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UEAPME Position Paper on a successor to the 

6th Framework Programme for R&D

“Small enterprises are the backbone of the European economy…Europe’s efforts to usher in the new economy will succeed only if small businesses are put at the top of the agenda.”

“We will strengthen existing programmes aimed at promoting technology dissemination towards small enterprises as well as the capacity of small businesses to identify, select and adapt technologies.”

(European Charter of Small Enterprises as signed by European Heads of State and Governments in 2000)

UEAPME comments on the Commission Communication COM(2004)353:

“Science and Technology, the key to Europe’s future (Guidelines for future EU policy to support research)”

UEAPME is the pan-European employers’ organisation of crafts, trades and Small and Medium-sized Enterprises (SMEs), representing 10 million enterprises with 50 million employees. Its 81 member organisations in 30 countries are spread throughout Europe.

Our remarks and suggestions follow the structure of the Communication.

CHAPTER 1: LISBON AND RESEARCH

SME research plays a key role in achieving the Barcelona 3 % target
At the Barcelona Council in 2002 the EU set itself as goal to increase its research effort to 3 % of the GDP by 2010. 

The Commission rightly concludes as a general observation: 

· “At 2 % of the EU’s GDP, the European research effort today lags behind the efforts of the US (2.8 %) and Japan (more than 3 %)”

· “European companies invest less in research than their American and Japanese counterparts”

It is useful to analyse this general observation in more detail, as has been done by EURAB
:

· “On average, an American small firm has an R&D budget 7-8 times higher than a European small firm. This explains almost all of the US’ higher spending on R&D compared with Europe”

· “There is no significant difference between large firms in Europe and in the US in the total amount they spent on R&D”

· “This evidence suggests that higher SME spending on research in Europe, could play a key role in helping to achieve the Barcelona 3 % target”

Also the EU’s Innovation Scoreboard 2003 
 gives an insight in the growing gap and its challenges:

· Public R&D expenditure in the EU is slightly lower (0.7 % of GDP) compared to the US / Japan (0.8 %);

· The real gap is concerning business R&D expenditure: in the EU only 1.3 % of GDP compared to 2.0 % and 2.3 % in the US and Japan.

SMEs play also a vital role in the realisation of the Lisbon and Barcelona targets, since they account for 
:

· 99 % of the total number of companies in the EU;

· 2/3 of employment;

· Nearly 60 % of value added.

The conclusions of UEAPME are:

· There is an enormous gap between the business R&D expenditure in the EU and the US/Japan;

· This gap is the result of dramatically low R&D expenditures of SMEs in the EU;

· We agree with EURAB that SME spending plays a key role to achieve the Barcelona target;

· The Communication fails to analyse this SME situation in its first chapter.

Innovation: the motor for economic development
Under the heading “Excellence and innovation, the key to European industrial competitiveness”, the Commission rightly concludes: “Europe does not have sufficient capacity to transform knowledge into products and services, in particular commercial ones, making an economic success of them”.

Looking at the chapter “Lisbon and Research” the Communication concentrates only on high-tech areas: information and communication technologies, biotechnology and nanotechnology, aeronautics and hydrogen energy, microelectronics, telecommunications, etc.

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 GDP. That means, 97 % of all economic activities and most of the innovative process in Europe, but also in the US, occurred in “mid-tech” or “low-tech” sectors 
.

The conclusions of UEAPME are:

· We agree that Europe needs more transformation of knowledge into commercial products.

· However, the Commission concentrates on technology pioneers (3% of all SMEs), whereas most industrial innovation happens and is needed most at technology adopting users (20 % of SMEs) and leading technology users (10 % of SMEs).
Adapting the SME programmes on R&D

Under the heading “Adapting the EU’s Research Framework Programme” the Communication concludes: 

“the Framework Programme has been the victim of its own success … only 1 in 5 proposals has been able to be supported due to the lack of funding. In particular, just under 50 % of projects considered to be of a very high standard were able to be financed”.

