which recent government efforts in favour of business
R&D might have contributed.
317

( )
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Innovation
France has not caught up with innovation leaders and
remains among the followers, with a performance just
above the EU average (318) in 2013. Relative strengths
include international scientific co-publications, nonEU doctorate students and the population with
tertiary education. Relative weaknesses are in nonR&D innovation expenditure, community trademarks
and knowledge-intensive services exports. (319)
Some measures have been taken by the government
to increase innovation in 2013. The tax credit on
research (CIR) has been continued and an innovation
tax credit for SMEs was put in place. Fiscal
advantages for young entrepreneurs and innovative
start-ups have been reinforced and a new
EUR 12.5 billion tranche of the ‘Investment plan for
the future’ has been decided, including
EUR 1.7 billion
for
industrial
innovation.
Implementation of the 34 plans under the new
industrial policy strategy has started, led by industry
managers. The government has pursued a retargeting
of the ‘Pôles de Compétitivité’ policy aimed at
increasing their impact in terms of growth and jobs,
while the ‘France Broadband’ plan should ensure the
access of French households to a high speed
infrastructure by 2017. In addition, the ‘New deal for
innovation’ has been launched, composed of four
themes and 40 actions. Among these, the ‘Concours
Mondial d’Innovation’ combines financing tools to
support the commercialisation of new products and
services, and the ‘La French Tech’ programme aims
at structuring ‘favourable ecosystems’ for start-ups’,
to accelerate their growth and their international
visibility. In addition, the strategy focuses on making
technology transfer more efficient, including
measures to promote entrepreneurship in universities,
to increase the efficiency of public funding and to
reduce the risk of overlaps and duplications.
These measures should have a positive impact on
innovation in the coming years. However, the
coherence and the impact of the resources dedicated
to spur business investment in R&D and innovation
performance were only partially monitored and
evaluated, negatively affecting the potential of
France’s innovation strategy.

(318)
(319)
The medium-high and high technology sectors represented
40 % of value added in manufacturing in 2010, a 4 %
decrease since 1999.

Source: Innovation Union Scoreboard 2014.
See the Commission Communication "Research and
Innovation as sources of renewed growth" (COM(2014)339
final).

France

Skills

adopted to accelerate the uptake of renewables and to
increase their share in energy consumption.

The educational system and the share of the
population having completed tertiary education are
above the EU average. Nevertheless, concerns about a
skills mismatch and low adult participation in lifelong
learning (5.7 % in 2012) should not be
underestimated.
The government has taken two main initiatives in this
respect: the reform of tertiary education and reform of
vocational training. The former aims at improving the
employability of researchers, the relations between
academia and industry, and the efficiency of
management in academic institutions. The latter
transfers responsibility for lifelong learning to the
regional level, clarifies the overall governance of the
system and dedicates more funds to jobseekers and
companies with fewer than 10 employees. In
addition, it foresees the creation of a personal training
account that should facilitate access to training that is
particularly difficult for older and low-skilled
workers and for the unemployed.
In addition, specific measures have been taken to
promote apprenticeships, as the number of new
entrants in saw an 8.1 % decrease compared with
2012, at odds with the government’s commitment to
the objective of 500 000 apprentices by 2017.

3.10.4

Energy, raw materials and
sustainability

Energy use and price
With a level of per capita emissions at 8.2 tonnes of
CO2 per year, France is among the industrialised
countries with the lowest emissions, and business
benefits from an energy price below the EU average.
The share of energy from renewable sources grew to
13.4 % of gross final consumption in 2012, which is
below the EU average (14.1 %) but in line with the
planned trajectory toward the target of 23 % set for
2020.
The government has committed to improve energy
efficiency and achieve the target of a 17.4 %
reduction in final energy consumption and has
developed a comprehensive policy package for
industrial and tertiary sectors comprising financial
incentives, regulations and support for information
and audits. In 2013, a series of measures were

A number of infrastructure projects are ongoing to
improve the energy network and reinforce the
electricity interconnection
of
France
with
neighbouring countries. Similarly, the gas network is
being strengthened and ongoing projects should
improve interconnection, in particular with Belgium
and Spain, by 2015.
Other sustainability issues
The landfill tax is currently low compared with other
Member States, reducing incentives for recycling. A
number of reforms are considered as part of the
‘Second roadmap for ecological transition’ defined in
September 2013. However, the actual measures
remain to be fully defined and implemented, while
further efforts seems to be needed to increase the
share of recycled materials and the incentives to
reduce waste.

3.10.5

Access to markets, infrastructure
and services

Single market
Restrictions on access to and exercise of professions
in the services sector persist and affect the potential
growth of the sector, that is composed mainly of
SMEs and account for 14 % of French GDP and
14.6 % of employment. Burdensome regulation
concern notably legal form, shareholding structure,
quotas and territorial restrictions. The simplification
exercise initiated in November 2013 provides an
opportunity to reform rules in services; so far
restrictions have been eased for a limited number of
professions and barriers still exist in the health sector,
for legal professions and for taxi services.
The government committed to improving the
competition environment through the ‘Act on the
modernisation of the economy’ and through measures
such as easing capital requirements for accountants or
removing the active marketing prohibition for
lawyers. The recently adopted law on consumer
protection reduces restrictions in a number of sectors
and introduces a collective redress mechanism that
could spur competition. However, the authorities
have not undertaken any horizontal assessments of
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the necessity and proportionality of restrictions
affecting regulated professions so far.
In the retail sector, which contributes 4.3 % of GDP
and employs 7.5 % of the workforce, requirements for
the opening of trade outlets have been reformed,
simplifying
the
procedure
for
delivering
authorisations, while the ban on ‘sales at a loss’ still
has an adverse impact on competition and on
consumers. Restrictive requirements affect the
structure of the market in the already concentrated
grocery retail sector.
Internationalisation
Competitiveness of manufacturing is adversely
affected by the relatively small size and low
profitability of firms, in particular due to the high tax
burden on labour, which reached 26.6 % of value
added in 2012 (320) and is among the highest in the
EU. Non-financial companies are among the least
profitable in the EU in terms of gross operating
surplus, after suffering a 3 % decrease since 2008
while the average firm counted 5.8 employees in
2012, compared with 6.4 on average in the EU. These
characteristics hamper the ability to invest and engage
in export activities.
The government committed to reinforce the capacity
of firms to compete in international markets, by
reducing labour costs and corporate taxes and
developing a comprehensive strategy focusing in
particular on supporting SMEs internationalisation.
This strategy couples the rationalization and
improvement of financial instruments, through the
constitution of the ‘Bpifrance export’ label, with a
reinforced promotion of national products and
services.
Business services and network industries
Entry barriers in the transport and energy sectors are
still hampering the efficient functioning of the
market. France has not opened up its domestic rail
passenger market to competition, except for
international services. A reform of the railway system
has been launched to make it financially more
sustainable, although it risks restricting access to the
network for alternative operators.

(320)
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Source : Eurostat – Prélèvements fiscaux et sociaux/valeur
ajoutée, sociétés non financières et sociétés financières,
2012

Progress has been made in phasing out regulated
prices in electricity and gas for non-household
customers and in developing inter-connections.
However, market concentration both at wholesale and
retail levels remains high and the decision to
postpone the tendering of hydro-concessions, which
represent some 20 % of the total installed electricity
capacity, is a missed opportunity to attract investment
and to develop competition.
Infrastructure
The low capacity of cross-border connections for both
freight and passenger transport, in particular with
Spain and Italy, represents a constraint for French
competitiveness. In addition, ports perform unevenly
and are not exploited to their full potential, limiting
their contribution to growth.

3.10.6

Public administration and business
environment

France was ranked 38th globally and 16th in EU in
the World Bank’s Doing Business report 2014, down
three positions with respect to 2013. There is
considerable scope for improving the business
environment, which is perceived as a burden to the
growth and export potential for SMEs. Overall
performance is dragged down by the number of
administrative procedures needed to comply with
taxes and register property, by the instability of
legislation and by the numerous regulations
associated with size-related thresholds, which reduce
SMEs’ incentives to growth.
The procedures and costs for starting a business
appear favourable with respect to the EU average, as
do the costs for enforcing contracts. The SME test,
which consists of analysing the effects of a legislative
proposal on SMEs, has been partially implemented as
a pilot exercise while making it a systematic
procedure could allow a better targeting and
coordination of new measures in favour of
competitiveness.

France

Figure 3.10.3: Overall profile of public administration — France
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Administrative modernisation
The government committed to implement a
decentralisation strategy. This aims at simplifying the
public administration by better coordinating the
actions of central administration with local
institutions and determining the responsibilities for
implementation of reforms. The development of a
French point of single contact is a priority and the
latest data on the use of this tool are encouraging.
However, accessibility for service providers from
other Member States is difficult and the number of
procedures that can be completed online is to be
increased. Take-up of e-procurement is rather low as
many regions, counties and towns have their own,
often non-interoperable, systems.

only once’ and the ‘tacit consent’ principles in
correspondence with public administration, and the
ease of social declarations for small and micro
enterprises.
Facilitating tax payments
The number of taxes paid by companies is high and
procedures are complex. The administrative fiscal
burden is expected to be reduced as part of the
ongoing review of fiscal policy. A number of taxes
affecting small niche markets and entailing low
returns have been identified although so far no
concrete actions have been taken to comprehensively
address this issue.

Reducing administrative burden

3.10.7

Conclusions

A comprehensive policy framework aimed at
reducing administrative burden was launched with the
appointment of a minister for state reform and
simplification and the creation of a business
simplification committee. The implementation of the
‘simplification shock’ led to the adoption of the ‘law
for the simplification and the securing of enterprises’
life’ and to the creation of a national council, which
presented 50 priority measures in April 2014. Two
laws have been adopted to simplify relations with
public administration and to allow the government to
legislate by decree in a number of areas related to the
business environment. Other encouraging measures
are in the pipeline for adoption, including the ‘tell us

Restoring the competitiveness of industry is the key
challenge of the public reform agenda. The export
performance and labour market conditions have
deteriorated in the last decade, although the former
has stabilised over the last few years. Investment in
R&D has increased but the gap with EU innovation
leaders has not been reduced. Addressing the low rate
of profitability of firms is a major concern, since low
profits reduce a firm’s capacity to invest, innovate
and internationalise, adversely affecting the capacity
to grow and create jobs.
The government is committed to this objective,
addressing both cost and non-cost competitiveness. It
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is implementing a number of measures to reduce
labour costs, improve access to finance, rationalise
public intervention, support innovation, encourage
entrepreneurship and improve the business
environment. Further measures have been announced
for the coming months, in particular for
administrative simplification.
The announced measures seem to be in line with
France’s ambitious objectives in terms of
competitiveness
and
innovation.
Improving
coordination among different actions addressing cost
and non-cost factors, for example through enhanced
ex ante impact assessments and ex post evaluations,
could ensure a more efficient allocation of public
resources, maximising the beneficial effect on growth
and competitiveness.
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3.11 Croatia

Croatia

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

Labour productivity per hour worked (EU-27=100; 2013)

N.A.; N.A. (2008)

Labour productivity per person employed in manufacturing (1000 PPS; 2013)

N.A.; N.A. (2008)

1

latest available -5 years
latest available
EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

N.A.; N.A. (2007)

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

N.A. (2009)

N.A.; N.A. (2006-08)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

N.A. (2008)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)

N.A.; N.A. (2008)
N.A.

N.A.; N.A. (2009)
N.A. (2008)

Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)

N.A. (2007-08)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.11.1: Manufacturing sectors (GVA at basic prices) - Croatia
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Source: Eurostat

3.11.1

Introduction and performance

Croatia’s economy continues to suffer from the
effects of a long recession — in 2013 growth stood at
1 % and is expected to fall by 0.6 % in 2014. Labour
productivity decreased by 0.2% in 2013 comparing to
2012 and stays at 80.1 %. The current account has
improved to 0.1 % of GDP due to falling imports,
although high-knowledge exports remain low, at
7.4 %. Innovation performance has not improved in
recent years and industrial production has been falling
since 2009, and, in contrast to most other Member
States, did not recover in 2010-11. The
manufacturing sector accounts for 16.2 % of GDP.
Regional disparities persist, but the Law on Regional
Development, to be renewed in 2014, addresses this.

3.11.2

Access to finance and investment

The financial system is conservative and dominated
by traditional banking products — bank loans
account for more than 75 % of total financing, and for
SMEs this figure is 97 %. Only 1 % of SMEs used
equity financing in 2013, the second-lowest
percentage in the EU.
Access to finance has worsened in recent years,
limiting companies’ growth potential. SMEs
particularly have problems here, as only short-term
financing is available at high rates. Their capital
position has continued to deteriorate, and this was
reflected in a further deterioration in the quality of
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loans made to SMEs. Banks that finance SMEs are
faced with negative selection, asymmetry of
information, and high transaction costs, all of which
influence their willingness to give loans to this sector.
About 23 % of polled SMEs reported access to
finance as their most pressing problem, the thirdhighest level in the EU. The rate of non-performing
loans is high at around 25 %, with an even worse
situation in peripheral regions. The use of loans over
EUR 1 million has decreased from 7 % to 4 %, and
there has been a large drop in banks’ willingness to
lend. In 48 % of cases, SMEs reported high interest
rates as the limiting factor.
The existing support framework is based around two
state agencies, HBOR and HAMAG BICRO,
providing favourable loans and guarantees. HAMAG
BICRO is the result of a merger of HAMAG Invest
and BICRO, the business innovation agency. The
merger strengthened the agency, which has now
signed a contract with the European Investment Fund
and started a microloan scheme for SME financing.
HBOR is the Croatian export credit agency, and
supports exports by insuring against political and
commercial risks. In 2013, it approved 1256 loans for
a total of HRK 7.8 billion.
A state venture capital fund instrument exists (the
Economic Co-operation Funds) but it has been
criticised as being a very slow, rigid and risk-averse
system, geared towards restructuring large enterprises
rather than towards start-ups. It has invested only
HRK 704 million by 31 March 2014.

Croatia

An
annual
support
measure
called
the
Entrepreneurial impulse is regularly carried out, and
in 2013 supported over 1800 companies, mainly in
export-related activities. The 2014 impulse will focus
on entrepreneurial support institutions, mainly in less
developed regions, and on further strengthening the
SME sector’s export potential.
Investment
Gross fixed capital formation fell in 2012, from
19.6 % to 18.6 %, but is still above the EU average of
17.9 %. Historically, foreign direct investment has
played an important role but has collapsed since
2008. In 2013, due to a lack of economic recovery, a
high fiscal deficit and no structural reform, rating
agencies downgraded Croatia’s sovereign rating to
the non-investment grade.
The Act on Investment Promotion and Development
of Investment Climate started bearing fruit in 2013.
The framework conditions have improved due to new
investment incentives and a different approach
towards strategic investments. The agency for
investments and competitiveness, together with other
partners, has produced a catalogue of investment
projects ready for foreign and domestic co-financing.

3.11.3

Innovation and skills

in August 2013, but covers only early aspects of
innovation. Three further strategies, on innovation,
industrial policy and smart specialisation, aim to
restructure the innovation framework and to promote
the commercialisation of research. They have been
delayed, however.
The innovation strategy aims to increase the share of
business sector investment in R&D and innovation
by: stimulating basic and applied industrial research
in the scientific research sector, fostering the
innovation potential of the business sector, increasing
knowledge dissemination, and strengthening human
resources.
The industrial strategy defines strategic industrial
manufacturing activities, and aims to expand
production, exports and employment in these sectors.
The smart specialisation strategy attempts to create
12 competitiveness clusters by encouraging
cooperation between the public, private and research
sectors. The clusters were identified during a largely
top-down process to emphasise potential for
innovation, value added, export potential, and value
in the domestic market. The sectors are: automotive,
wood processing, food processing, chemical, defence,
electrical and machinery, health, cultural and creative
industries, ICT, maritime, textile leather and
footwear, and construction. However, none of these
three strategies has been adopted yet, and the links
between them are unclear.

Innovation
Croatia’s innovation performance is below the EU
average; it has stagnated in recent years and in some
respects deteriorated further. In 2002-12, R&D
expenditure decreased from 0.96 % of GDP to 0.75 %
(the EU average is 2.6 %), while private expenditure
on R&D fell from 0.41 % to 0.34 % (the EU average
is 1.3 %). Public research is constrained by limited
funds and by the fact that there is little
commercialisation of research. Private innovation is
also held back by the lack of a venture capital market
to provide funding. In the Innovation Union
Scoreboard 2014, Croatia fell by one place and is
now the sixth worst performer in the EU, doing
relatively well on human resources but very poorly on
business investment. In the Regional Innovation
Scoreboard, the Zagreb region’s ranking also fell.
So far, not much attention had been paid to
developing and commercialising private innovation.
The law on higher education and science was adopted

Skills
The quality of education is a challenge across all
educational sectors, tertiary education attainment is
low (at 23.7 %, compared to 35.8 % in the EU), brain
drain is a problem, and there is a significant skills
mismatch. Vocational education and training plays a
large role with 70.7 % of regular secondary education
students enrolled (2011) — the system is currently
under reform, as it has not been sufficiently
responsive to the needs of the labour market.
Following a skills analysis, new curricula based on
competencies prescribed by occupational standards
are being piloted in 54 schools. To further analyse
skills mismatches, a system of tracing graduates’
employment patterns has been introduced. An
implementing act for quality assurance in vocational
training and adult education is expected in 2014, and
will put in place a system of external monitoring.
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The qualifications framework is under development,
with the aim of standardising qualification profiles to
better fit the needs of the labour market. It is an
ambitious project which risks being difficult to
implement.

3.11.4

Energy, raw materials and
sustainability

Croatia scores lower on sustainability than the EU
average, but it performs well in some areas. Reforms
in the areas of energy and raw materials are
progressing. Although the economy’s resource
productivity is low, at EUR 0.81 per kg in 2011 (the
EU average is 1.59), domestic material consumption
is lower, at 10.6 tonnes per capita (the EU average is
14.72). (321) Greenhouse gas emissions per capita are
lower than in the EU on average, at 6.4 tonnes (the
EU average is 9.06). Gas and electricity prices are
broadly in line with EU levels. The share of
renewable energy in gross final energy consumption
is higher, at 15.7 % (the EU average is 13 %), thanks
to the use of hydroelectric power and biomass heat.
However, small-scale reusable energy sources are still
underdeveloped.
In October 2013, a programme for the energy
renovation of public buildings was adopted and a
feed-in tariff was introduced. HAMAG BICRO
launched a pilot project providing business advisory
services to 25 participants in the fields of energy
efficiency,
renewable
energy
sources
and
environmental protection. Energy renovation
programmes for family houses, residential buildings
and commercial non-residential buildings are under
preparation.
The Act on Sustainable Waste Management was
adopted in 2013. It brought regulations in this area in
line with EU directives, and increased landfilling
fees. Local governments are required to introduce
separate collection by July 2014.

3.11.5

Access to markets, infrastructure
and services

Internal market and internationalisation
The development of high-value-added exports is a
priority for the government, with many ongoing
projects promoting exports, including SME exports.
In 2013, exports of goods and services accounted for
43 % of GDP, with the EU as Croatia’s main trading
partner. The trade balance has improved since 2008
due to falling domestic demand. However, exports are
still dominated by low- and medium-value-added
products — the main exports are tourism, machinery,
fuels, chemicals, base metals, foodstuffs and transport
equipment. High-tech exports accounted for only
7.4 % of total exports in 2012 (the EU average is
15.6 %).
In 2013, a commission for the internationalisation of
the economy was set up to coordinate the work of all
involved institutions and to provide a single point of
contact for exporters. In addition, an action plan for
export promotion 2014-15 was adopted in May 2014.
Since the creation of the Agency for Investment and
Competitiveness, Croatia is also actively targeting
foreign direct investment. The agency supports
prospective investors, works to identify the regulatory
barriers found most burdensome by businesses and
informs the authorities responsible about its findings.
This has led to improvements in licensing and
specific charges (see below).
Business services and network industries
The market share of the largest electricity generator is
high at 73 %, with a growing number of electricity
providers due to market liberalisation. The gas market
was also liberalised. The Croatian Energy Regulatory
Agency was set up in 2014.
Infrastructure

The renewable energy sources act is still in
preparation.

(321)
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Resource Efficiency Scoreboard, Eurostat.

Road transport infrastructure is of high quality.
Significant investment (backed by EU funds) is
planned for developing railway infrastructure, sea
ports and inland waterways. On the digital agenda,
the coverage of very fast broadband lines is currently
below the EU average, and so is the availability of egovernment services.

Croatia

Figure 3.11.2: Overall profile of public administration - Croatia
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Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

In 2013, approximately EUR 165 million was
invested through the infrastructure programme, an
increase of 20 % in comparison with the previous
year. Investment in energy infrastructure in cities and
municipalities, reconstruction of roads and business
zones, and investment in modernising and extending
the work of local and regional government-owned
utility companies were the priorities.

3.11.6

Public administration and business
environment

Administration modernisation
Dealing with the public administration remains a
significant problem for businesses. Fragmented and
inefficient administration is an issue and civil justice
remains a challenge despite reforms adopted in 2012
and 2013. Enforcement of rulings on monetary assets
has improved following the introduction of
immediate enforcement. However, the recovery rate
on immovable property is low. The length of
proceedings is very high both in civil, commercial
and administrative cases, while the backlogs are high
in civil and commercial proceedings.

Entrepreneurship and Small Business Act
Entrepreneurship and self-employment are not
sufficiently developed, but education is seen as a
positive factor in developing an entrepreneurial
attitude and a strategy for entrepreneurial education
has been implemented.
The entrepreneurial infrastructure improvement act
was passed in July 2013, supporting the creation of
entrepreneurial
zones
and
introducing
an
entrepreneurial register.
In 2013, the new pre-insolvency procedure was
adopted and has been widely used. It increased the
security of entrepreneurs by addressing debt-servicing
problems faced by companies in the context of
complex, expensive and lengthy insolvency
procedures. However, there is still a problem with its
fair implementation across the country.

Work has been carried out in recent years to improve
the anti-corruption framework, but there is no
convincing track record of effectively implementing
measures to prevent corruption.
Stakeholders’ main complaint is about regulatory
instability. It is true that too much legislative activity
may lead to overlapping legislation, legal uncertainty
and inefficient implementation. Concerns about
regulatory stability, especially when implementation
of regulatory changes is uneven across the
fragmented and non-transparent local administrations,
should be judged against the need to put in place a
clearer and more rational legislative framework.
Although regulatory impact assessment is carried out,
resources are insufficient for this to happen
systematically.
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Broadening the use of e-government is a priority. A
central payroll system is being rolled out in 2014 and
will cover employees from education, health, justice,
courts, agencies, culture, and all employees paid from
the state budget. It will provide transparency and
rationalise spending.
The strategy for modernising the public
administration, to be presented in 2014, might
address the administration’s fragmentation. It covers
state, agency and local administration authorities, and
seeks to improve budgetary monitoring, resource
management, service quality, standardisation of rules,
and performance management. It reduces the number
of regional offices from 20 to five.
Preparations for a law on state information
infrastructure are also ongoing. This law will
establish a legal basis for the development of
integrated systems following the ‘just once’ principle
and including a national identification and
authentication system.

improve the business environment, concentrating on
reducing the number of non-tax levies; 52 such levies
were eliminated as a result. Non-tax levies are
considered a major problem for the business
environment, not so much because of the amount due
but more because of their number (more than 400)
and the associated administrative burden.
Facilitating tax payments
The taxation system is not overly burdensome for
businesses and corporate income tax is one of the
lowest in the EU. In 2013, tax procedures were
simplified with the introduction of an electronic
system for social security contributions.
The tax administration is being reorganised to
rationalise and unify working methods and ensure the
equal treatment of taxpayers. The Large Taxpayers
Office introduced in 2013 is not yet operating at full
capacity, but authorities estimate that it has already
made a significant positive impact.

Reducing administrative burden

3.11.7
The World Bank’s Doing Business Report 2014 ranks
Croatia 89th globally, behind all EU countries except
Malta. Croatia’s position has improved significantly
since 2005, but has worsened in the last three years.
Registration of new companies has been significantly
streamlined by the ‘simple limited liability company’
procedure, now in its second year of operation. Better
internal coordination has reduced the number of
needed documents from 30 to six or seven. Licensing
procedures have been shortened with the introduction
of ‘silent consent’ after 30 days — although not for
all types of licences. Electronic registration of
businesses is planned via the Point of Single Contact,
and administrative procedures for particular service
activities will be simplified in line with the Services
Directive.
A new building act and physical planning act have
been adopted, simplifying construction permit
procedures. Moreover, linking data of the land
registry and that of the cadastre is ongoing, with 50 %
completed so far. However, it is the non-controversial
cases that were linked first, so completion is still far
off.
In 2013, the working group on the business climate
and private investment adopted 181 measures to
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Conclusions

The manufacturing sector accounts for a somewhat
higher proportion of the Croatian economy than in the
EU, but in recent years most growth can be attributed
to the development of services.
The European Investment and Structural Funds,
which are available in Croatia for the first time,
represent a great opportunity for investment in key
bottlenecks to growth. Strong administrative capacity
and strategic planning will be crucial to make
efficient use of the funds. To increase the value-added
of manufacturing and especially of exports, the
planned strategies in the areas of industry, innovation
and smart specialisation must be implemented.
Access to finance conditions, worsened by the crisis,
pose particular difficulties and are exacerbated by the
lack of alternative sources of finance.
The business environment and public administration
remain unfriendly to business. The government is
aware of this and is addressing the problem. Some
progress has been achieved in the field of the business
environment and public administration, especially on
reducing the regulatory burden, but implementation
needs to be complete and consistent for the situation
to improve.

3.12 Italy

Italy

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.

149

Country chapters

Figure 3.12.1: Manufacturing sectors (GVA at basic prices) - Italy
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Source: Eurostat

3.12.1

Introduction and performance

The double-dip recession that started in 2008
bottomed out in summer 2013. Industrial production
is experiencing a slow and erratic recovery, driven by
improved business confidence based on growth of
export orders.
Indeed, since 2011 export performance has been the
only component that has contributed positively to
growth.
The recession has taken its toll on Italian industry: in
the manufacturing sector alone, the number of firms
has contracted by about 19 % since 2007, with sectors
such as pharmaceuticals, textiles, leather goods and
apparel particularly badly hit. Italian manufacturing
potential is about 15 % below the pre-crisis level (a
decline of at least 20 % was recorded in 14 sectors
out of 22, with a peak of 40 % in the automotive
industry). This is the result of an average decline of
24.5 % in manufacturing output and a decrease of 8
percentage points in the capacity utilisation rate.

Overall, since the beginning of the crisis, the cost
competitiveness of Italian manufacturing has declined
only slightly more than that of German industry (-2
percentage points), but this has increased the already
wide gap that built up over the previous decade (-35
percentage points from 1997 to 2007). (322)
Slow productivity growth is mostly due to
inefficiency in allocating resources. Indeed, Italy’s
investment rate is comparable to that of other euroarea countries, but its level of capital efficiency is
lower and declining.
According to a recent analysis, one of the root causes
of modest productivity growth is that labour market
reforms have focused mainly on flexibility and have
neglected to address rigidities in the wage-setting
mechanism. This is producing perverse effects: since
2000 wages have increased more in sectors where
labour productivity has grown less, and, in the short
term, employment is tending to move towards sectors
where labour productivity is increasing less. (323)

(322)

Despite the significant reduction in volumes
produced, productivity remained substantially
unchanged, widening the gap with major competitors
even further.
Because of subdued productivity, in 2013 unit labour
costs in industry increased by 3.9 %, even though the
increase in hourly labour costs slowed to 1.7 %.
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Confindustria, Scenari Industriali, giugno 2013, No 4.
However, disparities in competitiveness indexes are
particularly evident in Italy. For example, when using a
producer price index-based measure, the gap with Germany
is considerably narrower and Italy is not materially less
competitive than it was in 1999.
P. Manasse e T. Manfredi, Flessibilità, mito infranto del
lavoro in Italia, e-book, 2014.

Italy

3.12.2

Access to finance and investment

Although there are recent signs of an easing in credit
conditions, lending to the manufacturing sector
continued to shrink, decreasing by 6.1 % in 2013.
Since July 2012, the interest rates on bank overdrafts
and on new loans have remained broadly stable at
around 5.2 % and 3.6 %, respectively. But the latter is
still 150 points higher than the rate paid on
comparable credit in Germany and France.
Both supply and demand conditions are driving the
contraction in credit provided to manufacturing firms.
Restrictive credit supply conditions have mainly
affected SMEs, whereas larger firms have been able
to replace bank loans by issuing bonds.
The government has acted by strengthening the
traditional tools to tackle the credit crunch, such as
broadening the criteria for access to the Guarantee
Fund for SMEs, giving support from the National
Deposit and Loan Bank for productive investment by
SMEs, providing subsidised loans to firms that invest
in capital goods, and capitalising Consortia and
Credit Guarantee Cooperatives (CONFIDI). In
addition to improving these schemes, the government
has taken steps to diversify firms’ access to finance
and reduce the bias towards debt financing. (324)
The corporate equity allowance has been first
increased from the initial 3 % to 4 % in 2014, 4.5 %
in 2015 and 4.75 % in 2016 and then further
strengthened to encourage capitalisation. Mini-bonds,
which were established in 2012 to diversify access to
finance, especially for SMEs, but have seen only
modest take-up so far, have been made more costeffective by reducing their costs of issuance and
stimulating their securitisation. Greater involvement
of institutional investors other than banks (namely,
insurance companies and credit funds) has also been
enacted. The framework for equity crowdfunding for
innovative start-ups, which allows limited risk capital
to be raised through on-line portals, has been
finalised with the necessary implementing decrees.
The success of these measures should help in
supporting the recovery of the economy. According
to a study by Confindustria, the Italian employers’
(324)

Raccomandazione del Consiglio sul programma nazionale di
riforma 2014 dell'Italia e che formula un parere del
Consiglio sul programma di stabilità 2014 dell'Italia.

federation, assuming investment growth over five
years in line with pre-crisis levels (+5.2 % annually),
there would be a need for between EUR 90 and EUR
150 billion of capital whereas available bank credit is
unlikely to exceeed EUR 60 billion. (325)
In particular, the reform of mini-bonds has potential
to appeal to a large number of family-owned firms,
which are more reluctant to sell shares and thus dilute
their control.
Finally, the payment of general government
commercial debts (EUR 26.1 billion in the year to
July 2014) is sustaining firms’ liquidity. According to
a survey by the Bank of Italy, about one-third of the
firms with commercial claims against general
government report having received payment of a
fairly large sum. They intend to use this to pay off
part of their debts to suppliers and staff, reduce their
bank loans and make new investments. The payments
also appear to have helped to improve prospects for
the firms that still had claims against the
administration. Recently, the government made
available around EUR 9 billion more in addition to
the EUR 47 billion already allocated for paying
arrears, and it is committed to meeting all arrears by
the summer. The exact amount still to be paid is
unknown; Bank of Italy estimates, based on a sample
survey, point to EUR 75 billion.

3.12.3

Innovation and skills

In 2011, the percentage of GDP invested in research
and development slightly decreased to 1.25%,
widening the gap with the national Europe 2020
target for R&D, set at 1.53% of GDP.
One of the major weaknesses of the Italian R&D
system is the low contribution of private sector to
R&D intensity. In fact, despite a slight increase to
54,6% of private contribution to R&D expenditure,
this remains very far from the European average
(63.1%) as well as from countries such as Germany
(67.7%), France (63.9%) and the UK (63.6%).
Nevertheless, Italy experienced growth in most
indicators of the Innovation Union Scoreboard 2014.
In particular, all but one of the indicators that try to
capture the economic effects of innovation activity
improved, including the sales share of new
(325)

Confindustria, Nuova finanza per le imprese: più capitale,
più bond e strumenti innovativi per le PMI, pdf 2013.
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innovations and the contribution of medium and hightech products exports to trade balance, two indicators
where Italy is overall in line with the EU average.
This apparent contradiction between enabling factors
and output is explained by Italy’s industrial structure,
which has a preponderance of SMEs, concentrated in
low and medium-low technology sectors. The
globalising value chains have led these firms to
gradually lose their links to larger internationalised
firms in Italy. This has reduced the scope for
innovation dissemination to these firms.
In such a context, the level of expenditure on R&D
may underestimate the innovative effort of an
economy, given that SMEs do not account for all the
R&D carried out. In addition, in sectors where Italy
competes successfully on international markets,
capacity for innovation relies less on high spending in
R&D than on so-called incremental innovation,
which builds upon existing knowledge and involves
modest technological change. Indeed, in Italy the
share of firms that have introduced product or process
innovations without carrying out formal R&D
activities is 40 %. This is greater than or close to the
level in other major countries except Germany.
However, the effect of innovative activity on the
growth potential of such companies is limited.
Compared to those that perform formal R&D
activities, they have a significantly lower capacity to
register patents, a lower share of sales from
innovative products and lower overall productivity
than those that carry out formal R&D activities. (326)
In addition, the economy’s high share of low-tomedium technology sectors is both a driver and a
result of Italy’s dismal performance in terms of
knowledge and skills. In 2011, Italy had the fourth
highest share of population in the EU with only basic
education and the lowest share of population with
tertiary education. Similar evidence emerges
regarding skills: in an OECD survey (327) Italy ranks
bottom in literacy among the countries covered, and
above only Spain in mathematic skills. The fact that
this is the case for all age groups and all levels of
education suggests that shortcomings in the education
system are being compounded by a lack of
professional training and by the fact that work tasks
neither contribute to maintaining existing skills nor
require workers to learn new ones.

On the policy side, the government has allocated
EUR 200 million per year for the period 2014-2016
for tax credits to support companies that invest in
R&D. But it is unclear whether this measure also has
also the potential to bring to light R&D activities that
have so far not been accounted for, as the tax credit is
calculated on additional expenditure in R&D
compared to the previous year. Other measures worth
EUR 250 million in 2014 have been allocated to
promoting the recruitment of researchers and to
digitalisation and technological modernisation in
SMEs. The progressive increase in the allowance for
corporate equity in the coming years might also
contribute to raising R&D by businesses.
The government is also drafting a National
Programme for Research (2014-20) that is designed
to take full advantage of the opportunities provided
by the EU’s Horizon 2020 research and innovation
programme and the European structural and
investment funds. The National Programme has three
pillars: bringing highly qualified human resources
into the country’s productive fabric, a limited number
of major thematic projects with a strong impact on
people’s welfare and support for innovation by
companies.
A prerequisite for the success of the specific
measures is a sharp improvement in the performance
of administrative bodies. Despite some progress,
regulatory instability and uncertainty over
disbursement timeframes continue to hold back
innovative activities. At the same time the
government is trying to overcome the piecemeal
nature of its efforts by creating eight national
technological clusters that are intended to become the
backbone of industrial research in Italy.

3.12.4

Electricity prices for end users in industry are among
the highest in Europe due to a combination of heavy
taxes and levies (the highest in the EU) and high
energy supply costs (the third highest in the EU).
However, Italian firms’ good performance in terms of
energy intensity, which is among the best in the EU,
implies that the ratio of energy costs to gross output
and to value added is in line with the EU average.
(326)
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Energy, raw materials and
sustainability

Banca d’Italia, Annual Report for 2012, 31 May 2013.

Italy

Increasing reliance on renewables will help reduce
Italy’s dependence on imported energy.

3.12.5

Generally, Italy shows significant progress in all four
of the indicators that define sustainable industry. In
the period 2007-2012 it is estimated that per year i)
waste production was reduced by almost 2 %, ii)
Non-disposable waste was cut by 2.7 % and iii)
greenhouses emissions were reduced by 2.4 %.
Lastly, energy consumption had the best result,
thanks to a reduction estimated at 6.3 % per year.
Overall, in 2007-2012 Italian manufacturing reduced
its environmental impact by 3.5 % annually.

After the highs of 2011 (+6.9 %) and 2010 (+12.4 %),
the growth in export volumes of goods significantly
decelerated in 2012 (+2.1 %) and 2013 (+0.2 %).

This effort to achieve greater sustainability is making
a major difference not only for the environment but
also for competitiveness: of the companies that have
invested in green technologies, 17.5 % are exporters
(compared with only 10% of those that did not make
green investments), 23 % introduced product
innovations in 2012 (11 % for the other companies)
and 54 % increased or consolidated their sales. Of all
the jobs created in 2013, 38% are estimated to have
come from companies that invested in sustainability.
Sectors investing in energy efficiency and renewables
fared better during the crisis, creating new firms and
increasing employment. This was particularly the
case for renewables and construction, thanks to a
system of incentives established by the government,
but waste management and electronics also
benefitted. (328)
Another dimension of sustainability is the reindustrialisation or reconversion of industrial sites.
This is a strategic issue in Italy, whose high
population density means there is little land available
for building ‘greenfield’ industrial plants. Given this
situation, the government recently further simplified
land reclamation procedures, better specifying
responsibilities in the different reclamation phases
and developing tax relief measures. These provisions
are expected to facilitate environmental recovery
projects and should have an impact on generating
additional investments.

(327)
(328)

OECD, Survey of Adult Skills (PIAAC).
Fondazione Symbola e Unioncamere — GreenItaly, Nutrire
il futuro, pdf 2013..

Access to markets, infrastructure
and services

Two trends are worth mentioning when assessing
export performance. First, there has been a
geographical refocusing towards non-EU markets to
compensate for the weakness of the EU economy
(compared to 2007, the share of Italy’s non-EU
exports rose by more than four percentage points).
Secondly, a modest shift in the export mix has been
seen from low-tech to medium- and high-tech goods.
Thus, Italian firms are showing a level of adaptability
and resilience that is still a source of strength.
According to the WTO/UNCTAD Trade Performance
Index, Italy remains the world’s top exporter of
textiles, clothing and leather goods, and is ranked
second in the world (behind Germany) for nonelectronic machinery and manufactures (basic and
miscellaneous). This seems to suggest that Italian
industry is managing in overcoming cost competition
injecting innovation and quality in mature
productions.
However export strategies adopted by firms remain
weak. From a closer look at the characteristics of
exporting firms, it appears that only a limited
proportion adopt systematic export strategies in their
business model, while a majority look to foreign
markets only to compensate for weak domestic
demand. (329)
With a view to strengthening Italian industry’s export
base, the government has doubled the budget for
promotional activities to almost EUR 60 billion.
Agenzia ICE, a government agency for promoting
trade and encouraging firms to globalise, is running
roadshows in 20 Italian cities to show SMEs the
opportunities foreign markets offer and the tools for
accessing them. With the same goal, there has been a
strengthening both of the financial instruments to
support exports to foreign markets and of interest-rate
subsidies to export capital goods.
Finally, Italy's trade potential would greatly benefit
from better ports management and improved
interconnection capacity. The importance of its ports
(329)

A. Belloni, Esportare l’Italia, Guerini e Associati.
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Figure 3.12.2: Overall profile of public administration — Italy
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Source: World Bank Doing Business; Intrum Justitia; OECD; World Economic Forum; European Commission

in terms of trade activity is in fact not matched by
adequate performances, in particular in terms of
lengthy and costly administrative and custom
procedures.

The administrative and regulatory constraints that
affect the business environment are reflected in
Italy’s dismal record in attracting foreign capital: in
2013, Italy was the destination of a mere EUR 12.4
billion in foreign direct investments.

The entry into force of the simplification contained in
the 2013 ‘Decreto del Fare’ has brought savings for
businesses totalling EUR 8.99 billion (a 27.4 %
reduction in businesses’ administrative costs).
Ongoing efforts to shorten some court procedures are
bearing fruit, and this is reflected in Italy’s
improvement in the World Bank’s ‘Doing Business’
latest rankings. (330) Moreover, recent legislation tries
to limit the need for implementing acts, which has
slowed down the enforcement of the legislative
provisions.

According to the government, the duration and
number of formalities required by the administration
cost SMEs as much as EUR 30.98 billion a year.
Typical problems include unclear legislation, lack of
communication between different administrations,
lack of transparency and the number of procedures to
be followed. In addition, paying taxes is particularly
time-consuming and costly: 269 hours per year for a
total tax rate of 65.8 % of total profits (against an
OECD average of 41.3 %).

However, efforts to move towards a modern and
efficient public administration are hampered by two
constraints. The first is the often unclear division of
responsibilities between the state and the regions that
resulted from the 2001 constitutional reform; this is
limiting the effectiveness of simplification measures
taken at central level. The government is working
with the regions and local administrations on ‘An
Agenda for simplification’ whose effectiveness
remains to be seen.

To facilitate doing business in Italy, in September
2013 the government launched, ‘Destinazione Italia’
a plan to attract foreign investment and enhance the
competitiveness of Italian firms. The initiative
consists of 50 measures, some of which have already
been implemented, affecting a wide range of

Secondly, all the provisions mentioned above were
adopted by decree-laws, which do not seem
appropriate for enacting ambitious structural reforms
as they contain provisions regulating very diverse
matters and, for the sake of urgency, do not require an

3.12.6
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activities, from taxation to labour and from civil
justice to research.

Public administration and business
environment

(330)

Part of this improvement is due to a different interpretation
by the World Bank of the total number of procedures.

Italy

impact assessment. In the meantime, a more
comprehensive draft law on simplification is still
awaiting adoption.

3.12.7

Conclusions

The toll taken by the crisis on Italian industry has
been huge in terms of output and employment.
Industrial production is around 25 % below the precrisis level, a general decrease that also affects sectors
— such as automotive, consumer appliances and
footwear — that have long been the backbone of
Italian industry.
However, Italian manufacturing maintains a
percentage of gross value added to GDP (15.5 %)
which is still above the EU average (15.1 %).
Moreover, it is a key source of innovation and
competitiveness: it contributes 70 % of private R&D
expenditure and accounts for almost 80 % of exports.
It is also a driver for the service sector: 40 % of the
total value of industrial exports incorporates value
added by the service sector. (331)

62.5 % of the value of invoices due had not been
paid.
Some progress has been achieved in the field of civil
justice but proceedings are still lengthy and the
number of cases pending remains high. (332) The anticorruption law has strengthened the means to fight
corruption, but its effective implementation needs to
be watched closely. Some progress towards
administrative simplification has also been achieved.
But, overall, continued and comprehensive efforts are
still needed for a competitive business environment to
emerge.

