CHASING . .
EUROPEAN
UNICORNS

How to position the European
innovation ecosystem

to the forefront?
. Solutions for Businesses
and Institutions

A collaborative initiative
of AmCham’s innovation
working group members.

Co-authored by:
Mathilde Clauser,

. Clyde Long de Lugo,
Laure Menant.

AmCham

B SIIART t‘\ Fahrenheitat2 .




CHASING EUROPEAN UNICORNS

How to position the European innovation
ecosystem at the forefront ?

Solutions for Businesses and Institutions

A collaborative initiative of AmCham’s
innovation working group members.
Co-authored by:

Mathilde Clauser;

Clyde Long de Lugo;

Laure Menant.



10

16
17
23

29
31
42

49
52
57

61
63
75

81

83

87
88
91
94
97
106
109
112
119
121
124
127
130
131
134
137
140
143
146
149
152
155

158

|. Executive Summary

II. Editorial
Kat Borlongan, French Tech Mission

I1l. Introduction

IV. Developing an innovation culture and competences
A. Developing the innovation leader’s mindset and skills
B. Leveraging available expertise

V. Overcoming Market Fragmentation
A. The EU must prioritize efforts to take the lead in a few key innovation domains
B. The EU must bolster harmonization in these key innovation domains

VI. Financing Innovation
A. Strengthening the European Tech stock market
B. Strengthen the financing of European scale-ups

VII. Collaborate to innovate
A. Encouraging external collaboration opportunities
B. Ensure collaboration success

VIIl. Conclusion

IX. Our recommendations in a nutshell

X. Interviews
John Brockland, Hogan Lovells San Francisco
Grégoire Chauviére Le Drian, European Investment Bank
Jean-Philippe Clément, Mairie de Paris
Nicolas Colin,The Family
Alexa Dembek, DuPont
Philippe Englebert, Advisor to the Secretary of State for the Digital Transition and communications
Frederic Etiemble & Philippe Vlaeminck, Strategyzer
Mailys Ferrere, BPIFrance
Pierre Ferron, Schlumberger
David Hoyle, Schlumberger
Xavier Lazarus, Elaia
Eric Leandri, Altrnativ
Christophe Lienard, Group Bouygues
Bruno Martinaud, Ecole polytechnique
Jean-Luc Moullet, CNRS
Florient Mourieras, Catalent Pharma Solutions
Alban Neveux, Advention Business Partners
Mylena Pierremont, Circles & President, French Tech Mission
René Thomas-Nelson, Fahrenheit 212
Chloé Tuot, Raise Lab
Daniel Weizmann, VWR Avantor & Medef lle-de-France

XIl. Acknowledgements



l. Executive
Summary




The target audience of this White Paper is both public authorities and companies of all sizes. We

believe the present recommendations will provide insights and tools for all innovation stakehol-
ders to empower them to enhance and sustain the European innovation ecosystem. These
recommendations work towards our vision of a unified, competitive, and sustainable European
innovation ecosystem.

We believe EU public authorities are not the sole relevant actors in invigorating the
innovation ecosystem. Companies can and must consolidate and boost their innovation strate-
gies, particularly relevant for SMEs and mid-cap companies. As the European Economy’s driving
force, they hold immense potential in fostering innovation; however, they also experience some
drawbacks in seeking out and implementing innovative processes (see section 4.1 and 4.1.3).
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Our disruptive vision for businesses: Innovation is not a gimmick

For companies to succeed in a context of growing uncertainty, with complex and
constantly changing markets, innovation must become a core driver of the business
strategy. Innovative projects enable companies to develop new growth levers, anticipate
market shifts, and build resilience.

a. Can you identify who is pushing your disruption?

From Chief Innovation Officer to Chief New Business Officer.

To innovate, companies must make exploration work together with the day to day opera-
tions of the company. However, it is difficult for many companies to reconcile these two
approaches as they are fundamentally different. Offering the CIO a seat on the executive
committee, ensures that innovation is discussed and indeed considered when building
the strategy. But we believe this is not enough. To disrupt existing markets and create
new ones, companies must empower their ClOs to become “Chief New Business Offi-
cer” (CNBO) in charge of systematically questioning and pushing the company strategy
further, by providing potential vision and greater ambition based on a more profound
knowledge of what is possible tomorrow. This role should be led by an innovation expert,
who is sector agnostic and reports directly to the CEO. Additionally, the company CEO
needs to be an Innovation Champion to help facilitate the adoption of an innovation
mindset throughout the company and to legitimize the role of the CNBO.

b. Does your corporate mission enable self-disruption?

Corporate mission as a strategic innovation guide.

As businesses move away from the traditional sectorial silos, finding the right new mar-
kets to address and collaborations to pursue is becoming increasingly challenging. We
believe that a corporate mission can act as a “compass” when making these complex
innovation decisions. The mission needs to be ambitious enough to allow for a complete
transformation and to open up new business opportunities. Ahead of launching a colla-
boration, companies can, at this point,question how their purpose fits in and serves the
overall innovation strategy. When pursuing an innovative alliance, the corporate mission
informs the appropriate partner according to business interests and to cultural fit. Targe-
ted innovative projects unfold from the corporate purpose, ensuring smoother collabora-
tion with external actors such as startups.

c. Are your CXOs equipped to lead startups toward scaling within your organization?
Empower your CXOs to define a strategic roadmap and settle KPIs to nudge their invest-
ment (budget, time, etc. in startups).

Today, collaborations between startups and large companies are critical for innovation
but they often turn into failures. The complex processes in place in multinational com-
panies tend to jeopardize the startup’s autonomy and unique work culture. Additionally,
startups often lack direct access to the collaborating company’s top management and
decision-makers. To ensure that these collaborations are successful, startup leaders
should be considered as strategic players, directly reporting to an executive committee
member or ideally to the CEO. This organization will provide startups with a clear unders-
tanding of how the company intends to evolve in terms of strategy and offer them oppor-
tunity to build trust-based personal relationships with key stakeholders - helping them to
fast track specific projects, get adequate resources and generate more organic syner-
gies. To ensure this investment is concretely achieved, we suggest setting KPIs for each
executive committee member to measure their time spent with startups and how much
they invest financially in startups (through partnerships/co-creation, procurement spen-
ding or funding). By three years, each business unit should aim to spend about 20% in
procuring services from innovative startups - a significant commitment to drive impact.
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Our disruptive vision for Institutions: Only at the EU level can we compete on innovation
In a global economic context characterized by the ever-growing relevance of tech and
disruptive innovation, the EU fares poorly compared to its competitors. Many European
startups are notably being bought out by international investors, or choosing to go
public abroad. There are no European leaders in innovative sectors (e.g., e-commerce,
technological hardware, etc.). To bolster its global competitiveness and the resilience
and relevance of its companies, the EU must catch up on innovation, or else, it risks
becoming insignificant on new up-and-coming markets.

a. Do we know what our priorities are?

Create key innovation fields: cybersecurity, climate, and health.

The lack of focus in the innovation strategy, paired with a significant disparity of regula-
tion, adds complexity and hinders companies’ development across the European Single
Market. In identifying key innovation fields, the EU should harmonize innovation efforts,
focus resources and investment thus bolstering their impact, and become a leading inno-
vative actor in these fields. The working group has identified three domains which should
attract the majority of innovation efforts: cybersecurity, climate change, and health.
Given the current global context and challenges, these fields represent major business
and innovation opportunities, while aligning with the EU’s political agenda and overall
positioning.

b. How do we scale our innovation investment strategy?

Position the European Investment Bank as a major direct investor in startups.

The EU lags considerably behind the US and China in the number of tech unicorns. This
recommendation is inspired by the success of the French public investment bank, which
invests directly in French startups. Similar dynamics at the EU-level would help bolster
the creation of EU tech giants, which will subsequently sustain the European tech eco-
system by providing additional exit possibilities either by having the funds to acquire
other smaller startups or by being big enough to go public. To match the budget and
impact of Bpifrance at the European level, the working group suggests European invest-
ment reaches €50bn over four years (including €15bn in direct investment), to help fund
40,000 startups across the Union. This budget would work towards achieving the goal
of 100 EU-based unicorns by 2025. Furthermore, empowering the EIF to participate in
series C and D at higher levels would also help European startups attain the unicorn size.

c. What is Europe’s area code?

Create a European Innovation Agency that coordinates EU collaborations

There are numerous European innovation institutions, yet they lack visibility and coor-
dination. As a result innovation programs and opportunities currently appear to be dis-
persed.They would benefit from being clearly identified and gathered under a single
entity to facilitate communication, outreach and publicity of innovation projects. Crea-
ting a strong European Innovation Agency, tasked with strengthening existing EU inno-
vation networks and ensuring their compelling and effective governance, as well as with
identifying and overseeing large-scale innovative projects, would ensure they can both
benefit from EU innovation stakeholders’ diversity and multiculturalism. The working
group believes creating such an agency would strengthen European innovation’s rele-
vance and competitiveness globally. Furthermore, the agency would be aptly positioned
to steer networks, investments, stakeholders, and projects towards the key innovation
fields, to further unite the EU innovation landscape.
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Kat Borlongan,
French Tech
Mission

Executive Director

Kat Borlongan is a specialist in open innovation and the international digital ecosystem. She is
the director of the French Tech mission, a government-backed movement bolstering France as
one of the best countries in the world to start and scale global tech champions. Beginning her
career at Reporters Without Borders and the UN, she co-founded Five by Five in 2013. She also
worked with many startups, including as a Techstars Paris and as a mentor in Google, Numa and
Startup Bootcamp accelerators.

A new generation of European Covid-era startups is coming
One of my favorite things about the tech ecosystem, in France or elsewhere, is its culture of
optimism. When under siege by a global health epidemic of epic proportions, before considering
waving a white flag, we charge. Full on. A glance back at history shows several of today’s tech
empires were born from lesser crises. We’ve all heard the genesis stories of Airbnb, Whatsapp
and Alibaba. Noteworthy examples closer to home include our very own Priceminister, Criteo
and Blablacar.

In that same spirit of entrepreneurial optimism, let me say this: This crisis is Europe’s
chance to take on global startup leadership, and become home to the next generation of tech
giants. Some reasons why:

- Pre-Covid, the European startup ecosystem was already on a track to growth. In 2019,
European startups raised $34bn in venture capital funding, a sharp 40% rise from the
previous year. Even amidst the crisis, we’ve broken that record with $35bn in Q3 of 2020.

- Many European governments showed up for their startup ecosystems, absorbing a lot
of the initial shock by collectively putting nearly €9bn on the table, together with mas-
sive furlough schemes. In France, this was a no-brainer: Cedric O, our State Secretary
for Digital Affairs, announced a €4.3bn startup emergency package barely a week after
confinement. Across Europe, similar measures followed by Tech’s prominent role in reco-
very plans, have given our startups solid foundations to grow.

- The success of any ecosystem boils down to one thing: its talent pool. The US would
know; at least half of its unicorns were founded or co-founded by immigrants. Yet as
American immigration policies have tightened over the past year, European countries
have welcomed tech talent. The French Tech Visa for Talent is just one example of this
trend: It allows any startup based in France to bring in talent (and their families) from
anywhere in the world with a 4-year residence permit in a matter of weeks--even during
the moratorium on travel. As remote work becomes the new normal, the European quality
of life reels more talent in. Why work in Palo Alto, when the Tech capitals of Europe such
as Paris, Lisbon or Amsterdam have their doors open?
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- The next tech giants will come from deeptech: The world’s most advanced technolo-
gies (ex. quantum computing, computer vision, robotics, nanotech) are now faced with
some of the world’s most urgent challenges (ex. food, health, energy, mobility.) As it so
happens, deeptech is Europe’s strong suit. Europe has the greatest number of PhDs per
capita in the world, a third of the world’s top 100 universities in engineering and techno-
logy, and a track record in deeptech. The European Innovation Council’s push for a €10bn
fund can only help.

Taking leadership of Tech isn’t just a business opportunity either—it has a strong moral compo-
nent. Europe has the chance to redefine Tech and create an alternative where values go with
valuations, growth is as important as progress, and the most advanced technologies are dedi-
cated to tackling the world’s toughest problems.That’s what we’re building here. We hope you’ll
be part of this journey.
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Unicorns Everywhere

The past five years have witnessed the continuous development of startup companies valued at
over $1bn, also more commonly known as “unicorns.” As of October 2020, CB Insights registe-
red 490 unicorns worldwide’, while there were only 39 in 20132, when the concept first emerged.
However, not all geographical areas seem to be created equal when it comes to expanding these
statistical rarities.

In 2019, the US was home to around 235 unicorns, and China had close to 1203, when
the European Union only accounted for 28 of the global 421 unicorns (excluding the 22 UK-based
companies?). In terms of volume, the EU has ten times less unicorns than in the US, and only
slightly more than a country like India which has 21 unicorns. The largest EU unicorn, Swedish
Klarna, only ranks 22nd in terms of valuation ($10.65bn) in 20205, while the largest Chinese uni-
corn, Bytedance, is valued at $140bn and the largest American unicorn, SpaceX, $46bn.

Chasing EU Unicorns

Because the EU is clearly lagging behind, we believe that we are at a critical inflection point
where the European innovation ecosystem is shifting and slowly accelerating - Europe’s
unicorns’ cumulative value has increased by 28% in the last year®. Similarly, the number of
EU-based unicorns, and contenders, is rising rapidly”. In 2019, the EU saw the arrival of 21 new
unicorns (including UK-based startups®), 16 EU-based unicorns (excluding UK-based startups),
and its unicorn count increased by 10 again in H1 2020°.

This dynamism is a signal of hope for the actors invested in Europe’s innovation com-
petitiveness. French President Macron notably expressed his wish for France to have 25 uni-
corns by 2025, instead of seven in 2019. France now claims nine unicorns (although some
argue it can boast of having thirteen, depending on which criteria are taken into account)
and there are about twenty potential candidates that could soon reach unicorn status™. These
trends are confirmed by the 2020 Digital Riser Report, which ranks France as the top “Digital
Riser” out of the G7 countries™.

To bridge between the gap the US and China, the European Union as a whole should
adopt a similar ambition as the one developed by the French government in terms of unicorn
growth trajectory, and work towards turning the 28 EU unicorns to 100 by 2025.
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Zebras and Camels

Sustainable unicorns are few and far between. The metaphor is useful in terms of defining the
valuation of a startup, however, this model also often suggests exceptionally rapid growth and
access to large venture capital. Some unicorns grow so quickly that their attempts to follow
traditional business routes and be listed on the stock market flop. 2019 saw the failed IPOs of
both Uber and Lyft (both lost a third of their opening share price after six months), and the fallen
ambitions of WeWork to go public'.

As such, many innovation actors now turn to the metaphor of the zebra: these star-
tups differ from unicorns because they are “not aiming to disrupt current markets”, instead
“achieving profitability and demonstrating it for a while, and helping to solve a societal pro-
blem2” Another useful metaphor is that of the camel, which may be less showy, still, it implies
resilience and sustainability as camels “adapt to multiple climates, survive without food or water
for months, and when the time is right, can sprint rapidly for sustained periods of time”; startups
adopting this model “prioritize sustainability, and thus survival, from the get-go by balancing
strong growth and cash flow®”.

The concepts of zebras and camels tends to fit better with the European business
culture aracterized by steady and sustainable (sometimes even risk-averse, see section IV.A).
growth habits and the resilience of its industrial fabric of SMEs and mid-cap companies*. Howe-
ver, because the EU already tends to produce resilient and sustainable companies, we believe
it should be aspiring toward building more disruptive innovation, thereby leveraging the idea of
unicorns.

lll. Introduction
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Unicorns, who cares?

Europe has many industry leaders in the field of financial services (e.g. Deutsche Bank, Banco
Santander, BNP Paribas), insurance (e.g., Axa, Allianz, Generali Group, Aegon'), energy (e.g.
Shell, Total?), and even retail (e.g. Schwarz Group, Carrefour, Ahold Delhaize, Aldi, Ikea, Auchan?).
However, Europe missed the opportunity of the 2000 technological revolution, which was taken
over by American and Asian actors. There are no European leaders in hardware®, search engine?®,
Al®, e-commerce’, or social networks®. The world leaders in these fields are all American (e.qg.
Apple, Dell, in tech hardware; Google, Microsoft Bing, Yahoo, in search engines; Amazon Web
Services, Google Cloud, IBM Cloud, Microsoft Azure, in Al; Amazon and eBay in e-commerce;
and Facebook, Youtube, Twitter, in social media) or Asian (e.g., Samsung, Hon Hai Precision
Industry, Sony, in tech hardware; Baidu in search engines; Alibaba Cloud in Al; Jingdong and Ali-
baba in e-commerce; and WeChat and Tiktok in social media).

Bolstering the creation of unicorns in Europe would help ensure that in the next 20
years, some European companies are amongst the world leaders in new and innovative indus-
tries, therefore boosting Europe’s relevance and leadership amongst global innovation actors.
Beyond the creation of billion dollar companies, we believe the development of unicorns also
represents a relevant metric to measure the vibrancy of an innovation ecosystem. For instance,
we note a relative correlation between the number of unicorns a country has produced?®, and
their ranking in the Global Innovation Index'. The US and the UK, which have generated res-
pectively the most and third most unicorns worldwide, are ranked third and fourth in this year’s
Global Innovation Index rankings. Similarly, South Korea, which is the sixth country in terms of
unicorns, is also ranked tenth most innovative economy.

Furthermore, a large number of unicorns shows that the economy is devoting signi-
ficant capital to innovation, and able to provide growing companies with significant investment
quickly™. Indeed, while the essence of a unicorn is to reach a $1bn valuation, by attracting ven-
ture capital, it can only do so in an economic context which provides such opportunities. Levels
of investment in R&D similarly mirror the number of unicorns a country produces. Seven coun-
tries out of the ten biggest investors in R&D™ have also made the top ten of countries having
produced the most unicorns. Finally, some of the countries with the most unicorns (notably the
US, China, the UK) also rank in the top ten of countries with the most job opportunities', thus
proving the dynamism of their economies.

The EU as a whole has the potential to increase its competitiveness on these issues.
Aiming to increase the number of unicorns will drive up the overall level of EU innovation and
contribute to putting the EU at the forefront of the global innovation ecosystem. In such a
dynamic context, EU industry leaders and SMEs would act as key players, by challenging their
strategies, collaborating and leveraging the ecosystem’s assets, to further develop new growth
opportunities.
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Our ambition

In January 2020, AmCham France - with the drive of Fahrenheit 212, an innovation and strategy
consulting company and Konsey advisory, a public policy consulting company - decided to bring
together the expertise and insights of different innovation leaders including investment funds,
directors of innovation from European and American multinational companies operating in various
economic sectors, startup and scale-up as well as representatives of the academic world to deve-
lop impactful recommendations to bolster the European innovation ecosystem and position
Europe at the forefront innovation. Beyond the discussions held twice a month among working
group members, this white paper also draws its observations and conclusions from interviewing
key innovation actors whose expertise ranges from the American and European ecosystems.

AmCham France decided to take a stand on the issue of innovation because Euro-
pean and American innovation ecosystems are profoundly intertwined. US companies spend
around $31.3 billion in R&D in Europe, and European companies spend roughly $43.8 billion on
R&D in the US' The transatlantic economy is prosperous and impacts innovation in both the US
and the EU. Cross-investment in innovation by American and European companies thus lends
them legitimacy in devising recommendations for improving and strengthening the European
innovation ecosystem.

Moreover, as will be explored throughout this paper, the US has built a distinct and
exemplary innovation ecosystem and culture, rooted in dynamism, expertise, and performance.
This ecosystem is notably embodied in Silicon Valley, and the numerous successful startups
launched there over the past few decades. While it would be foolish to aim for strict and abso-
lute reproduction of these dynamics in Europe, they are a definite inspiration for what processes
could be successfully transferred to the European stage, while valuing and encouraging the
strengths and characteristics that make the European ecosystem unique.

The division of this white paper into four sections follows the four central themes and
obstacles identified by the working group in the current European innovation ecosystem, namely
the culture of innovation in Europe, the European market fragmentation, issues of financing and
lack of available capital, and the need to collaborate to develop more competitive innovation.

Covid-19 and economic recovery

The working group began looking into this topic in January 2020, before the Covid-19 outbreak
in Europe and the US, and the economic crisis which has ensued. The Covid-19 pandemic has
made this issue all the more pressing and has illustrated the importance of coordinated innova-
tion efforts in the EU. We believe that innovation can and must serve as a vehicle for economic
recovery, sustainability and prosperity.

Europe is, therefore, facing a double challenge in succeeding to position itself as
an innovation leader, not only for its competitive role and international relevance, but also to
boost its economic recovery and ensure the longevity of its companies. With this white paper
we want to seize on the momentum by proposing pertinent recommendations on how to gene-
rate long-lasting innovation by leveraging some of Europe’s key assets - such as its large legacy
industries, its SMEs and mid-cap companies, emerging startups, highly skilled workforce and its
unique addressable market.

lll. Introduction

1 - Hamilton, D. S., and Quinlan,
J. P., 2019. “The Transatlantic
Economy 2019: Annual Survey
of Jobs, Trade and Investment
between the United States and
Europe”. AmCham EU. Available
from: https://cutt.ly/GgWaK5r

14



lll. Introduction

15



IV. Developing
an innovation

culture and
competences




A. Developing the innovation leader’s
mindset and skills

The EU benefits from the most highly skilled workforce, academics and technologies glo-
bally, yet it lags in business innovation compared to the United States, Israel, or China'. One
of the reasons explaining this gap between level of skills and the ability to create innovative
businesses, turning into successful scale-ups and market leaders, is related to peoples’ mind-
set and culture. Research shows that “cultu-
ral support for risk-taking is one of the key
requirements for entrepreneurship to thrive?”
Yet, in Europe, fear of failure is prominent.
Data shows that 57% of European entrepre-
neurs “would not invest money in a business
managed by someone who has failed in the
past®” Similarly, a 2019 study conducted by
the OECD showed that “44.5% of youth in the
EU viewed fear of failure as a barrier to entre-
preneurship” while the global average is only
39.2%*. Some even go as far as arguing that the European culture is historically “unfriendly to
entrepreneurs, valuing prudence, professionalism and leisure time over flamboyant risk-taking®.”
As John Brockland argued in his interview: “willingness to take risks, in a smart way, is crucial”
for innovation, and entrepreneurs or employees seeking to innovate should have the “freedom
to fail”, so they can draw lessons and learnings from this failure. As Christophe Liénard, Director
of Innovation at Bouygues also noted in his interview, when comparing innovation in France and
the US, the notion of risk-taking is much more present in America, which may in part explain its
innovative superiority.

To address this issue, we focused mainly on the team leader’s spirit within an innova-
tion project or a startup - as he or she acts as a catalyst - by building a team, providing a vision
and maintaining working dynamics. Throughout interviews, commonalities indicated two main
areas of improvement for innovation leaders: improving their relationship to risk - especially at
the beginning of a venture; and then the ability to change management style during the growth
stage of their projects.

1. Act as explorers: embracing while limiting risk

When discussing success factors to innovate, “risk” is often presented as a critical
business feature to embrace. Innovating implies addressing new business opportuni-
ties, which are by definition riskier than existing and well-known ones. Yet, some Euro-
pean innovation actors are coming to increasingly recognize that being a risk-taker - i.e.
embracing the risk of failing and learning from failures - can be a favorable personality
trait to innovate and that risk-taking should be fostered. The EU has notably launched
the LIFE initiative: Learning from Failure in a collaborative Entrepreneurship network,
which aims to “generate and grow awareness that failure is an inherent part of the pro-
cess of entrepreneurship and innovation” and “celebrate the success stories that were
built on incremental learning®”

We challenge this approach with the belief that no one enjoys failing. Entre-
preneurs are regarded as risk-takers, since they build new ventures - yet, they do not
just “take” risks: they accept risk as inherent to a business and try to “minimize” it. This
approach to risk can also be compared to the explorers’ journey, as explains Bruno Mar-
tinaud, Director of the Master “Innovation technologique & entrepreneurship” at Poly-
technique and author of the article “Enseigner I'entrepreneuriat: exercice vain ou indis-
pensable en 2020?” The explorer defines an ambition, evaluates opportunities and tries
different options, some of which will work while some won’t. Failing is not the end of the
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exploration. Instead, it is fully integrated within a larger pool of trials and errors regarded
as an opportunity to learn during the journey'. At this point, the company is a team of
passionate people undertaking an exploratory process. Once the prospect is confirmed,
the entrepreneur turns his exploratory adventure into a company - with the structure,
organization, and processes?.

Also, as Covid-19 reminds us, it is impossible to avoid risk altogether and
sometimes an unprecedented threat can impose itself on companies without any notice.
Therefore, it is important to consider risk not as something to avoid nor as something to
embrace fully, but on the contrary, as a permanent feature to accept, requiring the adop-
tion of a pragmatic approach in regard to it.

Similarly to that of an entrepreneur, the role of an innovation leader in a
company is to continually produce new creative ideas, solutions and products, either
by optimizing existing solutions or by developing new ones. Yet, in contrast with star-
tup founders, they are often constrained by existing and often complex internal com-
pany processes, corporate objectives and budgets® - and are accountable for producing
innovation while fitting into those corporate objectives. These constraints require inno-
vation leaders to (1) calibrate their innovation projects and (2) explain how they fall wit-
hin a company’s global strategy, (3) without generating additional risks. Accommodating
those three factors often requires either constraining innovation projects, or otherwise,
not being given full capacities to innovate.

One approach to minimizing risks associated with innovation projects is to
“de-risk®” - as suggested by the innovation consulting company Fahrenheit 212 - the
innovation process itself. A tailored set of experimentation, for instance, is an effective
starting point®, as “experimentation allows us to ‘“fail’ quicker, without building the whole
answer, thereby de-risking innovation®.” Innovation leaders should constantly be thinking
beyond the innovation process, for example, thinking specifically about how to also
de-risk integration processes within BUs subsequent to an experimentation phase.

Despite all the different methodologies enabling innovation leaders to opti-
mize their risks and develop more secure innovations - the cornerstone to developing
successful projects is for innovation leaders to be supported and incentivized by top exe-
cutives. Indeed, even though a growing number of executives at the enterprise-level show
interest in innovation projects, less than 25% said they were involved in setting innova-
tion targets and budgets’. This data shows that the company leaders’ mindset does not
offer the necessary flexibility and tools to allow for the development of innovations.

To solve this paradox, there is a necessity for top executives to clearly set the
cursor on the importance they want to give to existing business versus future businesses
- and how they could commit to it. This requires organizations to internally and externally
articulate their projected cultural and business transformations. Companies must rethink
their growth model® to clearly stipulate “where and how the company expects to source
growth and what role innovation should play in securing it”

IV. Developing an innovation culture and competences

1 - B. Martinaud, 2020.
“Enseigner l'entrepreneuriat:
exercice vain ou indispensable en
20207~

2 - Puri, R., 2016. “Navigating
Corporate Constraints and
Innovation: Interview with Legal
at Cisco” RocketSpace. Available
from: https://cutt.ly/9gWsw6z

3 - Davis, T., n.d. “Is strategy
dead? Fail fast and the value of
experimentation”, Fahrenheit 212.
Available from: https://cutt.ly/
IgWstkW

4 — Thomke, S., 2020. “Building
a culture of experimentation”.
Havard Business Review.
Available from: https://cutt.ly/
tgWsulH

5 - Davis, T, n.d. “Is strategy
dead? Fail fast and the value of
experimentation” Fahrenheit 212.
Available from: https://cutt.ly/
pgWsold

6 - McKinsey, 2019. “The
innovation commitment”.
Available from: https://cutt.ly/
FgWssYh

7 - McKinsey, 2019. “The
innovation commitment”.
Available from: https://cutt.ly/
igWsgiY

18



Recommendation 1: As a first step to address this

problem, companies could be incentivized to formu-
late and communicate the importance they give to inno-
vation. With this in mind, we suggest that the American
Chamber of Commerce looks into generating a European
Barometer to measure EU companies’ and governments’
rates of investments in innovation: by measuring their
investments in startups (for instance the share of revenues
dedicated to the startup ecosystem), along with the budget
dedicated to innovation training for executives (agile lea-
dership, de-risking projects, open innovation basics, etc),
the budget dedicated to experimentations, and the number
of innovation projects in which executives are involved (for
how long and in which ways).
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2. Constantly change and adapt management style in accordance with a company’s
continuous transformation: be able to act as a leader of a commando unit (startup), as
well as a corporate leader (scale-up)

To pave the way for the growth and scale of an organization, an innovative leader must
display a broad array of management competences: he or she must be able to move from
“being the head of a commando unit” (startup manager, dealing with new challenges
every day on a concise term and with a close non-hierarchical team) to “becoming a
corporate leader” (scale-up manager, dealing with more common challenges, on a more
extended period and with a strong delegated hierarchical team).

