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ABSTRACT
Master Thesis

DRIVERS AND INCENTIVES OF INNOVATION AND
ENTREPRENEURSHIP IN EU

Merve URKMEYEN

Yasar University
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Master of Business Administration

European Union supports innovation and entreprahguras key elements of
competition and emphasize on developing an entnepréal spirit in Europe by
means of reinforcing the right mentality and entegeurial skills. As a key
determinant of competitiveness and economic growihpovation and
entrepreneurship are important issues for manysimigs in modern economies.
Innovation brings value-added to social and economell-being. The terms
innovation and entrepreneurship are commonly usgchbt always with the same
understanding. There is an obvious strong relatipnbetween these two subjects.
This study gives an overview of relevant literatimeboth areas. In this context,
relevant terms and definitions are discussed aerdepted. The study investigates
various drivers of innovation, entrepreneurship aethtionship between these
important two issues and each driver. The EU isl-placed to direct funding
programmes, such as regional and rural developfoads, to encourage innovation
and there are many good examples of funds which SkHh benefit from these
incentives.

Keywords: Innovation Incentives, Innovation Funds, Entreprteship Incentives,
Entrepreneurial Environment, SMEs, European Union



TABLE OF CONTENTS
DRIVERS AND INCENTIVES OF INNOVATION AND
ENTREPRENEURSHIP IN EU

TUTANAK
YEMIN METN1
OZET
ABSTRACT
TABLE OF CONTENTS
LIST OF TABLES
LIST OF FIGURES
ABBREVIATIONS
1. INTRODUCTION
2. INNOVATION AND ENTREPRENEURSHIP
2.1. Defining “Innovation” in a Conceptual Contex
2.1.1. Levels of Innovation: Radical and Incremehitaovation
2.1.2. Categories (Types) of Innovation
2.2. Defining “Entrepreneurship” in a ConcegtGontext
2.2.1. Entrepreneurs: Types and Concepiparoaches
2.3. Innovation as a Main Source of Entrepreneprshi
2.4. Entrepreneurship and Economic Development
3. DRIVERS OF INNOVATION AND ENTREPRENEURSHIP
3.1. Economic Growth Drivers
3.1.1. Innovation and Economic Growth
3.1.2. Entrepreneurship and Economic Growth
3.1.3. Information and Communication Technglagd Economic
Growth
3.1.3.1. How the use of ICT contributes toe¢lsenomy?
3.1.4. Human Capital and Economic Growth
3.2. Entrepreneurship Drivers
3.2.1. Opportunity and Entrepreneurship
3.2.2. Capital and Entrepreneurship

3.2.3. Incentives and Entrepreneurship

mwwHX

\I

12
3 1
15
15
15
17
18

19
21
22
22
23
24

3.2.3.1. Objectives of Policies for En@ging the Entrepreneurship 26



3.2.3.2. Tools of Policies for Encouraging HErégrepreneurship
3.2.4. Culture and Entrepreneurship
3.2.4.1. Definition of Culture
3.2.4.2. Cultural Determinants of Level of Epireneurship
3.2.4.3. Implications to Entrepreneurship
3.2.4.4Views regarding the relationship between cultural
values and entrepreneurial behavi
3.2.5. Abilities and Entrepreneurship
3.3. Innovation Drivers
3.3.1. Information and Communication Technology amtbvation
3.3.2. Human Resources and Innovation
3.3.3. Entrepreneurship and Innovation
3.3.4. Knowledge Building and Sharing and Innovatio
4. INCENTIVES OF INNOVATION AND ENTREPRENEURSHIP
WITHIN EU CONTEXT
4.1. Lisbon Strategy
4.1.1. Overview of Lisbon Strategy
4.1.2. The Development of Lisbon Strategy
4.1.2.1. The 2005 relaunch: a focus on gois growth
4.1.2.2. The mid-term review; “Lisbon Agan2005”
4.1.2.3. The Wim Kok Report
4.1.3.More research, development and innovation within
Lisbon Strategy

4.1.4.Research and Innovation and the Lisbon Strategy

27
28
28
29
0 3
32

32
34
34
35
36
36
38

38
38
39
39
39
40
41

2 4

4.2. Investing for Excellence in Research, Innamraand Entrepreneurship 43

4.2.1. Funding Research and Innovation
4.2.2. EU’s Research and Innovation Policy
4.2.3. EU’s Innovation and Entrepreneurship Bolic
4.3. Europe 2020 Strategy
4.3.1. Innovation Union
4.3.2. EU Entrepreneurship 2020 Action Plan: img Innovation
and Entrepreneurship in Europe
4.3.3.Reigniting the Entrepreneurial Spirit in Europe
4.3.4. Competitiveness Frame of EU

Vi

45
45
46
47
49
50

50
51



4.4. Instruments for Funding Innovation and Redearc
4.4.1.Seventh Framework Programme (FP7)

4.4.2. Competitiveness and Innovation FramevRydgramme
4.4.2.1Entrepreneurship and Innovation Programme (EIP)
4.4.2.2Information Communication Technologies

Policy Support ramme (ICT-PSP)
4.4.2.3Intelligent Energy Europe Programme (IEE)
4.4.2.4. Consistency with other Community Policies
4.4.3 Programme for the Competitiveness of Enterprises an
SMEs, COSME
4.4.4The EU Framework Programme for Research and
Innovation, HORIZON 2020
5. CONCLUSION
REFERENCES

vii

52
52
53
54
55

56

56

56

57

59
61



LIST OF TABLES

Page
Table 1: Definitions of the entrepreneurship 8
Table 2 : Definitions of the entrepreneur 9

Table 3 : Europe 2020 Competitiveness Report 2012 coverage 51

viii



LIST OF FIGURES

Page
Figure 1: The Policy Structure for Encouragement of Entrepueship 25



CIP
COSME
EIB
EIP
EIT

EU
FP6
FP7
GDP
H2020
ICT
ICT-PSP
IEE

KS
MFP
OE
OECD
omC
R&D
RDI
S&T
SBIR
SMEs

ABBREVIATIONS

Competitiveness and Innovation Framework Programme
Programme for the Competitiveness of EnterprisesSIMES
European Investment Bank

Entrepreneurship and Innovation Programme

European Institute for Technology and Innovation
European Union

Sixth Framework Programme

Seventh Framework Programme

Gross Domestic Product

Horizon 2020

Information and Communication Technology

Information Communication Technologies Policy Sopf’rogramme
Intelligent Energy Europe Programme

Knowledge Sharing

Multifactor Productivity

Opportunity Evaluation

Organisation for Economic Co-operation and Develepm
Open Method of Coordination

Research and Development

Research, Development and Innovation

Science and Technology

Small Business Innovation Research

Small and Medium-Sized Enterprises



1. INTRODUCTION

This study seeks to provide a roadmap to tim@vation and entrepreneurship
literature. The second section starts with addngstfie question of how innovation
and entrepreneurship is understood and definedrateptual level. The growing
importance of innovation to entrepreneurship isestéd in a dramatic increase in
literature that addresses the role and naturernaviation (Drazin and Schoonhoven,
1996; Drucker, 1985). Within the second sectiom, I#vels and types of innovation
are provided as an explanation. Innovation takesynmi@rms and it can be a process,
product, service, marketing technique, managendl @ganisational philosophy or
anything that helps firms to perform better. Thes®vation types vary from degree
of newness and impacthe link between entrepreneurship and economicldprent
is one of the focus of section one. This is impurtaecause entrepreneurship has been
considered as a source for improving the economifopnance. One of other theme is
the importance of entrepreneurship to innovatidme Tacts that innovation is important

to growth and, in turn, entrepreneurship is impdrta innovation.

The third section continues with the econongmwth, innovation and
entrepreneurship drivers. Under these three maaalihgs, relations between each
driver and the main headings have been examirgggbctvely. As an example for
one of overarching, when we evaluate the relatipnsetween economic growth and
entrepreneurship, it can be said thatirepreneurs create new businesses, and new
businesses in turn create jobs, intensify competitand may even increase productivity
through technological change. High measured lewélsntrepreneurship will thus
translate directly into high levels of economic wtio. With the spread of capitalism
and globalization, entrepreneurship has gained mngpertance than ever before and
there is significant relationship between levekofrepreneurial activity in a country
and its economic growth (Wigwam & Venter, 2004 &t6M 2002).

The fourth section moves to European context starts with the the Lisbon
strategy which is an EU programme and aims to imgrthe productivity and
competitiveness of the EU economy. Within this isecthe midterm review of this
strategy has been examined. Besides, researchnandation policy have been
highlighted which are the cornerstones of the EeaopUnion’s Lisbon Strategy.
After Lisbon Strategy, it has been adressed to BRO02strategy which relies on



innovation as the core driver of economic dynamidge chapter continues with the
title of funding research and innovation. In thigpter, major funding programmes
can be alined as Competitiveness and Innovatioomé&nsork Programme, FP7
Programme, Programme for the Competitiveness a@drfanses and SMEs (COSME)
and The EU Framework Programme for Research aravétion (HORIZON 2020).



2. INNOVATION AND ENTREPRENEURSHIP

2.1.Defining “Innovation” in a Conceptual Context

Innovation has been and continues to be awitapt topic of study for a number
of different disciplines, including economics, mess, engineering, science, and
sociology. Despite the fact that innovation has nbestudied in a variety of
disciplines, the term is often poorly understood aan be sometimes confused with
related terms such as change, invention, desigt,cagativity. It is also closely
associated with terms such as growth and changétdde concepts include
invention, growth, creativity, design, exploitatjathange, failure, entrepreneurship,
customers, knowledge, and society (O'Sullivan, 2008

According to O'Sullivan (2008), innovationttee process of making changes to
something established by introducing something rlavthe organizational context
innovation can occur to products, processes, ®icgs. As such, it can be radical or
incremental, and it can be applied to productscgsees, or services and in any
organization. It can happen at all levels in amaargation, from management teams

to departments and even to the level of the indaidO'Sullivan, 2008).

Innovation is one of the most critical compedi advantages of firms (Chapman
& Hyland, 2004; Hamel & Prahalad, 1994; Vokalo, @D0/okalo (2000) states that
such an intangible resource, innovation, is a kihttapital” for the organization to
possess as a competitive advantage. Innovatiobdesbroadly defined as “an idea,
a product or process, system or device that iseperd to be new to an individual, a
group of people or firms, an industrial sector @oaiety as a whole” (Rogers, 1995).
It can be divided into three categories: produabiration, process innovation and

organizational innovation (Vakola, 2000).

A broader approach refers to innovation agitheelopment of new products, new
processes, hew sources of supply, but also toxjpleigation of new markets and the
development of new ways to organize business. @nedistinguish between more
incremental innovations and more radical innovatiolh is important to note that
innovation does not only refer to the first intratlan of novelty by a first mover,
but also to the spread of the innovation to otlotora in the economy. An important

distinction in the innovation literature is betwemmovations that are new to the



world, innovations that are new to the domestick®iaor innovations that are new to
the firm (Fagerberg, 2005). In other terms, innmratan be seen as the business of
science organizations. The early research on iniwvaended to address the
organization’s ability to respond and adapt to exkand/or internal changes (Burns
and Stalker 1961; Hull and Hage 1982). Subsequenmk wn innovation stressed

more pro-active innovation and distinguished betwigpes of innovation.

The concept of innovation has become more tioatpd in other ways as well.
The first major scholar to address this topic, phsgchumpeter, defined innovation
as encompassing the entire process, starting frdaarel of an idea continuing
through all the steps to reach a marketable prathattchanges the economy (Baker,
2002). Today, there is not only a distinction beswéhree major types of innovation
(process; product/service; and business conceptustent scholars now distinguish
levels of innovation (incremental to radical andtaining versus discontinuous), no
longer restricting the term to major innovationsttichange the economy. Finally
innovation is no longer restricted to the procetsreating something new from
beginning to end but can include the capacity tkiy adopt externally created

innovations that may be of benefit to the orgamirat

An important distinction is normally made beem invention and innovation.
Invention is the first occurrence of an idea fareav product or process. Innovation
is the first commercialization of the idea. Sometsmnvention and innovation are
closely linked in the literature, to the extentttitais hard to distinguish one from
another (biotechnology for instance). While invens may be carried out anywhere
such as, for instance, in universities, innovati@tsur mostly in firms in the
commercial atmosphere. A firm normally needs to lom@ several different types of
knowledge, capabilities, skills and resources ueoito be able to turn an invention
into an innovation (Fagerberg, 2003). In fact, tbacept of innovation refers to the
putting into practice of a novel idea or an inventiA narrow strictly technological
approach focuses specifically on product and proaasovations, or technological
innovation, often said to be the result of knowkedgensive (technological)

entrepreneurship.



2.1.1. Levels of Innovation: Radical and Incremental Innwation

The definition of innovation does not referthe size and scope of the change on
products, processes or services. Innovation comynolalssified as either radical
innovation or incremental innovation. This distioat primarily focused on the
extent of newness. Christensen (1997) advancedcdimeept of innovation by
disentangling the attributes of newness and img&iace radically new innovations
do not always have a significant impact, he difféisdes between sustaining versus
discontinuous innovations. Sustaining innovationsprove the performance of
established products or services. Discontinuousvations bring to market very
different products or services that typically undere established products and

services in the particular market sector.

Radical innovation is about making major chemgn something established.
Focus is significant in relation to this issue. Aange can represent a radical
innovation when viewed at a technological levelt tle impact may be only
incremental when viewed at an organizational lew#ien we examine innovation, it
Is the impact at this level that we are interegted he term radical often refers to the
level of contribution made to the efficiency or eewe of the organization
(MacLaughlin, 1999). Radical innovation can threattransform the industry itself
by destroying the existing market and thus creatwegnext great wave (Christensen,
1997; Utterback, 1996). Undertaking radical innavatcan bring dramatic benefits
for an organization in terms of increased salesextichordinary profits, but it is also

highly resource intensive and risk laden.