(332)

In June 2014, the government announced a new major
reform, where both the lenght of civil proceedings and the
backlog of cases would be addressed. However, the details
of the reform are not available yet.

Thus, there is a need to strengthen the process that is
already under way, i.e. a consolidation of firms and
sectors able to manufacture with sustainable methods
of production and to face up to international
competition. Niches of scientific excellence that exist
in advanced materials, nanotechnology, photonics,
electronics, robotics and drones have the potential to
underpin the modernisation of more traditional
sectors and facilitate the upgrading of the industrial
base. The potential for Italian companies to become
more global-minded is an opportunity to be seized: in
addition to increasing the budget for promotional
activities the government is also working on a plan to
raise the number of exporting firms, including by
enhancing export finance tools and simplifying and
speeding up customs procedures.
A prerequisite for growth is the creation of a
competitive business environment. Despite the
government’s efforts, the business environment and
the public administration continue to weigh on Italy’s
competitiveness. The time it takes the public
administration to pay its bills - 180 days on average –
remains a problem; in the fourth quarter of 2013,
(331)

Banca d’Italia, Il sistema industriale italiano tra
globalizzazione e crisi (The Italian industrial system
between globalisation and crisis), Occasional papers No 193.
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3.13 Cyprus

Cyprus

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

N.A. (2008)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.13.1: Manufacturing sectors (GVA at basic prices) - Cyprus
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3.13.1

Introduction and performance

Economic performance and policy developments in
Cyprus evolved in the context of the adjustment
economic programme agreed in April 2013 (333) with
the European Commission, the European Central
Bank and the International Monetary Fund. While the
recession is bottoming out real GDP has contracted
by an estimated 5 % in 2013, though this result was
better than expected. In the first five months of 2014,
the index of industrial production averaged 68.3 (base
2010=100), with a further decrease of 3 % in
comparison with the corresponding period of 2013. In
manufacturing, the index for May 2014 reached 75,4
units, recording a decrease of 2,1% compared to May
2013.
However, corporate profits in manufacturing and in
the more tourist-oriented industries have been holding
up quite well. In particular, in manufacturing, this
reflects a sharp decline in labour costs, to which the
suspension of the application of a cost of living
allowance contributed. According to Eurostat, Cyprus
saw a decline in its nominal hourly labour costs of 6.5
per cent in Q4 2013 (industry -4.6 %), the sharpest
adjustment in the Eurozone. Even business sentiment
and consumer confidence indicators are on the rise.
Nevertheless, tight credit conditions, fiscal
consolidation measures and weakening private
(333)

European Economy. Occasional Papers. 149. May 2013.
Brussels. Paper and internet.

demand are among the factors that weigh on the
economy.

3.13.2

Access to finance and investment

While the stabilisation of the banking sector is
following its course, access to finance remains
limited. This is mainly because of the high rate of
non-performing loans (at 41.7 % and 47.5 % for
banks and the cooperative sector respectively).
In the meantime, Cyprus managed to re-open current
accounts, removing completely internal capital
controls. In fact before this action, a newly opened
account with cash could only be used as term deposit.
Transfers to and from these accounts were not
permitted, while the capacity to put money on them
was also constrained by the banks' policy to impose
cash withdrawal restrictions. Thus, payments within
Cyprus are again totally free and only the crossborder capital controls remain in place.
However, credit to the private sector has continued to
contract. Loans to non-financial corporations fell by
about 10 % in the year to January 2014, with
corporate credit falling by 12½ % (5 % for residents).
The Bank Lending Survey indicates that this is the
result of both tight supply conditions and weak
demand. Although, lending rates have been declining
from the peaks of 2013, they remain at around 6 %,
which is over 3 percentage points higher than the
Euro area average.
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In this context, the government managed to put in
place two financial instruments with the EIB in
support of SMEs in Cyprus. A Cyprus
Entrepreneurship Fund (CYPEF) (EUR 200 million
made up of a EUR 100 million loan by the
government and EUR 100 million by the participating
local banks) establishes a fund mechanism on a risksharing basis with banks to support SMEs’
investment and working capital needs. To support
foreign trade activities, a EUR 150 million facility
from the EIB is expected to re-activate credit lines
with international banks and support the capacity of
the Cypriot banking sector to provide short-term
trade-related instruments such as letters of credit,
despite the deterioration of its credit rating. By
mitigating the risks involved in trade financing, the
scheme will support export and import flows
estimated at EUR 300-450 million per year, mainly
by SMEs, which are suffering most from the credit
squeeze. Finally, the Bank of Cyprus has signed an
agreement with the EIF to continue the
implementation of the financial instruments
established under 2007-2013 programming period of
the structural funds for the remaining EUR 8 million.
Consequently, EUR 16 million in total will be made
available to SMEs and each can benefit from a loan
of up to € 100 000.
Two further initiatives are being developed to
alleviate the acute lack of liquidity for businesses.
The European Bank for Reconstruction and
Development granted Cyprus the status of recipient
country in May 2014 and is planning to provide
financial assistance until 2020. This will strengthen
the financial sector, support the government`s
privatisation programme and provide financing for
SMEs. Finally, the government is focusing on
establishing a development finance institution in a bid
to channel financial assistance from foreign national
and international financing organisations to SMEs.

3.13.3

Innovation and skills

Economic trends will undoubtedly affect the research
and innovation sector that relies mainly on public
expenditure.
Even though research and development intensity has
almost doubled since 2000, (from 0.25 % in 2000 to
0.47 % in 2012), persistent stagnation has been
observed since 2009, with intensity stabilising at
0.5 % of GDP in 2010 and 2011. This matched the
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government’s national target. However, this indicator
started to decrease 2012, when severe fiscal cuts on
public spending kicked in.
Nevertheless, the Innovation Union Scoreboard 2014
confirms that Cyprus is among innovation followers,
i.e. countries in which innovation performance is
around the EU average.
Indeed, while R&D expenditure in the business sector
remain very low (weight on GDP is 5 % of EU
average), Cyprus scores well above the EU average
for non-R&D innovation expenditure, thanks to
SMEs innovating in-house and cooperating with other
enterprises or institutions. As a consequence, the
performance is average in all but one of the indicators
that try to capture economic effects of innovation
(employment in knowledge-intensive activities,
exports of high-tech products, sales of innovation).
The results of the entrepreneurial innovation scheme
(EUR 4 million) launched by the Ministry of Energy,
Commerce, Industry and Tourism indicated that
Cyprus’s SMEs were strongly committed to
innovation activities. The resources of the scheme
were completely absorbed, with 83 applications
received and 41 projects funded, worth over EUR 6
million. The ICT sector (42 applications, 16 funded)
can be identified as a major innovation driver
throughout the economy.
On the policy side, there is now awareness that the
participation of business in R&D activities might also
have been hampered by institutional factors, complex
and lengthy procedures in the system of incentives, as
well as policies that favour academia rather than the
need of enterprises to improve their competitiveness.
As a result, a National Committee on Research,
Innovation and Technological Development was set
up in September 2013. This aims to review the
national research and innovation system and to give
relevant recommendations on its governance directly
to the President. The work of the committee has been
completed and its outcome was submitted to the
President on 26 March 2014. While competences
have been allocated to different ministries, the
overarching goal of the review was to create a new
single governance structure that would for the first
time bring together research and innovation and
entrepreneurship. This report, along with the smart
specialisation strategy drafted for the programming
period of European Structural and Investment Funds,
is expected to feed into the national 2014-2020

Cyprus

research and innovation strategy. This should be
finalised by the end of 2014.

3.13.4

Energy, raw materials and
sustainability

High electricity prices drag down the competitiveness
of industry. Latest data of electric prices for industrial
consumers show that they are the highest in EU.
Moreover, in Cyprus they are around 95% of the
prices for domestic consumers, while EU average is
around 65%.
The full liberalisation of the electricity market was
formally achieved in January 2014, but has not yet
been implemented in practice. The Electricity
Authority of Cyprus, a semi-public body, is still the
sole supplier.
In the meantime, the repeal of the extra charge
imposed after the explosion that damaged Vasiliko
electricity plant, as well as the downward trend of oil
prices led to a fall in electricity prices, by 17 %
compared to end-2012. The Cyprus Energy
Regulatory Authority is working on revising the tariff
setting methodology to ensure that electricity tariffs
reflect costs and are incentive-based and nondiscriminatory.
Natural gas discovered off the southern coast is not
expected to reach the island before 2019. An interim
solution has been planned to supply electricity
generation with natural gas until domestic natural gas
reserves become available. A first invitation for
expressions of interest for the supply of natural gas to
Cyprus did not attract offers that would have reduced
the price of electricity. A new tendering procedure on
a 10-year supply contract for imported natural gas
appears to be on track. According to the tender
timeline, a contract can be signed in the second half
of 2014, and gas supply should start in 2016.
Thus, in the medium-term, the energy mix will
continue to be dominated by oil and petroleum
products, though the currently modest share of
renewable energy is expected to rise rapidly. Oil
products represented 94.9 % of gross energy
consumption in 2012, with only 3.6 % of electricity
generated by renewables, despite remarkable
potential in solar and wind. But renewables are

increasing their contribution to electricity generation.
In 2012, electricity generation from renewables more
than tripled compared to 2010 levels, mainly due to a
rise in wind power generation. The percentage rose to
6.5 % in 2013.

3.13.5

Access to markets, infrastructure
and services

Because of current (nearly) complete dependence on
imported oil products, Cyprus has a large deficit on
its energy trade balance. However, the current
account adjustment continued in 2013. This was
largely due to a significant decline in imports
(-16.2 %), combined with better export performance,
reflecting higher tourism receipts. However, this was
partly offset by a further decline in exports of
financial and other business services. As a result, the
current account recorded a deficit of 1.9 % of GDP in
2013, compared to a deficit of 6.9 % in 2012.
Exports of goods to non-EU countries have slowed,
while EU exports are showing some signs of
stabilisation.
The Cyprus privatisation plan, adopted by parliament
in March, may boost the country’s role in
international trade. Severe restrictions in key
transport sectors in terms of working hours (e.g.
ports, warehouses) have been one of the major
sources of complaints among stakeholders. Just two
weeks after the parliament gave its green light, the
Council of Ministers launched privatisation
procedures for the port of Limassol by liberalising the
port’s commercial arm.
In addition, Cyprus is also committed to removing the
entry and exercise of regulated professional services
where there are fixed or minimum tariffs (including
lawyers and architects). Improving the quality and
reducing the cost of professional services could have
a multiplier effect on the economy in the medium
term, as these play an important role in a variety of
contractual and legal obligations for businesses and
citizens.
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Figure 3.13.2: Overall profile of public administration — Cyprus
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3.13.6

Public administration and business
environment

Under the Economic Adjustment Programme, Cyprus
is also pursuing the modernisation of public
administration to improve its functioning and costeffectiveness, notably by reviewing the size,
employment conditions and functional organisation
of public services.
One of the axes of the action plan for reforming the
civil service is to improve the regulatory framework
and to introduce e-government. The strategy will
build on the national plan for better regulation
adopted in 2007 based on three pillars: 1) legislative
simplification; 2) reduction of administrative burden;
3) impact assessment of legislation. It will also
include also smart regulation. In the meantime, a
package of measures to cut the administrative burden
by an estimated 20 % has almost been completed, but
there has been no evaluation, so it is difficult to
assess whether the EUR 150 million of savings
claimed were really achieved.
To speed up the deployment of e-government, Cyprus
is considering the establishment of a task force,
bringing together all the relevant services, to promote
the digital strategy as laid down in the national digital
agenda of 2012.
Civil justice is also receiving some attention. The
establishment of an administrative court is being
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evaluated and the Supreme Court is revising
procedural rules to reduce the length of proceedings.

3.13.7

Conclusions

The financial crisis that hit Cyprus marked the
collapse of an economic model heavily dependent on
financial services. Although the economic adjustment
programme is on track and the recession is milder
than expected in real terms, a number of sectors that
played a leading role in the high growth rates of
previous years have been affected. Tight credit
conditions, fiscal consolidation measures and a
worsening labour market are among the factors that
are slowing down economic recovery.
Cyprus could now take advantage of the European
structural and investment funds for the new
programming period 2014-2020 to provide partial
funding to reorient the economy towards a more
sustainable economic model along the lines of the
Europe 2020 strategy.

3.14 Latvia

Latvia

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)

N.A. (2009)

Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

N.A. (2008)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)

N.A. (2009)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.14.1: Manufacturing sectors (GVA at basic prices) - Latvia
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3.14.1

Introduction and performance

In 2013 Latvia’s GDP growth was 4.1 % and the
economic situation remains strong despite a slight
slowdown compared to 2012. The unemployment rate
dropped to 11.9 % in 2013 from 15 % in 2012 and
youth unemployment went down from 28.5 % to
23.2 % in the same period. Manufacturing’s
contribution to the Latvian economy increased to
14 % in 2013 from 10.8 % in 2008 and is adding
considerably to growth and employment. Processed
products based on natural resources such as wood and
food, as well as metals, chemicals and machinery, are
the main contributors to exports and to Latvia’s
attractiveness to investors. Foreign direct investment
stock in manufacturing sectors reached EUR 1.4
billion in 2013, from EUR 1.2 billion in 2012.
Productivity remains relatively low, mainly due to the
prevalence of low-tech and medium-low-tech
industries. Nevertheless, the growth rate of the past
five years has been sustained and labour productivity
increased from 54 % of the EU average in 2007 to
66.3 % in 2012.

3.14.2

Access to finance

Most indicators of access to finance are considerably
better than the EU average. They include access to
public financial support, the perceived willingness of
banks to give a loan, the strength of legal rights and
the interest rate difference between loans above or
below EUR 1 million. The World Bank ranks Latvia
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among the top performers for ease of getting credit
and the legal rights for borrowers and lenders. The
traditional financial instruments in place are: loans
aimed at increasing competitiveness and growth,
credit and export guarantees, venture capital, seed
capital and start-up capital funds, ‘mezzanine’ loans,
start-up loans and grants.
The Mortgage and Land Bank (MLB) completed the
sell-out of its commercial portfolio and is now fully
focused on development financing. In December
2013, the government also completed the first phase
of setting up a single development institution (SDI)
merging the Latvian guarantee agency, the rural
development fund and Altum (the former MLB).
Bank lending
Obtaining credit is not among the major issues for
companies; however, small and medium-sized
enterprises (SMEs) and in particular start-ups
continue to face challenges in getting access to
finance. As deleveraging in commercial banks
continues, the government has taken some measures
to improve the effectiveness of public support for
financing.
According to a market gap analysis, which pointed to
the need to focus finance programmes more on micro
and small companies, the ‘Financial engineering
instruments’ have been reorganised, a new micro
financing programme for loans up to EUR 25 000
added and a new call for financial intermediaries
specialised in micro lending launched to improve the

Latvia

offer for start-ups. In addition, the ‘mezzanine’
programme has been refitted, interest rates for the
start-up lending programme cut and the limits on
government intervention in lending operations
reduced.
Venture capital and other finance
To improve the availability of equity financing, the
government has supported the creation of the Baltic
innovation fund, which has operated at macroregional level since 2012. In 2013 three financial
intermediaries became operational and three new risk
capital funds were launched to provide growth capital
for micro, small and medium-size enterprises and
promote the development of Latvia’s venture capital
market. Finally, a new pilot project for a business
accelerator has been publicly funded.

3.14.3

Investment, innovation and skills

R&D investment developments
In 2012, total expenditure on research and
development activities accounted for 0.66 % of GDP,
down from 0.7 % in 2011. While these results are still
far below Latvia’s 2020 target of 1.5 %, in the last
five years R&D expenditures grew at an average
annual rate of 3.1 %. Corporate R&D funding
accounted for 23.8 % of the gross domestic
expenditure on R&D, corresponding to 0.15 % of
GDP, compared with 0.19 % in 2011.
Innovation
The Innovation Union scoreboard identifies Latvia as
a modest innovator, with an aggregate score below
the EU average. Latvia’s main challenges include
continuing the transition to higher value-added
products, boosting convergence between R&D and
innovation and reducing the skills mismatch through
a structural reform of higher education.

credit guarantees and venture capital.
The effectiveness of public funding was until recently
undermined by a lack of independent, external
evaluation of scientific institutions. The results of the
first independent assessment undertaken by the
Nordic Council became available at the end of 2013
and showed that only 10% of the research units
evaluated can be considered high level international
research centres.
Skills
Shortage of qualified staff, poor and fragmented
infrastructure and the lack of cooperation between
research institutions and businesses are hampering
Latvia’s capacity to innovate, resulting in inadequate
commercialisation of research results.
To address these issues the government has adopted
the Science Technology and Innovation Development
guidelines and the Education Guidelines, which
include a number of policy measures for integrating
research more closely with industry and higher
education. A new financing model for higher
education and research institutions is currently being
devised in cooperation with the World Bank. This
aims to ensure that higher education is better targeted
at providing skills that are needed for in the labour
market. However, this measure is unlikely to enter
into force before 2016.
In addition, several measures have been taken to
make vocational education and training more relevant
to the labour market and to increase the provision of
quality work-based learning. These measures include
modernising infrastructure and redesigning curricula
with the close involvement of social partners. If
properly implemented, these measures may represent
a first step in promoting effective work-based
learning in Latvia.

3.14.4
To address these issues the government has
established incentives to increase investment in
innovation activities, including corporate income tax
rebates on large-scale projects, new beneficial
depreciation ratios for specific R&D expenses such as
technological equipment, a carry forward of losses
and several labour-related incentives at different
stages of the hiring process. Additional financial
incentives include state and EU supported loans,

Energy, raw materials and
sustainability

Energy use and price
Several projects set out in the Baltic energy market
interconnection plan are scheduled for the coming
years. Major projects concern the development of
infrastructure and the liberalisation of the energy
market. In the electricity sector, the interconnector
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Estlink 2 was inaugurated in March 2014, the third
Estonian-Latvian interconnection has reached the
implementation phase and the first stage of the
‘Kurzeme Ring’ has been completed. This is part of a
major project to improve the stability of supply and
network interconnections between Latvia and
Lithuania.

2013-2020’ does not seem to provide a convincing
national strategy for achieving these targets. Further
action seems to be needed to encourage private
investment in waste management, ensure competitive
neutrality and sustain resource efficiency and waste
diversion from landfill.

Resource efficiency

3.14.5

The share of renewables in final energy consumption
reached 35.8 % in 2012. Renewable energy’s share of
the heating sector has slightly increased due to
investments in the renovation of district heating
networks and the substitution of fossil fuels in
regional co-generation plants. The transport sector
accounted for 27 % of total greenhouse gas emissions
in 2011 and around 30 % of total energy
consumption. The major concerns in this sector are
the inadequate public transport network, poor vehicle
fuel efficiency, a relatively low level of excise duties
and an ageing car fleet.
Some investments in transport sustainability have
been made, such as extending and developing tram
lines in larger cities, while a comprehensive overhaul
of the public transport planning system is also being
prepared. Latvia has also implemented a number of
measures to reduce CO2 emissions in the transport
sector, such as increased taxes on fuels, exemptions
for biofuels and the introduction of a registration tax
for passenger cars based on emission levels. More
recently, the government has taken action to promote
electric vehicles by adopting, in February 2014, a
short-term electro-mobility strategy that focuses on
developing recharging infrastructure and the electric
vehicle market. Finally, the Latvian railway network
electrification project is planned for the programming
period 2014-2020, with the support of cohesion funds
and the Connecting Europe Facility.
Other sustainability issues
Reducing the infrastructure gap and improving the
regulatory framework for the collection and recycling
of waste are still considerable challenges for Latvia.
In 2012, the rate of landfilled municipal waste was
84 %, against an EU average of 33 %, while only
12 % was recycled and 4 % composted (EU averages:
27 % and 14 %). Meeting the 2020 landfill diversion
target of 75 % and the re-use and recycling target of
50 % is unlikely under the current framework.
Moreover, the ‘National Waste Management Plan
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Access to markets, infrastructure
and services

Internal market
While the government has proposed some measures
to reduce the administrative burden in certain
markets, customs and public procurement procedures,
discriminatory technical regulations and relatively
low protection of industrial property still hamper the
competitiveness of Latvian businesses. The
government’s strategy to address these issues is
composed of an industrial policy plan, a set of
guidelines for promoting exports and attracting
foreign investment and an annual action plan for
improving the business environment. Measures
included in these documents, such as fostering the
digitalisation of customs documents or implementing
the ‘International freight logistics and port
information system’, are likely to increase the
country’s openness to trade if properly implemented.
The bottleneck in regulation of the construction
sector has been addressed by the government with the
adoption of a new construction law. This amends and
clarifies rules on construction plans, design,
responsibility and supervision, as well as procedures
for certifying specialists, classifying merchants and
defining the involvement of institutions in the sector.
In addition, the law reduces from 152 to 68 days the
time needed to obtain a construction permit and
establishes a ‘State building control office’, clarifying
the responsibilities in overseeing construction
processes and compliance with legislation. These
amendments should enter into force in October 2014
and constitute a substantial step forward for the
competitiveness of Latvia’s construction sector.
Internationalisation
Among the measures to improve access to export
markets, the government has set up a scheme of
guarantees coupled with an advisory service. At the
same time, the integration of businesses into
international supply chains is being promoted by a

Latvia

network of foreign economic representative offices,
which encourage and support the participation of
firms in international exhibitions and trade missions.
This network was expanded to 21 offices in 2013.
Business service, network industries and
infrastructure
Latvia is increasing the accessibility to the country
and the Baltic Sea region by continuing to develop
Riga’s international airport. In addition, the Rail
Baltic railway infrastructure is a priority for Latvia
and is to be submitted for funding from the
Connecting Europe Facility. However, as a result of
the three Baltic States’ different priorities, there have
been significant delays in the overall process. Latvian
authorities are showing their commitment to the
project by actively participating in the negotiations,
with the aim of reducing scope for further delays.
The poor quality of road infrastructure is a major
concern as it makes logistics more difficult for
business and contributes to a high rate of road
accidents. While structural and cohesion funds are
helping to improve the situation gradually, there is
still a need to increase national funding and develop a
viable long-term funding mechanism for road
maintenance. The plan for improving national roads
seems to rely excessively on EU funding and appears
insufficient to remedy infrastructural weaknesses and
achieve the government’s ambitious objective of
having between 90 and 100 % of state main roads and
75 % of regional roads in good condition by 2020.

3.14.6

Public administration and business
environment

To improve Latvia’s business environment the
government needs to continue strengthening the
efficiency of the legal system and modernising the
public administration. The former is particularly
crucial as lengthy civil and commercial case
proceedings in the first instance and low clearance
rates have caused a significant backlog of court cases
in recent years and there are still shortcomings in
insolvency proceedings, including lack of
transparency and accountability of insolvency
administrators. In addition, corruption remains a risk,
particularly in public procurement.
The European Commission’s released an EU anticorruption report on Latvia in February 2014. The

Commission welcomed the searchable online
database of political donations and the track record of
investigations by the bureau for preventing and
combating corruption. The report also suggested
strengthening the bureau’s independence to protect it
from potential political interference, especially
regarding supervisory and budgetary procedures, and
further stepping up efforts to detect corruption in
public procurement
Administrative modernisation
The government is acting to strengthen the regulatory
framework and enhance the capacity of the Latvian
justice system of the judiciary. The code of civil
procedure has been amended to streamline the
judicial process. The law on mediation has been
adopted, while parliament is continuing its work on
the insolvency law and the arbitration law. The length
of proceedings has been reduced and the capacity of
courts to handle their workload has been increased
through the allocation of additional judges and
administrative staff to the Riga court. Furthermore,
professional evaluation of judges started in January
2013 and the use of information and communication
technologies has improved the registration and
management of cases as well as accelerating the
information flow between courts and parties in
judicial proceedings. A number of amendments to the
code of administrative violations are now in force,
establishing administrative sanctions for violations of
procedures in public procurement, public-private
partnerships and the award of concessions.
Requirements for local governments to use
centralised procurement and publish small
procurement contracts online have also been
established, while penalties for suppliers who fail to
deliver according to procurement contracts have been
increased. The Competition Council has prepared
amendments to the Competition Law as regards
greater institutional and financial independence. One
of the key proposals refers to independent budgeting
of the institution, which would ensure greater
financial independence similar to other regulators
(e.g., financial, utilities regulators).
There is considerable additional scope for reforming
the public administration, in particular to increase its
efficiency, reduce corruption and increase the
motivation of civil servants. Present reform efforts
are limited to a strategic framework for human
resource development in public administration
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Figure 3.14.2: Overall profile of public administration - Latvia
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Note:

Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

approved in February 2013. This applies only to the
central public administration and has been
insufficient to lead to credible reforms to recruitment
and career development. In the 2014 budget
additional financing has been granted to the lowest
pay grades as well as for further equalisation of salary
levels for similar work across different
ministries/institutions.

3.14.7

Conclusions

Latvia is among the fastest growing economies in the
EU, with the Commission’s latest forecast pointing to
3.8 % growth in 2014. The transition to
manufacturing with higher added value and
technology intensity is the main challenge for Latvian
industry as productivity and labour costs are moving
towards the EU average. While SMEs benefit from
favourable financing conditions, the increasing skills
gap, coupled with insufficient investment in
innovation and fragmented infrastructure, are
hampering Latvian industry’s competitiveness.
The government is increasing its efforts to improve
the business environment, addressing issues such as
burdensome regulation in many sectors, the
inefficiency of the judicial system and corruption;
however, additional measures are required, in
particular to modernise the public administration and
the education system, foster innovation, increase the
quality of infrastructure and facilitate the transition to
a more sustainable and efficient use of resources.
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3.15 Lithuania

Lithuania

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

N.A. (2008)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.15.1: Manufacturing sectors (GVA at basic prices) - Lithuania
Other
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Source: Eurostat

3.15.1

Introduction and performance

Lithuania has a large manufacturing sector compared
to the EU average; it represented around 21 % of
GDP in 2012. In contrast to the downward trend in
the EU as a whole, the proportion of manufacturing to
GDP in Lithuania increased between 2000 and 2012,
by two percentage points. This was the third largest
increase in a Member State in this period. Lithuania’s
manufacturing sector is based mainly on low- to
medium technology industries.
In 2011, Lithuania had a revealed comparative
advantage in wood and wood products, furniture,
tobacco, food, beverages, paper, clothing, refined
petroleum, chemicals, rubber and plastics, and
furniture. For services, it has a revealed comparative
advantage in transport and travel. (334) The challenge
for Lithuanian industry is to move up the technology
ladder for manufactured products, and to develop
more knowledge-intensive services. The Lithuanian
government has set a strategic goal to become a
northern European services hub by 2015, and to do
this it has developed a high standard of ICT
infrastructure.
Lithuanian
industry has scope to boost
competitiveness in terms of labour productivity.
Although its performance has improved relative to
that of other Member States since 2008, productivity
in terms of output per hour worked is well behind the
best performing Member State. There is also still

scope for further gains in labour productivity per
person employed in manufacturing. Labour
productivity (output per person employed) in
Lithuania reached 72 % of the EU average in 2012.
The real effective exchange rate (REER) (335)
increased by 1.7 % between December 2012 and
December 2013, reversing the decrease over the
previous four years. This can be partly linked to the
falling currencies of several trading partners in most
notably Russia and the Ukraine. The CIS makes up
31.6 % of Lithuanian export demand. Export growth
started to stabilise in 2013, and the competitiveness
gains achieved since 2009 are under pressure as a
result of increasing labour costs and falling currencies
in the CIS. In real terms, monthly earnings have
started to increase, though partly because of a one-off
increase in the minimum wage. Unit labour costs
have risen slightly. Rising labour costs should be
offset by further gains in productivity if Lithuania’s
competitiveness is to stay at its current level. There is
a need to increase business investment and to
continue to undertake reforms to improve the
business climate. Labour supply could also be
improved through more active labour market policies.
The net migration rate in Lithuania is the highest in
the EU and includes a high proportion of young
people. The long-term impact of this population
movement is unclear, but it may result in skills
shortages in the labour market and hence act as a drag
on competitiveness.

(335)
334

( )
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EUIS report 2013.

Based on statistics from the Bank of Lithuania.

Lithuania

3.15.2

Access to finance and investment

The banking sector remains stable and applies strict
lending standards. Uncertainty about the external
economic environment has dampened demand for
credit. At the same time many companies have
sufficient cash reserves to finance investments
internally. In 2013, there were signs that lending
continued to grow following a rise in 2012. It is
expected that demand for credit will increase without
a further tightening in lending conditions.
According to the most recent research carried out by
the Lithuanian business support agency (2013), the
most common barriers to obtaining credit are tight
financing requirements, lack of collateral and the high
cost of obtaining finance (interest rates, guarantee
fees, administrative costs, etc.). There is also a
reluctance to lend to start-up companies. Over threequarters of SMEs that received external funding with
supplementary conditions indicated that they had to
pledge additional assets, provide additional personal
guarantees, provide state guarantees or guarantees
from other institutions, or had to increase their capital
share in an investment proposal. The SME Access to
Finance Index improved significantly in 2012
compared to 2008.
Lithuania runs several programmes that support
access to finance for SMEs, primarily the INVEGA
Fund, the Jeremie Guarantee Fund and the
Entrepreneurship Promotion Fund, which are
supported by EU structural funds. The Jeremie
Guarantee Fund supports the provision of risk capital
through a variety of instruments. The INVEGA Fund
provides debt instruments for SMEs to support
business expansion. The Jeremie Guarantee Fund
finances
guarantees for
SMEs, and the
Entrepreneurship
Promotion
Fund
provides
microcredit for the purpose of starting-up businesses.
Up to the end of 2013, 626 SMEs have received more
than EUR 450 million, including financing from EU
structural funds and the banking sector.
In order to improve access to credit, Lithuania
strengthened its secure transactions system by:
broadening the range of movable assets that can be
used as collateral; making it possible to include a
general description in the security agreement of the
assets pledged as collateral; and permitting out-ofcourt enforcement.

3.15.3

Innovation and skills

Based on the Commission’s Innovation Union
Scoreboard 2014, Lithuania still lags behind other
Member States. Lithuania’s performance measured
by the indicator on R&D carried out by businesses, as
a percentage of GDP, is one of the lowest in the EU.
The Lithuanian economy is categorised as a
‘moderate innovator’, having been upgraded from the
lowest performance group of ‘modest innovator’
several years ago. Lithuania can still improve its
science base and the research links between academic
and private-sector organisations. Lithuania’s smart
specialisation strategy should encourage more
cooperation between business and academia in the
field of R&D and innovation. Priority should be
given to key technologies or processes that have a
high potential to transform the Lithuanian economy.
R&D spending remains well below its 2020 target of
1.9 % of GDP.
The Lithuanian authorities are currently drafting
recommendations for public authorities on organising
and implementing innovative public procurement,
including the pre-commercial procurement of
innovative services. In 2013, the Agency for Science,
Innovation and Technology started a new project on
pre-commercial procurement, financed by EU
structural funds. Several new projects have recently
been launched by the Agency for Science, Innovation
and Technology. These include a new technological
entrepreneurship project called ‘Innovative Business
Promotion’ which will promote technological startups and development in Lithuania. The project brings
together the largest Lithuanian universities, scienceand technology parks, and other academic and
research institutions.
There are indications of possible skills shortages in
the labour market. Structural unemployment remains
high, there has been a large outflow of the working
age population, and wage levels started to increase
during 2013. There is also a low level of
entrepreneurship and self-employment. Although
Lithuania has already reached the Europe 2020 15%
target to lower the percentage of “low achievers in
reading” the Europe 2020 target to have at least 40%
of 30-34 years old with tertiary education, it scores
below EU average in PISA (in reading and
mathematics).
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Lithuania should address the current skills shortages
in the labour market through training and active
labour market policies. This should include
improving the education system to better meet the
demands of the labour market, and promoting
entrepreneurial
skills
and
self-employment
opportunities.

3.15.4

Investment

At the start of the crisis in 2009, gross fixed capital
formation fell by around 40 %. Investment rebounded
rapidly in 2010 and 2011, before stabilising in 2012.
It increased by around 13 % in 2013. Compared to
the best performing Member State, investment in
equipment as a percentage of GDP has fallen since
2008. Private-sector investment growth should
remain positive due to a range of factors: historically
low interest rates; growth in enterprise cash reserves;
survey data suggesting that businesses are planning
new investments as the economic outlook improves;
and increasing the use of existing industrial capacity
above the long-term average. It is expected that
public investment will be supported by projects cofinanced by the EU. The stock of foreign direct
investment in Lithuania has been growing since 2000.
Foreign direct investment inflows have slowed in
recent years, from 3.4 % of GDP in 2010 to 1.5 % of
GDP in 2012, but are expected to have increased in
2013.

3.15.5

Energy, raw materials and
sustainability

Lithuania still operates a relatively old electricity
distribution network, which was designed around
centralised and large-scale electricity generation. The
lack of diversified energy supply infrastructure
hinders competition. Electricity and gas networks
also have weak interconnectivity with continental
Europe and Nordic networks, meaning that energy
can be imported from relatively few countries and
that natural gas is imported from a single external
supplier (Russia). Until 2013, Lithuania paid the
highest price for natural gas in the EU, and electricity
prices were above the EU average.
The Lithuanian authorities are supporting: the
ongoing construction of new advanced power
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transmission lines to build interconnectivity with
Poland and Sweden; the reconstruction and
modernisation of existing power transmission lines to
ensure reliable power supply to consumers; and the
renovation of internal gas transmission and
distribution networks. A liquefied natural gas
terminal in Klaipėda is expected to be operational by
the end of 2014. These activities will help reduce
costs and improve the security of the energy network.
Given Lithuania’s large industrial sector, its economy
is heavily reliant on the supply of raw materials,
particularly crude oil, natural gas, sulphur, caustic
soda and cast iron. As noted above, the authorities are
undertaking projects to improve the security of
energy supply. In addition, Lithuania's industry has
significant scope to improve its resource efficiency
and production methods, which would reduce its
reliance on imported raw materials.
In terms of energy intensity, the Lithuanian economy
is around twice as intensive as the EU average, while
the level of environmental taxation is below the EU
average. This is partly on account of the emissionintensive transport sector, but also due to the
residential and service sectors. Household heating,
particularly in apartment blocks, is inefficient and in
need of renewal. Although there has been some
progress in renovating old apartment buildings under
a government-supported programme, it is estimated
that several thousand apartment buildings still need to
be renovated.
Although the quantity of waste per capita in Lithuania
is below the EU average, the waste management
system remains dependent on landfilling, and
recycling levels are low. Eleven regional nonhazardous waste landfills have been constructed and
old, unexploited landfills and waste-polluted
territories are in the process of re-cultivation. To
improve biodegradable waste management, green
waste composting facilities are being built, containers
for individual composting are being provided, and
sewage sludge treatment plants are being constructed.
One mechanical sorting plant and nine mechanicalbiological sorting plants are planned to start
operations from 2016. Mixed municipal waste
treatment plants will be introduced and waste sorting
and recycling capacity will be increased. The amount
of waste going to landfills is gradually decreasing (in
2011 it was 1 million tonnes compared to 1.092
million tonnes in 2009).

Lithuania

Figure 3.15.2: Overall profile of public administration - Lithuania
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Source: World Bank Doing Business Report; Intrum Justitia; OECD; World Economic Forum; European Commission

3.15.6

Access to markets, infrastructure
and services

Lithuania is an open economy, partly due to its wellestablished industrial base. It has one of the highest
rates of exports as a percentage of GDP in the EU, at
around 83 %. Its main export partner is the EU
(57 %), followed by the CIS (31 %). Since 2009, the
increase in exports to the EU has been lower than the
increase of exports to CIS countries, mainly due to
weak demand from the euro zone. Service exports are
a small proportion of overall exports, but have been
growing rapidly in recent years.
Lithuania’s international competitiveness in the
transport and logistics sector is to a large extent
determined by its geographical position, as east- and
west-bound freight flows cross the country
connecting the Baltic Sea region, the CIS and
Western Europe. This makes the transport sector the
largest contributor to the Lithuanian economy
(around 13 % of GDP).
Lithuania is linked to the CIS’ railway network
because it uses the same (1520 mm) railway gauge.
This is advantageous for the national logistics market,
especially for long-distance routes, for example from
Asia. Lithuania is working with Latvia and Estonia to
implement the Baltica railway project, involving the
construction of a new European standard gauge
railway line (1435 mm) to connect the Baltic States
with the rest of Europe.

Road infrastructure is a very important component of
the transport network, carrying over half of the freight
that crosses Lithuania and nearly all passenger travel.
Lithuanian road hauliers carry a significant amount of
freight between the EU and neighbouring markets,
particularly Russia, Kazakhstan and other CIS
countries.
Klaipėda Sea Port is the most northern ice-free deepwater port, and handles long-distance shipments
travelling from Eastern to Western Europe, and other
continents. The port includes facilities for handling
containers, oil products, fertilisers, roll/on-roll/off
cargo, and has the capacity to handle ‘Panamax‘
vessels, making it a regional container-distribution
hub.
The three international TEN-T airports in Lithuania
(Vilnius, Kaunas and Palanga) that have become the
economy’s main gateways for business and tourism.
The Lithuanian airport cargo hub provides an
integrated supply chain system comprising airport
infrastructure, a cargo terminal, and logistics services.

3.15.7

Public administration and business
environment

Lithuania scores quite high in terms of the efficiency
of its public administration and how this affects the
business environment. In comparative terms, it is
closer to the best-performing EU Member State for:
the time required to start a business, the number of
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hours needed to comply with tax return rules across
the EU, and the overall business environment score.
For the legal and regulatory framework, Lithuania is
roughly equidistant between the worst- and bestperforming EU Member States. Compared to 2008, it
has also made significant improvements in the time
required to start a business, the legal and regulatory
framework, and its business environment score. Since
2012, impact assessments have been compulsory for
all new draft business legislation, with the potential to
increase the administrative burden on businesses. In
2013, impact assessments were carried out on nearly
fifty items of legislation was assessed.
The Lithuanian authorities are currently preparing a
plan for the consolidation of business inspection
agencies. In addition, an ongoing reform process is
helping inspection agencies introduce such measures
as: checklists, to ensure inspections are consistent;
risk management, to reduce inspection burdens for
trustworthy businesses; and key performance
indicators to measure agencies’ progress. In 2013,
Lithuania continued its process of reducing the
administrative burden, which began in 2012. The
process encompasses 24 measures, of which several
were implemented in 2013, for example the
procedures for acquiring land for business purposes
were reduced and the possibility of submitting
applications electronically was introduced. In 2012,
the authorities began to screen all licenses and
permits needed to start a business, and finished the
exercise by the end of 2013. Draft legal amendments
to existing legislation on licences and permits will be
submitted in November 2014.
Lithuania made it easier to start a business by
creating a new form of private limited liability
enterprise with no minimum capital requirement — a
‘small partnership’. Like the other, most common,
forms of legal business entities in Lithuania, it may
be set up online. Lithuania reduced the time needed to
register a company as a VAT payer from 13 to three
days. In some cases, the online company registration
procedure makes it possible for a company to open a
bank savings account online at the same time as
registering the company. With regard to obtaining
credit, Lithuania strengthened its secure transactions
system by: broadening the range of movable assets
that can be used as collateral; allowing a general
description of the security agreement of the assets
pledged as collateral; and permitting out-of-court
enforcement. With respect to trading across borders,
it reduced the number of export and import
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documents needed and the cost of export and import
procedures. It also reduced the time required to obtain
a construction permit (from 142 to 105 days).

3.15.8

Conclusions

Sustainable strong growth will require improving
long-term competitiveness. Lithuania must continue
reforming its energy market in order to improve the
security of energy supply and to bring down prices.
Industry’s use of energy should also be made more
efficient to lower costs and increase sustainability.
There is a need to boost skills in the labour market
and to encourage more self-employment and
entrepreneurs. The Lithuanian authorities have
continued to improve the business environment and
the recent reforms of public administration should
bear fruit in the medium-term.

3.16 Luxembourg

Luxembourg
Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

Labour
productivity

0

1

Labour productivity per hour worked (EU-27=100; 2012)
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)

latest available -5 years

R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Access to markets,
infrastructure and
services

EU latest available

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)

N.A. (2007)

Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)

Public administration
and business
environment

latest available

N.A.; N.A. (2008)

Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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3.16.1

Introduction and performance

Manufacturing industries in Luxembourg account for
less than 10 % of value added or employment. The
economy remains strongly specialised in services and
depends particularly on financial services. Cost
competitiveness of industry has deteriorated,
particularly in the last five years, and the economy
needs to diversify by fostering knowledge-based,
innovative industries.
The new coalition government has agreed on a
government programme, (336) and Prime Minister
Xavier Bettel gave his first speech in front of
Parliament last December, with some indications of
future political priorities.

3.16.2

Access to finance and investment

Luxembourg's position as an important financial
centre favours good financing conditions for
enterprises, including SMEs. Smaller loans under
EUR 1 million, which are taken out almost
exclusively by SMEs, are less expensive in
Luxembourg than elsewhere in the EU. Venture
capital remains more accessible in Luxembourg than
in the EU overall, as the country has a venture capital
industry nucleus. Apart from some private initiatives
in seed investing, the Chamber of Commerce has
revitalised the Luxembourg Business Angel Network
(LBAN), which gives SMEs the opportunity to pitch
their project to experienced business angels. Other
equity financing instruments include the joint venture
of the Luxembourg National Credit and Investment
Company (SNCI).
The government programme of December 2013
announced the creation of an agency for the
promotion of financing and investment (Agence de
financement et d’investissement). This agency will
facilitate contacts between innovative enterprises and
potential investors. It will detect and evaluate projects
with high growth potential, monitor them and relay
them towards equity funds, banks, business angels or
other investors. The agency will work in close
cooperation with Luxinnovation, (337) the innovation
agency.

