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1. EXECUTIVE SUMMARY

1.1. The objective and methodology

The objective of this case study is to perform an ex-post evaluation of the policy
instruments implemented by the Operational Programme ERDF Innovative Economy
2007-2013 addressed to SME innovation and growth. The scope of the analysis is 26
policy instruments that are specifically targeted at SMEs.

Following the realist approach of theory-based impact evaluation?, this case study, first,
analyses the intervention logic of the implemented strategy by identifying the barriers
and specific instruments that tackle those barriers and, second, discusses the main
achievements and the mechanisms that facilitate or hamper them. The data comes from
the monitoring system provided by the Managing Authorities, Polish Central Statistical
Office, strategic and programming documents, annual implementation reports, evaluation
studies and other literature, complemented by 27 face-to-face interviews with broad
range of actors carried out during the period of March-April, 2015.

1.2. Context

Since Poland joined the European Union in 2004, it has been successfully catching up
with the ‘old’ EU member countries. The Polish economy has been converging to EU-15,
being the only EU economy that avoided a recession in 2008-2010. The economic crisis
in Europe did not dampen the ongoing convergence. The country has benefited from low
labour costs that stem from the low starting wages of a catching up economy and
product specialisation that is biased towards low- or medium-low-technology goods.

However, in terms of innovation and R&D, Poland lags behind the Czech Republic and
Hungary - its two closest regional peers. Expenditure in R&D increased over the recent
decade, but remains low when compared to the EU average. The share of private sector
which is known to have higher returns than public sector in R&D spending is particularly
low. Moreover, R&D expenditures are concentrated in a few regions in Poland, including
Mazowia (where the capital city Warsaw is located), Malopolska and Wielkopolska.

Concerning innovation, SMEs in Poland are less inclined than their EU peers to collaborate
with each other; to innovate in-house; and to introduce any type of innovation, either for
products and processes or marketing and organisational. They also perform less well in
turning new products or processes into sales revenues.

Another weakness is related to low rankings of Polish universities and public research.
Many university programmes do not meet demands of the industry, professors are
underpaid and the research is mainly published in Polish, thus it does not get read or
used abroad. In addition, industry has weak links with research institutions that do not
translate into investments and joint projects.

1.3. Programme intervention logic

Against this background, OP Innovative Economy is the most extensive public scheme in
Poland tailored to support innovation, with over EUR 5 billion allocated for SMEs. OP
Innovative Economy aims at innovation-based growth through investing in innovative
products and processes, facilitating technology transfer, stimulating the business
environment, revamping the ICT infrastructure and improving cooperation between
academia and the private sector. The majority of policy instruments in the OP Innovative
Economy are targeted only or particularly on SMEs.

The analysis of the OP policy mix suggests that that there were too many policy
instruments. As a result, the support was dispersed among these instruments instead of
focusing on support for innovation and R&D. The largest interventions in terms of the
allocation were investments with high innovative potential and support to investment of

! For details of the applied methodology see the Inception Report and the First Intermediate report.



great significance to the economy. From the disaggregated analysis on the firm level it
appears that policy instruments for innovation were mainly spent on capital investment
for technological absorption.

To ensure additionality of ERDF?, all projects required co-financing by SMEs. R&D
projects included cooperation between research entities and enterprises with an objective
of commercialization and implementation of R&D results, as well as grants for R&D
equipment and laboratories in firms and support to intellectual property right protection.
Only limited amount of the OP was spent on equity-based financial instruments. To a
smaller degree, OP supported cooperation among Polish SMEs through technology parks,
clusters and innovation centres. Finally, OP facilitated exports by providing advice and
legal services necessary to enter foreign markets and grants for business missions and
participation in trade fairs.

In terms of mode of delivery, grants were by far the most common form. It seems that
the wide use of grants is unjustified in the case of capital investment grants and projects
in their later stages of innovation process. Grants should have been complemented by
loans, given that these types of projects have stable and predictable cash that facilitates
loan repayment.

1.4. The main findings of the case study are:

e In the period 2007-2015 OP Innovative Economy supported approximately 13
thousand SMEs, representing around 1 percent of the total SMEs in Poland. More
than half of all agreements were signed with micro enterprises, 28 percent with
small enterprises and over 20 percent with medium enterprises.

e The beneficiaries of the OP operate in different sectors and are located across the
whole country.

e In terms of technological intensity of OP beneficiaries, it is important to
distinguish between industry and services. In industry, 63 percent of firms
operate in low and medium-low technology sectors. The industries in this group
include manufacturers of rubber and plastics products, wood and paper products,
furniture, food and beverages, and textiles. On the other hand, more than 50
percent of beneficiaries in services operate in high-tech knowledge intensive
services. These services included primarily computer programming, consultancy,
information service activities, as well as telecommunications and scientific R&D.

e There is some evidence suggesting that the ERDF support has had a positive
impact on innovation and R&D in Poland. One evaluation study finds that more
than half of recent growth in R&D expenditure as a share of GDP is driven by
structural funds. It also finds that the recent increase in the share of high-tech
products in Polish exports is driven mainly by the ERDF funds. However, we stress
that this evidence is limited (i.e. based on one evaluation study) and should be
confirmed by other studies.

e Evidence on innovation from the monitoring system is scarce. In particular, no
summary indicator on innovation is available from the monitoring system. For
example, an indicator on the number of firms that implemented innovation is only
available for one priority axis.

e The introduced innovations were mainly product and process innovations, while
the beneficiaries were mainly medium-size firms characterized by a well-
established market position, with no concentration on particular sectors.
According to the declarations of beneficiaries, one third of innovations were new
to the world.

e It appears that OP also enhanced R&D activities in SMEs. 42 percent of OP
beneficiaries that did not performed R&D activities before the OP claim that
engaging in R&D is a direct consequence of the OP intervention. When
implementing results of R&D, firms additionally mobilized EUR 240 million, which

2 Co-financing is required by all OPs supporting SMEs.



accounts for approximately 4% in total expenditure of Polish firms on R&D?3. This
indicator is probably underestimates the total private spending on R&D because it
only represents one policy measure of OP?.

e OP fails to achieve the expected employment effects. An expected 7 thousand of
new jobs in SMEs by the end of 2015 is far below the targets of the monitoring
system. Nevertheless, beneficiaries of the OP seem to be more positive about the
employment effects, claiming that the average employment is growing.

¢ The mechanisms and conditions that facilitated or hampered the above
achievements in Polish SMEs included reorientation in their business models
towards innovation, the project selection criteria, bureaucracy, network effects
and the quality of business support institutions. It seems that achievements in
innovation were fostered by a behavioural change in firms-beneficiaries.
Interviews suggest that many beneficiaries are now competing through
innovation, instead of competing based on low costs. A group of innovation
leaders has emerged who are not afraid to build up their competitive advantage
on innovation. To ensure that the projects were able to provoke anticipated
changes in the beneficiary SMEs it was necessary to set the relevant criteria for
project evaluation and choose the right experts for their assessment. Bureaucracy
related to the OP implementation is considered by beneficiaries as an important
obstacle to obtain the support. Cooperative relations and cluster cooperation
proven to be crucial for knowledge diffusion, but still Polish SMEs lack much social
capital. Finally, business support institutions despite significant investments in
their infrastructure and capacity offered services that were simple, supply-driven
and not based on the needs of SMEs.

1.5. Conclusions and lessons learned

The case study of OP Innovative Economy provides interesting lessons for the policy
makers on the role of ERDF in the support of SMEs.

First, the analysis of the OP policy mix shows that OP Innovative Economy is a step
forward when compared to the OP Improvement of the Competitiveness of Enterprises in
the previous financial framework (2004-2006) in that is it is more focused on innovation.
Examples of successful policy instruments to support innovation include technological
credit (N 11) and investments with high innovative potential (N 12). However, some
experts® have criticised the OP policy instruments for innovation in that they were mainly
spent on capital investment for technological absorption. In our view, importing
innovations from abroad was an efficient strategy for Poland given its current stage of
development. In particular, the adoption of existing technologies by firms is a direct
reflection of the fact that there is still substantial scope for catching up with the global
technological frontier.

Second, the implementing bodies, and in particular PARP played an important role in
projects implementation. Besides setting the criteria for project evaluation, they were
responsible for organizing the assessment of projects to be financed by the OP, signing
the agreements with the beneficiaries, managing funds, monitoring the realization of the
OP, carrying out the evaluations, as well as communication and promotion of the OP
among the potential beneficiaries. However, their risk aversion and bureaucratic
procedures limited the effectiveness of the public intervention.

Third, in many cases the available evidence is very scarce and not systematic. The
monitoring system does not produce a summary indicator on innovation and is biased to
output indicators (e.g. number of projects). It should be also completed with additional
indicators e.g. the returns from implemented innovation. Moreover, many evaluation
studies lack rigorous methodology and do not include control groups, which means that
they are unable to assess the actual additionality of each public zloty spent

3 Own calculations, based on GUS, accessed at http://strateg.stat.gov.pl/Home/Strateg.
4 Again, no common indicator is available.
5 See e.g. World Bank report (2013).



Finally, ERDF supported industrial firms that operate in low and medium-low technology
sectors. In our view, supporting low-tech sectors is an efficient strategy given that it
brings productivity gains. Our view is based on the evidence from the recent EBRD report
(2014) showing that for countries still far removed from the technological frontier
introducing innovation in low-tech sectors might actually yield the highest returns in
terms of productivity gains. This is because firms in these countries manage to increase
labour productivity by absorbing and benefiting from technologies developed elsewhere.
Therefore, even though high-tech industries are the main growth drivers in developed
economies, support for low-tech industries brings about more significant changes for the
economies such as Poland.
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2. CONTEXT AND BACKGROUND

2.1. Socio economic context

This section briefly describes the socio-economic context in
Economy operates.

Figure 1. Location of Poland

which OP

Innovative

Since Poland joined the European Union in 2004, it has been successfully catching up
with the ‘old” EU member countries. As a result of strong economic performance, Polish
GDP per capita, based on purchasing power party (PPP) has been converging to the EU-
28 average (See Figure 2). In 2013 GDP per capita in PPP amounted to 67 percent of the

EU-28 average.

Figure 2. Polish GDP per capita in PPP in 2004-2013
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Source: own elaboration on Eurostat data

The economic crisis in Europe did not dampen the ongoing convergence. Poland remains
the only EU economy that avoided a recession in 2008-2010. In 2013 GDP growth rate
has slowed down to 1.6 percent in Poland, but was still higher than the average in the EU
(0.1 percent). Studies show that large cash transfers from the EU cohesion policy
supported the economy in the crisis years and have increased GDP growth on average by

0.4 to 0.8 percent a year®.