From the SME perspective the situation is even more dramatic. This is not described in the Communication:

· As a result of the latest Craft call less than 1 in 10 proposals (9 %) have been rewarded. Just 22 % of proposals of very high standard (even after making thresholds higher) are financed. The result was that more than 300 high-quality proposals were turned down.

· However, this is not a result of lack of funding for SMEs in general, but because of wrong allocations of budgets: only 430 million euro for SME specific programmes (in heavy demand) and 1,700 million euro for SME participation within the new instruments (in low demand).

The conclusions of UEAPME are:

· The success rate of SME proposals is twice as low as for all the FP6 proposals. 

· This is the result not of a lack of SME funds in general, but because of the allocation of 80 % of the SME budget towards low-demand new instruments and only 20 % to high-demand SME programmes.
CHAPTER 2: SIX MAJOR OBJECTIVES 

The Communication proposes 6 major objectives (axes) for FP7:

1. European centres of excellence through collaboration between laboratories;

2. European technological initiatives (technological high-tech platforms);

3. Stimulating the creativity of basic research;

4. Making Europe more attractive to the best researchers;

5. Developing research infrastructure of European interest (high-tech large-scale projects);

6. Coordination of national research programmes (high-tech large-scale projects).

All of these objectives have limited attention or scope for SMEs in general, although:

· SMEs are vital to achieve the Lisbon social-economic targets, as they form 99 % of all enterprises and provide 2/3 of employment.
· The Barcelona-target will not be reached without raising R&D expenditures of SMEs, as this is the main area where Europe is lagging behind compared to the US. Without heavily involving SMEs Europe will never be able to raise the private R&D expenditure from 1.3 % GDP at present to 2.0 %!
· Europe needs more transformation of knowledge into commercial products and industrial innovation at mid-tech and low-tech level, where SMEs play an important role.

The experiences with the present Framework Programme should be taken into consideration, especially the situation concerning its new instruments and the SME Specific Programmes.

New instruments of the 6th Framework Programme

For SMEs the proposed axes are likely to have the same problems concerning participation as the “new instruments” of the 6th Framework Programme, being “networks of excellence” (creating virtual centres of excellence) and “integrated projects” (big-scale projects in high-tech areas).

Seen from an SME perspective, participation it difficult because of the characteristics of the new instruments:

· Big-scale budget: starting at several millions euro;

· High-tech areas: often more fundamental research oriented than innovation in practise;

· Large number of participants: makes it complicated and time-consuming (average 50 participants);

· Duration: projects tend to be of a long duration (four years and more).

Although 80 % (1.7 billion euro) of the SME budget is reserved for these projects, the results are poor:

· Instead of a SME participation rate of 15 %, the average participation rate is around 9 %;

· The rest of the budget is used by research organisations etc. (4%) or not used at present (2%).

Explanation: 

According to the Commission the present situation is that SME participation has already reached 13.1 %. If this was true, it would be an encouraging situation. However, the Commission uses the formal and broad SME definition, which includes also private research organisation, which employs fewer that 250 staff. 

During the discussions in Council and Parliament it was always indented that the SME target refer to SME companies, research organisations were never mentioned. 

This is also reflected in the work programme of the SME specific programmes: “An eligible SME is a legal entity that complies with the SME definition set out in the Commission Recommendation 96/280/EC and is not a research centre, research institute, contract research organisation or consultancy firm”.

We see no reason why for PTA projects a broader definition (including research institutes) should be used than the more narrow and realistic target group for the SME specific programmes.
These critical conclusions are also reported in the external evaluation report of FP6 by the Marimon-group. The new instruments are to big for SMEs and the efforts should be more towards small-scale projects.

SME Specific Programmes of the 6th Framework Programme

Only 20 % (420 million euro) of the SME budget of FP6 is allocated to bottom-up SME Specific Programmes:

· CRAFT: co-operation of individual SMEs who contract out research, 300 million euro.

· Collective Research: co-operation of trade associations who contract out research, 100 million euro.

· Economic and Technical Intelligence ETI: dissemination projects, 20 million euro. 