(336)
(337)

174

http://www.gouvernement.lu/3322796/Programmegouvernemental.pdf.
National Agency for Innovation and Research, established in
1984 and subsequently constituted as an Economic Interest

Shortcomings in the area of access to finance relate to
the legal and administrative framework as perceived
by the World Bank’s Doing Business report:
information on credit continues to be regarded as
relatively unclear and legal rights are also rated as
less strong than elsewhere in the EU. Luxembourg
also ranks much lower than the EU average in terms
of use of European structural funds programmes for
entrepreneurship and business creation.

3.16.3

Innovation and skills

The new government has confirmed the
Luxembourg’s
commitment
raising
R&D
expenditures to 2.3-2.6 % of GDP by 2020 (1.46 % in
2012), about 1 % of which is to be public research
(0.46 % in 2012). Research and innovation remain a
priority and the country specifically needs to
strengthen its areas of specialisation and competence
to spur innovation-driven growth. In spite of
considerable efforts to build up public research
capacities over the past 15 years, reaching the R&D
intensity target requires higher business investment in
R&D. The latter has fallen sharply (from 1.53 % of
GDP in 2000 to 1.00 % in 2012). The low scores of
Luxembourg on the indicators on cooperation
between public research institutions and firms reflect
the current disconnect between the public research
system and private-sector R&D. Objectives in terms
of spin-off creation specified in the performance
contracts of public research organisations are not met.
To improve the situation, the main reform launched
last year is the reinforcement of the country's policy
on innovative clusters. Clusters are to be given new
missions and a new cluster is to be set up in the
automotive field. Moreover, the government has
announced its intention to put in place a process to
enable public research organisations and firms to
develop common research agendas focused on
middle- and long-terms targets. Two important laws
are scheduled for adoption in 2014: the consolidation
of public research centres, expected to allow areas
with major prospects of cooperation with industry
(such as materials and sustainable development), to
reach critical mass, with some less promising
research subjects being discontinued; and the reform
of the National Research Fund, expected to enable
Grouping (EIG) in 1998. It combines initiatives of: the
Ministry of the Economy; the Ministry for Higher Education
and Research; the Chamber of Commerce; the Chamber of
Trades and Fedil – Business Federation Luxembourg.

Luxembourg

better commercialisation of research results, and to
foster public/ private mobility of researchers through
a revised training scheme.
An OECD review of the Luxembourg system of
innovation is expected at the end of 2014.
The difficult situation of workers with low skills (in
particular migrants and young residents) arises from
several factors. First, Luxembourg's education system
faces specific challenges due to various factors in
particular multilingualism and a high proportion of
people with migrant background in the population.
The share of low achievers in Luxembourg is
significantly higher than the EU average in reading
and science and somewhat higher in maths. (338)
Second, vocational education does not sufficiently
match young people’s skills with labour demand, in
particular for people with a migrant background.
Third,, although adult participation in lifelong
learning in Luxembourg has risen over the last few
years (reaching 14.2 % in 2013 against an EU
average of 9 %), greater adult participation is needed,
as residents are facing competition from a large pool
of potential skilled workers from neighbouring
countries. The measures taken on lifelong learning
should also be reinforced to help increase the labour
market participation of older workers.
The new government programme has proposed to
reform secondary education to provide students with
resources adapted to their individual needs, allowing
them to develop basic skills while leading as many as
possible towards higher qualifications. . The
programme plans to introduce better coordination of
vocational training policies, employment policies and
labour market needs. The programme also states that
the strategy outlined in the 2012 White Paper on
lifelong learning will be progressively implemented
in collaboration with the partners involved. One of
the measures implemented in 2013 is more
government funding for firms investing in lifelong
learning for their employees.

3.16.4

Energy, raw materials and
sustainability

In spite of Luxembourg’s remaining heavy industries
and the use of large quantities of transport fuel due to
transit traffic, energy intensity in Luxembourg is very

close to the EU average. The efforts of government to
promote energy efficiency focus mainly on buildings,
with various initiatives to reduce energy use in the
residential sector. In this regard, the government
decided to go beyond European requirements and set
1 January 2019 as the deadline to achieve the target
of “nearly zero energy buildings” for both public
buildings and others.
Luxembourg is dependent on imports for all its
energy needs. Further interconnections with
neighbouring countries could therefore improve
security of supply. With regard to electricity, the
current interconnection capacity with Germany is
sufficient but the situation has to be reassessed as a
result of the German nuclear phase-out. During the
first half of 2013 electricity prices for industrial
consumers have remained above the EU average.
Compared to the EU average, peak-hour congestion
in Luxembourg is a major problem. Luxembourg has
the highest rate of car use in the EU, with 92 % of
cross-border commuters using cars to get to work.
Taking into consideration the high proportion of
commuters from neighbouring countries, the problem
would have to be addressed at regional level in
consultation and cooperation with the foreign
authorities from the greater region. To this end, the
new government programme has proposed
developing car-sharing initiatives and to integrate
park and ride (P&R) at the borders with public
transport systems in these areas.
Aware of the cross-border challenges, the
government’s transport department is currently
working on a project to enhance cross border mobility
with Germany and Belgium (Schéma de mobilité
transfrontalière, SMOT). (339)
Despite these difficulties, Luxembourg continues to
implement the 2012 Sustainable Mobility Strategy
“MoDu”, in which all administrations concerned
collaborate in a sustainable, integrated response to the
problems
identified
above,
considering
environmental, mobility, urban and rural planning
issues. (340) This strategy also includes the sectorial
plan for developing road and rail infrastructure under
which recent measures include (i) a tramway in
Luxembourg city connecting the central railway
(339)
(340)

(338)

OECD PISA 2012 survey.

http://www.mt.public.lu/presse/communiques/2014/02/14liege/index.html.
http://www.mt.public.lu/planification_mobilite/1strategie_
modu/index.html.
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station and P&Rs with the EU and business quarters
outside the city centre, (ii) an additional train station
at the entrance of Luxembourg-city and (iii) an
additional rail track towards the French border.
The target of increasing the share of renewable
energy used in transport from 2 % in 2011 to 10 % by
2020 remains a challenge and “MoDu” aims at
increasing the share of public transport in all
motorised forms of domestic transport from 14.5 % in
2009 to 25 % in 2020. The existing vehicle fleet in
Luxembourg is becoming greener and more fuel
efficient, but the government is still far from its
objective to increase the share of electric vehicles to
10 % of the fleet by 2020. Between 2005 and 2012,
renewable energy consumption as a proportion of
total consumption doubled in Luxembourg to 3.1 %,
far from the 11 % target for 2020.
Based on the projections that Luxembourg submitted
to the European Environmental Agency, the country
is expected to miss its greenhouse gas (GHG)
emission reduction target by a wide margin.

3.16.5

Access to markets, infrastructure
and services

The Luxembourg economy is highly open and highly
dependent on the neighbouring countries, in
particular those of the Grande Région (Belgium,
France and Germany). However, there are still
restrictions on the cross border supply of goods in
retail markets, as Luxembourg retailers may not
always be free to source their goods at the best price
on the internal market. Even though there may be
valid reasons for certain price differences between
national markets, there are also indications of
territorial supply constraints that prevent lower prices
in some national markets such as Luxembourg,
especially in the case of branded products.
Trade is characterized by increasing deficits in the
trade of goods and large surpluses in the trade of
services, in particular financial services.
Although exports of high tech goods represent over
25 % of total exports of goods (15 % for the EU
average), export growth remains slow, as a
consequence of a significant loss in export market
share for goods in the aftermath of the financial crisis.
This reflects a structural loss of cost competitiveness.
As a result of both wage increases and sluggish
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productivity, the unit labour cost increased one and a
half times faster in Luxembourg than in EU15 and
more than four times faster than in Germany over
2000-2012, eroding the competitive position of the
country.
The growth model in Luxembourg still greatly relies
on its high performance in financial services. The
new government is set to further promote these, as the
2013 programme envisages merging the two entities
“Luxembourg for Finance” and “Luxembourg for
Business” into a coordinated promotion entity piloted
jointly by the Minister for Finance and the Minister
for the Economy. Plans also include boosting
research in the area of financial services.

3.16.6

Public administration and business
environment

Reducing the administrative burden for citizens and
enterprises and increasing efficiency have remained
priories for the new authorities.
The new government has put in place a new, larger
Ministry of the Economy, which now includes the
former Ministry of SMEs and Tourism. The plan is to
make this a one-stop-shop for enterprises that will
regroup all the procedures for authorisations and
subsidies.
In January 2014, the government set up a taskforce on
administrative simplification chaired by the Ministry
for Administration and Administrative Simplification,
composed of representatives of a number of
ministries. The aim of the taskforce is twofold:
achieving better legislation and better preparation of
legislation. The taskforce has also started to revise all
authorisation procedures so as to lighten the
administrative burden.
Other measures to modernise the legal and regulatory
system include simplifying the legal process
regarding dematerialisation of documents and their
conservation in electronic form, generalised on-line
access to VAT accounts and the publication of legal
notices regarding companies and associations on an
electronic platform.
In mid-2013, a new action plan for SMEs was
announced, confirmed in the new government
programme. The plan will be the framework for a
more dynamic policy in support of SMEs and will be

Luxembourg

Figure 3.16.1: Overall profile of public administration - Luxembourg
Irregular payments and bribes
1.0
Time needed to resolve insolvency

E-government services: regular business
operations

0.8
0.6
0.4
0.2

Cost of enforcing a contract

Cost of starting a company

0.0

Average payment duration from public
authorities

Time to export
Time to prepare and pay taxes

Note:

Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

linked to the 10 Small Business Act principles and
the Entrepreneurship 2020 action plan.
Concerning procurement, Luxembourg has one of the
lowest EU publication rates of procurement contracts
competitively advertised at EU level and a low uptake
of e-procurement. (341) E-procurement can generate
significant cost savings, improve the transparency of
public procurement, shorten lead time and increase
competition. Overall, its introduction is an
opportunity to rethink the way public procurement is
organised and a key element for leveraging smart
procurement.
Efforts have been made to improve this situation. In
2012 Luxembourg set up a new platform which acts
as a national hub for public procurement. This open
source platform is a single point of access for
economic operators in the field of public procurement
in Luxembourg. It includes information on
procedures; contract notices (eNotification) and
tender documents (eAccess). Notification of contracts
above and below thresholds on the national public
procurement platform is mandatory for all awarding
authorities. A service desk is available for economic
operators and awarding authorities. In 2013 the legal
(341)

Latest data available are for 2011. For further information
see e.g:
http://ec.europa.eu/europe2020/pdf/csr2014/swd2014_luxem
bourg_en.pdf and
http://ec.europa.eu/internal_market/publicprocurement/docs/
modernising_rules/public-procurement-indicators2011_en.pdf.

framework was completed (342) to leverage the uptake
of
e-Procurement.
For
instance,
secure
communication (e.g. questions on a specific tender)
between economic operators and awarding authorities
during the tender phase is available and used. In
2014, a comprehensive e-Tendering function will be
available.
Luxembourg has a relatively high enterprise survival
rate after two years. The new government wishes to
make it easier and faster to set up a business.
Legislation adopted on 13 September 2011 simplified
administrative procedures for the development and
operating conditions of classified establishments,
mainly by introducing tacit authorisation and obliging
administrations to meet specific deadlines.
Luxembourg generally ranks well in surveys of the
administrative burdens of the tax system. The point of
single contact performs well in terms of giving
comprehensive information to businesses and
allowing them to complete administrative formalities
online.
Although a number of initiatives to foster
entrepreneurship that started in previous years have
continued, and although the scores of Luxembourg in
this area have improved since 2009 (the
entrepreneurship rate climbed from 8 % to 17 %
between 2009 and 2012), Luxembourg still trails the
(342)

Règlement grand-ducal du 27 août 2013 relatif à l’utilisation
des moyens électroniques dans les procédures des marchés
publics modifiant le règlement grand-ducal modifié du 3
août 2009 portant exécution de la loi du 25 juin 2009 sur les
marchés publics.
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EU on average significantly. (343) However there has
been a considerable influx of foreigners setting up
businesses in Luxembourg. Among the incumbent
population, the appetite for self-employment remains
below the EU average (36 %, EU: 37 %) and has
even declined by some 7 % since 2009. The robust
economic situation in Luxembourg makes selfemployment just one of several career options,
especially for skilled professionals. This is why
entrepreneurship has so far remained a limited
phenomenon in Luxembourg. The feasibility of
becoming an entrepreneur is rated as relatively easy
by 36 % (EU: 30 %) and school education is seen as a
positive influence on the decision to set up a business
(57 %, EU: 50 %).

3.16.7

Conclusions

Luxembourg still scores well in terms of overall
competitiveness, but the cost competitiveness of the
economy remains the main medium and long term
challenge, with the steady deterioration of the balance
of trade for goods, compensated by large surpluses in
the trade of services, particularly financial services on
which growth remains strongly dependent.
Despite the Luxembourgish authorities’ resolve to
foster investment in R&D as part of a long-term
policy for Luxembourg’s economic development and
diversification, the Luxembourgish research and
innovation ecosystem remains very weak, with its
public components not yet able to play a decisive role
in fostering innovation-led growth.
The situation for workers with low skills (in
particular migrants and young residents) remains
difficult despite a large number of government and
business initiatives. Greater adult participation in
lifelong learning is needed to tackle the country’s
structural unemployment.
Finally, Luxembourg continues to face the challenge
of achieving the national target for reducing
greenhouse gas emissions.

(343)
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http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/files/countriessheets/2013/luxembourg_en.pdf.

3.17 Hungary

Hungary
Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

Labour
productivity

0

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.17.1: Manufacturing sectors (GVA at basic prices) - Hungary
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Source: Eurostat

3.17.1

Introduction and performance

The relative importance of manufacturing is higher
than the EU average in Hungary, which specialises in
technology-driven industries (transport equipment,
electronics, pharmaceutical and food processing are
the key sectors), both in value-added and exports. The
relative importance of the automotive sector, which
accounts for 18 % of all exports, has increased
because of new investments. (344) The Hungarian
economy has finally entered into recovery in 2013. In
the first quarter of 2014, the GDP has increased by
3,5% (345) compared to the previous year partly due to
the strong performance of industry, where the
increasing export volume is driving growth. The
construction sector also seems to have emerged from
the recession. Nevertheless, there are some other
exceptional factors that could contribute to this
increase, such as the sped-up absorption of the EU
structural funds from the 2006-2013 financing period.

3.17.2

Access to finance and investment

conditions in the economy have worsened in the past
period significantly due to the high level of nonperforming foreign currency loans, high external
indebtedness, as well as the special levies maintained
in the financial sector.
To respond to these challenges, the Hungarian
Central Bank has introduced in 2013 its Funding for
Growth scheme. (347) The programme has been met
with high demand, with the full available amount
used, (however, a significant amount of it to pay back
foreign currency loans). In view of these results, the
programme has been extended to 2014. (348) In the
new phase, the absorption has slowed down but it has
gained momentum again in May and until late June
2014 HUF 223 billion has been used. It is also a
positive sign that 98 % of these transactions are new
loans and 60 % are loans for investment. (349) Three
quarters of the loans has been made available in the
agriculture, processing industry, retail and repair
sectors.
The Szechenyi card programme, which provides
credit-card based low-interest loans for micro- to
medium-sized enterprises at Hungarian credit

Bank lending
(347)

Access to finance remains one of the most
problematic aspects of competitiveness. (346) Lending
(344)
(345)
(346)
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Mercedes has opened a plant in 2012, and Audi has
expanded its investments since 2008, establishing an R&D
center in 2013.
KSH.
World Economic Forum, The Global Competitiveness
Report 2013.

(348)
(349)

The programme was launched in April 2013 to provide a
refinancing loan to banks at 0% which could be used to
provide loans to SMEs at 2.5%. The first amount was 750 bn
HUF, 93% of which was used up by September 2013, The
first pillar is for new loans, the second pillar is for
refinancing FX loans, Annual Report MNB.
The new phase was launched with a maximum amount of
HUF 500bn in the first step, with a maximum of 2000 bn
HUF.
htttp://www.mnb.hu/Root/Dokumentumtar/MNB/
Monetaris_politika/NHP/NHP2_kihasznaltsag_kozlemeny_2
0140506.pdf.

Hungary

institutions, continues to be an important tool in the
financing of SMEs. However, according to
stakeholders, its attractiveness has been somewhat
affected by the Funding for Growth scheme, due to
the discrepancy of interest rates.
Venture capital and other finance
Access to venture capital has improved over the last
year, having changed from being below the EU
average to slightly above. (350) The JEREMIE (351)
scheme of the structural funds continues to be the
most important source of venture capital in Hungary.
However stakeholders note a mismatch between the
size of the funding and the needs in the economy.
Notably, it has been difficult for start-ups to obtain a
“seed capital” type of funding. (352)
Investment
The Hungarian Investment and Trade Agency (353)
provides international investors with a wide range of
information and support services. Foreign direct
investment inflows have started to increase again
primarily due to new investments in the automobile
sector, however in regional comparison Hungary’s
net FDI inflow position is lagging behind. (354) There
seems to be a slight positive turn in the expectations
of some foreign investors, who foresee further growth
in investments in 2014. (355)
The government has also continued concluding
strategic partnership agreements with big companies
already present in Hungary. The government sees
these agreements as a tool to stimulate the R&D
activity, to increase the proportion of Hungarian
subcontractors, and to involve these companies in the
dual vocational training system, among other
objectives.

(350)
(351)
(352)
(353)
(354)
(355)

2013 SBA Fact Sheet Hungary.
Joint European Resources for Micro- to Medium-Sized
Enterprises.
The government has started to tackle this issue partially via
the incubator programmes set up in the ICT sector.
http://hita.hu/.
Macroeconomic Imbalances, Hungary 2014,
http://ec.europa.eu/economy_finance/publications/occasiona
l_paper/2014/pdf/ocp180_en.pdf.
Konjunktura jelentés, Magyarország 2014, Német
Kereskedelmi és Iparkamara,
http://www.ahkungarn.hu/fileadmin/ahk_ungarn/Dokumente
/Bereich_CC/Publikationen/Konjunktur/2014/Konj2014_hu
_web.pdf.

3.17.3

Innovation and skills

Innovation
The Innovation Union Scoreboard 2014 (356)
confirmed Hungary's position among the “moderate
innovators” of the EU. (357) While Hungary is still on
track to achieve its R&D expenditure target of 1.8%
of GDP, (358) the ambitiousness of the target itself can
be questioned from a long term competitiveness
perspective. Moreover, significant disparities exist in
innovation performance and expenditure at regional
level, as almost all R&D activity is concentrated
around the capital. This approach has also been
confirmed by the new Innovation Strategy (359) which
was adopted on 13 July 2013. The strategy sets the
framework for innovation spending in the period of
2013-2020 with a special focus on high-growth
capacity start-ups in the ICT sector. (360)
The tax treatment of R&D expenditure (361) has
undergone some changes in businesses, most notably
as regards the deductibility from the innovation
levy. (362) The importance of this fiscal incentive was
to create links between businesses and local
universities and research institutes that may have not
arisen otherwise. A new fiscal incentive has been
introduced for the deductibility of social contribution
when employing PhD students. It remains
questionable if this incentive is a suitable tool to
boost innovation capacity in SMEs.
While in general the share of businesses in R&D has
grown, indicators for non-R&D innovation
expenditure in firms and in-house innovation by
SMEs have declined in 2006-2013. (363) Innovation in
(356)
357

( )
(358)
(359)
(360)

(361)
(362)
(363)

European Commission, Innovation Union Scoreboard 2014,
http://ec.europa.eu/enterprise/policies/innovation.
Together with HR, CZ, EL, IT, LT, MT, PL, PT, SK and ES.
GERD in % of GDP is 1.3% (2012), Eurostat.
http://www.nih.gov.hu/strategiaalkotas/hirekesemenyek/nemzeti-kfi.
The Budapest 2.0.2.0 Runway Start-Up credo has been
adopted in early 2014 with the participation of the start-up
community
http://www.nih.gov.hu/strategy/publications/budapest-2-0-20-runway.
The innovation levy is no longer tax deductible, even in case
of in-house innovation.
The deductibility was discontinued due to the possibility of
tax evasion.
Business enterprise expenditure on R&D (BERD) was 0.85
% of the GDP in 2012, making Hungary rank 15 in the EU.
However a high proportion of BERD is carried out in
foreign partners engaged in high- and medium-technology
manufacturing, while domestically owned industry performs
little innovation.
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SMEs in general is lacklustre (364) suggesting weak
spill-over between the technologically advanced
foreign companies and the local SMEs. Better
integration of SMEs into the supply chain of these
large companies is an identified objective of the SME
Strategy of the government, adopted in January 2014.
Skills
Skilled labour force is an important element in
attracting foreign direct investment. While labour
productivity in manufacturing has increased along
with the number of science, technology and math
graduates, Hungary’s performance is still far from the
best-performing Member States. The vocational
training system has been reformed recently in close
cooperation with industry reinforcing the dual
training elements of the system. The new system was
rolled out on 1 September 2013, and therefore there
are no evaluations available yet. However, it seems
that at this stage there is room for improvement as
regards the capacity of vocational placements to meet
the demand.
This could be partially due to the tax incentives
linked to vocational training, as these are more
suitable for big companies as compared to SMEs.
There are however some direct support schemes
available to SMEs, such as development of training
workshops.

3.17.4

Energy, raw materials and
sustainability

Energy use and prices
The energy intensity of the economy overall has
slightly increased with significant potential for
savings. About 70 % of the current building stock is
in need of renovation, as 40 % of all energy use is
linked to the heating and cooling of these buildings
(including hot water). The sector also accounts for the
largest part of CO2 emissions. The National Building
Energy Strategy, which would draw up the most
important objectives in this area for the investment of
the EU structural funds for the 2014-20 period, was
planned to be adopted by June 2013. This has been
(364)
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http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/index_en.htm#h2-2
In
Hungary only 13% of the SMEs carry out innovation
activities, far behind the EU average of 30%.

delayed however, even though investment in energy
efficiency, besides the environmental and cost saving
benefits could also be a trigger to stimulate the
construction sector.
Energy prices on the other hand have been reduced in
the household sector via regulatory measures putting
the long-term sustainability of the network at risk, as
the providers cannot fully recover their costs.
Therefore some of these costs may be offset via the
prices charged for industrial users, negatively
affecting their competitiveness. (365) The repressed
prices in the household sector also make the
recuperation of investments in energy-efficiency
more difficult, and may be a disincentive for new
investments. These potential distortions have been
addressed
in
the
2014
country-specific
recommendations.
Resource efficiency
Resource efficiency in Hungary is weak with low
levels of recycling. In 2012, Hungary used landfills
for as much as 65.4 % of its municipal waste and
recycled only 25.5 %; (366) this latter figure is below
the EU average. (367) In 2013, Hungary adopted a new
waste management law, strengthening the role of
government and municipalities by prescribing rules of
majority ownership by these public actors in the
waste collection sector and introducing priceregulation. (368) This reorganization has affected
market-based investments into complex waste
management infrastructures. The government has also
introduced different fees in the sector, including a
landfilling tax which is scheduled to progressively
increase until 2016. As the changes have only entered
into effect as of 2014, it is yet to be seen if the
measure will contribute to its stated objectives,
namely increased resource efficiency and improved
quality and safety in public waste management
services.

(365)
(366)
(367)
(368)

Macroeconomic Imbalances, Hungary 2014,
http://ec.europa.eu/economy_finance/publications/occasiona
l_paper/2014/pdf/ocp180_en.pdf.
9% of this waste-stream was used energy recovery.
EUROSTAT 2014.
As of 1 January 2014 only companies where the state or
local authorities are majority owners can be registered waste
collectors. Provisions regarding the fees paid by residents
for the collection and treatment of municipal waste is part of
the law, however those will enter into effect as from 2015
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Other sustainability issues
The green economy in Hungary is driven by
infrastructure investments, such as water treatment
facilities, mostly financed by EU structural funds.
Green entrepreneurship on the other hand has not yet
taken root in Hungary; 82% of Hungarian SMEs do
not offer green services or goods, (369) mostly for a
lack of demand. The share of environmental goods in
all exports has decreased over time.

Moreover, a new special tax on advertisements was
adopted in June 2014.
In certain service sectors (household waste treatment,
pharmacies, mobile payment services, retail tobacco
and publication of school textbooks) new barriers
have been introduced. All these recent measures,
coupled with those previously introduced (e.g. retail,
meal vouchers), have contributed to the uncertainty of
the investment climate.
Infrastructure

3.17.5

Access to markets, infrastructure
and services

Internationalisation
Weak internationalisation (370) and a modest level of
innovation in the business sector, particularly among
SMEs, remains an obstacle to increased
competitiveness. (371) Only 13 % of Hungarian SMEs
carry out innovation activities as opposed to an EU
average of 30 %.
Notable measures to enhance internationalisation
were the export credit programme of EXIMBANK
and the setting up of trading houses in key new
markets within the context of the “Opening to the
East” strategy in order to help market access for
SMEs. Moreover, the Hungarian Chamber of Industry
and Commerce has extensive programmes to enhance
the export activity of Hungarian SMEs.
So far the different support tools and funding
schemes for SME competitiveness have failed to
bring about significant increase in SME’s capacity to
internationalise and innovate. In 2014, Hungary
adopted the ‘Strategy for the development of SME
2014-2020’ to enhance the growth potential of these
companies setting out specific objectives for the next
EU financing period. The effective deployment of
these funds will be an important tool to tackle the
competitiveness challenges of Hungarian SMEs.

While road infrastructure has improved in recent
years, the rail and waterway infrastructure continues
to be a barrier to competitiveness. As of 1 July 2013,
the government has introduced an e-toll for distancebased charging of heavy goods vehicles. Being an
average logistics performer (372) at the crossroads of
trans-European corridors, there is room in Hungary
for exploiting the capacity of inland ports and
(intermodal) terminals, (373) e.g. by improving their
accessibility and service level. The Hungarian
National Transport Strategy, expected to be finalized
in 2014, will provide the framework of strategic
prioritisation of transport developments.

3.17.6

Public administration and business
environment

Entrepreneurship and Small Business Act (SBA)

Hungary continues to maintain the additional sectorspecific taxes introduced after the financial crisis.

SMEs play an important role in the Hungarian
economy in terms of employment, however the value
added generated by these companies is significantly
lower than the EU average. (374) While manufacturing
is an important driver of the economy, the percentage
of SMEs active in the sector is below the EU average.
SMEs were also slower to recover from the crisis;
their value added output has been growing constantly,
but in 2012 was still below the 2008 levels. One
notable exception is the information and
communication sector, where important success
stories have emerged. Building on these success
stories, the government has put in place a business
incubator programme in 2013, with three incubators
focusing on ICT, and one on the biotech sector.

(369)
(370)

(372)
(373)

Business services and network industries

(371)

http://ec.europa.eu/public_opinion/flash/fl_381_en.pdf.
http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/index_en.htm#h2-2.
http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/files/countriessheets/2013/hungary_en.pdf.

(374)

http://lpi.worldbank.org/international/global.
The utilisation of Hungarian ports is around 50%,
http://ifka.hu/ifka2/img/files/logstrat/logstrat_final_0816.pdf
http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/files/countriessheets/2013/hungary_en.pdf.
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SME performance improved for the areas of single
market, access to finance, responsive administration,
state aid and public procurement where Hungary
performs in line with or in some cases even
outperforms the EU average. SME performance in
general is still lagging behind the EU average in the
aspects of internationalization, environment, skills
and innovation, the think small principle and second
chance. (375) To combat these weaknesses, the SME
Strategy identifies three main areas of intervention:
the enhancement of growth potential, the
improvement of access to external funding sources
and the development of the business environment.
This Strategy together with the Smart Specialization
Strategy and the RDI Strategy will form an important
part of the framework of the different programmes to
be launched in the 2014-2020 planning period of the
structural funds. The government has announced that
in this financing period 60 % of the available funds
will be spent on economic development, the
enhancement of the competitiveness of SMEs being
an important objective in this area. (376)
Administrative modernisation
Low levels of government effectiveness and high
administrative burden have been long-standing
problems in Hungary. Hungary has been ranking
consistently low in indicators linked to the quality of
policymaking (377) and its position in most
international
competitiveness
rankings
has
deteriorated over time. (378)

(375)
(376)

377

( )

(378)
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http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/files/countriessheets/2013/hungary_en.pdf.
http://www.kormany.hu/hu/nemzetgazdasagiminiszterium/tervezeskoordinacioert-felelosallamtitkarsag/hirek/a-kormany-celja-a-kkv-szektorversenykepessegenek-novelese.
According to the last World Economic Forum’s Global
Competitiveness Report 2013-2014, Hungary performs
poorly in a number of institutional indicators: Burden of
Government Regulation (Hungary is 25th in the EU);
Efficiency of Legal Framework in Challenging Regulations
(27th in the EU); Transparency of Policy Making (27th in the
EU); Lack of Trust in Politicians (Hungary ranks 129th out
of a total of 148 countries); Favouritism in Decision of
Government’s
Officials
(116th);
Wastefulness
of
Government Spending (110th); and Diversion of Public
Funds (110th). Most of the deterioration in these indicators
took place until 2009;, while since then these indicators have
remained broadly stable.
The country has lost five places in the International Institute
for
Management
Development’s in the World

Hungary has started two large-scale programmes in
2011, (the Magyary programme and the Cutting Red
Tape programme) to tackle the systemic problems of
public administration.
Reducing administrative burden
In the framework of the Magyary programme,
reforms have been implemented both in institutional
and organizational aspects. These changes have
brought about improvements in the responsiveness of
public administration, (379) but administrative
capacities, especially human resources skills, could
be further improved to increase effectiveness.
The Cutting Red Tape programme was rolled out in
2011 to reduce the administrative burden on
businesses. The implementation of the 106 planned
measures has largely finished by the beginning of
2014 and according to government estimates, the
initial target of a 25 % reduction of administrative
burden has been achieved. (380) Nevertheless these
results have yet not been felt by the business sector,
which continues to report a high level of
administrative burden and only minor improvements.
(381)
While Hungary has not yet reached the EU average in
the area of e-government, several measures have been
put in place in the last 4 years, including electronic
permissions and documentations for construction,
electronic system for filing annual company accounts
and electronic payment system for business taxes. On
the other hand, in the area of e-procurement, the

(379)

(380)
(381)

Competitiveness Yearbook (down to 50th from 45th in the
2012 report); three places in the Global Competitiveness
Report 2013-2014 (63rd from 60th); two places in the Doing
Business ranking (54th from 52nd in 2013). By contrast,
Hungary has gained two places in the 2014 World
Competitiveness Yearbook of IDM.
Notably, Hungary scores above the EU average in terms of
time to obtain construction permits and starting a business.
Shorter deadlines have been introduced in public
administration procedures.
It is not entirely clear if this figure is based only on ex-ante
estimates or if burdens that have emerged in the meantime
have been taken into account.
As communicated by all business sector actors met by the
Commission during its EU Semester mission. See also the
‘3rd Hungarian CEO Survey’ by PWC and in particular the
assessment by businesses that the costs of regulation.

Hungary

Figure 3.17.2: Overall profile of public administration - Hungary
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Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

country is still lagging far behind the EU average,
resulting in a CSR on this point.(382)
Another notable measure in 2013 was the online
linking of cash registers to the tax office, which
required upfront investment, but should result in
simplification for businesses in the long run and
contribute to the whitening of the economy.
Finally, the Civil Code has been reformed and recodified to adapt it to modern business life. The
changes entered into force as of 15 March 2014,
affecting important aspects of business, such as the
liability of managers or changes in the enforcement
procedure in case of late-payment. Contracting
practices will have to be reformed in order to take
into account the changes.
Business environment
Frequent legislative changes have led to a regulatory
environment characterized by unpredictability and
uncertainty. Regulatory impact assessments are
compulsory in Hungary, (383) however not always
applied and the quality could be improved. Although
the impact assessment requirements formally include
an evaluation of effects on SMEs, a proper SME test
is not systematically applied.

(382)
(383)

In 2013, new measures have been introduced to
strengthen transparency in public administration, such
as the introduction of ethical codes and the new
whistle-blower regulation. While these are steps in
the right direction, further efforts are needed to tackle
corruption effectively, especially in the area of public
procurement.

3.17.7

Conclusions

Manufacturing, dominated by large international
companies, accounts for a large proportion of the
Hungarian value added and the integration of the
domestic SMEs into this value chain remains weak. It
is crucial that the large percentage from the EU
structural funds earmarked for economic development
brings about the structural changes needed for long
term competitiveness. Especially the untapped
potential in infrastructure, innovation, and
sustainability will have to be addressed by these
programmes. Despite wide-sweeping reforms, public
administration is still burdensome and the regulatory
environment continues to be an obstacle to
competitiveness.

http://ec.europa.eu/europe2020/pdf/csr2014/
swd2014_hungary_en.pdf.
These rules can be easily circumvented though in practice,
as proposals by individual MEPs are not subject to impact
assessments.
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3.18 Malta

Malta

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2012)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)

N.A.; N.A. (2007)

CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)

N.A.; N.A. (2007)

Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

N.A. (2008)

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)

Public administration
and business
environment

% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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N.A. (2008)

N.A.; N.A. (2009)
N.A. (2007-08)

1

Malta

3.18.1

Introduction and performance

Although the manufacturing proportion of GDP in
Malta (about 13 %) is lower than the EU average,
some industrial sectors continue to expand. The
service economy, traditionally dominated by tourism
(10 % of GDP at direct impact level, 25 % when the
full impact is estimated), has diversified as other
activities are also expanding. In a pre-2014 budget
document, (384) the Ministry of Finance evaluated the
country’s competitiveness based on the performance
of its industries relative to their EU-27 counterparts.
It concluded that over the past 10 years Malta has
gained a competitive advantage in the fast growing
pharmaceuticals, computer-related, financial and
business services and remote gaming sectors.
Productivity growth has lagged behind the euro area
average over the past decade, but Malta remains a
leader in export performance. This is reflected in the
share of high-tech exports in total exports (see below
under ‘Access to markets’).
The new Europe 2020 R&D expenditure target for
Malta is 2 %, (up from 0.67 %). A new National
Research and Innovation Strategy 2020 approved in
February 2014 was launched on 10 June 2014, raising
Malta’s ambition to put knowledge and innovation at
the heart of the economy by fostering knowledgedriven, value-added growth.

3.18.2

Access to finance and investment

Malta has performed well on access to finance in
particular for SMEs. The loan guarantee scheme
JEREMIE (Joint European Resources for Micro to
Medium Enterprises), (385) which has been very
successful, was renewed in September 2013. Tax
credits for investment continue to be granted under
the ‘MicroInvest’ scheme. Malta intends to
participate in the Commission “SME initiative” by
offering uncapped guarantees for capital relief.
A number of new initiatives have been launched, to
help provide seed capital for potentially high-growth
(384)
(385)

http://mfin.gov.mt/en/TheBudget/Documents/The_Budget_2014/Pre_Budget_2014.pd
f.
JEREMIE was an initiative the European Commission
developed together with the European Investment Fund for
2007-13. It promoted the use of financial instruments to
improve access to finance for SMEs through European
structural Funds interventions.

and innovative small businesses. They include a new
guarantee scheme for start-ups agreed in January
2014 between the European Investment Fund (EIF)
and the Bank of Valletta, and the allocation of EUR
100 000 to a seed capital fund to help graduates and
entrepreneurs start a new business (the fund will be
run jointly by the Ministry of the Economy and
Investment and the Ministry of Education).
The ‘Malta Trade for Growth’ initiative aims to help
local companies bolster their international trade,
particularly with emerging markets. This EUR 50
million fund offers a reduction in interest rates on
trade or receivables finance facilities. It also offers a
discount on opening and advising fees for
documentary letters of credit regarding international
markets.
With interest rates in Malta relatively high, the
Maltese authorities are reflecting on setting up crowd
funding systems or a development bank to make it
even easier for small businesses to access finance.
Investment in infrastructure geared towards
developing innovative activities is a high priority,
using European structural funds in particular. In
addition to the Life Sciences Park and within it, Malta
Enterprise is developing a digital hub which should
be completed by the end of 2014. With the aim of
stimulating small enterprise clustering, it will be able
to house up to 15 new enterprises, employing around
120 people. It will also house around 12 hot desks
where students and prospective entrepreneurs may
work on their projects, with assistance from the
businesses already set up in the hub.
The Maltese authorities continue to regularly upgrade
infrastructure in the business parks they run. To date
four of its industrial parks have been extensively
upgraded and further upgrading is planned in the
coming years.

3.18.3

Innovation and skills

Given the Maltese authorities’ focus on innovationdriven growth and Malta’s new R&D target of 2 % of
GDP, the new National Research and Innovation
Strategy 2020 includes a smart specialisation goal,
identifying areas of the national economy that Malta
can develop through innovation. The strategy will be
accompanied by a rolling action plan outlining what
must be done to achieve its objectives.
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The National Research and Innovation Strategy 2020
is made up of three ‘building blocks’ aimed at
tackling the shortcomings of the Maltese innovation
system: support for research and innovation (helping
innovative ventures to take shape and flourish),
investing in a stronger knowledge base (building
capacity and excellence in the earlier stages of R&D
to achieve close-to-market R&D and innovation),
smart and flexible specialisation (prioritising a
number of thematic areas for long-term innovation).
The strategy also proposes a mechanism for the codesign of implementing measures by different
stakeholders, knowledge-based policy design and
policy monitoring and review.
Malta must focus on three weaknesses as far as skills
are concerned: a high rate of early school leaving, a
relatively low rate of tertiary education attainment
and an outdated vocational training system.
Vocational education and training is being introduced
in all mainstream secondary schools. National
qualifications are being created in conjunction with
further and higher education institutions and in the
2015-2016 school year, vocational education and
training will be rolled out to all secondary schools in
Malta.
Malta has made progress in setting up a
comprehensive early school leaving monitoring
system. It is also working on making education and
training more relevant to the labour market and on
reforming apprenticeship schemes; reforms in that
area have been so far limited.
To better assess skill shortages and better match the
supply and demand for skills, an employability index
will be developed to alert students to job vacancies.
The Employment and Training Corporation will also
set up a skills bank with information from public and
private educational institutions (such as the
University of Malta or the Malta College of Arts,
Science and Technology, (MCAST)). It will also
attempt to forecast and anticipate skill shortages in a
number of ways, by building closer relations with
stakeholders.
A sector-specific skills committee will be appointed
in 2014, with a number of sector-specific skills
groups representing various local industry sectors.
The sector-specific skills committee and the groups
will be made up of representatives from industry,
education, government and workers’ representatives.
The committee’s main aim will be to develop
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occupational standards reflecting the demands of
industry and serving as benchmarks for recognising
knowledge, skills and competences individuals have
informally acquired.
The University of Malta and MCAST have designed
new courses that are relevant to industry needs. They
also have upgraded their apprenticeship schemes.
Between 2014 and 2015 all courses at MCAST will
be renewed, modernised and upgraded to better
reflect the needs of industry. There are also plans to
offer more course as apprenticeships, to give MCAST
more control over the learning process during the
work stage of the apprenticeship and to integrate
more work-based units as accredited parts of a course.

3.18.4

Energy, raw materials and
sustainability

The authorities are reforming the energy system. The
completion of the electricity interconnector with
Sicily, expected at the end of 2014, will link Malta to
the European grid. This will diversify the country’s
energy supply, help cut its greenhouse gas emissions
and make it possible to decommission the obsolete
facilities at the Marsa power plant. To further reduce
Malta’s reliance on imported oil, it is planned to shift
energy generation to natural gas. Under an agreement
between Enemalta and the Chinese company Shangai
Electric Power, an existing Enemalta power plant will
be converted to gas. Enemalta is about to finalise a
power purchase agreement for which a consortium
will be given the task of commissioning new gas
producing capacities to be used in conjunction with
the electricity interconnector. Malta is also
considering connecting to the European Gas Network.
This would result the price of electricity for
households (-25 % on average in 2014) and
businesses (-15 % on average in 2015).
It remains difficult to generate renewable energy. The
large scale wind energy projects, originally designed
to help reach most of the national energy target for
renewable energy sources (10 %), are likely to be
abandoned due to environmental concerns. Malta is
shifting the focus to producing decentralised
renewable energy using solar panels. This was
successfully sped up, but not enough to get close to
reaching the national target for renewable energy
sources.

Malta

Making the transport sector more efficient and
reducing the impact of congestion on the economy
remains key challenges. Poor performance in these
areas impairs productivity growth and affects health.
Preventing and reducing waste generation, increasing
recycling and fostering innovative eco-friendly
product design also remain a challenge. In particular,
against the backdrop of water scarcity, water savings
rates are still relatively low.

3.18.5

Access to markets, infrastructure
and services

The Maltese economy is very open with exports
representing over 100 % of GDP (over 25 % of which
are classified as knowledge-intensive goods or
services) and high-tech exports about 32 % of total
goods exports, the best performance in EU27.
According to the Ministry of Finance’s analysis of
sectors, (386) competitive advantage gains (see
introduction for the corresponding sectors) are
generally associated with gains in export market
shares. Malta is better at gaining market shares in
services than in manufacturing, and its exports of
goods are more sensitive to exchange rate movements
than its exports of services.
Inward foreign direct investment (FDI) is
concentrated mainly in financial and insurance
activities (about 80 %), followed by transport
services, accommodation and real estate activities and
manufacturing. Malta Enterprise has approved a
number of FDI projects aimed at improving Malta’s
knowledge base and innovation capacity. It observed
a sharp upturn of new projects approved in 2013,
compared to low activity in 2010-2012. It is confident
that 2014 will compare well with 2013.