6 See e.g. Gorzelak and Kozak (2010).
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Over the recent years the Polish economy has largely benefited from low labour costs.
According to Eurostat, average labour costs in Poland amounted to EUR 8 per hour in
2013 as compared to EUR 24.6 in the EU-28. Low labour costs stem from the low starting
wages of a catching up economy and Poland’s product specialisation that is biased
towards low- or medium-low-technology goods. However, as Poland moves up the
income ladder, cost competitiveness will deteriorate in the future.

Labour productivity has improved over the recent years substantially, but not enough in
order to catch up with more advanced EU countries. According to Eurostat, in 2012
average labour productivity per hour worked (in PPS) accounted to around 40 percent of
EU17 average.

In terms of spending on R&D Poland lags behind it regional peers. Expenditure in R&D
activities increased over the recent decade to 0.9 percent of GDP in 2013, but remains
low when compared to the EU-19 average of 2 percent of GDP (See Figure 3, left panel).
The closest regional peers, Czech Republic and Hungary spent about twice as much on
R&D (1.9 percent and 1.4 percent) in the same year. Polish national authorities are
aiming at increasing R&D spending up to 1.7 percent by 2020.

Figure 3. R&D expenditure as percentage of GDP in the Euro area-19 and
selected CEE countries, in 2002-2013 (left panel) and by sectors in
2013 (right panel)

of GDP

Source: own elaboration, based on Eurostat data

Poland is also characterised by a smaller share of private sector in total R&D spending,
which is known to have higher returns than public R&D spending (See Figure 3, right
panel). Private sector expenditures on R&D amounted to a mere 0.4 percent of GDP in
2013 according to Eurostat as compared to 1.3 percent for the Euro area-19. The share
of public sector in total R&D expenditure in Poland is substantially higher than in the EU:
51 percent in Poland as compared to 33 percent in the EU-28. Moreover, R&D
expenditures are concentrated in a few regions in Poland, including Mazowia (where the
capital city Warsaw is located), Malopolska and Wielkopolska. Number of people
employed in R&D activities in Poland is also lower than the EU-28 average
(correspondingly, 0.5 percent and 1.1 percent of the labour force in 2012, according to
Eurostat).

As a result of low public and private R&D expenditure as well as the weak capacity of
Polish companies and research institutions to translate investments into innovation
Poland has a poor 2015 Innovation Union Scoreboard ranking (25 out of 29, see EC,
2015).

In terms of rankings of universities and international publications, Poland falls at the
lower end of the mid-range of OECD countries (See Figure 4, b and c). Many university
programmes do not meet demands of the industry, professors are underpaid and the
research is mainly published in Polish, thus it does not get read or used abroad. While
students of secondary level rank well in Pisa scores and in science (Figure 4, v), adults
with tertiary qualifications, adults’ technical problem-solving skills, and the share of PhD
graduates in science and engineering are far below the OECD median (Figure 4, t, u, w;
OECD, 2014).

12



Figure 4. Comparative performance of national university and research
system, 2014
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To sum up, Poland demonstrated sound performance in terms of economic growth over
the recent decade, but needs more productive investment in innovation and
improvement in public research to maintain growth in the future.

2.2. Regional industrial fabric and SMEs

This section addresses the main features important for understanding SME performance.

Over the last decade Poland has successfully upgraded its industry by adopting advanced
technology, acquiring modern machinery and attracting foreign direct investment. The
share of industry in gross value added amounted to 25 percent in Poland over the studied
period, which is higher than the EU-28 average of 18 percent (Central Statistical Office
(GUS) and Eurostat). However, Polish product specialisation is still biased towards low-
or medium-low-technology goods. In manufacturing exports “low-tech” sector accounted
to 25 percent of total exports in 2009, a much larger share when compared to its
regional peers (14 percent in the Czech Republic and 11 percent in Hungary)’. Main
exported products include: machinery and equipment, textiles, metals and metal
products, chemicals.

The number of SMEs in Poland — in terms of its share of the total number of firms —
does not differ significantly from the EU average, but the Polish SME sector has
comparatively more micro enterprises and fewer small and medium companies (SBA
factsheet for Poland, 2014). In 2013 there were around 1.8 million small and medium
enterprises (SMEs) in Poland®. The majority of enterprises (95%) were micro-enterprises
with 0-9 employees; 3% were small enterprises with 10-49 employees and less than 1%
were medium enterprises with 50-249 employees (See Figure 5).

7 See OECD Economic Surveys: Poland 2010.
8 According to GUS data.
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Figure 5. Number of enterprises by size and year in Poland, in thousand
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Source: Own elaboration based on the data from GUS.

5.9 million people were employed by SMEs in Poland, with large shares employed in
manufacturing and trade. Although the share of employees in Polish SMEs is slightly
higher than the EU average, the value added that is generated is significantly below
(according to GUS and Eurostat, Polish SMEs generated 50.9 of the total value added in
2012, UE27 - 57.9 percent). This suggests a somewhat lower productivity, but also a
concentration of Polish micro enterprises in low value-added sectors (SBA factsheet for
Poland, 2014). Micro enterprises generate just 15% of value-added while small and
medium size companies generated 15% and 21% respectively of value added (SBA
factsheet for Poland, 2014).

Polish SMEs are under-performing in R&D and innovation when compared to the EU-
average. Concerning innovation, according to Innovation Union Scoreboard®, SMEs in
Poland are less inclined than their EU peers to collaborate with each other; to innovate
in-house; and to introduce any type of innovation, either for products and processes or
marketing and organisational (See Figure 6). They also perform less well in turning new
products or processes into sales revenues (2010: Poland: 4 %, EU: 9 %, EC 2013). In
addition, Polish SMEs underperform their European peers in developing skills as only 22
percent of Polish firms train their employees versus the average of 66 percent in the EU
(SBA factsheet for Poland, 2014).

Polish firms spend mostly on technology absorption through fixed capital investment. The
share of non-R&D innovation expenditure is much higher than EU average share (See
Figure 6). The share of expenditure on R&D in total expenditure of industrial firms is low
but has been growing recently from 9 percent in 2006 to 19 percent in 2013, It seems
that Polish firms are starting to realise the importance of R&D and innovation in spite of
perceived technological and business risks. The most innovative sectors are considered to
be automotive and aviation industries (Cieslik, 2014). Also, chemical, plastics and
furniture industries spend more on innovation. Firms in these sectors often supply
products for large concerns so the market puts pressure on them to innovate.

Polish SMEs in services sector also lags behind the EU-average in technological intensity.
According to the European Commission Small Business Act for Europe (EC, 2013), only
one in five of all service SMEs are knowledge-intensive in Poland (EU: 28%) providing
just 18% of all services jobs (EU: 25%) and 23 percent of total value added in services
(EU: 32%).

% EC (2015).
10 According to GUS.
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Figure 6. Innovation Union Scoreboard 2015, Poland
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The economic crisis had a negative impact on Polish SMEs, though less severe than on
average European firm. By 2013 SMEs experienced decline in domestic demand,
problems with exports, and overall uncertainty in the business climate (PARP, 2013). In
terms of value added, SMEs have still not reached their pre-2009 levels, with business
support services sector and construction showing the largest decline (EC, 2013).

Figure 7. World Bank overall country rank and ranks in specific areas in
Poland and selected countries
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In the area of entrepreneurship Poland has been improving its regulations, which is
reflected in the increase in the rank of the World Bank’s ease of doing business index.



Currently, Poland ranks 32 ahead it regional peers, Hungary and the Czech Republic (see
Figure 7). However in some areas e.g. starting a business and dealing with construction
permits Poland has a very low rank (85 and 137, correspondingly).

Overall, in spite of a successful upgrade of the industry, product specialisation of Polish
SMEs is still biased towards low- or medium-low-technology goods coupled with under-
performing in innovation. On the positive side, we observe an increase in the share of
R&D in investment expenditure and the improved business regulations.

1 A higher rank means the regulatory environment is more conducive to the starting and operation of a local
firm.
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3. ERDF STRATEGY ON SMES

The aim of this section is, first, to present the strategy and priorities of the OP, second,
to show its synergies with other OPs, third, to describe the policy mix resulting from the
strategy and goals of the OP, fourth, to discuss the intervention logic of specific
instruments and, finally, to describe the process of translating these issues into
mechanisms and actions related to the OP instruments’ implementation®?.

3.1. Objectives and priorities

The strategy of the OP Innovative Economy is based on the Lisbon Strategy that focuses
on growth and jobs, but also respects sustainable development goals'3. The OP fits also
into the Strategy Europe 2020'*, especially in terms of the knowledge-based economy.
According to the description of the OP!>, more than 90% of total OP spending is devoted
to R&D, innovation and ICT.

The main goal of the OP is growth of the Polish economy based on innovative firms. This
objective is based on the need to increase competitiveness of the Polish economy
grounded on knowledge and innovativeness. As indicated in Section 2.2 above, Polish
enterprises and SMEs are less knowledge-intensive than their European peers and base
their competitiveness on low costs rather than advantages that stem from innovation.
Polish firms need to change the way they compete on the market in order to enhance
competitiveness of the Polish economy, hence the goal.

The main goal is achieved through a comprehensive set of actions supporting socio-
economic development of Poland, especially the development of Polish enterprises in the
area of innovation. Specific goals of the OP include: 1) to increase innovativeness of
Polish enterprises; 2) to increase competitiveness of Polish public research; 3) to
enhance the role of Polish research institutions in economic growth; 4) to increase the
share of Polish innovative products on international market; 5) to create sustainable and
better jobs, and 6) to increase the use of ICT. As the list of goals suggests, besides
growth and innovation of SMEs, the OP aims at improving Polish research institutions and
creating new jobs. However, it should be stressed that the main focus of the OP is on
firms, and especially on SMEs. That is why even when research centers were direct
beneficiaries of certain measures of the OP, they received public support because their
research was later commercialized and sold by firms. Also, their laboratories were
equipped from the EU funds so as to be used for business needs.

The OP strategy of SMEs support was built on addressing the barriers to growth that
SMEs face in Poland. The following main barriers to growth were distinguished:

e innovation backwardness

limited access to capital

lack of R&D and ICT infrastructure

insufficient cooperation among firms and between firms and research centres

low internationalization of Polish SMEs.

Based on the identified barriers, the OP’s support to SMEs was structured along the
following priority axes: 1) R&D of modern technologies; 2) capital for innovation; 3)

2 For details on the methodology, and in particular on the Realist approach, see First Intermediate Report, Vol.
1: Synthesis Report.

13 http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52005DC0024&from=EN, access
22.04.2015.

4 http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:2020:FIN: EN:PDF, access 22.04.2015.