As a business grows, it must continuously change its structure and deve-
lop necessary processes. Among others, growth implies hiring more staff, expanding
client base, upgrading facilities, and redefining both strategies (marketing, communica-
tion) and internal processes (delegating tasks, creating new divisions, etc.), all of which
require time-consuming and sometimes expensive investment'. These changes strongly
impact startup founders’ daily and weekly tasks and increase their level of responsibili-
ties. While some competencies will be relevant throughout the entire innovation journey
(e.g., communication, creativity, leadership, and strategic orientation), some steps of the
process will require new specific skills: “scaling and growing innovation require leaders
and employees who are more “implementers” than “conceptualizers,” who are entrepre-
neurial and business builders, anchoring their approach on market demand and customer
needs2” Meeting those requirements requires an ability to assess change, embrace
uncertainty, learn, and apply new management mindsets and skills.

Leaders and organizations’ ability to adopt new management and cultu-
ral changes, following company growth is highly valued. This approach to organization
development is the cornerstone for a startup to become a scale-up in the entrepreneu-
rial community. In particular, both private and institutional Venture Capitalists give great
importance to this ability. When leaders are not able to achieve this evolution, they are
replaced by more skilled corporate leaders. Venture Capitalists replace 20% to 40%?
of their founders with more “professional” managers at critical transition points in a star-

tup’s growth.
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5) Recommendation 2: The working group is aligned

ro\ with Banque de France’s commitment to offering
simple and free information regarding economic and finan-
cial knowledge (mainly through a website offering basic
understanding for people to make better investment and
manage their wallets’). Yet, we suggest going one step fur-
ther, providing business training in schools, allowing tee-
nagers to develop business acumen from the early years.
As recommended by Bruno Martinaud in his article “Ensei-
gner l'entrepreneuriat: exercice vain ou indispensable en
20207?,” even though there is no precise recipe enabling
to develop business acumen - there are methodologies
and sets of questions related to building and managing
a business that can be taught. Opening teenagers’ mind-
sets to pragmatic business and innovation related ques-
tions would allow them to develop a new perspective on
what they learn and how they could leverage this learning
to create value.
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Recommendation 3: Second, considering that the
QA team surrounding startup founders is vital for driving
growth, we suggest that accelerators, like those launched
by Station F, Paris&Co, Schoolab or others, provide help to
new ventures in finding the right people to work with, at the
right time, and at a reasonable cost. Their advice and gui-
dance would be particularly meaningful during vital growth
phases by helping CEOs recruit new “delegate” roles, ensu-
ring they align with the latest cultural and business needs
(innovating on its model to scale-up, looking for investors
and partners, etc).
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B. Leveraging available expertise

As innovation projects grow in complexity, they increasingly require the ability to mobilize
various of skills and competencies - both internally and externally. To overcome these challen-
ges, we are convinced by the importance of two potential levers: building a strong corporate
culture of innovation and leveraging remote working to tap into global internal expertise.

1. Build a strong corporate culture of innovation

While innovation within a corporate context provides a unique opportunity to leverage
various skills, getting support from internal sponsors can prove to be pragmatically com-
plex, especially at the middle management level.

One approach to this challenge is to motivate people to invest in creative
work. One way to do so, is by inspiring and stirring people’s imagination, while providing
intellectual challenge and independence! - more than in any other type of project. In
contrast with strategies that aim at enhancing an existing business, innovation strategy is
“standing between hopeful intent and realization?” adding uncertainty that can both drive
motivation and aspiration, as much as lack of motivation and visibility. Consequently inno-
vation strategies don’t only need to “inform and choose,” they have to “inform, choose
and ignite®” Beyond merely setting a vision, innovation strategies should generate a form
of fascination and an impression of the ability to affect real change.

In addition to setting aspirations, corporate structures have to solve practi-
cal issues, such as providing time to employees to work on projects that are not always
related to their business objectives. As discussed above in section IV.A.1 - organizations
must clearly stipulate the weight they want to give to innovation (current business vs.
innovation). From that point, they can launch initiatives to free time from employees, put
in place controlled processes and methodologies to distribute work across departments,
or simply provide innovation leaders with enough power within the structure to mobilize
the necessary resources when needed.

A variety of innovative models already exist within enterprises. For instance,
some companies, such as Google and Schlumberger, dedicate specific times in the year
for employees to work freely on innovation projects.

Schlumberger has set up an in-house program dedicated to innovation. Pierre
Ferron, TechCenter Software Métier Manager at Schlumberger, explained during his inter-
view for this white paper, every quarter “engineers can self-organize by blocking [one]
week to define the [innovative] project they want to work on.” The only requirements are
that “they have to present their project in a three-to-five-minute pitch at the end of the
5 working days” Employees are given full control on how they want to organize these
“Innovation weeks”: “we will also have some small teams working on things related to
sustainability or CSR. They can then intervene in schools to promote scientific careers,
for example. Some teams will use these weeks to improve their skills and work on a tech-
nology they haven't had the opportunity to learn about and improve their knowledge”
Moreover, to encourage participation and rewards, Schlumberger also set up “a platform
on which all employees can vote for the projects they like” and “buy shares on projects
with virtual money (inCoins)”

A large multinational group of the catering sector similarly encourages
employees to co-innovate within the company instead of growing innovation in silos. It
has set up “mastermind groups” made up of employees, managers and engineers from
different business units and countries, to encourage exchange and discussion around
strategic topics and upcoming innovative projects. This cross-sectoral dialogue ensures
a diversity of viewpoints when tackling pain points, and a broad diffusion of innovation
across the entire company.

Through those processes, they provide opportunities to communicate and build
excitement, and engage a large pool of stakeholders within a company in a transparent way.
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Other similar forms of innovation engagement could be put in place. One
opportunity could be to develop an internal market-place for a few key innovation pro-
jects for which any employee could vote. According to the spread of votes, a share of the
dedicated budget and average sponsors’ hours could be allocated. By endorsing inno-
vation projects with a collective corporate approach, executives could identify inspiring
projects, drive engagement, and more readily assess the ‘innovation appetite’ within a
company. The employees working on innovative projects would provide visibility within
the company and legitimize their time spent on the project.

Those initiatives are a powerful starting point - but going one step further
would be to empower innovation leaders to mobilize the right resources, when neces-
sary. Doing so, requires an innovation function to be directly affiliated with a - or several -
strategic business units within a company. This allows for mobilizing essential resources
on innovation subjects when necessary. It sends an external and internal message that
innovation is regarded as a strategic business driver, fully integrated with its strategy.

:Q: Recommendation 4: In a context that is increa-
QQQ singly changing and uncertain, putting innovation
at the core of a business strategy, to develop new growth
levers and anticipate market shifts, is a necessity. Building
a strong corporate innovation culture starts at the COMEX
level. One of the most commonly accepted suggestions
would be to have a Chief Innovation Officer’s position
coupled with a strategic business unit (as Marketing or
CTO, depending on the industry). However, considering
that this role requires to continuously challenge the “sta-
tus quo”, while keeping a transversal perspective on the
company’s business, the working group would further sug-
gest another position. The Chief Innovation Officer should
be part of the COMEX, taking the role of a Chief Disrup-
tive Officer - to provide a provocative touch: to constantly
question and test the company’s strategy, while identifying
new growth opportunities. This position - close to the CEO
- would imply to also coordinate strategic growth projects
through a network of correspondents within BUs.
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2 Take advantage of remote working to leverage global internal expertise

We acknowledge that remote working is increasingly perceived as an accepted option -
and Covid-19 has accelerated the adoption of remote working tools and habits for compa-
nies of all sizes and stages of growth.

Remote working has several benefits, such as enabling diversity within a team:
it enhances the accessibility of work for employees who may have disabilities, its flexible
nature can accommodate employees with care duties, and it means people can work from
anywhere, thereby facilitating the inclusion of people from other communities or coun-
tries'. These factors are beneficial for innovation because increased diversity is directly
correlated to more significant innovation. It fosters “nonlinear novel thinking”, creativity,
and adaptability, key qualities to boost innovation2. A recent ranking of the Wall Street
Journal that examined diversity and inclusion among S&P 500 companies highlighted that
“companies with above-average diversity produced a greater proportion of revenue from
innovation (45% of total) than from companies with below-average diversity (26%0)3”

Remote working could be an opportunity to attract and retain employees by
addressing new work-life balance issues. For instance, remote working may make it
easier to care for family members manage medical appointments because less time is
spent in a separate office*. And yet, many teams are less motivated and are eager to
return to the office (perhaps this is generational or it is still too early to tell). For younger
generations, having the option to work remotely increases a company’s attractiveness -
it is growingly regarded as a new standard, at least in the USA. In a Gallup survey from
January 20205, “54% of office workers (in the USA) say they'd leave their job for one
that offers flexible work time.”

Remote working provides a unique opportunity to leverage diverse talents
and mindsets from worldwide offices, providing solutions to talent mobility - often
regarded as a challenge due to cultural habits and preferences. Indeed, employees are
sometimes wary of international mobility as it implies personal and professional disloca-
tions®. Remote working facilitates global mobility. The opportunity to access expertise
regardless of geography can allow for a diversity of ideas and inputs and indirectly foster
innovations. Knowing how to manage projects with remote workers and a highly diverse
workforce requires new management skills from existing teams and managers. Remote
working also instills a sense of responsibility and independence in many employees that
encourages the development of an entrepreneurial mindset beneficial for innovation.

GitHub illustrates that a large organisation can manage a remote team and
to implement a successful working strategy. Headquartered in San Francisco, GitHub’s
team of 335 people works across the globe. It stays in contact by relying on mobile
technologies and dedicating time every year for a Summit where the whole company
comes together and connects face-to-face, and mini-Summit hosted by teams quarterly”.
Remote working is successful because it is integrated into the company’s strategy and
vision.
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Q Recommendation 5: To participate in developing this
new corporate culture, we strongly encourage com-
panies to establish an internal assessment to understand
potential barriers to remote working and adopt a few solu-
tions applicable to addressing these barriers. The working
group also underscores the need for new processes and
training regarding how to manage remote workers, and in
particular those with geographically and culturally diverse
teams; as well as how to maintain vital human interactions
of a team or workforce, such as recruitment, onboarding,
providing networking and training opportunities and deve-
loping relationships remotely.
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3. Facilitate procurement from startups and scale-ups to leverage external expertise
Companies could also leverage innovative solutions from startups through procurement
channels. That would provide access to new types of solutions - often more competi-
tive - but would require a more collaborative mindset and an extensive rethink of procu-
rement processes’.

Despite representing new opportunities, EU companies are reluctant to buy
from startups irrespective of industry. Based on an EIB and World Economic Forum
report from 2019, “European companies and organizations are hesitant to buy new pro-
ducts from innovative young firms and often go for established logos. EU firms are twice
as likely to focus on adopting existing innovations, while only 8% can introduce new pro-
ducts to their markets. The result is that young firms turn to the US, where established
companies are more willing to test new products and experiment with new technologies.?”

Recommendation 6: There are several barriers to
- rethinking procurement processes, mostly related
to a lack of internal leadership pushing to shake things up.
To foster this approach, we suggest simplifying compa-
nies’ procedures and requirements to work with startups
and scale-ups (within a predefined framework), developing
a KPI that would measure companies’ share of investments
in young EU tech companies, through their procurement
spending which would be openly shared at an EU level.
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V. Overcoming
Market Frag-
mentation




One of the biggest obstacles facing the European innovation ecosystem is market fragmentation.
Because there is no large and unified market readily available for companies looking to expand,
market fragmentation puts Europe ‘at a structural disadvantage’ in terms of innovation compared
to large homogenous markets (e.g., the US, China, etc.’). Additionally, Europe’s governance struc-
tures generally make “heavy public investment and intervention more challenging or slower?”.

Member states each have their regulatory framework, which hinders innovative
businesses’ ability to grow and expand. The European Parliament itself notes that “although
the EU market is the largest in the world, it remains fragmented and is not sufficiently
innovation-friendly3.”

Market fragmentation generates increased costs that companies do not face when
seeking to expand in large unified markets instead (e.g. in the US). The World Economic Forum
suggests that many innovative European companies never grow beyond the startup phase, partly
due to market fragmentation*: rules, regulations, taxes, and standards vary across European
member states, thus hampering cross-border investments and business expansion. However,
startups require access to large unified markets before they can develop the financial capacity
to expand beyond their borders to countries with different regulatory frameworks:

They need to establish a sufficiently large pool of potential customers before they
can scale up their business. Only then can they build up the financial resources, resilience and
innovation power to expand internationally and globally. However, fragmentation of the local
customer base in terms of law and regulation will hold them back: aspiring global service pro-
viders in the EU have to deal with different legal and regulatory frameworks already across the
internal market, i.e., the (fragmented) laws of all Member States®.

Market fragmentation imposes different rules depending on the sector in which com-
panies operate. For instance, FinTech startups struggled to scale up in the EU because there are
different Know Your Customers (KYC) rules, business conduct rules (e.g. financial promotion,
disclosure requirement, complaints handling),
or different rules on IBAN format, etc®. These
variations across countries suggest that inno-
vative companies cannot reap the benefits of
the Single Market to their fullest extent, as they
cannot have access to a large pool of consu-
mers before having to deal with different regu-
latory frameworks, and that they have to limit
their ambitions because they do not have the
room to expand and grow before they encoun-

ter regulatory obstacles. They comply with the
regulation in other countries, which adaptation costs linked to changes in contracts and other
practices, modification of standards and equipment or training of personnel, and additional
administrative burdens due to different information obligations required by national legislation”.

Market fragmentation also engenders non-regulatory additional costs (i.e., develop-
ment of distribution networks, advertising, transport, personnel training, etc.), and additional
costs linked to intellectual property rights, such as filing, maintenance and protection of patents
diverge across countries®.

The EU currently fares poorly in comparison to its global competitors. A 2018 McKin-
sey survey shows that the EU lags behind the US investment in innovative issues such as intel-
lectual property or computerized information. Its digitization is also less advanced than that of
the US®. Furthermore, McKinsey’s report also shows that for the past 20 years, Europe’s share
of “superstars” (i.e. the top 10% of companies, whose share of investment in R&D is generally
more than double that of other firms) has fallen by around 50%, despite remaining constant for
the US and Canada and increasing significantly for the Asia-Pacific region™.
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A. The EU must prioritize efforts to take
the lead in a few key innovation domains

We believe the EU can achieve a leading glo-
bal role in the innovation ecosystem. It has
already successfully built its leadership and
set international data management standards
through the 2018 GDPR (General Data Protec-
tion Regulation). The GDPR guarantees uni-
fied rules across the whole of the EU (and
foreign companies targeting EU citizens) in
terms of data governance and privacy protec-
tion, making it “a global benchmark for pri-
vacy regulation™ By implementing this signi-

ficant measure, the EU has positioned itself as a global leader, to such an extent that large tech
companies have been pressuring the US government to take similar steps?. Following the imple-
mentation by the EU of the GDPR in 2018, the state of California similarly took steps towards
more significant protection of citizens’ data, with the California Consumer Privacy Act (CCPA),
which was passed in 2018 and became effective in 2020. Although the CCPA differs from GDPR
in various aspects, it still extensively draws inspiration from the European regulation (e.g., the
right to “be forgottend®”). This legislation significantly impacts not only the State of California,
but the whole of the US: because of “the sheer number of Californians,” the vast majority of
American businesses, regardless of whether they originated in California, will have to comply*.
Similarly, Japanese regulators strengthened data protection requirements to be recognized by
the EU as providing an adequate level of protection®. This decision subsequently facilitated the
implementation of the EU-Japan Economic Partnership Agreement. These examples illustrate
the EU’s potential influence when it acts in unison, and the global positioning it can adopt.

However, generally speaking, while the EU has an ambitious innovation strategy, it
lacks clear and attainable goals and a considerable political momentum to make innovation an
imperative and unifying cause.

In 2010, when the EU was criticized
for its lack of efficiency with regards to inno-
vation, the Commission launched the Innova-
tion Union strategy; the governance of inno-
vation was notably critiqued because of its
complexity. A 2010 CEPS report® noted that
the overlap between funding instruments and
the multitude of decision-makers hindered the
European innovation system. This report also
highlighted the fragmentation of the Euro-
pean market, the funding tools, and institu-
tional competencies as clear obstacles to a
more competitive place in the global innova-
tion ecosystem.

The
improving “conditions and access to finance

Innovation Union, aimed at
for research and innovation in Europe so that
innovative ideas can be turned into products
and services that create growth and jobs,” and
sought to create an actual single European
market for innovation, “which would attract
innovative companies and businesses’.” The
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Innovation Union proposed measures for increased coherence between European and national
research policies. It also implemented several instruments to monitor progress towards the 2020
target of 3% of EU GDP being invested in R&D, such as the Innovation Union Scoreboard and
the Regional Innovation Scoreboard. However, the 3% target has not yet been reached'. While
some countries, such as Sweden and Austria, indeed spent above 3% of GDP on R&D in 2016,
nine other member states limited R&D spending to below 1%. The diverging national policies are
a large contributing factor to the European market’s fragmentation and hold back the EU’s global
effort2. While the Innovation Union has fostered improvements in mitigating the consequences of
market fragmentation on innovation, it remains
comprehensive in terms of scope. Still, it lacks
strong impetus to truly make a difference and
become a global leader in innovation.

As the end of Horizon 2020, the
Innovation Union’s financial instruments, is
approaching, the EU has presented Hori-
zon Europe as its replacement. This research
and innovation program will run from 2021
to 2027 and proposes an additional €30 bil-
lion from Horizon 2020. While Horizon Europe
does identify specific missions, it remains dis-
persed and aims to tackle a wide variety of sectors and issues at once. This divides effort and

investment, and therefore may reduce the impact and efficiency of the policy. Horizon Europe is
divided into three pillars: Excellent Science, Global Challenges and European Industrial Compe-
titiveness, and Innovative Europe. Compared to Horizon 2020, this new strategy identifies ‘mis-
sion areas, common to all pillars: adaptation to climate change, healthy oceans, climate-neutral
and smart cities, soil health and food, and cancer?. The first pillar focuses on science and scien-
tific research. In the second pillar, the policy further identifies ‘clusters”: health; culture, creati-
vity, and inclusive society; civil security for society; digital, industry and space; climate, energy
and mobility; food, bioeconomy, natural resources, agriculture and environment. The third pillar
supports the innovation ecosystems and includes the European Innovation Council which aims
to support startups and SMEs.

1. Be selective

To successfully implement a renewed innovation strategy, the EU must identify and rally
behind key strategic sectors that would benefit most from increased investment. Howe-
ver, the EU currently lacks focus when it comes to innovation. The EU has introduced the
innovation principle in its policymaking to “ensure that EU legislation is analyzed and
designed to encourage innovation to deliver social, environmental and economic bene-
fits and help protect Europeans#'This principle suggests that although innovation has
been identified as a priority, that priority is diffused throughout all areas of the EU’s exper-
tise, rather than firmly focused on specific domains.

The EU’s current innovation strategies for smart specialization, as part of
the Cohesion Policy for 2014-2020, RIS3, encourages member states to identify the
“knowledge specializations that best fit their innovation potential®” While there are com-
mon sectors amongst regions (e.g. energy, health, tourism, sustainable innovation, etc.),
some regions have developed different sets of priorities than others®. Consequently,
the global European innovation strategy lacks focus, as each member state focuses its
efforts on different domains. As previously mentioned, member states also put varying
investment levels in their innovation strategies, which further dilutes global efforts.

The EU’s innovation policy is also split across several systems and financial

instruments, which all set diverging priorities’:

- The Innovation Union carries the target of investing 3% of GDP in R&D

by 2020 and is part of a broader effort to promote a smart, sustainable, and
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inclusive economy. Horizon 2020 is the “financial instrument which provides

for the implementation of the Innovation Union”, and it notably focuses on

“real challenges facing society, simplifying access, involving SMEs, stren-

gthening financial instruments, supporting public procurement of innovation,

facilitating collaboration, and supporting research on public-sector and social
innovation”

- Meanwhile, the Cohesion policy also influences innovation through the

European Regional Development Fund, allocating resources for member

states, focusing on the low-carbon economy and competitive SMEs.

- Additionally, the Commission has partnered with the European Investment

Bank Group, to implement “a series of integrated and complementary finan-

cing tools and advisory services offered by the EIB Group, covering the entire

value chain of research and innovation in order to support investments from
the smallest to the largest enterprises”

- In 2014, the Investment Plan for Europe was created and unlocked around

€315 of public and private investment. The key areas targeted by these funds

are “infrastructure, research and innovation, education, renewable energy
and energy efficiency, as well as risk financing for SMEs”
This multitude of instruments fragments innovation efforts across the EU, leading to
spreading resources and dynamism across many fields, consequently preventing the EU
from unequicovally taking the lead in any of these domains.

The 2020 budget accord led to the cut of a Commission-backed health initia-
tive and research programs, decreasing the innovation-focused part of the next 7-year
budget'. The Horizon Europe program is also facing severe cuts?, which may further
challenge the EU’s struggle to build its innovation leadership.
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Recommendation 7: To address this issue, the wor-

king group encourages the EU to identify a limited
number of priority innovation fields on which it should focus
efforts and resources. The working group identified three
key innovation fields representing major business opportu-
nities while aligning with the EU political agenda: Cyberse-
curity, Climate, and Health.

- Firstly, the working group highlights cybersecurity as
a priority target for innovative investment. The EU has a
dedicated Agency for Cybersecurity, which was stren-
gthened by the 2019 European Cybersecurity Act'. This
act also established the European cybersecurity certifica-
tion framework which oversees the governance and rules
for EU-wide certification of ICT products, processes and
services. The EU thus possesses a solid cybersecurity
framework that would be able to carry strong cybersecurity
innovation efforts. In a global context, where large digital
corporations are less and less trusted, and where data has
become a valuable asset, the EU can position itself as a lea-
der for data protection and earn its citizens’ trust by advo-
cating for further accountability and traceability in the digi-
tal sector. Furthermore, because confidence and security
are already at the core of the European Digital Strategy, the
EU has a legitimate voice and expertise on these issues?.

- The working group also advises that European innovation
efforts target climate innovation, in line with the Commis-
sion’s Green Deal. Breakthrough innovation will be key to
a successful ecological transition, and to reach the 2050
carbon neutrality target that the EU has set. As the Delors
Institute predicts, policies tied to the EU Green Deal will
“generate a wave of climate-related opportunities and risks
that only companies that innovate will be able to ride3.” Yet,
EU investment in clean energy R&D has decreased since
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2015'. The EU must embrace climate innovation, and focus
its efforts on supporting such innovation, in order to assert
its global leadership.

- Finally, the working group identifies health as a strategic
sector for European Innovation. In the wake of the Covid-19
crisis, independence and self-sufficiency in the health sec-
tor have proven crucial, and the EU has proven to lack some
agency in that area. Moreover, the health sector presents
vast innovative business opportunities: for instance, artifi-
cial intelligence is predicted to largely impact businesses’
competitive advantage, with a €105 billion impact poten-
tial on smart health, so long as companies are efficiently
supported in their transition?. EU-wide innovation efforts
should therefore also focus on the health sector and the
opportunities it presents.
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2. Build a mythology

The US has historically been very successful at building powerful narratives around spe-
cific causes, proving and reinforcing its global leadership role. The US’ innovation lea-
dership can be explained partially by their ability to create powerful storytelling. Once
the EU identifies key priority innovation fields, it should draw its inspiration from the US to
implement similar communication strategies and build its own mythology.

The Space Race and Silicon Valley are two instances where the US govern-
ment succeeded in initiating a myth around innovation, which enabled various actors’ coo-
peration and informed the international recognition of their expertise. The space race and
the domination of the Internet are both based on the myth of the frontier, which in the
mind of Americans is “tied to a drive to create, to go forth, to become, to make and do;”
i.e., to innovate'. Both the Space Race and the Silicon Valley were proof to most Ameri-
cans that cooperation between the government, academic actors, and private industry
enabled American technology’s superiority2.

Starting in 1955, in the Cold War era, the space race became the embodi-
ment of America’s dominance, through the pre-eminence of its technological capabilities
and innovations®. The US government heavily invested in NASA, more so than any other
scientific program*, thus contributing to the narrative around American innovation’s
superiority. The Apollo mission is a powerful illustration of this narrative. Conquering
space was yet another frontier that the US would successfully tackle. Frederick Jackson
Turner's 1893 essay on the Frontier® was indeed heavily referenced during the space
race era, as spaceflight was paralleled to the conquest of new land and improved society.
These dynamics enabled the creation of a mythical dimension to the space race and drove
support for aeronautic innovation. The space race was even a catalyst for American inno-
vation as a whole: for instance, in 1900, the ratio of scientists and engineers per US
citizens was 1:2,000; but by the 1970s, it drastically increased to 1:1207. This emphasis
on communication can also be attributed to the fact that in the US, government-funded
agencies rely on public support. NASA is accountable to US citizens who may vote out
public funding for such agencies®. Thus, NASA must communicate efficiently on its inno-
vations in order to convince US citizens of its importance. EU agencies and programs are
not bound to such a level of direct accountability, and the accountability arrangements
that do exist are underused®.

Alongside NASA, Silicon Valley also became a global symbol of innova-
tion, and helped launch the US at the forefront of the global digital and tech revolution.
Businesses and universities rallied alongside the government to create a unique ecosys-
tem, where public authorities, private investors and academics came together to inno-
vate. Silicon Valley started truly soaring during the Cold War era, as the US government
investment was flooding in. The previously unheard of continuous investment targeted at
the tech companies implemented in Silicon Valley fostered “a culture of risk-taking and
innovation™”. The development of the Internet was also equated to the myth of the fron-
tier: “the contemporary version of the frontier myth presents the Internet as a freewhee-
ling space crafted by wily pioneers and ingenious scientists™” Successfully building and
communicating the myth of Silicon Valley, allowed the US to attract increasing invest-
ment and researchers, thus producing ever-better innovation and technology in a snow-
ball effect. Good communication of an innovation appealed to further investment, which
strengthened the innovation, and hence the surrounding myth.

The US’s investment in innovation was also in part successful because it
was often protected, and the technology stayed within the territory. For instance, the
Defense Advanced Research Projects Agency (DARPA), which is part of the Department
of Defense and whose task is research and development of new technologies for mili-
tary use, played a large role in building the infrastructure that steered efforts during the
Space Race™. DARPA played a similarly important role in developing the modern internet
and all related technologies, such as speech recognition, touchscreen displays, acce-

V. Overcoming Market Fragmentation

1 - Shuler, J., 2005. “Ever
Onward: The Frontier Myth
and the Information Age”. Fast
capitalism, 1(1). Available from:
https://cutt.ly/mgWfpwy

2 — Wuthrich, B., 1999. “The U.S.
Space Program and the National
Interest” Available from: https://
cutt.ly/NgWfaUr

3 - Ibid.
4 — Ibid.