3.18.6

Public administration and business
environment

Further administrative simplifications include
integrating various revenue departments (VAT,
customs and Inland Revenue), simplifying social
benefit procedures and the procedures for registering
and procuring medicines.

Malta ranks low on the EU’s league tables in terms of
the efficiency of public procurement procedures.
However, the average duration of the most frequently
used procurement procedures was reduced by around
15 % in 2013 (from 295 days in 2010 to 249 days in
2013 – 119 days on average for the EU). In 2013, the
government announced its objective of reducing the
lengths of the tendering/advertising periods, and of
the average adjudication period. The average
tendering period in 2013 was 50.5 days and the
average adjudication period was 149.5 days. The roll
out of e-procurement has been completed in respect
of public tenders above the EU threshold. By the end
of 2014 significant progress will have been made on
e-procurement take-up for tenders below the EU
thresholds. The new system has received positive
stakeholder feedback is expected to become more
efficient over time.
Despite on-going reform, the judicial system is still
flawed. Proceedings in civil, commercial and
administrative cases are shorter than before but are
still amongst the highest in the EU. The courts’ rate
of resolving civil and commercial cases at first
instance improved. However, the rate of resolving
administrative cases is the lowest known in the EU.
(387) The World Bank’s Doing Business report regards
insolvency procedures as flawed, - it estimates that
they take up to three years to finish. The judicial
reform expert commission delivered its final report to
the government on 30 November 2013. It contains
about 450 recommendations on improving the
administration of justice. The government is
consulting the stakeholders on the measures
proposed. The time frame for the implementation of
all the reform measures is 2014 to 2016. Some of
them will require amendments to the constitution.
In the “Doing Business” Report 2014, Malta ranks
103rd out of 189 economies, falling by three places to
the equivalent of its 2013 ranking. The Maltese
authorities acknowledge that certain problems had to
be solved to make it easier to do business and make
the country more attractive to foreign investors.
However, they have raised about the methodology
used in the World Bank report and its direct
applicability to all countries surveyed.

(387)
(386)

For the source of this information, see note 1 above.

2014 EU Justice scoreboard, figure 7.
http://ec.europa.eu/justice/effectivejustice/files/justice_scoreboard_2014_en.pdf.
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Figure 3.18.1: Overall profile of public administration - Malta
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Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

While Malta has made considerable progress towards
streamlining regulations since adopting the Small
Business Act Malta (SBA) in 2011, progress towards
implementing an SME test seems to have slowed
down. New legislation requires explanatory notes and
user guidelines to be provided. Those in charge of
coordinating implementation of the SBA in Malta are
working with those involved in drafting legislation to
provide training and information on the requirements
and implications of the SBA for Malta. The Maltese
authorities are aiming to have passed primary and
secondary legislation on the subject by the end of
2014 and to have brought it into force by the first
quarter of 2015.
With regard to entrepreneurship, indicators measuring
entrepreneurial activity, such as the entrepreneurship
and the self-employment rate, remain below the EU
average. However, the traditionally reserved attitude
towards entrepreneurship seems to be changing with
the entrepreneurship rate increasing from 6 % in 2009
to 17 % in 2012. (388) Schemes to promote and
support entrepreneurship are in place, and at all stages
of education a number of measures have been put in
place to foster entrepreneurial attitudes.
For example, the Malta College of Arts, Science and
Technology
currently
offers
high-level
entrepreneurship courses. It is now working on
(388)
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See the 2013 SBA Fact Sheet for Malta at
http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/files/countriessheets/2013/malta_en.pdf.

expanding its entrepreneurship curriculum by offering
training at all levels as part of its educational and
training courses. At the beginning of 2014, Malta
Enterprise was finalising an agreement with MCAST
and the Kordin Business Incubation Centre to lease
offices at special rates at the centre to MCAST
students who are starting a business.

3.18.7

Conclusions

Malta has continued to weather the international
crisis relatively well. Maintaining financial stability
and external competitiveness remain crucial
conditions for economic growth.
In terms of structural reforms, the country has
adopted more ambitious plans to deliver knowledgebased growth and continues to work on improving
skills, making better use of human capital,
rationalising the energy supply system and
modernising
and
simplifying
administrative
procedures.
More should be done to ensure that growth and the
economy in general are sustainable. Efforts to
implement the Small Business Act with the help of
the business community could be stepped up.

3.19 Netherlands

Netherlands

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

Labour productivity per hour worked (EU-27=100; 2013)

latest available -5 years
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

latest available
EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and
services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

N.A. (2007)

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.19.1: Manufacturing sectors (GVA at basic prices) - Netherlands
Other
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14,91%

Source: Eurostat

3.19.1

Introduction and performance

According to the Industrial Performance Scoreboard,
the Netherlands is among the Member States with
high and improving competitiveness. Manufacturing
contributes 13 % of the total value added, slightly
below the EU average (15 %). The Netherlands is
specialised in capital-intensive manufacturing and
medium-tech sectors such as chemical products,
refined petroleum, electronics and machinery,
transport equipment and foodstuffs. Price and cost
competitiveness indicators are in line with euro area
averages and with other industrialised countries. The
Netherlands has the sixth highest labour costs in
manufacturing among the EU Member States, but
labour productivity per hour worked is about 29
percentage points above the EU average and about 16
percentage points above the euro area average. (389)
The
World
Economic
Forum's
Global
Competitiveness Report ranks the Netherlands in
eighth place. The general business outlook is
improving, as the Dutch economy is slowly emerging
from a prolonged recession. Overall, Dutch industrial
competitiveness is good, but maintaining and
improving its competitive position in the future will
be a challenge.

(389)
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Eurostat data for 2013.

3.19.2

Access to finance and investment

Access to finance
The gap between bank lending conditions for SMEs
and large companies seems to have widened further
in 2013. According to recent ECB surveys, 20 % of
SMEs, one of the highest percentages in the EU,
highlighted access to finance as their biggest
problem. However, demand from SMEs for credit
seems relatively low compared to other Member
States. Overall, around 5 % of all SMEs have their
loan applications rejected, slightly higher than in
Germany (3 %), but comparable to Belgium (4 %)
and France (5 %). At the same time, large companies
seem to benefit from improvements in financing
conditions. The Dutch authorities have taken a
number of measures to support SMEs’ access to
finance, for example by continuing existing guarantee
schemes, by reinforcing available budgets and by
increasing the maximum ceiling for micro-credits.
For example, the budget for the guarantee scheme
‘Borgstellingskrediet MKB’ has been increased from
EUR 750 million to EUR 1 billion while other
guarantee
schemes
such
as
‘Garantie
Ondernemingsfinanciering’ and ‘Groeifaciliteit’ are
being continued. The maximum ceiling for microcredits (‘Qredits’) has been raised from EUR 50 000
to EUR 150 000 in 2013. In 2014, an additional EUR
75 million has been allocated for providing earlyphase financing and the government is making further
investments in the regional development associations.
It is also exploring alternative ways of financing such

Netherlands

as crowd funding. While access to finance remains a
challenge for SMEs, the situation is likely to improve
as the economic recovery continues. (390)
Investment developments
According to the European Commission Spring
Economic Forecast, corporate investment rebounded
strongly towards the end of 2013, in line with the
improved business outlook. The forecast for gross
fixed capital formation for this year is + 4.9 % (after
two years of decline), of which + 8.2 % investments
in equipment. According to the UNCTAD World
Investment Report 2014, the Netherlands successfully
attracts foreign direct investment, in particular from
North America and Asia. The location, good
infrastructure and favourable business environment
are important factors, but the tax system also plays a
role, in particular for multinational firms. The high
net stock of international direct investment is partly
also the result of intra-company tax optimisation. (391)
The ‘Netherlands Foreign Investment Agency’ (392)
provides investors with a wide range of information
and support services.

3.19.3

Innovation and skills

Innovation
According to the Innovation Union Scoreboard 2014,
the Netherlands is one of the top ‘innovation
followers’. It is also catching up as regards non-R&D
innovation expenditure and the innovation
performance of SMEs. The government has
reaffirmed its intention to reach an R&D intensity of
2.5 % of GDP by 2020. In 2012, the Netherlands
spent 2.16 % of GDP on R&D (2011: 2.04 %).
Private R&D investments have slightly increased to
1.22 % of GDP in 2012 but still remain below the
Euro area average (1.35 %). This is partly because the
Dutch economy features a large service sector and a
manufacturing industry geared towards medium-tech
sectors. A significant proportion of private research
and development expenditure is concentrated in a
limited number of large multinational firms.

(390)
391

( )
(392)

See also the Commission assessment of the 2014 national
reform programme and stability programme for the
Netherlands.
See also the In-Depth Review of Macroeconomic
imbalances for the Netherlands 2014.
http://www.nfia.nl.

The government continues to pursue closer
cooperation with the business sector and knowledge
institutions as well as regional and local authorities to
stimulate research and innovation. It is also
implementing the enterprise policy “To the Top” (393)
introduced in 2012 with its “top sectors” approach,
(394) complemented by wider use of indirect support
to research & innovation activities via instruments
such as tax incentives and an innovation fund
supporting entrepreneurship. This enterprise policy
addresses a weakness in the Dutch innovation system
by bringing researchers closer to businesses and by
putting businesses in the driving seat when designing
public-private partnerships for innovation. The
strategy increasingly focuses on tackling global
societal challenges, for example, in the areas of agrofood, energy or health. Stakeholders are closely
involved in the process and SME participation is
given particular attention. While it is still too early for
a full assessment of the strategy, including the extent
to which it mobilises additional private investment,
its on-going implementation is promising.
Over the last few years, specific innovation subsidies
have been reduced considerably and changed into
generic tax incentives. The most important
instruments are the SME+ Innovation Fund
(‘Innovatiefonds MKB+’) and tax facilities, such as
the tax credit for R&D labour costs (‘WBSO’), the
Research & Development Allowance (‘RDA’) and the
tax relief for innovation (‘Innovation box’). In 2014,
the government has further expanded some of its
instruments (including the WBSO and RDA) to
provide additional support to small businesses. As
highlighted in the EU2020 recommendations, it is
important to safeguard public expenditure on growthenhancing items such as research and education. (395)
Skills
Skills shortages, especially in engineering and
technology-related professions, may become a
bottleneck to growth and innovation. The number of
technology graduates in the Netherlands is not
increasing fast enough. Analyses show that each year
30 000 additional technology graduates may be
needed to meet the growing demand for skilled
technologists. (396) In response to these challenges,
(393)
(394)
(395)
(396)

‘To the top: towards a new enterprise policy‘.
Progress Report on Enterprise Policy 2013.
See also the Commission assessment of the 2014 national
reform programme and stability programme for the
Netherlands.
Research Centre for Education and the Labour Market.
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the government announced its National Technology
Pact 2020 (397), which involves commitments from
both public and private stakeholders. It has identified
22 concrete measures for better adapting the
educational system and the labour market to the
changing requirements of the technology sector. A
coordinating group
composed
of
regional
representatives, central government, employers,
workers, the top sectors and the education community
is monitoring its implementation. (398) Effective
implementation of the strategy will be crucial to
preserving and improving the innovative capacity of
high-tech companies in the Netherlands.

Resource efficiency

3.19.4

Other sustainability issues

Energy, raw materials and
sustainability

Energy use and prices
The Netherlands has reached a renewable energy
share of only 4.47 % by 2012, way off its EU2020
target of 14 % in 2020. (399) On 6 September 2013,
more than 40 organisations, including central,
regional and local government, employers and
unions, environmental organisations, other civilsociety organisations as well as financial institutions,
signed a legally non-binding Energy Agreement for
Sustainable Growth, (400) which commits the parties
to actions contributing towards meeting EU and
national targets on energy efficiency and renewable
energy deployment. The main sustainability
initiatives of the current government are in particular
the ‘top sector approach’, the incentive scheme SDE+
for renewable energy investments, and ‘Green deals’
for energy efficiency and other environmental
projects.

A promising development is that the government
recently published an ambitious, comprehensive
programme supporting the transition to a more
resource-efficient and ultimately regenerative
‘circular economy’. (402) SMEs in particular could
still benefit from further improvements in their
resource efficiency. Environmental sustainability is
now officially integrated in all ‘top sectors’ and is
also taken up by the cross-cutting theme of bioeconomy. The effectiveness of integrating
environmental aspects and resource efficiency into
the top sector approach still needs to be evaluated.

The government pursues a sustainable procurement
policy and has established targets for the procurement
of environmentally friendly products. The aim is that
by 2015, public authorities purchase only
environmentally friendly products. Moreover, a joint
programme has been launched with the business
sector to find novel ways of introducing sustainable
procurement that encourage innovation. At 3.9 % of
GDP, the Netherlands has the second highest level of
environmental taxes as a percentage of GDP in the
EU. It raises significant revenues from transport
taxes, notably the vehicle registration tax, and it is
one of the few Member States with a significant
contribution from pollution taxes, (403) mainly from
water and sewage charges.

3.19.5

Access to markets, infrastructure
and services

Internationalisation
The ‘Green deals’ instrument is proving successful in
supporting local projects and collaboration among
stakeholders. Over 160 ‘Green deals’ have been
signed since 2011. (401) The scheme has been
broadened beyond sustainable energy and energysaving projects.

(397)
(398)
(399)
(400)
(401)
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Nationaal Techniekpact 2020.
www.techniekpact.nl.
See also the Commission assessment of the 2014 national
reform programme and stability programme for the
Netherlands.
Energieakkoord voor duurzame groei (SER 2013).
Green deal.

Overall, the Netherlands accounts for 9.0 % of EU
exports and has one of the highest current account
surpluses as a percentage of GDP in the euro
area. (404) The goods balance is increasingly driven by
re-exports, due to the country’s role as a major transit
hub for global trade and supply chains. However,
initiatives to maintain a competitive edge across
exporting industries and to safeguard the value added
derived from the total export volume, are important,
as the value-added of re-exports is relatively low.
(402)
(403)
(404)

Opportunities for a circular economy in the Netherlands.
Eurostat, Taxation Trends in the European Union, 2013.
See also the In-Depth Review of Macroeconomic
imbalances for the Netherlands 2014.

Netherlands

Figure 3.19.2: Overall profile of public administration - Netherlands
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Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

Exports with high domestic value added include for
example agricultural products, foodstuffs, chemical
products, rubber and plastics, machinery and
transport equipment. Nearly 80 % of goods exports
go to the EU. Compared to the EU average, Dutch
SMEs tend to be more active internationally. The
government supports the internationalisation of
businesses, especially SMEs, through various
measures, such as making available information
about key markets and customs procedures, but also
through export credit insurance instruments. An
internet portal (405) provides enterprises with useful
information, including on how to expand their
business abroad.
Business services and network industries
The Dutch economy is particularly strong in financial
and business services, which account for nearly a
third of GDP. Several important services are included
in the ‘top sector’ approach and therefore receive
significant policy attention (e.g. energy, transport and
logistics, cultural and creative industries etc).
Competition in electricity supply seems to work well
and changing supplier is relatively easy. Unbundling
has worked well and the provision of information by
suppliers to consumers is supervised by the authority
for consumers and markets. (406) The number of
consumers that have switched their gas or electricity
suppliers has gone up compared to previous years.
(405)
(406)

www.ondernemersplein.nl.
https://www.acm.nl/en/ .

According to the World Economic Forum, (407) the
Netherlands is among the top countries to benefit
from modern information and communication
technologies.
Infrastructure
Overall, the Netherlands has maintained a very good
network infrastructure and a high level of service
quality in public transport, without overtly high levels
of subsidies. Satisfaction with the quality of the
infrastructure is among the highest in the EU. Peak
hour congestion is a problem, even though the
downturn of the economy and recent infrastructure
developments have substantially improved traffic
flows.

3.19.6

Public administration and business
environment

Public administration
The perceived quality of public services is relatively
high. (408) The use of tools to improve public
administration (such as e-government, performance
and service orientation) is more widespread than
average in the EU. By 2017, all enterprises will have
the right to communicate and to do business with the
authorities online. In general, enterprises benefit from
(407)
(408)

World Economic Forum, Networked Readiness Index.
European Commission, Excellence in public administration
for competitiveness in EU Member States.
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relatively swift payment by public authorities. Public
procurement processes seem to be relatively efficient,
but the value of the contracts published under EU
procurement legislation is among the lowest in the
EU. There is a framework to systematically assess the
impact of new policy and legislation. In 2013, an
impact assessment commission chaired by the Prime
Minister was introduced and the mandate of the
Dutch advisory board on regulatory burden will be
extended until 2017. However, there may be room for
further improvement on implementation in practice.
In January 2014, the chamber of commerce and the
innovation agency ‘Syntens’ were merged into one
centralized organisation with a radically simplified
governance structure. The number of local offices has
been considerably reduced, while services provided
via an internet portal are being significantly
reinforced. Moreover, mandatory membership fees
for enterprises have been abolished. It is still too early
to assess the impact of this reorganisation, but the
approach seems promising.
Much of the planned state budget consolidation
should be achieved through reducing the size of the
public sector and modernising public administration.
Although this reduction entails considerable potential
efficiency gains, it is subject to implementation risks,
including preserving the high quality of public
services. In addition, the government is planning to
decentralise many responsibilities to municipalities. It
remains to be seen whether these efficiency gains can
be fully realised within the envisaged time frame.
Business environment
According to the World Bank’s Doing Business 2014
report, the Netherlands has a favourable business
environment that encourages the competitiveness of
enterprises, although there may still be scope for
further improvement in certain areas. It is ranked 28th
out of 189 for doing business. The Netherlands has a
tradition of efficient public services and a light
administrative burden for businesses. In April 2013, a
new programme was launched, focusing on a more
qualitative approach towards reducing all regulatory
burdens. (409) By 2017, a reduction of EUR 2.5 billion
should be achieved in the regulatory burden on
businesses, professionals and citizens, through the
introduction of new regulations linked to the revision
or scrapping of existing rules.
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Tax compliance and tax administration are more
efficient than the EU average. It takes businesses
considerably less time to pay taxes and the associated
administrative costs are below the EU average.
Moreover, several measures have been introduced to
promote the use of ICT, such as the application of
Standard Business Reporting in the tax domain. The
introduction of an electronic business file for
exchanging data with the authorities is expected to
contribute to efficiency and reducing the regulatory
burden. The time required to start a business is among
the shortest in the EU. The procedures for starting a
business have recently been further simplified and the
minimum paid-in capital requirements abolished.

3.19.7

Conclusions

Overall, the Netherlands ranks among the top
performers in many of the competitiveness indicators
of the Industrial Performance Scoreboard. The
business environment supports the competitiveness of
enterprises and there is a tradition of efficient public
services and low administrative burden on businesses.
Strengths include in particular the favourable
business environment and good infrastructure, the
quality of institutions, the good education system and
science base as well as the efficient goods market.
Moreover, the Netherlands successfully uses modern
information and communication technologies to boost
innovation and competitiveness.
The implementation of the enterprise policy ‘To the
Top’ points to progress in strengthening the Dutch
innovation and competitiveness performance.
Nevertheless, despite the favourable framework
conditions, maintaining and improving its
competitive position in the future will be a challenge.
Further efforts to reduce skill shortages, especially in
engineering and technology-related professions, are
needed to increase the competitiveness of the Dutch
economy. Access to finance also remains a challenge
for SMEs, but the situation is likely to improve as the
economic recovery continues.

(409)

‘Goed geregeld, een verantwoorde vermindering van
regeldruk 2012-17‘, 2013.

3.20 Austria

Austria

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Public administration
and business
environment

Access to markets,
infrastructure and
services

Energy, raw
materials

Investment and skills

Access to
finance

Industry

N.A. (2007)

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)
OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.20.1: Manufacturing sectors (GVA at basic prises) - Austria
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Source: Eurostat

3.20.1

Introduction and performance

While the Austrian economy in general and
particularly its manufacturing sector have weathered
the crisis years well, it faced in 2013 an environment
of perceived uncertainty, leading to slow foreign and
stagnating domestic demand. Economic growth
decelerated further to 0.3 % with the manufacturing
sector acting as its major contributor (real growth of
1.3 %). This growth was enabled by solid labour
productivity growth (real GDP per hour worked: plus
1.1 %). Exports also grew with a real annual increase
of 2.7 %, which more than compensated for
stagnating domestic consumption. The proportion of
knowledge-intensive exports is still slightly above the
(weighted) EU average (25.5 % of GDP compared to
23.6 %), but the trend is not all positive as this figure
decreased for Austria in recent years while it
increased in the EU as a whole.
Manufacturing continues to substantially contribute
to the economy’s total value added with 18.3 %,
against an average of 15.1 % in the EU as a whole. If
construction is included, this becomes 25 %, also
above the EU average. There have been no major
changes in the breakdown across manufacturing
sectors in recent years.
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3.20.2

Access to finance and investment

Access to finance
Austria continues to fare better than the EU average
in most aspects of access to finance. In the current
market environment, the diversified and overall stable
banking system provides companies with sufficient
debt financing. This includes SMEs, who, however,
continue to report some restrictions in terms of
availability of loans and provision of collateral.
Therefore, although there is no credit crunch, there is
still a question on how Austrian enterprises will be
able to contribute to growth and job creation once the
economic recovery picks up speed and more loans
will be needed.
In this context, it is positive that enterprises’ reliance
on debt financing continues to decrease. Political
measures taken in 2013 and prepared for 2014,
including better support for start-ups and first (albeit
limited) regulatory improvements to facilitate
crowdfunding, help companies to strengthen their
equity base. For SMEs and start-ups especially,
however, further progress hinges on better incentives
for investors, improved SME access to financial
markets, and more effective state support. Parts of the
financial sphere remain underdeveloped, and the main
challenge is still to develop more alternatives to bank
lending. The key bottleneck here is small-scale equity
and mezzanine financing, which goes beyond the lack
of venture capital. It is therefore necessary to focus
on accompanying measures that aim at improving the

Austria

legislative framework for new forms of finance
(crowdfunding) and a holistic approach to better
match supply and demand for risk finance. An online
calculator
of
creditworthiness
(KMU
410
Bonitätsrechner ( )) was launched in 2013 and is an
innovative support tool for SMEs looking for
financing. It enables them to obtain an approximate
picture of their current creditworthiness.
Investment
Total gross fixed capital formation in Austria
decreased by 0.7 % in real terms in 2013. (411) There
was strong variation across investment types.
Whereas investments in construction grew by 1.2 %
in real terms, the demand for machinery (-3.2 % in
real terms) and transport equipment (-3.8 % in real
terms) were significantly below the 2012 level.

3.20.3

Overall R&D spending in Austria is among the
highest (5th) in the EU; Austria’s total R&D intensity
stands at 2.84 % of GDP (2012). Comparatively
speaking it has increased well over the last 10 years.
Notwithstanding
on-going
improvements, (412)
innovation outputs and related economic effects are
weaker compared to Europe’s ‘innovation
leaders’. (413) One structural factor behind this is the
increasing but still comparatively low tertiary
attainment rate (27 % in 2013 against an EU average
of 36.6 %, excluding ISCED 4a (414)). If ISCED 4a
graduates, mainly from higher technical schools
(Höhere Technische Lehranstalten), are included this
difference is less pronounced. Moreover, a wellfunctioning dual education system provides skilled
labour for rapid technical implementation in the
context of innovation. Although business R&D
intensity is also above EU average, the start-up and

(414)

Governance of the research and innovation system
has been streamlined under the new federal
government, by merging the portfolios for research,
science and economy in one ministry. This means
that one entity will deal with research and innovation
at all stages from fundamental to close-to-market.
Through a 2013 amendment to the federal public
procurement law (Bundesvergabegesetz), innovation
has been introduced as a secondary criterion in public
tendering. A specific service was set up within the
federal public procurement agency (415) that offers
information, training and fora for exchanging
information with other public bodies in charge of
promoting innovation, research and technology,
procuring administrations and potential bidders.

Innovation and skills

Innovation

(410)
(411)
(412)
(413)

growth dynamics of innovative firms (the percentage
of employees in fast-growing firms, 4 % in 2010) are
below it (6 %).

http://kmu-bonitaet.wkoratgeber.at/.
Statistik Austria.
Innovation Output Indicator.
Innovation Union Scoreboard; The gap between Austria and
the group of innovation leaders is smaller when corrected for
structural effects resulting from Austria’s geographical
situation and sectorial structure (see e.g. Österreichischer
Forschungs- und Technologiebericht 2014).
The International Standard Classification of Education
(ISCED) is a classification scheme developed by the
UNESCO to make it easier to compare education statistics
and indicators across countries based on uniform and
internationally-agreed definitions. It defines six levels of

Within its very differentiated system of research and
innovation promotion programmes Austria has two
particularly successful instruments for promoting
research cooperation and co-financing of industry and
public research institutions: the Competence Centres
for Excellent Technologies (COMET) and the
Christian Doppler Labors. Both entail cooperation on
basic and application-oriented research and
development using public research infrastructure. A
funding programme launched in 2013 with a budget
of EUR 20 million promotes the development of
prototypes created in projects where Austrian state
universities and research institutes work together. It
gives an incentive to set up strategic partnerships
within the framework of the regional and thematic
knowledge transfer centres.
The Markt.Start scheme provides the payment of up
to EUR 1 million for newly developed products are
developed as a result of publicly-funded (416) research
projects.
Skills gaps
The proportion of university students and graduates
in mathematics, engineering and science aged 25 to
34 has increased in recent years but is still considered
a potential skills bottleneck by companies and
research institutions.

education from pre-primary up to the second stage of tertiary
education (e.g. PhD).
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Austria’s education system still has weaknesses that
limit the optimal build-up and use of available skills,
in particular those of women and citizens with
migrant backgrounds. This is confirmed by recent
OECD studies and continued high dropout rates for
higher education. (417)
In order to promote lifelong learning a 2013
amendment to the labour law makes it possible for
people to work part time for to participate in
professional training measures.
The ‘red-white-red card card’ labour immigration
management tool continues to help filling certain
skills shortages in sectors with bottlenecks. These
sectors are identified annually, through a decree.
Almost 2000 cards were issued in 2013, taking the
total to some 4600 since the scheme was launched in
July 2011. Around 480 were given to third-country
graduates of Austrian universities. Only about 17 %
of these graduates stay in Austria, even though 31 %
of them declare the intention to stay. (418) In order to
facilitate
the
recognition
of
professional
qualifications acquired abroad, free-of-charge
consulting services on recognition procedures have
been introduced at regional level in 2013. Demand for
them has been substantial.

3.20.4

Energy, raw materials and
sustainability

Energy use and prices
Austria continues to develop and implement
ambitious policies in the area of energy and
sustainability. As at EU level, the challenge is to
avoid negative effects on industrial competitiveness.
Austria’s energy strategy from 2010 is a core policy
document and includes targets and objectives for
renewables, energy efficiency and energy security.
About 70 % of the strategy’s measures have been
partially- or fully implemented. In terms of its energy
and CO2 intensity, Austrian industry has performed
consistently well since 2005 compared to other EU
Member States.
(415)
(416)
(417)
(418)
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Bundesbeschaffungsgesellschaft.
through the Forschungsförderungsgesellschaft.
For further analysis, see Commission’s Staff Working
Document ‘Assessment of the 2014 National Reform
Programme and Stability Programme for Austria’.
OECD (2011) International Migration Outlook 2011 based
on Institut für Höhere Studien (2010): Internationale
Studierende
Zusatzbericht
der
StudierendenSozialerhebung 2009.

Programmes for thermal insulation of both residential
and industrial buildings remain successful funding
instruments at federal and state level. The federal
programme has an annual budget of EUR 100 million
over several years, and state-level programmes
together have an average annual budget of EUR 2.6
billion. Their combined impact on energy savings is
estimated at 3 700 TJ. Austria is on track to achieving
its target of a renewable energy production share of
34 %. This progress is driven partly by its high usage
of biomass, its traditional strong potential and usage
of water power, and the impacts of the 2012 Green
Electricity Act.
Electricity prices for industry have risen slightly and
have remained below EU-wide trends in the last few
years. Medium-sized enterprises paid 11.1 cents per
KWh in 2013 compared to 10.7 cents five years
before. (419) This increase is partly explained by
subsidies for green electricity, at around EUR 360
million in 2012 – about 17 % more than in 2011.
Most of them are paid for by industry. This
development is partly caused by falling before-tax
market prices.
Resource efficiency
Even though Austria is currently on track to reaching
its energy efficiency target of stabilising its final
energy consumption at 2005 levels (1 118 PJ),
according to projections this figure will rise to 1 162
PJ by 2020, (420) indicating a need for further efforts.
Greenhouse gas emissions in non-ETS sectors seem
to be on track, having decreased by 12 % (2011)
compared to the 2005 baseline. However, this
development might be partly due to the moderate
economic growth seen in recent years. A law on
energy efficiency has been recently adopted. It
includes a comprehensive mix of measures such as an
obligation for energy suppliers to put in place energy
efficiency measures for end consumers; penalties for
missing energy efficiency targets; a target for public
building renovation and energy demand; obligations
for energy audits and energy management systems for
large companies and quality standards for energy
service providers.

(419)
(420)

Source: Eurostat; prices excluding VAT and recoverable
taxes and levies.
Source: Reference scenario "EU Energy, transport and GHG
emissions trends to 2050".

Austria

Other sustainability issues
The car registration tax was modified in spring 2014,
and further strengthened incentives for using vehicles
with low CO2 emissions. It also introduced
progressive tax increases for high emission vehicles.
In addition the motor vehicle insurance tax was
reformed, linking the tax level to motor power and
creating incentives for using weaker engines.
A recent preliminary evaluation of the green public
procurement action plan from 2010 shows an increase
in awareness and in the use of sustainability criteria
for public procurement, as compared to 2008 at all
levels of government. The downside is that
procurement procedures have become increasingly
complex because there are now more criteria (see also
section above on innovative procurement),
resulting in higher administrative burdens.

would allow generating additional benefits from the
already existing high quality infrastructure. (421)
Business services and network industries
In the Austrian professional services sector, there is
room to further promote competition by reducing
barriers to entry and conduct requirements. In
particular, requirements relating to legal form,
shareholding and professional qualifications make it
very difficult to set up interdisciplinary services
companies. Intentions to address this, announced both
by the previous and the current government, have so
far not been followed by concrete action. (422)

3.20.6

Public administration and business
environment

Public administration

3.20.5

Access to markets, infrastructure
and services

Internationalisation
The ‘go-international’ initiative was launched in 2003
and since then has helped Austrian companies
interested in exporting to access international
markets. The companies receive information, advice
and financial support for market entry costs such as
events, trade fairs and missions. Since the initiative’s
launch, the number of exporting firms has more than
doubled.
Two recent projects run by the Economic Chamber –
called Webshopoffensive and Websitecheck – aim to
promote and professionalise the development of ecommerce as a way of accessing new markets.
Infrastructure
There are important investments to improve the
Austrian rail infrastructure (partly co-funded by the
EU), in particular along the TEN-T network,
including the construction of the Semmering- and
Koralmtunnel along the Baltic-Adriatic corridor,
upgrading of the cross border section between Vienna
and Bratislava and of parts of the Rhine-Danube
corridor. Further efforts to promote competition

Austria continues to perform well across a number of
indicators of the quality of its public administration
including the World Bank’s government effectiveness
indicator or the World Economic Forum’s ‘perception
of burden of government regulation’.
E-government services are being further developed
and mainstreamed, in particular through the flagship
project business service portal. At present, 20 services
are offered and accessible through a single sign-on
for registered users. Further services are expected to
be added in 2014, for instance the administration of
social insurance rights. Newly registered companies
automatically have full access to these services after
they comple the registration process. A
complementary measure
is
the
obligatory
introduction of e-invoicing for contractors of federal
administrations in January 2014. Its launch has been
successful and is expected to generate savings of
some EUR 4.6 million for the administrations and
EUR 14 million for companies.
Another on-going major project related to
administrative modernisation is the switch from the
current system of 14 trade registers at three levels of
government to one central system based on
centralised information. It will streamline procedures
(421)
(422)

For further analysis, see Commission Staff Working
Document ‘Assessment of the 2014 National Reform
Programme and Stability Programme for Austria’.
For further analysis, see Commission Staff Working
Document ‘Assessment of the 2014 National Reform
Programme and Stability Programme for Austria’.
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Figure 3.20.2: Overall profile of public administration - Austria
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Source: World Bank Doing Business Report; Intrum Justitia; OECD; World Economic Forum; European Commission

for registering trade activities and data exchange
between public administrations and facilitate egovernment services. Its full launch is planned for
2015.

internal manuals in 2013 and is offers training on
making procurement practices more SME-friendly.
An important element of the respective ‘SME
strategy’ is the division of tenders into lots. (423)

An IT-based impact assessment system was launched
in 2013. It consists of a number of modules
corresponding to different types of impacts
(budgetary, administrative burden, SMEs, gender
equality, etc.). These are analysed depending on the
content of the specific initiative and on the expected
surpassing of pre-defined threshold values. A
significant limitation of the system is that it does not
envisage analysis of alternative policy options to the
baseline and the planned proposal. It remains to be
evaluated if the filtering based on threshold values
and the closed questionnaire type of analysis leads to
overall thorough and relevant assessments.

Moreover, Austria has taken steps in 2013 to improve
start-up conditions through a reform of the limited
liability company. It reduced the needed start-up
capital and related costs for notaries and lawyers and
dropped the requirement for announcement in paper
form. The reform has led to a boost in the rate of
limited liability company start-ups, but has also had
some adverse effects, as established companies
merely changed legal form to reduce their equity base
and save on taxes. An amendment that tackles these
adverse effects entered into force in March 2014. It
leaves the improved start-up conditions for this legal
form unchanged for the first ten business years,
including a reduced minimum corporate tax.

Business environment
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Austria has further strengthened its favourable
business environment, especially for SMEs. In 2013,
it made further progress in several key areas of the
Small Business Act, including entrepreneurship,
responsive administration, state aid and public
procurement, and skills & innovation. As a result,
Austria´s SME sector remains among the top
performers in the EU and continues to grow.

3.20.7

Within the spectrum of measures adopted in the
above-mentioned areas, it is particularly noteworthy
that the federal public procurement agency revised its

(423)

Conclusions

Overall, Austria has a strong and competitive
economy that is driven by a dynamic manufacturing
sector. High labour productivity and high exports are
key pillars of this and key contributors to total value
added and employment. The already favourable
business environment and efficient public
For further analysis about the efficiency of exploitation of
the public procurement system, see Commission Staff
Working Document ‘Assessment of the 2014 National
Reform Programme and Stability Programme for Austria’.

Austria

administration continue to be modernised. In the short
term, there are no obvious bottlenecks that could put
this performance into question.
However, certain structural weaknesses limit
Austria’s long-term potential to become an even more
high-tech, high value-added economy. The catchingup process to becoming an ‘innovation leader’ has
slowed down in spite of on-going efforts to
implement the 2011 research and innovation strategy.
The availability of highly skilled labour has
improved, but there is further potential through
increasing the number of tertiary education graduates,
improving labour immigration and using more fully
available skills including those of women and
migrants. This would help the economy move up the
innovation and high-value-added ladders. Pursuing
ambitious energy and climate policies creates
challenges for maintaining competitiveness in
energy-intensive industries.
The limited availability of non-banking financing as
well as question marks over banks’ potential to
provide more loans, in particular to SMEs, could limit
their growth potential and ability to fully contribute to
a stronger economic recovery.
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3.21 Poland

Poland
Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

Labour
productivity

0

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2012)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)

Public administration
and business
environment

N.A. (2007)

N.A.; N.A. (2008)

Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Poland

Figure 3.21.1: Manufacturing sectors (GVA at basic prices) - Poland
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Source: Eurostat

3.21.1

Introduction and performance

Poland’s economy is less developed than those of its
western
neighbours,
especially
considering
innovation and sustainability. Although growth has
been rapid, there was a slowdown in 2013, with
growth of 1.6 %. (424) Nevertheless, labour
productivity continues to rise, achieving 73.6 % of
the EU average in 2013. In May 2014 industrial
production has grown by 2.2 % over the last year,
after an increase of 5.6% in the previous month. The
confidence index for Polish industry in June 2014 fell
to 50.3. Manufacturing plays an important role in the
Polish economy and contributes 17.7 % of total value
added, as compared with an average of 15.1 % in the
EU as a whole.
Manufacturing accounts for 30.2 % of employment
(EU average 22.7 %). In 2013, the current account
deficit continued to diminish to -1.3 % of GDP,
although high-tech exports were still very low at
5.9 %. Innovation performance is weak, although
some signs of improvement can be seen in private
R&D expenditure. This has risen from 0.23 % of
GDP to 0.33 % (EU average 1.31 %) in 2012. The
full implementation of the Enterprise Development
Programme, aiming to increase the quality of research
and commercialisation of Polish technologies, would
(424)

Eurostat (Eurostat will be used throughout as the default
source
of
data
unless
otherwise
specified)
http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/h
ome/.

make an important contribution to improving Poland's
competitiveness.

3.21.2

Access to finance and investment

Access to finance is relatively good and continues to
improve. In this area, the World Bank Doing
Business 2014 report ranks Poland second in the EU.
(425) The banks provide some finance for SMEs and,
in general, do not ask prohibitive interest rates on
loans. (426) According to the EC/ECB access to
finance survey, 10 % of SME loan applications were
rejected, compared to 13 % in the EU as a whole. (427)
On interest rates, 42 % of Polish SMEs reported a fall
and only 14 % a rise, compared with 20 % and 34 %
in the EU as a whole. On the other hand, equity
finance remains underdeveloped, as total venture
capital investment to GDP is 10 times lower than the
EU average. The EC/ECB survey shows that only
2 % of companies use equity financing.
In March 2013, Poland started a programme of de
minimis guarantees for loans on working capital as a
counter-crisis measure, replacing an earlier
ineffective system. The scheme was very well
received and in November was extended to cover
(425)
(426)
(427)

World Bank Doing Business 2014,
http://www.doingbusiness.org/reports/global-reports/doingbusiness-2014.
SBA Performance Review 2013, DG ENTR,
http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/index_en.htm.
ECB Access to finance survey 2013,
http://ec.europa.eu/enterprise/policies/finance/files/2013safe-analytical-report_en.pdf.
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investment loans. The scheme provided EUR 7
billion of guarantees for almost 39 000 SMEs,
covering EUR 12 billion of credit over 2013. The
programme is expected to continue until the end of
2015.

Scoreboard, Poland’s ranking has not changed.
However, due mostly to rising private R&D
expenditure, Poland was classified as a moderate
innovator. (430) The Regional Innovation Scoreboard
shows improvement for four southern regions. (431)

Actions were also taken to support equity financing.
The Polish Growth Fund of Funds, established to
stimulate equity investment in venture capital, private
equity and mezzanine funds with a target size of EUR
180 million, came into operation, signing transactions
with two private funds. The National Capital Fund is
being refocused on venture capital funds supporting
the start-up phase of innovative SMEs. By the end of
2013, it had provided co-financing to 16 funds (total
capitalisation PLN 933 million) and has shares in 54
companies. The Polish growth stock market
NewConnect is expanding 445 companies were listed
as of 2013.

The main weaknesses of the Polish research and
innovation system continue to be: a low degree of
commercialisation of research, weak links between
academia and business, and low levels of genuine
innovation by enterprises — the tax system favours
technology transfer and absorption. The high-tech
sector of the Polish economy employs 2.9 % of
workers (2013), (432) compared with 3.8 % in the EU.

The state development bank of Poland (428) is
planning to increase the effectiveness of regional and
local guarantee and loan funds by standardising their
procedures and products.
Investment
At 18.4 % (2013), gross fixed capital formation was
higher than the EU average of 17.3 %, but has been
on a downward trend since 2008. A major state
investment fund focusing mostly on large-scale
energy infrastructure has come into operation. (429)
The fund is in the process of selecting its first projects
— so far, 1 000 projects have been submitted, out of
which 50 went through to the second selection stage.
Three or four are expected to be selected in 2014. The
fund offers very long term financing (25 years) and is
independent of the treasury.

3.21.3

The National Centre for R&D operates a number of
programmes motivating companies to invest in
scientific projects and to commercialise research.
These include programmes for the medical sector and
aeronautics, the development of shale gas technology
solutions and ecological technologies.
The National Smart Specialisation Strategy was
approved by the government in April 2014. The
Enterprise Development Programme (EDP) adopted
in 2014 is intended to make the business environment
more innovation-friendly through a holistic approach,
encouraging commercialisation of new technologies.
Plans for strengthening innovation performance rely
on the use of European funds. The EDP forms a
coherent framework with the 2014-2020 smart
growth operational programme for European
structural funds. It aligns public support to the level
of risk, providing grants for more risky early stages of
innovation and using financial instruments for later
stages, commercialisation and internationalisation.
The innovative economy programme will be more
cohesive, with half the number of instruments and
more focus on results.

Innovation and skills

Innovation
The low level of innovation is one of the most
problematic aspects of Polish competitiveness. R&D
expenditure is less than half of EU average (0.9 % of
GDP, EU average 2.06 %), and comes mostly from
the public sector, with only 37.2 % of research
performed by the business sector (EU average
63 %)(2012). In the 2014 Innovation Union

Amendments have been proposed to the act on higher
education, covering the system of intellectual
property rights, in particular strengthening the
position of researchers.

(430)
(431)
(432)

428

( )
(429)
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Bank Gospodarstwa Krajowego.
Polskie Inwestycje Rozwojowe.

2014 Innovation Union Scoreboard,
http://ec.europa.eu/enterprise/policies/innovation/files/ius/iu
s-2014_en.pdf.
2014 Regional Innovation Scoreboard,
http://ec.europa.eu/enterprise/policies/innovation/policy/regi
onal-innovation/.
GUS, Main Statistical Office of Poland,
http://www.stat.gov.pl/gus.

