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Towards an Innovation Policy for

Crafts, Trades and SMEs

1. Innovation – the motor for economic development

Innovation, defined in a broader sense as:

· development of new products and services,

· introduction of new production processes for goods and services and

· acquisition of new markets,

is the precondition for any economic development in all economies. Within developed economies the growth of output, productivity and welfare is not possible without innovation. Structural change and catching-up processes have to be driven by innovation. Furthermore, in a market economy competitiveness can not be gained or secured without permanent innovative processes.

Innovation, by definition, cannot happen without knowledge, knowledge about market needs and technical opportunities. Innovation is based on a very wide range of knowledge, from R&D, the classical form of codified knowledge (patents, licences, etc.) to all forms of non-codified (tacit) knowledge, like vocational competencies, knowledge about markets, costumers and suppliers and so on.

Therefore, the ability of an economy to innovate depends not only on the results of R&D, but also – and even more so – on the access to existing technical knowledge, on the qualification of economic actors, on the economic framework, on the regulatory framework for innovation (subsidies, taxation, intellectual property rights, standards, etc) and on the existence of innovative networks and clusters.

The weak economic performance of Europe, compared with its main competitors, can be partly explained by a lower level of innovation, which negatively influences the growth of productivity and potential output.

2. Innovation in Crafts, Trades and SMEs:
lost by the focus on High Tech and R&D

The contemporary public discussion on innovation policies in Europe, strongly supported by big industry and parts of the European Commission, focuses mainly on the development of the “High-Tech Sector” and on Research and Development. The Low-Tech sector is seen as less important and as an obsolete model or a sector, which is in danger. 

Without ignoring the importance of “High-Tech” and R&D for the innovative capacity of an economy, it has to be stated that such an approach ignores other aspects of innovation, which are even more important, and shows some shortcomings regarding the definition of “High-Tech” and R&D.

The main part of innovation does not happen in the “High-Tech Sector”

According to the OECD, the “High-Tech Sector” is defined as industries with an R&D share in turnover of more than 4%. This sector counts even in highly developed economies for about 3% of the GDP. That means 97% of all economic activities and most of the innovative processes in Europe, but also in the US, happened in sectors defined by the OECD as “Mid-Tech” or “Low-Tech”. 

Recent studies demonstrate the irrelevance of this concept to define the innovative capacity of an economy. The research done by the PILOT-Project
 (Project on Innovation in the LOw Tech industry) shows that the main shortcoming is the definition of R&D used by the OECD (the so-called Frascati Manual), which concentrates only on science related activities, that means only on codified knowledge and ignores all kind of non-codified knowledge, with the result that many sectors are defined as Mid- or even Low-Tech, even if they are highly productive and competitive and have a large capacity to innovate.

The main part of innovation is not based on Research and Development

In the main part of the economy, innovation is not based directly on R&D in the narrow definition of the Frascati Manual, even though already existing R&D results may be used for innovation. This is especially true for Crafts, Trades and Small and Medium Sized Enterprises, which very often cannot carry out their own R&D.

In most of the SMEs the innovation process is:

· based on available technologies, which are used in a new and sophisticated way;

· based on the experiences and the knowledge of persons in and around the company;

· supported by highly qualified employees and the entrepreneurial spirit of the business owner;

· based on highly flexible, but long lasting, costumer and supplier relations;

· supported by existing networks and clusters.

What all of these transmission mechanisms for innovation have in common, is that knowledge is not used in an explicit – codified - way and therefore it does not count as “High-Tech” or R&D.

Therefore, a supportive policy for innovation, especially in the SME sector, has to recognise these drivers for innovation and needs a quite broad approach to exploit the capacity of SMEs to innovate and become more competitive.

3. Crafts, Trades and SMEs need a new approach to Innovation Policy 
Increasing the innovative capacity of enterprises is a decisive precondition to bringing Europe’s economy back on a growth-path and to achieving the Lisbon Targets. A policy which supports such a development may not only focus on “High-Tech” and R&D, but has also to improve the framework conditions for innovation, which is driven by “non-codified knowledge” and not directly based on “R&D”.

A high degree of flexibility and very close and direct relations to costumers and suppliers, which are specific characteristics of Small and Medium sized Enterprises, form a good basis for innovation. In order to exploit fully the capacity to innovate in the SME sector, innovation policy in future has to use a new and much broader approach.

Therefore, UEAPME asks the incoming European Commission, the newly elected European Parliament and the Member States to recognise the specific way in which SMEs perform innovation and to support a new policy approach, which has to be built on a wide range of pillars.

Crafts, Trades and SMEs need a bottom-up approach in R&D policy and a wider definition of R&D

Small enterprises do not have the capacity to participate in huge programmes with a specific thematic approach, but need SME targeted programmes, which are open to a wide range of areas and can easily be handled by such companies. 