From an SME perspective these programmes fit perfectly the needs of SMEs:

· Medium budget: from several hundreds of thousands euro to several million;

· Innovative approach: foreseen RTD results can be used in the near future;

· Limited number of participants: makes it less complicated and time-consuming;

· Duration: projects tend to be of a medium-term duration (two to three years).
The result is that these bottom-up projects are highly in demand:

· At present only 9 % of all CRAFT applications are accepted;

· Even worse only 22 % of all CRAFT projects which pass the quality threshold can be financed;

· The situation about Collective Research can be compared with CRAFT;

· While the Barcelona 3%-target and the Lisbon strategy cry for innovation, hundreds of good quality projects involving thousands of SMEs are not awarded and thereby wasted.

UEAPME: a separate axe concentrating on SMEs is necessary

The above-mentioned SME experiences within FP6 have to be taken in consideration.

UEAPME proposes therefore to include a 7th objective:

· “SME and R&D / Innovation: the motor for economic development”.
· Concentrating on raising R&D and innovation at more levels of the SME Research Stairway
: technology adopting enterprises (20 % of all SMEs), leading technology users (10 % of all SMEs) and technology pioneers (3 % of all SMEs).
· Making more use of the “bottom-up” approach of SME Specific Programmes (like Craft, Collective Research, ETI, etc.).
· Those SMEs which are able and want to participate within the new large-scale instruments, should be able to do so. However the present “top-down” approach (using 80 % of the SME budget) should be changed to a bottom-up demand-driven situation (using a lower percentage of the SME budget).
· Such a SME objective is preferred to adding-up SME elements to each of the six other objectives, as it would form a consistent and clear picture to improve the design of the framework.
· At present the SME budget is more than two billion euro of the 17 billion FP6, which justifies a separate objective line in the next Framework Programme.
The conclusions of UEAPME are:

· All of the above mentioned 6 objectives have limited attention or scope for SMEs in general.
· The new large-scale new instruments of FP6 have limited attraction to SMEs.

· SME Specific Programmes in FP6 are highly in demand: CRAFT, Collective Research and ETI.

· Including a 7th objective “SME and R&D / Innovation” in FP7 is therefore necessary.
· Under this objective both SME Specific Programmes and participation in new instruments should be financed, using a more realistic and demand-driven budget division than the present 80:20 %.
CHAPTER 3: RAISING RESEARCH PERFORMANCE THROUGHOUT THE UNION

Taking full advantage of complementarity with other European policies and programmes

In Chapter 3.2 the Commission proposes to strengthen to complementarity between the use of the EU’s research budget and the structural funds and to increase their combined use.

In principle UEAPME considers this a good idea and approach, although in future the use of structural funds in some member states could be of limited importance. For those member states which can apply for structural funds, it is an excellent proposal.

We even consider that this approach could be widened to other European policies, institutions and programmes, like: DG Enterprise (innovation), European Investment Bank and European Investment Fund, Eureka, etc.

For example: by creating complementary “packages” of subvention possibilities of DG Research programmes and credit-guarantees/loans through EIB/EIF channels, very innovative R&D stimulation programmes could be designed.

The conclusions of UEAPME are:

· To strengthen the complementarity between research budget and structural funds is in general a good idea, for those member states, which can apply for structural funds.
· This approach could be widened to other European policies, institutions and programmes, like: DG Enterprise (innovation), EIB/EIF, Eureka, etc.

CHAPTER 4: FOCUSING THE EU’s EFFORTS ON KEY TOPICS 

SME policy is one of the Union’s political objectives

According to paragraph 37 of the Communication “topics which should be given particular attention are those related to the Union’s policies. These actions will continue to stimulate advances in knowledge in areas such as: health, consumer protection, energy, environment, development aid, agriculture and fisheries, biotechnology, information and communication technologies, transport, education and training, employment, social affairs and economic cohesion, justice and home affairs”.