Poland

Skills

responsibility, providing incentives for recycling, and
raising fees for landfilling.

The level of tertiary education attainment in Poland is
higher than in the EU on average, but there is a
problem of skills mismatch, with insufficient ICT and
soft skills. Because of the mismatch between the
outcome of education and the needs of the labour
market, the number of vacancies is high, even though
unemployment is still above two million.
Recent reforms have focused on introducing proqualitative incentives for the education system and
increasing the number of university students in
science, technology, engineering and mathematics.
An evaluation of the science and higher education
reform of 2010/11 is underway, indicating positive
results. Proposed amendments to the act on higher
education seek to foster closer cooperation with
industrial partners through incentives in funding
allocation. There are still shortcomings in provision
of dual studies linking academic with practical
training in companies.

3.21.4

Energy, raw materials and
sustainability

Poland performs poorly on sustainability aspects.
Resource productivity is very low at EUR 0.4 per kg
(EU average 1.59) (2011). (433) Greenhouse gas
emissions per capita are slightly higher than in the
EU on average, 10.37 tonnes of CO2 equivalent (EU
average 9.03 in 2011). A national emissions auction
platform was planned to come into operation by the
end of 2013, but is still in early development. The
share of renewable energy in energy consumption is
still below the EU average (11 % vs. 14.1 % in 2012)
as Poland continues to rely on domestic coal and
imported oil and gas; however, domestic gas
production accounts for almost 27 % of total national
gas consumption. Electricity prices for medium
enterprises are EUR 0.0963 per kWh, in line with EU
levels on average, but have been rising at a faster rate.
Gas prices are below the EU average.

A three-pack of energy reforms was adopted in July
2013, belatedly transposing the gas and electricity
directives. In the area of renewables, a support
programme was started for small and micro
installations and a system of guarantees of origin was
introduced, together with a requirement for large
industrial users to source a proportion of their energy
from renewable sources. Other planned elements
concerning renewable energy were not included, and
the relevant regulation is still under consultation in
government. Infringement procedures concerning the
directive on renewables are still a possibility, as the
draft regulation does not go far enough in
streamlining administrative procedures for new
renewable energy source investments and nondiscrimination and transparency in grid connection
for prosumers.
The National Energy Efficiency Action Plan 2014 is
being finalised, to complement the National
Programme for Development of a Low Emission
Economy adopted in 2013, aiming to improve
coordination in raw material policies.

3.21.5

Access to markets, infrastructure
and services

Internal market and internationalization
Poland is a net importer, but the current account
deficit improved from 5 % in 2011 to 3.7 % in 2012
and to 1.3 % in 2013. Exports consist mainly of
electromechanical products, chemicals, furniture and
foodstuffs, with only 5.9 % high-tech exports (EU
average 15.6 %). Exports to the EU account for
75.7 %, although exports to non-EU countries,
especially China, Brazil, Russia and Ukraine, are
increasing.
Business services and network industries

A new regulation on waste systems and a new action
plan for water management were adopted in July
2013. Further amendments to the waste regulation
entered into force in January 2014, improving the
implementation
of
extended
producers’

Market concentration is low for electricity, with a
17.8 % market share for the largest company, but it is
high for the gas market, with the largest company
holding a 94.42 % market share. (434) ICT
infrastructure is underdeveloped, with the lowest

(433)

(434)

Eurostat, Resource Efficiency Scoreboard,
http://epp.eurostat.ec.europa.eu/portal/page/portal/europe_20
20_indicators/ree_scoreboard.

President of Energy Regulatory Office Activity Report
2013, http://www.ure.gov.pl/en/aboutus/reports/67,Reports.html.
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Figure 3.21.2: Overall profile of public administration - Poland
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Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

broadband coverage in the EU (71 % vs 96 %)
(2013), and a concentrated market of Internet Service
Providers.
In 2013, measures were implemented to increase
competitiveness in the gas sector, including gradual
phasing out of regulated prices. It is now obligatory
to trade an increasing proportion of gas on an
exchange opened in 2012 (2GW were traded in
2013). Market entry was facilitated by an amendment
to the act on reserves, and in December 2012 and
February 2013, wholesale and gas exchange trades
were exempted from tariff approval.
A national broadband plan was adopted in 2013,
launching four projects in the regions, with the
objective of developing 16 000 km of broadband
cable and reaching eight million people by 2016. A
digital skills workshop for people over 50 was
organised,
attracting
150 000
participants.
Telecommunication
connections
were
made
obligatory in new buildings.
Infrastructure
Transport infrastructure is a problem. There is
significant investment from European structural
funds, though this is mostly in the road network.
More investment is needed for infrastructure
maintenance, for which European funds are not
available.
There are substantial delays with timely
implementation of railway infrastructure projects. In
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November 2013, a multiannual railway programme
for 2013-2015 was adopted, implementing investment
monitoring across all projects, new procedures for
tenders and pre-assessment of project quality. The
budget of the railway market regulator has been
increased and the number of safety system
inspections has since gone up by 20 %. A new
contract for railway infrastructure maintenance was
signed in January 2014, detailing specific rules and
standards for the state railway operator and
broadening possible state funding resources.
Following a ruling of the European Court of Justice
of May 2013, track access charges to rail
infrastructure were reduced by 20 %, on average.
This still needs to be fully transposed in the relevant
legal acts so that the system of track access charges
can provide a stable, competitive basis for the rail
sector, looking ahead to the mid- and long-term.

3.21.6

Public administration and business
environment

There is a scope to improve the business environment
in Poland. In particular, a burdensome public
administration and a complex, inefficient tax system
continue to be the main shortcomings, though there
has recently been substantial progress in reducing
administrative barriers in some areas. In the 2013
SBA
Performance
Review
indicators
for
entrepreneurship intention in Poland are the highest
in the EU, with 49 % of adults polled believing selfemployment was feasible (EU average 30 %), and

Poland

22 % intending to start a business within three years
(EU average 13 %). (435)
Poland has made progress in reducing the cost and
time to start up a business now that it has introduced
streamlined online procedures. Although recent
government initiatives envisage much greater use of
e-administration and e-taxation, in other areas,
digitalisation has been slow and fragmented. In 2013,
the ‘Better Regulation Programme 2015’ was
adopted, to improve transparent law-making, the
regulatory environment, and communication with
stakeholders. The better regulation programme has
introduced an SME test (though this is still a pilot)
and more formalised regulatory impact assessments.
New guidelines for impact assessment are to be
published in 2014. Plans for longer-term reform are
unclear, as there is still no implementing document
for the efficient state strategy 2020 adopted in early
2013. A national digitalisation integrated programme
was adopted in January 2014, including measures for
digitalisation, interoperability and data exchanges of
public registers.
The government is committed to extensive
deregulation reforms. For construction permits, the
length of procedures was shortened to 161 days (EU
average 179). Amendments to construction law,
including the introduction of a 14-day limit on
procedures dealing with public authorities are
planned in 2014. A codification committee for
construction law is scheduled to present its findings
in November 2014 on a broad legislative reform.
On contract enforcement, electronic procedures have
been introduced and the complaints procedure has
been speeded up. Amendments to the code of civil
procedure are expected in 2014. Substantial progress
has been achieved in the deregulation of access to
professional services (about 240 professions to be
deregulated). The first reforms are now fully in effect,
the second round was adopted in May 2014 and a
third is planned in 2015. A fourth round of reforms
has also been announced, with 40 possible further
professions proposed through an open consultation.
On bankruptcy, two laws are planned for 2014,
reducing the time of proceedings and increasing the
use of restructuring. The fourth law on reduction of
administrative barriers is being adopted, focusing on
reduction of information obligations for businesses,
(435)

standardisation of 71 forms, and simplification of
export and import procedures in sea ports. A law on
sub-contracting, improving SME access to public
procurement, came into force in December 2013.
Tax compliance imposes a significant administrative
cost on businesses, due to low thresholds applied for
compulsory VAT registration, inefficient and
bureaucratic authorities and complex laws. There are
plans to increase the use of electronic procedures,
introducing further e-filing procedures in 2014 and, in
2015, automatic pre-filling of tax forms.

3.21.7

Conclusions

Manufacturing accounts for a large proportion of the
Polish economy, but the country has a lower level of
technology specialisation than the EU on average.
Poland continues to rely on technology transfer and
absorption, but plans to strengthen innovation,
commercialisation and internationalisation of
domestically-developed technologies. Further reforms
are desirable in the area of sustainability, especially in
terms of improving energy efficiency.
Concerning investment in infrastructure, innovation
and sustainability, there is a large potential in EU
structural funds. Businesses have good access to debt
finance, but equity finance needs to be developed to
support the growth of innovative SMEs. Poland has
the fourth highest proportion of high-growth
companies in the EU at 4%. Despite an ongoing
deregulation reform programme, there is scope to
increase the efficiency of the public administration
and improve the business environment especially as
regards the complex tax system.

SBA Performance Review 2013, DG ENTR,
http://ec.europa.eu/enterprise/policies/sme/facts-figuresanalysis/performance-review/index_en.htm.
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3.22 Portugal

Portugal
Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

Labour
productivity

0

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

N.A. (2007)

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.22.1: Manufacturing sectors (GVA at basic prices) - Portugal
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3.22.1

Introduction and performance

Portugal’s biggest challenge is to increase the
competitiveness of its economy after a decade of low
productivity growth and growing indebtedness. (436)
Future economic growth should be based on the
ability to boost the export of goods and services with
high added value, together with the capacity to attract
foreign investment. In this sense, net exports remain a
key growth driver and are expected to continue to
contribute positively to economic growth, although
knowledge-intensive exports remain low.
Portugal successfully concluded its Economic
Adjustment Programme (437) in May 2014. The
programme has contributed to the implementation of
a wide array of reforms to improve competitiveness.
The reform process must continue, as recognised by
the Commission in its assessment of the 2014
national reform programme and stability programme
for Portugal, as well as in the proposed countryspecific recommendations. The Portuguese growth
strategy for 2014-2020 (438) also recognises the need
to continue the implementation reforms. Moreover it
includes various measures aimed at reindustrialising
(436)
(437)

(438)

Cf. The economic adjustment for Portugal, Occasional paper
79, Directorate-General for Economic and financial affairs,
European Commission, June 2011.
In April 2011, the European Commission, the European
Central Bank and the International Monetary Fund,
negotiated with Portugal an economic adjustment
programme. The programme covered the period 2011-14
and was agreed by the European Council on 30 May 2011.
Strategic plan for growth, employment and industrial
promotion 2014-2020.

Portugal that would contribute to mainstreaming
industrial competitiveness aspects across various
policy fields.
Productivity as measured by unit labour costs relative
to the euro-area average has improved significantly
over the last three years, though this is partly due to
labour shedding. Though the share of employment in
knowledge-intensive activities has increased, it is still
relatively low. In terms of innovation, Portugal
continues to underperform overall with respect to the
EU average, despite improvements over the last
decade. There is a significant gap between knowledge
creation, knowledge transfer and its translation into
economic value through innovation.

3.22.2

Access to finance and investment

Access to credit remains costly and difficult, in
particular for SMEs. Freshly granted loans to SMEs
fell by 4.8% in 2013 compared to 2012 and the stock
of corporate loans decreased further in 2013. Interest
rates have slightly eased but remain significantly
higher than in other euro area Member States. As a
result, businesses are increasing their financing
through capital markets, although only this only
applies to large businesses. The tight credit conditions
are hampering the creation and development of startups and technology-based SMEs, both critical for
spurring long term growth.
The government is trying to ease current credit
constraints by strengthening existing instruments and
fostering the use of alternative financing mechanisms.
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In 2013, Portugal allocated EUR 2 billion to a credit
line to support the financing of SMEs (PME
Crescimento 2013) and EUR 500 million to a line
supporting exporting companies (PME exportações).
Measures have been taken to enhance the
effectiveness of government-guaranteed credit lines,
develop a commercial paper market for SMEs, and
improve information-sharing on credit quality
through the credit registry. The state-owned bank
CGD was also asked to release over EUR 1 billion in
2013 and more than EUR 2.5 billion in 2014 to
finance the economy.
The Portuguese authorities are also setting up a
specialised development financial institution to
support the financing of the corporate sector, in
particular SMEs. This new institution is expected to
operate mainly through intermediated credit lines and
risk-sharing instruments and guarantees.
Under the ‘Revitalizar Programme’, Portugal has also
launched three ‘Revitalizar funds’, which are private
equity instruments designed to capitalise SMEs with
sustainable business models that pursue growth
strategies and expansion. The three regional funds
created in 2013 have an overall budget of EUR 220
million.
Improvements to the functioning of the corporate
insolvency and restructuring framework have been
adopted. A strategic plan on corporate restructuring to
facilitate debt workouts has been prepared. This plan
focuses particularly on viable SMEs, with a view to
supporting the necessary capital reallocation towards
productive sectors of the economy.
The liquidity problems of enterprises have been
aggravated by long delays in payments, in particular
by the public sector. (439) Although the public sector
arrears have been significantly reduced, further
efforts are needed as new arrears are still
accumulating. The Late Payments Directive has not
been properly transposed, as the relevant national law
foresees exemptions in the public sector (e.g.
healthcare) until 2016.
Portugal has introduced tax measures to encourage
private investment and reducing the debt bias to
encourage the capitalisation of firms, including an
extraordinary investment tax credit, and the
introduction of limits to the tax deductibility of
(439)
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Source: European Payment Index 2014, Intrum Justitia,

corporate interest costs. It has facilitated timely
adjustments of state debt to SMEs among others by
allowing faster depreciation of assets and reduced
payment terms for tax returns.

3.22.3

Innovation and skills

Innovation
Portugal’s innovation performance has improved over
the last decade, though it has been relatively steady
since 2010. While this has been reflected in positive
developments on several indicators, the country
continues to underperform overall with respect to the
EU average. Coordination between science and
innovation and knowledge commercialisation remains
very weak. There is still a significant gap between
knowledge creation, knowledge transfer and its
translation into economic value through innovation,
partly due to the low share of knowledge-intensive
sectors in the economy.
The Portuguese growth strategy for 2014-2020 (440)
recognises the above-mentioned weaknesses and aims
to foster the commercialisation of knowledge
through: refocusing and strengthening existing
measures to support R&D investment; enhancing
coordination between the research and innovation
system and businesses; and reinforcing international
partnerships on applied research. The existing system
of tax incentives (SIFIDE II) remains the main policy
instrument to support business R&D investment.
Three advisory councils have been created (441) to
enhance stakeholders’ involvement in research and
innovation policies and to improve coordination of
the system. Furthermore, the government has put
forward a national strategy for smart specialisation in
the context of programming European structural and
investment funds for the period 2014-2020).
Finally, following an evaluation of its clustering
strategy, the country is redrafting its clustering policy
instruments to maximise the strategy’s contribution to
generating value and skilled employment, and to
internationalise the Portuguese economy.

(440)
(441)

Strategic plan for growth, employment and industrial
promotion 2014-2020.
National Council for Science and Technology, National
Council for Entrepreneurship and Innovation, and National
Council for Industrialisation.

Portugal

Skills
There is a mismatch between the education/training
systems and labour market demand for people with
lower and higher levels of qualification. The
educational level of young people remains relatively
low compared to the EU average. Furthermore, the
economy is not absorbing more qualified young
people and the unemployment of university graduates
has persistently increased in recent years.
The Portuguese growth strategy adopted in May 2014
identifies ‘training and education’ as one of the nine
axes for government action. It foresees introducing
training vouchers and continuing the reform of the
vocational education and training system. Regarding
training, some of the measures adopted so far include
increasing the amount of ‘on-the-job’ training and
creating short-cycle training courses in cooperation
with local businesses. A decree revising and
harmonising the rules governing professional schools
of reference has been adopted. A decree harmonising
the vocational education and training system has been
also passed.

3.22.4

Energy, raw materials and
sustainability

With a view to ensuring the efficiency and
sustainability of the energy sector and lowering the
energy cost for the economy, under the
macroeconomic
adjustment
programme
the
Government has implemented two packages of
measures, including a new levy on energy operators.
A third package of measures aiming at reducing the
increasing tariff debt and existing rents has been
recently announced. The remuneration scheme for cogeneration is being revised. Renewable electricity
production reached over 50 % in 2013 and enabled
Portugal to reduce its dependency on imported fossil
fuels.
Portugal has also adopted legislation transposing the
EU Directive on the energy performance of buildings,
implementing its plan for promoting efficiency in
energy consumption, and setting the legal framework
for the use of liquefied petroleum gases and
compressed and liquefied natural gas as fuel in
vehicles. The measures planned for 2014 include the
transposition of the EU Directive on energy
efficiency, implementation of national and municipal

waste management plans, and the launch of an ecoinnovation roadmap. In 2013, Portugal launched its
National action plan for energy efficiency 2013-2016
and its National action plan for renewable energy
2013-2020.
To reduce the fragmentation of the Iberian electricity
market, tariffs for the use of the gas interconnection
were reduced and interconnectors built. Also,
Portugal and Spain are conducting a study on the
possibilities for Iberian gas market integration, due to
be finalised in 2014.

3.22.5

Access to markets, infrastructure
and services

Export performance remains strong and continues the
upward trend of previous years. The share of exports
in GDP has progressed from 28.0 % in 2009 to 40.6
% in 2013, and they have become more diversified
both in terms of products and of target markets. The
number of firms and the percentage of exporting
businesses have also increased. The tourism and
machinery and tools sectors were the main
Portuguese exporters in 2013.
Various measures to support the internationalisation
of businesses have been put in place. Short-term lines
of credit insurance have been set up to enable
enterprises to cover the commercial credit risk of
external transactions by means of a public guarantee.
A new port labour law has been adopted, reducing
port tariffs. A new exporter programme was launched
in September 2013, providing 20 SMEs with training
to develop products and to enter the US market. Other
measures include projects aimed at promoting
diplomatic and business visits with a view to
facilitating business contacts. In addition, simplified
procedures for obtaining proof of export certificates
and accelerating VAT refunds for exporting firms
were implemented. The streamlined online platform
for exporters to request VAT exemptions has reduced
the average time to complete an application for
reimbursement from 42 days to eight.
Portugal also implemented an export training
programme, (442) a training programme for companies
wishing
to
start
or
to
enhance
their
internationalisation or export activity.
(442)

Formexport.
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Figure 3.22.2: Overall profile of public administration - Portugal
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Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

3.22.6

Public administration and business
environment

Public administration
Portugal has made significant progress in
rationalising
and
modernising
its
public
administration. A new general public administration
labour law has been adopted which introduces a new
requalification scheme and working time rules.
Furthermore, the number of management positions
and administrative units has been reduced and shared
services have been set up in the areas of financial
resources, human resources and ICT. A network of
public spaces (‘Espaços do Cidadão’) is being
expanded in which citizens will be assisted in the use
of online public services.
In early October 2013, an anti-corruption legislative
proposal was submitted to Parliament, including
amendments to the criminal code, the law on the
responsibility of political and senior public officials,
and the law on bribery of foreign officials.
Business environment
The business environment has been enhanced through
the implementation of a large number of structural
reforms, including: facilitating licensing procedures,
improving insolvency laws, liberalising regulated
professions, reinforcing competition and regulatory
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authorities, facilitating the enforcement of contracts,
and increasing the efficiency of the judicial system.
In the area of licensing, a comprehensive programme
was launched in 2012 to tackle excessive procedures,
regulations and other administrative burdens. The
overall goal is to move to a new system of ex-ante
declarations by firms with ex-post control by the
authorities for most activities. Only specific and
justified cases (e.g. hazardous industries) would be
subject to more onerous procedures.
An inter-ministerial working group, coordinated by
the ministry of economy, has been established with a
view to setting up the SME test. A new government
Council for economic affairs and investment meets
every two weeks to monitor tax reforms and the
timely approval of large investment projects. The
efficiency of the land registry has also been
significantly improved.
Portugal has continued to adopt legislation to
strengthen the role of key regulators and to foster
competition. A new framework law setting out the
main principles of the functioning of competition and
regulatory authorities is being implemented, although
some by laws are still pending.
The business environment has also been enhanced by
a thorough reform of the justice system. The new
Code of Civil Procedure, in force from September
2013, helps expedite the court processes in
commercial and civil litigation. The new Judicial

Portugal

Organization Act, which aims to enhance the
efficiency and professionalism of court management,
thus accelerating the court proceedings, was approved
in June 2013. An audit of pending debt enforcement
cases has also been carried out, with all backlogged
and inactive cases being closed.
In 2014, Portugal plans to further liberalise
professional services, enhance the regulatory regime
for mergers and acquisitions, reduce the
administrative burden for exports, enhance the
functioning of the single point of contact for firms,
ensure the effective implementation of the zero
licensing project, review expropriation rules and
launch a simplex programme to reduce further the
administrative burden at local level. Approval of the
one in, one out principle took place in May 2014. An
inventory of the administrative burden was finalised
in May 2014 and an analysis of the related costs of
regulations has been presented. The government
defined a plan to cut red tape based on this. Work in
ongoing to expand the scope of the current inventory
to cover additional sectors notably tourism,
construction and agriculture. Portugal is working on
other simplification measures, including the
identification of challenging bureaucracy via on open
online public participation and a newly established
Inter-Ministerial Network for Administrative
Modernisation (RIMA). Also in 2014, Portugal will
implement a new judicial reform that will rationalise
nation's the court network and facilitate the
specialization of judges in several areas of expertise,
namely in enforcement cases.

3.22.7

necessary to address the debt overhang of Portuguese
enterprises and to help ensure access to credit for
viable companies. This situation continues to be
aggravated by long delays in payments, in particular
by the public sector.
Major challenges remain in various areas. Regarding
skills, the current mismatch between the
education/training systems and labour market needs
to be tackled, especially given the high level of
unemployment. Also, more efforts are needed to
create an innovation-friendly environment which
supports the transition towards a knowledge-based
economy. In the energy sector, additional efforts are
necessary to ensure the long-term sustainability, the
elimination of the tariff debt as well as the reduction
of costs of services and excess rents. In the transport
sector, significant parts of the policy agenda,
especially in the railways and ports sector, remain to
be implemented.

Conclusions

Portugal is making progress in enhancing its
competitiveness, though further efforts are needed.
The government needs to maintain reform momentum
after the successful conclusion of the economic
adjustment programme. Full and effective
implementation of the measures adopted is required
to achieve their full potential benefits. This is crucial
to continue rebalancing the economy and to boost its
growth potential.
Significant progress has been observed in the area of
business environment. Although it is too early to
assess their impact, various indicators are showing
positive trends. However, the financing of businesses,
in particular SMEs, remains difficult and costly and
the implementation of a comprehensive strategy is
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3.23 Romania

Romania

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2012)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2012)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.23.1: Manufacturing sectors (GVA at basic prices) - Romania
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Source: Eurostat

3.23.1

Introduction and performance

Romania belongs to the catching-up group of EU
countries in terms of competitiveness performance.
Manufacturing plays an important role in the
economy, accounting for about 30 % of total value
added (as compared with the EU average of 15.5 %).
Manufacturing has grown during the crisis years and
is now the main driver of exports (accounting for
75 % of total exports). Its potential contribution to
growth is, however, hampered by low productivity
and a lack of competitiveness. The price-competitive
intermediate inputs (including labour costs) are still
an important competitiveness factor.
Although manufacturing represents a higher
proportion of total value added in Romania than in
any other Member State, the country has been lacking
a strategy for industry since 2009. In 2013, the
government started work on an industrial policy
document and a strategy for competitiveness. These
efforts were delayed, however, partly due to the lack
of political continuity and resources. (443) According
to the 2014-16 national reform programme, both
strategies should be finalised by the end of 2014.
They are expected to identify the strategic thematic
(443)

The structure and areas of responsibility of the Ministry for
the Economy have been changed a number of times in recent
years, and the Ministry lacks the necessary (human,
technical and financial) resources to meet its current
responsibilities. In light of this, strengthening the Ministry’s
administrative capacity to develop and implement policies
should be of concern.

and sectoral priorities where public support will be
concentrated.

3.23.2

Access to finance and investment

Access to finance for SMEs remains difficult and
expensive. Romania ranks 22nd out of 28 countries in
the 2013 access to finance index (10 percentage
points below the EU average). The average interest
rate for loans up to and including EUR 1 million is
the second highest in the EU. The cost of credit for
small businesses (for loans under EUR 1 million) is
about 17 % higher than for larger firms. A survey
conducted by the National Bank of Romania in 2013
identified the following as the main problems
encountered by SMEs in contracting bank loans: the
cost of credit, collateral requirements, contractual
clauses, bureaucracy and the lack of transparency.
(444) Furthermore, national and EU-funded support
programmes continue to be difficult to access due to
lengthy bureaucratic procedures.
In recent years, public support for SMEs has mainly
taken the form of state guarantees to help businesses
obtain credit from banks. (445) The scheme was
re-launched in 2014, a number of changes having
(444)
(445)

The National Bank of Romania’s survey on non-financial
companies’ access to finance and their resilience to negative
financial conditions, September 2013.
The value of state guarantees for SMEs relative to total
economic activity (measured as the volume of outstanding
guarantees as a percentage of GDP) is comparatively high in
Romania at 1.3 %. This places the country fourth out of the
19 EU Member States included in the 2012 data published
by the European Association of Mutual Guarantee Societies.
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been made to its conditions — specifically as regards
the maturity and price of loans and possible rollovers
— in order to make the scheme more efficient. The
SMEs that were supported by credit guarantee funds
posted better-than-average performance. (446) Other
government measures included the de minimis
scheme for SMEs, a support programme for young
entrepreneurs and a programme to encourage female
entrepreneurship. Nonetheless, some of the
programmes offering support to private companies
continue to be managed inefficiently. (447) Making
these programmes more effective requires not only
efficient management, but also, and crucially, regular
monitoring and evaluation in order to allocate
resources more effectively.
Romania’s risk capital market remains chronically
underdeveloped, and the low level of investment in
new businesses in particular is hampering the growth
of innovative companies. Venture capital investment
has been in constant decline since 2007, falling by
almost 74 % between 2007 and 2012. In 2012,
Romania was the fourth worst performer out of all
Member States in terms of total venture capital
investment. This is the result of both demand-side
and supply-side factors. On the demand side, one of
the main issues is the lack of entrepreneurial skills in
the area of good financial management. Measures to
address this should include support to boost SMEs’
investment readiness and accelerator programmes. On
the supply side, conditions for the development of
early-stage and growth venture capital need to be
made more attractive. This could be achieved by
means of appropriate incentives, support for business
angels networks and investor and entrepreneur
protection legislation.

3.23.3

Innovation and skills

Innovation
Romania lags significantly behind other EU Member
States, including neighbouring countries, in terms of
the level of resources it invests in research and
development (R&D). Businesses’ expenditure on
R&D was equivalent to 0.19 % of GDP in 2012
(almost 86 % less than the EU average, and placing
Romania 26th out of the 28 Member States). The
2014 Innovation Union Scoreboard classifies
Romania as a ‘modest innovator’, ranking it 25th out
of the 28 Member States. Furthermore, its innovation
performance deteriorated between 2010 and 2012
(falling by 5.1 %), which slowed the country’s
convergence. Romania is the worst performing EU
country in terms of the proportion of SMEs
introducing product or process innovations (almost
65 % less than the EU average), which is falling
sharply (-4.2 % less than in 2013).

By the end of 2012, foreign direct investment had
reached EUR 2 138 million (an 18.7 % increase on
2011 levels). A number of state-aid schemes offer
support to large investment projects (in the form of

The government has introduced a number of policy
measures to increase the economy’s capacity for
research and innovation. Some of these are, however,
not yet in place or rarely used. Further action is
therefore needed in this area. Possible measures for
developing firms’ research and innovation capacity
include providing SMEs with tailored high-quality
services to facilitate innovation, supporting
knowledge-based start-ups, funding the development
and launch of new products, and developing
incentives for collaboration between large firms,
innovative SMEs and universities.

(446)

Skills

Investment

(447)
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grants, tax exemptions and green certificates). The
sectors promoted most strongly to foreign investors
are the automotive sector, including manufacturing of
car components, information and communications
technology, renewable energy and construction. The
government is in particular seeking to attract
investment from emerging markets.

The ex-ante assessment of the EU SME initiative presented
data on the performance of Romanian SMEs supported by
credit guarantee funds. The main findings included the
following: (i) the overall return on equity was 23.5 %;
(ii) the interest coverage ratio was above average for SMEs,
at a comfortable level of 2.1; (iii) asset use was also above
average, with an asset turnover ratio of 125 %; and (iv) the
non-performing loan ratio was significantly below the
average level for SMEs (10.9 %, compared to 23.2 % as of
July 2012).
This was the case, for example, with the de minimis scheme.
In 2013, management of the scheme was transferred from
the Ministry of Finance to the Ministry for the Economy.

Romania is suffering from both skills shortages, in
particular in the manufacturing sector, and skills
mismatches. The number of mathematics, science and
technology graduates is above the EU average (as a
percentage of the population), but employment in
knowledge-intensive activities is among the lowest in
the EU. The massive labour force migration and

Romania

‘brain drain’ seen over the last twenty years is
expected to have long-lasting consequences for the
country’s skill base.
Steps have been taken towards setting up a dual
apprenticeship system. A number of pilot projects are
being implemented at the initiative of the private
sector, but government support will be critical for
bringing about a systemic change. As a way of
promoting entrepreneurial education, the government
is running competitions for which students have to
develop business plans. Entrepreneurial skills have
also been included in the curricula and the assessment
criteria for initial vocational education and training.
Similarly, including entrepreneurship, innovation,
marketing and management skills in university
curricula could help to create closer links between
academia and the business world. In addition, the
private sector could become more involved in
teaching activities.

3.23.4

Energy, raw materials and
sustainability

Romania has the fourth most energy-intensive
economy in the EU (with an energy intensity of more
than twice the EU average). This is mainly due to the
size of the manufacturing industry relative to the
economy as a whole and to the high proportion of
energy-intensive industries. Effective action is
therefore needed in these industries in particular, and
incentives could be envisaged to encourage
businesses to become more energy efficient.
The government has given its support to a number of
controversial foreign investment projects in energy
and non-energy raw materials, including a gold
mining project using cyanide and shale gas
exploration, despite serious concerns about
environmental consequences, transparency and
lobbying. The mining law, which has been before
Parliament since 2013, has not yet been adopted.

3.23.5

Access to markets, infrastructure
and services

Access to markets

and design, after-sales service and the distribution
network. They often struggle to perform well on these
criteria due to their low profitability and lack of
business sophistication. (448)
Romania has introduced a number of measures to
improve its export performance. In May 2014, it
adopted a national export strategy for 2014-20.
Effective implementation of the strategy will require
an action plan with clear priorities and an
implementation timeline.
The SME export development programme was
introduced to facilitate access to international
markets. It provides services for trade missions, partfinances participation in international trade fairs,
operates a trade portal and commissions market
studies. There continue to be significant difficulties,
however, in the implementation of these measures,
and no evaluations have been carried out to assess
their effectiveness.
A project to develop integrated export services for
SMEs is being implemented with Swiss support. As
part of this, two pilot regional export centres are
being set up. They will be operational by March
2016. In addition, there are plans for more active
promotion of Romanian exports in the United Arab
Emirates. The challenge is to make these initiatives
sustainable and to extend their scope and
geographical coverage beyond that of the pilot phase.
Overall, the government needs to do more to
coordinate its policies in the areas of export, industry,
innovation and access to finance. Integrated policy
measures are essential in order to allow companies to
increase their value creation and competitiveness.
Measures to promote both innovation and
internationalisation need to be used in combination,
giving support in particular to emerging innovative
business clusters. This approach would also
encourage the creation of companies conceived as
global businesses from day one.
Export costs in Romania are the second highest in the
EU. (449) Almost 30 % of these costs are related to
(448)
(449)

Romania is ranked 101st out of 148 countries for business
sophistication in the World Economic Forum’s 2014 report
on global competitiveness.
The World Bank’s 2013 Doing Business report.

Romanian SMEs’ access to markets is affected by a
number of non-cost factors, including product quality
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Figure 3.23.2: Overall profile of public administration - Romania
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Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

preparing documents. (450) The complexity of the
current export procedures is therefore a challenge.
Infrastructure
Transport infrastructure remains underdeveloped in
Romania and the country lacks a long-term plan
covering all modes of transport. A motorway strategy
for 2014-18 was adopted in December 2013 but the
situation and the needs of the industry had not been
adequately taken into account.

3.23.6

Public administration and business
environment

Public administration
In terms of overall government effectiveness, the
World Bank index ranks Romania as the worst
performer out of all EU Member States. A strategy to
improve the efficiency of the public administration is
being developed for 2014-20.
In 2013, Romania initiated a decentralisation process.
Control of a number of institutions currently
coordinated centrally by the relevant ministries was
to be passed to regional and local councils. (451) A

regional reform was also debated in 2013, but this
would require an amendment to the Constitution. This
process of regionalisation and decentralisation will
have consequences for the country’s medium- to
long-term development and it is therefore essential to
ensure that any reforms introduced do in fact
contribute to achieving its economic objectives. The
success of the process will depend on thorough
preparation, and it would therefore not be advisable to
try to implement measures too quickly. Policies need
to be carefully formulated, and the institutions taking
on new responsibilities need to have developed the
necessary capacities and have the means available to
them in advance of implementation.
Romania has the third lowest uptake of e-government
services by individuals out of all EU countries and
the lowest uptake by businesses. (452) The point of
single contact is difficult to use and a significant
number of administrative procedures cannot be
completed online. An interministerial technology and
economic committee was set up in January 2014 to
implement the EU Small Business Act ‘only once’
principle.
Corruption remains one of the main obstacles to
doing business in Romania. (453) The perception that
(452)

450

( )
(451)
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The preparation of documents takes seven days and costs
USD 410.
The government fast-tracked the decentralisation bill
through Parliament, without debate, in November 2013, but
in early January 2014 Romania’s Constitutional Court ruled
the decentralisation law unconstitutional.

(453)

Take-up of e-government services by individuals aged 24-54
years old is, at 37 %, the third lowest in the EU (compared to
an EU average of 53 %) and take-up by businesses is, at
63 %, the lowest in the EU (EU average: 87 %).
The World Economic Forum’s report on global
competitiveness identifies corruption as the second most
significant obstacle to doing business in Romania.
According to the Eurobarometer 2013 business survey on

Romania

public funds are being diverted and the experiences of
irregular payments and bribes increased over 20082012. (454) As highlighted by the EU anti-corruption
report, public procurement is especially badly
affected. Businesses (455) report a number of
widespread practices, including the involvement of
bidders in the design of proposal specifications,
conflicts of interest in the evaluation of bids,
specifications being tailor-made for particular
companies, and the abuse of provisions allowing noncompetitive or fast-track procedures to be used in
‘emergency’ situations.
Lobbying is not regulated and registration of
lobbyists is therefore not mandatory, nor is there any
obligation on public servants to report contacts with
lobbyists. A draft law regulating lobbying is currently
being discussed in Parliament, and it will be
important to make sure that this is in line with
international best practices.
Taxation
From July 2014 to December 2015, a tax exemption
will be applied to reinvested profit. A 5 % cut in
social security contributions is being envisaged.
Furthermore, ongoing efforts are being made to
simplify the tax system, by identifying taxes that
could be eliminated. Simplifying tax forms and
reporting requirements remains a challenge in order
to reduce the administrative burden related to paying
taxes.
Business environment
Romania is one of the five Member States to have
met the Small Business Act objectives in terms of the
time taken and cost of setting up a company.
Nonetheless, the cumbersome business environment
continues to hamper the non-price competitiveness of
firms. Romania performs poorly in international
comparisons on the ease of doing business, including
when compared with neighbouring countries.
Complex procedures are still in place for obtaining

(454)

(455)

corruption, 81 % of Romanian businesses consider that
favouritism and corruption hamper competitiveness in
Romania (compared to an EU average of 73 %), 65 %
believed that corruption was a problem for their company in
doing business in Romania (compared to an EU average of
43 %), and 64 % considered that patronage and nepotism
were problems (compared to an EU average of 41 %).
Romania ranks 26th out of the 28 Member States for
‘diversion of public funds’ and 23rd on ‘irregular payments
and bribes’ based on the World Economic Forum’s 2014
report on global competitiveness.
Eurobarometer 2013 business survey on corruption.

electricity (for which it is ranked 174th out of 189
countries), dealing with construction permits (136th),
paying taxes (134th) and resolving insolvency (99th).
(456) It is expected that the new law on insolvency,
adopted in May 2014, will make the procedures for
this more effective.
The 2013 memorandum of understanding between the
EU and Romania sets specific conditions for policies
on improving the business environment. A law
designed to enact a number of the principles of the
Small Business Act was adopted in April 2014.
Furthermore, a strategy on SMEs and the business
environment is currently being developed.
The quality of the regulatory framework, and in
particular its transparency and predictability, remain
major concerns. A time limit of 30 working days is
set by law for public consultations. (457) Ministries do
not take a consistent approach, however, and the
consultation procedures are often inefficient and
opaque. In some cases, important legislative projects
have been proposed for adoption without an impact
assessment or public consultation having been carried
out. Moreover, there are also concerns about the lack
of consolidation of existing laws and the absence of
systematic evaluations to ensure that regulations
remain fit for purpose.
The review of the national strategy for better
regulation will be finalised by mid-2014. Given that
implementation of this strategy was very slow in
2008-13, it is important that the revised strategy be
accompanied by an action plan with clear priorities
and a timeline. Efforts are being made to develop a
common methodology for impact assessments, which
is due to be completed in September 2015. The
methodology for the SME test was finalised in June
2014 and the legislation on impact assessments will
be consolidated by the end of 2014. In 2011, the
government launched a comprehensive project to
measure the obligations to provide information
imposed by legislation from 12 ministries. This is due
to be completed in 2014.
The measures mentioned above are still in their early
stages, and have therefore not yet delivered results.
(456)
(457)

The World Bank’s 2014 Doing Business report.
The Small Business Act encouraged Member States to have
a consultation period of at least eight weeks prior to making
any legislative or administrative proposal that would have an
impact on businesses. The Commission applies a
consultation period of 12 weeks.
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Adopting and implementing smart regulation requires
systematic efforts and a long-term commitment.

3.23.7

Conclusions

Romania has the capacity to do more to promote
growth in the medium term, in particular by
streamlining and improving the efficiency of
government policies on economic development. The
various strategies — on competitiveness, industry,
innovation, SMEs and the business environment, and
export — continue to be poorly coordinated.
Competitiveness must be recognised as a crosscutting
issue,
and
measures
promoting
competitiveness must therefore be integrated into
policies in other areas. For this to be possible,
governance structures must be designed so as to
enable and encourage coordination between the
institutions and sectors concerned.
Romania has adopted a number of measures to
support SMEs. On the whole, however, national and
EU-funded support programmes for SMEs remain
difficult to access due to lengthy bureaucratic
procedures. Existing programmes should be evaluated
regularly in order to assess their effectiveness and to
adapt them or allocate resources more effectively
where necessary. At the same time, integrated and
appropriately
targeted
measures
promoting
innovation and internationalisation — with particular
focus on emerging clusters — would allow
companies to improve their value creation and
competitiveness.
The weak administrative capacity and the legal
uncertainty continue to act as major obstacles
preventing improvement in competitiveness and
growth. Steps have been taken to reform public
administration, but their effectiveness will depend on
the strength of safeguards to ensure the
depoliticisation of all levels of public administration.
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3.24 Slovenia

Slovenia

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

N.A. (2007)

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.24.1: Manufacturing sectors (GVA at basic prices) - Slovenia
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Source: Eurostat

3.24.1

Introduction and performance

Despite a substantial increase in growth in the last
quarter of 2013, (458) Slovenia’s economic activity
continued to slow down in 2013, although at a lower
rate than in 2012. Real GDP in 2013 decreased by
1.1 %. Stabilisation is expected only in 2014
(0.8 %)(459). In 2013, real GDP was around 10 %
below its 2008 peak but quarter-on-quarter growth in
all quarters of 2013 was positive, with a particularly
strong pick up in the year’s final quarter. (460) The
relative improvements in Slovenia’s growth rates are
reflected in the sectorial value added in the
manufacturing and construction sectors which were
up in the last quarter of 2013 and on a quarter – on quarter basis-by by 2.1% and 7.7% respectively. ( 461)
After the more pronounced loss in cost
competitiveness at the beginning of the crisis,
Slovenia’s relative position improved in 2013 for the
third year in a row, although it is still lower than
before the crisis. Nevertheless, real unit labour costs
in the Slovenian economy in 2013 were higher than
in 2007 despite lower economic activity. After falling
for five years, Slovenia’s global export market share
of goods increased in 2013 (by 4.1 %), although the
loss is still substantial (-18.7 %) as compared to the
(458)
(459)
(460)
(461)
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Slovenian economic mirror, February 2014.
European Economic Forecast Spring 2014.
Commission staff working document: Assessment of the
2014 national reform programme and stability programme of
Slovenia.
Source: Institute of Macroeconomic Analysis and
Development of the Republic of Slovenia - IMAD Slovenia
Economic Mirror, February 2013.

pre-crisis level. (462) An unfavourable business
environment and a low level of FDI including due to
the high role of state owned and state controlled
enterprises in the economy, also hamper
competitiveness. Slovenia performs exceptionally
well in terms of exporting medium and high-tech
manufacturing goods, and it performs poorly in terms
of exporting knowledge-intensive services. (463) In
order to help making companies more competitive
through structural reforms, Slovenia received relevant
country specific recommendations in the European
Semester 2014. These recommendations address
among other the (continued) need for reform action
on insolvency legislation, length of judicial
proceedings and the number of pending cases,
persisting mismatches between available skills and
job offers on the market as well as on improving the
general business environment through liberalisation
of regulated professions, reduction of administrative
burden, a fully independent competition authority,
better coherence of policy strategies concerning the
competitiveness of companies and more efficient
public administration.