Concerning incremental innovation, althougldical innovations often make
headlines, most organizations spread the risk &gedcwith innovation by also
looking for small or incremental innovations to ith@roducts, processes, and
services. In fact, some companies shy away froncahdnnovations alltogether,
preferring instead to invest in incremental innamat Incremental innovation is less
ambitious in its scope and offers less potentialr&urns for the organization, but

consequently the associated risks are much less.

There are advantages and disadvantages to ipctemental and radical

innovation. Radical innovation has the advantagecrefating a step change in



growth. The disadvantage is the high level of rsid high cost of failure. The
advantages of incremental innovation are lower ais#ét the possibility of achieving
small degrees of growth. However, the disadvantagmpared with radical

innovation is the slowness to reach growth tarpetere competitors, leading to a

loss of competitive advantage (O'Sullivan, 2008).

2.1.2.Categories (Types) of Innovation

There are three types of innovation which apeocess, product/service, and
strategy. (Baker, 2002) Each these can vary fracremental to radical (degree of
newness) and from sustaining to discontinuous (at)pdhere are also important
relations between these types of innovation. Fangxe, a strategy innovation may

necessitate process, and/or product innovationse(3a002).

The term innovation is often associated witbdpcts. When we think about
innovation we think about a physical product: sevaion, car, or digital music
player. However, innovation can also occur in psses that make products, services
that deliver products, and services that providangible products. Many services
don’t involve physical products at all. Productoration is about making beneficial
changes to physical products. Incremental prodemikse innovation is oriented
toward improving the features and functionalityexfisting products and services.
Radical product/service innovation is oriented tavereating wholly new products
and/or services. Discontinuous products and sesvare increasingly likely with
ever-faster new product/service development. Opgdions must be constantly on
the lookout for discontinuous new products and/ocervises. Although
product/service innovation and process innovati@ret the same thing, they are
often interconnected. (Baker, 2002)

Process innovation is about making beneficladnges to the processes that
produce products or services. Service innovatiabsut making beneficial changes
to services that customers use. (O'Sullivan, 20®®cess innovation became an
important topic with the rise of the quality anchtauous improvement movements
and, then again, with the more recent attentioectitd at change management,

organizational learning and knowledge managemeniscddtinuous process



innovation can originate outside the industry andfmay be more or less
serendipitous.

For Strategy or Business Concept Innovatidnjsj of course, possible to
incrementally improve one’s business strategy barhkl (1996, 2000) contends that
radical business concept innovation is now paramdf@imadical business concept
innovation is successful, it is by definition distiouous.

2.2.Defining “Entrepreneurship” in a Conceptual Context

Entrepreneurship is also often discussed uthiertitle of the entrepreneurial
factor, the entrepreneurial function, entreprerauinitiative, and entrepreneurial
behaviour and is even referred to as the entreprahespirit. In this regard,
entrepreneurship — the entrepreneurial functionan be conceptualized as the
discovery of opportunities and the subsequent ioreaif new economic activity,
often via the creation of a new organization (Régs02005). The entrepreneurial
function implies the discovery, assessment andogspiion of opportunities, in other
words, new products, services or production praEEs:iew strategies and
organizational forms and new markets for produntsiaputs that did not previously

exist (Shane and Venkataraman, 2000).

The entrepreneurial factor is understood t@beew factor in production that is
different to the classic ideas of earth, work aagit@al, which must be explained via
remuneration through income for the entrepreneamgalvith the shortage of people
with entrepreneurial capabilities. Its considenatias an entrepreneurial function
refers to the discovery and exploitation of oppeities or to the creation of
enterprise. Entrepreneurial behaviour is seen havieur that manages to combine
innovation, risk-taking and proactiveness (Mill@§83). In other words, it combines
the classic theories of Schumpeter’s innovativeegméneur (1934, 1942), the risk-
taking entrepreneur that occupies a position ofettamty as proposed by Knight
(1921), and the entrepreneur with initiative andagmation who creates new
opportunities. Reference to entrepreneurial ini@atunderlines the reasons for
correctly anticipating market imperfections or tegpacity to innovate in order to
create a “new combination”. Entrepreneurial initiat covers the concepts of

creation, risk-taking, renewal or innovation insida outside an existing



organization. Lastly, the entrepreneurial spiritpbiasizes exploration, search and
innovation, as opposed to the exploitation of bessnopportunities pertaining to

managers. All this explains why entrepreneurshibescribed in different ways.

Table 1. Definitions of the entrepreneurship.

Author Definitions
The entrepreneurship is an activity dedicated to
Cole (1968) initiation, maintenance and development of a profit

oriented business.

The entrepreneurship is an innovation act who
Drucker (1985) presupposes the endowment of the existing resources
with the capacity of producing wealth.

Gartner (1985) '(I)'rhgeanigg't[irgr[l)sreneurship is the creation of new
The entrepreneurship is the process of creating
something different, with value, by allotting the

necessary time and effort, presupposing the tatfng

financial, social and personal satisfaction.persona
satisfaction.physical risks, and obtaining monetary
rewards and personal satisfaction.

Hisrich and Peters (1989)

Stevenson et al. (1989) The entrepreneursh!p_ls following an opportunity
irrespective of the existing resources

The entrepreneurship is first of all a discoverggass

Kaish and Gilad (1991) and secondly is the process of acting on an

opportunity of lack of balance.

The entrepreneurship is a set of behaviours which

initiate and manage the re-allotment of economic
Herron and Robinson resources and whose purpose is the creation o valu
(1993) by these means.

Source: Misra and Kumar (2000).

2.2.1 Entrepreneurs: Types and Conceptual Approaches

The concept of entrepreneurship cannot be tmmpwithout talking of
entrepreneurs - individuals who give entrepreneprskense and version.
Entrepreneurship is an activity that is action-oteel. It is a world of immense
creativity and innovation inhabited by entrepresedine individuals who innovate,

take risk and create value in form of new produatsl services. The term



entrepreneur is derived from a French word “eneregre” meaning to undertake. It
is the entrepreneur who undertakes to organize,agem@nd assume the risks of
business (Bird, 1989; Kuratko & Hodgetts, 1989)tHis context, an entrepreneur is
a person who starts an enterprise. Entrepreneargnaovators who come up with
new ideas for products, markets or techniques. ufotvery simply an entrepreneur
is someone who perceives opportunity, organizesuress needed for exploiting
that opportunity and exploits it. Further, an eptemeur is an innovator who
recognizes and seizes opportunities, coverts thppertunities into workable ideas,
adds value through money, time, effort and skiklssumes the risks of the
competitive market place to implement these ideab r@alizes the rewards from

these efforts.

Table 2. Definitions of the entrepreneur.

Author Definitions

An entrepreneur is a person making new combinateansing
Schumpeter discontinuity. The realization of new combinationay include a
(1934) new product or a quality of a product, a new praiduc finding a

new source of raw materials or reorganization efitidustry.

Hoselitz (1960) An entrepre_neur is a person vyho buys at a prideghaertain and
sells at a price that is uncertain.

An entrepreneur is a person who owns all the nacgsssources
to produce and launch on the market a product wtasponds to
a market deficiency.

Leibenstein
(1968)

An entrepreneur is a person who perceived theanast of profit
Kirzner (1985) opportunities and initiated some actions to comepléhe
unsatisfactory current needs.

Bygrave and  An entrepreneur is a person who perceives an appitytand
Hofer (1991)  creates an organization to follow it.

Source: Misra and Kumar (2000).

Entrepreneurship is of two types; opportuhiised entrepreneurship and
necessity-based entrepreneurship. In opportunggda entrepreneurship, an
entrepreneur perceives a business opportunity hodses to pursue this as an active
career whereas in necessity-based entrepreneusshipntrepreneur is left with no

other viable option to earn a living. It is not thkoice but a compulsion, which



makes him/her choose entrepreneurship as a caidekaya, Namusonge and
Sikalieh, 2012)

There are three main conceptual approachesnteepreneurship that can be
distinguished in the literature. The first approdolbuses on the entrepreneurial
function, the second on the performance of entsgpriand the third on owner-
operated enterprises.

The functional perspective is concerned whth tlynamic actors that make key
decisions on investment, production, innovationcatmn, or research and
development. This conception of entrepreneurship breader than that of
entrepreneurs who run their own businesses. It amudes managers of
multinational firms, state enterprises, or non-pirofganizations and a variety of
dynamic intrapreneurs within organizations. In {esspective, entrepreneurship is a
psychological trait referring to dynamism, credtiyiand originality. As in the early
Schumpeterian tradition, the difference betweenrepnéneurial behaviour and
innovation is blurred: entrepreneurial behaviounmsvative behaviour. If one is not

innovative, one is not entrepreneurial. (Szirmaube, & Goedhuys, 2011)

The second strand of research focuses onrtheag the key economic actor. The
firms studied include owner-operated firms, incogted joint stock companies,
state-owned firms, joint ventures, and subsidiaokmultinationals. The firms are
the units that make the key decisions on investpmmbranching into new activities
or sectors or relocating to other countries. Thet®y now a large literature on firm-
level behaviour in developing countries, examinfitgn characteristics, including
their economic performance, their innovative perfance, their capabilities and

their business strategies (Goedhuys et al. 2008dfoys and Sleuwaegen 2010).

The third research tradition deals with an amg@nt sub-set of firms, namely
owner-operated enterprises. The entrepreneur ipe¢h&n who is both owner and
actively involved in running his/her own busineldere the focus is often on SMEs
and selfemployment, as exemplified by many papershis collection. Like the
second approach, this research tradition triesigbnduish between high potential,
innovative firms that survive and grow and stagrfants that barely survive or exit
the market. (Amsden, 2001)
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The literature distinguishes mainly 3 funcgoof an enterpreneur; innovation,

risk and uncertainity bearing, and organizatioriding.

As first, innovation is one of the most im@ont functions of an entrepreneur
according to Schumpeter. An entrepreneur usesmaton, knowledge and intuition
to come up with new products, new methods of reduaosts of a product,
improvement in design or function of a product,cdigering new markets or new
ways of organization of industry. Through innovati@an entrepreneur converts a
material into a resource or combines existing resEsl into new and more
productive configurations. It is the creativity ah entrepreneur that results in
invention (creation of new knowledge) and innovat{(@application of knowledge to

create new products, services or processes.)

Concerning risk and uncertainty bearing, adioy to Hozelist an entrepreneur
performs the function of risk and uncertainty begriEvery decision pertaining to
development of new products, adapting new techmedogpening up new markets
involves risk. Decision-making in an environment aoincertainty requires
anticipation of risk. Profit is said to be the reddor anticipating and taking such
risks. However it is pertinent to mention that #gr@repreneur is not a gambler, he
only takes calculated risks. An entrepreneur deslthe art of decision-making

under conditions of uncertainty as a matter of isaty

Finally, concerning organization building, entrepreneur has to organize men,
material and other resources. He has to performfuhetions of planning, co-
ordination and control. He has to use his leadprshualities to build a team,
generate resources and solve problems. With henargtional skills an entrepreneur

builds an enterprise from scratch, nurtures it mwades it grow. (Sethi, 2009)

There is a clear difference between enterpreard enterpreneurship. The term
entrepreneur is used to describe men and womenestablish and manage their
own business. The process involved is called ergrsurship. Entrepreneurship is
an abstraction whereas entrepreneurs are tangdmelea Entrepreneurship is a
process and an entrepreneur is a person. Entrepséie is the outcome of complex
socio-economic, psychological and other factordrdpmeneur is the key individual
central to entrepreneurship who makes things hapRetrepreneur is the actor,
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entrepreneurship is the act. Entrepreneurshipasnibst effective way of bridging
the gap between science and the market place atirgenew enterprises. An

entrepreneur is the catalyst who brings aboutdhénge.

2.3. Innovation as a Main Source of Enterpreneursipi

Schumpeter (1936), the father of entreprem@ursheory, points out that
entrepreneurship is the way to innovati@imilarly, Hult, Snow and Kandemir
(2003) points out that the concept of innovation absely connected to
entrepreneurship. Stevenson and Gumpert (1988)efuindicate that innovation is
the “heart of entrepreneurship”. Therefore, entapurship is viewed as a prime

source of innovation and competitive advantage.

The terms entrepreneurship and innovationoften used interchangeably, but
this is misleading. Innovation is often the basisahich an entrepreneurial business
is built because of the competitive advantagedviples. On the other hand, the act
of entrepreneurship is only one way of bringingimmovation to the marketplace.
Technology entrepreneurs often choose to build atugt company around a
technological innovation. This will provide finaatiand skill-based resources that
will exploit the opportunity to develop and commialize the innovation. Once the
entrepreneur has established an organization, thausf shifts toward its
sustainability, and the best way that this can dieeaed is through organizational
innovation. However, innovation can be brought tarket by means other than
entrepreneurial startups; it can also be exploitedugh established organizations

and strategic alliances between organizations.ul®an, 2008)

In the Schumpeterian tradition, the entrepuenes the hero of dynamic
capitalism. The entrepreneur typically creates nembinations: new products, new
markets, new materials, and new forms of orgarmpat{Schumpeter 1934).

Entrepreneurship and innovation are almost synomgmo

The entrepreneurship literature has long bbeeagnized as a potential means to
maintain and promote business competitive advaasté@even & Miles, 1999; Hult,
Snow & Kandemir, 2003; Schoollhamer, 1982; Yamadia2004). Literatures
indicate that managers or entrepreneurs are oéen biewed as the key components

in the entrepreneurship theory and models of theepreneurial process (Coven &
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Slevin, 1991). Stevenson and Gumpert (1985) skateentrepreneurship is the trait
that some people or organizations posses but semm®id Entrepreneurs’ personal
traits has been widely discussed in explain engreguirship, including creativity,

innovativeness, risk taking, and proactivity (Cov&islevin, 1991; Yamada, 2004).
Moreover, entrepreneurial organizations are thds® tan actively respond to
competitors and are often the first-tomarket wittoduct innovation (Coven &

Slevin, 1991).