We kindly refer to the European Charter of Small Enterprises as signed by European Heads of State and Governments in 2000, in which they declared:

· SME policies in general as an important EU area: “Small enterprises are the backbone of the European economy…Europe’s efforts to usher in the new economy will succeed only if small businesses are put at the top of the agenda.”
· SME R&D and innovation specifically as important in Action Line 8: “We will strengthen existing programmes aimed at promoting technology dissemination towards small enterprises as well as the capacity of small businesses to identify, select and adapt technologies.”
The conclusion of UEAPME:

· SME policies, as one of the EU’s political objectives as declared by the European Charter of Small Enterprises, should be included in listings for particular attention like paragraph 37.

CHAPTER 5: DOING BETTER TO DO MORE

Using the most effective means of implementation

UEAPME agrees with the Commission that the “most effective methods of implementation” have to be used:

· To achieve a decoupling of increases in the budget and staffing;

· While strengthening the link with national structures;

· Keeping full political and budgetary responsibility of the Commission towards the Council and the European Parliament.

However in paragraph 44 only “scientific monitoring of activities” is mentioned to be ensured by the Commission. In our view this should be widened to “research & development monitoring”.

In chapter 5.1.1 “Management in partnership by the member states, research stakeholders and the Commission” in introduced. This would be actions under article 171 of the Treaty (joint technological initiatives) and article 169 (specific management structures) mentioned, as well as “infrastructures of European interest on the model of the trans-European network projects (TENs).

UEAPME regard these actions as unfit for SME policies, because of its legal and political complexity and big-scale structure and approach.

In chapter 5.1.2 the concept of “externalised management” is discussed.

If this concept is suitable and most appropriate for the management and the administration of SME specific programmes needs to be discussed in more depth by all stakeholders (Commission, Parliament, Council and the SME community). This should be based on an in-depth document covering an analysis of the problems, possible solutions and working-conditions. 

Considering the three fundamental principles
, UEAPME has four considerations:

· On 1st principle: supervision should not only be by the scientific community described in the Communication, but it is essential to involve in the supervision also the business community as stakeholders and end-users. 

· On 1st principle: if SME Specific Programmes are suitable for the concept of “externalised management”, supervision should be in the hands of the SME community as end-users. The research community should be involved in an advisory role. 

· On 2nd principle: we agree that the political and financial responsibility should stay with the Commission.

· A 4th principle should be introduced: externalisation should only be considered if it has clear and proven advantages compared with in-housed management done by the Commission (in combination with an improved regulatory and administrative environment, as mentioned under paragraph 5.2).

Chapter 5.1.3 covers “management by the Commission in evaluation”.

In its first paragraph (49), it is not very clear what the message and the conclusions are. More explanation would be most welcome, to be able to advice and comment on it.

In the second paragraph (50), the Commission proposes that activities, which do not require the direct involvement of Commission staff should be entrusted to an external body. 

UEAPME proposes:

· Such activities should be considered to be entrusted to a possible external body, based on an in-depth analysis and discussions with all stakeholders. In our opinion in this paragraph the Communication is jumping to conclusions on issues, which haven’t been analysed, discussed and decided yet.

· Making more use of contracting-out implementation tasks, but under the direct responsibility of the Commission is also an option, which should be analysed and considered.

Conclusions of UEAPME:

· “Scientific monitoring” of activities should be broadened to “Research & Development” monitoring.

· The instruments mentioned under “management in partnership” (art. 169 and 171, etc) are unfit for SME policies, because of its legal and political complexity and big-scale approach.

· Regarding “externalisation of management”, the business and SME community has to be involved in the supervision. This option should only be considered if it has clear and has advantages compared with in-house management by the Commission.

· On “management by the Commission in evaluation” we would appreciate a discussion based on an analysis and taking into consideration all options, including contracting-out of tasks.

Improving the operation of the Framework Programme

UEAPME agrees with the Commission that it is “necessary to improve the regulatory and administrative environment. The aim is to increase the transparency of the evaluation process, to reduce delays, and to minimise the costs of preparing projects” (paragraph 51).