5 Ministry of Infrastructure and Development, 2013, Operational Programme Innovative Economy, 2007-2013,
p. 62, par 157.
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investments in innovative undertakings; 4) diffusion of innovation; 5) Polish economy on
the international market, and 6) information society. From the operational point of view,
six out of nine priority axes (including technical assistance) were related to the support of
SMEs growth and innovation.

In terms of allocation on SMEs-related instruments, the largest amount of funds was
allocated to investments in innovative undertakings in firms, especially on implementing
modern technologies in production, acquiring R&D equipment or building prototypes (See
Table 1).

Table 1. Total allocation for SMEs-related instruments, in million euro

Tot. allocation Share of total

Tot. initial allocation for SMEs-
X for SMEs-related )
.. . allocation for . related instruments
Priority axis instruments .
SMEs-related after reprogramming
. after . .
instruments in relation to total

reprogramming . ocation of the OP

I priority axis: Research and
development of modern 496 552 5%
technologies

III priority axis: Capital for

X . 340 293 3%
innovation

IV priority axis: Investments in o
innovative undertakings 3.4 3.4 34%
V - priority axis: Diffusion of o
innovation 399 445 4%
VI - priority axis: Polish economy 232 214 2%

on the international market

VIII - priority axis: Information
society - increasing innovation of 1.05 895 9%
the economy

Source: Own elaboration based on the data from Managing Authorities.

When defining the strategy and priorities of the OP, public authorities took into account
experience obtained in the previous programmes!®. Although in case of Poland, as a new
EU Member State (since 2004), the previous financial framework was short (2004-2006),
the programmes of 2004-2006, as well as some instruments from pre-accession period
provided some important lessons for the OP design. In particular, the previous OP - OP
Improvement of the Competitiveness of Enterprises - supported simpler tasks and
smaller projects, which were moved into regional programmes in the financial framework
2007-2013. In the current framework, the national OP Innovative Economy focuses on
more advanced support to enterprises - based on innovation and R&D. The OP
Improvement of the Competitiveness of Enterprises aimed at increasing the
competitiveness of enterprises in a broad sense, whereas Innovative Economy aims at
increasing their competitiveness through innovation. The next OP - Smart Growth - a
successor of Innovative Economy aims at improving the competitiveness of firms through
R&D. It shows that each of the subsequent OPs is more specific and focuses on more
sustainable sources of competiveness.

According to the interviews with Managing Authorities, during the implementation of the
OP Innovative Economy it turned out that supporting any type of innovation is not as
effective as the support for R&D-based innovation. The Managing Authorities refer to the
economy-level statistics that show that public support for innovation does not result in in
the increase of the number of innovative enterprises, while supporting R&D does have a
positive impact on private R&D spending. This means that public support is attractive
mostly for innovative firms which have already produced innovative products before the

16 According to the interviews with the team at the Ministry of Infrastructure and Development who represent
Managing Authorities of the OP.
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support. In addition, by supporting R&D activities of innovative firms one can ensure that
they will continue to produce innovative products even without the public support since
they can benefit from their own research findings.

3.2. Synergies with other OPs

The goals of the OP Innovative Economy are also achieved through complementary
actions from instruments of other OPs, particularly national OPs Human Capital and
Infrastructure and Environment, supra-regional OP Development of Eastern Poland and
regional OPs. Complementarity with the OP Human Capital relates to improving Polish
human resources necessary for the development of innovative enterprises. The OP
Infrastructure and Environment is complementary in terms of infrastructure for research
entities (to provide services for entrepreneurs) and eco-friendly investments in firms. In
case of the OP Development of Eastern Poland complementarity is reflected by
instruments supporting R&D projects and ICT infrastructure taking place in this macro-
region.

Complementarity of Innovative Economy with regional OPs is of a particular importance
for the support of SMEs. There were a lot of SMEs-related instruments in regional OPs,
but as indicated above they supported simpler activities and more region-specific ones.
For example, regional OPs provided necessary infrastructure and supported investments,
but these actions were often not related to innovation. There was also a division between
financial engineering instruments. Innovative Economy focused on equity financing, while
capital support from regional OPs was based on debt financing and loan guarantee
systems. However, grants (and packages) were the most common mode of delivery for
policy instruments in both national and regional OPs.

The synergies with the EU’s international programmes, such as the 7th Framework
Programme were not clearly emphasized. It was not mentioned in the description of the
OP neither in other OP documents. Some measures promote synergies indirectly (e.g. the
“Promoting the potential of the Polish academia” funded by the OP Innovative Economy,
but not included in the selected 26 policy instruments) by funding research with
international partners and promoting international cooperation among researchers.

3.3. Policy mix

In the OP Innovative Economy we have identified 26 policy instruments!’ that support
growth and innovation in SMEs (see Annex for the detailed list of policy instruments).
SMEs-related instruments accounted in total for EUR 5.8 million after reprogramming.
The majority of instruments were either targeting SMEs or firms in general, but the
majority of beneficiaries were SMEs anyway. As Figure 8 shows, innovation was the goal
for the majority of instruments (15 instruments)!®. It is even more visible if one takes
into account allocation to these instruments - innovation-oriented measures accounted
for three fourth of total allocation after reprogramming for identified instruments. There
were 9 instruments targeting at growth and only 2 instruments with objective of both
growth and innovation and they accounted for one fifth of the number of instruments and
one twentieth of total allocation.

In terms of the type of instruments, the most numerous (5) were related to
infrastructures and related services (See Figure 8, bottom panel). The next most
important category was the support for R&D projects. This shows the importance of R&D-
based innovation in the program structure. However in terms of allocation the share of
funds for R&D was actually lower, accounting to 18% of total allocation after
reprogramming. R&D projects included cooperation between research entities and
enterprises with an objective of commercialization and implementation of R&D results, as
well as grants for R&D equipment and laboratories in firms and support to intellectual
property right protection.

7 Although not all of them were equally important in terms of the allocation - see below.

8 Here we follow CSIL’s classification that group instruments based on its main objective: growth; innovation;
innovation and growth

(both objectives are pursued); and territorial cohesion.
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Figure 8. Overview of the policy mix by objectives and type of instruments
(number — left-hand side, allocation after reprogramming — right-

hand side)
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Source: Own elaboration based on the data from Managing Authorities.

The largest share of funds was devoted to the development of technological and non-
technological innovation (37%), although these activities included only three policy
instruments. By design, they focus directly on improving innovation through supporting
firms that invest and implement new products, processes and organisational innovation.
From the disaggregated analysis on the firm level it appears that these policy
instruments for innovation were mainly spent on capital investment for technological
absorption. The World Bank (2013) estimates that as much as 40 percent of all available
financial support!® was spent on capital investment aimed at absorbing already existing
technology. Moreover, the World Bank (2013) finds that the vast majority of public
funding has supported projects at the final stages of the innovation process, where the
risk of market failure tends to be the lowest.

Another two important measures were business creation and development, as well as
access and diffusion of ICT, both in terms of number of instruments (3 each) and
allocation (15% for each). Other types of support included internationalization and
infrastructures (especially those related to clusters and technology parks) - although
small in terms of allocation, they were significant if we take into account low level of
internationalization and cooperation of Polish SMEs.

Figure 9 summarizes the policy mix of the OP Innovative Economy in terms of mode of
delivery and target beneficiary of the instruments. We see that grants and packages are
the most popular modes of delivery both in terms of number of instruments (10 and 12,
respectively) and allocation after reprogramming (30% and 67%, respectively). Two
thirds of the allocation were to support enterprises through packages, although these
were generally grants as well, supplemented by consulting services and training in most

9 Here, the World Bank refers to EU and national support for innovation under three national programmes
(including IE) and regionals OPs.
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of the cases, as summarized in the Table 2. Thus, grants were the main type of provided
support.

In case of capital investment grants and projects in their later stages of innovation
process grants should have been complemented by loans, given that these types of
projects have stable and predictable cash that facilitates loan repayment. However, we
still support some use of grants for innovative projects because the Polish firms have
only recently started to undertake innovative projects so it is likely that the demand for
loans could have been too low.

Table 2. Types of packages
Tvoe of a package Number of Share in total allocation
yp P 9 instruments after reprogramming
Grant + consulting services 2 9%
Grant + consulting services + provision o
; - 1 3%
of infrastructure and services
Grant + consulting services + training 5 46%
Grant + training 1 3%
Consulting and accounting services +
e ) 2 5%
training + search of business partners
Consulting services + training + search 1 1%

of business partners
Packages - total 12 67%

Source: Own elaboration based on the data from Managing Authorities and terminology developed by CSIL.

Analysis of target beneficiaries shows that the majority of instruments were targeted on
either individual enterprises (5), single entrepreneurs (4) or individual SMEs (11). It is
even more visible in terms of total allocation - in total 95% of funds were allocated to
the above mentioned instruments. Note that category “individual enterprises” and
“individual SMEs” overlap as “individual enterprises” include both SMEs and large firms.
Only a few instruments - in terms of their number and allocated funds - were to support
SMEs in specific sectors.

There were no instruments explicitly targeted on groups of enterprises - they were
benefiting as a group indirectly in case of e.g. clusters or business parks, but in these
cases the support was addressed through cluster managers. Although enhancing the
cooperation among enterprises was one of the obstacles to be overcome by the OP, no
explicit instruments targeting directly a group of enterprises were designed. Only 3
instruments (accounting for 1.8% of total allocation) were targeted at SMEs in
partnership with research entities.
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Figure 9. Overview of the policy mix by mode of delivery and target
beneficiary (number — left-hand side, allocation after
reprogramming — right-hand side)
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Source: Own elaboration based on the data from Managing Authorities.

To sum up, the policy mix of the OP Innovative Economy took into account the needs of
Polish SMEs and barriers they faced. It appears that policy instruments for innovation
were mainly spent on capital investment for technological absorption. In our view,
importing innovations from abroad was an efficient strategy for Poland given its current
stage of development®’. In particular, the adoption of existing technologies by firms is a
direct reflection of the fact that there is still substantial scope for catching up with the
global technological frontier.

However, it seems that the wide use of grants is unjustified in the case of capital
investment grants and projects in their later stages of innovation process. Grants should
have been complemented by loans, given that these types of projects have stable and
predictable cash that facilitates loan repayment. Another drawback of the policy mix is
that there were too many policy instruments®!. As a result, the support was dispersed
among these instruments instead of focusing on support for innovation and R&D.