Furthermore, the definition of R&D according to the OECD Frascati Manuel is too narrow for the kind of research carried out by small enterprises and should also include investments in non-codified knowledge.

Therefore, UEAPME asks the European Commission and the European Parliament:

· to redistribute within the 6th Framework Programme on RTD unused money, reserved for SMEs, from the Priority Thematic Areas toward SME Specific Measures, where the budget is too limited.

· to strengthen the bottom-up approach (SME Specific Measures) in the next Framework Programme for SMEs and to facilitate the administration of such programmes for SMEs.

Crafts, Trades and SMEs need better access to already existing technologies

Many small enterprises are not able to do their own research, but need sophisticated technologies to innovate. Due to their nature, small enterprises have difficulties to access such knowledge and need public support.

Therefore, UEAPME asks the European Commission, the European Parliament and the national governments:

· to find a solution for “European Patents”, which can easily be handled by SMEs;

· to stimulate and improve the co-operation between SMEs and universities and research centres by the creation of business incubators, technology centres and competence centres;

· to support the establishment of a network of innovation and technology consultants.

Qualified entrepreneurs and employees are an important precondition
for innovation in Crafts, Trades and SMEs

Non-codified knowledge (tacit knowledge), which was built up by experience, knowledge about the market and creative costumer and supplier relations, plays a decisive role in SME typical innovative processes. Technological and vocational skills and competences for dealing in a sophisticated way with clients and supplies, as well as managing processes and networks, are an important precondition for being able to innovate.

Therefore, UEAPME asks the European Commission, the European Parliament and the Member States:

· to establish a European statute for apprentices, in order to facilitate their mobility and remove the current obstacles posed by social security complexities; 

· to create an ERASMUS-style programme for young workers, trainees and apprentices;

· to ensure that the new generation of education and training programmes contains a programme specifically aimed at promoting innovation competences through vocational training in SMEs, and which is easily administrable;

· to motivate young people to be trained in technical and technological skills;

· to increase the number of participants in life-long learning activities and to support the social partners on all levels to do more on continuous training;

· to ensure that vocational education is valued equally to university education and receives an adequate share of the budget.

Business Clusters and Networks encourage innovation in Crafts, Trades and SMEs

The existence and the development of business clusters and networks with specific competences creates positive spill-over effects for innovation, especially for smaller enterprises. The development of such clusters and networks has to be managed by regional institutions and publicly supported by related training facilities.

Therefore, UEAPME asks the European Commission, the European Parliament and the Member States:

· to put more focus on the development of clusters and networks in the European Action Plan for Entrepreneurship;

· to support such developments by technology oriented support measures (Centre of Excellence, Incubators, Technology Transfer Centres, etc.) and 

· by providing technology related training institutes.

Crafts, Trades and SMEs need more flexible and innovation friendly Qualification systems (ISO 9000, EMAS, etc.)

Qualification Systems like ISO 9000 and EMAS were mainly developed for large companies with standardised production procedures and are based on codified knowledge. In many smaller companies, where innovation is a permanent process and has to react to the specific needs of costumers, the need to certify standardised procedures becomes more and more a barrier for innovation.

Therefore, UEAPME asks the European Commission, the European Parliament and the Member States:

· to adapt existing qualification systems to the needs of innovative SMEs;

· to ensure the involvement of SME representatives (NORMAPME) in the elaboration of new standards and in the review of already existing standards.

Crafts, Trades and SMEs need in general a more innovative and business friendly environment within the Internal Market

Next to the above-mentioned measures, which could directly increase the ability of SMEs to innovate, a general improvement of the business environment would help companies to fully explore their capacity for growth and employment creation.

Therefore, UEAPME repeats its demands to the European Commission, the European Parliament and the Member States:

· The Internal Market has to become a reality also for SMEs. There are still problems as regards compliance costs for taxation, proper functioning of the service markets and access to qualitative public services at reasonable prices.

· SMEs need better access to finance in order to allow investments in start-ups, business growth and innovation. The up-coming Basel II regulation will make the situation even more difficult and demands SME supportive measures like guarantee schemes.

· In many countries reforms in social protection systems are needed in order to reduce negative incentives to work and to allow a reduction on non-wage labour costs, which are a specific burden for labour intensive SMEs.

· Overall economic regulation regarding economic, social and environmental issues has to become more balanced in order to bring Europe’s economy back on a reasonable growth path.

· Small enterprises suffer disproportionately from unnecessary administrative burdens. Policy making in Europe should no longer happen without serious impact assessments on all companies. The European Institutions should bind themselves to the results of such analyses.
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�  Find more on the Pilot Project at: http://www.pilot-project.org
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