5 - Launius, R. D., 2005.
“Perceptions of Apollo: Myth,
nostalgia, memory or all of the
above?”. Space Policy, 21(2), pp.
129-139.

6 - Turner, F. J., 1893. “The
significance of the Frontier in
American History” Excerpts from
the National Humanities center.
Available from: https://cutt.ly/
fgWfs8J

7 - Jastrow, R., and Newell, H.
E., 1972. “The space program and
national interest” Foreign Affairs.

8 - Nasa Headquarters Library,
2019. “Public Opinion of the
American Space Program”. Nasa.
gov. Available from: https://cutt.
ly

9 - Busuioc, M., 2010. The
Accountability of European
Agencies: Legal Provisions and
Ongoing Practices. Available
from: https://cutt.ly/qgWfkWw8

10 - Loeffler, J., 2019. “The
Origin Story of Silicon Valley—and
Why We Shouldn't Try to Recreate
It”. Interestingengineering.com.
Available from: https://cutt.ly/
rgWfzF2

11 - Shuler, J., 2005. “Ever
Onward: The Frontier Myth

and the Information Age”. Fast
capitalism, 1 (1). Available from:
https://cutt.ly/tgWfvRr

12 - Weinberger, S., 2008.
“Cyberwarfare: Darpa's New
'Space Race'. Wired. Available
from: https://cutt.ly/IgWfnEP

37



lerometers, wireless capabilities and artificial intelligence'. The innovation investment
driven through DARPA is developed only by American actors because it is initially targe-
ted towards military use. This protectionist measure catalyzes resources and enables the
US to retain innovative technology, giving them a head start on other countries.

Innovation does not necessarily best flourish in the place of its invention, but
rather where it is best marketed and where actors best communicate and capitalize on it.
Many innovations that are today accredited to the US and which show their highest poten-
tial and best performances in the US were invented in Europe. The World Wide Web, which
paved the way for the modern internet, was born in Switzerland, at the CERN (European
Organization for Nuclear Research?). Yet the internet truly gained traction and fulfilled its
innovative potential in the US. Similarly, Britain had developed a digital computer in the
1940s, but it never achieved global traction and recognition to the same extent as Ame-
rican innovations did3.

A more contemporary example that communication is often as important as
the technology to ensure an innovation’s success and its outreach is that of Tesla. Tesla
is far from being the only company producing electric cars or developing self-driving
vehicles: Toyota has an extensive range of electric vehicles. Both Waymo and Cruise
develop self-driving vehicles with higher autonomy than Tesla cars*. Yet, Tesla is by far
the most renowned brand: in June 2020, its shares hit over $1000, making it the most
valuable car company in the world (before its share price dropped again®). What diffe-
rentiates Tesla from other companies is its mythology and the communication it has built
surrounding the brand. From its beginnings, Tesla has promoted an innovative narrative,
claiming to initiate global change in transportation and positioning electric (and poten-
tially self-driving) vehicles as the future for many populations. Tesla’s story contributed to
the universal reporting on the brand and attracted investors and consumers. Tesla is proof
innovation’s success does not always rely solely on its technology and that the global
public perception of that technology plays a crucial role®.
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Recommendation 8: The working group recom-
= mends that the EU intends to replicate this critical
leadership driver by developing compelling and inspiring
narratives around the selected key innovation domains:
cybersecurity, climate, and health, while articulating this
narrative around the key value of trust. Such communica-
tion initiatives should be evident and engage all types of
audiences, from public and private researchers and inno-
vators, to representatives of the business world and the
public. It is also crucial that the EU communicates adequa-
tely on these efforts, their motivation, and their aim, and
how they serve European citizens, to foster their faith and
public support. In this way, the working group was pleased
to witness the space-race analogy used by Ursula von der
Leyen when presenting the Green deal as Europe's man on
the moon moment.

We suggest that where the US built a narrative around the
frontier myth, the EU should position itself as an institu-
tion acting for trust and efficiently communicate on this
purpose to establish it as a founding innovation myth. The
narrative of trust fits the EU’s ongoing efforts to protect
and defend its citizens. In opposition to other internatio-
nal actors, such as China, the EU has continuously aimed
to position itself as a truthful institution, acting to protect
its citizens and fighting against false reporting and disin-
formation'. The EU has chiefly presented itself as an ins-
titution which citizens can trust on cybersecurity: taking
several steps to protect citizens’ data, climate: positioning
itself as a global leader on climate change and rooting its
actions on science-based claims and health: facilitating
cooperation between member states during the Covid-19
pandemic and accurately reporting the number of cases.
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3. Focus resources

Ensuring the targeted use of financial resources has been a critical success factor in the
US innovation strategy. However, as previously mentioned, the EU lacks a focus on inno-
vation, and this lack of focus also shows in the allocation of funding.

The European Commission proposed but later retracted a €100 billion budget
for Horizon Europe, cutting down the budget agreement with member states to around
€80 billion'. Many dissenting voices have come forward to argue that this budget is not
sufficient, such as the budget team of the European Parliament2.

In 2018, EU member states’ total investment in R&D amounted to €318,1 bil-
lion3, when the US total budget for R&D was €495 billion ($580 billion)*. The EU innova-
tion budget is not only lower than the US innovation budget, but it is often even lower than
some individual companies. When looking at specific investment sectors, such as Al, the
EU has similar, if not fewer investing powers than some large multinational corporations.
The EU’s Al and blockchain fund, run by the European Investment Fund, has made €100
million available in 2020 to support companies working in this sector®. Meanwhile, Goo-
gle bought an Al startup for $400 million (approx. €330 million) in 2014%, and launched a
$25 million (€21 million) fund for supporting Al projects’. Similarly, Microsoft has invested
$40 million into Al technologies that solve humanitarian issues, as well as a $50 million
pledge in Al for Earth, helping to fight climate change, and $25 million in Al for accessi-
bility8, for a total of $115 million (€96 million).

The only way for the EU to compete with tech giants, is to target its investment
into a few sectors to concentrate resources as it does not have the same overall financial
capacity. Regardless of the money invested in innovation programs, the most crucial part
is its division and spending between sectors.

The entire European startup and innovation ecosystem and deep tech pro-
grams and investment should also be targeted around these three key sectors. As deep
tech is rapidly gaining in relevance and importance in the global innovation ecosys-
tem?®, the EU has an opportunity to position itself as an influential actor. Despite having
fallen behind other nations in entrepreneurship and startups, the EU has the potential
“to gain leadership in deep tech by leveraging the continent’s scientific talent” As we
have demonstrated, while “European research institutions certainly have strong reputa-
tions in areas like Al’, “they have often served as sources of talent for companies outside
the region™,” serving as an example for Europe which should position itself on deep tech
innovation efficiently.

To do so, the working group recommends targeted deep tech investment in
health, climate and cybersecurity, to foster large-scale impactful, high added-value, and
disruptive innovation in these key sectors. The EU Innovation Fund, one of the world’s lar-
gest funding programmes for demonstrating innovative low-carbon technologies, is a first
step in that direction. This fund, which will amount to around €10bn over the next ten years™,
should focus on upcoming deep tech opportunities to remain relevant. Similar funds should
be implemented, and target deep-tech innovation in the identified key sectors.

In response to the Covid-19-induced economic crisis, the EU has pledged
“€166 million, via the European Innovation Council (EIC) Accelerator Pilot, to 36 compa-
nies set to combat the coronavirus pandemic” as well as “€148 million to another 36 com-
panies set to contribute to the recovery plan for Europe, bringing the total investment from
Horizon 2020, the EU's research and innovation program, to €314 million in this round'”
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Recommendation 9: For the EU to financially catch

up with innovation giants, the working group recom-
mends focusing resources on a small number sectors.
Indeed, the EU must identify and rally behind key strategic
industries that would benefit most from increased invest-
ment. As such, financial resources will weigh in more in
comparison to competitors.

Additionally, we believe that a better concentration of
resources, will reassure and encourage investors, and pro-
pel the EU as a global innovation leader. Therefore, we
suggest that the EU focuses financial resources on the afo-
rementioned essential priority innovation fields cybersecu-
rity, climate, and health.
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B. The EU must bolster harmonization
in these key innovation domains

The lack of focus in terms of an innovation strategy, paired with a significant disparity of regu-
lation, adds complexity and hinders companies’ development at the EU level. Regulatory discre-
pancies stem from the varying national legal frameworks, and the EU directives’ gold plating by
some member states.

Regulation on a variety of issues is not homogenous across all EU member states,
which contributes to the fragmentation of the Single Market. While the EU legislates on trade
issues, member states retain some or all competencies in many areas such as consumer pro-
tection, energy, environment, health, industry, tourism, etc.' Thus, legislation across all these
fields can vary to an extent from country to country. This regulatory fragmentation proves to
be a burden for companies trying to expand beyond the country they started with, as com-
pliance with new regulation generates costs and requires additional administrative and financial
resources. For instance, in France, gold plating is symptomatic of normative inflation and harms
the EU single market by hampering competition and penalizing French companies?. Gold pla-
ting occurs when national legislators strengthen or modify EU directives’s provisions when they
become national law. Gold plating may also include requirements beyond the European stan-
dard’s initial rules, increased obligations, the withdrawal of potential derogations or exclusions,
or the increase of penalties for non-compliance. According to a French Senate report®, which
documents 75 examples of gold plating in French legislation, it impacts French companies on
five levels, by generating 1) administrative burdens, 2) additional production costs, 3) legal risks,
4) commercial constraints, and 5) vulnerability to economic intelligence. As these obligations do
not apply to other European companies, they generate direct and indirect costs that dispropor-
tionately disadvantage French companies and hinder their competitiveness.

Developing common EU regulation and fighting against gold plating at the national
level is thus the best way to create an environment that fosters innovation. However, there is still
a long way to go, and this harmonization process is likely to take decades to come into play more
fully. Based on this assessment, the working group recommends that the EU starts focusing on
a few concrete and targeted actions that could be implemented in a relatively short time frame.

1. Create common regulators

For the EU to take the lead on identified key innovation domains, there must be an
increased harmonization of the legislation regulating these domains. However, in many
instances, even when member states manage to agree on standard EU regulations, these
regulations are not enforced homogeneously by national regulators. For example, there
are standard EU regulations in the field of competition, privacy, media or even telecom.
The various national regulators have still developed different interpretations, creating
additional complexity and constraints for businesses and innovators across the EU.

The EU has the ability to create regulatory agencies “that provide information
and advice, make regulatory decisions, and coordinate regulatory networks*” While the
working group recognizes that creating common regulators and enforcing their authority
on all EU member states is a challenging and rather complex journey, we believe it is para-
mount. To adopt a pragmatic approach, we suggest starting with regulators overseeing the
key innovation fields that were previously identified: Cybersecurity, Climate and Health.

To become a cybersecurity leader, data protection law must be applied
consistently across the EU. The European Data Protection Board (EDPB), set up by the
GDPR, is an independent European body, which ensures the “consistent application of
data protection rules throughout the EU®. In the meantime, there are currently different
Data Protection Authorities (DPAs) in each member state, whose role is to supervise,
through investigative and corrective powers, the application of the data protection laws,
and who tend to enforce different interpretations of the law. Criticism of these agencies
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is because they fail “to work hand-in-hand to enforce the rules”, and instead “end up
being stymied by divergent national legal systems, cultural differences and an outmoded
information exchange system'” Furthermore, the various EU authorities in charge of data
protection have been called out for the “increasingly glaring differences” in how they
interpret the rules, and for “breaking out of the one-stop-shop system,” thus creating a
“patchwork of privacy regimens instead of a single European landscape?”

As the recent European Court of Justice ruling invalidating the Privacy Shield
has shown, data protection issues are still far from being centralized. As the ECJ declared
the Privacy Shield agreement null, it also reaffirmed the legality of the Standard Contrac-
tual Clauses (SCCs) used to export data out of Europe and stressed that DPAs have a
“duty to check whether data transferred abroad is protected to a European standard3”
Thus, the various individual DPAs are currently the organizations in charge of ensuring
data protection for European citizens in their given member state.

There is a growing recognition that competition policy has an important role
to play in climate protection. However, when it comes to competition, the approaches to
sustainability lack consistency. In 2019, Margrethe Vestager, European Commissioner for
Competition explicitly stated that: "all of Europe’s policies, including competition policy,
will have their role to play" in supporting sustainability®. Indeed, competition, which is
one of the EU’s exclusive competencies, has a significant impact on climate, as it direc-
tly affects mergers and horizontal agreements. Given the cost of sustainable innovations
and environmentally-friendly technologies, businesses are often prone to work together
to develop such solutions. These collaborations can take multiple forms including joint
research and development of 'green’' technologies, commitment to minimum standards,
and combining resources®, and are therefore directly regulated by competition law.

Competition authorities are increasingly “giving greater weight to sustai-
nability factors when assessing the impact of measures on consumer welfare®.” Howe-
ver, there still is no harmonized approach to sustainability when it comes to competition
because there is no common EU competition regulator’. “The European Commission and
the national competition authorities in all EU Member States cooperate through the Euro-
pean Competition Network (ECN). Through the ECN, the competition authorities inform
each other of proposed decisions and take on board comments from the other competi-
tion authorities®. However, the ECN lacks binding powers.

Taking a leadership position on the health innovation landscape requires the
EU to implement homogenous health regulations. However, when it comes to health, the
EU has limited competencies as it “respects the responsibilities of the Member States
for their health systems®” The only area of shared competence - allowing the EU to sup-
port, coordinate or supplement Member States’ actions™- is “common safety concerns in
public health matters"”

Because of the lack of competence in the field of health, internal market regu-
lation is bound to play a central part in achieving a more harmonized health environment
in the EU. Indeed, health policy made on the legal basis of its internal market is conse-
quential™. “The EU has great powers to promote the development and regulation of its
internal market. [...] This legal authorization means that the effective way to regulate, for
example, pharmaceuticals or professional qualifications is as a part of the development
of the internal market” Additionally, a central emphasis on health innovation seems to
be placed on consumer-facing solutions (such as self-care, prevention and wellness, or
triage™), thus directly impacting consumer right regulation. To this day, there is no EU
standard consumer right regulator. The European Consumer Consultative Group (ECCG)
is the Commission's primary forum to consult with national and European consumer
organizations™, but it does not have binding authority.
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—) Recommendation 10: The working group suggests

'C' taking every possible action to create common
regulators and enforce their authority in the field of privacy,
competition and consumer rights.

- The working group urges the EU to strengthen the Euro-
pean Data Protection Board’s powers and enforce its abi-
lity to rule over national data protection authorities by bin-
ding decisions. In this way, the European Data Protection
Board will have the ability to ensure the consistent appli-
cation of data protection law across the EU thus facilitating
breakthrough innovation in the arena of cybersecurity.

- The working group urges the EU to create a joint Euro-
pean Competition Authority to rule over national authori-
ties by binding decisions. The creation of such a charge
will give the EU the ability to implement a single and unified
approach to sustainability, facilitating breakthrough inno-
vation in climate.

- The working group suggests creating a Consumer Right
Authority to rule over national authorities by binding deci-
sions. This authority will help ensure a more harmonious
health regulation in the EU Member States. Generally spea-
king, it would also help ensure that consumer rights are
designed considering the EU innovation targets.
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2. Implement EU regulatory sandboxes

Regulatory sandboxes temporarily adapt the legal framework for companies seeking to
develop a breakthrough innovation that cannot be tested in a regular legal context. These
tools appear to be a stimulating option to foster innovation throughout the EU.

Regulatory sandboxes allow companies that benefit from them to experiment
in a real (albeit limited) framework and in a way that respects consumers. In Europe,
the United Kingdom, the Netherlands, Denmark, Sweden and Switzerland are among the
countries with the highest use of sandboxes. Sandboxes send a signal of openness to
innovation to companies. The countries at the top of the Global Innovation Index also use
them most often, such as Denmark, the Netherlands, Switzerland and the United King-
dom'.This regulatory environment is more favorable to innovation and encourages com-
panies to invest in this area.

These "bubbles" are particularly useful for startups or companies wishing to
test profoundly innovative and groundbreaking products. For example, as traffic regula-
tions do not allow driverless vehicles’ circulation, innovative autonomous vehicles cannot
be tested in real conditions. With the use of regulatory sandboxes, several experiments
have been carried out. For instance, in France PSA and Renault have tested driverless
cars on 15,000 km of separate carriageways in the Paris region2.

In 2017, the Banking Stakeholders Group suggested to the European Banking
Authority the creation of European sandboxes, notably for Fintech companies, because
“as more European countries are setting up regulatory sandboxes, the risk arises of crea-
ting a fragmented ecosystem of national sandboxes with different regimes®”
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[ gt |

o Recommendation 11: Because regulatory sand-
E“ boxes are a powerful innovation driver locally, the
working group encourages their creation and implemen-
tation at the EU level especially in the key priority fields:
Cybersecurity, Climate and Health. Additionally, crea-
ting EU-wide sandboxes would ensure that all regulatory
sandboxes in these fields are aligned and abide by the
same objectives and consumer protection standards, fur-
ther facilitating the introduction of the innovations on the
single market.

The working group also identifies a potential united Euro-
pean sandbox initiative as an opportunity for European
institutions to gather data and information on the various
innovations tested and their performance. This insight is
valuable for legislators and facilitates efficient policyma-
king'. As the European Banking Authority noted in 2017,
“an active participation of regulators and supervisors
should be desirable,” with moderation, in innovation?.
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3. Enforce a unitary EU patent
The unitary patent represents another concrete and achievable initiative that could signi-
ficantly limit the adverse effect generated by market fragmentation in the EU. Today “the
cost of a patent in the EU is up to ten times higher than in the US or Japan because the
patent should be translated, validated, put in force and renewed in each Member State'.”
In 2012 and 2013, the Commission took steps towards implementing a Euro-
pean unitary patent. This was a radical measure towards facilitating companies’ expansion
beyond their national market, into other EU member states. Indeed, the unitary patent sys-
tem is much more cost-effective for companies: renewal fees over ten years for a territory
that covers 26 EU countries will amount to €5,000, while it is currently around €30,000.2
These costs discourage companies from patenting in Europe, while the unitary patent will
simplify the business’ application procedure and reduce their administrative burden.
However, several obstacles are slowing down the roll-out of the unitary patent.
Firstly, while all member states, bar Spain and Croatia, have agreed to the unitary patent
regulations, many have not yet ratified the laws. For instance, the German Constitutional
Court has repeatedly blocked the unitary patent process because it amends the Consti-
tution and has not been approved by a two-third majority in the German Parliament3.
Secondly, the Unified Patent Court, which will “deal with the infringement and validity of
both Unitary Patents and European patents, putting an end to costly parallel litigation
and enhancing legal certainty?*” is not yet operational. The UK, which initially ratified the
regulations, has now made final preparation to withdraw from the Unified Patent Court
project, with consequences of this withdrawal being currently assessed by the EU Coun-
cils. The Court is expected to open in 20225.
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F@W Recommendation 12: The working group urges the
L=**J European Commission to accelerate implementing
a unitary EU patent. Because the unitary EU patent would
represent a significant gain for business investing in Europe
and facilitate innovation management across EU countries,
we believe it will encourage more and more companies to

expand throughout the European market.
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Our discussions with experts and within our working group revealed a consensus that had
already been documented in previous reports such as the Tibi Report that there is a lack of
developed exit strategies for French startups and European ones overall. Innovation is foste-
red when there is a greater variety of actors.
There are more opportunities for new techno-
logies to be developed, however, this requires
a healthy ecosystem where many startups can
try new methods and technologies or create
and expand new and existing markets. For
startups to exist there needs to be a full range
of funding available for them at all stages of
their lifecycle. Having multiple exit strategies
available to startups is a way to compensate
the risk taken by founders and initial investors.

Furthermore, local entrepreneurs’s
success encourages others to explore new fields and technologies, thereby creating a healthy
and self-sustaining ecosystem. The European Union represents 22% of the world’s GDP but
only 10% of emerging technologies'. European startups represent only 10% of global funding
in 2018, compared to 53% for the US and 27% for China?. The lack of financing perspectives is
one of the significant factors in why many French and European startups eventually decide to go
to the US, not only in search of conquering a broader market but also for more financing options
and a better probability of an exit.

Companies traditionally have three options for exiting; that is to say, finding a way for
initial investors to recuperate their funds, ideally with a gain. Traditionally the most sought-af-
ter option, though often the hardest, is to become sufficiently profitable to be able to raise fur-
ther capital by going public successfully. In order to go public, the company has to be at a late
enough stage in its maturity and sufficiently big that investors will be willing to validate their
economic model. The company has to have access to enough funds to comply with the regula-
tory requirements of going public. It needs to be sufficiently robust in its management team and
its processes to transform itself into a pre-IPO company. Lastly, there must be a demand on the
investor side to buy the stock. As aptly explained by the Tibi Report these conditions aren’t pre-
sent in France or in any other continental European stock exchange. As such, most innovation
and tech startups prefer to go public on the US stock markets.

The last major tech IPO in France with a valuation of over 1 billion euros was that of
Dassault Systemes in 1996. All the other big French tech IPOs such as Business Objects (1994),
Criteo (2013), DBV Technologies (2014), Cellectis (2015) and Talend (2016) chose to go public
in the US. Several companies with French
founders such as Datadog and Snowflake
decided to go public in the US and not in
Europe. Elsewhere on the continent, several
large German companies such as Deutsche
Bank, Deutsche Telekom, Daimler and Sie-
mens also chose to go public in the US. How-
ever, many have since moved to the Frank-
furt Stock Exchange3. Spotify, Swedish-based
music-streaming unicorn, went public in 2018
on the New York Stock Exchange. In 2020,
GAN (a UK-based online gambling startup)
and ADC Therapeutics (a Swiss biotech startup) opted to go public in the US instead of in

Europe. Farfetch, a British-Portuguese luxury retail platform, and Elastic, a Dutch IT startup,
went public in 2018 on the New York Stock Exchange.

Nonetheless, some European startups do still decide to go public on European stock
exchanges. The Frankfurt Stock Exchange (on which Zalando, HelloFresh, Home24, Westwing
have gone public) and Euronext remain attractive for many startups. In 2018, 69 European tech
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startups went public, compared to 28 in the US'. Between 2015 and 2019, there were 172 European
tech IPOs, compared toaround 100 in the US2. 2020 may see more startups going publicin Europe:
Belgian fintech Unified Post Group announced its intention to go public on Euronext Brussels?®.
However, European IPOs are generally on a much smaller scale than American ones: “London’s
stock exchanges have an approximate market cap of €4.44 trillion, while Euronext has over
€4.78 trillion”, and these two combined equal “only 73% of the market cap of NASDAQ*" There-
fore, although European tech startups IPOs may be increasing, they remain fragile and are much
smaller than American ones. Startups with the most potential (e.g. Spotify, Farfetch) often still
opt to go public in the US. For these reasons many analysts and investors find European IPOs to
be lacking inspiration®.

However, going public is not the
most common exit for a startup. Being bought
out and integrating a larger company with the
resources to further develop their technology
is a common and often sought after strategy.
Yet here again, France and Europe lag behind
the US. Firstly, there is a lack of big European
tech companies (the size of Google, Micro-
soft, Amazon et al.) that are sufficiently big
and already profitable enough to buy local
startups. Undoubtedly, Europe and France
don’t lack industry leaders; however, as they are often more traditional technologies and manu-
facturing, they are less interested in buying and integrating newer tech startups. Secondly, due
to the difference in markets and technology, traditional European and French companies are
either unwilling or unable to spend the same amounts as American companies on these tech
startups. Partly due to cultural differences and risk aversion, but also due to a difference in
financial philosophy and the structure of M&A teams, French companies find it challenging to
invest in or even to integrate tech acquisitions. This inability is not to say that there have not
been some recent acquisitions of startups by French companies, such as Side by Société Géné-
rale and Open.io by OVH.

A third option for recuperating the initial investors’ investment is a buyout by a private
equity fund. Such a buyout allows the initial investors to cash in on their investment while also
allowing them to gain significant amounts to finance its growth and scaling strategy. The pri-
vate equity investment traditionally also comes with a team of experts that helps the company
mature. Here again France and post-Brexit Europe lack private equity funds that are sufficiently
big enough to be a major player in the tech ecosystem. The 2020 ranking of the global 25 chief
private equity firms, ranked by how much capital they raised, shows that only five of them are
European (Luxemburg, Sweden, two from the UK, and Switzerland), while 19 of them are Ame-
rican®. Being ranked in the first 100 firms requires raising a minimum of $5.4bn, and in the top
10 requires an additional $26.7bn. Only two European firms made it into the Top 10: CVC Capital
Partners from Luxemburg, and EQT from Sweden. All others in the top 10 are American. The Top
100 only includes 19 European firms, out of which 12 are British.
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A. Strengthening the European
Tech stock market

Tad

1. Encouraging European startups to list in Europe first

European startups now have inordinate opportunities to raise funding at an early stage.
Yet, they struggle when looking for funding later and prefer to turn to the American mar-
ket. Raising capital on the US markets is also a great communication boost for these
companies because it sends the message that the company can attract more presti-
gious investment funds than those found in their local market. One of the main difficulties
for raising money at a later stage by going public is the lack of European stock markets’
attractiveness for tech startups which presents a double-sided problem. There are few
tech stocks listed on European stock exchanges for private investment. Currently, only
one of the CAC 40 companies is a “young company” as the average age of index com-
panies is around 100 years. That same company, Dassault Systémes, is the only techno-
logy company on the index, compared to the US S&P 500 index, where tech companies
represent 30% of capitalization. Inversely, the lack of private participation in the finan-
cing of public tech companies in Europe makes it significantly less appealing for a com-
pany to list on European stock exchanges instead of the US exchanges. Furthermore,
companies going public on European exchanges are limited, as fewer startups have suf-
ficient resources to prepare for an IPO. Not to mention the track record of tech IPOs on
Euronext is not encouraging -- one-third of IPOs on Euronext were delisted because their
price list had been overestimated'.

The lack of interest in local / European stock exchanges for tech compa-
nies also means that foreign companies have no interest in listing their companies on
these exchanges. During the last three years, the median stock capitalization during IPO
in France for tech companies is €57M compared to the median US value for 2018 of
$608M2. While European companies cannot pass up being listed in the US if they want to
raise capital at a global level, there is no interest in non-European companies and much
less non-European tech companies to list on European stock exchanges. Nevertheless,
French tech, and notably medtech and biotech startups, remain attractive, as “many [of
them] have been sold in the last few years to large industrial corporations, particularly
American ones” according to Nicolas Dufourq, Managing Director at Bpifrance®.
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Recommendation 13: The Working group encou-

rages the development of any measures to make
Euronext attractive for European investors and companies,
which will subsequently and naturally make it more attrac-
tive for American companies to be listed on Euronext.
Through fiscal and regulatory incentives, the European
market needs to become a more attractive way for Euro-
pean startups to raise funds. At the EU level, the working
group encourages elaborating a directive to harmonize the
taxation of stock options for startups across EU borders as
was recently reformed in France. This type of reform helps
compensate talent by making them partial owners of the
startup and indirectly helps encourage outside investment
in startup stocks as it will also lower capital gains taxes.
Additionally, the working group believes that fiscal advan-
tages should encourage gains by lowering the capital gains
taxes which rewards prude capital management instead of
the traditional budgetary benefits given at the beginning of
the investment as seen with other French investment pro-
grams that tend to be used more for tax optimization pur-
poses rather than for wealth building and could have per-
verse effects on the market
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2. Encourage private individuals to invest in European scale-ups

Private individuals and institutional funds in Europe and especially in France invest very
little in tech stocks. Only 15% of the French private investors invest in the stock mar-
ket' compared to 50% of American investors?. British and German investors are simi-
larly non-invested in their countries’ stock markets - 13% and 15% respectfully®. There
are historical and cultural reasons why French and European investors prefer real estate
investments or life insurance funds. These investments are considered less risky and are
easier to understand. However, government policies such as the Livret A and other fis-
cal advantages have helped shape French investment habits. The recent reforms to the
taxation of capital gains on stocks in France is a step in the right direction by reducing
the tax on capital gains, yet more can be done to encourage French investors to invest in
the future of their country's economy by favoring the financing of technology and innova-
tion-driven startups and companies.