2.4. Entrepreneurship and Economic Development

Entrepreneurship plays an important role ire teconomic growth and
development of nation. It is a purposeful activiigludes initiation, promotion and
distribution of wealth and service. Entreprenewsis basically concerned with
creating wealth through production of goods angises. This results in a process of
upward change whereby the real per capita inconseaafuntry rises overtime or in
other words economic development takes place. Téntsepreneurial development
is the key to economic development.

In this context, the industrial health of acisty depends on the level of
entrepreneurship existing in it. A country mightnagn backward not because of lack
of natural resources or dearth of capital (as m&y times believed) but because of
lack of entrepreneurial talents or it inability tap the latent entrepreneurial talents
existing in that society. Thus, an entrepreneurigritical factor in economic
development and an integral part of the socio-econo transformation.
Entrepreneurs historically have altered the dicgcof national economies, industry
or markets- Japan, Singapore, Korea, Taiwan to reafaw.

Joseph Schumpeter's contribution to understgndf the mechanisms of
technological progress and economic developmentidely recognized. In The
Theory of Economic Development (1934), “he emphesizhe role of the
entrepreneur as prime cause of economic developriHentlescribes how the inno-
vating entrepreneur challenges incumbent firmsngoducing new inventions that
make current technologies and products obsoletes. giocess of creative destruc-
tion is the main characteristic of what has beehedathe Schumpeter Mark
Iregime.” In Capitalism, Socialism and Democrac95@), Schumpeter focuses on
innovative activities of large and established &rrfHe describes how large firms
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outperform their smaller counterparts in the innmraand appropriation pro-cess
through a strong positive feedback loop from inrimrato increased R&D activities.
This process of creative accumulation is the maiaracteristic of the Schumpeter
Mark Il regime. Industries experiencing a Schumpéark 1l regime are likely to
develop a concentrated market structure, in cantcasdustries in a Schumpeter
Mark | regime, where small firms proliferate.”
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3.DRIVERS OF INNOVATION AND ENTREPRENEURSHIP

In various pieces of work, the interdependesmcof entrepreneurship and
innovation have been linked. The 2001 OECD Growttud$ identified
entrepreneurship and innovation as two of the foucroeconomic drivers of
economic growth in the knowledge-based economy @ier two being human
capital and ICT). Hoffman (2005) identifies entepeurship as one of the four
drivers of innovationtogether with human resources, knowledge building a
sharing, and ICT. Gabr and Hoffman (2006) propdseret are five drivers of
entrepreneurship: opportunity, abilities, capitalcentives, and culture, each one
influenced by a comprehensive list of policy instents. From this, they have
developed a general policy framework of the grodtlvers of entrepreneurship,
which they define more in terms of innovative (hmjlowth) entrepreneurship rather
than small business. In the view of Arundel andl&falers (2005), entrepreneurship
is possibly one of the most important drivers afiamation, yet one of the most
difficult to measure because it involves attitudesisk, opportunities that reduce

risk, receptiveness to new ideas, and access ttakcap

3.1. Economic Growth Drivers

[. Innovation

[I. Entrepreneurship

[ll. Human Capital

IV. Information and Communication Technology (ICT)

3.1.1. Innovation and Economic Growth

Innovation is a major driver of economic grbwinnovation influences growth at
both the microeconomic and macroeconomics levelsth@ microeconomic level,
innovation enables firms to respond more sophittc@onsumer demand and stay
ahead of their competitors both domestically artdrimationally. Innovation is also
important in the service sector, although innovaiio services appear to draw less
on formal R&D than is the case in manufacturingiviee sector firms are making
greater use of new technology, especially ICT hieirt work processes and service
offerings (CSTB, 2000)
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At the macroeconomic level, innovation conitds to the three drivers of output
growth: capital, labour and MFP. Countries thatigeeged above-average growth
performance in the 1990s generally drew more peopl® employment:
accumulated more capital improved the quality dirttworkforces; and, in many
cases, improved MFP (OECD, 2000g). The contributddninnovation to MFP
growth has long been recognised: increased MFBatsfhreater overall efficiency in
the use of labor and capital and is driven by tetdgical and non-technological
innovation-improved management practices, organisal changes, and improved
ways of producing goods and services in respons®dlying consumer and societal
needs. However, innovation also creates new predbat became part of the capital
stock used by firms in generating their own ecomsnautput. ICTs, which have
been the most dynamic component of business inesstand have made significant
contributions to economic growth in many fast gnegveconomies (OECD, 2001p)
have experienced extremely high rates of technoddginnovation in the past
decade. Similarly improvements in the quality a# thorkforce are often a response
to the needs of firms that were innovative in tegelopment and/or adoption of new

technologies.

The importance of innovation in driving grow¢hn be seen in comparisons of
various indicators of innovation’s contribution trowth rates. Countries that
experienced accelerated rates of growth in MFP d&etwthe 1980s and 1990s
(Australia, Canada, Denmark, Finland, Ireland, N&aland, Norway, Sweden, the
United States) tended to have above-average rag®wth in patenting. This held
true even for the United States, which had a haglermting rate even at the beginning
of the 1990s and might have been expected to feeaey difficulties in increasing
its rate of patenting and its rate of growth. Ourms®, patents do not measure
innovation directly, but by sampling an importargdtion of inventive activity they
can provide useful insight into innovative performme. The growing rate of
patenting and the rising share of high-technologpds in trade among OECD
countries further suggest that innovation playsirareasingly important role in

economic growth.

Arguably, a country’s innovative capacity ioma important to its economic

growth-and to its ability to sustain growth ovee tlong term-than is any particular
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technological breakthrough or industrial sector.i¥/development and adoption of
ICT appears to have been a key driver of growtthe 1990s, other technologies-
biotechnology, nanotechnology, or something ermtirgifferent-may create new
industries and reinvigorate established industiiesthe future. Countries that
experience the highest levels of growth are likelype those that can most rapidly
develop new products, processes and services loasttese new technologies and
apply them most efficientlyto other sectors of ds®nomy. Radical innovation by a
few organisations, together with incremental tedbgical and organisational
innovation by an increasingly large number of firmsd working teams, will
therefore remain essential to ensuring the sudigityaof economic gowth over the
long term. It will also be important for ensuringsgainable economic growth-that is,
growth that preserves the environment and natessdurces-and to a host of other
social objectives, such as imroved health (OECD1802000f)

3.1.2. Entrereneurship and Economic Growth

Entrepreneurs create new businesses, and noswelsses in turn create jobs,
intensify competition, and may even increase prodig through technological
change. High measured levels of entrepreneurshlipthuis translate directly into

high levels of economic growth. (Acs, 2006)

In early studies Schumpeter (1911) clearlyestahat entrepreneur act as an
innovatorit is most important way of economic developmentaisociety. Joseph
Schumpeter, is the pioneer who creates the majdaticeship between
entrepreneurship and economic growth. (Schumpé&&84) Entrepreneurship and
innovation is a key of economic growth, and theyestrong relationship between
entrepreneurial activity and economic developmesross the border. Economic
growth, modern technology and innovation are theeehindependent variables

relates to an entrepreneurship.

Economic growth have generally been controitethe area of macro economics
(Romer, 1990; Krugman, 1991). Entrepreneurs inttedinnovative products and
production process and enter into the market; wayg of entrepreneurial activity
may effect the economic growth. (Acs and Audretst®90 and 2003). In early
studies Schumpeter (1911) conceptually stated teatrepreneur act as an

innovator” it was key step moving towards econodegelopment.

17



Entrepreneurship is the magnificent abilityd amillingness of an entrepreneur,
within and outside the existing organizations tenitfy and create new economic
opportunities like new products, new production moels, and new product-market
combination and to introduce their innovative idede the market (Wennekers and
Thurik, 1999). Creating and introducing new ecoronopportunities and the
competitive scope of entrepreneurship need moeatath, the major contribution of
the entrepreneurship to economic growth might beuitiqueness (Baumol 1993,
p.198). While entrepreneurship and innovation ar&eg of economic growth,
researchers are yet to document a strong relatpbsitween entrepreneurial activity
and economic development across nations [(Acs amttedsch, 2005), Van Stel et
al.(2005)].

3.1.3. Information and Communication Technology (ICT) and Economic
Growth

The analysis of the effects of ICT on econogriowth has gained an increased
interest. While earlier studies have found littledence about a link between ICT
and productivity growth, more recent studies pdimta positive effect of ICT
investment on GDP growth (Oliner and Sichel, 20D8@yeri, 2001, Roeger, 2001,
van Ark, 2001; Pilat and Lee, 2001; OECD, 2001)T Ikave become a general
purpose technology in developed economies (Car/sXi¥) and they play a central
role in the transition to the knowledge based eoond‘the digital economy”).
While early research found ICT producing industriesbe an important factor of
economic growth, more recent research found afggni contribution to economic
growth from ICT using industries. Carlsson (2004)d aHollestein (2004) find
evidence suggesting that ICT had a positive eftecteconomic growth via new

products and services and new organisation methods.

The use of ICT is perceived as a catalysetmmomic growth. ICT is defined as a
set of activities that facilitate by electronic meahe processing, transmission and
display of information (Estavillo, 2004). Thus, ig important to know how the
effectiveness of such a process has an impact matien’'s economy. Typical ICT
components include hardware, software and telecaruation equipment (Kaiser,
2004). ICT capital is superior to Non-ICT capitalenhancing economic growth: a
higher level of ICT capital stock per capita alloasypical economy to achieve a

higher growth rate for given levels of growth ifd& and capital inputs (Vu, 2004).
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With respect to Khuong Vu's view, it is also possilo say that sometimes it may
not be how much capital you invest, that makesfierénce, but rather how you

invest it.

In the last three decades, numerous studies leen undertaken to examine the
impact of ICT on a country’s economic performantigglled largely by Robert
Solow’s (1957) seminal work. Several studies hasarened the contribution of ICT
to economic development of developing countriesetent years. The issue of ICT
and economic growth has received much attentioh waspect to the developed
countries as opposed to the developing countrads 8t al. (2006, p.51), highlighted
that ICT enhances economic growth of developinghtaes by way of:

* Providing cheaper, quality, and empowered communicgo marginalized
communities.

* Reduce inequalities in terms of access to educdtiaiming and employment

* Provision of easier access to information and widarket reach to firms (by
way of cost reduction).

« Reduction in government bureaucracy via the elagtrgovernment service
system.

« Fostering closer collaboration and interaction leetmvvarious stakeholders in
a country.

The benefits of ICT are not limited to the edanentioned only. There are other

benefits as well.

3.1.3.1. How the use of ICT contributes to the economy?

Economic growth is the increasing ability ohaion to produce more goods and
services (Miles, 2001). The use of ICT thereforal®@s the production of goods in a
short amount of time with the assistance of comméd systems. Services are also

provided more efficiently and rapidly.

Growth can occur in two different ways; thergased use of land, labour, capital
and entrepreneurial resources by using better tdoby or management techniques
and increased productivity of existing resource tiiseugh rising labour and capital

productivity (Miles, 2001). This advocates furtliee impact of ICT in contributing
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to economic growth that occurs as a result of antgis development partially
assisted by the use of technology. What we meaedhnology, is the development
and application of tools, machines, materials amdgsses that help to solve human
problems (Wikipedia, 2004).

Economic growth is also closely linked witletdistances we are able to travel,
thus the further people are, on average, ableaeelr the greater the economic
activity and the wealth of the society (Lake, 200¥cording to Lake, the increasing
use of information and communication technologl€s} is changing the nature of
this linkage with the use of virtual mobility thegnders the distance less important,
but insists that the connection with mobility remsi If consumers spend less on
transportation, they would save money, which cduddadded to theidisposable
income. ‘Increasingly ICT are becoming pivotal for economgiowth. By enabling
"virtual mobility”, ICT provide the means to undgte many of the activities that
have so far needed physical transpdtiake, 2004). In support of Lake’s view, it is
also true to say that the use of email, online apkand e-commerce have
significantly cut down on the physical transpodatiinvolved in sending malil,

banking and buying goods, which as a result saveesno

Economic growth theories predict that econogrmwth is driven on investment
in ICT. However, empirical studies of this predictihave produced mixed results,
depending on the research methodology employed #m geographical
configuration considered. Early macro level studggsing back to late 1980s and
early 1990s, indicated that ICT's share in proditgtiand economic growth was
very small (Roach, 1987, 1989, 1991; Oliner and&ic1994; Jorgenson and Stiroh,
1995). However, later macroeconomic studies shawatinvestments in ICT had a
considerable effect on the productivity of laborc® and on economic growth
(Jorgenson, 2001, Oliner and Sichel, 2004, Jorgerssw Stiroh, 2000). Gordon
(2000) attributes productivity growth of the 199802 period to business cycles,
whereas Stiroh (2001) and some others show thatdssscycles had little Influence
on productivity growth during those years. Resudtsmetimes diverge due to
different methodologies employed. For example, dasgn and Stiroh (1995, 2000),
Jorgenson (2000), and also Oliner and Sichel (120@0) use a “growth accounting
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framework” in which they separate ICT capital framon-IT capital, and focus

mainly on business cycles.