(462)
(463)

Slovenian Economic Mirror, April 2014.
Commission staff working document: Assessment of the
2014 national reform programme and stability programme of
Slovenia.

Slovenia

3.24.2

Access to finance and investment

Access to finance
The banking system continues to be fragile, with an
unprecedented credit crunch affecting mostly SMEs.
The main factors affecting the banking system’s
performance in 2013 were the ongoing debt
repayments to foreign creditors on the wholesale
markets, the adverse economic situation, which
resulted in a sharp contraction in lending activity
(464) and December 2013 asset quality reviews
(AQR), stress tests (ST) as well as the recapitalisation
of banks. In 2013, loans to domestic non-banking
sectors fell by EUR 5.3 billion overall, approximately
four times more than in 2012. This significant
decrease was a consequence of a EUR 3.3 billion
asset transfer made to the BAMC (Bank Assets
Management Company) in December. The continuing
decrease in loans given to domestic non-banking
sectors was caused by banks’ eroded capital base, the
worsening of their asset quality combined with the
high level of company indebtedness, and the
worsening economic environment which lowered
company income and increased risk.
Despite low absorption (465) and some overlaps
between funding programmes, the financial
engineering products offered by the Slovene
Enterprise Fund (SEF) and SID bank have worked
well and significantly helped provide: (1) public
guarantees for bank loans with subsidised interest
rates; (2) direct loans; and (3) micro loans. However,
these instruments alone could not replace low bank
finance and more restrictive bank lending. Equity
instruments are only now being developed and thus
more time is needed before their effectiveness can be
fully assessed.
Support to start-ups and micro enterprises, has been
limited (e.g grants). A significant gap in seed finance
was identified as affecting mostly innovative
companies, and therefore a seed instrument was
launched in mid-June 2014. (466) The reform of the
corporate insolvency framework introduced in
December 2013 should improve the efficiency of
insolvency proceedings, but results are yet to be seen.
(464)
(465)
(466)

http://www.bsi.si/iskalniki/sporocila-za-javnosten.asp?MapaId=202&VsebinaId=16433#16433.
See funding programme of EUR 333 million from the SID
bank. Only EUR 16 million were absorbed.
http://www.podjetniskisklad.si/83/2014/sk50-2014-–semenski-kapital-–-konvertibilno-posojilo-za-zagonpodjetij-v-visini-50000-eur-.html.

Furthermore, the necessary bank recapitalisation that
started at the end of 2013 will only gradually show
results in 2015.
In this context and taking into account SMEs’ high
dependence on bank lending and debt finance in
general, the situation is expected to worsen in 2014
and will continue to negatively affect small viable
companies. Any new instruments will need to also
focus on alternative financing mechanisms, in
particular equity financing, and help increase the
number of start-ups and fast-growing micro
enterprises.
Investment
Given the depletion of both public and banking
sources, foreign investment is an increasingly
important source of external funding, alongside EU
funding. However, the economy continues to be
characterised by low inward foreign direct investment
stock: at only 34 % of GDP in 2012, the level of
inward FDI stock in Slovenia has remained the lowest
among new EU Member States since 2000. (467)
High-quality FDI is important for the economy to
take off again. Foreign investment can also help
increase the low levels of labour productivity. The
lack of a business friendly environment, expressed
e.g. in lengthy and costly procedures for licences (e.g
spatial planning), can explain this poor performance
and has been as such detrimental to both local and
foreign firms.

3.24.3

Innovation and skills

Innovation
Slovenia is an innovation follower, (468) with
performance below but close to the EU average. Its
performance relative to the EU on average has
improved from 85 % in 2007 to 93 % in 2013. Its
relative strengths are in international scientific copublications, R&D expenditure in the business sector,
and public-private scientific co-publications. Its
relative weaknesses are in non-EU doctorate students
and knowledge-intensive services exports. According
to the 2014 Innovation Union Scoreboard, Slovenia
(467)

(468)

With the exception of Romania in 2002-03 and Lithuania in
2008 when their inward FDI stock relative to GDP edged
just below Slovenia’s. Source: Commission staff working
document: Assessment of the 2014 national reform
programme and stability programme of Slovenia .
Source: 2013 Innovation Union scoreboard.
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only ranks as a medium-level performer in terms of
innovation output.
The role of innovation in industrial policy is outlined
in three strategic documents, (469) aiming to increase
productivity and focusing on: environmental
technologies; sustainable mobility; biotechnology;
technology solutions for health and ageing; and key
enabling technologies. Eight Centres of Excellence
and seven Centres of Competence were co-financed
by the ERDF before the end of 2013, and 17
Development Centres of the Slovene Economy are
being co-financed by it until the end of 2014.
There are two challenges in this area. The first one is
related to the gradual growth of the public budget for
R&D despite urgent fiscal consolidation needs and
the sustainability of existing R&D financing
instruments. The second one is linked to improving
research governance and setting clear research
priorities with a stronger focus on knowledge
transfer.
The split in the governance of research and
innovation has resulted in long delays in
implementing the innovation strategy, which puts the
effective and efficient use of available resources at
risk. If it is implemented, Slovenia’s planned Smart
Specialisation Strategy could be an important tool for
the allocation of public funds. Slovenia’s R&D
intensity has increased from 1.66 % in 2008 to
2.47 % in 2011 and to 2.8 % in 2012. This is partly
due to the 100 % tax allowance for R&D. (470)
However, the substantial increase in R&D investment
calls into question the quality of investment; its
impact must be observed in the long term. Slovenia
still lags behind the EU average as concerns patent
applications submitted to the European Patent Office.
(471)
Skills
The skills mismatch remains an important issue. (472)
The tertiary and vocational education systems are
insufficiently geared towards meeting emerging
(469)
(470)
(471)
(472)
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The Research and Innovation Strategy, the National Higher
Education Programme and the Slovenian Industrial Policy
2014-20.
The amount of tax allowances for R&D has increased from
EUR 100 million in 2011 to EUR 184 million in 2012
(Source: IMAD Development Report 2014).
IMAD 2014 development report.
Commission staff working document: Assessment of the
2014 national reform programme and stability programme of
Slovenia.

labour market needs. This is also reflected in the low
percentage of people with high qualifications
employed in manufacturing. (473) This situation has
implications on labour productivity, which lies below
EU average. There is a need to provide additional
skills, such as entrepreneurial skills. Further
amendments to the Higher Education Act are
currently under discussion, and they address the
quality and financing of universities. Moreover, the
employment service is developing ways of assessing
future labour market needs based on a pilot project.
The Ministry of Economic Development and
Technology also runs entrepreneurial-awareness
raising projects targeted at young people. (474)

3.24.4

Energy, raw materials and
sustainability

Slovenia has achieved progress in bringing energy
efficiency gains to businesses and individuals by
implementing several policy initiatives, but its
economy still shows a high level of energy intensity.
This is mainly due to the very high energy intensity
of its transport sector. (475) It is also linked to a longlasting
issue
of
underdeveloped
transport
infrastructure mainly railway that needs special
attention.
Slovenia is below the EU average in terms of the
percentage of SMEs that implement resource
efficiency actions (saving energy, minimising waste,
saving materials and water). (476) There is scope for
further support to businesses to help them economise
resources and consequently save jobs. Support
programmes that help SMEs to implement resource
efficiency could lead to significant savings: targeted
and comprehensive support to SMEs could bring
savings of an average of EUR 8 000 for energy firms
and over EUR 19 000 for environmental
technologies. (477)

(473)
(474)

(475)
(476)
(477)

Source: Eurostat.
UPI — Creativity, entrepreneurship and innovation projects
in elementary schools, high schools and among students;
support to university incubators; start-up grants with
mentoring schemes for start-ups, etc.
Commission staff working document: Assessment of the
2014 national reform programme and stability programme of
Slovenia.
Flash Eurobarometer 381: SMEs, resource efficiency and
green markets, report, fieldwork: September 2013.
Publication: December 2013.
Study on economic and social benefits of environmental
protection and resource efficiency related to the European
Semester, February 2014, Risk & Policy Analysts Limited.

Slovenia

3.24.5

Access to markets, infrastructure
and services

Export performance in 2008-12 has been below the
EU average. During this time, Slovenia has lost
almost a fifth of its market share. Labour-intensive
and low-tech products lost over 30 % of their market
share, while the share of high-tech products increased
by 2 %. (478) This is linked both to cost
competitiveness and to an unfavourable product
specialisation and geographical orientation. The
industrial structure is dominated by low-to-medium
technology and labour-intensive firms, while export
destinations before the crisis included ex-Yugoslavia
countries and Italy, countries which were severely
affected by the crisis. However, in 2013 exports
increased by 2.9 %, and the outlook is positive for
2014 and 2015 as well. The current account has
corrected sharply from a deficit of 7 % of GDP in
2008 to a surplus of 3.1 % of GDP in 2012. An
additional increase in the surplus is expected in 201315.

crafts was adopted and a similar process is being
planned for other sectors and professions in 2014, but
in terms of milestones the process has not advanced
much in 2013.
Significant reforms to the regulated professions are
not expected to materialise before autumn of 2014.
Furthermore, the impact assessment carried out on
deregulating the crafts sector has yet to be completed.
(481) The system of concessions which limits the
number of service providers through quantitative and
territorial restrictions impacts on the choice in terms
of quality and higher costs, and has a negative impact
on the potential growth of the economy. (482)
As a transit country, Slovenia must pay special
attention to its transport infrastructure, which is
currently underdeveloped. It still excessively relies on
private cars. Most large railway and environmental
infrastructure projects co-financed by the cohesion
fund in 2007-13 are delayed due to lengthy project
preparation, permit procedures, and public
procurement. (483)

Measures introduced by the public agency (479) for
promoting internationalisation include: providing
information on web portals; educating companies
about the knowledge needed and steps to be taken
before entering foreign markets; organising inward
and outward business delegations, presentations,
conferences, and seminars; co-financing the activities
of business clubs abroad; co-financing approximately
15 group trade fair visits per year for companies
abroad, organised to help especially SMEs. However,
there has been little change in 2013. The measures are
not part of an overall strategy and there are still no
specific action plans or monitoring schemes.
Ease of access of domestic and foreign service
providers
will
contribute
to
increased
competitiveness. In 2012, the authorities launched a
reform to review the numerous regulated activities
and professions. Despite some improvement in 2013,
there are still many regulated professions. (480) An
inter-ministerial meeting was launched in 2012 in
order to streamline Slovenia’s regulated professions,
improve the business environment, and enhance
competitiveness. A small business act focusing on
(478)
(479)
(480)

IMAD 2014 Development report.
The Public Agency for Entrepreneurship, Innovation,
Development, Investment and Tourism (SPIRIT).
The number of regulated activities and professions
decreased from 323 to 262. , see European Semester SWD

(481)
(482)
(483)

http://ec.europa.eu/economy_finance/economic_
governance/documents/20140224_si_imbalances_epc_report
_en.pdf.
Commission staff working document: Assessment of the
2014 national reform programme and stability programme of
Slovenia.
Commission staff working document: Assessment of the
2014 national reform programme and stability programme of
Slovenia .
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Figure 3.24.2: Overall profile of public administration - Slovenia
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Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

3.24.6

Public administration and business
environment

Efficient public administration is key to improving
the business environment and one of the
Commission’s priority areas. The main focus is on
further use of e-government services; increasing the
use of ICT in public administrations, including for tax
collection systems and the single market points of
contact under the Services Directive; and simplifying
the business environment by reducing red tape and
introducing lighter processes and regulatory systems.
Although there has been progress in modernising egovernment services, there is still a lot to be done to
simplify the business environment.
Concerning
the
mainstreaming
of
industrial/competitiveness policies a lack of
implementation plans with specific and clearly
prioritised actions makes it more difficult to create a
business-friendly environment. Currently, strategic
documents fall under the remit of several ministries
and governmental bodies. The 2013 Industrial Policy
Strategy, which aims to increase the country’s
productivity (484) from the current 60 % to 80 % of
EU average by 2020 in order to close the productivity
gap, has not been implemented. However, the lack of
implementation plans and coordination with other
strategic documents and related policies (like the
(484)
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Value added per employee in manufacturing.

RISS, (485) NHEP (486) and the newly-adopted single
framework document to improve the legislative and
business environment and boost competitiveness)
have not been addressed in 2013. The latter contains
many action areas, including a revised action
programme for reducing the administrative burden by
25 %. However, prioritisation and coherence with
other strategic documents is not yet clear and this
hampers all otherwise positive intentions. The
pending smart specialisation strategy is expected to
address these challenges. The efficiency of the public
administration is also very important for the
absorption of EU funds in the next programming
period (ESIF 2014-20). There is a need to ensure that
the recently re-established Government Office for
Cohesion Policy and Development (reporting directly
to the Cabinet of the Prime Minister) has adequate
administrative capacity to manage the cohesion funds
and reap the full benefits of the programmes. The
Office works with others to ensure more coordination
between strategies and the implementing measures
co-financed by the ESIF.
Further
concerning
the
mainstreaming
of
industrial/competitiveness policies the coordination to
improve regulation is carried out by the prime
minister’s office and an inter-ministerial working
(485)

(486)

The Research and Innovation Strategy of Slovenia (RISS)
defines the R&D priorities for the next decade and aims to
create a high performance research and innovation system
which will improve citizens’ quality of life.
The National Higher Education Programme (NHEP) aims to
upgrade the Slovenian higher education system to a level

Slovenia

group (with the Ministry of Interior in the lead at
first, and now with the Ministry of Economy in the
lead) that reports three times per year. Despite some
progress in the area of governance of better
regulation, strategies and policies are not clear
enough and there is a risk of fragmentation of
responsibilities among different governmental bodies.
The SME test is still in its pilot phase and thus not yet
fully implemented, although the planned online
system will improve its applicability.
On the other hand, Slovenia has performed well in
increasing the use of e-government. As of 2015,
doing business with the government will involve only
e-invoicing; paper invoices are no longer accepted.
Required progress has also been made in the area of
tax collection, as the time needed to comply with tax
obligations (estimated at 260 hours) in Slovenia is a
barrier for the business environment. Slovenia has
also modernised its information systems and
introduced simplifications, for instance in the area of
social security declarations, and the newly-virtual
cash registering system is showing results in
collecting VAT revenue. Slovenia also performs well
in the area of starting up a business. A fully
operational one-stop-shop to start a company is active
and the time required to start a company is below the
EU average, while the cost is virtually zero. (487) The
country has deteriorated its ranking in the World
Bank’s Doing Business report from 31st place in
2013 to the 33rd place in 2014(488). On the other
hand, licencing procedures (e.g. in the area of
construction permits) remain lengthy (489) and costly
and therefore pose barriers to business development,
and investment, including FDI. There are at least 10
steps before a company can get a warehouse building
licence and the costs and time associated with some
licences are significant.
The point of single contact, set up in the framework
of the Services Directive, is far from being completed
as it lacks the possibility to complete procedures
online. Furthermore, the transition to e-procurement
has not been fully achieved; an electronic portal was
launched in 2007 but electronic tenders still cannot be
submitted. Slovenia is one of the few Member States

(487)
(488)
489

( )

that is more consistent with education and skills needs in
general, and in science and engineering in particular.
World Bank Doing Business Report and DG ENTR:
http://ec.europa.eu/enterprise/policies/sme/businessenvironment/start-up-procedures/index_en.htm
World Bank Doing Business Report:
http://www.doingbusiness.org/data/exploreeconomies/sloven
ia
World Bank Doing Business Report.

in which it is not possible to submit tenders
electronically. (490)
In the area of entrepreneurship, Slovenia’s
performance slipped compared to the EU average,
mainly due to consistently low self-employment
(13 % as compared to 15 % in the EU) coupled with
low entrepreneurship (17 %; EU: 23 %). (491)
Historically, tertiary graduates have been mainly
employed by the public sector and large corporations,
who stopped hiring because of the economic crisis.
Getting employed by SMEs may require different or
additional
skills.
The
Youth
Guarantee
Implementation Plan, which was adopted in January
2014 for people up to the age of 29, sets out measures
to fight youth unemployment by providing
traineeships and apprenticeships that would facilitate
education-to-work transitions, and
integrates
entrepreneurship into all levels of education to
empower young people. Improving entrepreneurship
is also one of the objectives of the single framework
document to improve the legislative and business
environment and boost competitiveness.
Some progress has been achieved in increasing the
efficiency of the judiciary system. While a case
management reform on commercial and civil justice
has improved the functioning of the court system, the
length of trials, although reduced, remains long.
Despite this progress, the backlog of enforcement
cases remains high in comparative terms.
Finally, it is worth noting that corruption is one of
Slovenia's most pressing problems that drags down
the economy and hamper international trade, FDI and
cooperation. It is reflected in the inefficiencies of
state-owned
enterprises and poses serious
impediments to the business environment. There
seems to have been a decline in the political drive
against corruption in recent years, amidst allegations
and doubts about the integrity of high-level officials.
(492) Slovenia should take effective measures to fight
corruption,
strengthen
transparency
and
accountability, and introduce external performance
evaluation and quality control procedures. (493)

(490)
(491)
(492)
(493)

Commission staff working document: Assessment of the
2014 national reform programme and stability programme of
Slovenia.
SBA fact sheet 2013.
http://ec.europa.eu/dgs/home-affairs/what-wedo/policies/organised-crime-and-humantrafficking/corruption/anti-corruption-report/index_en.htm.
Council Recommendation on Slovenia’s 2014 national
reform programme.
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3.24.7

Conclusions

Although there are positive signs as far as economic
activity and export growth are concerned, Slovenia’s
economy remains fragile. Bank lending continues to
deteriorate, impacting viable firms and in particular
SMEs. Bank recapitalisation started at the end of
2013, but will only show results in 2015. The
financial engineering products offered by the
Slovenian Enterprise Fund (SEF) and SID bank
worked well, but there is a need to build on new
instruments focusing on alternative financing
mechanisms and attracting more private investment
(to leverage public investment). This would
particularly help start-ups and fast-growing SMEs,
and especially micro-enterprises
Little has been done to improve the business
environment. Bottlenecks identified in some areas,
such as regulated activities and professions or
licencing procedures (e.g. spatial planning or
construction permits) continue to exist. Without
effectively tackling these issues, local as well as
existing and potential foreign companies are hindered
and cost competitiveness improvements will not be
enough for the economy to take off again.
For an improved mainstreaming of industrial policy,
concrete action plans clearly prioritised and coherent
with each other in the areas industrial policy, research
and innovation and upcoming smart specialisation
strategy, are equally important. Those issues,
identified in previous competitiveness reports too,
have not yet been effectively addressed. A clear
regulatory environment will be equally important for
investments both local private and in particular
foreign investments given depletion of public funds.
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3.25 Slovakia

Slovakia

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

N.A. (2007)

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2012)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.25.1: Manufacturing sectors (GVA at basic prices) - Slovakia
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2012

Metals
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Source: Eurostat

3.25.1

Introduction and performance

Slovakia is a small, open economy, well integrated
into the global economy and the single market. Based
on unit labour costs, its industry is among the most
competitive in the ‘catching-up’ group of Member
States. It has a significant export market share in cars
and car components, consumer electronics, and
machinery and metal products. Slovakia has a
competitive advantage in terms of FDI and
technology transfer, production process sophistication
and extent of marketing. However, the short-term
potential for further leaps seems limited. Good
external competitiveness and lower imports brought
the current account into balance in 2012, and the
production of some export-driven manufacturing
sectors reached record levels. Services constitute a
relatively small part of the economy and their
productivity gains are lower than those in the
manufacturing sector. Relatively high electricity
prices, in particular for SMEs, continue to hamper the
competitiveness of Slovak industry.
Manufacturing continues to play a prominent role in
the economy. Capital-intensive and technologydriven industrial sectors such as electronics and
machinery, automotive and transport, and chemicals
and pharmaceuticals, have increased their share in
total EU manufacturing from 0.63 % in 2007 to
0.82 % in 2012. Foreign direct investment has
primarily gone to export-oriented manufacturing and
has significantly contributed to restructuring the
economy. Trade surplus was over 6 % of GDP in
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2013, and Slovakia's share in total EU exports of
goods and services went up from 0.98 % in 2007 to
1.18 % in 2012, with some stagnation at 1.2 % in
2013. The growth of the export market share
increased from 0.9 % in 2012 to 3.9 % in 2013. Main
exports include cars and car components, consumer
electronics, and machinery and metal products. The
proportion of high-tech goods in total exports
increased slightly to 6.6 % in 2011. In comparison to
similar-sized economies in the EU, the domestic
value-added content of exports is relatively low, as
imports are essential for sustaining export capacity.

3.25.2

Access to finance and investment

Slovakia has improved SMEs’ access to finance, but
has made limited progress in moving towards a
financing model based less on grants and more on
financial instruments. According to the World
Economic Forum Global Competitiveness Report
2013-2014, Slovakia has a competitive advantage in
terms of availability and affordability of financial
services, and ease of access to loans, but is
considerably lagging behind in terms of financing
through the local equity market and venture capital
availability. Despite the decrease in lending rates, the
year on year growth of loans to non-financial
corporations turned negative in both 2012 and 2013.
However, the share of loan applications rejected by
banks is still higher than the EU average. There is
limited growth in venture capital financing: of the

Slovakia

three JEREMIE (494) instruments available in the
2007-2013 financing period, only the First Loss
Portfolio Guarantee has become fully operational, and
its effectiveness has yet to be seen. In order to see a
sizeable effect on company investment, given
Slovakia's market size limitation, more ambitious and
effective measures are needed for improving access to
finance,
including
encouraging
cross-border
investment.

3.25.3

Innovation and skills

While Slovakia has made little progress in
encouraging innovation, its smart specialisation
strategy nevertheless identifies the knowledgeintensive sectors that could push the country up on
the value chain. However, the smart specialisation
strategy is only the first step in putting in place a
system that encourages innovation and more
cooperation between academia and the business
sector; its proper implementation is critical for
boosting these sectors and thus leading to economic
growth. The implementation plans are currently being
discussed, but cooperation between ministries is not
smooth and business stakeholders have not been
invited to take part in these deliberations. In addition,
there is a high risk that implementation will attract
only a low level of private investment, while the
incentives for research and development activities
continue to be limited.
Slovakia is well below the EU average in terms of
innovation
performance
(Innovation
Union
Scoreboard) and company spending on R&D (0.25 %
of GDP in 2011). According to the WEF Global
Competitiveness Report 2013-2014, Slovakia has a
competitive advantage in terms of FDI and
technology transfer, production process sophistication
and extent of marketing, but it is considerably lagging
behind in terms of capacity for innovation, firm-level
technology
absorption,
cluster
development,
business-academia collaboration in R&D and
government procurement of advanced technology.
Fragmented R&D measures have had a limited effect
on encouraging companies to use the research
facilities of universities and have reportedly increased
the administrative burden on companies. The
(494)

Joint European Resources for Micro to Medium Enterprises
was an initiative of the European Commission for 2007-13,
developed together with the European Investment Fund; it
promoted the use of financial engineering instruments to
improve access to finance for SMEs.

incomplete legal framework on intellectual property
protection and the university financing system do not
motivate universities to create spin-offs and increase
the number of contracts with companies. The
innovation vouchers programme has finally been
initiated, but its ambition has so far been limited: the
small contracts are just a first step towards fully
fledged R&D activities. The existing competence
centres have made limited progress in encouraging
business-academia cooperation, and the effectiveness
of the incubators programme and the revolving
Innovation Fund has been modest. There has been no
progress in creating an agency for applied research.
The
recent
creation
of
business-academia
collaborative research centres is a more appropriate
and ambitious initiative that has the potential to
become an important tool for encouraging innovation.
There has been limited progress in terms of adapting
the skills base of the workforce to market needs.
Slovakia does not produce an adequate supply of
employable graduates either in science, technical,
engineering and mathematics, or in vocational
education and training. The university financing
system based on headcount puts technical universities
at a disadvantage and does not generate appropriate
incentives for attracting students in science, technical,
engineering and mathematics. ICT, entrepreneurship
and transversal skills, especially management and
marketing, are in high demand but severely lacking.
Although industry needs have not been clearly
quantified, some stakeholders(495) report that some
300 000 technical jobs cannot be filled. Most
initiatives have been ad-hoc and thus not very
ambitious or effective. The existing re-training
courses seem to have targeted neither the right
categories of people nor the right skills. Given that
the public availability of training is limited,
multinational companies have designed and
implemented their own training programmes and
have only recently started to cooperate with
universities on creating some training centres.

3.25.4

Energy, raw materials and
sustainability

Slovakia is one of the most energy-intensive Member
States, due partly to its high share of industry. In
terms of the market functioning of the energy sector,
(495)

The Automotive Industry Association of the Slovak
Republic (ENTR mission to Slovakia, Jan 2014).
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a non-transparent tariff-setting mechanism and the
low accountability of the regulator remain weak
points, despite recent efforts to liberalise the energy
market. Relatively high electricity prices, due to high
network charges, are hampering the competitiveness
of companies, in particular SMEs. The 2014 attempt
to correct the unfair practices of some distribution
companies by introducing price regulation for SMEs
did not address the problem, as the obligations were
applied to both new entrants and operators with a
significant degree of market power. The transport
sector comes second in terms of energy consumption,
and is characterized by an insufficiently developed
public network. The tax on motor vehicles introduced
in 2012 has the potential to improve the energy
efficiency of cars.
Slovakia has made some improvements in crossborder energy connections with Poland and Hungary,
which alleviates some of the upward pressure on
energy prices. However, further measures are needed
in terms of greater transparency and accountability of
regulatory decisions, improving the security of supply
and setting more ambitious targets for energy
efficiency. For geopolitical reasons, a North-South
gas connection in Central Europe is being considered,
which has the potential to considerably improve
energy security in the EU. Even though alternative
funding should be considered, the EU funds for 20142020 remain critical, as measures proposed for EU
financing include: energy audits in enterprises,
renovation of buildings, reducing energy losses in
heat distribution networks etc. In spite of the 2013
amendments of the waste law targeting increases in
the landfill tax, considerable measures are still to be
taken with a view to reach the country's 2020 targets
to significantly decrease landfilling of municipal
waste.

3.25.5

Access to markets, infrastructure
and services

The quality of transport infrastructure remains critical
for the export-oriented manufacturing. The rail and
road transport infrastructure are relatively
underdeveloped. The unit costs of new and/or
renovated infrastructure are high, reflecting poor
planning and inefficient public procurement.
Infrastructure charges for rail transport have been
decreased recently, thus encouraging competition, but
there are still considerable obstacles for new market
entrants, including administrative burden. EU
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structural funding remains the main source of
financing. A transport master plan is being drafted,
aiming at identifying key priorities, in line with the
Trans-European Transport Network.

3.25.6

Public administration and business
environment

The business environment has been deteriorating, in
part due to the introduction of measures increasing
tax compliance. At the same time, Slovakia has made
only limited progress towards supporting fastgrowing firms. According to the World Bank Doing
Business 2014 Report, Slovakia's ease of doing
business ranking and business environment score
have worsened; the tax burden on SMEs has
increased, including through the VAT pre-payment
obligation, and starting a business has become more
difficult – a new procedure involving a financial
guarantee has been added for establishing a limited
liability company. A 2013 SME Survey by the
American Chamber of Commerce in Slovakia
emphasises that recent legislative changes have led to
a sizeable increase in companies' negative opinion on
the business environment, especially concerning
SMEs.
E-government services for companies and one-stopshops (KAMO) are not yet fully operational, and
there are no plans to integrate them with the tax
administration. There is no SME test yet and the
impact assessment for new regulatory and legislative
initiatives is not conducted systematically according
to a unified, thorough methodology. The number of
SMEs accessing e-commerce and foreign markets
continues to be low. In terms of companies' access to
justice, insolvency cases remain lengthy, and
alternative dispute resolution mechanisms are barely
used. No data is collected on the number of cases of
mediation or arbitration. Some of the measures taken
have been appropriate and effective. Setting fixed
transfer fees has made it easier to register property.
Since November 2013, companies' communication
with the authorities has become electronic-only and
registers have been unified, so that companies are not
asked to provide the same information twice. The
protection of investors has been improved by
allowing access to all corporate documents during
trials. Initiatives such as 'helping hand for the young',
organized by the Slovak Business Agency and 'startup weekends' and 'start-up awards' have been
effective in supporting innovative companies with

Slovakia

Figure 3.25.2: Overall profile of public administration - Slovakia
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Time needed to resolve insolvency
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0.8
0.6
0.4
0.2

Cost of enforcing a contract

Cost of starting a company

0.0

Average payment duration from public
authorities

Time to export
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Note:

Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Source: World Bank Doing business; Intrum Justitia; OECD; World Economic Forum; European Commission

high growth potential. However, the measures
supporting start-ups and entrepreneurship have been
fragmented and not very ambitious, thus failing to
create real eco-systems for companies.
Public administration continues to suffer from
governance weaknesses in terms of both quality and
efficiency. Evidence-based policy-making is impaired
by high staff turnover linked to the political cycle,
weak
human
resource
management
and
underperforming analytical capacities. Transparency
and effectiveness in both public procurement and
judiciary proceedings remain serious challenges.
There has been some progress in terms of public
administration
reform.
The
Government
acknowledged the Framework Strategy for Public
Administration Reform in December 2013. The
reform aims at modernising human resources
management, strengthening analytical capacities in
ministries, improving tax management and public
procurement and implementing user-friendly egovernment applications for businesses and citizens.
However, the framework strategy lacks an action plan
with concrete measures accompanied by a timetable
and a budget, and it does not envisage revamping the
Civil Service Act in 2014. Given that reforming
public administration requires serious political
commitment
from
all
parties
involved,
implementation remains critical, with a high degree
of risk. The government has tentatively committed to
adopting an Action Plan for Public Administration
Reform by July 2014.

Slovakia ranks bottom of the EU in terms of the WEF
Global Competitiveness Report indicator 'irregular
payments and bribes', and the situation has worsened
in 2013-2014 compared to 2012-2013. According to
the EU Anti-Corruption Report, 90 % of Slovaks
perceive corruption to be widespread and 21 % have
personally experienced it in the past year. A highly
sensitive and thus difficult point is making the civil
service less vulnerable to the political cycle,
especially in terms of limiting widespread staff
changes. Equally challenging is smooth cooperation
between ministries, for which there is political
willingness, but which is much more difficult to put
into practice. As for the newly-created analytical
capacities, they are not operational in all ministries,
and where they exist, there is as yet no evidence that
they function well and are able to permeate the policy
cycle at all levels. In addition, ministries still have
very weak or non-existent impact assessment and
smart regulation capacities.
In terms of improving the efficiency of the judicial
system, limited progress has been made towards
reducing the length of proceedings. The planned
introduction of electronic communication between
courts and parties could lead to fewer delays and thus
shorter proceedings. A reform of the Code of Civil
Procedure is ongoing, but the amended law is not
expected to come into force before 2016. Further, a
new act on arbitration, expected to come into force in
2014, separates commercial and consumer arbitration
but does not promote alternative dispute resolution
mechanisms. Perceived judicial independence has
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worsened and is the lowest in the EU, and the
capacity of judicial authorities to investigate and
prosecute corruption offences is weak. Similarly,
public confidence in the functioning of the justice
system is low: according to a recent
Eurobarometer, (496)
only 25% of the Slovak
respondents tend to trust the justice system, the
second lowest percentage in the EU.
In terms of public procurement, the effectiveness of
the 2013 reform seems to be rather limited, as no
significant effect has been observed in increasing
transparency of public procurement procedures and
reducing the number of complaints against the
decisions of contracting authorities. On the contrary,
public procurement procedures have become
lengthier, savings have decreased and the use of eprocurement has declined. These shortcomings are
also observed in the implementation of EU structural
funds.

3.25.7

Conclusions

While Slovakia has identified the growth areas that
could boost its competitiveness at global level, the
current mix of measures is insufficient to ensure the
critical mass and the right skills for promoting an
innovative, business-friendly economy. Slovakia has
to step up its efforts to improve the business
environment, especially in terms of alleviating the tax
burden on SMEs, starting a business, and introducing
a systematic impact assessment and SME test for new
legislative initiatives. In terms of the energy market,
the opaque regulatory framework and high electricity
network charges affect the competitiveness of Slovak
companies. Public administration in Slovakia remains
a challenge, especially in terms of human resources
management, insulation from the political cycle and
analytical capacities. As Slovakia's innovation
performance is well below the EU average, it has to
take coordinated measures to improve its capacity for
innovation, firm-level technology absorption, cluster
development, business-academia collaboration in
R&D and government procurement of advanced
technology.

(496)
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Flash Eurobarometer 385: Justice in the EU:
http://ec.europa.eu/public_opinion/archives/flash_arch_390_
375_en.htm.

3.26 Finland

Finland

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

N.A. (2007)

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.26.1: Manufacturing sectors (GVA at basic prices) - Finland
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Source: Eurostat

3.26.1

Introduction and performance

Finnish manufacturing continues to be dominated by
the electronics, metals, chemicals and forestry
industries. It can be noted that recently the chemicals
industry has managed to increase both its production
and exports.
The framework conditions for a competitive economy
are very good. Finnish research, innovation,
education, business environment and public
administration are ranked among the best in the
world. However, the GDP growth forecast for 2014 is
only 0.2 % (497) and labour productivity and export
performance have been disappointing.
The restructuring and downscaling of the electronics
industry has made the gross value added of the
economy significantly lower. In addition, unit costs
(i.e. all costs per unit of output) increased
considerably (60% in 2000-2012) in other industrial
sectors, mostly reflecting rising wages. (498) As the
GDP share of the electronics industry diminished,
lower value added and higher unit costs in other
sectors have had a detrimental effect on total
productivity.
Recent moderate wage agreements are the first steps
towards improved cost competitiveness. So far
exports have reacted slowly, which conforms to a
(497)
(498)
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All forecast figures are from the Commission 2014 spring
forecast. Since then downside risks have increased due to
geopolitical tensions.
Etla, Suhdanne 2013:2.

historical pattern determined by the product
composition. The changed structure of exports
resulting from the decline of the electronics industry,
with fewer final and more intermediate products,
might have contributed to this persistent pattern.
Exports are forecast to grow 2.7 % in 2014, an
improvement on 2013. Overall, the small number of
large exporters with a limited product range has
continued to act as a brake. (499) In the longer run, a
more diversified and flexible economy should be able
to react more quickly, in line with changing demand
conditions.
The innovation performance at firm level provides
several examples of world-class successes, but there
are too few of them. To enhance innovation
performance, investments in research and innovation
need to be exploited more efficiently to produce new
products and services.
In view of the sluggish responsiveness of the
economy, there is scope for further structural reforms
to boost competitiveness. In 2011-2012, Finland was
close to EU average as a reformer. (500)

(499)
(500)

European Economy, Occasional Papers 177, March 2014.
Economic Policy Reforms: Going for Growth 2013, OECD.

Finland

3.26.2

Access to finance and investment

Bank lending
Despite the gradual expansion of venture capital
investment, bond issuance, alternative lending
sources, and crowdfunding, bank loans continue to be
the most important source of external funding.
Finnish SMEs have relatively good access to bank
lending, although about 40 % of firms making use of
external financing have noticed that loan conditions
have tightened and about the same number felt that
access to loans has become more difficult over the
last year. (501) The continuing uncertainty about
export prospects has kept investments low and
external funding has mostly covered working capital
needs.
Venture capital and other finance
To promote the growth of innovative firms, the
government has increased the availability of venture
capital considerably, in particular through fund-offund investments to leverage private equity funding –
partly with asymmetric profit sharing. The EUR 230
million of government investment allocated for 20132017 is expected to raise more than a billion euro in
venture capital investment in total.
Although the tax incentive for business angels
(available in 2013-2015) does not seem to have raised
the amount invested in 2013, more angels have
indicated that they intend to use the facility in 2014.
Angel investment totals about EUR 40-50 million;
total early-stage investment in 2013 was EUR 280
million. (502)
Firm growth is also promoted through a programme
(503) of ten accelerators comprising about 100
portfolio firms in total. About EUR 220 million of
private funding has been raised for these firms in
addition to EUR 70 million of public funding. Several
of the accelerators have raised their own venture
capital funds. The programme also provides
competence development in marketing and
management.
As equity investment in start-ups increases, better exit
opportunities for investors become more important.
(501)
(502)

Suomen Yrittäjät – Finnvera – TEM: Pk-yritysbarometri
1/2014.
Finnish Venture Capital Association and Ministry of
Employment and the Economy.

These have been identified as an area requiring
improvement, including changes in the tax treatment
of listed firms.
Moreover, there has been an industry-led initiative to
standardise the terms of bond issuance in order to
facilitate the access of smaller companies to the
fixed-income market. To the same end, a corporate
bond marketplace was introduced in 2014.
The venture capital incentives together with other
actions aimed at promoting growth finance mean that
access to growth funding should be considerably
improved.
Investment developments
Low business confidence and the uncertain outlook
have limited investment, with gross fixed capital
formation declining since 2012. Investment in
equipment is also likely to fall this year as firms tend
to invest more abroad than in Finland. This partially
reflects the higher cost base, as exporters have been
forced to compress their profit margins as domestic
costs, including wages and energy, have eaten into
their margins. The low level of investment is likely to
limit future growth prospects. (504)

3.26.3

Innovation and skills

Innovation
Finland continues to be among the innovation leaders
in the EU (with Denmark, Germany and Sweden),
although ranked the last of these. The problem areas
are the commercialisation of research, and
internationalisation of the system. (505) Pressures on
future performance include the recent downward
trend in R&D intensity, which requires increased
efficiency of the remaining investments. Lower R&D
investment by businesses and the limits on public
R&D investment mean that the national 2020 target
of 4 % is not likely to be achieved.
To speed up the restructuring of the economy, the
government is focusing its actions on clean
technology and bioeconomy.

(503)
(504)
(505)

The ‘VIGO’ programme, www.vigo.fi
European Commission, Macroeconomic Imbalances Finland
2014, European Economy, Occasional Papers 177, March
2014.
Innovation Union Scoreboard 2014.
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Clean technology actions focus on increasing
investment and creating demonstration projects.
Before the 2014 strategic update, the cleantech
programme had been running for two years with
R&D investment reaching EUR 1 billion per year.
The programme has brought together firms working
in different areas of cleantech, but its achievements
have been limited by the difficulty of
commercialising innovation, in particular finding the
first customers for innovative products and services.
(506) The intention is to address these issues with new
actions from 2014 onwards.
Bioeconomy actions seek to renew and develop
forestry industry competences through cross-sectoral
innovation, venture capital, experimentation, and
training. The demand side is also being addressed
through market development and promoting
sustainability.
The policy measures to improve innovation and
productivity include the ICT 2015 programme, the
forestry industry strategy, and the innovative cities
programme. Further initiatives address sustainable
mining, arctic competencies, health research and
innovation, design, and cultural and creative
industries. To get full policy benefits out of these
programmes, quick feedback and policy adjustment
mechanisms should be available.

Finland initiative. To increase the attractiveness of
Finland
for
foreign
students,
researchers,
entrepreneurs and managers, the government
effectively could increase the effectiveness of the
support services in place, and review the
administrative burden.
The whole ecosystem promoting growth will be
evaluated in about two years’ time. Currently, the
sectors that seem to generate most new
entrepreneurship are ICT (50 %); clean technologies;
and various manufacturing sectors. Many of the new
successful firms are active in mobile device games
and apps, (508) where competition is tough and
product lifecycles short.
Skills gaps
In general, the excellent education system provides a
competitive advantage. Although skills levels are
very high, there are skills mismatches aggravated by
structural change. The looming labour shortages
make it essential that all human potential is fully
used, raising participation rates and closing the skills
gap between young natives and migrants. The
government has announced initiatives to address
these problems. (509)

3.26.4
The government has introduced a new channel for
strategic research, where the priority is to contribute
to produce new solutions for the challenges Finland
faces. This new allocation redistributes some of the
existing EUR 2 billion of R&D funding. However, it
is unclear how close to market this research will be
and to what extent it will facilitate achieving the
commercialisation and internationalisation goals.
The six Strategic Centres for Science, Technology
and Innovation continue to be essential innovation
policy tools that have served existing firms well. (507)
However, changes are being introduced to improve
services for start-ups, and a revision of the number
and specialisation of the centres is being carried out.
To increase the internationalisation of the innovation
system, the government is using the international
connections of Tekes, the Strategic Centres for
Science, Technology and Innovation, and the Team
(506)
(507)
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Ministry of Employment and the Economy data.
The evaluation is available at
www.tem.fi/files/35626/TEMrap_4_2013.pdf.

Energy, raw materials and
sustainability

Energy use and prices
The competitive market for electricity has kept prices
among the lowest in Europe, but risks arise from the
reliance on a single source for gas. Steps towards
diversifying the supply of gas have been taken,
including building a pipeline between Finland and
Estonia, and there is a prospect of a regional liquefied
gas terminal.
Policy is guided by the national energy and climate
strategy seeking to limit the growth of energy use e.g.
in buildings, transport and information technology
infrastructure. A new law on energy efficiency is
being prepared as part of implementing the Energy
Efficiency Directive.
Adaptation to a low-carbon environment entails both
costs and opportunities. Many of the costs arise from
(508)
(509)

Estimates based on Tekes funding.
Europe 2020, Finnish National Reform Programme 2014.