One way to increase the market’s attractiveness is to encourage households
to invest some of their savings in tech companies instead of traditional Livret A or real
estate investments. The Tibi report offered this as one of the leading suggestions to
encourage the French and Europeans to view investing in tech companies as an invest-
ment in the future of their countries and the European Union, for it is only by staying
relevant in new technologies that Europe and France can compete in a more fragmented
world.
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Recommendation 14: To increase the appeal of the

European market, in addition to the reduction of capi-
tal gains taxes on stock investments mentioned previously,
the working group urges France and other EU countries to
be ambitious in encouraging technological innovation based
on tax incentives. One way to do so would be to promote
investment in a pan-European innovation fund managed by
the BEI, whose mandate we encourage to enlarge in the fol-
lowing section, that would invest in innovation companies
at all stages. While tax policy is not a competency of the
EU, the working group believes that European Commission
and the EIB should none-the-less encourage all countries
to apply a similar tax incentive to bolster participation, such
as defiscalizing returns after a certain period, in this way
they would send a strong message of unity and common
goal. Secondly, there should be specific fiscal advantages
for sophisticated investors investing in seed rounds (initial
investment rounds that are not open to the general public).
Such policies are an investment in the country’s long-term
future and economic strength and of the EU. This policy
could be similar to the Enterprise Investment Scheme (EIS)
and Seed Enterprise Investment Scheme (SEIS) tax incen-
tives in the UK that allow investors to write off up to 50%
of their investment in tax relief instead of 18%b in France.

VI. Financing Innovation
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B. Strengthen the financing
of European scale-ups

1. Encourage the creation of European Unicorns.

Currently, the European Union lags behind the US and China regarding the number of uni-
corns (a startup company valued at over $1 bn). Among 493 unicorns in 2019, 238 were
American, 121 Chinese, 25 British and only 35 European excluding the UK of which six
are French'. Since the publication of that report France has doubled the number of uni-
corns and now counting 13 (the previous ones being BlaBlaCar, Voodoo, Deezer, OVH
and Doctolib, with the new additions Dataiku, Content Square, Meero, Kariba, Ivalua,
Open Classrooms and Doctolib).

While there is a debate as to whether or not counting the number of unicorns
in an ecosystem is useful, it is a convenient metric by which we can measure the funding
robustness and the general dynamism of it. Having several large successful startups tes-
tifies to companies’ ability in an ecosystem to reach a very mature start of development
that allows for a greater multitude of exits, be it an acquisition or going public. These
more successful and more extensive startups also contribute significantly to the local
ecosystem by providing funds and capital to even smaller startups through acquisitions.
It is an essential part of creating a virtuous cycle for a sustainable ecosystem for inno-
vation. However, few tech companies in Europe have the size or the resources to finance
smaller tech companies’ acquisitions. Out of six thousand startup acquisitions by US and
European companies since 2012, 82% were made by US companies.

Furthermore, Silicon Valley companies represent 21% of these acquisitions.
Of the top 15 acquiring companies, 11 are from Silicon Valley, and the first European
company, SAP, comes in only at 33rd place. Out of European companies, UK companies
represented over 50% of European acquisitions. The median deal size of all acquisitions
is $110M while the median amount invested by European companies is $60M, and 44%
of European Startups were bought by US companies. If we look at the top European
buyers of startups, the only French company is Dassault Systémes at number 12 out of
the top 152.

As a result, late-stage funding rounds and buyout of European startups is
significantly lower than US startups. The ease of raising capital in the US allows com-
panies and talents to create an ecosystem where more companies are formed. Many
ex-employees of an acquired startup can bootstrap a new venture until their new startup
attains further funding.

In the US, via decades of targeted financing through DARPA, Silicon Valley
was able to concentrate funding in several tech fields that laid the foundation for the 1 _ Giobal Unicorn Club by CB
birth of the current tech giants such as Google, Amazon, Facebook, Microsoft. Recently ~ nsights.
there has been much talk of creating a DARPA-like agency for France, the UK or even the

European Union. However, as Nicolas Colin has recently argued, perhaps it is a historical 2 - Mind the Bridge, and
Crunchbase, 2016. “Startup

Transatlantic M&As, US vs. EU”.
One possible solution is to look at the role of the French public investment  Startup Europe Partnership.
Available from: https://cutt.ly/
BgWbPsC

solution that might not be as useful in today’s circumstances®.

bank, Bpifrance, in financing startups combined with the French Government’s efforts
through its French Tech initiative. Bpifrance is now allowed to invest directly in startups
and no longer solely via other funds. Over 2019-2023, Bpifrance plans to invest €7.4bn ————

. . i . 3 - Nicolas Colin, 2013,“Does

in the form of grants and loans, with a target of financing 6,000 startups per year (com-  gyery Country Need Their Own
pared to 4,000 today), with €2.2bn as a direct investment?. Bpifrance has contributed = DARPA” https://cutt.ly/ggWbSq6
significantly in helping finance startups at all levels: startups can benefit from a conti-

nuum of financing at each stage of their development, because subsidies are available 4 - BPIfrance, 2018. “Plan
stratégique 2018-2023".

Available from: https://cutt.
developing the offer, seed loan at the time of fund raising or innovation loan at the time ly/7gWbFkt

at the time of ideation and feasibility studies, innovation aid, R&D loan at the time of
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of industrial and commercial launch. Bpifrance has thus notably supported Doctolib,
a French health tech unicorn, from its creation in December 2013 until the final €35m
round of financing in December 2017".

Public investment banks can also target specific sectors according to the
strategies identified. For instance, in 2019 Bpifrance directly invested €140 million into
the French deeptech ecosystem and €240 million in funds of funds, ("which represents
€960 million with the leverage effect", according to Paul-Francgois Fournier, the Executive
Director for Innovation)2.

In 2019, the European Investment Bank (EIB) has invested €14.4 bn to sup-
port innovation, however, this support does not take the form of direct investment. This
budget includes: “support for the development and marketing of new products, pro-
cesses and business models; promoting investment in research and development, edu-
cation, skills upgrading and training; improving connectivity and access through invest-
ment in broadband and mobile networks; and the adoption and dissemination of digital
or other emerging technologies®” Moreover, in partnership with Bpifrance, the European
Investment Fund (EIF), under the guidance of the EIB, guarantees up to 50% of new
loans granted by Bpifrance to innovative companies and startups. However, it only has a
budget of €100 million for seed funding for startups at its disposal*. The Commission also
has a budget of €2.7bn for 2018-20 to fund innovators and startups, through non-equity
based grants®.

1 - Les Echos Start, 2018. «
Bpifrance: 4.000 startups
financées en 2017”. Les Echos
Entrepreneurs. Available from:
https://cutt.ly/ygWbJUr

2 - Saudemont, E., 2020.
“Bpifrance a investi 380 millions
d'euros dans les startup
deeptech en 2019”. Usine
Nouvelle. Available from: https://
cutt.ly/5gWbVmO

3 - Banque Européenne
d’Investissement, nd. “ Innovation
et compétences”. Available from:
https://cutt.ly/FgWbM3w

4 — European Commission, 2019.
“Plan d’investissement pour
’Europe: le Fonds européen
d’investissement a garanti 2
milliards de préts a I'innovation
accordés par Bpifrance”, Press
release. Available from: https://
cutt.ly/7gWb2hB

5 - EU Startup Services, nd.
“Designing a tailor-made Funding
Strategy”. Available from: https://
cutt.ly/HgWb90y
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@ Recommendation 15: Drawing inspiration from the
t.— success of Bpifrance, the working group suggests
enlargement of the mandate of the European Investment
Bank (EIB) to allow the European Investment Fund (EIF)
to invest directly in innovation companies. More specifi-
cally, allowing it to participate in series C and D at higher
levels to help European startups get to the unicorn size.
Inspired by the success of the French public investment
bank, which has recently started more direct investing, the
working group believes this would help bolster the creation
of EU tech giants that will then be able to sustain a Euro-
pean tech ecosystem by providing additional exit possibi-
lities either by having the funds to acquire other smaller
startups or by being big enough to go public. Nonetheless,
the working group recognizes the difficulty of this recom-
mendation as any change in the mandate of the EIB would
require the unanimous support of the EU member states.
Therefore, we encourage the EIB in the interim to increase
its investments via funds of funds in funds that specifically
target direct investments in innovation companies and later
stage European startups and scale-ups.

To match the budget and impact of Bpifrance at the Euro-
pean level, the working group suggests that the European
investment to amount to €50bn over four years (including
€15bn in direct investment or via interim financing instru-
ments), to help fund 40,000 startups across the Union.
This budget would work towards reaching the goal of 100
EU-based unicorns by 2025.
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2. Stimulate late-stage and private equity investments for scale-ups

One of the reasons the US stock market and the financial system overall can invest large
amounts into innovation-driven companies is the amount of money invested by pension
funds. US pension funds represent approximately $22.4 trillion of assets under mana-
gement and are invested in all asset classes including tech funds. This is a considerable
amount of money that doesn’t have an equivalent in most of Europe due to the European
system of state pensions.

While French asset managers are global players, and with approximately €4
trillion of assets under management’, they do not manage international tech funds as
their US and UK counterparts do. This is not to say they do not invest at all in tech but
it is less of an organized strategy, partly due to known regulatory issues following the
Bale liquidity and diversity ratios that limit institutional investors from investing more
into funds that are considered high risk. However, most French institutional funds do not
invest in Tech companies via dedicated tech fund vehicles, as US and UK institutional
investors do. A point raised by the Tibi Report was that due to this lack of specialization
in Tech funds, there is a lack of talent and expertise in this type of investment?. The wor-
king group supports the report’s conclusions and suggestions of the report that encou-
rage creating a series of late-stage and global tech funds of 20 billion euros to fill part of
the funding problem for European and French startups.

According to Pitchbook, 19% of tech startups found an exit via a Private
Equity buyout globally, and this trend is expected to increase®. Due to the difficulty of
going public especially for European startups, tech experts such as Nicolas Colin pro-
pose that these private equity buyouts could be encouraged as a solution in Europe*.
Lacking the mass of money that the US pensions system represents, how can France or
the European Union create funds of a significant size that would allow for another viable
exit option for startups?

Recommendation 16: At the French level, the wor-
king group suggests the use of unclaimed assets

held by Caisse des dépoéts et consignations to these late-
stage investments. The sum of these unclaimed assets
amounted to €3.7bn in 2017°. Additionally, a percentage
of the pension funds (Fonds de réserve pour les retraites &
fonds de retraites des fonctionnaires) and of life insurance
policies could be invested in the type of pan-European tech
fund suggested in VI.A.2.
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VII. Collaborate
to Innovate




Collaboration tends to drive innovation for a variety of reasons. Problems and challenges can be
better identified and solved when actors from different backgrounds work together'. Collabora-
ting also tends to spark creativity and produce more inventive ideas and solutions as it limits the
risk by sharing it between various parties?. Furthermore, “the prototyping, selection, and testing
of new innovations is improved when they are subjected to assessment by people from a range
of sectors and disciplines. In addition, collaborative interaction facilitates compromise and helps
prevent stalemates and mitigate the influence of the most powerful players®”

Large corporations tend to seek collaboration opportunities because collaboration is
likely to produce value. Google conducted a study in 2015, showing that 73% of employees
believed their organization would be more successful if employees were able to work in more
flexible and collaborative ways and that 56% of employees ranked a collaboration-related mea-
sure as the first factor of the companies’ overall profitability*. Collaboration fuels intrinsic moti-
vation and encourages people to be more engaged and tenacious and to perform betters. Simi-
larly, studies conducted by Nielsen also show that bigger and more diverse teams generate
better concepts®.

As the emergence of new technologies and the pace of innovation increase drasti-
cally, collaborations to innovate have become “competitive necessities, not optional activities’.”
New market competition and customer needs are increasingly pressuring companies to innovate
internally - with labs and startups studios for instance - or/and externally through the acquisi-
tion or partnerships with startups. The use by corporations of corporate venture capital, accele-
rators, incubators and innovation labs has been rising exponentially since 2010: Boston Consul-
ting Group surveyed the 30 largest companies across seven industries and found a consistently
increasing adoption of these mechanisms as facilitators for innovation®.

While internal innovation is pursued in-house, with its resources, enabling it to entirely
shape its development and marketing strategies, external innovation relies on input from a third
party: a startup, another corporation, or a public research institution®. These two approaches
are complementary as they solve for different innovation objectives and needs. For instance,
Johnson & Johnson, which ranked 14th most innovative company in 2019, equally values inter-
nal and external innovation, and aims to ensure they all work together seamlessly™. It employs
various mechanisms favoring both internal and external innovation, in order to best respond to
each project’s specificity: it has set up a network of incubators for young ideas, regional innova-
tion labs for entrepreneurs and startups looking to mature, and venture capital strategies when
the partnership is constrained because of funding, or when the product would bring additional
value as an acquisition.

Internal innovation can be challenging as it requires significant changes and energy
from an organization. A study from 2015 found that while innovation departments were flouri-
shing in large corporations, they “often struggle to achieve their objective” because “much of
their time and effort is still spent gaining legitimacy within their organization” They struggle to
get their budgets approved by the Board'™. A successful internal innovation venture requires
a sound and articulate innovation strategy, ensuring that “innovation efforts align with their
business strategies'.” However, internal innovation was not identified as one of the main challen-
ges by our working group. Indeed, different methodologies have been developed and result in
successful solutions. For instance, the i-Lab at Air Liquide contributed to the Group's Innovation
capitalizing on prospective methods and setting up the ground for new growth initiatives as well
as the Group Digital Transformation strategy.

On the other hand, working with external entities, such as startups, universities, public
research institutions, or even other big companies, is regarded both as a challenge and as a great
opportunity by large corporations. It is difficult for big corporations to create disruptive innova-
tion on their own because there is a growing need for external capabilities in order to address
new markets and new growth opportunities.

1 - Torfing, J., 2016. Collaborative
innovation in the public sector.
Georgetown University Press.

2 - Ibid.

3 - Snow, T., 2020. “Why and
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Nesta. Available from: https://
cutt.ly/1gWnvPI

4 - Google for Work and
Raconteur, 2015. “Working better
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Available from: https://cutt.ly/
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A. Encouraging external collaboration
opportunities

External collaborations are a powerful tool to help companies develop and launch disruptive
innovation. By collaborating, they can join forces and mutualize capabilities to develop break-
through innovation. The Jean Zay supercomputer that was recently developed by Hewlett Pac-
kard Enterprise (HPE) in IDRIS on the Saclay plateau in France, represents a good example of
an extremely expensive capability that when mutualized can help companies develop numerous
solutions “in fields as varied as climatology, biology, astrophysics, health, engineering, and arti-
ficial intelligence!”

Similarly, disruptive innovation can conflict with the development of incremental inno-
vation and hurt the P&L of a company, which can create tensions between shareholders, innova-
tion departments and business units that are likely to slow down or even prevent this disruptive
innovation. In this way, collaborating is an effective way to overcome these internal tensions2.

Collaborations are also crucial as business sectors are moving away from an orga-
nization in silos, towards decompartmentalization and entanglement. For instance, boundaries
between the transport, digital and energy
sectors, have blurred, both as the result of
a corporate strategy aimed at extending the
boundaries of a market, and because these
industries simultaneously mobilize the same
intangible (knowledge, information, etc.) or
physical etc.)
tools, at different levels of the value chain®.

(infrastructure, technology,
This has significant consequences on com-
petition:
were historically in the same sector, they may

where a company’s competitors

emerge from another industry. In the tourism industry, hotels now compete with Airbnb, even
more so than other hotels. Because a company’s biggest competitors may come from another
sector, cross-sector collaboration is essential to broaden a corporation’s reach across indus-
tries. The most significant breakthrough innovation now emerges mostly from “numerous contri-
butions of many actors working in networks,” and the technological competencies necessary for
that innovation to function similarly “depend increasingly on networks of firms#”

The World Economic Forum states that collaboration between corporations and star-
tups is mutually beneficial as it enables “corporates to enter and create new markets, and star-
tups to develop their products, and to scale®.”
Because long-standing and established
businesses often struggle to significantly dis-
rupt the sector they operate in, collabora-
ting with a disruptive startup can be valuable.
Collaborating with startups also ensures fas-
ter innovation. In other words, collaboration
with startups can be key to delivering adap-
table and responsive innovation swiftly. In
a fast-evolving world and business environ-
ment, speed is crucial for both startups and
corporations. In a collaboration, startups will be able to develop their innovation faster with
the corporation’s resources and clients. In contrast, the corporation will benefit from the star-
tup’s culture of agility, openness and responsiveness®. However, “according to Innovation Lea-
der research, only 45 percent of corporations engage with startups?”

As opposed to multinational corporations, SMEs and mid-cap companies rarely col-
laborate with startups®, when they could truly benefit from doing so. Indeed, these companies
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often lack the innovative and technological outlook and processes that would enable them to
develop further and grow. Still, they fail to engage with startups that could help them with these
issues. For instance, the German Mittelstand has been reported to be “very slow, very risk-
averse2” Similarly, in France, over half of the French mid-cap company leaders said that they did
not feel overly threatened by the rise of disruptive innovation, and were thus not preparing for its
impact, meaning they were likely to miss the opportunity to innovate and to position themselves
as disruptive innovators®. In the same way, many mid-cap industrial companies fail to digitize:
“When speaking to Mittelstand professionals, they said that much of Mittelstand quality assu-
rance, maintenance, and logistics is still done using pen, paper, and sometimes an Excel file*”
Likewise, only 37% of French SMEs have their own website®.

Collaboration between startups and public research institutions is also crucial to a
vibrant and growing innovation ecosystem. Arnaud Miara, a partner at PwC France in charge
of development consulting for SMEs and startups, states that associating with researchers
when carrying out “an ambitious technologi-
cal project” is “recommended, if not indispen-
sable®” Associating with an academic partner
or research institution will be beneficial for
startups. They will bring different skills and
methods, be able to draw up a precise step-
by-step roadmap, provide access to resear-
chers, scientists and technicians, and share

technical and precise knowledge’. Collabora-

tion with startups is also beneficial for univer-
sities because it helps them connect with the
reality of the business and entrepreneurial ecosystem, and stay on top of upcoming disruptive
innovation®. In France, between 2000 and 2015, 1 571 public researchers sought to participate
in new companies, including 16,4% to build a startup and 79,8% to act as an expert within a
startup®. Some universities even set up internal structures to welcome projects with startups,
such as the University of Birmingham (UK) and its BioHub which “offers startup ventures access
to affordable wet-lab space and advanced research equipment, alongside business support ser-
vices'” However, a collaboration between startups and research institutions can sometimes be
compromised because both organizations may not work at the same pace. As Jean-Luc Moullet,
the Chief Innovation Officer at CNRS, noted in his interview, startups often need to innovate qui-
ckly, while research institutions adopt a slower pace.

1. Encourage external networking opportunities
In the field of innovation, one-on-one relationships are usually at the basis of fruitful colla-
borations. Although powerful partnerships often develop between organizations, they are
generally started by two individuals who believe in an idea’s potential and want to work
together to create this new solution. Some even argue that “venture capitalists invest in
people first"”

Personal relationships are key to linking organizations and growing ideas.
Our interview with the CNRS highlighted that collaborations often arise from “bilateral
relationships, established between two researchers, (...) who have come to know and
appreciate each other over the years” Notably, the collaboration between the CNRS and
Thales, which owed one of the researchers the Nobel Prize in Physics, was initiated from
the CNRS Lab Director’s friendship with her Thales counterpart. Personal relationships
enable successful collaborations because they are built on mutual trust, and innovation
will benefit from a consistent effort to “encourage interpersonal exchanges, by all pos-
sible means”

An innovation ecosystem can also emerge from inner circles of acquain-
tances. For instance, our interview with Christophe Liénard from Bouygues showed that
the Futura Mobility project’s revival was through personal connections. The project ini-
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tiated then closed by Safran alone, was revived in a collective collaborative project. A
restricted team of fewer than ten employees from SNCF Réseau, Air Liquide, Alstom,
Bouygues, Groupe ADP, Keolis, Valeo, Safran and Schoolab came together regularly.
They sought to “get to know each other and establish a high level of trust” before tackling
more complex business-related issues.

In this way, networking appears as a key innovation driver. “Networks deliver
three unique advantages: private information, access to diverse skill sets, and power'” By
leveraging networking opportunities such as alumni networks, trade associations, sym-
posiums and scientific events and so on, individuals increase the chances of meeting
someone they will want to not only work with, but start a long term collaboration with at
some point in their career. Research emphasizes the role of networking as a carrier for
innovativeness: “the locus of innovation is no longer the individual or the firm but, increa-
singly, the network in which a firm is embedded?” These trends have been relevant in
the field of innovation for decades: a 1996 study demonstrated that “the annual growth
rate of 18% in the pharmaceutical industry was largely linked to networked research and
development®” Firms should aim for their employees to reach a network that is simul-
taneously large and diverse, for higher innovation and performance: a more extensive
network “provides more social capital for timely information, crucial resources, and new
knowledge for innovation,” while a diverse network increases “the variety of the informa-
tion, resources, and knowledge accessed*”

Several organizations offer such networking opportunities for innovators
and startups. They can be regional (e.g., Le Club de Paris des Directeurs de I'lnnova-
tion for Parisian innovation directors or startup founders, Innovation Network Cologne
which connects established companies with innovation and startups from the Cologne
region), sectoral (e.g., Pble Valorial, a French network for agrifood startups and entre-
preneurs, the Innovation Network for Advanced Materials (INAM) which support emer-
ging technologies and startups in the field of Advanced Materials in Berlin), or combine
both approaches (e.g., Polepharma, a network for pharmaceutical innovators in Centre-
Val de Loire, Normandie and lle de France regions, Health Hub Vienna, a platform for
healthcare innovators in Vienna, Trans2Care which facilitated networking and collabo-
ration between Slovenian and ltalian health startups and experts, from 2007 to 2013).
Other networks, such as the Réseau Entreprendre, appeal to entrepreneurs of all sec-
tors, looking to start or grow their business. Some companies and organizations build
internal networks to promote innovation within the institution, such as the UN with the
UN Innovation Network, designed to form a “collaborative community of UN innovators
interested in sharing their expertise and experience with others to promote and advance
innovation within the UN System®. Accelerators and incubators (e.g., Le Village by CA)
are also key to not only growing a startup, but doing so while meeting and connecting
with other entrepreneurs.

Networking will be most efficient if undertaken by a majority of employees at
all levels of a company: senior executives can take part in networking themselves and
encourage other employees to do so, individually or as a team®f. Companies may also train
their employees to pursue effective networking, depending on their specific network
needs. Networking can be presented as an integral tool to foster its success, and inte-
grate it into its innovation strategy. Finally, firms may organize networking events where
they invite other companies, or join business associations, to facilitate contact and
connection between their employees.

VII. Collaborate to innovate

1-Uzzi, B., Dunlap, S., 2005.
“How to build your network”.
Harvard Business Review.
Available from: https://cutt.ly/
ngWmW3L

2 - Pittaway L., Robertson M.,
Munir K., Denyer D., and Neely
A., 2004. “Networking and
innovation: a systematic review
of the evidence”, International
Journal of Management Reviews,
Vol 5/6 (3&4).

3 - Ibid.

4 - Kim, K., Lui, S. S., 2015. “The
impacts of external networks and
business groups on innovation:
Do the types of innovation
matter?”, Journal of Business
Research, Vol 68(9).

5 - UN Innovation Network, n.d
Available from: https://cutt.ly/
jgWmVol

6 — Misner, |., 2004. “5 Ways
to Encourage Employees to
Network”, Entrepreneur.com.
Available from: https://cutt.ly/
QgWm2U7

65



Q0 Recommendation 17: The working group urges com-
o v paniestoencourage employees to engage in networ-
king opportunities. Companies should empower their
employees to participate in external networking activities
with other representatives of the innovation ecosystem,
such as teaching a class, conducting projects with star-
tups, or even participating in a white paper. The working
group believes that the best way to incentivize employees
to network is by:

- Assigning a percentage of the overall innovation teams’
objective to network creation;

- Asking employees on a yearly or bi-yearly basis to share
the innovation networks they are a part of;

- Financing the participation in conferences and summits
for employees;

- Encouraging employees to spend one working day each
year in the startup of their choice to understand the culture
better, and build connections. Similarly, as many companies
enable employees to volunteer for charities during their
working hours, these Days for Startups would be mutually
beneficial in building networks and sharing experiences.
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2 Create an EU Innovation Agency to bolster collaborations in key priority innovation
fields

Multiplying chances to network is critical when it comes to innovation. The working group
believes that it is essential to develop these networking opportunities at company level or
even at the country level, but throughout the EU. Fostering EU networks can finally unite
the EU innovation landscape in positioning itself as a unified innovation champion. These
EU innovation networks can also help tap into the diversity of EU citizens, which, as des-
cribed in section 1, is a powerful innovation driver.

The Startup Europe initiative, launched by the European Commission in 2020,
aims to strengthen networking opportunities “to accelerate the growth of the European
startup scene™. Its goal “to connect high tech startups, scale-ups, investors, accelera-
tors, corporate networks, universities and the media,” is supported by various projects
and actions, such as the Startup Europe Partnership (SEP). Since 2014, the SEP star-
tups’ growth by providing a platform where innovators and corporations can meet and
launch business partnerships?. Other tools, such as the Innovation Radar Platform, enable
citizens, public officials, professionals, and businesses to “identify high potential inno-
vations and innovators in EU-funded research and innovation projects®.” This initiative
brings transparency to the outputs of EU innovation funding. It provides a comprehensive
map of the various EU innovations to enable potential investors to get in touch with the
EU-funded innovators.

The EU also supports networks in particular fields. The European Institute
of Innovation and Technology (EIT) is an independent EU body and aims to “increase
Europe’s ability to innovate by nurturing entrepreneurial talent and supporting new
ideas*” The EIT has various branches, also called Knowledge and Innovation Commu-
nities (KICs), to encourage networking in various innovation sectors, such as Health,
Climate, Food, Energy, etc. All of these KICs have branches in Member States. Beyond
networking through events and roundtables, these organizations enable member inves-
tors to identify innovators and startups, grant financial support to startups, and facilitate
innovation in-house with projects in collaboration with their network members. The EIT
Climate has for instance contributed to raising €87M for German startup Lilium GmbH,
which has developed an electrically powered personal jet®, and EIT Health has launched
55 products or services to market®. The EIT Innovation Communities thus connect innova-

tors, busir ,and r ch centers to try to solve pressing innovation issues. Inves-
tors have access to all partner startups and they can contact them directly or invest in
more general support programs run by the EIT. Startups or innovators who wish to par-
ticipate in the network must apply through the national branches of the relevant KICs”.

However, the lack of unity of the EIT governance and coordination has been
criticized. A 2016 report by the European Court of Auditors highlighted that all branches
have taken different strategic directions, and lack global oversight®: for instance, while
InnoEnergy “shows a strong business development focus,” ClimateKIC “emphasizes the
quality of its climate change policy advice and its social innovation focus with nearly an
exclusion of commercial business development” Moreover, the EIT is struggling to fos-
ter meaningful engagement from its partners: “EIT has over 800 partners, among them
giants like Siemens, Ericsson, Bayer and Philips, but many show only a limited interest in
the mission and activities of the EIT and several CEOs interviewed by the reviewers were
unaware of their companies' involvement in the EIT®” The working group believes that the
EIT’s impact would increase if its projects and branches were more centralized and under
a European-wide agency’s strategic impulse.