3.4. Intervention logic

The total expenditure on policy instruments supporting SMEs at the end of 2013
accounted to over EUR 3.7 billion®?. Figure 10 summarizes the allocation after

20 please, see a recent EBRD report (2014) for a discussion on this topic.
2! For a detailed discussion of the number of instruments see WYG PSDB, 2011.
22 The data here and below comes from the Managing Authorities.
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reprogramming and actual expenditure for selected instruments under review. There are
clear differences between instruments in terms of financial significance. The most
important instruments are those related to innovation, as well as to R&D projects and
their implementation. The highest expenditure (over EUR 1 billion) was dedicated to new
investments of high innovative potential. The allocation of funds clearly reflects the focus
of the OP on fostering innovation through instruments that directly increase the level of
innovation in Polish SMEs. Significant share of funds was also devoted to ICT
infrastructure expenditure and business support institutions development.

Figure 10. Total allocation and expenditure for selected policy instruments, 2013,
million euro

Support to R&TD projects d5447

Starting the innovative activity -131294
Support to capital funds 75
Implementation of results of R&D work ﬂl 321

Promoting R&D activities of enterprises . 11136

Technological credit d 433
New investments with hlgh potential of innovation & 1725
Support to investment of great significance for the
economy ﬂ 817

Support for the development of supra-regional 47
cooperative relations B 105

Promoting innovation centres _1329
Management of intellectual property rights 925

Passport to export gm 42?2

Development of business assistance centres’ 7
network 132

Support to studies that prepare investment projects | 8

Projects that support participations of Polish 13
enterprises in promotion campaigns I3

Promotion of the Polish economy g 2583

Support to activities in the area of digital economy 5??24

Supporting eServices between enterprises (B2B) ﬂ8372

Support to providing the access to the broadband
Internet i 199

0 200 400 600 800 1,0001,2001,4001,6001,8002,000

Paid B Committed

Source: Own elaboration based on the data from the Managing Authorities.

Table 3 summarizes the intervention logic for the most significant policy instruments.
They represent 90% of total allocation committed after reprogramming and 93% of total
spending. Each instrument has an identification number that corresponds to numbers in
the First Intermediate Report, Polish fiche.
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Table 3.

N

10

11

12

13

14

17

19

24

25

Name

Support to R&TD
projects

Support to capital
funds

Implementation of
results of R&D work

Promoting R&D
activities of
enterprises

Technological credit

New investments
with high potential of
innovation

Support to
investment of great
significance for the
economy

Support for the
development

of supraregional
cooperative relations

Promoting innovation
centres

Passport to export

Support to activities

in the area of digital

economy

Supporting eServices
between enterprises

(B2B)

Key policy instruments and intervention logic

Description

The instrument supports R&D projects carried out by firms.
Specifically, the projects should entail two phases: research phase
and implementation phase. Firms can decide if they carry out the R&D
activities on their own, or they outsource it.

The aim is to establish a fund that supports capital investments in
SMEs. The fund provides financing for innovative enterprises at early
stages of development, including risky investment.

Projects supported by this policy instrument are the continuation of
the first policy instrument presented in this table. Entrepreneurs
receive support for implementing the results of R&D in practice.

The instrument supports individual projects which are aimed at
increasing R&D activities of individual entrepreneurs and promoting
use of industrial design.

The instrument provides financing of individual projects from the
Technological fund. Entrepreneurs from SMEs that implement new
technologies are eligible for financing.

It supports new investments in new highly innovative organisational
and technological solutions in production and services.

It supports new investments of enterprises from the production sector
that use innovative solutions of great significance for economy due to
the size of investments and number of new jobs created. Projects
support investments in manufacturing and services.

The instrument supports the projects that promote cooperation
networks of SMEs and business support institutions, including
investment and consulting networks. These networks should promote
diffusion of innovation within a network.

The instrument support the projects that promote the creation of
technological parks that are located in growth centres. Technological
parks provide consulting and other services for SMEs.

This instrument finances participation of SMEs in international trade
fairs and foreign business trips; supports search of foreign partners;
provides consulting services to SMEs; etc.

This instrument finances projects that provide e-services, e.g. e-
commerce.

It finances the implementation of B2B communication system in
SMEs. They lead to cooperation between enterprises in digital form.

Source: Own elaboration based on the data from Managing Authorities.
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Logic of intervention

Supporting R&D innovation in Polish firms,
reducing the risk related to R&D, increasing
private expenditure on R&D in Poland.

Providing financing for innovative endeavours,
reducing the asymmetric information.

Supporting the implementation of R&D-based
innovation in firms, reducing the risk related to
R&D, increasing private expenditure on R&D
Supporting the investments in R&D through
reducing the under-provision of R&D
infrastructures in Polish firms.

Supporting the implementation of new innovative
technological solutions to reduce innovation
backwardness of Polish SMEs.

Supporting new innovative investments to reduce
innovation backwardness of Polish SMEs.

Supporting significant investments to reduce
innovation backwardness of Polish SMEs.

Supporting cooperative relations to reduce
network and coordination failures and to increase
cooperation among Polish SMEs.

Supporting innovation centres to reduce imperfect
information on innovation opportunities and to
increase their cooperation with research entities.

Supporting internationalization of Polish SMEs to
increase their presence on international market.

Supporting development of e-services to address
the limited capabilities of Polish SMEs in this area.

Supporting B2B ICT system in SMEs to enable
them to provide e-services.

Obj.

Innov.

Innov.

Innov.

Innov.

Innov.

Innov.

Growth

Growth

Innov.
AND
Growth

Growth

Innov.

Innov.

Mode of delivery

Grant

Equity finance

Grant

Package: grants
+consulting services
+training

Package: grants
+consulting services

Package: grants
+consulting services
+training

Grant

Package: grants
+consulting services
+training

Package: consulting
services +training +search
of business partners

Package: grants+
consulting services

Package: grants
+consulting services
+training

Package: grants
+consulting services
+training



The main barrier faced by Polish SMEs to be addressed by the whole OP was their
innovation backwardness. That is why the majority of instruments concentrated on this
issue and sought to enhance innovation of Polish SMEs. This choice was suitable, since
before the OP was launched only a small part of Polish SMEs invested in innovation,
particularly little in R&D-based innovation. Although low level of innovation is not a
market failure, it was the main barrier to growth and development of Polish SMEs, given
that it decreases firms’ competitive advantage on the market. As we discussed in the
Section 2.2, Polish firms has built their competitive advantage on low costs, while the OP
aimed at basing it on more sustainable grounds such as innovation.

In case of supporting innovation, three instruments are of particular importance. First,
grants for investments with high innovative potential (N 12), which allowed SMEs to
directly implement innovative solutions in their enterprises. Second, technological credit
(N 11) helped firms to acquire state-of the-art innovative solutions and apply them to
their production. Third, support to R&D (N 1, 9) allowed SMEs to perform R&D on their
own or outsource them to research entities and later implement R&D results.

The last instrument - support to R&D (N 1, 9) is particularly important as it finances not
all types of innovation, but R&D-based innovation, which directly addresses the problem
of low level of private R&D expenditure in Poland. As supported firms are required to co-
finance projects, private expenditure on R&D automatically would increase. Under this
instrument firms were obliged to implement the solutions of successful R&D projects (i.e.
stage 2: implementation). Interestingly, when the funds for the second stage were
exhausted, the demand for the first phase (i.e. stage 1: R&D) did not fall?>. That means
that firms were eager to invest in the first (R&D) stage of the instrument, even without
further support for implementation.

It is also worth to mention another instrument supporting R&D - grants for creating and
equipping laboratories that allow SMEs to perform R&D (N 10). Although it was a smaller
measure, it allowed firms to reduce the barrier of insufficient infrastructure to carry out
R&D. The obstacle to growth related to the under-provision of necessary infrastructure
was also addressed through ICT related instruments. They allowed SMEs to improve their
ICT capabilities helping them to compete on B2B market, providing e-services.

Another barrier to be tackled by the OP was limited access to external financing. This
issue is crucial especially for innovative projects, in which payoffs are uncertain, and at
early stages of firm development, when enterprises do not have credit history and cannot
obtain a loan. Limited access to capital for innovation was addressed through both the
above mentioned grants and through equity-based financial instruments. There was a
number of instruments that were targeting newly established innovative companies, as
well as venture capital funds and business angels investing in such entities. Significant
part of these measures constituted workshops, conferences and consulting services
helping firms to find external investors.

Important share of support was devoted to the diffusion of innovation, with related
instruments intended to enhance the cooperation among enterprises and between
enterprises and research entities. This was done through support to technology parks,
clusters and innovation centers in which the exchange of knowledge and best practices
takes place. The issue of cooperation is crucial in Poland as social capital is low and there
is a need for mental change in entrepreneurs’ minds. During the transition years firms
had to learn how to compete on the market and now they need to learn how to cooperate
with their competitors for mutual benefits.

Finally, low degree of internationalization of Polish SMEs was also tackled by the OP
policy instruments. Internationalization is also key for further development of Polish
SMEs, as often they are not interested in going international because of a large internal
market in Poland. This attitude reduces the necessity of improving firm’s performance
and becoming more competitive. Instruments of internationalization allow firms to enter

23 According to the Interviews with the MA.
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foreign markets, face foreign competition, recognize world best practices and build better
competitive advantages through implementation of innovative solutions. This was
supposed to enhance productivity and, as a consequence, economic growth in Poland.

Overall, the intervention logic was relevant taking into account the barriers faced by
Polish SMEs, as well as the level of development of the Polish economy. The focus on
innovation would allow firms to build their competitive advantage on new products and
processes instead of on low costs. As evaluation studies suggest®*, the OP has indeed
fostered innovation in the Polish economy (see 4.3.1 below). Other areas of intervention
- equity financing, diffusion of innovation, internationalization and support to ICT were
complementary to the core aim. To sum up, in our view the theory of change behind the
selection of instruments has been realistic and based on the real needs of Polish SMEs.

3.5. Implementation and reprogramming

3.5.1. Role of implementing bodies

Because of the size of the OP, the role of the implementing bodies was a challenging one.
They were responsible for organizing the assessment of projects to be financed by the
OP, signing the agreements with the beneficiaries, managing funds on the level of
measures, monitoring the realization of the OP, carrying out the evaluations of specific
measures. They were also in charge of communication issues and promotion of the OP
among the potential beneficiaries.

The most important implementing body in terms of SMEs support is the Polish Agency for
Enterprise Development (PARP), responsible for the majority of instruments identified for
the purpose of this report. The primary objective of the Agency is to develop the sector
of small and medium-sized enterprises in Poland. Besides Innovative Economy, PARP is
responsible for implementing measures under two other OPs - Human Capital and
Development of Eastern Poland, which are complementary to the OP under analysis (see
Section 3.2). This allows the agency to support SMEs in a better and more
complementary way, taking advantage of synergies between different OPs.