Sotiris and Papaioannou (2004) explored tlfecef of ICT on productivity and
economic growth in both developing and developathtiies over the time period of
1993-2001, using a “production function” framewamhkd foreign direct investment
(FDI) as a proxy for ICT and concluded that FDI leapositive and meaningful
effect on productivity and economic growth and thia¢ effect was greater in
developing countries, and positive but not meanihgfien all the courtiers were
lumped together. Dewan and Kraemer (2001) and Ra(601) drawing data from
more than 36 countries over different continentsctded that in more prosperous
and industrial countries, there was a highly pesitand meaningful relationship
between ICT and economic growth, but there wasumteace of such a relationship

in developing countries.

3.1.4. Human Capital and Economic Growth

Human capital analysis deals with acquiredabdpies which are developed
through formal and informal education at school ahttome, and through training,
experience, and mobility in the labor market. Ad tiational level, human capital can
be viewed as a factor of production coordinate vpitlysical capital. This implies
that its contribution to growth is greater the &rthe volume of physical capital and
vice versa. The framework of an aggregate prodadumction shows also that the
growth of human capital is both a condition andasequence of economic growth.
Human capital activities involve not merely thensmission and em-bodiment in
people of available knowledge, but also the pradactf new knowledge which is
the source of innovation and of technical changechkvipropels all factors of
production. This latter function of human capitangrates worldwide economic

growth regardless of its initial geographic loc{Mincel, 1981)

There is a well-established theoretical lit@r@ on the effect of human capital on
growth initiated by Becker (1964) and followed I tseminal papers of Nelson and
Phelps (1966), Lucas (1988), Romer (1990) and MankRomer and Weil (1992).
Two approaches can be distinguished in the theatdtterature. The first strand of
literature focuses on the stock of human capitahragxplanation of cross-country
growth differentials as suggested by Nelson andpg3h@966). The second approach
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looks at human capital as an input factor in a petidn function as in Lucas (1988)
and points to the accumulation of human capitahasmain factor driving growth

differentials among countries.

The theoretical literature indicates differesttannels through which human
capital affects economic growth. Nelson and Phélg66) show that high levels of
human capital facilitate the adoption of new tedbgs. In contrast to this view,
Lucas (1988) focuses on skill acquisition as aruinp an aggregate production
function. Romer (1990) assumes that both the sagclell as the growth of human
capital generate ideas for new designs and goodshvitn turn drive endogenously
physical capital investment and growth.

3.2. Entrepreneurship Drivers

[. Opportunity
II. Capital

[ll. Incentives
IV. Culture

V. Abilities

3.2.1.0pportunity and Entrepreneurship

The entrepreneurial process involves all thecfions, activities and actions
associated with the perception of opportunities tedcreation of the organizations
to pursue these opportunities (Bygrave & Hofer,1)9® order to understand what
promotes or inhibits entrepreneurial activity, & important to understand how
entrepreneurs construct credible opportunities #redrole of perceptions in that
process (Krueger, 2000). Some researchers (KirZ##3; Kaish & Gilad, 1991,
Douglas & Shepherd, 1999) argue that opportunitpgaition is the cornerstone of
entrepreneurship. Entrepreneurs often see opptesinvhere others do not, and
envision future possibilities that others fail ecognize (Allinson, Chell, & Hayes,
2000).

An opportunity is defined as a future situatithat the decisionmakers deem
personally desirable and feasible (i.e., withinirtremntrol and competence). The

state of being "desirable” and "feasible" is suliyecto the individual (Krueger,
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1993). An opportunity is said to exist when a bendf resources can be sold at a
higher price than the cost to package and delives tundle (Shane &
Venkataraman, 2000). Most entrepreneurs do not peolems generating ideas, as
there are numerous sources of ideas of what theyely and evaluation is the key
to differentiate an idea from an opportunity (Hi#sShrader, 1998). As such, it is
important to understand how entrepreneurs evaltreealternatives presented to

them. We term this process as OE.

3.2.2. Capital and Entrepreneurship

Within the entrepreneurship literature, thmain factors of capital have been
recognized as essential elements of the entreptiahptocess: human, financial and
social. In an entrepreneurial context, human ehpinsists of the skills, experience
and education an entrepreneur brings to the venfunancial capital includes the
debt or equity funds an entrepreneurs has avail@pleenture start-up, and social
capital encompasses family members, social netwasnections, etc. that may

potentially be helpful resources in business esstaivient.

Since human capital is the most accessible formapftal interms of assistance
strategies, small business development centersiaindrsities allocate a great deal
of time and funds to developing this form of calpttaough skills training,record-
keeping, business plan assistance,etc. Many studé® been conducted to
determine the impact of human capital factors,ugfothey have not directly tied
results to implications they may hold for futureadhibusiness assistance strategies.

Many studies have been conducted to determinentpadt of human capital
factors on entrepreneurship. In particular, a migous has been placed on industry
experience and general human capital in detemithieguccess of entrepereneurs in
firm foundation. The importance of education asranf of general human capital has
been demonstrated in several studies. It has lmerdfthat higher education levels
indicate an increased likehood to participate imffoundation and demonstrate a
significant impact on the performance of the newtuee. (Cooperetal; Robinson and
Sexton; Bates; Reynolds 1997b; Reynolds et al, ROARhough education as an
indicator of human capital was shown to be releviantstart-up participation,

previous work experience, was not shown to be tisstally significant factor in
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predicting participation in a start-up or in preig start-up success. (Davidsson and
Honig, 2000)

3.2.3.Incentives and Entrepreneurship

Incentive policy is one of the most basic gamheral policy and constitutes an
important place in the formation of an entrepreraurculture. Because
entrepreneurship is the process of ideas into caciatdehavior, individuals should
be encouraged to formation of ideas in their mindlsthoughts to direct them
entrepreneurial activity and encouraged to convkese consisting ideas into
behaviors. Incentive policies creates awarenessntepreneurship on individuals
and aims to exclude individuals who previously pedsthe usual way so incentive
policies is a policy which tries to change indivadkl structure of thought.
(Lundstréom ve Stevenson, 2005). Incentives inclioedirect individuals for
entrepreneurial behaviors by creating a culturerdfepreneurship and to introduce
entrepreneurs as a model in other words to creat@remess in the field of

entrepreneurship.

As presented in details in Figure 1, Lundstré@ma Stevenson (2005), proposes

five different policy to achieve the objectivesincentives.

1) To support television programs and advertisnggaigns,

2) Entrepreneurship reward programs,

3) People who can be an example of encouragememiti@preneurship in written
publication,

4) To sponsor regional events and conferencestemattional entrepreneurship,
5) To use radio, printed media and web networks iksues related to

entrepreneurship,
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Reward Programs

- Local

- Regional
- Mational

Ohjectives
i i oy Governments
- To ¢nhance the profile of &
entreprencurship
- Television Programmes | _ 1, raise awereness of Publications aboul success
- Advertising Campigns entrepreneurship stories; showing diversity

= To present appropriate
behavior for society and

. entrepreneurship . 2 A
Media i | Social Organizations

- To stimulate appropriate

- Radio behavior for society and
- Journals entreprencurship
- Mews

= To increase the social value

- Cooperations,
- Corporations,
- Private secior

= Evenis
- Conferances

- Exhubitions
= Palitical forums

Figure 1: The Policy Structure for Encouragement ofEntrepreneurship

Source: Lundstrom ve Stevenson (2005, p. 65.)

Entrepreneurship becomes more important thaer & the European Union.
Industrial policies which are directly related tatrepreneurship, competitive power
in high-tech manufacturing, small and innovative sihesses which create

employment are seen as the key elements of theiglidh strategy.

In this context, one of the four basic compuaeof the European Employment
Strategy is the development of entrepreneurshig@mdreation.
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The establishment of new enterprises and theldpment of existing SMEs,
providing training opportunities for young peoplacilitating their access to finance
for new businesses and in particular supportingturencapital funds at member

states are subjects which highlighted importance.
3.2.3.1. Objectives of Policies for Encouraging the Entrepreeurship

Today, most of the states are taking some umessto protect and support
entrepreneurship. In fact, one of the main cond#i@f the market economy is
entrepreneurial freedom, in other words freedormafket entry and market exit. It
Is aimed to establish a more equitable structurenfiarket conditions and to increase
performance of small businesses and their comypatiéiss by reducing

administrative conditions and obligations to be pbed with.

Entrepreneurship is primarily encouraged duéd contribution to job creation
and to growth. Today, most of new jobs being cikéig new and small firms than
large firms and this trend is becoming strongewur@oes that have a greater increase
in entrepreneurship rates also tend to show greatimes in unemployment rates.
During the 1990s, fast-growing companies have nsagiaficant contributions to the
creation of employment. GDP growth even influendgad many other factors,
researches show that entrepreneurship has positm&ibution to the economic
growth. Entrepreneurship contributes to strengthersocial and economic cohesion
in undeveloped regions, the revival of economidvéas and the job creation or the

integration of people with disabilities to workitifg.

Secondly, entrepreneurship is encouragedadalite tontribution for providing the
competitive environment. The establishment of a mempany and new initiatives
to redirect the existing firm (for example; aftearisferring of business to someone
else) increase the efficiency. Such these initgtiare forcing other firms to improve
their efficiency of activities or to follow innovans by increasing the competitive
pressure. Firms’ increasing effectiveness and theirovations increase the
competitiveness of the economy as a whole. Thixga® provides benefit to

consumers with more choices and with lower prices.

Thirdly, entrepreneurship is encouraged duétagiving people opportunity to
realize their potential. Working is not just a wafymaking money. There are also
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some other criteria that play role in selectingf@ession and job such as security,
independence, diversity of the work done, intetesjob. To be an entrepreneur

provides people an opportunity to create a betisitipn for them.
3.2.3.2. Tools of Policies for Encouraging the Enépreneurship

P. Reynolds recommends three methods to eagewantrepreneurship: The first
method is to prepare the appropriate framework itiond. To make institutional
arrangements that economic activity will take platés the main factor. Structural
policies are needed to create a stable macroecenemvironment and well-

functioning market organization for entrepreneysshi

The second way is to encourage cultural aegiuthat support entrepreneurship. A
country’s cultural factors affect the country’s éévof entrepreneurship. In
collaborative cultures the entrepreneurship is oupg more comfortable and

positive attitudes can be developed for entrepnesigu thanks to education.

Thirdly, a well-designed government programs effective in encouraging the
entrepreneurship. Measures taken by governmenent¢ourage and to stimulate

entrepreneurship can be collected mainly undefalh@ving headings:

» First of all, should be provided to recognize sgstd entreprenurs from the
masses by creating an entrereneurial culture anéntmurage potential
entrepreneurs from successful entrepreneurs’ agtmemts.

» Secondly, some specific target groups can be iikshtisuch as young
entrepreneurs, women, unemployed people and thelapauent of strategies
for these groups should be provided.

e Thirdly, should be provided to be given entrepresleyp education by
training programs, courses and seminars.

e Fourthly, should be provided to remove barriers narket entry in
administrative and judicial areas and to simplifie tprocess of business
establishment.

» Fifth, should be provided to be given consultinginiy the establishment
process to those who start a new job and to bengiuesiness planning

services.
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* Finally, should be provided to have access to wiffe sources of equity
financing by entrepreneurs such as business aageélghe field of venture

capital funding.

3.2.4. Culture and Entrepreneurship

Culture is may affect entrepreneurship throunglividual orientations and higher-
level institutions. The influence of culture on reqmireneurship was first emphasized
by Max Weber at the beginning of twenty century.

3.2.4.1. Definition of Culture

Kroeber and Parsons (1958) define culturepasiérns of values, ideas and other
symbolic-meaningful systems as factors in the siggpof human behavior”.
Barnouw (1979) defines culture as configuration$stéreotyped patterns of learned
behavior which are handed down from one generatidhe next”. Hofstede (1980,
p.25) refers to culture as “the collective programgn of the mind which
distinguishes the members of one human group froathar and includes systems
and values”. Since values are typically determieady in life (Barnouw, 1979;
Hofstede, 1980) they tend to be “programmed” imividuals resulting in behavior
patterns consistent with the cultural context amdiuging over time (Hofstede, 1980;
Mueller and Thomas, 2000).

Culture is greatly influenced by religion sincdigen determines a person’s
basic values and beliefs. Hofstede (1991), onother hand, argues that religion
alone does not shape culture. Hoftstede (1991)neficulture as “a collective
programming of the mind which distinguishes the rbera of one group or category
of people from another”. In other words, he regamldture as a collective
phenomenon that is shaped by individuals’ socialirenment, not their genes.
Cultural differences are the result of nationagjioeal, ethnic, social class, religious,
gender, and language variations. Values are hde #ocritical feature of culture and

cultural distinctiveness.

Hofstede identified four value-oriented dimiens of culture that may be used to

describe and explain aspects of behavior in variouffural groups. These
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dimensions are: (1) power distance, (2) uncertaaugidance, (3) individualism,
and, (3) masculinity (Russell, 2004).

Power distances a general measure of the degree of interpelrsafizence that
those who hold power ia social structure can epgdr those who lack power.
According to Hofstede, the power distance is tHeeince between the extents to
which a superior in a social hierarchy can deteentlre behavior of a subordinate
compared to the extent that the subordinate caarmdete the behavior of the

superior.

Uncertainty avoidancmay be thought to be derived from the thinking tirae’s
arrow is aimed inextricably into the future and sloet permit reliable forecasts
concerning its targets. Uncertainty avoidance be&som measure that indicates a
group’s level of anxiety regarding future eventsvaluates the degree of tolerance

within a culture for the ambiguity that is inher@mi&a continuously unfolding future.

The third cultural factor cited by Hofstedendividualism This is a measure that
indicates the degree to which individual identitydaself-concept are linked to

collective groups within society.

Hofstede’s final cultural dimension imasculinity He masculinity measure
evaluates the general tendency to act either asdgr{masculine) or in a nurturing
manner (feminine). In high masculinity societieadividuals tend to set high

performance standards and act forcefully to achilkgse standards.
3.2.4.2 Cultural Determinants of Level of Entrepreneurship

Though the economic factors influencing le@élentrepreneurship are clearly
important, there remains a high level of unexpldimariation across countries when
only economic variables are taken into account.sThmore recently, researchers

have also looked towards cultural factors to explhis variation.