The EU’s Research Executive Agency (REA), which is notably in charge of
managing around 20% of the Horizon 2020 budget, also plays an important role in EU
innovation networks insofar as it funds a variety of innovation-boosting programs (e.g.,
the Marie Sktodowska-Curie actions, aiming to increase the mobility of researchers
across borders and sectors). The REA is mostly EU-centric in the sense that it mainly
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works in collaboration with the various Directorate-Generals (DG for Research and Inno-
vation, DG for Agriculture and Rural Development; DG for Communications Networks,
Content and Technology; DG for Internal Market, Industry, Entrepreneurship and SMEs;
DG for Education and Culture; DG for Migration and Home Affairs'). However, it does not
collaborate directly with innovation networks, foreign innovation agencies, startups, or
the private sector outside of EU-fund beneficiaries?.

Finally, the European Innovation Council, which is still in its pilot phase, is a
Commission-led initiative which “supports top-class innovators, entrepreneurs, small
companies and scientists with bright ideas and the ambition to scale up internationally3.”
Since its launch in 2017, it has supported “1276 highly innovative projects” for “an ove-
rall funding of over €730 million*” However, some innovation actors, such as the Finnish
Innovation Agency, have argued that the EIC may be targeting the wrong stages of star-
tups with its investments: it believes that “companies in these early stages generally have
access to private capital already. The need for public investment comes later, when a
company needs to scale and compete in global markets®” The EIC’s investment (which
comes through grants and equity) should thus be focused to on where it will be most effi-
cient, and aligned with broader innovation goals.

There are, therefore, numerous European innovation institutions. As a result
innovation programs and opportunities currently appear to be dispersed. They would
benefit from being plainly identified and gathered under a single entity to facilitate com-
munication, outreach and publicity of innovation projects.The working group also reco-
gnizes that these networks’s governance is critical and should facilitate all countries and
stakeholders’ participation.

Additionally, the working group believes this agency should foster collabo-
ration with non-EU actors. Our interview with CNRS highlighted that innovation should
be pursued in partnership with global actors: no country or geographic region should be
evicted from innovation efforts or collaboration opportunities. Jean-Luc Moullet argued
that “researchers are driven by a global objective of developing scientific knowledge.
They will naturally seek to compare and exchange with the best researchers worldwide, or
go wherever the means available to carry out their research are the most important ones”
Because “research is global,” it is also “relatively free from geopolitical considerations”.

S\ Recommendation 18: To foster EU-wide innovation
X collaborations, strengthen existing EU innovation
networks, and ensure their compelling and effective gover-
nance, the working group suggests creating a strong Euro-
pean Innovation Agency. This agency would identify and
oversee large-scale innovative projects, giving them more
weight than if they were developed at the sole national
level and allowing them to benefit from all EU innovation
stakeholders’ diversity and multiculturalism. The working
group believes the creation of such an agency would stren-
gthen European innovation’s relevance and competitive-
ness globally.
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- With a 15-year mandat, this executive EU agency would
merge with the Research Executive Agency while under-
taking wider-reaching projects and partnerships. It would
head all EU-backed innovation projects and, therefore,
facilitate the unity and visibility of the EU’s action on
innovation.

- The European Innovation Agency would encourage and
oversee large-scale projects focusing on “identified key
innovation fields” (cybersecurity, health and climate- see
section VII.A.2) by coordinating EU innovation stakehol-
ders’ sectorial networks, including corporations, mid-
cap companies and SMEs, startups, and public research
institutions.

- The European Innovation Agency would have representa-
tions in each member state. These representations would
give participating stakeholders the opportunity to gather,
network and collaborate, on joint initiatives, both physi-
cally and remotely. These national representations would
also foster a better understanding of local markets and
regulations.

- The European Innovation Agency would collaborate with
non-EU actors in the same way that the ESA cooperates
with NASA', the Japan Aerospace Exploration Agency?, or
the Russian Space Agency?.
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3. Promote private innovation collaboration in the industrial sector at the EU level

Data is becoming increasingly valuable, and as such, sharing data between different
companies represents an important business opportunity and an innovation target. As
Thierry Breton, EU Commissioner in charge of the internal market, noted, data should be
“a pillar of our new industrial strategy'” However, in the global and competitive “big data
race,” the EU lags far behind the US or China. The European Commission evaluates that
embracing big data and digital platforms could “enhance productivity and performance,
increase profitability, strengthen competitive advantage, [and] reduce risk” for European
industries, as well as “pave the way for innovation?2”

The EU has already taken the lead in areas of data management and it could
soon drive innovation on other data-related topics. Thierry Breton has notably highlighted
the importance of industrial data. Europe has a broad industrial capacity, and the indus-
trial sector accounts for 25.1% of the EU’s GDP3, and significant industrial innovation
potential. As an example, Europe accounts for over half of global R&D spending in the
automotive industry*. Breton proposed EU-wide reforms under the “European Alliance for
Industrial Data and Clouds,” which would facilitate intra-EU data transfers and therefore
enable European companies to “better capitalize on the electronic information they gene-
rate®.” European innovation in data would complement data management efforts started
with the GDPR and appears crucial to position Europe at the forefront of this globally
strategic sector. In this way, in June 2020, France and Germany decided to launch Pro-
ject Gaia-X. Project Gaia-X, is described as a “federated, open data infrastructure based
on European values®.” 11 French companies support it: Amadeus, Atos, CISPE, Doca-
poste, EDF, IMT, Orange, OVHCloud, Safran, Scaleway and 3DS Outscale, and 11 Ger-
man companies: Beckhoff, BMW, Bosch, DE-CIX, Deutsche Telekom, Fraunhofer, GEC,
IDSA, Plusserver, SAP and Siemens’. Project GAIA-X connects centralized and decentra-
lized infrastructures to turn them into a homogeneous, user-friendly system [to] stren-
gthen the ability to both access and share data securely and confidently®” The objec-
tive is to collect, share and make data available in an environment of trust” Similarly,
in France, some of the major industrial companies, including Air Liquide, Schlumberger,
Dassault Aviation, EDF, Renault, Safran, Thales, Total, Valeo along with non industrial
companies such as Orange or Ubisoft, have signed an agreement to share industrial data
to take advantage of industrial Artificial Intelligence opportunities better®.

Many of the existing industrial data-sharing initiatives tend to focus solely on
European companies. While Gaia-X is reportedly open to foreign investors and partners,
the requirements underlining this collaboration are unclear. The EU claims that “non-EU
companies will be able to take part in the initiative if they "share our goals of data sove-
reignty and data availability™," yet American companies have not been told whether com-
pliance with the US. Cloud Act is an obstacle to getting involved with the project™. The
lack of transparency regarding foreign firms’ potential involvement may prevent them
from engaging with a project and generate doubts as to whether they are welcome.

However, the working group believes that these initiatives could benefit from
international companies’ inclusion, and especially from American companies. While we
recognize that data sovereignty is becoming a primary political concern, we also believe
that international companies operating in Europe could be leveraged as an asset to stren-
gthen the European innovation ecosystem. There are ways to use and take advantage
of data without providing the actual data and sharing sensitive and confidential informa-
tion. For instance, Owkin, a startup that uses machine learning to develop better drugs
for patients, has created a unique research platform, and a portfolio of Al models and
solutions that hospitals, universities, and pharmaceutical companies can use to identify
the best drug for the right patient without sharing the sensitive and confidential patient
information with the startup'?. We believe that similar machine learning solutions could
be developed to leverage industrial data in Europe and, thus protect European interests
while including international companies as part of the solution.
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Furthermore, in order to truly lead the industrial innovation landscape, the
working group believes that efforts to strengthen collaborations between SMEs or mid-
cap companies and startups should be rapidly undertaken. Indeed, SMEs and mid-cap
companies are the strength and the core of the European economy, with 5,300 mid-cap
companies in France, 12,000 in Germany, 10,000 in the UK, and 8,000 in Italy’, primarily
industrial?. In Germany the “Mittelstand” (i.e. mid-sized firms) is “the heart of Germany’s
economy” as they “account for the largest share of the country’s economic output” and
“employ about 60 percent of all workers®” The majority of them have a strong interna-
tional presence through exports*: over half of German mid-cap companies are active
outside of their own country. Similarly in France, of the 3,000 companies identified as
the French economy’s driving force, 2,030 are mid-cap companies®. However, as men-
tioned earlier, mid-cap companies and SMEs lag behind innovation and rarely collabo-
rate with startups.

It is, in fact, in both mid-cap companies and startups’ interests to increase
their collaborations. European startups are developing tools and services that could
serve numerous European SMEs and mid-cap companies’ interests and business. At
the same time, these companies also represent a large untapped potential market and
network for startups. Widespread and efficient collaboration and partnerships between
these two types of actors would strengthen and assert the European innovation ecosys-
tem’s relevance. Some organizations, such as French Fab, which promotes the French
industrial sector and places innovation as a growth level®, could encourage such ini-
tiatives to kickstart collaboration between startups and mid-cap industrial companies.
Additionally, the loT European Platform Initiative which was “formed to build a vibrant and
sustainable loT-ecosystem in Europe, maximizing the opportunities for platform develop-
ment, interoperability and information sharing” and which sought to fund and support
European loT projects, with total funding of €50m, could be tapped into to leverage the
potential loT for industrial mid-cap companies and SMEs.
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Recommendation 19: For the EU to become a leader

in industrial innovation, the working group recom-
mends strengthening and clarifying existing data-sharing
initiatives and bolstering mid-cap companies and SMEs’
collaboration with startups.

- Strengthening existing data-sharing initiatives will pro-
vide companies with a suitable regulatory framework to
exchange industrial data. Additionally, the working group
supports creating secure and transparent solutions that
will allow all companies operating in Europe and following
GDPR, regardless of their nationalities, to collaborate and
leverage their industrial data without necessarily sharing
and accessing one another's confidential data. Foreign
investors should be clearly informed of the expected requi-
rements if they wish to participate and collaborate on a
project. This solution would tackle the issue of data sove-
reignty while allowing them to take advantage of all exis-
ting capabilities in Europe fully.

- Collaboration and cooperation between European mid-
cap companies and European startups should also be
encouraged, to enhance their growth and their weight in
the global innovation ecosystem.
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B. Ensure collaboration success

Collaboration with a startup can take a variety of shapes. Acquisition and integration of a star-
tup makes the most sense if a company is interested in its resources, either talent or techno-
logy'. Otherwise, corporations and startups alike will instead benefit from a partnership, where
the corporation invests in the startup’s processes while letting it “stand alone” Contrary to an
acquisition, a partnership tends to safeguards a startup’s culture, values, and individuality2. For
instance, to remain competitive and innovative, Cisco acquired over 175 startups and compa-
nies since 1993 because they needed to bring in those companies’ technology. Similarly, Gilead
Sciences acquired Pharmasset, which was a crucial step in enabling the development of break-
through treatments for hepatitis C3. These companies needed to integrate their acquisitions’
resources and market. Other companies are, instead, turning to partnership to develop a particu-
larly innovative product. For instance, firms in the automobile industry are partnering with tech
companies to produce autonomous vehicles (e.g., Volvo and Uber, General Motors and Lyft)*.

There have been numerous reports and initiatives aiming at facilitating corporate-star-
tup collaboration, yet resulting in deceptive outputs, with about 45% of corporates and 55% of
European startups being “very dissatisfied” or “somewhat dissatisfied” with their partnerships®.
New signals are however emerging and showing that this relationship is slowly evolving more
positively. A barometer from 2019 conducted by Capgemini Invent and Le Village by CA sug-
gests that corporate-startup collaborations in France are becoming more mature. Startups have
a better understanding of their potential and value, providing them with the confidence and
necessary weight within a corporation to further accelerate processes and address some of
their difficulties®.

In response to challenges generated by startup-company collaboration, startup stu-
dios - requiring mainly for internal collaboration - have been increasingly popular and regarded
as satisfying solutions. While there was a handful of them ten years ago, they are now over
2007, and are “experiencing incredible attention, success, and growth®”They are considered as
a serious option to keep control over an innovation’s development and overcome collaboration
issues. The objective is to provide a safe space to create several startups based on a company’s
existing assets or from scratch. The main benefits are that it allows 1. a company to create a
new venture aligned with its business goals, 2. to leverage existing assets: from infrastructures,
expertise, customer base, and financial firepower and 3. to keep control over an innovation’s
team and processes. Each idea in the creation process goes through “a very intentional and ite-
rative validation process.” A studio provides extensive mentorship and support resources, which
reduces the number of issues or obstacles that may come up during the process®, thus explai-
ning the success rates of startups launched by studios: “of the 415 companies that startup stu-
dios have created, only 9% have failed, 3% exited, and the rest are still active™.”

However, today some question the sustainability of startup studios, arguing that they
may be a fad, unable to withstand obstacles. This questioning is becoming increasingly relevant
as several startup studios are closing down following the Covid-19 pandemic, such as Founders
Factory closing its French branch about a year after its opening™, and The Family announcing a
move to an all-digital offer and leaving its Parisian offices?. Nevertheless, during our interviews,
startup studios stood out as efficient solutions, rather than sources of problems - to contrast
with external collaborations.

Having this in mind - while the consensus is that internal and external collaboration
are complementary and both approaches should be encouraged - the working group mainly
looked into solutions to maximize the success of collaborations with external stakeholders invol-
ved (VCs, startups, universities, corporates, public research centers).

The first main issue startup-company collaborations are significantly affected by is
discrepancies in objectives, risk, value generation and value sharing. This is, however, logical
as both parties are motivated by different ends for their respective structures. Startups look for
opportunities to scale: by having access to experts, infrastructures, a large pool of potential
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customers and financing opportunities. While, on the other hand, companies look for opportuni-
ties to innovate - such as developing new solutions. This misalignment of interests is illustrated
by the fact that startups and corporates do not measure the benefits of a collaboration with the
same KPIs: 75% of startups measure the impact of their cooperation based on their increase
in revenues, along with their increase in terms of visibility on a market for 60% of them. In
contrast, 75% of corporates look at the impact of their collaboration on their customer expe-
rience’. Thus, more than skills, some best-practice approach is necessary.

In this subsection, we mainly looked into promoting a formalized approach and a key
set of rules to improve the success of those collaborations: “Formalized programs make collabo-
rations more efficient and cost-effective for corporates. (...) Equally important, formalized pro-
grammes are more visible to the startup community, and are therefore easier to engage with2."
As the interview with Dupont’s Alexa Dembek highlighted, the key to a successful collaboration
is to establish a vision and stick to it: similarly to building a Lego town, “first we think of what
town we want to build (the vision), then we look at the Legos we own (internal capabilities) and
then, we need to go out and buy or borrow, some specific Lego pieces.” This initial vision and
perspective should inform and shape all steps and determine what type of collaboration a com-
pany is looking for.

1 Define a common vision and objectives
According to our interview with Alexa Dembek, CTO at Dupont, the first priority for a
successful partnership between two parties that share different objectives is to have a
shared vision of why a partnership should exist, what added value should be generated
for each party, and how it should evolve.

Sharing a common vision will translate into a different set of rules and will pro-
vide guidance. Indeed, as described by Tobias Rooney, Director at Fahrenheit 212, in his
article Big Strategy is Dead, a vision is not just an idea sitting on the top of a strategic
plan®. In contrast, today, it is to be regarded as a delivery tool: it is a framework providing
people with criterias to make decisions and to understand their context. This vision will
unfold a clear North Star4, allowing the organization or the partnership to evolve organi-
cally towards its final goal.

The shared vision will then also translate into a legal agreement bringing visi-
bility and clarity in the value sharing and ownership over intellectual property, simplifying
the share of value creation for everyone. Based on our interviews with legal experts, one
key driver for successful partnership contracts is to consider the operational aspects of
collaboration by ensuring that the features of the contract will not bring additional com-
plexity in a collaboration’s decision making processes. For instance, sharing IP equally
for both parties may generate greater complexity in decision-making processes on a
day-to-day basis, resulting in frustration for both parties. The contractual terms should
be highly aligned with the operational dimension of a collaboration. Thus, solutions as
licenses might sometimes be preferable to having an equally shared IP. Unfortunately, we
could hardly push beyond our thinking regarding contracts as each collaboration case is
unique and cannot be easily simplified or standardized. However, it is essential to note
that IP sharing is highly relevant when the collaboration takes the form of a partnership -
in contrast with startups which are being acquired by larger groups with majority stake.
This approach allows companies to capture innovation growth opportunities through
M&A with startups - in a faster and efficient way to integrate new capabilities. However,
the integration of startups remains challenging, and achieving a successful collaboration
will require a common strategic common.

To sum up, sharing a common strategic vision is a key success factor for col-
laboration. Still, for innovation leaders to define and support a strategic vision, aligned
with the companies’ strategic objectives, it requires direct support and involvement from
strategic executives and, more specifically, from the CEO. Indeed, this would remove
unnec Yy proc , allowing for direct and quick decision making.

VII. Collaborate to innovate

1 - Rooney, T., nd. “Big Strategy is
dead”, Fahrenheit 212. Available
from: https://cutt.ly/OgWTnml

2 - Ibid.
3 - Ibid.

4 — Ibid.
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{k Recommendation 20: As businesses move away
from the traditional sectorial silos, finding the right
new markets to address and collaborations to pursue is
becoming increasingly challenging. We believe that a cor-
porate mission can act as a “compass” when making these
complex innovation decisions. The mission needs to be
ambitious enough to allow for complete transformation and
to open new business opportunities. Ahead of launching a
collaboration, companies can then question how their pur-
pose fits in and serves the overall innovation strategy. When
pursuing an innovative collaboration, the corporate mis-
sion informs the appropriate partner according to business
interests and to cultural fit. Targeted innovative projects
unfold from the corporate purpose, ensuring smoother col-
laboration with external actors such as startups.

VII. Collaborate to innovate
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2 Design a trustful collaboration space (organization, culture, etc.)
Defining a specific collaboration space allows clarifying the common corporate organiza-
tion, language, and ways of working.

One key challenge is that startups are increasingly demanding in terms of wor-
king speed and accessibility to resources’. To solve these pain points, offering a common
work space with specific attributes is a crucial first step. Based on Capgemini’s survey
results? and from our interviews, we listed three main success factors qualifying such a
space. (1) ease access to all necessary resources; (2) provide startups with some auto-
nomy, keeping their own and rapid decision processes; (3) report to high-level executives
to ensure that the strategy will remain stable, avoiding staff movements and bringing
greater stability.

Autonomy is capital to ensure successful collaboration and efficient direction.
Decision-making should not be centralized and confined to top-management. In a Cap-
gemini report on innovation, Courtney Bott, director of innovation at Medline Industries,
stresses the importance of allowing autonomy and ownership to innovators to enable
them to scale their innovation successfully: at Medline Industries, innovators are given
more autonomy, and they can “decide what innovations to scale” which “helps sustain
a decentralized culture of innovation throughout the company” She adds that project
owners “are in the best position to assess projects across diverse areas like manufactura-
bility, clinical, sales, and market access” and that “it is really important for us to have an
internal champion and entrepreneur who says, ‘we are going to scale this and make it a
business’ and who takes it from an idea to scaled execution®”

Pierre Ferron, TechCenter Software Métier Manager at Schlumberger, noted
that when collaborating with startups, they “don't try to influence the startup towards what
we need, but rather to see if what it develops can be used” because “trying to divert the
startup from its main objective to work for a big company can often prove to be fatal” Auto-
nomy is thus crucial both to the success of the collaboration, and the longevity of the startup.

In addition to those success factors, building trust is crucial for partners to bond
- regardless of the type of entities involved in the partnership (universities, startups or
corporates). However, trust is particularly relevant when collaborating with startupers - as
suggested in our interview with Alexa Dembek “it can be challenging to partner with a star-
tup. Startupers are highly passionate - they make a lot of sacrifices and are determined
to make a difference in a marketplace. These traits sometimes go along with a difficulty to
give up full control over certain decisions. With this in mind, partnerships are about buil-
ding trust to create synergies and opportunities and as long as the roles are clarified from
the beginning, even before settling a partnership, these collaborations tend to flourish”

For instance, Air Liquide set up a dynamic and efficient partnership with WAGA
Energy which accelerated their joint developments for biogas business. Waga Energy
was founded by three engineers who left Air Liquide to pursue innovation in the recovery
of gases emitted by household landfills, after Air Liquide chose not to pursue the project
further. Despite the separation, Air Liquide and the new startup WAGA Energy remained
close: Air Liquide brought financial support without “smothering the startup,” Air Liquide
engineers continued to counsel the startup. Both signed a commercial partnership early
on in the project. The corporate culture at Air Liquide, which is open to innovation and
partnership, played a large part in ensuring this collaboration’s success*.

In our interview with Jean-Philippe Clément, Manager of Data Processes and
Solutions at the City of Paris, he argued that startups and corporations have to achieve
the balancing act of both carrying added-value while being complementary. “The large
corporation brings insurance, markets and contacts. It must accept to stay in its place as
an intermediary. It is not the complete leader of the final product or of the way of looking
at it. The startup, for its part, must agree to open the drawers, to explain” He believes the
key to solving these concerns often rests on a “very formal framework” which will foster
“trust [when] working together”

VII. Collaborate to innovate

1 - Capgemini, 2019. “Capgemini
et Le Village by CA: Barometre
de la relation startup / grand
groupe, en 2019” Available from:
https://cutt.ly/IgWYhi7

2 - Ibid.

3 - Capgemini, 2020. “What’s
the big idea?” Report available
at: https://cutt.ly/kgWTTq9

4 - Sari, E., 2017. “Waga Energy
et Air Liquide, une scission
fondatrice” Les Echos. Available
from: https://cutt.ly/5gWTIbL
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H Recommendation 21: Collaborations between star-

tups and large companies are critical for innovation
but they often turn into failures. The complex processes
in place in multinational companies tend to jeopardize the
startup’s autonomy and unique work culture. Additionally,
startups often lack direct access to the collaborating com-
pany’s top management and decision-makers. To ensure
these collaborations are successful, startup leaders should
be considered as strategic players, directly reporting to an
executive committee member or ideally to the CEO. This
organization will provide startups with a clear understan-
ding of how the company intends to evolve in terms of
strategy and provide an opportunity to build trust-based
personal relationships with key stakeholders - helping
them to fast track certain projects, get adequate resources
and generate more organic synergies. Similarly, for CEOs
and executive leaders which are increasingly required to
innovate, building strong relationships with innovators will
allow them to grow and build new skills - generating a “win-
win” relationship.

In alignment with recommendation 1 - to ensure this
investment is concretely achieved we suggest in addition
to set KPIs for each executive committee member to mea-
sure their time spent with startups - but also how much
they invest financially in startups (through partnerships/
co-creation, procurement spendings or fundings). By three
years, each business unit should aim to spend about 20%
of their corporate budget in procuring services from inno-
vative startups, in co-creating with startups or in investing
in startups. We deliberately set an ambitious objective to
foster change and investment in the future business eco-
system. At a macro-scale, this objective is also aligned with
the European countries’ share of GDP dedicated to invest-
ments (about 20%").

VII. Collaborate to innovate

1 - World Economic Outlook

Database, October 2020
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VIIl. Conclusion

As the world faces increasingly complex and
ever-evolving challenges, innovation is the key
to remaining competitive and relevant. The Euro-
pean innovation ecosystem has immense poten-
tial, but it is also riddled with obstacles that hin-
der its ability to flourish in the fast-paced global
context.

Rather than attempting to emulate other actors’
success in copying their processes, this white
paper has demonstrated how the European eco-
system can draw inspiration from the American
ecosystem, while capitalizing on its strengths and
culture. Developing a robust innovation culture,
overcoming market fragmentation, identifying
efficient financing processes, and encouraging
collaboration between actors will strengthen the
European innovation stage and foster a sustai-
nable, competitive and unified ecosystem.

Both the public and the private sectors have a role
to play in boosting European innovation capabili-
ties. All levels of the business fabric - from indivi-
dual innovators and startups, SMEs and mid-cap
companies, to large corporations - can and must
collaborate to produce cutting-edge innovation.

Beyond chasing EU unicorns, this white paper’s
recommendations aim to provide the tools for
internal changes in companies, enabling them
to make them more receptive to innovation
and efficient in their innovation strategies and
endeavors. They also seek to achieve a powerful
regulatory and financing framework to accom-
pany all innovation stages and oversee the entire
European ecosystem. Finally, in identifying key
innovation sectors and promoting networks and
collaboration, these recommendations hope to
kickstart dialogue and exchange around inno-
vation strategies across the Union and between
relevant actors.
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IX. Our recom-
mendations in a
nutshell




@ 1: Create a European Barometer to mea-
sure EU companies’ and governments’
rates of investments in innovation in order to
incentivize companies to formulate and commu-
nicate the importance they give to innovation.

@ 2: Encourage the Banque de France’s ini-
o . . . . ) L
M tiative in increasing the general public’s

economic and financial knowledge to pro-

mote innovation and entrepreneurship among
the general population. Additionally, provide
business training in schools, allowing teenagers

to develop business acumen.

3: Accelerators, like those launched by
9§| Station F, Paris&Co, Schoolab or others,
should provide help to new ventures in finding
the right people to work with, at the right time,
and at a reasonable cost. This is critical to help
CEOs recruit new “delegate” roles, ensuring they
align with the latest cultural and business needs.

:Q: 4: Build a strong corporate innovation
QQOQ culture at the executive committee level
with a Chief Innovation Officer to challenge the
company’s strategy and to serve as the Chief
New Business Officer identifying new growth
opportunities.

Q  5:Seize the opportunity given by the cur-

rent situation in regards to remote wor-

king in order to take advantage of creating more

diverse teams - geographically and culturally.

Provide managers with specific training to better
manage remote-work and diverse teams.

‘ 6: Simplify company procedures and
<> requirements to work with startups and

scale-ups. Develop KPIs to measure the com-
pany’s share of investments in young EU tech
companies, through their procurement spending,
which would be openly shared at an EU level.

7: The EU must identify and focus efforts
{:} on a limited number of key innovation
priorities. These three EU key innovation fields
should be Cybersecurity, Climate, and Health
as they represent major business opportunities
while aligning with the EU political agenda.

8: The EU should develop compelling and
g) inspiring narratives on the selected key
innovation fields. Whereas the US built a narra-
tive around the frontier myth, the EU should posi-
tion itself as an institution acting for trust and
efficiently communicate on this purpose to esta-
blish it as a founding innovation myth.
9: For the EU to financially catch up with
]@ innovation giants, it should focus finan-
cial resources on a small number of sectors. The
EU’s financial resources for innovation should be

devoted to the identified key innovation fields:
Cybersecurity, Climate, and Health.

—\ 10: The EU should take every possible
Eé action to create common regulators and
enforce their authority in the fields of privacy,
competition and consumer rights. It should stren-
gthen the European Data Protection Board And
create a common European Competition Autho-
rity and Consumer Right Authority.

7~=7 11: Create regulatory sandboxes at the EU

L--J Jlevel in the key priority innovation fields.
Creating EU-wide sandboxes would ensure that
all regulatory sandboxes are aligned and abide
by the same objectives facilitating the introduc-
tion of innovations on the single market.

~1 12: The European Commission must
l_@'_] accelerate implementing a unitary EU
patent. The unitary EU patent would represent a
significant gain for business investing in Europe
and facilitate innovation management across
EU countries, therefore encouraging more and
more companies to expand throughout the
European market.

13: Make Euronext more attractive for
@ European investors and companies, and
eventually for American companies. Using fiscal
and regulatory incentives, encourage participa-
tion in the market so that European startups can
raise funds. Additionally, harmonize the taxation
of stock options for startups across EU borders
- not only to incentivize employees at the same
level across the single market, but also encou-
rage public investment in stocks.

IX. Our recommendations in a nutshell



14: Encourage technological innovation
,19\ based on tax incentives for participa-
tion in pan-EU Tech funds. Additionally, there
should be specific fiscal advantages for sophis-
ticated investors investing in seed rounds (ini-
tial investment rounds that are not open to the
general public) similar to the UK’s Enterprise
Investment Scheme.