Independent evaluation (World Bank, 2013, p. 41-42) suggests that legal constraints
limit PARP’s capacity to take risk and stimulate innovation in Polish SMEs. Because of this
risk aversion, PARP usually supports practices at later stages of the innovation process
and the absorption of innovative solutions, while the selection procedure is too much
reliant on a paper trail, rarely involving face-to-face interaction with applicants.
Bureaucracy often hinders behavioural changes in Polish SMEs towards innovation, as in
the selection procedure there is too much focus on details and not on the substance of
the supported projects (see point 4.4.3).

It is important to note that it was a responsibility of the implementing bodies to set the
criteria for project evaluation. The Managing Authorities prepared the strategy and
general description of how the OP will be realized, while intermediate bodies were
responsible for developing a detailed description of priorities, including how specific
measures will be implemented and how projects will be assessed. Final criteria, though,
were designed by the institutions that were organizing the call, i.e. an implementing
body. However, selection criteria were developed in cooperation with other institutions,
discussed and consulted by the Monitoring Committee, which is responsible for approving
the criteria. In other words, implementing bodies were setting the criteria, but they
needed to be approved by the Committee with the representatives of potential
beneficiaries (see point 3.5.2 on consultation in policy design).

The projects were evaluated by experts recruited by the implementing bodies. Initially,
the experts were working on the documents separately. Lately, the authorities have
noticed that it is important to allow experts to talk with each other and exchange
opinions (Interviews with the MA). They started to experiment with project assessment

24 See e.g. WYG PSDB 2014; World Bank 2013.
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by a panel of experts. In a number of cases potential beneficiaries were invited to
present their projects. It was stressed in the interviews that direct communication with
firms helps to better evaluate projects. However, it is important to note that this
procedure is costly and time-consuming, thus it might not be feasible when many firms
participate in a competition.

To sum up, the implementing bodies, and in particular PARP played an important role in
projects implementation. However, their risk aversion and bureaucratic procedures
limited the effectiveness of the public intervention.

3.5.2. Partnership and consultation

Partnership and consultation were important elements of the programme design. Before
the OP was launched there was a wide consultation with the involved stakeholders. A
working group with representatives of enterprises — potential future beneficiaries - was
created. As suggested by the interviews, the working group discussed proposed policy
instruments in a lively way at the initial stage. When the first draft of the OP was ready,
there were official consultations with firms’ representatives. This allowed to recognize the
needs of Polish SMEs that were assessed earlier using a SWOT analysis approach.

At the next stage the Monitoring Committee of the OP was created in which the
representatives of social partners, including enterprises, were represented. The
Monitoring Committee was giving opinion on the criteria of projects selection. At this
stage the final criteria for choosing projects were set which de facto determined which
projects will be eventually financed. Social partners were the most active member of the
Committee according to the Managing Authority.

It should be noted that at the policy design level SMEs and large enterprises were
represented by chambers of commerce, as well as business and employers’ associations.
Single firms did not take part in the consultation process. Single enterprises that could be
able to participate in policy design did not emerge from the point of view of Managing
Authorities. The same pattern of consultation was applied in the development of the
successor of Innovative Economy - the OP Smart Growth.

3.5.3. Response rate

It is difficult to assess the popularity of instruments, as there is no agreed measure in
this area. One way to assess the popularity is to compare the number of applications
received with the number of contracts actually signed. According to the interviews with
the Managing Authorities, the highest number of application was received for the
implementation of B2B communication system in SMEs to enable them provide e-
services. Lots of applications were also received for the instrument financing new
investments of high innovative potential. Applications received and their success rate for
SMEs-related priority axes are presented on Figure 11.
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Figure 11. Applications received and success rate
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Source: Own elaboration based on the data from Annual Implementation Report 2013.

It is clear from the graph that the highest nhumber of applications was received for the
priority axis 8, related to increasing the ICT capabilities of SMEs. Significant number of
applications was also received for priority axis 6 (internationalization of SMEs) and 4
(investments in innovative undertakings). In case of priority axis 1 (R&D of modern
technologies) the number of application does not necessary correspond with the number
of SMEs applicants, as in this axis research entities were main beneficiaries. The lowest
number of applications was received for priority axis 3 and 5, but these were more
specific areas of intervention - equity financing of innovative enterprises at early stages
of development and diffusion of innovation in cooperative relations and through business
support institutions, respectively.

In terms of success rate - percentage of applications accepted over total formally correct
applications received - priority axis 6 performs the best (44%). It might be the case that
applying companies which wanted to go international were performing better than the
average, thus their applications were of a better quality as well. Priority axis 4,
characterized by the highest allocation for instruments with a large number of projects,
also features a high success rate (42%). Somewhat lower, but still high success rate can
be observed for priority axes 3 and 1 (38-39%).

The lowest success rates characterize priority axis 5 and 8 (28%). Low success rates
might be related to low quality of applications. In fact, in case of priority axis 8, the
initially very lax criteria were tightened after the intervention of the European
Commission, which caused the success rate to drop, meaning that many applications
were of low quality. In case of priority axis 5 this might be a reflection of problems of
Polish SMEs to cooperate and apply for the support in this area.

The popularity of instruments can also be analysed in terms of the amount that was
requested by potential beneficiaries in relation to the actual allocation. Again this
information is only available at the level of priority axis, not specific measures. The data
are presented on Figure 12. As we can see, this relation is the highest for priority axes 8
and 4, where the applicants were applying for over and almost three times more funds
than the allocation amount, respectively. This relation is the lowest for priority axes 6
and 5, although the requested support was still 1.5 bigger than the allocation for this
axes. The interviews with the Managing Authorities indicate that the highest relation of
requested funds to the allocation was for the instrument related to investments in
innovative undertakings.
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Figure 12. The size of requested support from the launch of the OP in relation
to the allocation
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Source: Own elaboration based on the data from Annual Implementation Report 2013.

Please note that the above measures do not necessarily reflect the effectiveness of
specific policies. Rather they simply assess the easiness of accessing the support and this
translates into a large number of applications and a big volume of requested support.
Indeed, it was often the case that the instruments were popular because of the easy
access, but the projects were not meeting the quality standards that were expected by
the Managing Authorities. Then, the MA needed to modify the criteria and the instrument
became less popular, but the outcome of the selection were closer to what was desired.
Moreover, while comparing the instruments’ popularity it is important to take into
account their orientation towards beneficiaries — whether they are general or highly
specific measures of support.

3.5.4. Reprogramming

Significant reprogramming in the OP Innovative Economy did not occur. Overall, funds, if
any, were reallocated between measures within the priority axes, which does not require
the approval of the European Commission. That is why priorities and focus of the OP did
not change during the program implementation. Reprogramming that is required in case
of funding relocation between priority axes occurred only twice — during a mid-term
review of the OP when additional funds from a National Performance Reserve became
available and in 2012 when another program review took place.

The funds from a National Performance Reserve (EUR 403 million) replenished mainly
priority axis 4 (investments in innovative undertakings — EUR 149 million) and 1 (R&D of
modern technologies - EUR 142 million), as well as priority axis 7 (establishment of
electronic administration, not SMEs-related axis - EUR 79 million), 3 (capital for
innovation — EUR 26 million) and 5 (diffusion of innovation — EUR 8 million). Besides this
additional funds, some funds were also reallocated from priority axes 8 (ICT) and 9
(technical assistance) to axes 1, 4, 5 and 7. Still the highest focus was given to priority
axis 4.

The reallocation that took place in 2012 was to ensure that the allocation will be fully
used. The funds were taken from priority axis 8 (ICT, EUR 83 million), 3 (capital for
innovation, EUR 52 million) and 9 (technical assistance, EUR 8 million) and replenished
priority axis 2 (R&D infrastructure, not SMEs-related axis — EUR 122 million) and 4
(investments in innovative undertakings, EUR 21 million).

To sum up, the reallocation dynamics show that some savings from technical assistance

and unused funds for ICT-related activities were mostly used to increase the allocation
for investments in innovative undertakings at SMEs.
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4. EVIDENCE ON ACHIEVEMENTS

4.1. Measuring achievements

The monitoring system of the OP recognizes three types of indicators — economy-level
indicators, output indicators, and result indicators. Economy-level indicators come from
public statistics, as the goals of the OP can be also measured on the level of the whole
economy, and take into account the context of the intervention, not only effects of itself.
Output and result indicators measure only the effects of the OP, they are reported by the
beneficiaries and are recorded in the monitoring system.

The main shortcoming of the OP-level indicators is that no general indicators that assess
innovation are available. For example, an indicator on the number of firms that
implemented innovation is only available for one priority axis. In addition, it is not
possible to aggregate the available indicators to the programme level because some of
them overlap.

Overall, the monitoring system is biased to output indicators (e.g. number of projects),
while there is only a limited number of result indicators which are not systematic. What is
also important, many indicators are not yet realized - despite the fact that the OP is
about to end - as many projects are still ongoing and indicators cannot be reported. This
makes the evaluation of the OP somewhat tricky, as in many cases one needs to assess a
project in terms of estimated realization that is based on the contracts signed (and not
yet finalized). The differences between actual and estimated realization are often
substantial.

The indicators collected at the level of measure are usually measure-specific. It means
that they are designed so as to reflect the outcomes that are expected to be triggered by
the specific instruments. For example, in terms of cooperation between firms the number
of supported cooperative relations is reported, while for the instruments supporting
export the system recognizes the number of entrepreneurs who increased exports. In
terms of the main area of intervention, i.e. increasing the innovativeness of Polish
enterprises, the number of enterprises which implemented innovation of different types is
reported. However, the system does not record the returns the supported innovation
activity has vyielded. Therefore, one actually does not know how beneficial the
implementation of innovation for the firm was.

It is also important to note that the monitoring system is not able to capture “soft”
changes among Polish enterprises like mental changes or qualitative evidence. This
qualitative information can be obtained from the interviews with the related stakeholders,
allowing to better assess the achievements of particular instruments.

Important information can be also based on evaluation studies that are published
regularly. These studies focus either on specific issues like the influence of the OP on the
quality of business support institutions or on specific measures and instruments of the
OP. Unfortunately, many evaluation studies lack rigorous methodology and do not include
control groups, which means that they are unable to assess the actual additionality of
each public zloty spent (The World Bank, 2013).

With regard to the monitoring system, ex ante evaluation study of the OP concludes that
the indicators chosen are overall relevant in terms of the goals, but are sometimes too
general and do not closely reflect what they should measure (CASE Advisors, 2008)%°.
The study also notes that classification into output and result indicators is not always
clear. The design of indicators was assessed as accurate as long as their measurability
was concerned - in general the system does not generate extra costs in terms of data
acquisition. The evaluation also emphasizes the lack of a document containing the
descriptions and definitions of the indicators used in the system, which opens the scope

25 “The analysis of the selection correctness of monitoring indicators of Innovative Economy Operational

Programme (IE-OP) 2007-2013", in Polish, CASE Advisors, 2008.
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for various interpretations. To our knowledge, no ex post evaluation of the monitoring
system is available.