Specific recommendations of our organisation are to:

· Set up of a Central Registration System where enterprises and research organisations participating for the first time are registered with their key data. Thereafter participants do not need to provide all their data again, but only have to provide changes and new data.

· The selection period from submission of a project to the signing of a contract, has to be reduced significantly to a maximum of six months.

· More use should be made of lump sums instead of detailed and complicated calculations which take a lot of time and create a lot of frustrations both with the SME and Commission. For example: instead of detailed and individual calculations concerning labour costs and overhead concerning each participating staff member in a project, average daily lump sumps could be established based on already available accounts from the financial auditors of the SMEs. 

· The Commission could make more use of contractors to help them speed up and simplify the process (auditors, project managers, administrators, etc.). Of course a budget for this should be foreseen within the Commission’s budget and within the working programme of the Framework Programme.

· Evaluation of the Framework Programme and its instruments should be done by an outside group of experts and on a more regular base. In this way the results of such evaluations could be used directly in a running Framework Programme.

Conclusions of UEAPME:

· We agree that it is necessary to improve the regulatory and administrative environment.

· A Central Registration System with key data of participants to be used for all projects would reduce the administrative burden for participants and the Commission.

· The selection period has to be reduced to a maximum of six months (application to contract).

· More use should be made of lump sums instead of detailed calculations.

· The use of more contractors could speed up and simplify the process.


CHAPTER 6: TOWARDS THE 7th FRAMEWORK PROGRAMME

After a policy debate with the Institutions and with stakeholders, the Commission will present in April 2005 a proposal for a 7th Framework Programme.

According to UEAPME, which represents 10 million enterprises, the following elements have to be taken into consideration:

· SMEs have a key role to play to achieve the Barcelona 3%-target and the Lisbon strategy.

· Europe needs more transformation of knowledge into commercial products.

· Not only are the top technology pioneers (3% of all SMEs) important. Most industrial innovation happens and is needed most at technology adopting and leading technology users (together 30 % of SMEs).

· The large-scale new instruments of FP6 have limited attractiveness for SMEs.

· SME Specific Programmes in FP6 are highly demanded: CRAFT, Collective Research and ETI.

UEAPME proposes therefore a separate objective on SME and R&D/Innovation, including:

· An enlarged budget for bottom-up SME Specific Programmes of at least one billion euro:

· Expansion of the highly successful CRAFT and Collective Research programmes;

· Developing a dissemination like programme based on the present ETI-scheme;

· Reintroduction of the Exploratory Awards scheme used under FP5;

· Introducing new concepts: cross-border and technological advisers projects.

· To prevent the “new instruments” / objectives from becoming a closed shop for SMEs:

· A fixed overall percentage of participation of SMEs has to be continuated;

· This percentage should only apply to real SMEs, not being research organisations;

·  More facilities for smaller-scale projects (budget, duration and number of participants).

We would like to thank the Commission for considering our suggestions and for integrating them into the policy debates with the stakeholders. 

Of course UEAPME would be delighted to clarify the above mentioned suggestions and to work together on the common goal: achieving the Barcelona- and Lisbon targets, making use of the enormous potential of SMEs in an enlarged EU of 25 member states.

For questions and suggestions: schroder@mkb.nl or tel. + 32  2  230.72.90

� Page 2, Paragraph 2 of the Communication


� Page 3, Paragraph 9 of the Communication


� European Research Advisory Board report on “SMEs and ERA”, EURAB-04.028 of 2004, page 5


� Annex Table B


� European Third Report on Science and Technology Indicator, 2003


� UEAPME, “Towards an Innovation Policy for Crafts, Trades and SMEs”, 2004


� EURAB report on SMEs and ERA, EURAB 04.028-final


� See page 11, paragraph 48





MAISON DE L'ECONOMIE EUROPEENNE - RUE JACQUES DE LALAING 4 - B-1040 BRUXELLES

TEL ÷32 2 230.75.99 - FAX ÷32 2 230.78.61 - E-MAIL ueapme@euronet.be
Page 1