14
.
‘e

@ 15: Enlarge the mandate of the Euro-
i pean Investment Bank (EIB) to allow the
European Investment Fund (EIF) to invest direc-
tly in innovation companies. More specifically,
allowing it to participate in series C and D at
higher levels to help European startups get to
the unicorn size. Since enlarging the mandate
requires unanimity of EU member states, in the
interim encourage the EIB to increase its invest-
ments via funds of funds, in funds that specifi-
cally target direct investments in innovation com-
panies and later stage European startups and
scale-ups. European investment should amount
to €50bn over four years to help fund 40,000
startups across the Union.

16: In France, use the unclaimed assets

held by Caisse des dépots et consigna-
tions (€3.7bn in 2017) for tech investments as
an investment in the future of the country and
the EU.

Q0 17: Encourage employees to network
o v Wwithin the innovation ecosystem by
assigning a percentage of the overall innova-
tion teams’ objective to networking, by having
all employees share the innovation networks
they are a part of, by financing the participa-
tion in conferences and summits and by allowing
employees to spend one working day each year
in the startup of their choice to understand the

culture better, and build connections.

\\ 18: Create a single strong European Inno-

vation Agency to foster EU-wide innova-

tion collaborations, strengthen existing EU inno-

vation networks, and ensure their compelling and
effective governance.

@\ 19: Clarify and strengthen existing EU
233 data-sharing initiatives and encourage

mid-cap companies and SMEs’ collaboration with
startups across the single market. Additionally,
create secure and transparent solutions that will
allow all companies operating in Europe and fol-
lowing GDPR, regardless of their nationalities, to
collaborate and leverage their industrial data wit-
hout necessarily sharing and accessing one ano-
ther's confidential data.

20: Create a corporate mission that can

\P act as a compass to drive innovation

decisions by being ambitious enough to allow

for complete transformation and to open new
business opportunities.

21: Give top level access to acquired
. .

startups by having them report directly
to the CEO in order to give them direct access
to strategy and provide an opportunity to build
trust-based personal relationships with key
stakeholders. CEOs and executive leaders will
likewise be more directly involved in innovation
generating a “win-win” relationship.

IX. Our recommendations in a nutshell
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How to choose a framework for cooperation

When it comes to cooperation in innovation, the
more parties you have, the more difficult it gets.
What people tend to do is to focus on what each
party is bringing to the table, and what's likely to
be developed during the collaboration, before
agreeing on how that is going to be allocated.

There are a number of different approaches par-
ties can take to owning developed IP. Two com-
mon approaches include joint ownership or allo-
cation based on key interests.

Either the product developed is jointly owned,
which incurs legal complexities, or, partners
think about what each party is bringing to the
table and what their key interests are, which
tends to be more successful.

For example, if you have a collaboration between
a company that specializes in manufacturing
technology, and a company that specializes in
the products that are to be manufactured, they
have to get together in order to figure out how
the manufacturer might make the product for
the company. They might say that anything that
comes out of the collaboration that relates to
manufacturing processes is going to be owned
by the manufacturer, and anything that comes
out of the collaboration that relates to the design
of the end product is going to be owned by the
product company.

Managing complexity in co-innovation
In the example where two companies are crea-
ting a product together, they must agree on

whether they will both be in the market selling the
product. One of them may be a small startup wit-

X. Interviews

John Brockland,
Hogan Lovells
San Francisco

Partner specialized in
technology and intellectual
property (IP) transactions

hout sales staff or many customer relationships.
In that case, it is in their interest that the bigger
company is the marketing entity. Afterwards,
they must also agree on proceed sharing. There
is no one-fits-all solution, as every product and
every business are different, and each collabo-
rating company brings different things to the
table. Unique solutions must be adopted for each
collaboration.

Culture clashes between large corporations,
and young startups

Sometimes, big companies have more rigid and
complex processes that may hinder collabora-
tions with startups

This cultural division varies depending on the
context. In Northern California, big tech com-
panies from teh Silicon Valley are often accus-
tomed to working with startups, because they
have found that startups are a great source of
innovation and technological advancement-
Big companies also understand that when col-
laborating with a startup, in the event of a liabi-
lity, they will be unable to pay for it because of
its limited financial resources. Corporations will
therefore take in consideration this fact into their
business models and will be wary of overexten-
ding themselves.

Collaboration may take the shape of a company
investing in a startup, because big tech com-
panies often have business units dedicated to
investing in this type of structure. While an equity
ownership arrangement does not itself cover
details on collabration such as ownerhship or
licensing of intellectual property, it does help to
align interests and create trust, and thus eases
collaborations. Companies usually remain mino-
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rity investors, yet it enables the startup to feel
more comfortable as the company becomes a
stakeholder. There can be cultural differences
when American companies collaborate with
European startups, but they are not real impedi-
ments to striking a deal, because businesspeople
usually speak the same business language. Even
in countries like France or Germany, which have
more rigid regulations, tech companies often can
find ways around legal obstacles and are accus-
tomed to it.

Different habits between tech and industrial
companies

Tech companies may be more accustomed and
open to dealing with startups because they
often were startups themselves at the beginning.
Still, large industrial companies are increasingly
comfortable with technology and collabora-
ting with startups. They do have cultural obsta-
cles they need to overcome, but many are inte-
rested in taking that step by looking for advice
and seeking to take advantage of collaboration
opportunities.

Employee mobility also plays a role in this pro-
cess. Indeed, as people who previously worked
for tech companies integrate more established
industrial companies, they incorporate a more
flexible tech culture.

Fundamental changes in culture and mindsets

Large companies need to get used to the risk: out
of five collaborations, four might lead nowhere
but the fifth one will be great. The company
culture needs to be adapted to this mindset, so
that business developers do not get punished
for failed collaborations. Employees need to feel
free to take risks, and have the freedom to fail,
so long as they can draw conclusions and lear-
nings from that failure as they move to the next
project. Willingness to take risks, in a smart way,
is crucial.

This can be enabled through key messaging
from senior management key messaging from
senior management: ensuring that employees
are aware of the company’s clear direction and
search for growth through collaboration with
innovative startups. Everyone must be on board.

X. Interviews

Intellectual property

With regards to intellectual property issues,
the legislation in the US is flexible and enables
companies to easily transfer, license or divide
property.

[External input: Legislation in continental Europe
is more restrictive on licensing property. For ins-
tance, companies in France see intellectual pro-
perty as rigid ownership and struggle to compre-
hend how they can use it as an asset in contracts.

Still, it can be overcome. The French company
“Parrot” was manufacturing drones and has
known a commercial success and interesting
technical and technological developments. They
were smart enough, as a small company doing
drones, to develop a huge portfolio of patents.
When they decided to invest in an entirely new
business, and their company was taken over by
another company on a friendly basis, most of the
value came from a pledge they put on their port-
folio of patents. This is unusual in France: they
understood the value of their company and their
IP patents, and understood that their next big
inflow of cash would come from pledging their IP.
In the UK or in the US, it's probably much more of
a usual move.

Global competition is raising the level of IP.
Europe and the US are both investing on IP as a
pipeline for developing the next generation value.
For some years now, there has been a clear align-
ment on the level of protection. But in France,
many still think they can't protect what they
want or the way they want to do it. As an exa-
mple regarding trade secrets: there was a huge
change with the Defend Trade Secrets Act in the
US, at the same time, a very important directive
was enacted at the European level that is now
implemented in France, to ensure the same kind
of protection level on trade secrets. Therefore,
we could do most of what is being done in the US
today without much problem. We need to edu-
cate people to that.]
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Partnering with educative institutions such as
universities

While some universities such as Stanford are
very well versed in collaborating with companies
and startups because they have developed prac-
tices for technology transfer, many other univer-
sities do not have such processes in place. They
lack legal support from their technology transfer
office. For startups, partnering with American
universities may still be easier than with French
ones, but it is far from being as easy as partne-
ring with private companies.

Of course, people can still find ways around it: for
instance, in mergers and acquisitions, when the
startup that is being acquired has professors as
part of the founding team, who did their work at
universities and have patent licenses originating
from those universities. But still, there's always a
significant amount of work that must be done to
ensure that we know who owns the IP and that
the licenses are going to survive the transaction.
The transactions can thus become complex.

But this can change with experience: once uni-
versities are accustomed to partnering with com-
panies and startups, and once they acknowledge
that it can bring value back to them, they can
become “commercially minded” and more
flexible over time and get better at it. Universities
that are particularly good at it are the ones who
have done it repeatedly for a long time.

No need to be the owner to get some value out
of a patent

When you have two owner of a pieceof valuable
IP, then those two entities are stuck together,
they must deal with each other, and it can be
difficult. | encourage therefore having only one
owner of the IP. As a lawyer, | think that the party
that has the strongest interest in it should be the
core owner. The other party can get a license
in order to virtually get all the rights it needs in
order to practice the IP in a specific field. It just
makes it much more streamlined than to have
two owners who must collaborate all the time,
and maybe don't get along after a while.

In addition, you don't have to be an owner of IP

in order to get value. If something is developed
and you have a license to practice it or use it or

X. Interviews

exploit its, that’s value! and if you have a revenue
sharing arrangement where even though you're
not an owner, you get a piece of any royalty
revenue that comes out of it, that's value! So,
co-ownership has a surface appeal to a lot of
people (especially from the business sector), but
it is not by any means the only way to get value
out of IP.
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What is the EIB

The EIB is the bank of the European Union. It
is made up of 27 shareholder Member States
which, together with the Commission, define the
institution's strategic orientations. It was created
in 1957 by the Treaty of Rome and until quite
recently was seen as a major bank dedicated
to public infrastructure for counterparts that
already knew us.

Over the last ten years or so, it has evolved
considerably. After the crisis of 2008, it entered
the field of European politics as an actor to the
rescue of certain sectors such as the automo-
bile and aeronautics industries, which it financed
massively. There has been a first change, that is
to say the institution has put itself at the service
of companies in strategic sectors.

In 2012, there was a capital increase by the EIB,
which allowed us to make more investments, as
a response to the crisis. The EIB has a coun-
ter-cyclical role. Until 2008, yearly investment
was around 45 billion euros and in 2011 it was
increased up to 79 billion euros of investment.
We almost doubled the figure; even if today it is
a little bit lower than in 2011 (63 bn), there has
been an upward trend for the last twelve years.

Between 2010 and 2015, we started to invest
more in volume and to be criticized a little by
economic actors and some political representa-
tives who said that the EIB only took easy risks
and financed neither the real economy nor inno-
vation. It was also said that it was too attached
to the AAA approach (the best possible rating,
which is the basis of the financial model to be
able to lend over the long term at a moderate
cost).

X. Interviews

Grégoire Chauviéere
Le Drian, European
Investment Bank

Head of EIB Group Office
in France

Just as a reminder, the EIB has four main
objectives:

- The first is to finance infrastructure, which is
the EIB's historical core business, our traditio-
nal clients are local authorities and large public
companies.

- The second is the financing of SMEs, which
is done in an intermediated way via banks and
investment funds, which represent a quarter of
our activity in volume. The idea is not to finance
banks as such but to finance SMEs through
financial intermediaries; we do this via our subsi-
diary, the European Investment Fund (EIF).

- The third objective is innovation in the broad
sense, which includes both R&D programs of
companies, but also the financing of innovative
companies, which will invest in breakthrough
technologies.

- The fourth axis is dedicated to the environ-
ment and includes a number of fairly broad areas
such as the fight against climate change, energy
transition, biodiversity, water treatment, etc. This
axis is set to grow in line with the commitments
recently made by the EIB to become the Euro-
pean Climate Bank. This has been confirmed by
the approval on the 11th of November of this year
of the Climate Bank Roadmap by the unanimity
of the Board Members. This does not mean that
we are going to reduce the other priorities, but
that they will be primarily at the service of the
fight for the climate.

The EIB, taking too little risk?

For the EIB, AAA is the basis of the model: AAA
allows it to issue on the financial markets and

Photography: Hugues-Marie
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since it is not intended to make a commercial
margin, it gives this financial advantage back to
the beneficiaries of the EIB. So the EIB model,
which could be considered as a mutualist model,

makes it easier for the 27 to raise money rather
than as a single state/

Despite the deterioration of most of its sharehol-
ders, the EIB has maintained its AAA rating
thanks to the quality of the asset portfolio and
project valuation.

This recurring criticism has been taken into
account and a proposal was made with the Euro-



pean Commission in 2014 to create a guaranteed
fund to allow the EIB to take more risks and in
particular to support companies in their growth
and innovation projects, without weighing on the
institution's balance sheet. This is what was later
called the Juncker plan, which was implemented
starting in 2015 and will be successfully comple-
ted by the end of 2020.

This model is interesting because it changes
the use of public resources. Instead of finan-
cing a certain number of projects, particularly
in the innovation sector, in the form of subsidies
or repayable advances, we have shown that by
putting part of the resources identified for inno-
vation into the H2020 or CEF programs, we can
have a multiplier effect. To give you an order
of magnitude, at the time the project was pre-
sented, a 21-billion-euro guarantee would make
it possible to mobilize 315 billion euro of additio-
nal financing. This is the figure that was used by
the President of the Commission when launching
the initiative.

It's a double effect: first of all, there is a leverage
effect, that's the role of the EIB as a bank: 1 euro
invested in the EIB makes it possible to lend 5
euros thanks to the classic bank transformation
effect and, besides, 1 euro financed by the EIB
makes it possible to mobilize 3 euros because we
never finance 100% of a project, generally spea-
king we are around 30% and we estimate that
we have a multiplier effect of 3. So we arrive at a
total effect of 15 between the amount of the gua-
rantee that is proposed and the resources that
have been mobilized in support of public policy
priorities, in particular innovation.

In terms of innovation, the Juncker plan allowed
the EIB to take more risks and thus to move
towards helping companies that offered fewer
guarantees than would have been required
before. For example, we managed to put in place,
especially for innovative companies, tools that
are considered quasi-equity, which are ven-
ture-debt tools, very risky debt tools without
entering into the companies’ capital. It is a tool
that has been particularly appreciated by the
market, especially in France and Germany. This
tool also represented an advantage for project
leaders because for four to five years, you paid
back the interest and the repayment of the capi-
tal started only in the fifth year, which is relatively
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long for companies that were just starting up and
were able to invest around 15-20 million euros
and enables the company heads to focus on their
core business.

The EIB and direct equity

Statuary, the EIB cannot intervene in Europe
in direct equity. Through the EIF (European
Investment Fund), it makes indirect investment,
through equity investment in funds, guaranteed
tools with banks and investment funds, and
risk-sharing tools, but the panel of tools available
today does not include direct equity investment.
In the case of the Juncker plan in particular, the
idea has been pushed that the EIB could become
a bridge, a bit like the FSI, by trying to promote a
kind of ESF (European Strategic Fund) allowing
direct investment in companies that are poten-
tially strategic for Europe. But this proposition
was not retained by Member States because a
number of them considered that it was not the
EIB's role to be on the boards of companies and
to guide their strategic choices. The Commis-
sion, through the EIC accelerating tool, with the
technical support of the EIB, is trying to launch a
pilot project to address this gap.

Although there is a need for Europe to provide
financing in a second phase of business growth,
| think that the Commission and the Member
States are not yet ready collectively to bring this
transformation within the EIB. This may come
because the current crisis is an accelerator of
transformations. During the Spring confinement,
a project to guarantee the equity investments. It
was a way to promote the equity market since we
are convinced that today, beyond credit issues,
there is an equity issue, in particular to ensure
that companies have the capacity to take on debt
to invest in innovation as a guarantee of tomor-
row's competitiveness. At the time of the nego-
tiations during the July European Council which
enable debt pooling of Member States, this pro-
posal was not retained.

As far as direct equity is concerned, we are the-
refore not in a position to intervene directly.
However, other tools are under study, integra-
ting, with the tools of the EIB Group, guarantee
possibilities to multiply the effect.
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Mairie de Paris’ policy to encourage innovation
and allow experimentation

All the work carried out in Paris since 2008 is
based on the transformation of the entire Pari-
sian territory into a territory of experimentation
for startups, and even more widely.

The public policy driven by Jean-Louis MISSIKA,
then Deputy Mayor in charge of innovation, was
to say that Paris was becoming a testing ground
for all those who wanted to experiment with a
simplified legal framework. There was a tempo-
rary authorization to occupy the public domain.
This is a framework that allows you, for a few
symbolic euros, to come and deploy a device.
The only commitment is to share the feed-
back with the city, and this can last six months,
renewable once.

Jean-Philippe
Clément,
Mairie de Paris

Chief Data Officer,
Ville de Paris,
@AgentNuM

This is the first system that we have set up, led
by the Paris Region Lab entity, notably concer-
ning a test of innovative street furniture. It is cer-
tainly thanks to this that we now have such beau-
tiful bus shelters, but also other types of furniture
that have been tested and deployed by both par-
ties. We also tested augmented reality with a sys-
tem that allowed us to see the Bastille Square at
the time of the French Revolution.

Today, the operation is managed by Paris and
Co and its division called the Urban Lab. They
intervene on two urban innovation districts in
the 13th and 19th arrondissements. Various tests
are being carried out on autonomous vehicles or
the monitoring of energy consumption with vir-
tuous buildings. Everything can be the subject
of experimentation, especially in relation to new
urban challenges (mobility, energy, circular eco-
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nomy, revegetation...). We want to test solutions
to our problems. It is open to startups, who also
use it as a showcase, but also to SMEs and large
groups. For example, Cisco has used this system
quite extensively on the Place de la Nation.

Implementation and results of the Open Data
program

Since 2011, we have a public policy around open
data with different animation sessions. This pro-
gram allows us to go beyond the open data of
the city and to share other data with partners.
It started in 2013 with a program called Mouv'in
the city with the various major partners of mobi-
lity in Paris (RATP, SNCF, Vélib and the lle-de-
France region);

With seven years of hindsight, we can say that
each attempt triggers systemic effects at the
ecosystem level. For example, this program has
been an opportunity for some groups to base
their model on open data, such as KISIO.

We have also put in place, from 2015 onwards,
Data City, which is an open innovation program
where large urban groups as well as startups
have come to complement our teams with solu-
tions to meet our challenges.

We get everyone working together. Everyone
changes their stance and shares with the others.
So there is a circular point of view on a challenge,
as well as a very agile methodology. The pro-
totype has to be released within three months
to move forward. This triggers a lot of cultural
changes within the different organizations. As
the startup understands the problem better in
terms of its solutions, the large group progresses
in its way of working with the public actor and in
its integration of external innovations from star-
tups. The city's departments are taking a breath
of fresh air to understand the problem differently,
walking in the startup's shoes.

A diversity of missions at the service of the city

On the electric scooter project, it took time to
create a real dynamic of actors. But the clo-
ser we got to a regulatory perceptive, the more
people we had around the table. | have to say
that the Americans were pretty much the dri-
ving force. At the time, we had up to eleven
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operators in front of us, and the real concern
was how to recover and harmonize the recovery
of this data. When we started the project there
was nothing, and at the same time as Los Ange-
les did, we questioned the objectives and set a
technical framework for each of the operators.
This ultimately resulted in a climate of trust for
everyone, and we were able to recover the data
properly to determine which car parking spaces
were going to be most usefully converted to
scooter parking.

We have worked for several seasons on the
deployment of electric charging stations and
the optimization of their displacement. We also
had to address several issues such as energy
renovation, improving information on worksites
and coordination of the actors, as we were also
impacted by current events.

We worked on many other issues such as waste
management, packaging, and tourist and sports
routes.

We did all this for four years. It was rich and very
intense. In total we had 450 participants over the
four seasons. We are now confident in terms of
methodology, and especially in terms of unders-
tanding the issues. It can be quite dizzying for
the first actors, because things move very qui-
ckly, combined with a very strong commitment of
resources and means. Despite this risk, adapta-
tion is taking place. Those who take part in a first
program then have the desire to do it again.

Success Factors in Startups and Large Group
cooperation

We privilege the complementary aspect of the
different actors. The problem for startups is that
they are afraid of getting their technology taken
away. The problem for large groups is that they
cannot control the final product.

Each must be able to bring value, complemen-
ting the other. The large group brings insurance,
markets and contacts. It must accept to stay in
its place as an intermediary. It is not the com-
plete leader of the final product or of the way of
looking at it. The startup, for its part, must agree
to open the drawers, to explain. This is often a
problem of trust.
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We have provided an answer to this question
in a fairly basic way with an experimentation
contract. The participants sign a contract spe-
cifying what they bring and where we want to
go. This contract also clarifies the potential out-
put and the intellectual property of the diffe-
rent outputs. This framework is very formal and
takes time to be signed by all the actors, but trust
comes from working together.

We are present as a third party, we can play the
role of arbitrator by clarifying once again the role
of each party. There is also the global facilitator,
NUMA, without whom this would not have been
possible. We need a facilitator for this open inno-
vation with a solid methodological competence
and an ability to deal with all the small and large
issues of project management.

Difficulties of the prototyping system

It is about experimentation, prototyping, and
there can be no public order, as it must be put
out to fair competition. There are not many cases
where prototypes are directly transformed into a
public order. This causes a lot of enrichment, but
it can be long to bounce back after the prototype.

In the best case, a service can have a public
procurement perspective, in order to renew
something and establish a new paradigm on a
subject. In the worst case, there is no follow-up
to the prototype. The intermediate case consists
in finding, after the conclusive prototype, the
way to operate public procurement and to reuse
what has been found. Often, long timelines are
involved. Very constrained legally, one can qui-
ckly be slowed down by the processes of sour-
cing, public purchase, response to calls for ten-
ders, and this can kill a lot of dynamics.

Our real problem is how to get past the initial
innovation. The best answer we currently have
is to integrate innovation into the specificities
of a contract, which is the ideal scenario for a
public actor.

We have also been pushing startups to get them-
selves listed with the UGAP (public group pur-
chasing institution). It is a great way to get in
because if you can convince a public actor to
work with you and you are listed with UGAP, the
public purchase can be made much faster.
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Future program improvements

We will keep the seasonal pattern, which is very
driving and is a good way to boost innovation.
However, we will be doing fewer topics at the
same time. We will keep the prototyping phases
with the perspective of knowing from the outset
how to go further and integrate what can be pro-
duced. Fewer subjects will be chosen but more
mature and strategic using the methodology. We
will certainly have fewer large groups in the loop
and more types of deployments.
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Companies should change the way they work

with startups

It's true that at The Family we've been trying to
educate businesses when it comes to tech and
startups in general. That doesn't mean that we
believe they should work together. Our view, to
sum it up, is that large corporations should do
two things with startups:

- They should buy their products, if it is possible.
They can facilitate access for selling some sof-
tware, give them access to key accounts in the
corporate world.

- The other thing that large corporations can do
with startups is acquire them when it is relevant
and at the right price, which is a lot.

All the rest is, in our mind, useless. Any kind of
partnership is usually useless. When it comes to
Corporate Ventures / Partnerships, we are still
not really sure about how it aligns the interests of
the startup and the corporate investor. Except if
the corporate investor deploys capital, in order to
ultimately acquire the startup.

On Corporate Incubators

And a third thing that is kind of useless is eve-
rything that goes with corporate incubators as
a trend. It is useless for startups because they
want support. That support requires incentives
and specific skills. But you only have an incentive
in the startups succeeding if like The Family you
have equity stakes in them. That means helping
those startups grow is your core business. If it's
something on the side that represents an infini-
tely small fraction of your entire business, it's not
a priority. You do not really have any incentive to
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Nicolas Colin,
The Family

Cofounder and Director

provide everything those startups need to suc-
ceed. So, from the startups point of view, espe-
cially if there's no cash involved, it's useless. [For
the startup founders,] you have the illusion that
you're closer to decision makers in a large corpo-
ration, which might make it easier for you to sell
your product or to access key resources. Howe-
ver, experience has proven that the proximity
you gain by joining such a structure is cancelled
or offset by the slow pace and rigidity, the time
spent in meetings, all those things which come
with exchanging with a large player.

From point of view of the large corporation, if
you ask them why they have an incubator, they
will usually tell you that they want to learn from
innovators and work with them. The truth is that
people working directly with startups learn a lot.
But those people do not have enough clout in the
organization to actually translate what they've
learned and turn it into actionable stuff. In theory
you're learning a lot, but what you learn is just a
pile of paper that nobody reads.

-

| PETER THIEL| &

On Corporate Ventures

It's exactly the same for corporate venture. When
other VC firms pitch large corporations to have
them in their fund, they argue that it's not a lot
of money for the company because they have
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huge assets. In exchange of that small amount
, the company would learn a lot because the VC
would provide them with reports about every-
thing that's going on in the portfolio and every-
thing about the deal flow and what trends they
see, etc. They usually agree on those terms. Still,
all the reports and information that comes up to
the company are not used. It doesn't influence
the strategy, key executive decisions, Product
Management, or anything.

In the end, you only do it to make the case that
you're doing something, while that is opposed to
innovation. A lot of people are asking companies,
during interviews, what they are doing in regards
to innovation. And these incubators are used by
the company to show that they innovate. Finan-
cial analysts will start about how to reposition the
business and make sure that the company won't
be disrupted by software driven new entrant. The
company will need to have as much ammuni-
tion as possible. You want to make the case that
you're aware that something's going on and are
doing something to cope with it. The bit of money
that you have to putin a corporate venture funds,
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or some corporate incubator, is a cheap thing to
make the case that you're doing something.

We know that large incubators do not innovate.
It's been written down by famous business pro-
fessors and thinkers. But the reality is that very
few large players do it in general. So, the thing
you should do as a business is to fund a startup.
That's a subsidiary of yours. You should put as
much distance between the parent company and
the startup, to make it possible for the startup to
address the market in their own way, to shape
up their own culture, build their own relationship
with customers. At some point, if it works, it will
grow from there. As a result, you have a growth
plan on another segment of the market.

Why doesn’t it help the company?

You never attract the best and the brightest in
the organization when it comes to innovation
because everyone knows that if you want to
climb up the corporate ladder, you need to be
in charge of something in the core business, not
in innovation. So, you have this selection effect,
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which is that the best and the brightest either
focus on the core business, leave the company,
or find something else on the side.

We know what has to be done, but it's actually
very hard. The question is, would you sign a
check with a big amount and trust a team of
people that are effective and accountable, to
build up the future of your business. That's how
it's been done, forever, but the reason it's very
rare is that very few large corporations want to
take the risk. And those who do usually do it by
accident, and it works. It is easier to have incuba-
tors and feel like you are doing something.

People in the startup ecosystem shouldn’t lose
a minute trying to work with large corporations,
because it will never lead anywhere. It always
cost you a lot of money, and it will most of the
time it will kill some part of the startup.

Using IBM and Lockheed’s Strategy
to successfully work with startups

Clay Christensen, author of the Innovator’s
Dilemma and who is the theorist of this topic,
often cites the example of IBM. When IBM rea-
lized that they were about to be overthrown by
the PC revolution, they decided to make their
own PC. And what they did was that they assem-
bled a team, sent them to Texas and had them
build a PC without reporting back to the parent
company. One year after that they had invented
the PC.

The only thing they messed up was the intellec-
tual property—which made it possible for other
companies to reverse engineer the techno-
logy allowing other manufacturers to take mar-
ket share. But the core technology was effec-
tively designed by IBM and they probably had the
intent of going further with it as a business. It's
an interesting example because it was a case of
deliberate and intentional innovation.

They had devised the method, inspired by a his-
torical precedent, Lockheed. Lockheed had
those things known as the skunkworks. The
skunkworks were the kind of lab for innova-
tion within Lockheed Aviation. They set out 14
rules. One of them was that, as an innovator,
you should control the relationship between you
and customer. You shouldn't have to go through
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the parent company to sell a product that's new,
because if it's new it probably means that it will
be bought by different customers or at a different
price, or with different tabs. If you go through the
parent company, they'll bring you back to the old
ways. So, skunkworks apparently contributed to
Lockheed being a very innovative airplane manu-
facturer. Over time, IBM used that method to
build a PC.