4.2. Characteristics of the assisted SMEs

According to the most recent data, up to the end of June 2015 in total 17 428
agreements with SMEs were signed and 12 797 enterprises were supported. Over a half
of all agreements were concluded with microenterprises, 28% with small enterprises and
one fifth with medium enterprises. The size-structure of the supported firms corresponds
with the general statistics for SMEs in Poland. The statistics for the OP are presented in
Figure 13.

Figure 13. The number of supported SMEs by dimension

medium
; 20%

SMEs by Number Percentage
size
micro 6706 52% micro;
small 3544 28% 52%
medium 2547 20% small;
Total 12797 100% 28%

Source: Own elaboration based on the official data on the beneficiaries of the OP.

If it comes to the technological intensity of the OP beneficiaries, it is important to
distinguish between industry and services. Figure 14 summarizes the statistics on
technological intensity for these two broad categories of beneficiary enterprises. For
industry, it turns out that the majority of supported firms operate in low and medium-low
technology industry — both in terms of number of projects (63%) and share in financial
support (65%). The industries in this group include manufacturers of rubber and plastics
products, wood and paper products, furniture, non-metallic mineral products, food and
beverages and textiles and wearing apparel. Only 9% of beneficiaries belong to high
technology industry and their share in total support to enterprises accounted for less
than 8%. This category included the producers of computers, electronic and optical
products, as well as pharmaceuticals.

For the beneficiaries in services the picture is different. Here the majority of projects
were realized in high-tech knowledge intensive services (47%), which accounted for over
a half (53%) of funds supporting beneficiaries providing services. These services included
primarily computer programming, consultancy, information service activities, as well as
telecommunications and scientific research and development. Knowledge-intensive
services accounted for one fifth of projects and 19% of the financial support and included
mainly professional, scientific and technical activities. Less knowledge intensive services
represented one third of services projects and 28% of total financial support for
beneficiaries in services. Here the main category was the wholesale and retail trade.

In our view, supporting low-tech sectors is an efficient strategy given that it brings
productivity gains. According to the report of the European Bank for reconstruction and
Development (EBRD, 2014), for countries still far removed from the technological frontier
introducing innovation in low-tech sectors might actually yield the highest returns in
terms of productivity gains. Based on the firm-level data from 30 transition countries,
EBRD estimates that introducing a new product leads to an increase in labour
productivity of 126 per cent in medium-low-tech manufacturing sectors as compared to
only 91 per cent in high-tech and medium-high-tech. Firms in these countries managed
to increase labour productivity by absorbing and benefiting from technologies developed
elsewhere. Therefore, even though high-tech industries are the main growth drivers in
developed economies, support for low-tech industries brings about more significant
changes for the economies such as Poland.
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Figure 14. Assisted beneficiaries by technological intensity (share in the
number of projects — left-hand side, share in financial support —
right-hand side)
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Source: Own elaboration based on the data from Annual Implementation Report 2013.

If it comes to services the supported sectors included mainly those related to ICT and
this also should not be unexpected, as in these branches implementing innovation is
cheap and fast, so they were mostly eager to apply for the support. It was also the case
that these sectors were the main target of equity financing instruments - Polish business
angels and venture capital funds, despite the name, are highly risk-averse, thus
supporting ICT start-ups seems to be the safest option for them.

In general the beneficiaries of the OP came from various sectors and they were located
across the country. This means that particular sectors or geographical regions were not
favoured (except for sector-specific instruments). The population of the OP beneficiaries
is in line with the Managing Authorities’ expectation, as confirmed by the interviews. The
interviewees claimed that it could not vary much from what was anticipated, since the
criteria for projects selection were set (or adjusted during the implementation) so that
the expectations ex ante were fulfilled.

4.3. Achievements
4.3.1. Evidence on innovation and R&D

In line with the main objective of innovation-based growth, indicators on innovation and
R&D are of crucial importance when assessing OP Innovative Economy.

There is some evidence suggesting that the ERDF support has had a positive impact on
innovation and R&D in Poland. To our knowledge the only study that assesses the macro
effects of ERDF support finds that more than half of recent growth in R&D expenditure as
a share of GDP?*® is driven by structural funds®’. Results of the econometric model
indicate that without the ERDF support, the share of R&D expenditure in GDP would have
amounted to 0.7%, instead of actual 0.89% in 2012. In addition, they find that the
recent increase in the share of high-tech (R&D-intensive) products in Polish exports is

26 R&D expenditure as a share of GDP increased from 0.57% in 2008 to 0.87% in 2013 (See Table 4).
%7 See WYG PSDB, 2014, p. 58.
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mainly driven by the ERDF funds. If there had been no support from the ERDF funds, the
share of these products in exports would account for 3.78% in 2013, instead of 6.7%
(WYG PSDB, 2014, p. 58).

Table 4. Selected innovation and R&D indicators in Poland

Indicator 2007 2008 2009 2010 2011 2012 2013
R&D expenditure as a percentage 057 0.6 0.67 072 075 0.89 0.87
of GDP

Share of high-tech exports in total 3.0 43 57 6.0 51 6.0 6.7

exports

Innovation expenditure of

enterprises as a percentage of GDP n/a 2.77 2.3 2.4 2.05 2.27 1.98

Share of innovative enterprises in
total number of manufacturing n/a 21.4 18.1 17.1 16.1 16.5 17.1
enterprises

Source: GUS (Polish Central Statistical Office).

On the other hand, some economy-level indicators of innovation show negative
dynamics, but unfortunately we do not have evidence how these developments relate to
the ERDF support. For example, firms’ expenditure on innovation as a percentage of GDP
is reduced, though not significantly (See Table 4). We also observe a negative trend in
the share of innovative enterprises in total number of manufacturing firms in Poland. One
explanation to the negative trend in innovative activity is the economic crisis. As the
survey of the Polish SMEs by PARP (2012a) shows, firms responded to the crisis by
cutting costs, including spending on innovation.

Next, we discuss selected indicators from the monitoring system (See Table 5).
Unfortunately, no summary indicator on innovation is available from the monitoring
system. All indicators in Table 5 reflect achievements of a particular priority axis or policy
instruments.

Table 5. Selected achievements of the OP in terms of innovation and R&D
o .

Indicator Realization Target /o @il Estl_mat_ed
target realization

!\Iumber_ of SMEs that implemented 920 650 142% 1417

innovation

Number of SMEs that started or o

developed R&D activities 471 60 785% 812

Number of R&D-related jobs created in 1818 1500 121% 4064

enterprises

Amount of mobilized private funds

when implementing results of R&D, in 240 260 92% 476

EUR million

!\Iumber of R&D works’ results 467 800 58% 1148

introduced on the market

Number qf modernized or newly built 64 60 107% 67

laboratories

Number of new products and services 266 350 276% 1311

created thanks to technological credit

Number of improved products and
services created thanks to 719 100 719% 915
technological credit

Source: Own elaboration based on the data from Managing Authorities._The data is from December, 2014.

When compared to targets, indicators on innovation and R&D look promising. Although
for some indicators their realization was below 100% of the target at the end of 2014,
the estimated realization at the end of 2015 is well above these values. This shows that
the target levels of the indicators will be realized, which means that the OP will achieve
its goals, at least those measured by the indicators.
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However, it might be misleading to measure achievements in terms of targets because
some targets seem to be too low. This is the case with the target for indicator *“Number
of SMEs that started or developed R&D activities” (see Table 5). The target is set at 60,
while it corresponds to the entire axis 4, with total allocation to R&D related activities for
SMEs amounting to approximately EUR 224 million. A study by CASE Advisors Sp. z o.0.
(2008) confirm that some targets we indeed set too low. Moreover, these indicators do
not give a complete picture as they do not account for returns from innovative activity.

As we discuss in section 4.1, the only available indicator for number of SMEs that
implemented innovation is on the priority axis level - 920 SMEs for priority axis IV (see
Table 5). Thus, from the monitoring system we cannot really assess how many firms in
total have implemented innovation as a result of OP IE. But even if we assume that the
majority of OP beneficiaries have introduced innovation, this would amount to less than
0.5 percent of all SMEs in Poland, or a very low number. However, from the theory of
innovation we know that the supported innovation should have positive spillovers on
other firms (e.g. Grossman and Helpman, 1992). Not only the supported firms would
perform better thanks to new implemented solutions, but also innovation may spill over
to other companies, resulting in more knowledge in the economy.

The introduced innovations were mainly product and process innovations, while the
beneficiaries were mainly medium-size firms characterized by a well-established market
position, with no concentration on particular branches (WYG PSDB, 2014, p. 5).
According to the declarations of beneficiaries, one third of innovations were new to the
world (WYG PSDB, 2014, p. 6).

It is also important to notice that the OP enhanced R&D activities in SMEs and R&D-
related jobs creation in Polish firms. Before the OP, it was not common for SMEs to take
up such activities and the intervention changed it to some extent. As stated in the report
by PARP (2013b, p. 151), 42% of beneficiaries of the OP that did not performed R&D
activities before the OP claim that engaging in R&D is a direct consequence of the OP
intervention. The OP also financed the acquisition of the equipment necessary to perform
R&D at SMEs. Significant number of new solutions based on R&D activities were (or are
to be) introduced on the market. Finally, lots of new or improved solutions were created
thanks to the OP support.

The evaluation conducted by PARP (2014a) based on on-line surveys (Computer Assisted
Web Interviewing) — Innovation Barometer — shows that innovation support of the OP is
sustainable. Among the beneficiaries, the share of firms that introduced innovation after
receiving the support is higher than before receiving the support. The average number of
innovations introduced by beneficiaries after the support is increasing. On the other hand
the growth of expenditure on innovative activity among beneficiaries is decelerating two
years after project realization, which might also indicate that their commitment to
embrace and pursue innovation in the long term is not strong.

4.3.2. Evidence on employment effects

The OP Innovative Economy was supposed to foster innovation at Polish SMEs, but also
to create new jobs in the sector. According to AIR (2014), a total of 7 thousand new jobs
will be created in SMEs by the end of 2015 as a result of the OP support. We would like
to stress that a more detailed data is not available for all priority axes. In particular, the
data for the priority axis 6 that relates to internationalization of SMEs is missing.