Since extensive research at the psycholotgzal shows a link between values,
beliefs and behavior, it is plausible that diffezes in national culture, in which these
values and beliefs are embedded, may influencela veinge of behaviors including
the decision to become self-employed rather thawdtk for others (Mueller and

Thomas, 2000). Using this logic, several past stdexplore the relationship
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between various aspects of culture and entrepretieloehavior across cultures
(Busenitz, Gomez and Spencer, 2000; Davidsson, ;1d8sman, 1985; Lee and
Petersen, 2000; McGrath and MacMillan, 1992; Muedled Thomas, 2000; Tiessen,
1997; Uhlaner, Thurik and Hutjes, 2002; Wennekéed.e2001).

3.2.4.3. Implications to Entrepreneurship

It is said that in the economic mythology dfetindustrialized West, the
entrepreneur is seen as an independent, risk-takangerick who boldly organizes
the people and resources necessary for creatingbnsiess ventures. For such a
role to emerge within a culture, at least two docianditions must exist: (1)
entrepreneurs must be granted social acceptanttatsthe activities associated with
new venture formation are accepted as legitimate sotially beneficial, and, (2)
entrepreneurs must be able to gain access to aritbcof financial, material and
educational resources necessary to initiate newures Condition one requires that
the entrepreneurial role be validated by a setuttial values that recognizes the
legitimacy of the entrepreneurial function; conalititwo requires social institutions
and procedures that provide potential entreprenaocgss to necessary resources
(Russell, 2004).

The general consequence of low power distemgesater access to resources and
entrepreneurial opportunities restricted opportegit — more entrepreneurial
initiatives. High power distance makes access sopuees and entrepreneurial
opportunities restricted hence fewer entreprenenrsrge. The research of modern
day entrepreneurship owes a lot to Joseph Aloisi@pleter’'s contributions. He was
probably the first scholar to develop its theorigs.the Schumpeterian model,
entrepreneurs are instruments for introducing watige change into the economy -
they are agents that instigate “creative destrottin static economies, sweeping
away obsolete products and processes throughttloeluiction of innovation.
Entrepreneurship in the Schumpeterian sense alwayslves high degrees of
uncertainty, which is inherent in the processesimfiating, developing and

commercializing innovation (Van den Ven, 1986).

Entrepreneurs and organizations involved imetiging innovations require a

high tolerance for ambiguity and a willingness #ié risks. These are necessary
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characteristics for innovative entrepreneurs andmbegs of entrepreneurial
organizations, enabling them to navigate the rigkg highly uncertain waters of
new venture development. Low uncertainty has thasequence of increased
willingness to take risks - increased scope foividdal initiative — more initiation
of entrepreneurial ventures. High uncertainty letmgeneral avoidance of risk —
taking and to fewer individual entrepreneurialiatives begun.

Hofstede’s third cultural dimension — indivadism is said to be prevalent in the
West where activities of the entrepreneur are lgrgelividualistic. Entrepreneurs
are often portrayed as mavericks who, rejecting dbemon view, overcome all

opposition to persevere in realizing their own wigision.

Individualistic cultures prize individual irative and autonomy. Loyalty to
organizations is relatively low, taking a back séatindividual interests. As a
consequence, independent entrepreneurial behawalued and supported by social
norms as a means of achieving personal goals. Aeswat, many individuals are
likely to be attracted to entrepreneurship as ansea seeking their individual

fortune.

Low individualism has the consequence of fewelividual entrepreneurs and
fewer entrepreneurial ventures emerging. High imidiglism leads to individual
entrepreneurial activities valued resulting in mergrepreneurs and entrepreneurial
ventures. Hofstede’s final cultural dimension is smdinity. Its relation to
entrepreneurship would seem to be through the tasssess and high need for
achievement characteristic of “masculine” culturés. fact, McClelland (1961)
claims to have found a strong correlation betwesadrfor achievement and the level
of entrepreneurial activity within a society. In soaline societies, the material
success achieved through successful entrepreneueatures is valued and
entrepreneurs who attain such success are recdgame esteemed. Conversely, in
relatively feminine cultures, achievement motivatiat least in the material sense,
isrelatively weak and success is defined in teripleasant human relationships.
Consequently, it is presumed that more individualdl be attracted to
entrepreneurship as a means of achieving mateeta¢flis and social position in
masculine cultures while there will be less inteliesentrepreneurial activities in

feminine cultures.
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Low masculinity leads to less interest in epteneurship as a source of
achievement and wealth while high masculinity leads greater focus on

entrepreneurship as a source of achievement anthwea

3.2.4.4. Views regarding the relationship betweeruttural values and

entrepreneurial behaviour

Davidsson (1995) identifies two overall vieregarding the relationship between
cultural values and entrepreneurial behaviour. flisg the aggregate psychological
trait explanation for entrepreneurship, is basedhenidea that if a society contains
more people with entrepreneurial values, more peopill be entrepreneurs.
Davidsson notes that this is essentially the petsmetaken by McClelland (1961)
and other proponents of the individualistic viewcatfture. Davidsson also identifies
a second view, first set forth by Etzioni (1987#&ferred to as social legitimatiob.
This latter view assumes that variation in entrepteship is based upon differences
in values and beliefs between the population asi@levand potential entrepreneurs.
It is precisely the clash of values between theugsoand that drives potential
entrepreneurs away from the average organizatioth iato self-employment
(Wennekers et al., 2001).

3.2.5Abilities and Entrepreneurship

In addition to having the personal attributeshaviours and values associated
with being enterprising, entrepreneurs and socitiepreneurs also need a range of
skills to successfully start-up, develop, managel amow their business or
organisation. Many of these skills are also requivg intrapreneurs to be effective

change agents within organisations and businesses.

Entrepreneurship is the ability to create &uid something from practically
nothing. It is initiating, doing, achieving andiloing an enterprise or organisation,
rather than just watching, analysing or describbmg. It is the ability to build a
founding team to complement your own skills aneng&. It is the know-how to
find, marshal and control resourcasd to make sure you don’t run out of money
when you need it most. Finally, it is the williregs to take calculated risks, both
personal and financial, and then to do everythiagsible to get the odds in your

favour. (Timmons, 1989).
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Entrepreneurs start, develop, and then ruim tven businesses. They could be
scientists or salespeople, athletes or account#uoitsthey must all be business

people. Here are the key business skills needeshtrgpreneurs.

v' Evaluating information. Business owners must be abldetermine whether

the information received from other people and sesiis true or false, useful
or unimportant.

v' Decision making. It is important to have a plan d&ciding what action to

take in important situations.

v Business communication. Effective communicatiorultesfrom writing and

speaking in ways that are understandable and mivsua

v' Good listening skills. Hearing and listening aret necessarily the same.

When we hear, we use our ears. When we listenweousesars and our
minds. Good listeners will learn things that wiklp them improve their
business.

v" Problem solving. The business world is full of laigd small problems. The

ability to solve problems has great value.

v Leadership. When you own or run a business, thdmmes look to you for
leadership.

v Teamwork. Employees enjoy working together, buisinot always easy.
Teamwork skills are very important to any company.

v’ Ethical behavior. The character and integrity prtgd in the workplace are

what customers see. These can make or break abssin
v' Mathematics. Business includes a lot of numbergjoAd understanding of

math is essential; for example, fi guring wages @isdounts.

v' A will to learn. Learning continues on a daily =& the business world.

There should be a desire to learn more.

! career Readiness Skillaiterests, Attitudes and AbilitieMcGrawHill, Technology Interactions,
Retrieved March 10, 2013 from
http://www.uidaho.edu/~/media/Files/orgs/CALS/Ddpant/AEE/Curriculum/Curriculum%20gu
ides/400%20and%20above/410/Unit%206/601%20Caredifess.ashx
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3.3.Innovation Drivers

I. Information and Communication Technology (ICT)
[Il. Human Resources

[ll. Entrepreneurship

IV. Knowledge Building and Sharing

3.3.1. Information and Communication Technology and Innoation

Today, firms face a changing environment cttar&zed by the rapid advance of
globalization, the emergence of new competitors @indrsification of demand. In
this context, firms’ innovative capabilities depemdt only on firms’ internal
competencies, e.g. R&D activities, but also on rtheapacity to develop
organizational strategy for managing their innawmatprocess. In this context, the
ICT use could be “a part of a larger system of nebdbgical and organizational
changes that increased productivity over time” (Bolfsson and Hitt, 1997).
Actually, the effects of R&D and ICT use on innagatand productivity constitute

two separate well-established streams of literature

The importance of ICT in promoting innovatiand productivity is an issue that
has attracted particular attention in recent intiomastudies. Theoretical studies on
the economic role of ICT are in general presentedhftwo arguments: strategic
management and cost reduction. The ICT use cowddgghthe optimal structure of
the organization by enabling complementary orgdimnal investments such as
business processes and work practices and thug &llos to be flexible and
adaptive (Bresnahan et al., 2002). According teehstudies, ICT use may allow
firm to access to complementary or new competeré®loped elsewhere while
concentrate in developing their specific interna¢® to roll out (new) products and
to manage knowledge flows within and between fi(Big/njolfsson and Hitt, 2000;
Kogut and Zander, 1993; Nelson and Winter, 1988plémenting these investments
could, in turn, result in substantial improvemeimtgroductivity by reducing costs
and in improvements in organizational flexibilitpdhintangible aspects of existing
products like convenience, timeliness, quality aadiety (Brynjolfsson and Hitt,
1997).
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Numerous studies have also investigated thenptamentarity between
organizational innovation and ICT by highlightingetimportance of technological
change as a driver of organizational changes wittnenfirm (Henderson and Clark,
1990; Danneels, 2002). These studies have focusetheo fact that ICT usually
conduces to new methods or ways of organizing fifirsns introducing ICT would
be constrained to reorganize their production, ¥avde, sale and distribution

systems.

3.3.2. Human Resources and Innovation

The concept of human capital pertains to iinldials’ knowledge and abilities that
allow for changes in action and economic growthl¢@man 1988). Human capital
may be developed through formal training and edocadimed at updating and

renewing one’s capabilities in order to do welkortiety.

Human Capital emanates from the fundamengimption that humans possess
skills and abilities than can be improved, andwashscan change the way in which
people act (Becker, 1964). Human Capital is saidb@oembodied in the skKills,
knowledge and expertise that people have; it has Been as an important source of
competitive advantage to individuals, organizatiamsl societies (Coleman 1988,
Gimeno et al. 1997). The relationship between huoapital and innovation at the
country level is grounded in what Bourdieu (198&)rted as “conversions”, that is
different forms of capital can be converted intsowces and other forms of
economic payoff. Innovation, as a knowledge-intemsactivity, is expected to be
related to human capital in multiple ways. Blaclkd drynch (1996) proposed that
investment in human capital through on-the-jobnireg and education are the
driving force behind increases in productivity armbmpetitiveness at the
organizational level. Cannon (2000) argued that dntapital raises overall
productivity at the societal level as the humart toueconomic activity in terms of
physical and intellectual effort increases. Theralleggrowth in economic activity
generates, then, higher needs for new processesaodations to further support
this growth
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3.3.3. Entrepreneurship and Innovation

Entrepreneurship and innovation are closetkdd. Much of entrepreneurial
activity most assuredly involves innovation ancklikse, entrepreneurs are critical to
the innovation process. In addition, the turbulefureative destruction) produced by
a high rate of business entry and exit activitynigself associated with higher levels
of innovation in an economy. It is possible to aliseconvergence between
innovation and entrepreneurship policy, particylavhen the policy goal is to foster

new high-growth innovative firms. (Dahlstrand étgvenson, 2010)

3.3.4.Knowledge Building and Sharing and Innovation

Knowledge sharing creates opportunities toimepe organization ability to meet
those needs and generates solutions and efficetita provide a business with a
competitive advantage (Reid, 2003). KS can defmea a&ocial interaction culture,
involving the exchange of employee knowledge, erpees, and skills through the
whole department or organization. KS comprises taofeshared understandings
related to providing employees access to relevdatrnation and building and using
knowledge networks within organizations (Hogellet2003). Moreover, knowledge

sharing occurs at the individual and organizatidenals.

For individual employees, KS is talking to ealgues to help them get something
done better, more quickly, or more efficiently. Far organization, KS is capturing,
organizing, reusing, and transferring experienceetiknowledge that resides within
the organization and making that knowledge avagldbl others in the business. A
number of studies have demonstrated that knowletigeng is essential because it
enables organizations to enhance innovation pedgooe and reduce redundant
learning efforts (Calantone et al., 2002; Scarbho@@03).

A firm can successfully promote a knowledgarstg culture not only by directly
incorporating knowledge in its business strategyt, &lso by changing employee
attitudes and behaviors to promote willing and &ieat KS (Connelly and
Kelloway, 2003; Lin and Lee, 2004). Moreover, vasostudies focused on the
relationship between knowledge sharing enablerspaocksses (Van den Hooff and
Van Weenen, 2004a; Van den Hooff and VanWeenemt2@ock et al., 2005; Yeh
et al., 2006), while others have focused on thatigeiship between knowledge
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sharing enablers and innovation performance (Catenet al., 2002; Syed-lkhsan
and Rowland, 2004). However, researchers and pomeirs have not tried an
integrative model that explores the effectivenesskmowledge sharing from a
holistic perspective, and little empirical reseaitéis examined the relationships

among knowledge sharing enablers, processes, mmdhinovation capability.