Then you have other interesting examples that
look more like accidents, for instance Nespresso.
I've written about their history in my blog posts.
It was basically a series of accidents. A guy
invented a machine and tried to sell it, but no
one was interested. Then 10 years passed, and
someone suggested they could create a club,
and instead of trying to sell the machine they
could just sell the capsules. They created the
club and 10 years after that the club ended up
being profitable. Someone realized it was a mar-
keting play rather than technology and it became
profitable. Now it's one of the main growth dri-
vers for Nestle worldwide. There are two points
of this story. The first is that it's all a series of
accidents. It's because the right people were
over here at the right moment and maneuvered
within the organization. And the other thing is
that it couldn't happen today at Nestle because
they've been tightening management, and there
is corporate finance and budgetary control. They
need to be accountable to our shareholders. So,
they had to tighten the bolts as much as pos-
sible, which means that no accidents could hap-
pen now.

Current corporations that allowed internal
innovation

Steve Jobs actually implemented the theory. He
reorganized capital allocation within Apple to
make sure it could work. In a normal Corporation
the iPad would have been killed by the head of
the MacBook division department, because, it
would have emerged as a direct threat to selling
more MacBooks. A lot of people would switch to
having only an iPad. But Steve Jobs had designed
the financial incentives within the company to
make sure that the head of the MacBook depart-
ment wasn't incentivized on the volume of sales,
which meant that his or her personal bonus didn't
depend on how many MacBooks were sold. So,
he didn’t have as much of an incentive to resist
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launching the iPad and bringing it to the market.

Even more recently, there is the case of Gold-
man Sachs launching Marcus, which does retail
banking. Their first product targeted at retail
consumers. Goldman Sachs is a traditional
investment bank, so they only served very spe-
cialized clients. But now they serve customers
and markets too because they've decided to do
so. They see that it's a critical growth driver for
them, plus it is a way to rebuild their image after
the financial crisis. It seems like it’s going quite
well, as they've just launched in the UK.

Learning from the Yozma to grow

the VCs ecosystem

I'm sure we can do something similar to what was
done in Israel, but the problem we have on that
front is that the Israeli precedent is not that well
known.

| read a lot about Yozma, mainly from a single
source which is the book Startup Nation. There's
an entire chapter about Yozma that's quite
striking because they say that without Yozma,
none of this would exist today. But when you go
to Israel today and you ask about Yuzma, most
people won’t be sure about the influence it had
or what it really was. And if you look for other
sources than startup nation, you won’t find any-
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thing, especially in English. | also recently talk
to someone from the startup nation central in
Tel Aviv, who wasn’t so sure Yuzma had such an
influence because they don’t know much about
it and do not talk about it either. The issue is
that the only source | saw described it as game
changing and that source is adamant. | asked for
other sources in Hebrew, but they found nothing
because no one has been interested in it. And
that's the problem in a small country. I'm sure
that in the Israeli case something very important
happened there. But very few people were there
at the time, to draw the lessons and write them
down for the rest of the world. So, we could do
something like Yozma.

There's a discussion going on these days around
US VCs coming to Europe. You'll find a few
articles online about Sequoia and their London
office. They're doing it in the worst way possible.
They want to use the brand Sequoia, allocate
a bit of capital, hire local partner here, use the
network and personal brand to attract entrepre-
neurs. What they should do instead, which would
resemble the Yozma, is to take someone senior
from their core team to have them relocate in
Europe. They would be bringing not only the
brand and the money, but also the experience
of an ecosystem that works, which will make it
possible to educate the local ecosystem. That
would be Yozma type of enterprise for today. The
government could create incentives for them to
come. For instance, they could provide half of
the funds to invest in local startups in exchange
for them sending someone from headquar-
ters. Because the issue here is that if you are a
Venture Capitalist working in London, if you are
extremely ambitious person and knowing that
being a European you don't really stand a chance
to compete with senior management in Sequoia
back in the US, would you want to work there or
wouldn’t you prefer working for a European VC
firm? European firms guarantee you an oppor-
tunity to climb up the management ladder and
make a lot of money.

What's interesting is that Goldman Sachs was
once confronted with that dilemma. They needed
to expand and did it globally before any other US
investment bank. They had to experiment a lot.
They asked themselves, as they wanted to be
in London, if they wanted to hire a British per-
son, or send American staff. In both cases they



would be confronted with problems. If they tried
to hire British people, they would not attract the
best because the best will always go work for a
British bank. If they sent American people, they
were also not get the best because the best
would prefer to stqy close to management in
New York, as opposed to be away in this remote
outpost in London. Plus, they wouldn't do a good
job anyways because, not they would not know
the local society nor its customs nor the main
players. So, they finally cracked the code, appa-
rently, quite successfully by deciding to send
people from the US, and then hiring what they
called senior advisors, not to open doors and to
help sell products, but to educate their people
about the local system. Sequoia could do that
really well. The French government should offer
that kind of solution, helping the firm to connect
with the local ecosystem by introducing them
people they can hire as advisors.
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The 3 steps to a mature investment ecosystem
in Europe

Everyone complains about the lack of capital, but
the truth is that capital always comes after star-
tups, History showed it. First, we need startups,
then capitalists come. The corollary of that is
that every first generation of startup has to make
do with just enough capital. Instead of raising
proper capital, you raise money from a corpora-
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tion or from the government. And in both cases,
it will come with a lot of strings attached and a
lot of problems. But if you overcome those pro-
blems and manage to build the successful star-
tup anyway, then you have proved that it is pos-
sible. After that, capital will flow from all around.
It will first be from capital rich countries and then
locally.

But it’s always in this order: first generation has
to make do with corporations and government,
second generation will usually do with foreign
capital, and third generation will finally convince
local capitalists to be less interested in real
estate and a bit more interested in startups.

If you say that there is no foreign capital tole-
rated here, then you lose the second generation,
and you're stuck with the first generation wit-
hout any perspective of going beyond being fun-
ded by corporations, or the French government,
which will never lead you right.

With time, the seniors from abroad will get used
to the ecosystem and become more tolerant
to the idea that the company they invested in
might just stay there and have the headquarters
there. They can still make a good investment in
that case. If the senior managers stay in the US,
they will just read about France in the papers,
hear about the strikes and the labor reform and
the pension system and so on. They will think
that the startup would do better in the US If you
actually live here, you know what's going on, the
good and the bad. The problem that we have is
that we don't have that special relationship with
the US, that makes it obvious to them. For some
US VCs, it was easier to tell themselves that they
could spend a few years in Israel in order for
them to be close to the startups, because of the
special US-Israel relationship and the language
(i.e. their proficiency in English).

But we can overcome that. It's not impossible
for us to try to do something like that at the E.U.
level or at the French level. Sometimes you need
to play on the petty competition between the
cities. You should definitely play on the fact that
Paris is trying to catch up on London. You can
present the fact that a good idea to catch up is to
attract US VC firms here. They will be interested
in how to do so. You can go through the list, and
establish the connections.



How the Crédit Impot Recherche (CIR)
may slow innovation

If you ask a startup, “free money” is always
going to be a good idea to them. Entrepreneurs
will do whatever it takes to get it, no matter if
it means filling out forms and pretending to do
a lot of high-tech research with scientists and
partnerships with universities and so on. They'll
do it, because they want the cash. So, if you ask
them, it is a great thing.

What startups do not see, because they're at the
individual level, is the aggregate impact of this
policy, which | think is rather negative. It's nega-
tive because it doesn't discriminate between
good and bad innovation. Which means that
you provide 10 to a startup that has a real shot
at growing and making it, while you provide 100
to a bad IT service company, pretending to do
research with a lot of Al and crypto. You don't tilt
the odds in favor of startups, you actually reward
those who are ready to spend the most time fil-
ling out the form. And then there's the dynamic
effect, which is when a startup realizes that to
access that cash, they need to pretend to do
things that they actually don't do.

Even the fact that they pretend to do things
contributes to weakening the focus and building
a startup at that stage is like running a sprint.
If you turn your head to check if your rival is
catching up on you, you've lost. If you turn your
head to fill in those forms, you've lost. Of course,
if you are doing it for the right reason, for ins-
tance to grow in another country, that's not losing
time. But begging the government for money by
pretending to do research is a waste of time. The
government is happy to provide money to star-
tups, it also looks like they're doing something.

It's very hard to pinpoint the reason why it doesn't
work and is not the right thing to do. But there
were one or two government reports questioning
the efficiency and sense of it. There is work from
economists, mostly Americans who have ques-
tioned it. But how do you actually quantify true
innovation, that would result from this type of
initiative?

However, it can still serve the purpose of buil-

ding the ecosystem, if it can be hacked by cle-
ver people who use that money to go to the next
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stage. The problem is that people who keep on
believing in that kind of money never grow their
business.

There was this project by the US government
called Small Business Investment Company,
SBIC. It was historically used by the first VC firms
in the 1960s. The first legendary VCs first started
their career as channel partners raising money
from SBIC. But in the early years, they all realized
that it was a bad thing. It was not the right ins-
truments; it was not equity. There was too much
paperwork and many constraints as to what kind
of investments they could do. They just used it to
get warmed up to a few deals, and then went on
to raise proper capital without constraints. That
is always how things go. It might be bad, but it
can be hacked by people who then move on to
the next steppingstone

The barriers for entrepreneurs to enter
the Stock Market in Europe

| think it is clear that we need more startups in
stock exchange. We need to make it easier for
companies to go public, because it has almost
become something from the past. We need to
acknowledge that public markets have been ren-
dered too difficult, by too many layers of regu-
lations. In the US, businesses are preferring to
either not go public or do it way much later. Espe-
cially because it costs a lot of money to become
public, you need to be compliant with many
rules. A lot of the money goes to pay your lawy-
ers, accountants, auditors and investment ban-
kers. It has become a luxury to go public.

Another point is that by going public in in the
current macroeconomic context, you end up
competing against other stocks that are giving
capital back via dividends. Bloomberg explained
how, in the past, companies would go public to
raise more capital from investors. Today, they go
public to be able to send capital back into the
form of dividends and share buybacks, because
most companies, not the startups, but traditio-
nal companies don't know where to invest. Their
only option is to send the capital back. If you're
a small stock competing against large stocks
that come with an income stream, it will be dif-
ficult to find people interested in owning your
stock.
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To sum it up, the issue is that there's too much
capital to be invested and no one knows what to
do with it, except for entrepreneurs. But entre-
preneurs are seen as too risky.

We should acknowledge the fact that compa-
nies will stay private longer if not forever. And we
should make it easier for households to invest
and benefit from them.

Startups Exit Strategy in Europe

There are two competing views on this subject.
The first one is that because we don't have exits,
it's impossible to attract investors in the asset
class to begin with. How would you convince an
investor to put some money in a VC fund that
invests in series A if they don't see the exits?

The other view is quite different. It says that we
should simply build up the ecosystem from seed
to series A Series B to Series C. It argues that
when we have enough companies and reach the
latest stage where it's time to exit, the exits will
come by themselves. There will be an alignment
to the market.

The short answer is that we don't know. There is
probably a bit of both. Most investors consider
the historical returns. They might see that there
are no exits and rather put their money in a US
fund. And even if you are a European fund, the
smart move seems to expand in the US over time.
That is the case with most European firms, they
only have 40% of their capital invested. It shows
that capital always chases the returns.

However, | tend to go with a second opinion
which is that exits will come and | see two rea-
sons for that.

One is that we're reaching a level of understan-
ding of the startup world, which makes private
equity firms consider investing in them. There are
some signs, for instance you can see Blackstone
hedge funds, Tiger Global, starting to deploy
capital in this asset class. They're very quantita-
tive in their investing approach, so it means that
they are now managing to put the startup world
into equations and models for possible success.

It means that the exit problem will be solved
beyond the C Series by large private equity
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funds, buying out the companies from VCs and
giving them cash to invest.

Another reason is that Silicon Valley is bound to
be disrupted. According to the theory of disrup-
tion that we mentioned earlier when talking about
corporate innovation, when you do everything by
the book, you lose. All incumbents end up being
disrupted because they focus on the most profi-
table segments of the markets and neglect the
low end of the market, where customers demand
cheaper simpler products. The reason why they
neglect that low end segment is because they
realized that the margins are very thin that it's
not worth it. But by fleeing away from that seg-
ment, they leave it for someone else to claim it,
a new entrant.

If you translate that to the startup world, in
Europe the returns are not there, so some think
they should focus on where the returns are,
which is the US and China. Meanwhile, because
they don't invest here, others are entering the
market with simpler products. For instance, |
have a small firm that does some series A deals
in Paris. It doesn't look like much, but there's an
experience curve and some of your companies
will grow anyway. The returns won't be that high
but at some point, disruption will move forward.
You'll be brought to diversifying on the next seg-
ment, etc.

VC firms that are only doing deals in Europe at
the moment could end up being global players 10
years from now. They might use Europe to warm
up, succeeding in a much more difficult context
and learn new tricks. They will the get used to
a cost to profit structure that's less favorable,
which makes them more effective in the long
term.

Roots of the lack of startups acquisitions in
Europe

| was talking a few months ago with Antoine
Martin, who's the founder of Zenly, which was
acquired by Snap, Inc. in 2017. We were wonde-
ring if there had been any other acquisitions like
this one, since then.

| think not much has happened yet. The situa-
tion is actually getting worse, because it's getting
tougher for American companies to acquire star-
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tups in Europe or in France because of soverei-
gnty issues. In France, I'm not sure it would be
that easy for a company like Facebook or Google
to acquire startups nowadays.

Therefore, we have less acquisitions from
the US, probably no acquisitions from China,
because the security sovereignty issues are even
bigger. Traditional corporates are acquiring less
startups, because they've basically failed their
previous acquisitions. | talked to someone whose
startup was acquired by a big company. Accor-
ding to him there were two phases. In the first
phase, they are told that they are very important
and will be provided with everything they need.
The second phase is when financial analysts and
the board start questioning the profitability of the
startup and its actual importance in the finan-
cial results of the corporation. It usually is a big
investment for a small income, and probably zero
profit. Then, the startups are told that they will
not get any more resources.

That is where large corporations are right now.
They used to buy startups, now they don't any-
more because the results are not there, and
financial analysts are starting to ask tough ques-
tions especially when it is a public companie.

So, my theory is the new ecosystem will be
come from private equity. They will learn to buy
out tech companies earlier and earlier, with the
proper frameworks to do analysis. All the money
flows into private equity currently, and they need
to find somewhere to invest it in.

This year, | want to spend more time with private
equity people and try to teach them the idea of
buying out late stage companies. And once they
start buying out late stage, they will realize they
need to be there earlier.

Current state and challenges of Market Frag-
mentation in Europe

The short pitch is that you need an integrated
market on all three sides of the company. Those
three sides are Capital, Talent and Customers.
For a long time, Europe was fragmented on all
sides. If you were a French startup you could only
raise from French VCs, use French engineers and
sell to French customers.

X. Interviews

Now you can raise money from European VCs—
so it is getting integrated on the capital side.

Some companies are managing the talent, more
or less, but it's hard. If you have been in France
for too long, you will have a hard time hiring non-
French people and retaining them. There's a kind
of point of no-return. Still, there are some pro-
gress and | think the new approach to distributed
work, the fact that you can have a company with
teams all around the place, minus the problems
with stock options, it is good.

For stock options, the tax regime will depend
on where the employees are located in. If you
try to attract talent from all over the place,
those people will have different regimes when it
comes to options and so you can't send the right
incentives.

As for customers, | think it's the toughest part.
If you are a French startup, either on consumer
markets or enterprise, it's close to impossible
to expand into Germany, Italy, Spain, the UK...
it's impossible for the time being. | hope we'll
manage at some point. For instance, we have a
few startups that we've encouraged to open an
office in the UK. They played it the right way,
hiring locally as | explained before. But they all
failed, because if you have a French product with
a French mentality, the market is too different.

You have to acknowledge the fact that cus-
tomers are different from one country to another,
and design a playbook accordingly. It's not any
easier for US companies, it is just that they have
more money, also because they have their own
domestic market that allow them to get to a cer-
tain scale beyond expanding internationally.

The answer is probably financial. You need to
convince European investors that they should
invest more at the beginning, to make it pos-
sible to scale up as fast as possible beyond
the borders of your domestic market. Startups
from small European countries like Denmark or
Netherlands know that. And they raise money
accordingly. They have a playbook. Here we have
the curse of a mid-sized country. It's enough to
launch your business, but not enough to scale
up. And so, too many startups are trapped within
their domestic market.
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| think governments could design aid so as to
encourage startups to go out, as early as pos-
sible. Today if you want support from the govern-
ment, you need to be here to spend time [in
Paris] with the ministers and journalists.

Could new environmental policies be used for
innovation?

You usually need a war to go forward in innova-
tion. It can be a real or figurative one, like against
cancer for instance. But climate change, | think
still seems too far from the everyday life of
people, so they are not afraid of it. There's too
much of a gap. We are saying that the planet
is going to be destroyed and every morning we
wake up and, and it's still here so people have
gone numb. And you can't wage a war, if people
are numb. I'm not sure Europe has the capabi-
lity to declare war because it will not resonate
culturally.

| think, on the other hand, that they have the
capacity to create a leveled playing field on cer-
tain sectors for instance in FinTech with direct
payment. It was extremely effective because
it actually made it possible for FinTech startups
to be on much larger markets without encoun-
tering too many barriers. But we still have work
to do. You can do that with payments because
no one cares about banks. But when it comes
to your doctors, your taxi driver, that’s where we
could have very successful startups, had we had
a leveled playing field. Politically, it's very hard for
you to impose that field in such industries.

X. Interviews
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How to successfully innovate in a fast-changing
ecosystem?

Founded in 1802, DuPont has overcome many
challenges while growing in the area of Chemi-
cals. Following the fast evolutions of the indus-
try, it has put in place strategies to keep creating
value. In this interview, we expose their view on
innovation, partnerships, and both in Europe and
the United States.

Context: Constantly creating value
and sustaining co-innovation is a key part
of Dupont’s strategy

With 217 years of history, DuPont went through
many evolutions and transitions, where both
Innovation and Science based innovation were
key drivers of both growth and value creation.
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Alexa Dembek,

DuPont

Chief Technology
& Sustainability Officer

Starting with the development of chemicals, then
new materials and entering the household with
key brands, DuPont leveraged its capabilities
throughout its development. Even though these
various transitions were significant challenges, it
still continues to make transitions, as its model
relies on constantly changing its capabilities,
and therefore constantly delivering new ways to
create value.

Today as the speed of the world is changing dra-
matically, companies like DuPont, if they want to
survive for the next hundred years must change
the speed at which they work and further open
to co-innovation, enabling the sharing of capabi-
lities and creation of synergies.
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Three strategy drivers for innovative solutions

a. Making better choices of where we invest

Where to invest is one of the most important fac-
tors in determining success: it requires to spend a
significant amount of time thinking about where
to invest, asking what could be the right invest-
ment choices in terms of innovation, growth, and
value generated for customers.

Innovation investments will drive return on invest-
ment, but will also generate new solutions and
potentially a competitive advantage for the com-
pany. Thus, one of the key questions when deci-
ding on where to invest is: “what are the valuable
and important problems | want to work on?”

b. Innovation is not one size fits all

Even though, incremental innovation takes place
in markets that are familiar to a company - where
it is easier and rewarding - it does not deliver the
required growth level. Entering new and bigger
markets where needs are changing is necessary
to generate growth opportunities.

Still, companies like DuPont do not always have
the necessary capabilities to enter those new
markets; this is why it requires change in its ways
of working.
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c. Enabling the future capabilities that are
needed

There are two different approaches: we can build
capabilities in house with high investments or we
can approach other partners - other big compa-
nies, universities or the startup ecosystem - and
co-innovate. Depending on the topic, the choice
will be different.

The Lego Metaphor: sticking to a vision, finding
capabilities and building together

Co-innovation should not be seen as an inde-
pendent approach, but rather as a tool being
tied-up to what we are trying to accomplish: simi-
larly, to building a Lego town. If we want to build
a Lego town: first we think of what town we want
to build (the vision), then we look at the Legos
we own (internal capabilities) and then, we need
to go out and buy or borrow, some specific Lego
pieces. But the key element is that “I know what
| want to build, the Legos | need to assemble:
along with the Legos | own and the ones | have
to look for”.

This Lego town approach is valuable not just at a
company’s level but also at the ecosystem level -
gathering all key stakeholders. In the context of
a European innovation ecosystem, the key ques-
tion is “How can we collectively, in the European
economy, set the tone to improve capabilities
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sharing and exchange to solve big problems?
Who’s got them and how could it come together?
And what are we building? How do we create
this?”

Having a common vision and culture
is a necessary condition to co-innovate
successfully - the example of sustainability

Common understanding of who shares what

One of the key success factors for partnerships
is to align on “who brings what” (it can be a mar-
ket access, material or a specific knowledge) and
the value sharing. Each partnership is similar to a
co-investment in terms resources, money, intel-
lectual property, investment basically.

Sharing common values and language

Before working in a partnership with another
company - we can observe their corporate sus-
tainability reports, and if they have common
goals going beyond product sales or the product
function, etc.

Using the same vocabulary, is not always a given.
For instance, in the case of sustainability issues,
in Europe we would discuss about carbon or
water use reduction, etc. - which will not be the
same in all countries. Not sharing the same voca-
bulary leads to misunderstanding, representing
significant difficulties in a partnership.

Building trust to work successfully with startups

Partnering with another big company is not the
biggest challenge. The biggest challenge is pro-
bably to partner with venture, startups or uni-
versities because interests are not always fully
aligned.

For instance, when businesses are focused on
creating value, universities’ primary focus is to
get funding and do research. In the same way,
it can be challenging to partner with a startup.
Startupers are highly passionate - they make a
lot of sacrifices and are determined to make a
difference on a marketplace. These traits some-
times go along with a difficulty to give up the full
control over certain decisions. With this in mind,
partnerships are about building trust to create
synergies and opportunities and as long as
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the roles are clarified from the beginning, even
before settling a partnership, these collabora-
tions tend to flourish. Indeed, Startups can truly
benefit from working with big groups because
scaling up is usually expensive and larger com-
panies can share their marketing and sales orga-
nizations, providing them stronger market access
as well as specific material and infrastructure.

How could the AmCham help by bringing key
partners together, to work on specific problems

The American Chamber could participate in sol-
ving the partnership problem - by clarifying what
are the different available capabilities and driving
the work of different entities. For instance, hel-
ping talented people in Europe from universities,
startups, companies, governments, figure out
what they should work on - as Sustainable Deve-
lopment for instance.

Europe’s key asset for innovation -
its sustainability knowledge and expertise

Europe appears to be very much advanced in
terms of sustainability. For instance, it owns
numerous research centers, in Germany, Swit-
zerland, France, Sweden, or others that produce
large volume of research, on subjects as single
use plastics, microplastic and fibers.

These subjects are a strength to consider when
it comes to building business relations between
the US, France and Europe more globally.
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One innovation, three ways out

For every startup, there are three possible exit
routes, besides failure: exit via IPO (Initial Public
Offering), buyout by a large group and buyout
by a private equity fund. At the global level, IPO
exits remain a minority exit route, representing
only a few % worldwide. Most exits consist in
buyouts by a large multinational companies and
buyouts by private equity funds.

If we look at these three types of buyouts, we see
that there are very few buyouts by multinational
companies in France. These companies tend not
to buy startups, in particular for cultural reasons.
Startups are considered too expensive, espe-
cially if they are not already profitable.

This problem also prevails in terms of startup
integration, as large companies in France either
think that they will "break" the startup if they
integrate it or that the startup is useless if it is
not integrated.

Finally, there is an issue linked to the structure
of the French economy. In the United States,
tech corporations are the main startup buyers.
It is less intuitive for non-tech groups, like most
French groups, to buy out startups.

Changing the European mentality?
Of course, the culture of European leaders,
regarding innovation and the role of startups,

must evolve. This is underway, as evidenced by
the increase in buyouts. However, with regards
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to exits by acquisition, it is also a matter sedi-
mentation. Today, we are seeing the emergence
of startups that will themselves turn into future
buyers. Today's gold nuggets will be tomorrow's
acquirers.

A three-step recovery plan

With regards to startups’ support throughout
the crisis, the Recovery Plan consists of three
sub-plans. The first plan, of 4 billion euros and
released in March 2020, contains emergency
measures to protect companies and help them
endure the crisis. This consisted of cash loans
and tax credit repayments to help startups sur-
vive the lockdown. We have also launched a spe-
cific system (French Tech Bridge) of convertible
bonds acting as a bridge. This tool that was later
adopted by the British and German governments
in particular.

Second, a 1-billion-euro plan essentially com-
posed of equity support schemes, aims to not
lose a generation of entrepreneurs and to create
the conditions to launch startups despite the cri-
sis, which is no longer sanitary, but economic.

Finally, the third plan is the Recovery Plan as
such, which aims to shape 2030 France, with a
greener, more digital and more competitive eco-
nomy. As far as startups are concerned, the aim
is to extend public support for the financing of
startups, in particular on the basis of the recom-
mendations developed in the Tibi report, i.e. to
ensure their good financing from seed to IPO. Let
us remember that the success of French Tech



today is notably due to the first future-oriented
investment program, launched about ten years
ago following the 2008 crisis. The Recovery Plan
is part of the same dynamic.

Encouraging startups: “bottom up”
vs. “top down” vision

We adopt two approaches to support startups.
The first is top-down. It consists of choosing
technologies for which we wish to provide spe-
cific support with a dedicated investment plan,
for reasons of economic potential or sovereignty
for example. This was notably the case in 2018
with artificial intelligence, and will be the case for
other sectors such as cybersecurity or quantum
technologies, whose plans are included in the
recovery plan.

The second is bottom-up and consists of equally
supporting all startups, without ex-ante techno-
logical choices, hoping that some will "take off".
For example, Facebook started out as a startup
with a fairly simple technology, but gradually
became a highly technological company thanks
to its success and the investment opportunities
it generated.

Investment forecasts from various players

During the confinement, we saw a fairly signi-
ficant withdrawal of US venture capitalists. As
Europe was not the core of their portfolio, they
tended to refocus on their home country. Since
then, are gradually coming back. In any case,
our strength in France, compared to Germany
for example, is that we are less dependent on
foreign investors for venture capital because
we have developed a real foundation of French
investment funds capable of supporting our star-
tups for longer and longer.

As for the French funds, they have refocused
during the confinement on their current portfo-
lio to the detriment of new projects. There have
been far fewer fund raisings. Even if the figures
have remained good, they were about already
agreed-upon fundraising activities. Since the
spring, fundraising has recovered, and we expect
to do a little better in 2020 than in 2019, which is
very good given the economic situation.
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Foreign investment vs. sovereignty issues

On issues of sovereignty, we are of course
attentive to foreign investments, but this mainly
concerns buy-outs or shareholdings by strate-
gic actors or companies, and less investments by
financial actors such as funds.

istand |
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Strategyzer: a world leader in innovation tools

and methodologies

Our mission is to help companies reinvent them-
selves by providing the tools and methodolo-
gies for innovation, including tools that enable
leaders to make the right decisions at the right
time. To increase their organization’s resilience,
we help leaders manage an innovation portfo-
lio, and create an exploration culture that lives in
harmony with the exploitation culture under the
same roof.

Strategyzer has three main activities.

The design of innovation tools and methodolo-
gies. We have published 4 books so far enjoyed
by over 2 million people in over 40 languages:
Business Model Generation (2010), Value Pro-
position Design (2014), Testing Business Ideas
(2019), The Invincible Company (2020).

The development of a digital platform provi-
ding access to our training courses (e-learning)
and enabling collaborative work by innovation
teams and entrepreneurs. This lets them design
and test their new business ideas directly on the
Strategyzer platform.