The available data by priority axis is presented in Table 6.
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Table 6. Selected achievements of the OP in terms of employment in
enterprises

NIET7 el 0 Eif Estimated
Priority axis created in Target the . .
. realization
enterprises target
I priority axis: Research and 967 600 162% 2481

development of modern technologies

III priority axis: Capital for innovation 636 4 500 14% 2332

IV priority axis: Investments in

: ; ; 17 840 42 550 42% 35736
innovative undertakings

V - priority axis: Diffusion of innovation 20 1 350 1% 1 801

VIII - priority axis: Information society

. S . 2 424 17 500 14% 4060
- increasing innovation of the economy

Source: Own elaboration based on the data from Managing Authorities; note that in the table the numbers are
for jobs created in all enterprises, not only in SMEs.

When we compare new jobs created against the target, the effects of the OP in terms of
the employment in firms are very modest. The number of new jobs is low relatively to
the target, while in case of priority axis 5 only 20 new jobs have been created so far. The
exception is priority axis 1, were the number of jobs is well above the target, but this
might because of the low value that was set as the target, as well as the fact that after
the reallocation of funds to this axis after reprogramming the target was not adjusted
upwards.

A more promising picture arises from the data that is based on the contracts signed so
far (See Table 6, column ‘estimated realization’). Still, though, if the estimates come
true, the number of jobs created will only account for a half of the target in case of
equity financing instruments, more than four fifths in case of innovative investments and
only less than one fourth in case of ICT support. This is obviously below expectations.

From the analysis of the monitoring indicators it turns out that the OP, despite making
Polish economy more innovative, fails to achieve the expected employment effects. In
other words, the OP will not fulfil its goals related to employment, as shown in the
indicators. Nevertheless, many jobs were actually created, the average employment
among beneficiaries interviewed by PARP (2014a) is growing and beneficiaries that were
interviewed during this case study also confirm that the OP is fully responsible for their
employment growth.

4.3.3. Evidence on financing innovative enterprises at early stages of development

As we have seen from Figure 10, only limited amount was spent on equity financial
instruments. The evidence from the evaluation study by WYG PSDB (2015) suggests that
achievements in the area of equity financial instruments are rather poor. Disbursement
rates to final recipients are low - until July 2014 the supported funds invested in SMEs
only 22% of their capital®®. Moreover, funds were waiting idle on the account of the fund
manager and there was no link between the management fees and performance.

Surprisingly, available monitoring indicators do not show the apparent difficulties that
financial instruments have experienced during their implementation (see Table 7). From
Table 7 we cannot conclude how much OP resources have been invested as venture
capital in innovative companies and how much private capital they leveraged.

28 See WYG PSDB (2015), p. 82.
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Table 7. Selected achievements of the OP in terms of equity financing
innovative enterprises at early stages of development

%o of the Estimated

Indicator Realization Target . .
target realization

Number of enterprises supported by venture

capital funds and private investors thanks to the 719 500 144% 1623
OP support

Number of supported newly created enterprises 360 355 101% 1217
Value of mobilized private funds for innovative 295 280 105% 305

undertakings in million zloty

Number of pre-incubated ideas 1414 1 800 79% 3 398
l\_lumbgr of conferences related to equity 996 530 188% 1245
financing

Number of investors and enterprises matching 20 20 100% 20

platforms

Number of documents and analyses necessary
to obtain equity financing prepared thanks to 1587 1500 106% 1615
the OP support

Source: Own elaboration based on the data from Managing Authorities.

Important share of supported enterprises are newly created firms. Around 60% of
supported entities were ICT firms and only 10% of beneficiaries were performing R&D
activities (WYG PSDB, 2015, p. 64). Besides direct financial support many events were
organized to promote equity financing at early stages of SMEs development. Firms were
also matched with potential investors through specialized platforms. The OP also financed
the analyses necessary to obtain equity financing for the entities in which further
development without external investor was impossible. These actions allowed to bring
firms and investors closer to each other.

4.3.4. Evidence on internationalization of Polish SMEs

As indicated above (see point 3.4) internationalization was also crucial for growth and
innovativeness of Polish SMEs, allowing them to enter new markets, provide customers
with more innovative and state-of-the-art products and better satisfy consumer needs. It
constituted one of the specific goals of the OP. The achievements of the OP in this area
are presented in Table 8.

Table 8. Selected achievements of the OP in terms of internationalization

%o of the Estimated

Indicator Realization Target R
target realization

Number of SMEs receiving orders outside

o,
Poland two years after obtaining the support 160 885 18% 603

Number of SMEs that increased exports
because of the support

Number of entrepreneurs who gained the
documents necessary to introduce their 167 400 42% 486
products on foreign markets

381 2 000 19% 1461

Number of entrepreneurs who took part in

0,
trade fairs abroad 499 1800 28% 1540
Number of enterprises which used consulting
services related to their image on foreign 180 200 90% 756

markets

Source: Own elaboration based on the data from Managing Authorities.

Indicators suggest that the OP performed poorly in the area of internationalization of
Polish SMEs. Current realization of the indicators is well below their target values and
even if we assume that the estimates will be realized still the achievements do not look
promising. Of course significant number of Polish SMEs increased their exports and
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started to receive orders from other countries, but these values are low relatively to the
target.

There might be three explanations of this situation. First, Poland has a relatively large
internal market and firms despite the incentives prefer to limit its operations to it and the
OP intervention cannot do much here. Firms that are able to export already perform such
activity, while others are reluctant to take it up and what they have now is good enough
for them. Second, one must take into account that other countries were affected more
severely by economic crisis, so their imports fell. This led to a decrease in exports from
Poland, which affects the realization of indicators. Third, it might be too early to assess
the achievements of the OP in the area of internationalization, as creating international
trade ties is a gradual and long-term process. Over time we might observe enhanced
exports of supported beneficiaries which is not clear when one looks at the already
realized indicators.

The outcomes of the on-line survey among beneficiaries carried out by PARP (2012b),
show that employment in firms supported by the instrument “passport to export” was
actually falling after receiving the support. If beneficiaries were employing, they were
using civil law contracts (contracts for specific services) instead of employment contracts.
Fortunately, net revenues of beneficiaries on average were growing, especially those
from exports.

4.4. Mechanisms and conditions

This section explores mechanisms and conditions related to a behavioural change within
beneficiary SMEs and how the support was able to provoke the materialisation of
significant changes in the development patterns of assisted SMEs.

4.4.1. Reorientation in business models — competing through innovation

Important mechanism in which the intervention of the OP affected the behaviour of Polish
SMEs was a reorientation in their business models towards innovation. The goal was to
change the way of competing from low costs into competing through innovative
solutions. Of course this reorientation did not occur in every enterprise supported, but it
took place in many of them, as confirmed by the interviews, and these changes are
assumed to be sustainable.

The fall in the number of innovative enterprises is explained by the economic crisis that
forced firms to cut their innovation expenditure. On the other hand it means that now
innovative activity is concentrated in a smaller group of entities, which is a positive sign,
as in this case innovation of better quality is implemented and now in Poland there is a
group of innovation leaders. The OP allowed them to develop, consolidate and strengthen
innovative attitudes. Now many Polish firms are not afraid to build up their competitive
advantages on innovation. On the other hand, the intervention brings about unequal
competition and for non-beneficiaries it might be more difficult to implement innovation.

4.4.2. Selection criteria

The criteria for project selection and the selection of experts evaluating projects
constituted a crucial condition for the success of the OP instruments. Only the right and
relevant criteria for project evaluation ensured that the projects fulfilled the OP
objectives and that it was able to provoke anticipated changes in the beneficiary SMEs.
Managing Authorities indicate that there was a trade-off between setting too specific and
too general criteria - it was necessary to find the balance between the two, which not
always occurred.

Evaluation studies and the interviews indicate that not all projects were of high quality
and featured innovativeness. In project selection more emphasis was placed on
transparency of the choice than real innovativeness assessment. Because of that not all
implemented innovative solutions were particularly a novelty. Although they induced
behavioural changes in supported enterprises they were not as ground-breaking as
expected. It is important to indicate that the OP Innovative Economy was one of the
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limited number of OPs, where the poor quality of selection criteria were subject to an
official interruption in payments by the European Commission.

Another important issue that is related to project selection is the right choice of experts
to assess them. The criteria alone are not enough to ensure that the right projects
resulting in changes in enterprises will be chosen. They are crucial as the first stage of
projects’ elimination, but in the case of further evaluation the experts’ views are key.
Experts not only have to be knowledgeable, but also able to find the right balance
between not being too rigorous and too lenient.

4.4.3. Bureaucracy

Important obstacle for obtaining the support raised by the beneficiaries in the interviews
was bureaucracy related to the OP. The beneficiaries indicated that there was too much
focus on details and not on the substance of the supported projects. During the
application process for instance typos could contribute to project rejection. Over time,
though, the beneficiaries were given the possibility to improve their application before
the final assessment. Overall, the application process is considered too complicated, so
that often the enterprises need to order preparing the applications at consulting firms.

The beneficiaries also claim that for them it was difficult to communicate with the
officials, especially at regional level. They believe that lower-level officials do not
understand the OP fully and that is why they generate unnecessary requirements related
to controlling and reporting. There was also a claim that the indicators’ definitions were
not clear and prone to different interpretations. It is then difficult for the beneficiaries to
assess whether the indicator is already realized or not and whether it can be reported or
not.

4.4.4. Network effects — SMEs and cooperation

It is important to take into account the fact that the economy will not become innovative
if there is no innovation diffusion from more innovative entities to the other. Due to that
network effects are crucial to ensure and consolidate behavioural changes in SMEs,
especially related to innovation. The OP Innovative Economy also addressed these issues.
The instruments supported both cooperation among enterprises and between enterprises
and research entities.

It turns out that numerous enterprises were involved in cooperative relations and many
new products were created thanks to this cooperation. Quantitatively this picture looks
promising in general, but whether real mental changes in Polish SMEs occurred is hard to
measure. The interviews indicate that many enterprises understand that it is beneficial
for them to cooperate with each other and with research entities. Cluster cooperation is
now in fashion in Poland.

Anyway, there is still a lot to be done in terms of social capital in Poland and these
changes take place over time. The issue that seems problematic still is the business-
university cooperation, but it appears that the problem lies not on the side of enterprises,
but on the side of research entities. Some of the supported enterprises ordered R&D
works abroad, because of the reluctance to cooperate in Polish research sector. It might
be the case that Polish research needs a generational change, as younger researchers
are eager to commercialize their research.

4.4.5. Business environment — business support institutions

To ensure behavioural changes in SMEs it is crucial not only to support them directly, but
also to build the right environment in which they may operate. In this area there is a
crucial role of business support institutions that should help behavioural changes in SMEs
to occur. The need for appropriate business support institutions was also recognized and
addressed through the OP instruments.