Finland

environmental taxes, in particular on transport fuels.
In 2012, environmental taxes contributed almost
EUR 6 billion (about 7 % of all taxes) to the treasury.
Improved energy efficiency is promoted with
voluntary agreements, used for both firms and public
entities; these could be usefully complemented with
stronger feedback and follow-up actions, helping to
achieve the targets.

for example, licencing rules, the regulation of large
retail premises, and protection of existing firms.
Unfortunately Finland has not made much progress in
this area since 1998, unlike key competitors. (512) The
government’s programme on healthy competition
seeks to improve the situation, particularly in the
retail trade, and its full implementation is an
important aspect of enhancing business dynamics.
(513)

Resource efficiency
Infrastructure
Besides the clean technology and bioeconomy
initiatives, improving resource efficiency relies on the
material efficiency programme, the forestry strategy,
the programme for sustainable consumption and
production, the strategy and action programme for
conservation and sustainable use of biodiversity, and
the national strategy for sustainable development.
The programme on material efficiency builds on
resource efficiency audits and advice. It has been
estimated that a reduction of at least 20 % in the costs
related to resource use could be achieved with a
systematic process. (510) In particular, providing
better support to SMEs and a more streamlined
regulatory environment could bring tangible results.
Other sustainability issues
The current level of environmentally harmful
subsidies is about EUR 4.5 billion per year, of which
EUR 2.7 billion is classified as very harmful. (511)
Reducing these subsidies is part of the government’s
structural reform programme as it would help in
achieving climate and environment policy goals, and
providing incentives for econ-innovation.
There is also a programme, published in April 2013,
for the sustainability of the mining industry. In view
of the environmental risks linked of mining, it would
be useful to evaluate the results of this programme as
soon as feasible, and adapt policies if required.

Productivity-related improvements in infrastructure
include investments in improving railway capacity for
goods traffic towards Russia.
Internationalisation
Traditionally, Finnish SMEs have been part of
international value chains as suppliers to large
domestic firms. This strategy has become less
feasible than before as value chains have become
more global, and as large Finnish firms have
expanded abroad. The economy would benefit if
more SMEs would expand and join global value
chains without the intermediation of large domestic
firms. However, this development is hampered by
risk aversion, lack of relevant competencies and
market knowledge.
To address these deficiencies, promote exports and
attract foreign investment, publicly funded activities
are being brought under a single umbrella, the Team
Finland network. In addition, to boost exports in the
short term, the government has proposed to more than
double the availability of export credit to
EUR 7 billion.

3.26.6

Public administration and business
environment

Entrepreneurship and Small Business Act

3.26.5

Access to markets, infrastructure
and services

Access to markets

Finland has not integrated the Small Business Act as
such into national SME policy. However, the actions
taken under the umbrella of industrial policy and
competitiveness policy cover the priorities of the Act.

The highly concentrated retail sector lacks
competition and businesses face obstacles created by

(512)
(513)

(510)
(511)

Kestävää kasvua materiaalitehokkuudella, TEM 33/2013.
Ministry of the environment, 2013.

OECD (2013), Product Market Regulation Database,
www.oecd.org/economy/pmr.
See the Council Recommendation on the National Reform
Programme 2014 of Finland and delivering a Council
opinion on the Stability Programme of Finland, 2014.
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Figure 3.26.2: Overall profile of public administration - Finland
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Values have been scaled so that the best observation (Member State) gets 1 and the worst gets 0.

Sources: World Bank Doing Business; Intrum Justitia; OECD; World Economic Forum; European Commission

A national model for business transfers to facilitate
the succession process has been developed with the
Federation of Finnish Enterprises. Changes have been
proposed to legislation on debt settlements to help
entrepreneurs with debt problems.
Public procurement legislation will be revised by
2016 to implement the Procurement Directive. To
encourage more SMEs to tender, a working group of
business organisations is trying to identify the most
important issues hindering access to public
procurement. A new smart procurement programme
seeks to increase innovation in the built-up
environment, health and well-being, and energy and
environment. The government has also adopted the
principles of promoting sustainable environmental
and energy solutions in public procurement.
As the 2013 decision to lower the corporate tax rate
to 20 % only applies from 2014 onwards, it is too
early to estimate its effects on competitiveness.
Administrative modernisation
To make e-government services more widely
available, the government is building a National
Digital Services Infrastructure, which will be
operational in 2015. It will facilitate the introduction
of a national common digital identification solution,
and the provision of better user portals for citizens,
businesses and government agencies.

advice on financial problems. An e-service to register
a limited liability company was introduced in 2013.
Reducing administrative burden
The business environment is ranked among the best
in Europe, but recently only limited progress has been
achieved in improving it. (514) To lower the
administrative burden of enterprises, the government
is seeking to simplify licensing requirements, in
particular sector-specific permits and those related to
construction and environment. The Environmental
Protection Act is being revised with a view to
expanding the use of electronic permits and
combining various environment-related ones.
Regional authorities are encouraged to cooperate in
their supervisory and permit policies. Moreover, the
government has pledged to avoid increasing the
administrative burden for the rest of its term.
On other efforts to take competitiveness into account
in all policies, impact assessments are used to
estimate the burden on enterprises created by
legislation, but so far impacts are seldom expressed in
monetary terms. Although the quality of the impact
assessments is evaluated, quality problems are not a
reason for stopping legislation from going forward.
As ministries become more accustomed to doing
assessments, the goal is to raise their quality.

(514)

Meanwhile, the Enterprise Finland portal has been
extended to include all business services and provide
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See ‘Business environment score’ in graph 3.26.1.

Finland

3.26.7

Conclusions

The framework conditions for businesses are good in
Finland, including research, innovation, education,
and public administration. However, recent growth
has been very sluggish, and developments in labour
productivity and exports have been disappointing.
Sustainable, long-term improvements in exports and
growth require a structural change towards a more
diversified economy, with new high value-added
products and services. Such redeployment of
resources is slow and difficult, and improvements in
capacity utilisation, wage moderation and efficient
use of ICT in processes are required to bridge the gap
in the short term.
To regain competitiveness, the government is seeking
to achieve both the short-term improvements, and
long-term structural change. Like many other
countries, it is promoting a change towards
bioeconomy and clean technologies. The effect of
these programmes will depend on how well they can
help Finnish firms to become part of competitive
global value chains, and appropriate value from them.
Numerous reforms and extensive policy initiatives
have been taken, but in some areas progress could be
faster. These include the retail sector, where
restrictions lower investment and productivity.
Reducing environmentally harmful subsidies, and
continuing to improve the energy and materials
efficiency of the whole economy, would bring
tangible short and long-term benefits.
Many of the government initiatives promoting
innovation and growth come under its structural
reform programme, increasing their consistency.
However, the large number of recently introduced
programmes means it is too early to judge whether in
the long run these initiatives contribute to permanent
structural change, leading to a resumption of stronger
growth in productivity and exports. In addition,
effective feedback and adaptation mechanisms would
contribute to policy learning.
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3.27 Sweden

Sweden

Labour
productivity

0

Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)
Investment in equipment as % of GDP (2011-13)

Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.

244

N.A. (2007)
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Sweden

Figure 3.27.1: Manufacturing sectors (GVA at basic prices) Sweden
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Source: Eurostat

3.27.1

Introduction and performance

Manufacturing remains an important generator of
product innovation, export income and prosperity in
Sweden but the economy continues to move towards
services and greater integration of products and
services. The economy has traditionally been based
on a strong manufacturing industry. However, the
services sector has grown in importance and now
accounts for approximately 65 % of growth in value
added. Over 60 % of all firms are active in this sector.
(515)
Swedish manufacturing specialises in capitalintensive industries (e.g. the processing of iron and
steel, pulp and paper), in mainstream manufacturing
(e.g. insulated wire and cable, general and specialpurpose machinery), in technology-driven industries
(e.g. TV/radio transmitters and receivers) and in
chemicals, pharmaceuticals, cars and transport.
Sweden is one of the most competitive economies in
the world with a strong business environment and an
efficient public administration. It has a large and
diversified export market reaching beyond Europe.
The United States is the fourth largest export market.
Exports to Asian countries account for a growing
share of exports.

(515)

3.27.2

Access to finance

SMEs’ access to finance remains good. Finding
customers is the main problem for Swedish SMEs
while access to finance is problematic for only 9 % of
them (EU: 15 %). Sweden continues to exceed the
EU average in this area. (516)
A high proportion of SMEs (70 %) received the
financing they sought (EU: 65 %) in 2013 and only 8
% of applicants were rejected (EU: 13 %). Only 17 %
of surveyed applicants used their most recent loan for
working capital purposes, which shows that the
majority of companies have sufficient internal funds
and/or are generating enough cash flow to finance
their day-to-day business. Banks are generally
considered to be more willing to provide finance to
SMEs than in previous years (+4 %) and business
partners to provide trade credit (+3 %). 12 % of
SMEs have used equity financing, which is
considerably higher than the EU average (5 %). The
situation looks promising as regards future access to
finance, SMEs access to bank loans is expected to
increase by 5 %, trade credit by 3 % and equity
financing by 4 %. (517)
Risk capital has been accessible during the past
decade but mainly for high-tech investments. It has
been more challenging to obtain funding for cleantech and life-science investments and demand for

SCB:s Företagsdatabas.
(516)
(517)

2013 SMEs’ Access to Finance Survey, Analytical Report,
European Commission, 14/11/2013.
Ibid.
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early-stage venture capital has generally been higher
than supply.
ALMI Företagspartner is the main state player in
facilitating SMEs’ access to finance in Sweden. In
2013 it was merged with InnovationsBron, a
specialist in seed capital to innovative companies.
ALMI has 40 offices in the country. It offers credit
(micro-credit, business credit), venture capital,
advisory services and incubation services to SMEs.
InnovationsBron's expertise has now ben harnessed in
their venture capital financing activities.
The ALMI credit fund holds EUR 550 million for
SME financing. They deal with approximately 20 %
of the start-ups in Sweden. In 2013 new lending to
SMEs was EUR 220 million, the commerce sector
being the most heavily financed. ALMI offers loans
to companies where the risks are judged to be greater.
The interest rate is higher than the average bank
interest rates to compensate for the higher risk, which
reflects the fact that the loans complement the private
market. This however allows small companies to get
financing they would otherwise not obtain.
Industrifonden, a foundation that was set up by the
government in 1979, is another important equity
investor in the market. It invests in SMEs in a wide
range of sectors (health, pharmaceuticals, medtech,
cleantech, materials, etc.), in three main areas: life
science, technology and industrial growth.
Industrifonden, as a long-term minority investor (1540 %), operates on commercial terms but always in
partnership with entrepreneurs and other investors.

3.27.3

Innovation and skills

Innovation
The latest figures from Statistics Sweden 2011 show
that spending on R&D is SEK 118 billion or 3.39 %
of GDP. Expenditure on R&D is the fourth highest
of the OECD countries after Israel, Finland and South
Korea.
The research and innovation bill of October 2012 sets
out the priorities for 2012-2016. The overall aim of
the bill is to increase the quality of research, and to
invest in areas of particular interest to business and to
strengthen the links between R&D investments and
economic growth. Funding to research and postgraduate education has been increased. Basic funding
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to universities is competition-based and awarded on
the basis of quality indicators: publications and
citations as well as external funding of research. The
industrially-oriented research institute sector is
further strengthened as a result, contributing to the
competitiveness of industry. In addition, strategic
innovation areas have been launched, in which groups
such as industry, universities, institutes and the public
sector develop innovation programmes jointly for
competitiveness, thereby putting forward solutions to
challenges.
To promote investment in R&D, employer
contributions for staff working in R&D have been
reduced by 10 % as from 1 January 2014 for staff
working in R&D. There is a ceiling of SEK 230.000
per company group and month. In addition, the
government has addressed various proposals, e.g.
residence permits for foreign students to enable PhD
students from abroad to study in Sweden (proposed
by a Committee for Circular Migration and
Development). To attract internationally prominent
researchers, the Swedish Research Council received
funding of SEK 150 million in 2013, which will
increase to SEK 250 million in 2016.
According to the 2014 Innovation Union Scoreboard,
(518) Sweden has the best-performing innovation
system in the EU, followed by Denmark, Germany
and Finland. These countries are the ‘innovation
leaders’ with innovation performance well above the
EU average. Sweden performs well in the category
‘open, excellent and effective research systems’. The
innovation system is open to cooperation with
partners from abroad; researchers are therefore well
connected at international level and the quality of
research output is very high. In the category ‘firm
investments’, Germany and Sweden are the overall
leaders. Companies in these countries invest much
more in innovation activities than in other Member
States.
Innovation performance has improved but at a lower
rate than in many other Member States. Sweden's
performance lead over other EU countries has
declined from almost 50 % in 2006 to 35 % in 2013.
The strength of the Swedish innovation system can be
attributed to:
 natural resources
(518)

http://ec.europa.eu/enterprise/policies/innovation/files/
ius/ius-2014_en.pdf.

Sweden

 global companies in many sectors
 early adoption of new technologies
 effective and transparent governance
 system management skills
The key challenges of the innovation system relate to:
 dependence on a few multinationals
 low levels of growth ambitions amongst SMEs
 imbalance between knowledge creation and
commercialisation (more incentives are
needed)
Up to 70 % of research, development and innovation
(RDI) can be attributed to the business sector. Most
of the RDI outside of the business sector is carried
out by the higher education sector. A small number of
large companies are responsible for much of the
private expenditure - the top 10 companies contribute
55 % of the total amount spent by companies in
Sweden. (519)
AstraZeneca announced in 2012 the closure of two of
its three research centres in Sweden. To compensate
for the closure of the sites, the government has
increased state funding for research, and set up a
research facility for large- scale protein and gene
research, SciLifeLab in Stockholm and Uppsala as
well as a research centre in Södertälje. Additional
measures are being considered.
Skills
Basic skills attainments, as shown by international
surveys, including OECD’s PISA tests, have
continuously fallen since 2000. The integration of
low-educated young people into the labour market
remains one of the main challenges for Sweden. (520)
The PISA 2012 survey, published by the OECD in
December 2013, tested 15-year-olds in reading,
mathematics and science. Around 4.700 pupils from
209 schools did the paper test and 2.500 students took
part in the digital test. Results for Swedish 15-yearolds have worsened in all three topics: reading,
mathematics and science, compared to PISA 2009.
(519)
(520)

New paths to innovation — Vinnova.
Commission Staff Working Document Assessment of the
2014 national reform programme and convergence
programme for Sweden.

Student performance is now below both the OECD
and EU average.
In response to the PISA results, the Swedish
government asked the OECD to conduct a review
providing a deeper analysis of the Swedish education
system. The report will be presented in 2015. The
government has taken several measures, including
establishing a Scientific Council on Education
consisting of experts from various disciplines such as
pedagogy, economics and medicine and decided to
set up a school research institute in 2014. Further
initiatives were introduced in 2011 and beyond and
their full impact is yet to be realised. The government
has also announced a number of reforms and
initiatives in its 2014 Spring Fiscal Policy Bill in a
further attempt to raise the achievement level.
The government has emphasised the importance of
higher education and higher vocational education by
providing additional resources and places. The
number of places in higher vocational education will
be increased by more than 3000 full-time equivalents
during the period 2013–2016. In addition, continued
expansion is provided for medical, dental and nursing
programmes as well as MSc and BSc engineering
programmes.
The 2014 budget bill provides provisions on youth
unemployment and the transition from school to
work. The job guarantee scheme for young people
offers support which includes career guidance,
coaching and work experience. In addition, there are
incentives for companies to take on apprentices as
well as the introduction of the compensation for
expenses. The new apprenticeship reform provides
for financial compensation to apprentices.

3.27.4

Energy, raw materials and
sustainability

Energy
The three largest retail suppliers of electricity produce
about 80 % of the power generated. The major
hydroelectric power plants are mainly located in the
north of the country whilst most of the demand is in
the centre and the south. Good integration of the
system and the hydropower keep electricity relatively
cheap in Sweden. Increases in network costs and
taxes and levies have led to a small net increase in
electricity prices in recent years.
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To create favourable conditions for the development
of renewable energy sources, SEK 210 million has
been allocated for solar cell installations up to 2016
and SEK 10 million per year for an in-depth
evaluation of the effects of wind power on the
environment.
The 2013 budget bill includes additional reform
measures which stress the importance of a vehicle
stock that is independent of fossil fuels and power
systems able to cope with renewable electricity
generation. It also includes several measures to
improve energy efficiency.
Raw materials
Sweden is the leading iron ore producer in the EU.
The overall objective of the Swedish Minerals
Strategy, adopted by the government in 2012, was to
increase the competitiveness of the Swedish mining
and minerals industry in a long-term, sustainable
way. A key impact of the strategy is the involvement
of a range of governmental bodies, industry and other
stakeholders in coordinating issues of strategic
importance to the sector.
There have been a number of initiatives to reach out
to the communities with which the industry has to
interact. Both the authorities and industry have made
efforts to engage local communities in the planning
process, in cases where the reconciliation of differing
interests presents particular difficulties. As an
example, the Norrbotten County Administrative
Board in North Sweden has started to develop a
manual for consultation and communication between
the reindeer husbandry and the mining industries
during the permitting process for mineral exploration
and exploitation. (521)
Sustainability
Sweden, Ireland and France have the lowest CO2
intensity in the EU. It is expected that Sweden will
reach the target of an emission reduction of 40 % by
2020 compared with 1990, thus further strengthening
its position as a Member State with one of the lowest
carbon emissions per capita.
In 2012 12.6 % of energy used in the transport sector
was renewable. However, emissions from the
(521)
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Evaluation and exchange of good practice for the sustainable
supply of raw materials within the EU, March 2014, CSES.

transport sector are high, making up 25 % of national
emissions. The government has carried out a study on
the transport sector's emissions and dependency on
fossil fuels with a view to developing ‘green’
solutions. The super-green car rebate, introduced in
2011, encourages purchases of environmentallyfriendly cars. A super-green car is a passenger car
that meets the latest EU exhaust requirements and
emits a maximum of 50 grams of carbon dioxide per
kilometre.

3.27.5

Access to markets, infrastructure
and services

Access to markets
Business Sweden was created by a merger between
the Swedish Trade Council and Invest Sweden. The
aim of the organisation is to strengthen the image of
Sweden as an attractive business partner, and to make
it easier for Swedish companies to reach international
markets, creating opportunities for small businesses
to grow internationally. A new programme was set
up in 2013 to support companies wanting to go
abroad. SEK 100 million is available in the form of
vouchers to buy consulting services and legal
assistance. The support is available to companies
which fulfil the following criteria:
 2-49 employees
 sales of less than SEK 1 million
 co-finance of 50 %
Infrastructure
Funding for infrastructure is being increased. SEK
522 billion will be spent on infrastructure for the
period 2014 – 2025, an increase of 20 % on the
previous period. Almost half of the funding will be
used to maintain existing infrastructure. SEK 281
billion will be spent to upgrade and develop
infrastructure. Significant resources have been
allocated to the railway system and the construction
of high-speed railway infrastructure. Some parts of
the Swedish rail network are upgraded to a standard
exceeding that of most other rail networks in the EU
with regard to loading gauge and axle-loads. The
heaviest regular freight trains in the EU are operating
in Sweden. In addition, it is envisioned that the
Stockholm underground will be extended.

Sweden

Figure 3.27.2: Overall profile of public administration - Sweden
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Sources: World Bank Doing Business; Intrum Justitia; OECD; World Economic Forum; European Commission

5.

3.27.6

Public administration and business
environment

reduced
and
requirements.

simplified

reporting

A number of innovative programmes have been
launched to simplify the administrative burden:

Public administration
Sweden’s public administration is deemed to be
efficient and performs well on government
effectiveness. (522) One of the objectives of the
Swedish simplification programme for companies is
to decrease and simplify reporting requirements. The
'once only' and 'easy submitting' principles aim to
ensure that businesses need only supply information
once because the public agencies share data. The
submission of data should also be as easy as possible.
The Swedish government wants to change the day-today conditions for businesses for the better. By 2020
businesses should only be required to submit
information once, and to one place, in most cases.
The strategy to improve the business environment has
five focus areas:
1.

lower costs for companies;

2.

simpler procedures for contacting authorities
at regional and local level;

3.

action on proposals for better regulation
from the business sector;

4.
(522)

better impact assessments;

European Commission (2012),'Excellence in public
administration for competitiveness in EU Member States'.

The better regulation hunt covers four sectors where
businesses feel that legislation prevents them from
growing:
hospitality,
transport,
trade
and
manufacturing.
The better regulation forum allows different
municipalities to engage in dialogue and exchange
experiences. The forum enables municipalities to
learn from each other about the effects different
pieces of legislation have on companies.
The simplify programme gives training to municipal
employees on how municipalities can make life
simpler for companies.
Business environment
According to the Global Competitiveness Index of
the World Economic Forum, Sweden is one of the
most competitive economies in the world. (523) It
ranks sixth after Switzerland, Singapore, Finland,
Germany and the United States.
The current lead time to start up a business is 16 days
according to the SBA Fact Sheet and 14 days
according to the World Bank’s Doing Business
(523)

World Economic Forum, Global Competitiveness Report
2013-2014.
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Report. Electronic filing reduces the administrative
lead time by two days on average. A main cause of
delays is the checking of company names. Most
companies send in three suggestions for business
names. The next step is the development of an IT tool
which can check company names before submission
of the request, thus reducing start-up times.
In 2011, Sweden set up a committee to review its
corporate tax system. The committee tabled its final
report in June 2014. Proposed changes include more
limits to interest deductions and the introduction of a
financing allowance for companies.
The corporate tax rate was reduced in 2013 to 22 %
(slightly below the EU average) from 26.3 %
previously (above the EU average). In January 2013,
new legislation reduced the interest deductibility for
intra-group loans, with the aim of reducing corporate
debt that is driven by tax avoidance. In addition, an
investor’s deductibility scheme was introduced in
December 2013, allowing individuals who acquire
shares in a new or expanding SME to deduct half of
the purchase price (up to SEK 650.000 per person and
year) in their tax returns.
An initial preliminary review of the decreased VAT
rate in 2012 for restaurant and catering services
shows that 4.000 new jobs have been created. It is
estimated that each new job costs SEK 1–1.5 million.
It is also understood that prices have gone down and
demand for restaurant has services increased.
Furthermore, the Tax Agency reports that tax evasion
has decreased by SEK 700 million as a result of the
VAT reduction. A fuller evaluation of the VAT
reduction is expected in 2016.

3.27.7

Conclusions

Sweden is one of the most competitive economies in
the world with a strong business environment and an
efficient public administration. Sweden has a large
and diversified export market reaching beyond
Europe. However, Sweden’s export market shares are
declining and companies are facing problems of
weaker demand from traditional export markets. The
economy has traditionally been based on a strong
manufacturing industry. However, the service sector
has grown in importance and now accounts for
approximately 65 % of growth in value added.
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SMEs’ access to finance remains good. Access to
finance is only for 9 % of SMEs the most pressing
problem (EU: 15 %).
According to the 2014 Innovation Union Scoreboard,
Sweden has the best performing innovation system in
the EU. To further enhance investments in R&D,
employer contributions have been reduced by 10 % as
from 1 January 2014 for staff working in R&D. One
challenge to innovation is that just 10 companies
account for 55 % of the total amount companies in
Sweden spend on R&D.
The current lead time to start up a business is 16 days
according to the SBA Fact Sheet, which is above the
EU average. Electronic filing and a new IT tool,
which can check company names before submission
of a request, should help to reduce start-up times.

3.28 United Kingdom

United Kingdom
Position compared to the weakest (=0) and the best (=1) Member State
(either 2007 or the latest available)
* For full explanation, see the methodological annex

Labour
productivity

0

1

latest available -5 years

Labour productivity per hour worked (EU-27=100; 2013)

latest available
Labour productivity per person employed in manufacturing (1000 PPS; 2013)

EU latest available

Exports

Total exports as a % of GDP (2013)
Knowledge-intensive exports (% of total exports; 2012)
Exports of environmental goods as % of all exports of goods (2013)

Innovation

Innovation Union Scoreboard (2013)
R&D performed by businesses (% of GDP; 2012)

N.A. (2007)
Non-financial high-growth enterprises as % of all enterprises (2012)

Energy, raw
materials

Investment and skills

Access to
finance

Industry

Manufacturing GVA as % of total GVA (2013)
SME Access to Finance Index (SMAF; 2012)
Year-on-year growth of loans to non-financial corporations (%; Q1 2014)

N.A.; N.A. (2009)

Investment in equipment as % of GDP (2011-13)
Employment in knowledge-intensive activities (manufacturing and services)
as % of total employment (2012)
% of employees in manufacturing with high educational attainment (2013)
Tertiary graduates in mathematics, science and technology
per 1000 of population aged 20-29 (2012)
Energy intensity in industry and the energy sector
(kg oil eq. / euro GVA; reference year 2005; 2012)
CO2 intensity in industry and the energy sector
(kg CO2 / euro GVA; reference year 2005; 2012)
Electricity prices for medium-sized enterprises excluding VAT
(euro per kWh; 2nd half of 2013)

Public administration
and business
environment

Access to markets,
infrastructure and
services

OECD indicators of product market regulation / services (2013)
Trade integration in the single market (2013)
Satisfaction with quality of infrastructure (rail, road, port and airport)
(1=underdeveloped / 7=extensive and efficient by int'l standards; 2012-13)
% of broadband lines with speed ≥ 30 Mbps (2014)
Time required to start a business (days; 2013)
Number of hours needed to comply with tax return rules across the EU
(2013)
Legal and regulatory framework (0= neg. / 10=pos.; 2014)
Business environment score (1= best and 0 = worst; 2012-13)

Note: Early data for "% of broadband lines with speed ≥ 30 Mbps" refer to 2011.
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Figure 3.28.1: Manufacturing sectors (GVA at basic prices) - United Kingdom
Cars and transport
12,02%

Metals
11,11%

Food, beverages and
tobacco
15,75%

2011

Wood, paper and printing
7,51%

2006

Textiles, apparel and
leather
2,91%
Other
7,73%

Electronics, electrics and
machinery
17,51%
Chemicals, pharma,
petroleum, minerals and
rubber
25,45%

Source: Eurostat

3.28.1

Introduction and performance

The UK maintained and consolidated its growth in
2013 with real GDP growing by 1.7 %. UK
productivity has fallen short of that of other large EU
Member States in recent years. Exports accounted for
31.5 % of GDP and 10.2 % of total EU exports in
2013. The UK is considered to be an innovation
follower as regards innovation.

3.28.2

Access to finance and investment

Access to finance
While progress has been made, access to finance is
still a concern for UK businesses, in particular for
SMEs. (524) The government has responded to this in
two main ways, namely the setting up of the Funding
for Lending Scheme (FLS) and the British Business
Bank.

to UK households and businesses. In April 2013, the
Bank of England and the government announced that
the scheme would be extended to January 2015.
Incentives were targeted more towards SMEs and the
scope was widened to include non-bank credit
providers. In November 2013, the Bank of England
and the government announced that the FLS
extension would focus solely on businesses. It is
estimated that the scheme has increase net lending by
GBP 10.3 billion since it was launched. (525)
In an effort to improve legislation on the ability of
other smaller banks and alternative finance provides
to provide loans to SMEs, the government recently
launched a consultation on the sharing of information
of SME customers with other lenders through credit
reference agencies. The Bank of England is also
considering whether the UK should develop a
national database of credit information. Moreover, the
Financial Services Authority (FSA) and the
Prudential Regulation Authority (PRA) are taking
measures to make the banking sector more
competitive.

Bank lending
The FLS was introduced in July 2012 and is aimed at
providing government-backed guarantees for lending
(524)
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The World Economic Forum Global Competitiveness Report
2013-2014 rates access to finance as the most problematic
factor for doing businesses in the UK while access to finance
is considered the third most pressing problem for UK
businesses according to the 2013 SMEs’ Access to Finance
survey, 14 November 2013 (ECB/European Commission).
The Bank of England Trends in Lending Report April 2014
(p8) also states the growth rate in the stock of lending to
SMEs has been negative for the past four years but has
contracted by less since the start of 2013.

UK businesses noted that it was easier in 2013 to
obtain bank loans in full and an improvement in
SMEs’ perception of access to bank lending in 2013
compared to 2011. (526) Nonetheless, there are still
concerns about SME lending. An updated report by
(525)
(526)

UK National Reform Programme 2014, p38.
Increase ability to obtain loans in full from 48 % in 2011 to
65 % in 2013 according to SMEs’ Access to Finance survey,
14 November 2013 (ECB/European Commission).

United Kingdom

the Office of Fair Trading (527) points out that SMEs
are finding it hard to source alternative finance or
differentiate between the current providers.
Moreover, smaller and newer finance providers to
SMEs were finding it difficult to penetrate the
banking market. A decision on whether to undertake a
detailed investigation of the retail banking market
will be made in the autumn 2014.
Venture capital and other finance
The government set up the British Business Bank in
December 2012, and one year later it increased the
amount pledged for the Bank to GBP 1.25 billion.
The Bank’s aim is to increase the supply of finance
for small businesses in areas where the market does
not work well and to provide greater diversity of
financing options for businesses.
The Bank is currently operating in shadow form
within the UK Department of Business Innovation
and Skills (BIS) pending State aid approval, which
will allow the Bank to become fully operation. It is
expected to become fully operational in autumn 2014.
The Bank will act as a one-stop-shop for non-bank
financing and will bring together the existing
schemes. The main programmes include the
Enterprise Capital Funds, the Investment Programme,
the Venture Capital Catalyst Fund and the Enterprise
Finance Guarantee. The government estimates that
GBP 660 million reached SMEs in 2013 and that 25
000 businesses were benefiting from British Business
Bank programmes at the end of 2013. (528)
The UK has also had positive experience in the
establishment of Financial Engineering Instruments
(FEIs), which are SME investment funds which is
partly financed by EU funds.
Moreover, the devolved administrations in Northern
Ireland, Scotland and Wales operate a number of their
own access to finance schemes for businesses which
complement those operated by the UK government
and the British Business Bank.
Investment
The UK has experienced the lowest level of
investment relative to GDP compared to other major
(527)

(528)

‘OFT update on SME banking market study’ Office of Fair
Trading, March 2014. The Office of Fair Trading and the
Competition Commission merged into the Competition and
Market Authority, as of 1 April 2014.
UK National Reform Programme 2014, p36.

economies with gross capital formation stabilising at
12 % of nominal GDP in 2012. (529)
Some measures have been announced to try to
enhance business investment, such as doubling the
annual investment allowance granted to businesses
for plant and machinery to GBP 500 000 from April
2014 until the end of 2015. This is expected to help
businesses in the agricultural and manufacturing
sectors. Business surveys have indicated improved
conditions for investment growth since the end of
2012 with business investment measuring 8.5% in
2013. (530)

3.28.3

Innovation and skills

Innovation
The UK is classified as an innovation follower
meaning that its innovation performance is slightly
above the EU average. Its strengths relate to
international scientific co-publications, innovative
SMEs collaborating with others and new doctorate
graduates. Relative weaknesses are in the sales share
of new innovations and the proportion of SMEs with
product or process innovations. (531)
Business expenditure as a percentage of GDP
measured 1.09 % in 2012, a moderate decline from
the previous year and below the EU average of 1.3 %.
Driving business innovation in various sectors of the
economy is in fact one of the UK government’s goals
in its innovation strategy.
Tax incentives in R&D are the major form of support
for innovation in the UK. An R&D tax relief for early
stage companies and start-ups has recently been
increased from a rate of 11 % to 14.5 %. In addition
to tax credits, the government encourages R&D
through programmes by the Technology Strategy
Board. Programmes include SME smart and
innovation vouchers; knowledge transfer partners; a
small business research initiative; and a network of
catapult centres. There are currently seven catapult
centres open and another two are due to open in 2015.
An evaluation of the innovation voucher scheme will
be undertaken by the government.

(529)
(530)
(531)

An International Perspective on the UK, ONS April 2014.
UK Budget Report March 2014.
Innovation Union Scoreboard 2014, p70.
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The government will also produce a science and
innovation strategy in autumn 2014. This will provide
a roadmap on how to deliver the government’s long
term commitment to delivering the research and
innovation infrastructure needed to maintain the UK’s
position as a leading player in this field.
Skills
Despite continuous reforms to the supply side over
the last three decades, the UK still finds itself falling
behind various international league tables on basic
skills and qualification achievement. According to the
recent OECD survey of adult skills, (532) the young
adult population (16-24 year olds) scores significantly
below the OECD average.
Economic growth in the UK may be constrained by
the presence of skills shortages and a mismatch
between skills supply and employer demand. In
January 2014, the UK Commission for Employment
and Skills published its employers’ skills survey
which found that around three in ten vacancies are
‘hard-to-fill’. The main reason being shortages in
suitably skilled or qualified workers. ‘Skills-shortage
vacancies’ account for one in five vacancies.
While larger companies tend to provide training or
education, this is not always the case for smaller
companies. It is estimated that just 15 % of employers
offer apprenticeships, many of which are low level
and for over 25 year olds. (533)

The UK is also emphasising apprenticeship schemes.
These were reformed in 2012 and the government has
invested further in them to improve their quality. The
‘trailblazers’ scheme, made up of employers, was
launched to establish new apprenticeship standards
for key sectors of the economy. Apprenticeship grants
will be increased by GBP 85 million in 2014-2015
and 2015-2016 while the Apprenticeship Grant for
Employers (AGE) scheme for SMEs scheme has been
extended to December 2014. This will fund over
100,000 additional incentive payments for small
employers to take on young apprentices. The Welsh
Government has also invested an additional GBP 40
million into the Welsh apprenticeship programme as
part of the 2013-2014 budget agreement. Wales has
been aiming at improving the apprenticeship system
in various ways following the inquiry into
apprenticeships in 2012.
However, better career advice in public schools and a
shift towards advanced apprenticeships, along with a
better perception of such schemes to place them at par
with degrees, would be considered a useful step.

3.28.4

Energy, raw materials and
sustainability

Energy use and prices and resource efficiency

The government responded by implementing several
initiatives to try to better link the education system
with the needs of the workplace. For example through
more relevant qualifications (technical awards for 1416 year olds and technical levels for 16-19 year olds),
greater emphasis on learning useful skills, and greater
employer influence over the content of courses.
Traineeships for 16-24 year olds were also introduced
in 2013 which will focus on basic English and
mathematics and better work preparation.

The government is committed to a carbon price floor
in an effort to stimulate investment in low carbon
infrastructure. This, however, means that the price of
electricity is relatively higher due to the carbon tax
being paid by electricity generators.

Another initiative is the employer ownership pilot, a
GBP 340 million fund to help employers invest
directly in the skills of their workforce by allowing
them to co-invest and design their own skills
solutions. A number of projects have been

In an effort to address this, the government
announced a cap on the carbon price support rate
from 2016-2017 to 2019-2020 to limit the

(532)
(533)
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implemented in the first round and successful bids in
the second round are due to be announced.

OECD Skills Outlook 2013.
State of the Nation 2013: Social mobility and child poverty
in Great Britain.

Energy prices are an issue of concern for businesses.
Surveys have shown that the biggest threat to
manufacturing growth is rising input costs,
particularly the cost of energy. (534)

(534)

EEF Executive Survey January 2014, p15. According to UK
Budget Report March 2014 p31, it is estimated that a typical
energy intensive industry in Britain currently pays almost 50
% more for their electricity than they do in France. It is also
estimated that the cost to businesses of policies to deliver
new low carbon energy infrastructure is likely to increase by
around 300 % by 2020.

United Kingdom

competitive disadvantage British companies may be
experiencing compared with their international
competitors. The government will also extend to
20119-20 the compensation scheme for energy
intensive industries for the indirect costs of the
carbon price support mechanism and EU emissions
trading system. It will also introduce a new
compensation scheme to help these industries with
higher electricity costs. The government has also
been working with industry to produce three energy
sector strategies as part of the Industrial strategy.
These strategies cover oil and gas, nuclear power and
offshore wind. The first two were launched in March
2013 while the offshore wind strategy was launch in
August 2013. (535)
The UK has recently adopted an updated energy act
that will put in place measures to introduce the
electricity market reforms. These reforms aim to
attract GBP 110 billion worth of investment to
replace the current electricity generation capacity and
upgrade the electricity grid by 2020. This will have
an impact on the energy mix and will encourage low
carbon electricity generation.
Other sustainability issues
The UK is supporting the development of carbon
capture and storage technology. A roadmap sets out a
number of measures to ensure that it is amongst the
leaders in such technologies. This includes a GBP
125 million co-ordinated RDI programme. In March
2014, an additional GBP 60 million for new lowcarbon innovation to support CCS technologies was
announced.

3.28.5

Access to markets, infrastructure
and services

Internationalisation
In the five years to 2012 the UK lost approximately
20 % of its export market share in goods and services.
(536) This is likely due to a number of factors, such as
weak demand in the EU market, the weakness of
exports of financial services, difficulty in access to

finance for exports and structural weaknesses relating
to infrastructure and skills.
Exports of goods and services increased by 2.3 % in
2013, which is an improvement on 2012, but still
weak by historical standards. This was underpinned
by an increase in the export of goods and services of
1.4 % and 3.5 %, respectively. (537) While the euro
area still accounts for the majority of UK exports,
(538) exports to non-EU markets are increasing.
UK Trade and Investment (UKTI) focuses on helping
UK businesses to export. It provides various services
and programmes, such as a network of trade advisors
at regional levels to help businesses to export. The
“passport to export” scheme that focuses on assisting
companies to internationalise has been quite
successful. The 2014 budget announced an overhaul
of the UK Export Finance direct lending programme,
doubling it to GBP 3 billion and cutting interest rates
to help firms expand abroad and obtain foreign
contracts. It will also double the finance of UKTI’s
Global Entrepreneur Programme. The UK is also
trying to ensure that businesses make the most of the
preferential treatment resulting from free trade
agreements between the EU with third countries.
Business services
Approximately 78 % of GDP is accounted for by the
services sector while it also represents about 83 % of
employment. In particular, knowledge intensive
services (539) account for approximately one-third of
output and over a quarter of total employment.
However, the UK’s world market share for services
decreased from 7.9 % in 2000-2001 to 6.6 % in 20102011. There appears to have been a decline in most
sectors, particularly, in the UK’s share of the world
market for financial and insurance services industries.
(540) In fact, gross value added from financial and
(536)
(537)
(538)
(539)
(540)

535

( )

UK 2014 National Reform Programme, p77.

Macroeconomic Imbalances UK 2014, European Economy
Occasional Papers 188, March 2014.
Office for National Statistics, UK Trade, April 2014.
The Euro Area accounted for 39% of UK goods and services
exports in 2013 according to the UK Economic Accounts
2013 Q4.
This refers to professional services, financial services,
education,
information
economy,
publishing
and
broadcasting.
Macroeconomic Imbalances UK 2014, European Economy
Occasional Papers 188, March 2014.
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Figure 3.28.2: Overall profile of public administration - United Kingdom
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Sources: World Bank Doing Business; Intrum Justitia; OECD; World Economic Forum; European Commission

insurances services measured 10.7 % of GDP in 2009
but fell to 7.9 % in 2012.
Infrastructure and network industries
One of the main bottlenecks identified in the
economy is the shortcomings in energy and transport
infrastructure. In December 2013, the government
published its national infrastructure plan which
identifies the top 40 priority investments. Capital
investment of GBP 375 billion is planned up to 2020
and beyond. Due to fiscal constraints, the government
aims to attract private investment infrastructure for
the majority of the funds. The government is also
investing in a rail project, High Speed 2, which will
better connect London and northern cities. With
respect to energy, the energy act aims to maintain a
stable electricity supply as coal-fired power stations
are retired as highlighted above. The UK is
considered one of the best performing EU Member
State for the uptake of broadband communications.

3.28.6

Public administration and business
environment

Entrepreneurship and SBA
The UK is considered to have a favourable business
environment. This is reflected in its ranking as one of
the most business friendly countries in a number of

business surveys. (541) It performs particularly well in
protecting investors, paying taxes, trading across
boarders and resolving insolvency but obtaining
electricity and registering property are more of a
challenge. In 2013, the government announced
measures to help the business environment, such as
capping the retail price index increases on business
rates, and abolishing employers national insurance
contribution for under 21 year olds on certain
earnings.
According to the Small Business Act (SBA), the UK
has one of the most competitive business
environments in Europe. Performance is in line with
the EU average in two areas, namely think small first
and single market, and above the EU average in a
number of other areas such as second chance,
responsive administration and internationalisation.
The area in which the UK performs worse than the
EU average is in relation to “entrepreneurship”. This
is mainly due to the perception that a school
education does not provide students with an
entrepreneurial attitude.
Administrative modernisation
The UK performs well on public administration
which is reflected in good scores for indicators such
as the time to resolve insolvency and judicial
independence. It also performs quite well on
(541)

256

World Bank Doing Business Report 2014 and the Global
Competitiveness Report 2013-2014 both rank the UK in 10th
place in their studies.

United Kingdom

perception indexes on corruption. The EU’s 2014
anti-corruption report highlights the fact that 15 % of
businesses believe that corruption is a problem for
their company, compared to the EU average of 43 %
while only 8 % believe that patronage and nepotism
is a problem for companies, compared to the EU
average of 41 %.
However, the UK tends to suffer from a low take up
of public procurement bids by SMEs. While the
proportion of procurement expenditure going to
SMEs measured 10.5 % in 2012-2013 the
government has set itself an ambitious target of 25 %
by 2015. It is interesting to note that in March 2013
the government significantly increased the budget of
the Small Business Research Initiative (SBRI). The
SBRI assists the government in coming up with
innovative solutions. The increased funding is
expected to increase the value of contracts available
to SMEs from GBP 40 million in 2012-2013 to GBP
100 million in 2013-2014.

3.28.7

Conclusions

The UK provides a good business environment which
includes a reliable judiciary, relative ease in paying
taxes and a generally reliable public administration
which is trying to reduce unnecessary administrative
burdens. The government is devoted to achieving a
low carbon emission economy, but it also needs to
address relatively high energy prices for businesses.
The government has introduced initiatives to address
access to finance issues, such as the British Business
Bank and Funding for Lending Scheme. However,
SMEs in particular are still finding access to finance a
challenge. The other main challenges concern
addressing skills gaps and deficiencies in
infrastructure that hinder the business environment. A
number of programmes and policies are being
undertaken to try to address this.