KS is one of the most critical steps in knadge management activities. KS is
important to encourage workers to share their kedgé of best interests of the
firms. Likewise, KS activities create opportunitiBl® organizations to maximize
ability to gain competition advantages (Baum andrdn, 1998). Also, the
encouragement of successfully knowledge sharingiées is very challenging. For
firms to develop competitive advantage, sharing atdumulating knowledge
becomes crucial (Husted and Michailova, 2002; Micvwa and Husted, 2003). It
has been suggested that knowledge sharing is edsdéot developing new
technologies and products (Nonaka and TakeuchB)1%&cording to the literature,
developing new technologies and products or orgdioias development leads to
innovation capabilities that individual acquiresstixng knowledge and shares this
knowledge within the organization. KS is importé&gue for companies to develop
skills and competences which bring about innovationoccur when employee
knowledge is shared in organization. Despite theremsing interests in
organizational, KS data are not sufficient (Chal &ee, 2003).
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4. INCENTIVES INNOVATION AND ENTREPRENEURSHIP WITHI N EU
CONTEXT

4.1.Lisbon Strategy

The Lisbon Strategy is also known as the LisAgenda or Lisbon Process. This
strategy was an action and development plan deurs2dO00, for the economy of the
European Union between 2000 and 20M@e Lisbon strategy is an EU programme
which aims to improve the productivity and compegihess of the EU economy
(Webb, 2009).

4.1.1. Overview of Lisbon Strategy

The original Lisbon Strategy was launched@f@as a response to the challenges
of globalisation and ageing. The European Counefinéd the objective of the
strategy for the EUtH become the most dynamic and competitive knoedbdged
economy in the world by 2010 capable of sustainailenomic growth with more
and better jobs and greater social cohesion andpeet for the environmeht
Underlying this was the realisation that, in ortteenhance its standard of living and
sustain its unique social model, the EU neededntwease its productivity and
competitiveness in the face of ever fiercer glatmhpetition, technological change
and an ageing population. It was recognised thatréiorm agenda could not be
pursued at EU level alone, but that since manyefpolicy areas involved Member
State competences, close co-operation betweenUhenB Member States would be
necessary to achieve results. It also reflectedsadcknowledgement that Member
States' economies are inherently linked, and thatdction (or inaction) of one

Member State could have significant consequenaethéoEU as a whole.

However, the original strategy gradually depeld into an overly complex
structure with multiple goals and actions and aadlear division of responsibilities
and tasks, particularly between the EU and natiaadls. The Lisbon Strategy was
therefore re-launched in 2005 following a mid-tereview. In order to provide a
greater sense of prioritisation, the relaunchedtef)y was focused on growth and
jobs. A new governance structure based on a pahiperapproach between the
Member States and the EU institutions was put jphage. In assessing ten years of

the Lisbon strategy, what ultimately counts is thgact on growth and jobs.
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Assessing this impact, however, is not straightbody as the economic cycle and
external events, as well as public policies, playegermining role. Ultimately, the
objective of the Lisbon strategy was to improve plage and quality of reforms at
national and European level: therefore the assagsmeeds also to consider whether
the Strategy shaped reform agendas by forging @reabnsensus amongst
stakeholders on challenges and policy respohses.

4.1.2. The Development of Lisbon Strategy

The Lisbon strategy has evolved since 200@ak relaunched in 2005 to have
a greater focus on economic growth and employmEm. EU’s response to the
recent economic crisis also included accelerativg ltisbon strategy’s reforms.
(Kok, 2004)

4.1.2.1. The 2005 relaunch: a focus on jobs and gvth

A mid-term review of the Lisbon strategy wasried out by a group chaired by
Wim Kok, former Prime Minister of the Netherlandisreported in November 2004
and made a number of recommendations, includingeatgr emphasis on jobs and
growth. The strategy was relaunched in 2005. Tha-term review held in 2005,
showed that the indicators used in the OMf@d caused the objectives to become
muddled and that the results achieved had beemuimming. EU leaders decided to
relaunch the Lisbon Strategy, focusing on two ngaiarities: economic growth and
jobs. (Webb, 2009)

4.1.2.2. The mid-term review; “Lisbon Agenda 2005”

On the second of February 2005, the Europeam¢€il had a meeting concerning
the process of the Lisbon Agenda. The Commissiarcladed that the expected
results had not been fulfilled. Some of it can kpl@ned by external events but far
from all. The European economy had not reachedwhsted level in terms of

productivity, growth, or employment, and the creatrate of new jobs was slowing

2 European Commission (2010)isbon Strategy Evaluation Document by Commisstaff. Brussels: European
Commission, Retrieved May 4, 2013 from http://ecpareu/europe2020/pdf/lisbon_strategy evaluatiopdén

3 OMC - Open Method of Coordination — an intergovemtakemethod of “soft coordination” by which member
states are evaluated by one another, with the cesioni’'s role being one of surveillance.
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down. Nor were the investments in R&D sufficienheTbase for the evaluation of
the first years was the Wim Kok report: “Facing tleallenge- The Lisbon Agenda
for growth and employment”(2004). There are claferences between the member
states in their performance at approaching the dosBgenda’s goals. Sweden,
Finland, Denmark, and Ireland are generally amdmgliest performing countries.
Larger economies, however, such as Germany, Franceltaly are at the other side

of the scale, and are showing the least progregsefRan & Tornell, 2005).

On the basis of this assessment and the patspdyy the Commission, the
European Council of March 2005 relaunched the &gsaby refocusing its priorities
on economic growth and employment, while acknowileglgthe continuing
relevance of the social and environmental pillare Strategy was thus refocused on
promoting knowledge and innovation, making the Elh#ractive area to invest and
work in, fostering growth and employment based aciad cohesion, and promoting

sustainable development. (Kok, W. et al., 2004).
4.1.2.3. The Wim Kok Report

The “Kok Report” was an evaluation of theffilise years of the Lisbon Agenda,
and was commissioned by the Commission. The rgpuirits out several reasons
behind the lack of results that the Lisbon Agenda éxperienced. The main reasons
were an overloaded agenda, poor co-ordination lictngy priorities, and the lack of

determined political action (Kok et al., 2004).

For the Lisbon Agenda to succeed and to nteetgbals of employment, and
growth all the member states must take action,kmeéngaged in the process. The
Kok report argues that all the different parts loed Lisbon Agenda will have to be
included in order to fulfil the goals; it is hara treach higher growth, and
employment by just one action. Urgent actions hereffore needed across several

areas of policy:

0] the knowledge society; make R&D a top priority, reese the attractiveness
of Europe for researchers, and scientists, and gie@the use of ICTSs,
(i)  the internal market; complete the internal market create a single market

for services,
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(i) the business climate; reduce the administrativeddmr create a more
supportive business environment, where starts-up easier, and the
legislation have high quality,

(iv) the labour market; develop strategies for lifeldegyning, and active ageing,
underpinning partnership for growth, and employmemtd to fasten the
process of recommendations of the European Emplotytaskforce, and

(v) the environmental sustainability; spread eco-intiona, encourage policies
that yield long-term sustained improvements in pobigity through

ecoefficiency (Kok et al., 2004).

The Kok report suggests that a new focus shbel taken that includes more
coherence between policies, and participationsyoripg the process for delivery
by involving national parliaments, and social party and clearer communication
on objectives, and achievements, which will male ritember states more obliged
to follow their responsibilities. The report furtheuggested a clearer separation of
tasks among the participants. The Council sholdd tae leading role in the Lisbon
Agenda; the member states conduct national progesmmwith engaging
commitments; The Commission should support thenessgby policies, and actions,
and reviews, reports, and facilitates the progréss, Parliament should take a
proactive role in monitoring; and the social parsnghould take their responsibility
in the Lisbon Agenda (Kok et al., 2004).

4.1.3. More research, development and innovation #iin Lisbon
Strategy

The Lisbon Strategy's objective for the EUbecome a knowledge economy
centred on an ambitious research and innovationdagelhe introduction of a 3%
EU GDP spending target for research and developifie®iD) represented a step
change in the importance and visibility of reseaanld innovation policy at the EU
level. There is evidence that many Member State lmioritised public R&D
investments: in 20 Member States, the share of R&fbe total government budget
increased between 2000 and 2007. However, disajpgpiperformance of some
Member States means that the EU overall performamee only marginally
improved since 2000 (from 1.85% of GDP to 1.9% &ff3. Although the sum total
of Member States' spending on R&D has not riservaldo9% of GDP, still far
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away from the 3% target, it is reassuring that dpenlevels have held up recently
in spite of the crisis.

Since 2005, the EU policy approach has shitevards more demand-side
measures, valuing the role of non-technologicabwation and a particular emphasis
on joining up the three sides of the knowledgengie. Initiatives such as the
European Institute for Technology and InnovatiofiT§Bvere launched, seeking to
address the EU's persistent inability to "get iratmn to market” and turn new ideas
into productivity gains. Moreover, the EU has sdugb use regulation and
standardisation as tools to provide incentives atwhulate market demand for
innovative products and services. Success in inpgoframework conditions has

however been limited.

In turn, work on the European Research Argaesents a shift towards a more
holistic policy approach, promoting greater co-@pen between Member States and
industry (e.g. through Joint Technology Initiativashich are public-private
artnerships in key areas, European Research Infcastes and Joint Programming),
a stronger emphasis on excellence and smart sigatiah and removal of obstacles
to researchers’ mobility. EU-level financing hasy@d an increasingly prominent
role in innovation policy under Lisbon. The Europdavestment Fund remains an
important source of potential funding for innovatiprojects, while the European
Commission and the EIB created the Risk-Sharingartée Facility to help fund
research and innovation projects. Although welcothis, recent increase in lending
activity suggests that failing to make greater wdethe off-budget financing

instruments available at EU level was a major slooning of the Lisbon Strategy.

4.1.4. Research and Innovation and the Lisbon Stragy

Research and Innovation policy have been th@ecstones of the European
Union (EU)’s Lisbon Strategy. This is true for tbieginal Lisbon Strategy (Lisbon I)
but even more so for Lisbon II. In Lisbon I, ther&pean Council had stressed the
importance of knowledge generation and its appboafor economic dynamics

aimed at ‘preparing the transition to a knowledgseda economy and society by

4 European Commission (2010)isbon Strategy Evaluation Document by Commissiafi.Brussels: European
Commission, Retrieved May 4, 2013 from http://ecpareu/europe2020/pdf/lisbon_strategy_evaluatiopdén
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better policies for the information society andeash and development (R&D), as
well as by stepping up the process of structurdrme for competitiveness and
innovation and by completing the internal marké&bgncil of the European Union
2000b, highlights Jakob Edler). The perceived failuto improve the
innovationperformance in Europe (Kok, 2004) was ofne key motivations for the
re-launch of Lisbon in 2005 (Lisbon 11). In Lisbdin'the support of knowledge and
innovation in Europe’ was the first out of eighghilevel actions (including other
goals such as the completion of the internal maideservices, reform of state-aid
rules, or the removal of mobility barriers) (EurapeCommission, 2005d). Thus, the
Lisbon strategy for research and innovation wa®rnfmst about improving the
conditions and suport mechanisms for knowledgetioreaand its application into

innovation in the market across Europe. (Edler2201

4.2. Investing for Excellence in Research, Innovationrad Entrepreneurship

The economic welfare of European nations idays highly competitive
international market will greatly depend on thesgamce of industry that produces a
high level of added value. Europe’s welfare depemu$ongterm growth and hence
sustained industrial competitiveness. This requaratrong foundation of innovation
on which to build, and such a basis can only besld@ed through investment in
research, development and innovation (Rihd a pooling of resources and efforts
at the European level. It is a widely accepted féett there are considerable
advantages in funding research at the EU levelnimahrough economies of scale
given that research becomes more efficient whes uindertaken on a larger scale.
But there is much less consensus on how the furshingld be allocated, and how
much of the EU budget should be spent on RDI. Térgral funding mechanism at
the EU level for basic and industrial research ambvation comes through the
Framework Programmes, which started in 1984. Todayare at the Seventh
Framework Programme (FP7) with a budget of just €8 billion for the 2007-13
programming period. (Edler, 2012) This represeess kthan 5% of total government

5 RDI - is used throughout the report to refer to supgoing beyond basic research and developmemdjrig in
addition the stages before commercialisation — sgctesting, demonstration and deployment — traptivate

sector is reluctant to support.
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expenditure on research in the EU, but it can baifstant in the specific areas in

which it intervenes.

Public RDI expenditure in the member states abvers capital costs that the FP7
programme does not finance. In addition, it is im@at to point out that the
cohesion policy invests an amount equivalent taRiRé programme on research and
innovation, albeit with a different focus, namelgveloping capacity, promoting
innovation through the integration of key enablitechnologies and fostering
collaboration between businesses and industriestoUpP6, the main aim was to
facilitate collaboration among research centres exjghnd economies of scale in
research and development, rather than promote dedcaction to reach specific

objectives.