Thanks to the intervention, the significant infrastructural and capacity investments were
made in business support institutions and the impressive number of firms (almost 9
thousand) used business support services that were offered. Unfortunately the quality of

38



these services was low, as they were in general simple, supply-driven and they were not
corresponding to the expectations and needs of the companies. Polish business
environment institutions failed to transform from low-quality entities providing simple
services into innovation centres. This situation does not allow the supported SMEs to
strengthen their innovation potential.

The main obstacle to enhancing the quality of business support institutions in the OP
Innovative Economy is the fact that they are overly reliant on public funding. Nowadays,
business support institutions offer services that were specified by the OP calls that is the
supply side of these services is supported. In the next OP Smart Growth, which is the
successor of Innovative Economy, the services will be financed from the demand side,
i.e. the entrepreneurs will receive the funding and they will decide which services should
be provided.
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5. MAIN FINDINGS AND CONCLUSIONS

Over the last decade, the Polish economy has been converging to EU-15, being the only
EU economy that avoided a recession in 2008-2010. Poland has built its impressive
growth performance on low labour costs. However, as the country moves up the income
ladder, cost competitiveness will deteriorate in the future. In order to grow further,
Poland needs a new strategy aimed at enhancing competitiveness and productivity. As
the experience of developed countries shows, such a strategy should be built on
innovation and R&D. Currently, Poland lags behind its regional peers in innovation
expenditure and innovation rankings, with private expenditure on R&D being especially
low. As a result, specialisation of Polish SMEs is still biased towards low- or medium-low-
technology goods.

Against this background, OP Innovative Economy is the most extensive public scheme
tailored to support innovation in the EU in the years 2007-2013, with over EUR 5 billion
allocated for SMEs. OP Innovative Economy aims at innovation-based growth through
investing in innovative products and processes, facilitating technology transfer,
stimulating the business environment, revamping the ICT infrastructure and improving
cooperation between academia and the private sector. The majority of policy instruments
in the OP Innovative Economy are targeted only or particularly on SMEs, taking into
account their role in the economy and barriers to growth they face.

The analysis of the OP policy mix shows that OP Innovative Economy is a step forward
when compared to the OP Improvement of the Competitiveness of Enterprises in the
previous financial framework (2004-2006) in that is it is more focused on innovation.
Examples of successful policy instruments to support innovation include technological
credit and investments with high innovative potential. These instruments allowed firms to
increase risk-taking by supporting early stage innovation projects and implement new
innovative solutions, in particular product innovation. Support to R&D projects was also
substantial, accounting to 18% of total allocation after reprogramming.

In terms of mode of delivery, grants were by far the most common form which was
appropriate for the case of risky projects. In case of capital investment grants they
should have been complemented by loans, given that these type of projects have stable
and predictable cash that facilitates loan repayment.

The available evidence on the characteristics of the supported firms in industry suggests
that most of them operate in low and medium-low technology sectors — both in terms of
the number of projects (63 percent) and the share in the financial support (65 percent).
On the contrary, in services the majority of firms operate in high-tech knowledge
intensive sectors. Is there a rationale for focusing on the promotion of low-tech sectors?
It appears that for countries still far removed from the technological frontier introducing
innovation in low-tech sectors might actually yield the highest returns in terms of
productivity gains. This is because firms in these countries manage to increase labour
productivity by absorbing and benefiting from technologies developed elsewhere.

Overall, OP Innovative Economy has achieved some valuable results, in particular in
fostering innovation and R&D in Poland. There is evidence that more than half of recent
growth in R&D expenditure as a share of GDP is driven by ERDF. Moreover, studies
suggest that the recent increase in the share of high-tech products in Polish exports is
driven mainly by the ERDF funds.

The results are more modest in the area of jobs creation and internationalization of
domestic firms. It should be noted that some indicators still might be improved given
that many projects are on-going. Finally, it appears from interviews carried out during
the evaluation that one intangible result is that the OP through numerous projects,
workshops and conferences has created a kind of "fashion for innovation"” among Polish
firms.
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ANNEX

List of policy instruments targeting SMEs

Initial .
N Full name Measure Description Objective Mode of delivery allocation Reprogramming
(MEuro)
(MEuro)
The instrument supports R&D projects carried out by firms.
1 Support to R&TD projects 1.4 Specifically, the projects should entail two phases: research I e, 390 447

phase and implementation phase. Firms can decide if they carry
out the R&D activities on their own, or they outsource it.

Support to R&D projects in
2 aviation sector - INNOLOT - 1.5a
Innovative aviation

The instrument gives support to R&D projects that develop new

technologies for the aviation sector. UATMEEIEE - f G

Support is given to projects that are carried out by firms and

scientific consortia in the sector TECH. Sector TECH includes Innovation  Grant

nanotechnology, new materials and technology, mechatronics, 105 105
technology and chemical engineering.

Support is given to projects that are carried out by firms and
scientific consortia in the sectors INFO and BIO. INFO and BIO
sectors include advanced technologies in telecommunications,
environment, agriculture and regenerative medicine.

Support to R&D projects in
3 the TECH sector - 1.5b
Demonstrator+

Support to R&D projects in
4 the INFO and BIO sectors - 1.5c
Demonstrator+

Innovation Grant

Package: grants

+consulting for newly

Starting the innovative Support is given to potential and newly created firms that are

5 activity L built on innovation ideas, including spin offs. TOYEIL create.d .enterprlses L 1R
+provision of
infrastructure and services
The instrument’s aim is to establish a fund that supports capital
6 Support to capital funds 3.2 mvestments 1 SlE2. e L proviess flna_ncmg _for ||_'1novat|ve Innovation  Equity finance 180 71
enterprises at early stages of development, including risky
investment.
ClrEElem O.f ) S t_hat The instrument provides consulting services to SMEs in . .
promotes investment in X . Consulting, advice,
7 ) . 3.3a preparing documents and analyses for finding an external Growth . .
SMEs - Consulting services : technical assistance
investor.
to SMEs
Establishment and capitalization of the Fund for Innovation 50 29
A system project of the Financing. The Fund supports entrepreneurs and potential
8 Polish Agency for 3.3b entrepreneurs with innovative ideas. Financing is given under Innovation  Grant
Entrepreneurs Development the condition that entrepreneurs also find private

investors/venture capital.
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10

11

12

13

14

15

16

17

18

Full name

Implementation of results of
R&D work

Promoting R&D activities of
enterprises

Technological credit

New investments with high
potential of innovation

Support to investment of
great significance for the
economy

Support to development of
cooperative relations on a
supra-regional scale

Individual project "Academic
incubators of
entrepreneurship”

Projects aiming at
developing institutions of
business support

Promoting innovation
centres

Management of intellectual
property rights

Measure Description

4.1

4.2

4.3

4.4

4.5

5.1

5.2a

5.2b

5.3

5.4

Projects supported by this policy instrument are those support
also by Policy Instrument 1. As such this instrument is a
continuation of Instrument 1. Entrepreneurs receive support for
accomplishing R&D work and implementing it in practice.

The instrument supports individual projects which are aimed at
increasing R&D activities of individual entrepreneurs and
promoting use of industrial design.

The instrument provides financing of individual projects from
the Technological fund. Entrepreneurs from SMEs that
implement new technologies are eligible for financing.

The instrument supports the projects that support new
investments in new highly innovative organisational and
technological solutions in production and services.

The instrument supports the projects that support new
investments of enterprises from the production sector that use
innovative solutions of great significance for economy due to
the size of investments and number of new jobs created.
Projects support investments in manufacturing and services.

The instrument supports the projects that promote cooperation
networks of SMEs and business support institutions, including
investment and consulting networks. These networks should
promote diffusion of innovation within a network.

The instrument supports the projects aimed at incubation of
business ideas and start-ups. Main group of beneficiaries
consists of researchers that are starting their own business.

The instrument provides financing to institutions of business
support that provide entrepreneurs with consulting services,
training. These institutions should help entrepreneurs in their
innovative activities.

The instrument support the projects that promote the creation
of technological parks that are located in growth centres.
Technological parks provide consulting and other services for
SMEs.

This instrument covers expenses of SMEs on registering
patents. This leads to a better protection of intellectual and
industrial property rights of entrepreneurs.
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Objective

Innovation

Innovation

Innovation

Innovation

Growth

Growth

Innovation
AND Growth

Growth

Innovation
AND Growth

Innovation

Mode of delivery

Grant

Package: grants
+consulting services
+training

Package: grants
+consulting services

Package: grants
+consulting services
+training

Grant

Package: grants
+consulting services
+training

Package: consulting and
accounting services
+training +search of
business partners

Package: consulting
services +training +search
of business partners

Package: consulting and
accounting services
+training +search of
business partners

Grant

Initial
allocation
(MEuro)
390

186

410

1420

1024

104

66

190

39

Reprogramming
(MEuro)

321

186

433

1725

817

105

66

249

25



19

20

21

22

23

24

25

26

Full name

Passport to export

Support to business

assistance centres' network

Support to studies that

prepare investment projects

Projects that support
participations of Polish
enterprises in promotion
campaigns

Promotion of the Polish
economy on international
markets

Support to activities in the
area of digital economy

Supporting eServices
between enterprises (B2B)

Support to providing the
access to the broadband
Internet

Measure Description

6.1

6.2.1

6.2.2

6.5.2

6.5.1

8.1

8.2

8.4

This instrument finances participation of SMEs in international
trade fairs and foreign business trips; supports search of
foreign partners; provides consulting services to SMEs; etc.

This instrument supports the creation of business assistance
centres (BAC) in cooperation with Marszalkowski regional
government. BAC provides informational services to enterprises
on exporting and foreign investment.

This policy instrument supports studies that are aimed at
development of investment projects, such as studies on land
use for investment; geotechnical studies of land; studies on
investment barriers and investment climate; etc.

It support the projects aiming at supporting participation of
Polish enterprises in promotion campaigns in different sectors
of the economy.

This policy instrument is aimed at improving the image of the
Polish firms. This includes developing of the interactive
information system for Polish entrepreneurs; informational and
promotion campaigns abroad; sectoral promotional campaigns;
etc.

This instrument finances projects that provide e-services e.g. e-
commerce.

This instrument finances the implementation of B2B
communication system in SMEs. They lead to cooperation
between enterprises in digital form.

This instrument finances SMEs that provide access to the
broadband Internet in regions where this activity is
economically unprofitable.
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Objective

Growth

Growth

Growth

Growth

Growth

Innovation

Innovation

Innovation

Mode of delivery

Package: grants
+consulting services

Consulting, advice,
technical assistance

Grant

Grant

Information campaign,
events, seminars

Package: grants
+consulting services
+training

Package: grants
+consulting services
+training

Package: grants +training

Initial
allocation
(MEuro)

122

12

20

21

57

391

461

200

Reprogramming
(MEuro)

82

32

14

34

53

324

372

199
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