Reducing administrative burden
The Government’s one-in-two-out rule is estimated to
provide savings of GBP 2 for every GBP 1 in
regulatory cost imposed on business. It is monitored
through published biannual progress updates.
Between January 2011 and December 2013 it has
been estimated that GBP 1.19 billion total annual
savings for business was achieved. The Government’s
Red Tape Challenge programme has reviewed the
stock of UK legislation in an effort to eliminate
unnecessary rules or make them less burdensome. So
far 3,000 regulations are being repealed or improved.
In June 2013 the government announced a small and
micro business assessment to reduce disproportionate
burdens of regulation on smaller businesses, which
came into force at the beginning of 2014. (542)
With respect to tax payments, the UK ranks well in
international surveys with respect to paying taxes (543)
with online filing possible for a number of taxes, such
as corporate income tax.

(542)
(543)

Seventh Statement of New Regulation, Department for
Business, Innovation and Skills (December 2013).
World Bank Doing Business 2014 ranks the UK in 14th place
on paying taxes with 8 payments per year taking110 hours.
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4 Annex: Methodology and indicators used
4.1

Definitions of the indicators

Name of Indicator

Definition

Output indicators
Labour productivity and labour costs
Gross Value Added and Gross
Domestic Product

Gross Value Added (GVA) (ESA95, 8.11) is the net result of output
valued at basic prices less intermediate consumption valued at
purchasers' prices. Output (ESA95, 3.14) consists of the products
created during the accounting period. Intermediate consumption
(ESA95, 3.69) consists of the value of the goods and services consumed
as inputs by a process of production, excluding fixed assets whose
consumption is recorded as consumption of fixed capital. The goods and
services may be either transformed or used up by the production
process. GVA is also available broken down by industries according to
NACE Rev. 1.1 in the breakdowns collection. GVA is calculated before
consumption of fixed capital.
Gross Domestic Product (GDP) is the sum of GVAs of industries, plus
taxes minus subsidies.
Private industry is the part of a country’s economy that consists of
privately owned enterprises and is not state controlled, and is run by
individuals and companies for profit. The private sector encompasses all
for-profit businesses that are not owned or operated by the government.
Companies and corporations that are government run are part of what is
known as the public sector.
Constant prices are obtained by directly factoring changes over time in
the values of flows or stocks of goods and services into two components
reflecting changes in the prices of the goods and services concerned and
changes in their volumes (i.e. changes in ‘constant price terms’); the
term ‘at constant prices’ commonly refers to series which use a fixedbase Laspeyres formula.
Current price refers to the most recent period for which an indicator has
been computed or is being computed. However, the term is widely used
to refer to any period that is compared with the price reference or
indicator reference period.
Source: Eurostat

Labour productivity per hour
worked

Gross Domestic Product in Purchasing Power Standards per hour
worked relative to EU-27 (EU-27=100)
Source: Eurostat
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Definitions of the indicators

Labour
productivity
person
employed
manufacturing)

per
(in

Gross Domestic Product in Purchasing Power Standards per person
employed relative to EU-27 (EU-27=100)
Source: Eurostat

Real effective exchange rate

Nominal effective exchange rate deflated by nominal unit labour costs
(total economy) relative to a panel of 36 countries (EU-27 + 9 other
industrial countries: Australia, Canada, United States, Japan, Norway,
New Zealand, Mexico, Switzerland, and Turkey). 1999=100 for all
countries. A rise in the index suggests deterioration in competitiveness.
The figure for each country is calculated against the rest of the countries
belonging to the panel. The EU aggregate figure is calculated against the
non-EU-27 countries belonging to the panel.
Source: European Commission (DG ECFIN)

Real unit labour cost

Real unit labour cost is the ratio of compensation per employee to
nominal GDP per person employed.
Source: European Commission (AMECO)

Unit labour cost

Unit labour costs (ULC) measure the average cost of labour per unit of
output and are calculated as the ratio of total labour costs to real output.
In broad terms, unit labour costs show how much output an economy
receives relative to wages, or labour cost per unit of output. ULCs can
be calculated as the ratio of labour compensation to real GDP. It is also
the equivalent of the ratio between labour compensation per labour input
(per hour or per employee) worked and labour productivity.
Source: OECD

Unit
labour
manufacturing

costs

in

Development (2000=100) of the following ratio: Total compensation of
employees in manufacturing (in nominal values) divided by total valued
added in manufacturing (in constant prices).
Source: OECD

Exports and trade
Country share of total EU
goods and services exports

International trade in goods and services covers both extra- and intra-EU
trade. Extra-EU trade statistics cover the trading of goods between
Member States and non-member countries. Intra-EU trade statistics
cover the trading of goods between Member States. ‘Goods’ means all
movable property including electricity.
Source: Eurostat

Current account adjustment
(% GDP)

Current account adjustment is expressed as the ratio between net balance
of payments and Gross Domestic Product main components at current
prices.
The balance of payments (BoP) is a statistical statement that
systematically summarises, over a given period of time, all the
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transactions of an economy with the rest of the world. The balance of
payments records all economic transactions undertaken between the
residents and non-residents of a country during a given period. A
transaction is defined in the BPM5 as an economic flow that reflects the
creation, transformation, exchange, transfer, or extinction of economic
value and involves changes in ownership of goods and/or financial
assets, the provision of services, or the provision of labour and capital.
Gross Domestic Product (GDP) is the monetary value of all the finished
goods and services produced within a country's borders in a specific
period, though GDP is usually calculated on an annual basis. It includes
all of private and public consumption, government outlays, investments
and exports less imports that occur within a defined territory.
Source: Eurostat
Domestic
exports

value

added

of

Value Added Export Ratio - Total domestic value added share of gross
exports, %.
Source: OECD – WTO; TiVA (Trade in Value Added)

EU unit price of exports

Unit value is the expenditure or value of production of an item divided
by the quantity.
Foreign trade unit value indices are indicators describing price dynamics
of exported and imported goods. The export/import unit value index
characterises changes in the price level of exported and imported goods
within the reporting period against the base period. The unit value index
is a ‘price’ index that measures average value changes in a
heterogeneous cluster of units. Therefore, it may be influenced by
changes both in the composition of this cluster and in individual prices.
Indices are calculated by Eurostat, using a common methodology and
computer programs: monthly raw data are processed at the most detailed
level in order to calculate elementary unit-values defined by trade
value/quantity. These unit-values are divided by the average unit-value
of the previous year to obtain elementary unit-value indices, from which
outliers are detected and removed. Elementary unit-value indices are
then aggregated over countries and commodities, by using the
Laspeyres, Paasche and Fisher formulae. Finally, the Fisher unit-value
indices are chained back to the reference year (2000=100) and are used
to approximate the import and export price movements. Value-indices
are calculated as the percentage change between the trade value of the
current month and the average monthly trade value of the previous year.
These value indices are used to derive volume indices as follows: value
index = unit-value index x volume index. The growth rates of unit-value
and volume indices enable the user to break down value changes into
price and volume components.
Source: Eurostat

Exports of goods and services
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Exports of goods and services consist of transactions in goods and
services (sales, barter, gifts or grants) from residents to non-residents
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(ESA95, 3.128). Exports of goods are to be valued free on board (f.o.b.)
at the border of the exporting country. Exports of services are valued at
basic prices.
http://epp.eurostat.ec.europa.eu/cache/ITY_SDDS/EN/nama_esms.htm
Source: Eurostat
Export revenue / operating
average ratio of SMEs

Export revenue divided by the operating average ratio of SMEs
Revenue is calculated by multiplying the price at which goods or
services are sold by the number of units or amount sold. It is the ‘top
line’ or ‘gross income’ figure from which costs are subtracted to
determine net income.
Operating ratio shows the efficiency of a company’s management by
comparing operating expenses to net sales or revenue. The smaller the
ratio, the greater the organisation’s ability to generate profit if revenues
decrease.
Operating expenses refer to the ongoing cost of running a product,
business or system and is a category of expenditure that a company
incurs as a result of performing its normal business operations.
Source: AMADEUS, own calculations

Extra-EU and intra-EU trade

International trade in goods statistics cover both extra- and intra-EU
trade: Extra-EU trade statistics cover the trading of goods between
Member States and a non-member countries. Intra-EU trade statistics
cover the trading of goods between Member States. ‘Goods’ means all
movable property including electricity measured in volume indices
(2000=100).
Source: Eurostat, CPB World Trade Monitor

Share of high-tech exports

Share (in %) of intra-EU and extra-EU-27 exports of all high technology
products in total intra- and extra-EU-27 exports.
High technology products comprise: Aerospace, Computers office
machines, Electronics-telecommunications, Pharmacy, Scientific
instruments, Electrical machinery, Chemistry, Non-electrical machinery,
Armament.
Source: Eurostat

Total Exports (% GDP)

Value of Intra-EU and Extra-EU exports by Member State as % of GDP.
Source: Eurostat

Trade integration in the single
market

Average value of imports and exports of goods and services in the
calendar year divided by GDP (%).
Source: Eurostat
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Knowledge-intensive exports

This indicator (I) is calculated as:
I = s1e1 + s2e2
where s1 = export values of non-financial knowledge intensive services
divided by total exports of services, s2 = export values of medium and
hi-tech goods divided by total exports of goods (see below),
and where e1 (resp. e2) are values of service (or goods) exports (Source:
Eurostat).
Non-financial knowledge intensive services (s1)
Following the same definition as that used in the Innovation Union
Scoreboard, Non-financial knowledge intensive services (NFKIS)
include the following: passenger and freight services for air and sea
transport, space transport, communications services, insurance services,
computer services, operational leasing services, legal, accounting,
management consulting and public relations, advertising, market
research and public opinion polling, research and development,
architectural, engineering, and other technical business services.
Source: data are calculated from the United Nations Balance of
Payments (exports of services)
Medium and Hi-Tech goods (s2)
Following the same definition as that used in the Innovation Union
Scoreboard, Medium and Hi-Tech goods (MHT) include (SITC rev 3
code in brackets): Synthetic and other man-made fibres suitable for
spinning (266-267), Alcohols, phenols, Carboxylic acids and their
derivatives (512-513), Radioactive and associated materials (525),
Pigments, paints, varnishes and related materials (533), Medicinal and
pharmaceutical products (54), Perfumery, cosmetic or toilet preparations
(553-554), fertilisers (562), plastics (57-58), Insecticides, rodenticides,
fungicides, herbicides, anti-sprouting products and plant-growth
regulators, disinfectants and similar products (591), Explosives and
pyrotechnic products (593), Prepared additives for mineral oils and the
like; prepared liquids for hydraulic transmission; anti-freezing
preparations and prepared de-icing fluids; lubricating preparations (597),
miscellaneous chemical products n.e.s. (598), articles of rubber, n.e.s.
(629), fabrics, woven, of man-made textile materials (not including
narrow or special fabrics) (653), Pig-iron and the like, ingots and other
primary forms, tubes, pipes, hollow profiles, pipe fittings of iron or steel
(671-672-679), power-generating machinery and equipment and
machinery specialised for particular industries (71-72), machine tools
except parts (731-733-737), general industrial machinery and
equipment, n.e.s. (74), office machines and automatic data-processing
machines (75), telecommunications and sound-recording and
reproducing apparatus and equipment (76), electrical machinery,
apparatus and appliances, n.e.s., and electrical parts (77), road vehicles
(including air-cushion vehicles) (78), other transport equipment (79),
sanitary, plumbing and heating fixtures and fittings, n.e.s. (812),
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professional, scientific and controlling instruments and apparatus, n.e.s.
(87), photographic apparatus, equipment and supplies and optical goods,
n.e.s.; watches and clocks (88) and miscellaneous manufactured articles,
n.e.s. (89).
Source: data are compiled from the UN database Comtrade (exports of
goods).
Exports of environmental
goods as % of all exports of
goods

Intra- and extra-EU-27 exports of goods from ‘eco-industries’ divided
by total intra- and extra-EU-27 exports of goods (in nominal values).
The notion of ‘eco-industry’ refers to sectors whose products measure,
prevent, limit, minimise or correct environmental damage. The trade
codes considered to cover eco-industry goods are those identified in the
Ecorys study on the ‘Competitiveness of the EU eco-industry‘ (pages
190/191) of 22 October 2009, carried out for DG Enterprise and
Industry.
Source: European Commission (DG Enterprise and Industry)
calculations on the basis of Eurostat/COMEXT data

Innovation
Innovation Union Scoreboard

Composite indicator built on the basis of 24 indicators (0=lowest
possible performance, 1=maximum possible performance).
Source: Innovation Union Scoreboard 2013; European Commission

Key enabling
(KETs)

technologies

KETs are composed of six core technologies: micro-/nanoelectronics,
nanotechnology,
photonics,
advanced
materials,
industrial
biotechnology and advanced manufacturing technologies.
Source: Calculations by European Commission/ZEW/NIW based on
Patstat and UN Comtrade data

Public R&D expenditure

The indicator covers all R&D expenditures in the government sector
(GOVERD) and the higher education sector (HERD).
Source: Eurostat

R&D performed by businesses
(% GDP)

The indicator covers all expenditures for R&D performed within the
business enterprise sector (BERD) on the national territory during a
given period, regardless of the source of funds.
The data on this indicator are gathered by Eurostat which applies the
guidelines laid out in the Frascati Manual, the ‘Proposed standard
practice for surveys of research and experimental development’ (OECD,
2002).
Note: Gross domestic expenditure on R&D is composed of Business
enterprise expenditure on R&D, Higher education expenditure on R&D,
Government expenditure on R&D and Private non-profit expenditure on
R&D.
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Source: Eurostat
Share of non-financial highgrowth enterprises

Number of enterprises with average annual growth in employment of
10% or more in the last three years (N, N-1 and N-2), divided by the
number of active enterprises of more than 10 employees in year N. Data
exclude finance and insurance activities (NACE section K).
Source : Eurostat; European Commission

Industry
Country
share
manufacturing

in

EU

Share of manufacturing value added by Member State in total EU
manufacturing value added.
Source: Eurostat

Gross operating surplus in
manufacturing as a % of value
added

Gross operating surplus equals value added at basic prices minus:
compensation of employees, mixed income; and other taxes on
Production (net of subsidies on production).
(http://www.oecd-ilibrary.org/sites/9789264067981en/04/01/index.html?itemId=/content/chapter/9789264075108-16-en)
Source: Eurostat

Manufacturing
and
Construction (as % of GDP at
factor costs)

Share of manufacturing and construction in Member States’ total value
added (based on Gross value added at basic prices).
Source: Eurostat

Manufacturing
indices

production

The objective of the production index is to measure changes in the
volume of output at close and regular intervals, normally monthly. It
provides a measure of the volume trend in value added over a given
reference period. The production index is a theoretical measure that
must be approximated by practical measures.
Value added at basic prices can be calculated from turnover (excluding
VAT and other similar deductible taxes directly linked to turnover), plus
capitalised production, plus other operating income plus or minus the
changes in stocks, minus the purchases of goods and services, minus
taxes on products which are linked to turnover but not deductible plus
any subsidies on products received. The division of production in
construction between building construction and civil engineering is
based on the classification of types of construction (CC).
The reference period is year 2010 and the unit is index or percentage
change (%).
Source: Eurostat, Bureau of Economic Analysis (BEA), Ministry of
Economy, Trade and Industry Japan

Member States clustering
Methodology

264

Member states are classified in clusters with similar performance and
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trends. The classification is made in three steps:
1) Selection of the key output indicators.
Coherently with the identified headline output indicators, Member
States are evaluated according to six dimensions, two for each of the
three output indicators (labour productivity, export and innovation).
Two indicators are associated with absolute performance, namely
absolute labour productivity and innovation intensity as calculated by
the Innovation Union Scoreboard. Four indicators are used to evaluate
the trend in Member States performance, on the basis of the evolution of
their performance in a five years period, namely variation of: labour
productivity, value of export, share of export over GVA, performance in
the innovation union scoreboard.
2) Evaluation of the performance. Each Member State receive either a
positive, a neutral or a negative score for each indicator, calculated as
follows:
Absolute
Positive score
performance
(+1)
indicators:
Labour
>120%*EU-28
productivity average

Innovation
intensity

>110%*EU-28
average

Trend
indicators
Positive score
(improving (+1)
performance):
>0 and
All trend
>EU-28 average
indicators
growth

Neutral score
(0)
<120%*EU-28
average but
>80%*EU-28
average
<110%*EU-28
average but
>80%*EU-28
average

Negative score
(-1)
<80%*EU-28
average

<80%*EU-28
average

Neutral score
(0)

Negative score
(-1)

>0 but
<EU-28 average
growth

<0 (negative
growth)

3) Clustering.
Member States are classified according to the above scoring and the
following methodology:
Cluster
Performance indicators Trend indicators
“with high and
improving
Sum >0
Sum >0
competitiveness”
“with high and
stagnating or declining Sum ≥0
Sum ≤0
competitiveness.”
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“with modest but
improving
competitiveness.”

Sum ≤0

“with modest and
stagnating or declining Sum <0
competitiveness”

Sum >0 and
a positive score for at
least two of the three
headlines output
Sum ≤0 or
a positive score for
less than two headlines
output

Source: Eurostat, WTO
Input indicators
Access to finance
Access to bank lending for
SMEs

Score calculated from the Eurobarometer survey data with six indicators
expressed as the percentage of respondents to the following questions:
Net increase in the need for bank loans in the past six months; Not
applying for a loan in the past six months for fear of rejection; Applying
for a loan in the past six months but being rejected, or rejecting the offer
because of too high costs; Net improvement in the availability of loans
in the past six months; Net increase in the size of bank loans in the past
six months; Net improved willingness of banks to provide a loan in the
past six months. 0 indicates the worst possible situation and 1 the best
possible one.
Source: Flash Eurobarometer

Euro Area interest rate for
non-financial corporations

Starting from reference month January 2003, euro area countries report
harmonised MFI interest rate (MIR) statistics to the ECB. The
aggregated cost of borrowing indicators for non-financial corporations is
calculated as a weighted average of rates on short-term and long-term
loans, the short-term weights again including also overdrafts.
Source: ECB;
http://www.ecb.europa.eu/stats/pdf/MIR-Costofborrowingindicatorsmethodologicalnote.pdf?8728f90f2d44cb441a687bfb1b29a0eb

Marginal lending facility

Credit facility of the banking Eurosystem which counterparties may use
to receive overnight credit from a national central bank at a prespecified interest rate against eligible assets.
Source: European Central Bank

Net lending (+) / Borrowing () requirement

The ECB defines difference between savings plus net capital transfers
on the one hand and gross capital formation on the other hand.
Source: European Central Bank

SME Access to Finance Index
(SMAF)
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The SME Access to Finance (SMAF) index provides an indication of
the changing conditions of SMEs’ access to finance over time for the
EU and its Member States. The index is calculated using a baseline of
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EU 2007=100, and so allows comparison between countries and across
time. The base reference of 2007 deliberately provides a baseline before
the onset of the financial downturn. The index comprises two main
elements or sub-indices, access to debt finance and access to equity
finance. These sub-indices are calculated using data from the following
sources: European Central Bank (ECB) for debt; European Venture
Capital Association (EVCA) and European Business Angel Network
(EBAN) for equity; and the EC and ECB’s Survey on the Access to
Finance of SMEs (SAFE), for both sub-indices. The index is a weighted
mean of the sub-indices. The sub-indices themselves are weighted
means of the indicators that comprise them, with the indicators
‘normalised’ to 1. Appropriate values for the weights are defined based
on actual volumes, and on the nature and coverage of indicators. In
general the index largely reflects the importance of debt finance in the
area of access to finance: the debt finance sub-index was set to represent
85% of the SMAF weighting and the equity finance sub-index was set to
represent 15% of the SMAF weighting.
Source: European Commission; SME Access to Finance Index (SMAF)
Year-to-year growth of loans
to non-financial corporations

Year-to-year growth rate of loans to non-financial corporations is annual
growth of the balance sheet item: loans to non-financial corporations
where the balance sheet is a financial statement that summarises a
company’s assets, liabilities and shareholders’ equity at a specific point
in time. The balance sheet must follow the following formula: Assets =
Liabilities + Shareholders’ Equity.
The sector non-financial corporations consists of institutional units
whose distributive and financial transactions are distinct from those of
their owners and which are market producers, whose principal activity is
the production of goods and non-financial services.
The growth rate computations refer to the change of loans in the period
(quarter; year) divided by the total stock of loans at the beginning of the
period.
Data collections are based on a census rather than a sample.
Source: ECB, Federal Reserve, Bank of Japan

Investment, innovation and skills
Availability of high-speed
broadband infrastructure

Percentage of broadband lines with speed above 10 Mbps
Source: European Commission, DG INFSO Communications Committee
Working Document

Changes in the annual growth
rate of GDP compared to the
share of gross fixed capital
formation in total GDP

Comparison of the annual growth rate of GDP with the share of gross
fixed capital formation (GFCF) in the total GDP (the ratio between
GFCF and total GDP). Observed data between 2010 and 2013 have also
been compared with the economic forecast produced by DG ECFIN
(European Commission). GDP and GFCF have been measured at current
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prices, EUR in the EU-27).
Gross domestic product (GDP) is the sum of final uses of goods and
services by resident institutional units (final consumption expenditure
and gross capital formation), plus exports and minus imports of goods
and services. At regional level the expenditure approach is not used in
the EU, because there is no data on regional exports and imports.
Gross fixed capital formation (GFCF) consists of resident producers’
investments, deducting disposals, in fixed assets during a given period.
It also includes certain additions to the value of non-produced assets
realized by producers or institutional units. Fixed assets are tangible or
intangible assets produced as outputs from production processes that are
used repeatedly, or continuously, for more than one year.
Source: AMECO, ECFIN economic forecast
Evolution
of
investment
components in the EU (index)

Evolution of investment components in the EU is measured by the
evolutions of the gross fixed capital formation (GFCF) where GFCF
consists of resident producers’ investments, deducting disposals, in fixed
assets during a given period. It also includes certain additions to the
value of non-produced assets realised by producers or institutional units.
Fixed assets are tangible or intangible assets produced as outputs from
production processes that are used repeatedly, or continuously, for more
than one year. Data have been seasonally adjusted and adjusted by
working days in millions of national currency, chain-linked volumes;
reference year 2005.
Source: Eurostat

Gross capital formation except
dwellings

Gross fixed capital formation consists of resident producers´
acquisitions, less disposals, of fixed tangible or intangible assets. This
covers in particular machinery and equipment, vehicles, dwellings and
other buildings.
Source: Eurostat

Investment

The IHS World Industry Service database defines investment as Capital
Expenditure (CapEx). CapEx includes investments made by
establishments operating in that sector during the reference year, net of
fixed assets sold. The investments covered are those (whether new or
used) with a productive life of one year or more. These assets are
intended for the use of the establishments’ own labour force. Major
additions alterations and improvements to existing assets that extend
their normal economic life or raise their productivity are also included.
This does not correspond exactly to other indicators of investment such
as gross fixed capital formation.
Source: IHS World Industry Service

Investment in equipment as %
of GDP
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Gross fixed capital formation at current prices - equipment (UIGEQ; 3
years aggregate) divided by Gross domestic product at current market
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prices (UVGD; 3 years aggregate).
Source: AMECO, Eurostat
Employment in knowledgeintensive
activities
(manufacturing and services)
as % of total employment

Employment in knowledge-intensive activities (manufacturing and
services) as a % of total employment where knowledge-intensive
activities have been classified by Eurostat:
Knowledge-Intensive Activities (KIAs) are defined as economic sectors
in which more than 33 % of the employed labour force has completed
academic-oriented tertiary education (i.e. at International Standard
Classification of Education or ISCED 5 and 6 levels). They cover all
sectors in the economy, including manufacturing and services sectors,
and can be defined at two and three-digit levels of the statistical
classification of economic activities.
Source: Eurostat, Innovation Union Scoreboard

Infrastructure expenditures per
inhabitant

Sum of investment and maintenance expenditures on rail, road, inland
waterways, maritime ports and airports infrastructure.
Source: OECD International Transport Forum Statistics

Manufacturing employment

Manufacturing employment measures employment expressed in person
in private industry subsection manufacturing. Population and
employment are auxiliary indicators in the national accounts
(macroeconomic indicators, which provide an overall picture of the
economic situation and are largely used for economic analysis and
forecasting).
Source: Eurostat, Bureau of Labour (BEA), Ministry of Economy, Trade
and Industry Japan

Percentage of employees in
manufacturing with
high
educational attainment

Data are calculated from the annual labour force survey using the
International Standard Classification of Education (ISCED), levels 5 and
6 , i.e. employees in manufacturing with first and second stages of
tertiary education.
Source: Eurostat

Difficulties
in
finding
employees with the right skills

Percentage of establishments replying affirmatively to the question
‘Does the management encounter any of the following problems at this
establishment currently: (i) Difficulties in finding employees with the
required skills’.
Source: Eurofund, ‘European Company Survey’ 2013

Tertiary
graduates
in
mathematics, science and
technology per 1000 of
population aged 20-29

Number of new science and technology graduates (levels 5 and 6 of the
International Standard Classification of Education-ISCED97) divided by
20-29 years old population and then multiplying by 1000.
The term ‘science’ includes the following fields of education (ISCED):
life sciences, physical sciences, mathematics, statistics and computing,
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while technology refers to graduates in engineering, manufacturing and
construction.
The indicator includes new tertiary graduates in a calendar year from
both public and private institutions completing graduate and
postgraduate studies compared to the age group of 20-29 years old
population that corresponds to the typical graduation age in most
countries.
Source: Eurostat
Energy and raw materials
CO2 intensity in industry
(including construction) and
the energy sector

CO2 emissions in kg per euro of gross value-added (chain-linked
volumes, reference year 2005, at 2005 exchange rates).
The carbon intensity indicator refers to CO2 emissions in industry
(including construction), from industrial processes and from solvent and
other product use in industry, and CO2 emissions from energy
industries.
The relevant categories are: 1.A.1. (Energy Industries) +1.A.2
(Manufacturing Industries and Construction) + 2. (Industrial Processes)
+ 3 (Solvent and Other Product Use).
GVA refers to NACE sections: C (Mining and Quarrying), D
(Manufacturing), E (Electricity, Gas and Water Supply) and F
(Construction).
Source: European Environmental Agency for the figures on the CO2
emissions. Eurostat for the figures regarding GVA.

Electricity prices for medium
size enterprises excluding
VAT (euro per kWh)

Average half-yearly electricity national price in euro per kWh excluding
taxes, applicable for medium-sized industrial consumers (annual
consumption between 500 and 2000 MWh). The indicator does not
cover small enterprises for reasons of data availability, nor large
enterprises, since the latter often have individual contracts with energy
providers. Prices refer to the second half of the year.
Source: Eurostat

Electricity
intensity
in
industrial sectors of the EU

Electricity intensity is the ratio between the gross inland consumption of
electricity (in MWh) by industries, and Gross Domestic Product (GDP)
calculated for a calendar year.
Source: Eurostat, 2011 annual data. Communication COM (2014) 21
Final

Energy intensity in industry
(including construction) and
the energy sector

Energy consumption in kg of oil equivalent per euro of gross valueadded (chain-linked volumes, reference year 2005, at 2005 exchange
rates).
Due to data availability and to the structure of the Eurostat database on
energy and national accounts and of European Economic Area
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greenhouse gas inventories, the indicators of energy and carbon intensity
include a broader, consistent definition of industry and provide
information for all Member States (with the exception of Malta) for the
most recent available year. Both aggregates (energy consumption and
emissions) are related to the consistent gross value added data at
constant prices (2005 as the reference year).
For ease of comparability between sectors and countries, energy
intensity is measured as the ratio between consumption and total gross
value added in the energy sector and industry (including construction
and the non-energy sector). In particular, energy intensity calculations
refer to final energy consumption in industry (including construction),
final non-energy consumption (i.e. for chemical reduction activities) and
consumption in the energy sector.
Energy consumption refers to: B_101800 Final energy consumption in
industry (including construction) + B_101600 Final Non-energy
consumption + B_101300 Consumption in Energy Sector.
GVA refers to NACE sections C: Mining and Quarrying, D:
Manufacturing, E: Electricity, Gas and Water Supply and F:
Construction.
Source: Eurostat (‘environment and energy’ and ‘national accounts’)
Environment
Protection
Expenditures in industry (% of
GDP)

The Classification of Environmental Protection Activities (CEPA 2000)
distinguishes nine environmental domains: protection of ambient air and
climate; wastewater management; waste management; protection and
remediation of soil, groundwater and surface water; noise and vibration
abatement; protection of biodiversity and landscape; protection against
radiation; research and development and other environmental protection
activities. Industry excludes recycling.
Source: Eurostat

Licence and patent revenues
from abroad as % of GDP

The export part of international transactions in royalties and licence
fees.
Source: Eurostat, Innovation Union Scoreboard

Access to markets, infrastructure an services
OECD indicators of product
market regulation / services

The OECD Indicators of Product Market Regulation measure the degree
to which policies promote or inhibit competition in selected markets.
The database includes both economy-wide indicators as well as
indicators on regulation in key network and services sectors. The values
range from 0 (least restrictive) to 6 (most restrictive). Data is available
for 1998, 2003, 2008 and 2013, but not all years are available for all
countries.
Source:
OECD;
Product
www.oecd.org/economy/pmr

Market

Regulation

Database;
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Satisfaction with quality of
infrastructure

Average mark given by business executives in a World Economic
Forum survey to the quality of rail, roads, ports and airports (1 =
underdeveloped; 7 = extensive and efficient by international standards).
Source: Global Competitiveness Report 2013-14 of the World Economic
Forum.

Services
economy

in

the

overall

Share of economic sectors in total gross value added (at basic prices)
belonging to the NACE categories: A+B; C+D+E; F; G+H+I; J; K;
L+M+N+O+P+Q
Source: Eurostat, National Accounts

Public administration and business environment
Business environment score

Score calculated from World Bank Doing Business data with seven
indicators: Starting a business, Dealing with construction permits,
Registering property, Getting credit, Protecting investors, Enforcing
contracts and Resolving insolvency. Each indicator is normalised to a
figure between 0 and 1, where 0 is the worst possible Member State
performance and 1 the best one. The country score for a given year is a
simple average of the seven figures.
Source: World Bank Doing Business

Legal
and
framework

regulatory

Average evaluation (0 = negative; 10 = positive) of the statement ‘The
legal and regulatory framework encourages the competitiveness of
enterprises’ in an IMD survey of businesspeople.
Source: IMD (International Institute for Management Development)

Licenses

The indicator measures the time (in days) required to obtain licenses
following the Commission’s methodology and models, i.e.: the licences
required for 5 ‘benchmark’ model companies: Hotel with a restaurant,
Plumbing company, Wholesale or retail distributor, Manufacturer of
steel products, Manufacturer of small IT devices.
Sources: Graph adapted by the European Commission based on the
study ‘Business Dynamics: Start-ups, Business Transfers and
Bankruptcy’, Final Report, January 2011

Number of hours needed to
comply with tax return rules
across the EU

Time is recorded in hours per year. The indicator measures the time
taken to prepare, file and pay three major types of taxes and
contributions: the corporate income tax, value added or sales tax, and
labour taxes, including payroll taxes and social contributions.
Source: PWC Paying Taxes 2014

Performance
in
business
environment indicators
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Calculation made on the basis of World Bank Doing Business data with
seven indicators: Starting a business, Dealing with construction permits,
Registering property, Getting credit, Protecting investors, Enforcing
contracts and Resolving insolvency.
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Source: World Bank Doing Business 2013
Time and cost to start up a
company

Time:
The measure of time for start-up procedures includes all steps necessary
from the entrepreneur’s submission of the official application to start the
registration procedure until the company is in possession of all the legal
permits, certifications and documentation to be fully operational.
Advice, training and support in for drafting business plans or any other
support service that may be provided is not to be considered part of the
administrative procedure unless it is an integral part of the registration
process.
Cost:
The cost of setting up a company must include all the fees and costs
associated with the procedures referred to in the previous point plus any
certificates from third parties that are required for the registration
process. It will not include any form of capital that the company may be
required to set aside as long as these funds remain in the possession of
the future firm.
Source: European Commission;
http://ec.europa.eu/enterprise/policies/sme/files/support_measures/startups/sec_2007_129_en.pdf

Time taken for payments by
public authorities

Effective payment duration in days.
Source: European Payment Index by Intrum Justitia

Public administration scoreboard
Governance, rule of law and corruption
Government effectiveness

The Worldwide Governance Indicators summarise information from 30
existing data sources on views and experiences of citizens,
businesspeople and experts in the public, private and NGO sectors.
Government effectiveness captures perceptions of the quality of the
public service, its degree of independence from political pressures, the
quality of policy formulation and implementation, and the credibility of
the government’s commitment to such policies (scale 0 to 100, 100 =
best).
Source: World Bank Worldwide Governance Indicators (2013; 2009)

Corruption

Diversion of public funds
The indicator is based on the weighted average score of the following
Executive Opinion Survey question: ‘In your country, how common is
diversion of public funds to companies, individuals, or groups due to
corruption? (1 = very common; 7 = never occurs)’.
Source: World Economic Forum, Global Competitiveness Report (2013-
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2014; 2008-2009)
Irregular payments and bribes
The indicator is based on the weighted average score across the five
components of the following Executive Opinion Survey question: ‘In
your country, how common is it for firms to make undocumented extra
payments or bribes connected with (a) imports and exports; (b) public
utilities; (c) annual tax payments; (d) awarding of public contracts and
licences; (e) obtaining favourable judicial decisions. In each case, the
answer ranges from 1 (very common) to 7 (never occurs)’.
Source: World Economic Forum, Global Competitiveness Reports
Capacity
Public finances

Quality of medium-term budgetary frameworks
The index on the quality of medium-term budgetary frameworks takes
into account both the existence and properties of national medium-term
budgetary frameworks and the preparation and status of Stability and
Convergence Programmes. The index captures the quality of the
medium-term budgetary framework through five criteria: (i) existence of
a domestic medium-term framework, (ii) connectedness between the
multi-annual budgetary targets and the preparation of the annual budget,
(iii) involvement of national parliaments in the preparation of the
medium-term budgetary plans, (iv) existence of coordination
mechanisms between general government layers prior to setting the
medium-term budgetary targets for all government tiers, and (v)
monitoring and enforcement mechanisms of multi annual budgetary
targets.
Source: European Commission
Government investment as a share of total government expenditures
Total general government expenditure is defined in ESA-95 §8.99 by
reference to a list of categories: intermediate consumption, gross capital
formation, compensation of employees, other taxes on production,
subsidies, payable property income, current taxes on income, wealth,
etc., social benefits, some social transfers, other current transfers, some
adjustments, capital transfers and transactions on non-produced assets.
General government investment comprises: (i) gross fixed capital
formation; and (ii) capital transfers. General government gross fixed
capital formation (ESA95 code P.51) consists of resident producers'
acquisitions, less disposals of fixed assets during a given period plus
certain additions to the value of non-produced assets realised by the
productive activity of government producer or units. Fixed assets are
tangible or intangible assets produced as outputs from processes of
production that are themselves used repeatedly, or continuously, in
processes of production for more than one year. Capital transfers (D.9)
involve the acquisition or disposal of an asset, or assets, by at least one
of the parties to the transaction. Whether made in cash or in kind, they
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should result in a commensurate change in the financial, or nonfinancial, assets shown in the balance sheets of one or both parties to the
transaction. Adjustments for taxes assessed but never collected are
recorded as negative revenue (D.995).
Source: Eurostat
Strategic
thinking
implementation capacity

and

Strategic capacity
The ‘strategic capacity’ indicator is based on qualitative assessment by
country experts based on a standardised survey in which the two aspects
— influence of strategic planning and scholarly advice — are weighted
on a unified scale between 10 (applicable) and 1 (not applicable).
Source: Bertelsmann Stiftung, Sustainable Governance Indicators
Effective implementation
The indicator is based on qualitative assessment by country experts
based on a standardised survey in which the sophistication of the seven
aspects is weighted on a unified scale between 10 (applicable) and 1 (not
applicable). The seven aspects are government efficiency, ministerial
compliance, monitoring of line ministries, monitoring of agencies and
administrations, task funding, constitutional discretion and the existence
of standards of public services.
Survey questions:


To what extent can the government achieve its own policy
objectives?



To what extent does the organisation of government provide
incentives to ensure that ministers implement the government’s
programme?



How effectively does the government office/prime minister’s
office monitor line ministry activities with regard to
implementation?



How effectively do federal and subnational ministries monitor
the activities of bureaucracies/executive agencies with regard
to implementation?



To what extent does the central government ensure that tasks
delegated to subnational self-governments are adequately
funded?



To what extent does central government ensure that subnational
self-governments may use their constitutional scope of
discretion with regard to implementation?



To what extent does central government ensure that subnational
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self-governments realise national standards of public services?
Source: Bertelsmann Stiftung, Sustainable Governance Indicators
Quality of
framework

the

regulatory

Utilisation of evidence-based instruments
The indicator is based on qualitative assessment by country experts
based on a standardised survey in which the sophistication of the three
aspects is weighted on a unified scale between 10 (applicable) and 1 (not
applicable). The three aspects are: the application of the regulatory
impact assessment (RIA) in general; the quality of the RIA process,
which should respect a number of criteria such as participation of
relevant stakeholders, transparent communication of RIA results to the
public, and evaluation of the RIA process by an independent body on a
regular basis; and the conduct of effective sustainability checks within
the framework of the RIA.
Source: Bertelsmann Stiftung, Sustainable Governance Indicators

Enterprise -friendly design in key areas
The use of information and
communication technology:
from document-centric to
data-centric administrations

User-centricity of e-government services to start a company
The user-centric e-government indicator (ranging from 0 to 100)
measures the availability of e-government services, their connectedness
and their user-friendliness through a user journey approach using the
concept of life event (well defined user need).
Source: European Commission
User-centricity of e-government services for regular business
operations
The user-centric e-government indicator (ranging from 0 to 100)
measures the availability of e-government services, their connectedness
and their user-friendliness through a user journey approach using the
concept of life event (well defined user need).
Source: European Commission

Starting a business
obtaining licences

and

Time required to start a company (in days)
Calculation methods can be found in document in SEC (2007) 129.
Source: European Commission, based on information provided by
Member States.
Cost required to start a company (in EUR)
Source: European Commission, based on information provided by
Member States. Calculation methods in SEC (2007) 129.
Average number of days it takes to obtain licences in Europe
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This indicator is based on aggregated data concerning licences required
to open five different activities: manufacture of steel products;
manufacture of small IT devices; a hotel with a restaurant; a plumbing
company; and wholesale or retail distributor. From the pilot survey
‘Business Dynamics: Start-ups, Business Transfers and bankruptcy’,
January 2011. The survey was carried out in 2010 with a limited number
of respondents (two in the case of Malta), which may have skewed the
results. An extended survey is being carried out in 2014.
Source: European Commission
Public procurement

Government procurement as a driver of business innovation
Based on the replies to the question: ‘Has your company been involved
in the public procurement of innovative solutions since January 2011?’
Source: Flash Eurobarometer 394.
Payment times for public authorities
Average time taken in payments from public authorities (in days)
Source: Intrum Justitia

Tax compliance

Number of hours needed to comply with tax return rules across the
European Union
Time is recorded in hours per year. The indicator measures the time
taken to prepare, file and pay three major taxes and contributions: the
corporate income tax, value added or sales tax, and labour taxes,
including payroll taxes and social contributions.
Source: World Bank Doing Business

Trade facilitation and customs
administration

Time it takes to export (in days)
The time needed for export is measured in calendar days. The time
calculation for a procedure starts from the moment it is initiated and
runs until it is completed. If a procedure can be accelerated for an
additional cost and is available to all trading companies, the fastest legal
procedure is chosen.
Source: World Bank Doing Business
Cost of exporting
Cost measures the fees levied on a 20-foot container in U.S. dollars. All
the costs associated with completing the procedures required to export
goods are taken into account. These include the costs for documents,
administrative fees for customs clearance and technical checks, customs
broker fees, terminal handling charges and inland transport.
Source: World Bank Doing Business Report
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Efficiency of civil justice

Time needed to enforce a contract (days)
Time is recorded in calendar days, counted from the moment the
plaintiff decides to file the lawsuit in court until payment. This includes
both the days when actions take place and the waiting periods between.
Source: World Bank Doing Business
Cost of enforcing a contract (% of claim)
Cost is recorded as a percentage of the claim, assumed to be equivalent
to 200% of income per capita. No bribes are recorded. Three types of
costs are recorded: court costs, enforcement costs and average attorney
fees. Court costs include all court costs that Seller (plaintiff) must
advance to the court, regardless of the final cost to Seller. Enforcement
costs are all costs that Seller (plaintiff) must advance to enforce the
judgment through a public sale of Buyer’s movable assets, regardless of
the final cost to Seller. Average attorney fees are the fees that Seller
(plaintiff) must advance to a local attorney to represent Seller in the
standardized case
Source: World Bank Doing Business
Time to resolve insolvency (years)
Information is collected on the sequence of procedures and on whether
any procedures can be carried out simultaneously. The period of time is
measured from the company’s default until the payment of some or all
of the money owed to the bank. Potential delay tactics by the parties,
such as the filing of dilatory appeals or requests for extension, are taken
into consideration.
Source: World Bank Doing Business
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4.2

Methodological note on the graphs in the country chapters

Introductory graph
The graphs combining data for each country C are intended to show all the chosen competitiveness indicators so
that for a given indicator I, the least performing country C1 receives a score of zero and the best performing
country C2 receives a score of 1. Hence the country graphs will show a normalised indicator:

( )

(( )
( ( )

( ))
( ))

For example, take I= labour productivity per hour worked and C= Germany. Then I(C)= 123.9 in 2012, I(C1)=
46.2 and I(C2)= 183.9 thus I’(C)=0.6.
The calculation is generally presented for 2008 and 2013 or the nearest available dates.
The graph on the overall profile of public administration
The same method as above is used for each variable in this graph, although only for one year (the latest
available).
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