Today the EU’s RDI policies increasingly sdekfoster the competitiveness of
European industry, leveraging private investmerRibl and progressively assisting
demonstration, deployment and commercialisations T particularly striking for
energy, where the RDI policy has transformed intmigsion-oriented’ policy. This
new central relevance of RDI has allowed the butlg@tcrease in size and enabled
this formerly loose policy to take centre stage derdelop into a fully-fledged EU
policy. The Europe 2020 strategy by the Europeami@ission again calls for a
substantial increase in RDI expenditure and coatdn in the EU. This is reflected
in the proposals for the EU budget, which calldaise in funding for the successor
Horizon 2020 programme. The budget proposals doggther under one financial
heading the FP7, the entrepreneurship and innovgi#ot of the existing CIP and
funding for the European Institute for InnovationdaTechnology, in a single
programme with €80 billion for the 2014-20 periodepresenting an increase of
about 50% compared with the present 2007-13 buelgen after deducting the
addition of programmes presently not under FP7e BED needs an active policy for
RDI because it has important ambitions, such aatiag a single European research
area, reaching a total RDI expenditure (private aoblic) of 3% of EU GDP
(presently at 1.9%) and providing a technology pusthe area of energy through

the Strategic Energy Technology (SET) Plan

6 J. Nufiez Ferrer, C. Egenhofer and M. Alessi (20I)e SET-Plan: From Concept to Successful
ImplementationCEPS Task Force Report, Centre for European Pdligyiés, Brussels.
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Without instruments at the EU level these d&sgcannot be achieved.
Furthermore, without coordination at the EU leuBk risk of duplication between
EU and national funding programmes increases. Nasiesss, it is very important to
keep in mind that the central weakness in the Elthénarea of research is in the
private sector. The share of public sector investnie RDI on average is not less
than in the US or Japan. Therefore, instrumentd t@eoncentrate on engaging the
private sector through active collaboration and fieancial instruments to leverage

their investment.
4.2.1. Funding Research and Innovation

In many EU countries, spending on R&D is corapeaely low. To rectify this
problem, new sources of funding need to be four EU is well-placed to direct
funding programmes, such as regional and rural [dpeeent funds, to encourage
innovation. There are many good examples withirviddal countries of incubators
and ‘seed corn’ finance for high-growth SMEs. Hoesv more systematic
exchanges of best practice and better networks degtwegions might help to
improve outcomes. In addition to selective publiading, it is important to boost
capital availability from private sector sourcesanHEuropean venture capital
instruments would create a more effective fundingirenment for high-growth and
innovative SMEs. The Commission should take thigdrtant work forward with the
European Investment Bank, the European Investmamd,Fand expert bodies in the
memberstates. At EU level, crucial instruments tieate already been adopted, such
as the Strategic Energy Technology Plan (SET), remader-funded. This problem
must be addressed. One of the Commission’s mostipirny new proposals is for
pan-EU SBIR programmes to underpin innovative precent. SBIR should
identify technologyoriented public sector challengend fund R&D projects to
develop new solutions to both old and emerging lerab. This should now be rolled
out as a priority. (Harbour, 2011)

4.2.2. EU’s Research and Innovation Policy

The starting point of reserach and innovatvoembedded in the Lisbon pillar to
prepare Europe for the ‘transition to a competjtisgnamic and knowledge based
economy’ (Council of the European Union, 2000b)isTwas based on the analysis

that Europe lacked R&D investment, had a low apitd turn knowledge into
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innovation, and was fragmented when it comes tpauing and framing knowledge
generation and innovation (Council of the Europgaron, 2000b). Within the broad
collection of goals in this Lisbon pillar, researghd innovation were key elements
of this, mainly through the establishment of a &pe&an Area for Research and
Innovation’, through creating innovation-firendiyweronments and developing new

businesses (mainly SMEs) and through the informagaxiety for all. (Edler, 2012)
4.2.3. EU’s Innovation and Entrepreneurship Policy

In Europe, all EU Member States and candidatentries have committed to the
Lisbon Agenda and increased their public R&D exjpeme. Thus, in the 2000s,
European innovation policy has become somewhatbi&svard a science push or
linear model, in which R&D is supposed to lead twréased innovation and

entrepreneurship.

Innovation as a policy area is primarily comesl with a few key objectives:
ensuring the generation of new knowledge and magmgernment investment in
innovation more effective; improving the interactibetween the main actors in the
innovation system (universities, research instgugéad firms) to enhance knowledge
and technology diffusion; and establishing the trigicentives for private sector
innovation to transform knowledge into economicugaland commercial success
(Commission of the European Communities, 2005; OEZID2c). Entrepreneurship
policy emphasizes the individual person or entmegue. A critical issue for
entrepreneurship policy is how to encourage the rgemee of more new

entrepreneurs and growing firms.

Entrepreneurship policy, then, is primarily ncerned with creating an
environment and support system that will fostereéheergence of new entrepreneurs
and the start-up and early-stage growth of newdifbundstrom & Stevenson, 2005;
Stevenson & Lundstrom, 2002). The framework ofeeneurship policy measures
includes policy actions in six areas: (1) promotrentrepreneurship; (2) reduction
of entry/exit barriers; (3) entrepreneurship edwrat(4) start-up support; (5) start-
up financing; and (6) target group measures (Ste®& Lundstrom, 2002). Major
policy instruments and measures in this policy amaude those to remove
administrative and regulatory to new firm entry agiwth, improve access to
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financing and to information, and other supportrasfructure and services. To
promote a culture of entrepreneurship, expose ret@ents to entrepreneurship in
the education system, and remove barriers to eetmeprship among specific target
groups within the population are further examplemajor policy instruments (Gabr

& Hoffman, 2006; Lundstrom & Stevenson, 2005).

Both innovation and entrepreneurship policy éhavaught the attention of
policymakers at different governmental levels, dagal, regional, national, and
supranational. Both are considered vital for ecaoagnowth and industrial renewal
and rank high on government policy agendas. Alsgr tombination (i.e. innovative
entrepreneurship) is a phenomenon that has becoroeasingly important,
especially in the last decade. Entrepreneurship iandvation policy are both
derivations of other policy areas. While entreptesbip policy has emerged
primarily from SME policy, innovation policy hasrtgely evolved from science and
technology (S&T) or research and development (R&Ww)icy. (Dahlstrand &
Stevenson, 2010).

4.3. Europe 2020 Strategy

Europe 2020 is a 10-year strategy and propbgedtie European Commission on
3 March 2010 for advancement of the economy ofBbeopean Union. It aims at
"smart, sustainable, inclusive growth" with greateordination of national and

European policy. It follows the Lisbon Strategy for the period 26@010.

Europe 2020 puts forward three mutually reiciftg priorities:

« Smart growth: developing an economy based on knowledge and atroov
Smart growth means strengthening knowledge andvatian as drivers of
our future growth. This requires improving the dtyabf our education,
strengthening our research performance, promotingovation and
knowledge transfer throughout the Union, makingdjdigke of information and

communication technologies and ensuring that intiewadeas can be turned

! Europe 2020: Commission proposes new economic sytafegopean Commission. Retrieved May 10, 2013
from http://ec.europa.eu/news/economy/100303_en.ht
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into new products and services that create grogthality jobs and help
address European and global societal challenges.t@succeed, this must
be combined with entrepreneurship, finance, andcas on user needs and
market opportunities

Sustainable growth promoting a more resource efficient, greener guade
competitive economy. Sustainable growth means imgjlda resource
efficient, sustainable and competitive economy, l@kpg Europe's
leadership in the race to develop new processeseamtologies, including
green technologies, accelerating the roll out ofagngrids using ICTs,
exploiting EU-scale networks, and reinforcing tluenpetitive advantages of
our businesses, particularly in manufacturing anithiav our SMEs, as well
through assisting consumers to value resourceiaifiy. Such an approach
will help the EU to prosper in a low-carbon, resmuconstrained world while
preventing environmental degradation, biodiversdgs and unsustainable
use of resources. It will also underpin economiociad and territorial
cohesion.

Inclusive growth: fostering a high-employment economy deliveringiab
and territorial cohesion. Inclusive growth meangewering people through
high levels of employment, investing in skills, Highg poverty and
modernising labour markets, training and sociakgmtion systems so as to
help people anticipate and manage change, and duitdhesive society. It is
also essential that the benefits of economic grasptiead to all parts of the
Union, including its outermost regions, thus stteeging territorial
cohesion. It is about ensuring access and oppdidarfor all throughout the
lifecycle. Europe needs to make full use of itsolabpotential to face the
challenges of an ageing population and rising dlebenpetition. Policies to
promote gender equality will be needed to incréaleur force participation

thus adding to growth and social cohesion.

The EU needs to define where it wants to be20¢0. To this end, the

Commission proposes the following EU headline targe

8 European Commission (201@ommunication from the Commission Europe 2020, Wian strategy for
smart, sustainable and inclusive growBrussels: European Commission, Retrieved May 103 2@m
http://ec.europa.eu/eu2020/pdf/ COMPLET%20EN%20BARRO 3% 0%20007%20-

%20Europe%202020%20-%20EN%20version.pdf
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* 75 % of the population aged 20-64 should be employe

* 3% of the EU's GDP should be invested in R&D.

 The "20/20/20" climate/energy targets should be retluding an
increase to 30% of emissions reduction if the ciomas are right).

* The share of early school leavers should be un@& and at least 40%
of the younger generation should have a tertiagyeke

* 20 million less people should be at risk of poverty

4.3.1. Innovation Union

Innovation Union is an important key for smasustainable and inclusive
economy to achieve goals of Europe 2020 StrategyoMation Union’s goal is to
enhance conditions and access to finance for infmwvand research in Europe.
There are some major fields which Innovation Unfoouses on such as climate
change, healty living and energy efficiency in terof citizens. Innovation Union
includes commercial innovation, social innovatiow gublic sector and its aim is to
incorporate with all regions in the innovation @cand involve everyone in

innovation so all member states will benefit frammdvation Union.

Innovation Union is an investment for our fwwwvhich is vital. By 2020, the
target is to invest 3% of EU GDP on Research angeldpment and via this target it
aims to create 3,7 million jobs. To succeed thigas Europe will be needed to have
at least one million more researchers in the negtade. Also future EU research and
innovation programmes will focus on Europe 2020eotiyes and particularly the
Innovation Union. If you are an entrepreneur, Iraet@n Unions means easier
participation in European Union research, innovatiprogrammes and the
Innovation Union will make it easier for you to corarcialise your ideas and grow
your company. If you are a researcher, Innovatioiohl means easier participation
in EU research and innovation programmes so youeesily conduct your research
in Europe. If you are a citizen, The Innovation @mwill contribute to innovations

and breakthroughs to improve your quality of lifelareate jobs.
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4.3.2. EU Entrepreneurship 2020 Action Plan: Boostg Innovation and
Entrepreneurship in Europe

Europe needs more entrepreneurs and the Caiomiss looking at ways in
which innovation culture may be encouraged. Theopean Commission published
at the beginning of 2013 thEntrepreneurship 2020 Action Plaan important
document defined as “@lueprint for decisive action to unleash Europe’s
entrepreneurial potential and boost entreprengursimd innovation culturan
Europe”.According to European Commission, Entrepreneurshga key role in the
creation of new companies, and SMEs represent thst important source of new
employment in the EUThanks to different European programs which areroff
the chance to develop innovative products and sesysmall companies can play an

important role in fostering entrepreneurship amgogng generations in Europe.
4.3.3. Reigniting the Entrepreneurial Spirit in Europe

Admittedly, the entrepreneurial spirit in Epeocompared to that in the USA and
Asian countries might be different. No doubt, widspect to the prosperity of the
EU, it would be more than welcome to stimulate #mdrepreneurial spirit of
European citizens. However, enhancing entreprehguns Europe is very difficult,
particularly from a policymaker’s perspective, besa it can be achieved only step-
by-step and may take a lot of time and efforts dahds, remain among the major
challenges for a long time (Ortega-Argile’s & Vi@009). The Entrepreneurship
2020 Action Plan proposes three main areas ofvetgion aiming at enhancing
entrepreneurial education and support to businesdion:

1. Strengthen framework conditions for entrepreneuwsrémoving existing
structural barriers,

2. Support to entrepreneurs in crucial phases of tistnless lifecycle,

3. Spreading the culture of Entrepreneurship in Euiopsder to nurture a new

generation of entrepreneurs.

9 European Commission (201Zommunication from the Commission to the EuropeatigPaent, the Council,
the European Economic and Social Committee and then@tte of the Regions Entrepreneurship 2020 Action
Plan, Brussels: European Commission, Retrived May 10, 2013 from
http://ec.europa.eu/governance/better_requlati@uisents/l _EN_ACT_partl_v4.pdf
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4.3.4. Competitiveness Frame of EU

The EU is not a homogeneous entity in terms of caifipeness. On the
contrary, large disparities exist among Member eStatvith some countries
performing much better than others and well abéneeBU average or other

advanced economies, such as the United States.

Table 3Europe 2020 Competitiveness Report 2012 coverage.

European Union's membership and relationships witlselected countries

Status/ GDP p.c.
Economy EU code Relationships with Since (in current
EU €), 2011
Austria AT Member € 1995 35,764
Belgium BE Member € 1952 33,765
Bulgaria BG Member 2007 5,211
Cyprus CY Member € 2004 22,161
Czech Republic Ccz Member 2004 15,012
Denmark DK Member 1973 43,056
Estonia EE Member € 2004 11,947
Finland FI Member € 1995 35,297
France FR Member € 1952 30,478
Germany DE Member € 1952 31,415
Greece EL Member € 1981 19,221
Hungary HU Member 2004 10,028
Ireland IE Member € 1973 34,775
Italy IT Member € 1952 26,126
Latvia LV Member 2004 8,805
Lithuania LT Member 2004 9,428
Luxembourg LU Member € 1952 81,201
Malta MT Member € 2004 15,426
Netherlands NL Member € 1952 36,532
Poland PL Member 2004 9,721
Portugal PT Member € 1986 16,160
Romania RO Member 2007 6,047
Slovak Republic | SK Member € 2004 12,872
Slovenia Sl Member € 2004 17,441
Spain ES Member € 1986 23,248
Sweden SE Member 1995 40,856
United Kingdom | UK Member 1973 27,797
EU accession and candidate countries
Croatia Accession country 2011 10,396
Iceland Candidate country 2010 31,764
Macedonia, FYR Candidate country 2005 3,532
Montenegro Candidate country 2010 5,364
Serbia Candidate country 2012 4,699
Turkey Candidate country 1999 7,455
Comparator countries
BRIC Comparator group
Canada Comparator country 36,945
Japan Comparator country 33,435
United States Comparator country 34,334
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In comparative terms, the EU tends to perform bettean other advanced
economiegUnited States, Japan and Canada) in ensuringsinelland sustainable
societies. The EU fares better in building inclessocieties than the United States
but worse than Japan and Canada. The European-esmmomic model has
traditionally been based on building inclusive sties by developing strong welfare
states that would support people during difficirttés. To a certain extent, the sharp
rise in long-term unemployment in some countriethefEU has put the model under
duress and reduced the ability of these economigsavide gainful employment on
a sustainable basis. In terms of sustainability,Ek) performs relatively well-above
the United States and above Japan. Only Canadaycathe comparator countries,

outperforms Europe in this dimension. (Schwab &gies 2012)
4.4. Instruments for Funding Innovation and Research

4.4.1. Seventh Framework Programme (FP7)

The Seventh Framework Programme for Researad dechnological
Development (FP7) is the EU primary tool for furgliresearch over the 2007-2013
period. The programme is aimed at research cens@sntific or technological
organisations, governments and companies. FPkey #ool to respond to Europe'’s
needs in terms of jobs and competitiveness, amdaiotain leadership in the global
knowledge economy. Any organisation operating ie ohthe EU Member States
may take part in the Programme, which providesafeariety of grants covering up
to 100 % eligible investment costs. EC FP7 witbtaltbudget of over €50 billion for
the period 2007-2013 is the EU instrument spedifictargeted at supporting
research and development. It provides funding téirance research, technological
development and demonstration projects based opeitiue calls and independent
peer review of project proposals. Support is atldor collaborative and individual
research projects as well as for the developmergsafarch skills and capacity. Since

the 1980s, the successive Research Framework Rrogs have played a lead role
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in multidisciplinary research and cooperative traaional R&D activities in Europe
and beyond*®

The main objectives of FP7

Knowledge lies at the heart of the Europeamik/a Lisbon Strategy to become
the "most dynamic competitive knowledge-based esconon the world”. The
knowledge triangle - research, education and inth@va- is a core factor in
European efforts to meet the ambitious Lisbon goals

Numerous programmes, initiatives and supparasures are carried out at EU
level in support of knowledge. The FP7 bundlesredlearch-related EU initiatives
together under a common roof playing a crucial neleeaching the goals of growth,
competitiveness and employment; along CIP, Educaiimd Training programmes,
and Structural and Cohesion Funds for regional eayence and competitiveness.
The broad objectives of FP7 have been groupedfmio categoriesCooperation
Ideas People and CapacitiesFor each type of objective, there is a specific
programme corresponding to the main areas of EWdarel policy. All specific
programmes work together to promote and encoutagereation of European poles

of (scientific) excellencé?

The Framework Programmes for Research haveriam strategic objectives:
* to strengthen the scientific and technologi@déof European industry;
* t0o encourage its international competiti venggsle promoting research that

supports EU policies.

4.4.2. Competitiveness and Innovation Fragwork Programme

The Competitiveness and Innovation FramewadgRmme aims to foster the
competitiveness of European enterprises and hatabltudget of over €3.6 billion
for the period 2007-2013. Specific CIP programmesnote innovation (including
eco-innovation); foster business support servioethé regions and better access to

finance, with SMEs as the main target; encourapetter take-up and use of ICT;

10 FP7 in Brief, What is FP7? The Basics Retrieved May 4, 2013 from
http://ec.europa.eu/research/fp7/understandingifpi&f/what-is_en.html

11 The main objectives of FP7: Specific Programme®Retrieved May 3, 2013 from
http://cordis.europa.eu/fp7/understand_en.html

53



help to develop the information society and prontb&eincreased use of renewable

energies and energy efficienty.

The CIP aims to encourage the competitivermédsuropean enterprises. With
SMEs as its main target, the programme will supporovation activities (including
eco-innovation), provide better access to finanoe deliver business support
services in the regions. It will encourage a beatike-up and use of ICT and help to
develop the information society. It will also protedhe increased use of renewable

energies and energy efficiency.

While the EIP of the CIP makes use of sevdiféérent schemes and intervention
mechanisms, in other areas of the CIP a considegbt of the money will be spent
on grants to business and public actors all oveofiand beyond, in order to co-
finance pilot and market replication projects, adlvas best-practice exchange and
networking. To this end, grants are determinedhenbasis of calls for proposals and
evaluation procedures, which are highly competiti@#, like FP7, has no fixed
national or regional allocations. In order to coempént national programmes,
activities funded from CIP must have a “Europeadeadvalue”. This European
added value is the clear demonstration of benefitee project at a European level.
For example, it must be clear why this project $thaaceive European funding as

opposed to being funded by local, national or negiioesources.

The CIP is structured in the following thrgeesific programmes, each of which

has its own governance structure and annual wargrammes:
4.4.2.1. Entrepreneurship and Innovation ProgrammeEIP)

The EIP focuses on facilitating access torfasafor the start-up and growth of
SMEs and encourages investment in innovation &ie$yicreating an environment
favourable to SME cross-border cooperation, prongotll forms of innovation in

enterprises and fostering an entrepreneurshipraralation culture.

12 New Practical Guide to EU Funding Opportunities foes@arch and Innovation, Competitive European
Regions through Research and Innovationp. 62-63. Retrieved May 4, 2013 from
ftp://ftp.cordis.europa.eu/pub/fp7/docs/practicaieg-rev3_en.pdf
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The EIP aims to achieve its objectives throtighfollowing schemes:

* Dbetter access to finance for SMEs through "CIP niona instruments”,
particularly venture capital investments and loaargntee schemes;

» the Enterprise Europe Network, a Network with & §gdographical coverage
in all EU 27 Member States that delivers, througtuastomised network of
regional centres, business and innovation suppoxtices to RTDI actors,
particularly SMESs;

* support to encourage trans-national networkinghabvative companies and
all other actors in the innovation process, inaigdbenchmarking initiatives
and the exchange of best practice;

e support to eco-innovation, thus making sustainalgeelopment become a
business reality;

» support for policy-making that encourages entregueship and innovation.

Following the adoption of the Innovation Uniand as from 2011, the EIP will
provide support to pre commercial public procurenaerd to different initiatives on
social innovation undertaken at national or regideel '3

4.4.2.2. Information Communication Technologies Pay Support
Programme (ICT-PSP)

The ICT-PSP focuses on developing a singleoj@an information space,
strengthening the European internal market for B0 ICT-based products and
services, stimulating innovation through the widdoption of and investment in ICT
and developing an inclusive information society andre efficient and effective
services in areas of public interest, and improwgaoglity of life. The ICT-PSP aims
to foster innovation and competitiveness through whder uptake and best use of

ICT by citizens, governments and businesses apdriicular SMEs.

13 New Practical Guide to EU Funding Opportunities foes@arch and Innovation, Competitive European
Regions through Research and Innovationp. 62-63. Retrived May 4, 2013 from
ftp://ftp.cordis.europa.eu/pub/fp7/docs/practicaieg-rev3_en.pdf
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4.4.2.3. Intelligent Energy Europe Programme (IEE)

The IEE programme focuses on fostering eneffigiency and the rational use of
energy sources, promoting new and renewable enemyces and energy
diversification, and promoting energy efficiency damew energy sources in
transport. The IEE programme aims to improve madatditions for untapped
opportunities to save energy and encourage theoluisenewable energy sources,

therefore moving towards a more energy intelligemtope*
4.4.2.4. Consistency with other Community Policies

The CIP links up with other key Community iaiives. Their different activities
are implemented in parallel and complement eachrofhe framework programme
is thus involved in achieving Community objectivas the fields of research,
cohesion, the environment, education and trainfing. CIP thus facilitates access to
finance for businesses whose activities relate noovation, research and
development. It also helps businesses get invalvélde 7th Framework Programme

for Research and Technological Development (FP7)R¥D

4.4.3. Programme for the Competitiveness of Enterpges and SMEs |,
COSME

The proposal of the European Commission iIGQEME aims at encouraging the
competitiveness of European enterprises. With SMé&srent and potential
entrepreneurs and business support organisations &sin targets, the programme
will provide better access to finance, deliver hass support services and promote
entrepreneurship. Subject to the approval by theinCib and the European
Parliament, the Programme will run from 2014 to @®dth a foreseen budget of €
2.5 billion.

14 New Practical Guide to EU Funding Opportunities foes@arch and Innovation, Competitive European
Regions through Research and Innovationp. 62-63. Retrived May 4, 2013 from
ftp://ftp.cordis.europa.eu/pub/fp7/docs/practicaieg-rev3_en.pdf

15 Competitiveness and Innovation Framework ProgrammB)((@007-2013)Retrieved May 4, 2013 from
http://europa.eu/legislation_summaries/informatimtiety/strategies/n26104_en.htm

56



Obijectives of this programme

» Facilitating access to finance for SMEs.

» Creating an environment favourable to SME creatiod growth.

* Encouraging an entrepreneurial culture in Europe.

» Strenghtening the sustainable competitiveness oéigerprises.

* Supporting the internationalisation of SMEs and rowing their access to

markets.

In order to achieve its objectives, the COSptagramme will ensure continuity
of initiatives and actions already undertaken kg BEiP, building on the results and
lessons learnt. While many successful featurese&tlP will be continued, access to
the programme will be simplified to make it eadier entrepreneurs and SMEs to

benefit from it.1®

4.4.4.The EU Framework Programme for Research and Innovéon,
HORIZON 2020

The new EU Framework Pogramme for ResearcHramaation which will be in
force from 2014 to 2020 with an €80 billion budgeli be called as “H2020". This
programme will be as a continuation of FP7 Programnti2020 is the financial
instrument implementing the Innovation Union whislone of the main initiative of
the Europe 2020 Strategy and aims the sustainaboit Europe's global
competitiveness. This programme is an integral parthe drive to create new
growth and jobs in Europe. H2020 will combine a@arch and innovation funding
currently provided through the Framework Programifoedkesearch and Technical

Development, the innovation related activitiesha CIP and the EIT.

It aims to strengthen the research, to maleasier for scientists, industry and
SMEs have funding for EU-funded projects, to enagarthe innovation by “H2020”
Research Funding Programme which will be carried by the European
Commission. This new Research and Innovation FraewProgramme will

contibute to the growth and creation of new jobEumope.

16 Programme for the Competitiveness of EnterprisesSMEs 2014-202Retrieved May 4, 2013 from
http://ec.europa.eu/cip/files/cosme/cosme_factsliieel en.pdf
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Within the scope of the program,

Will be provided to increase investment for empleymand growth as for
the current economic crisis.

* Will be contributed to solve people’ worries retat® earnings, security and
environment.

« Will be contributed to strengthen EU’s global pmsitng in research,
innovation and technology.

In fact, in order to increase Europe’s glot@npetitiveness, it aims to strengthen

Europe's knowledge base by creating funds for oil@mnew researchers under
Horizon 2020.
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5. CONCLUSION

Europe’s ability to cope with increasing glblsampetition, impacts of crisis,
challenges of an aging population and to create jobvareas are closely associated
with creating innovation in product, service, bess and in social processes.
Therefore, innovation is located in the heart ef Burope 2020 strategy. Since 2008,
EU countries have been following steps to imprdwrtinnovation performance on

a regular basis because Europe has a large pdierteams of innovation.

Europe has many advantages in terms of being orleeoflargest market in the
world and having worldwide researchers, entreprenand firms. It can be said that
innovation will make a significant contribution growth on the basis of these
advantages. European Union’s funded programmemas#ly not well-know in our
country, especially large proportion of SMEs ar¢ aware of these supports. If we
are prompted to give an example, there is a progw@mvhich is called as
Competitiveness and Innovation Framework Programitide open until 2013 and
the COSME programme which will be launched in 2014.

Small and medium-sized enterprises (SMEs) play aiste role in the
competitiveness and dynamic of the European econdimyhelp them realise their
growth potential, the EU is working towards promgti entrepreneurship and
creating a friendlier business environment for $nhaisinesses. The concept of
entrepreneurship is reviewed and it is establighatlentrepreneurship, in particular
SMEs entrepreneurship contributes in economic droag it creates jobs, brings
innovation and permeates knowledge filer and comialkzes ideas.

Europe needs to make a step change in its resaattinnovation performance.
As the Innovation Union pointed out, this requitkat research and innovation be
better linked. Breaking away from traditional comipgentalised approaches, the EU
should focus more on challenges and outcomes &xhieved, linking the research
and innovation funding more closely to the polidyextives. To help achieve the
ambitious goals of the Europe 2020 Strategy, timevation Union must involve all
regions thus avoiding an innovation divide betw#denstrongest innovating regions

and the others.
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The European Union possesses several key fundisguments to support
research and innovation which funds the Researamé&work Programme as well as
the Competitiveness and Innovation Framework Progra. The Competitiveness
and Innovation Framework Programme is probablyntost important EU funding
in regards to stimulating innovatiowith this study, we can see that the European
Union provides support to European small and mediimad enterprises (SMES).
This is available in different forms. Support isadable either directly or through
programmes managed at national or regional lewslh @s the European Union’s
Structural funds. Using these programmes activaly ia an effective way will be
turned out a great importance for SMEs.

There are some points which SMEs managers tteednsider to benefit from
these programmes effectively. SMEs managers shiolltmv platforms which are
about provided incentives to SMEs. They need tatifieinterested employees in
order to follow and use these platforms effectivaliiey should participate to all
meetings, events and trainings to have informadioout these programs. Within the
SMEs, the planning should be done for operationamrannual basis and in this
regard they need to focus on their identified avglEh they need to be encouraged
with incentives. While SMEs managers are considetirese points, they need to
keep in mind possible constraints which they cace favith about using these

incentives in an effective way and to disseminate.

Within this context, by raising the awareness ofE3Mvithin these programmes,
positive effects can be observed in terms of irgirgpactivities based on innovation

and entrepreneurship.
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