Consulting and coaching on how to evaluate
and/or strengthen an innovation ecosystem:
culture, processes, programmes, etc.
Why write The Invincible Company?
Over the past fifteen years, three people have

contributed to the revolution in entrepreneurship
and innovation practices.
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Frederic Etiemble &
Philippe Vlaeminck,
Strategyzer

Steve Blank, the American entrepreneur, author
of The four Steps to the Epiphany book (2005),
and founding father of the Lean Startup move-
ment. His student Eric Ries, author of The Lean
Startup book (2011). And finally, Alex Osterwal-
der, the Swiss inventor with Yves Pigneur of the
Business Model Canvas, the missing business
tool to visualize and implement the innovation
processes proposed by the other two.

Today, the Business Model Canvas and other
Strategyzer tools such as the Value Proposition
Canvas are used all over the world, by startups
as well as innovation departments of Global 500
companies. And yet, despite the spread of these
methodologies, innovation in large companies
is rapidly hitting a glass ceiling, that of the Lea-
dership team and the Board of Directors. At this
level, innovation still appears to be a black box,
because leaders and directors do not have the
right models in mind and the necessary tools at
their disposal for managing innovation.

F

Our challenge over the last two years has been
to create these models and tools for leaders. This
is why we wrote The Invicible Company. In this
book, we introduce two new tools:
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The Portfolio Map
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a. The Portfolio Map, a tool to visualize and
manage the collection of business models a com-
pany exploits (Exploit Map) and the new business
models it explores to avoid disruption and ensure
longevity (Explore Map).
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The Culture Map %
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b. The Culture Map, a tool to understand, design,
test and manage the culture an organization
wants to develop.
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The objective is for companies to develop resi-

lience and be able to cope with the disruption
of one of their business models. We have been
working on this issue long before the Covid-19
pandemic. And it is even more relevant today
because a large number of companies have seen
their main business model really impacted, and
they urgently need to pivot to new ways of crea-
ting value for their customers.

What will most often block innovation in a
company?

For innovation to thrive in an organization, you
need new innovation tools, skills and processes
for sure. This is what we call the innovation prac-
tice, but putting those in place is not enough. You
also need to understand where the enablers and
blockers are in an organizational culture that will
impact the development of innovation.

We help companies with innovation readiness

assessment by looking at those enablers and
blockers in three main areas.
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The first is leadership support. What resources
are allocated to innovation by leaders? How
much time do executives spend on innovation? Is
there an explicit innovation guidance for innova-
tion teams? Etc.

The second is organizational design. What is the
legitimacy and power of innovation within the
company? Where does it sit in the org chart?
What’s the system of incentives and rewards for
innovation? Etc.

As already mentioned we also look into the inno-
vation practice. Do innovation teams use the
right tools and processes? Do they have the
necessary skills? Etc.

For a company to create new products and ser-
vices repeatidly, and not as an exception or acci-
dent, you need to create an innovation eco-
system. This ecosystem feeds on the elements
already mentioned, but also on exchanges with
the outside world, such as: contributions from
experts, co-creation with suppliers, partnerships
with startups, universities, etc. Not forgetting, of
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course, frequent interactions with prospects and
customers that must be mobilized very early in
the innovation process (design and/or testing of
new products and services).

Finally, what’s the "recipe" to transform into an
invincible company?

No company is invincible, but some companies
are more resilient than others. Over the past 50
years, the average life span of companies in the
S&P 500 has been cut in half. It is more critical
than ever to help leaders increase resilience. To
develop this resilience, three fundamental ideas
must first be accepted and widely disseminated.

The first is that exploration is fundamentally
different from exploitation.

Too often, we see companies carry out innova-
tion projects as they manage "business as usual"

But exploration and exploitation are completely
different.

In exploitation the focus is on managing the exis-
ting business model(s). The key words are effi-
ciency and growth. The level of uncertainty is
relatively low, because you already know the
market, customers and products/services. Inves-
tors can expect steady returns and dividends.
Planning and execution are possible. Failure is
a sign of poor planning and/or execution and is
therefore prohibited. Executives and managers
know their business inside out and ensure execu-
tion on time and within budget.

Exploration on the other hand focuses on the
creation of new business models. The key words
are search and breakthrough. The level of uncer-
tainty is high, and the investment logic is closer
to the one in venture-capital, with a large port-
folio of small investments. The process requires
rapid iterative experimentation with frequent
"failure" leading to learning and adaptation. The
people involved are more like explorers who excel
in an uncertain environment, and are capable of
recognizing patterns and making sense of weak
signals.

Resilient companies accept this difference

between exploration and exploitation, and are
able to develop a culture of exploration and a
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culture of execution living in harmony under one
roof.

The second key idea is to balance investments
in different types of innovation.

People often don't understand each other when
they talk about innovation. The main reason for
this confusion is that there are different types of
innovation. To be understood, it is fundamental
to specify what type of innovation we are talk-
ing about.

The first type of innovation is aimed at improving
operational efficiency. When Amazon automates
the management of its warehouses with robots,
it is very innovative, but it does not change Ama-
zon's e-commerce business model. Nor does it
create additional revenue. But it does make one
of the key activities necessary to operate this
business model a lot more efficient.

The second type of innovation is sustaining inno-
vation (incremental, adjacent). The idea here
is to add new value propositions to an existing
business model. When Amazon adds e-books
and e-readers (Kindle) to its e-commerce site,
these new value propositions create additional
revenues. But we're still very close to Amazon's
core business.

The third type is transformative (disruptive) inno-
vation. When Amazon reuses its IT and techno-
logy expertise to create Amazon Web Services,
we are at the heart of transformative innovation.
A new value proposition for a new customer seg-
ment that leads to the a new business model
that exists alongside the e-commerce business
model.

Most of our customers do not innovate like Ama-
zon. They have an innovation portfolio that is
massively geared towards efficiency innovation,
with a low percentage of sustaining innovation
projects, and a few rare transformative inno-
vation projects. Yet, it is this type of innovation
that produces the highest long-term value and
creates protection from disruption. One of our
goals with The Invincible Company is therefore to
help companies rebalance their exploration port-
folio towards more transformative innovation.
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The third key idea is that more transformative
innovation requires more volume.

In transformative innovation, the rules of the
game are different from the other two types:
transformative innovation is a volume game.

In venture capital, investors understand that it is
impossible to predict in advance which startups
will become tomorrow's successes. To maximize
the chances of investing in future successes ven-
ture capitalists invest in a large number of pro-
jects, and accept to lose their investment in the
vast majority of cases.

According to a study by Correlation Ventures
on the return distribution of their funds between
2004 and 2013, only 1 investment out of 250
leads to a real success, with a return of more
than 50x.

There is no rational and statistical reason to think
that business leaders can beat the venture capi-
tal industry. The success rate that leaders can
expect from transformative innovation will there-
fore be similar or even lower than that.

Too often, companies invest in one, two or three
ideas. These big projects will receive significant
funding and leadership support. It then becomes
impossible to stop them or make them change
course, even when all the signals point to a
future financial debacle.

To develop resilience, an organization must
be prepared to manage a portfolio with a large
volume of ideas and projects and accept high
"failure" rates. Leaders need to become comfor-
table with “killing” the vast majority of projects
along the way. “Killing” a project is not natu-
ral for most executives in large companies who
approach these types of decisions with the
reflexes of the exploit world. But it is a necessary
shift to allow the innovation portfolio to produce
much better outcomes.

In conclusion, and to answer the central question
of this book, three key ideas could enable Euro-
pean business leaders to unleash the transforma-
tive innovation potential of their organizations:
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a. Understand the difference in nature between
exploration and exploitation, and switch to an
exploration mindset,

b. Understand the different types of innovation,
and balance investments in these different types
of innovation,

c. Understand that, in order to achieve more
transformative innovation, you need to bring
more volume into your innovation portfolio.
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Role of Bpifrance

The mission of Bpifrance is to support all kinds
of companies, from the very young businesses
to the large group. As the implementation part
of the government, we have a mission of general
interest which is to support the economy through
supporting companies. We always act in collabo-
ration with the financing and investment private
ecosystem, in an advised manner.

Regarding financial banking, our activity often
consists in counter-guaranteeing banks or to
intervening in the financing alongside other
banks. Generally speaking, we are there to pro-
vide leverage, to enable companies to increase
their borrowing capacity.

For investments, it's the same idea, we're always
co-investing with other private funds, we never
do a round where we're alone and generally
don't allow ourselves to finance more than half
of the round. This ensures that our investment
decisions are always entirely based on financial
considerations.

Comparison between funding programs in
France and in the United States

In the United States, there are government pro-
grams to help certain research areas. These
areas are often very specific and sectorial. They
are also linked to questions of national defense
and to whether or not the State decides that
there is a particular need. At Bpifrance, we
sometimes have this approach, particularly in
regard to R&D programs. For example, from the
State budget, Bpifrance is managing projects
with a mix of grants and repayable loans in the
event of success for selected companies working
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on Covid19 related issues. In this type of early
stage programs, Bpifrance asks for collabora-
tions between an academic laboratory, startups
and a large company around a specific subject.

What is powerful in the United States is that they
are able of pouring a lot of money over many
years on a very precise subject matter. In France,
we use either a general seeding logic, as it is the
case with innovation aid for business creation, or
dedicated help on a specific subject. In this case,
we have several criteria of selection such as the
quality of the technology, the size and perspec-
tive of the targeted market, the quality of mana-
gement, its experience and ability to carry out
projects of growth.

| do not believe that the United States or other
European countries use similar dual approaches
except in Germany with the KfW, similar to
Bpifrance in some of its mission. In some other
parts of Europe like in certain Scandinavian
countries, we can find very structured ecosys-
tems around innovation between large compa-
nies helping and supporting younger ones.

Direct and indirect investments in companies

As for investments, we invest in the companies
both directly and indirectly, in a very coordinate
way. Nevertheless, our main investment activity
is the Fund of Fund one, larger than our direct
capacity.

Many years ago, the French state developed
mostly a systemic effort via an indirect approach
(through Caisse des Dep6dts and its subsidiaries
by way of fund of funds activity).. After the finan-
cial crisis of 2008, the government wanted to
implement a tool that would allow direct invest-
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ments in a very quick and proactive way initially
with a sovereigntist vision "; that would protect
French companies from potential foreign “preda-
tion” This was one of the missions of the French
Strategic Investment fund (FSI). This fund was
also built to act much faster by investing directly,
in a context of economic crisis.

Public funds vs. private funds

When we created Large Venture, the fund that |
currently lead in Bpifrance, it was with the objec-
tive to finance late stage tech startups in their
acceleration of growth. | am a former capital mar-
kets banker and at the time of the Lehman crisis,
| had noticed that there were companies with a
fairly risky profile listed on the stock market that

had lost the ability to have long term investors
who could help them develop over several years.
In the scope of Large Venture, it was important to
be able to invest in either private or already listed
companies.

However, in France, historically, there is a strong
split between private equity and the public
equity without the link made by crossover funds
between venture capital and capital markets.
The main reason is that the LP’s (fund subscri-
bers) prefer to invest in very focus asset/fund
dedicated. Another reason is based on the idea
that venture is risky, and once on the market, the
company has a completely different risk profile
and become liquid, which isn’t automatically true
in the case of Tech or biotech companies looking
for public money even though their risk profile is
still high

Internationalization of funds
At Bpifrance, we have an approach where what
we do directly and indirectly is always done in

coordination. At the stage where | am interested
in companies, they either have started going
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international or it is one of their main develop-
ment goals to do so. To conquer new markets, it
is extremely important for these companies to be
able to attract international funding. In this way,
it is important for us to be able to attract the best

international funds as co-investors, which is one
of the ways of increasing France's attractiveness
and attracting capital.

Bpifrance & the European Investment Bank

Europe has already launched a few years ago
ways to finance directly tech companies via
the European Investment Bank (EIB), with debt
financing for relatively large amounts and long-
term amortization. What is original with EIB loans
is that they consist in large amounts for scale-
ups that, at the time they subscribe to the loan,
do not necessarily have the capacity to repay but
reach it at the end of the term. The next step for
the EIB might be direct investment in the capital
of the companies By doing so, the EIB would be
moving closer to the approach implemented by
Bpifrance.
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Having worked with Schlumberger for more than
22 years, Pierre Ferron has a strong experience
as an engineer and manager working on inno-
vation. As part of this exchange, he gives us an
overview of their internal innovation programs
and their collaboration with other companies. In
addition, he shares with us his perception of the
differences between the French, American and
Chinese innovation cultures.

Collaboration system between Schlumberger,
universities, and schools

Traditionally, there are several areas and types of
interactions with our partners.

If we take the example of schools, we collabo-
rate rather on long-term themes. We are as much
in contact with schools in the local ecosystem,
such as the University of Montpellier, as at the
national level with CentraleSupelec, etc. Since
our core business is software and geoscience,
we also work with schools more targeted in these
areas. With some of these schools, we also carry
out corporate projects. We have our own inno-
vation subjects developed internally, and cer-
tain aspects of these subjects will be submitted
to the schools. The students will work on these
topics in supervised groups over 6 months and
then submit the results to us. In those case, it's
not just about innovation, there's also the recruit-
ment aspect, of course.

Interest and method for working with startups

Within the framework of the Revitalization Plan
for the territory, in Montpellier, whose objective is
to create jobs locally, we have provided our sup-
port to local authorities to develop relevant initia-
tives, in the support of startups for instance. Our
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involvement is relatively limited, in order to pre-
serve the independence of the companies.

On the one hand this allows us to comply with
the revitalization objectives. On the other hand,
we strengthen the links with the local ecosys-
tem. We could thus potentially identify a techno-
logy or a solution that could be adaptable to our
solutions. We don't try to influence the startup
towards what we need, but rather to see if what it
develops can be used as is or with modifications
for our issues.

There are indeed possible difficulties in working
with startups, which we have to be aware of.
They are quite fragile, so trying to divert the star-
tup from its main objective to work for a big com-
pany can often prove to be fatal for the startup.

However, there are several examples of success.
The entity for which | work for Schlumberger is
the result of the takeover of a startup in Montpel-
lier. We have a successful example of a 30-per-
son-startup that has become one of the crown
jewels of the oil and gas software market.

Startup acquisition strategy

A large majority of our software innovation at
Schlumberger has been through acquisitions.
There is often an aspect of complementarity in
the sense that we will identify a startup that is
already well formed with 20-30 people, establi-
shed customers and some profitability. What it
brings is its solution and its talents. What we can
bring is the international footprint and the sales
network.

Indeed, the scale-up for the startup is going to
be very fast. In our case, we went directly from a
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startup that employed 30 people to a company
that had more than 150.

Role of large companies in scaling up startups

A company's ability to help a startup to scale
depends on the structure and culture of the com-
pany. Schlumberger has a very open and interna-
tional culture and is therefore flexible by nature.
We have acquired numerous startups, one of
them coming a unicorn, others being more in
focused but still very profitable markets.

It is this flexibility that a company needs in order
to work with startups. Some large groups are
therefore having difficulties. That said, we also
see other companies in our sector, like Total,
which are very successful in supporting startups.

Ecosystem of cooperation between large
groups

We are lucky to have a few large companies
around us in Montpellier. We are on a campus
with IBM, with whom we are starting some ini-
tiatives. The relationship between Schlumber-
ger and IBM is unambiguous because we could
naturally be their customer. There is no notion of
competition. We have also relied on another local
organization: Digital113, which connects the
main players in the digital field in the Occitanie
region. This is what allows us to share knowledge
and best practices on innovation. This opens the
whole panorama of innovation through the eco-
system externally. We likewise have an innova-
tion center in California, with strong long-term
relationships with Google and Microsoft, to name
a few.

Bringing internal innovation to life: Innovation
Program

First, we have our own in-house (partly incre-
mental) innovation system for product impro-
vement. We have a small on-site Research and
Development group that allows us to explore new
solutions for our products. Then, we also have
an in-house program dedicated to innovation
for the whole center. It was decided three years
ago to build this program internally over one
week every quarter. Engineers can self-orga-
nize by blocking this week to define the project
they want to work on with the tools they need.
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The only constraint is that they have to present
their project in a 3- to 5-minute pitch at the end
of the five working days. We also have a platform
on which all employees can vote for the projects
they like. People registered on this platform have
the possibility to buy shares on projects with vir-
tual money (inCoins).

During these innovation weeks, we will also have
some small teams working on things related
to sustainability or CSR. They can then inter-
vene in schools to promote scientific careers,
for example. Some teams will use these weeks
to improve their skills and work on a technology
they haven't had the opportunity to learn about
and improve their knowledge.

This program is a motivational tool for the teams,
and it is also a very flexible mechanism to be able
to collaborate with entities both internally and
externally. We have fantastic brains with fabu-
lous ideas. This aspect of flexibility ensures that
we never dismiss the ideas that emerge. It's up
to the idea leader to develop it and then create
a team.

In the first year, we had a high participation rate
of 50 to 60%, which dropped to 25% last year.
Engineers have to juggle with project priorities
and the innovation week which mobilizes teams.
You must also be able to work with people in the
business lines to show the value the projects
provide.

=
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Managing innovation internally

Depending on the teams, the initiatives will be
integrated in the medium term, often a year and
a half later. There is often the possibility of using
an element that will have been de-risked. The
challenge to making the program a great suc-
cess is to develop new, innovative and disruptive
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solutions. To do this, you need to work jointly with
the marketing teams and give them the ability to
make the teams dream and lead them to relevant
business ideas to develop. | now try to work in a
broader dimension than the center, by involving
the employees on the Business Units side. This
allows me to achieve something well formulated.
It is still under study, and it is at this level that the
sustainability of this initiative will be decided.

Comparison of French, American and Chinese
innovation cultures

France's great strength is that everyone has
ideas. There is a flowering of disruptive, critical
ideas, contrasting with the Chinese culture for
example, which favors a priori more cohesion and
group culture. But France's hindrance in relation
to China is the fact that we have to successfully
work together in the long term. China has the
capacity to advance excessively quickly once
consensus is established. In France, we some-
times tend to make things unnecessarily complex.

In China, there are more imperfect things to be
satisfied with, unlike the French culture of per-
fection. The latter makes it difficult to present a
product that is not of sufficient completeness. As
a result, we are going to have difficulty convin-
cing the teams by telling them: "it's very imper-
fect what you've done, but it's enough to grab
the market" The teams will sometimes be reluc-
tant, with additional fear. This is quite astoni-
shing, given the French social system and the
ability to get help for startups, with the "safety
net" that is there to catch us. | think we have a
certain amount of risk adversity in France.

The differences in leadership are also clear. In
China, leadership is based on the acceptance
of a leader designated for his skills and allowing
harmony. It will create a natural group effect. |
think France has a more individualistic and cri-
tical model.

As for the United States, the culture of lea-
dership is naturally inculcated through educa-
tion. It is very important for children in activities
to be the leader. This is how "natural leaders" will
emerge and let their energy and passion express
itself. Even without an important role, they will
express this leadership. In French culture, we are
more egalitarian.
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There are also other cultural habits such as the
Scandinavian model. They are going to be rela-
tively innovative and more based on autonomy
and independence, not taking much into account
authority. We are going to find a more pragmatic
innovation system focused on specific themes.

Origin of scale-up difficulties in France

| think that we have in France a very abundant
innovation environment, rich and supported by
a valuable education and an excellent research
environment. But it's difficult to scale for star-
tups, because it's less in the French culture to
take that risk. We're going to have difficulty fin-
ding a "scale up" strategy through investment.
And, on the other hand, large groups that have
their own research centers, their own methods,
will find it difficult to accept what has been
invented elsewhere.
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In 2016, Schlumberger acquired Novatek, a
company specialized in synthetic diamond tech-

nology. This experience highlights the possibili-
ties and challenges created by collaborations
between different types of actors in the innova-
tion ecosystem.

Financing Novatek within Schlumberger

We are an internal startup, so | have to touch a
little bit on financing. We are currently financed
by Schlumberger and have internal R&D money.
When Schlumberger purchased NovaTek it was
agreed that it would provide a certain level of
funding for 5 years. But we are coming to the end
of these five years and because of the difficult
oilfield climate that we've been going through,
we are trying to figure out how Schlumberger will
continue to finance the NovaTek. It represents a
real challenge.

Lifecycle Management Process VS Innovative
Group: how to make two models work together

Right now, Schlumberger is much more focused
on digital innovation, rather than hardware inno-
vation and research. My group is supposed
to work on what engineering groups and the
research groups used to focus on. We don't do
fundamental research, but we do innovation. And
there is always a cultural mismatch between an
innovative group that is trying to move very fast,
and an engineering group.

The idea is that an innovative group is trying to
demonstrate value early. In the software world,
this is the Agile model. You're trying to get mini-
mum viable products out in front of customers as
early as possible, whatever the product is, with
enough features to see if the customer is inte-
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rested and excited. That's our model at NovaTek.
In Schlumberger, engineering follows the lifecy-
cle management processes, the LMS. That pro-
cess is primarily focused on retiring the risk, on
building reliability into a tool or a product as early
as possible.

These are two slightly conflicted models: One
that wants to get a product out and just see if it
brings value and if customers are interested, and
the other that is more cautious and more inte-
rested in retiring risks before the product goes
out. In the case of NovaTek it represents a funda-
mental cultural challenge.

Indeed, I'd like to have the opportunity to opti-
mize that in Schlumberger. We just want to dial
one model up a little bit and dial the other one
down a little bit. It doesn't have to be black and
white, but a little bit less risk averse, and a little
bit more sensitive to the needs of the market.

Traditionally, when Schlumberger developed log-
ging and drilling tools they would have to work
anywhere in the world. But in order to do that,
you can well imagine there is an emphasis on
reliability, quality, supply chain, and scalability. All
of that is very important. But another approach
would be to develop a technology that's more
specifically fit for or adapted to a given area. And
ideally develop it faster and test it faster in that
specific basin. Once it's taken off from that base,
we will perhaps begin to adapt it as necessary for
other basins or for the rest of the world. | would
say this is something we haven't really started to
do. And one of the future prospects for NovaTek,
would be to serve the North America land basin
and try this rapid engineering more focused on
that specific area.
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De-risking disruption in a market

Right now at Schlumberger, everyone up to the
CEO talks about one specific project. It is called
NeoSteer and it's a new steerable drilling tech-
nology. It has just been commercialized and it's
the latest and greatest. The questions my group
is working on is the following: how much appe-
tite is there to start scaling up? In other words,
are our client interested, to see us do something
even better? The issue is that we may disrupt a
market that we just succeeded on. So, how do
we continue to move quickly while reducing risk?

In our group we typically don't industrialize the
product. We would build a prototype, and it would
be up to another Schlumberger center to do the
industrialization. We've been doing formal design
reviews with the centers in the UK, and Houston,
who have the expertise to industrialize this kind
of product. And we're trying to take their exper-
tise as much and early as we can and use them
to help us derisk what we're doing. But of course,
while not slow things down.

The innovation culture and its relation to
process

One thing | see, is that Schlumberger thinks of
ourselves as an Innovation Center, a concept
incubator. When | came to NovaTek, and before
Schlumberger purchased NovaTek, there were
people who said: “Look at this company, it's
moving so fast, they do things so quickly. If we
buy it, it will be better than all of the Schlumber-
ger engineering and manufacturing” That is a big
mistake. If you try to use the internal startup to
develop full and complete product quickly, you
will run into the problems of reliability, availability
and a lack of supply chain, because you haven't
followed that kind of process.

NovaTek was initially independent, and when
purchased it became my job to do a light touch
integration. What I've tried to do is bring all of
the benefits of being part of Schlumberger while
minimizing the risk of being in Schlumberger. We
have community practice, online databases with
documentation of all of the products and tools,
we have central technology groups with exper-
tise or material in electronics, etc. It's been very
interesting to give a dozen engineers in NovaTek
full access to all of that but not applying the bur-
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den of the lifecycle management process. It has
been interesting and challenging.

David Hall, the founder of NovaTek, has created
the innovation culture organically over many
years. It's hard to encapsulate it but one of the
key elements of the process is called a “No
excuses culture” Any potential impediment to
go quickly has been removed. Engineers are not
worried about budget. They have access to an
internal machine shop, so they could go and give
a drawing to a machinist in the same building and
have someone make their art. They have a real
credit card that they can use by anything they
want to try to make a project go faster. They have
onsite facilities. Typically, we have an idea and
you turn it into a concept.

How and why to “ Fail fast, fail cheap”

Failure is a good thing, it is a learning experience.
We call our process “Fail fast, fail cheap” You
might say iterate fast, iterate cheap. In Novatek,
when we have an idea we build a prototype and
we then iterate very quickly. The idea is that we
are looking at value and risk together. No mat-
ter how many times this idea isn't going to work,
we could kill it very quickly or turn it around. If it
doesn't work for this purpose, it might work for
this other purpose. We are able to do that very
quickly because we haven't created a project in a
system, we haven't named a project manager, we
haven't allocated a specific budget. Things just
happen quickly. We typically do quarterly reviews
with management. I'm sure the managers enjoy
visiting because every time they come, they see
something new and different. Because thisison a
quarterly basis, not on a yearly basis. That kind of
rapid progress is really at the heart of what we do.
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The French system, a high-risk tax system for

investors

With 30% flat tax on exits, French system is
neither good nor bad in terms of taxation. Indeed,
in France we have chosen a social system that is
not free for those who finance it and that is free
or cheap for those who benefit from it. To com-
pletely abolish taxes would therefore not make
sense. on the other hand When taxes are puni-
tive, that is to say when they exceed 30% on
capital gains, it's too much.

However, the real challenge today is the risk one
bears when one invests a part of one's own capi-
tal. As an individual, if | put 100,000 euros in a
company or group of companies, money that |
have earned and paid taxes on, | take the risk of
losing it all. Yet, in many countries, such as the
United States, there is a way to deduct these
losses from taxable income: if | earn 100,000
euros on which | have paid taxes and then lose
it, then, the next 100,000 euros that | earn, as
compensation, | will deduct my losses and not
pay taxes on it. This principle should be genera-
lized in order to say that the tax advantage does
not help me invest but rather reduces my losses
by compensating partly them with a decrease on
future taxes.

Tax harmonization is also needed for employ-
ment and stock options. It is necessary that the
employees based in Paris of a European company
can have stock options from this given company
with a favorable tax treatment. The same should
apply to French companies with employees in
other European countries. Startups should be
able to have a European passport so that all
employees can benefit from stock option laws
that are advantageous regardless of the parent
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company and/or country. It would be good to
extend this principle to OECD countries in order
to create a shared culture of stock options and to
avoid that the law of the strongest, where each
country has its own vision of how to tax stock
options, prevails as it does currently.

Investment funds and skills: major assets of the
United States

The investment funds that invest on the Euro-
pean stock exchange are traditional funds where
one finds very little expertise and very little
understanding of tech. This leads to a much
lower liquidity than in the United States and the
valuations that are offered are consequently
much lower. Therefore, there is no interest of
tech companies to go public in Europe because
there is tens of times more money and expertise
in Wall Street than in Paris or London. This is due
to both a problem of investor culture but also
to the social costs that is enforced on compa-
nies, which prevents capital cities such as Paris
to match Wall Street salaries and bonuses. We
need to find a suitable impatriation regime, so
that people understand that paying for talent will
bring money back to the society in the mid/long
term. Expatriates have learnt a lot from abroad
and have often developed skills and expertise
that their country needs. It is necessary to bring
them back by relaxing the tax pressure.

Investing in the long run: an ecosystem to be
transformed

Half of the companies of the S&P500 did not
exist twenty years ago. In France, many the
CAC40 companies have been around for over a
hundred years, either from family empires or with
a long history of nationalizations and privatiza-
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tions. They are therefore companies managed by
hired managers and no longer by entrepreneurs
who own them. This problem is the same all over
Europe.

It is therefore necessary to create more entre-
preneurial companies that become platforms
for acquisition, to educate founders and inves-
tors and make sure that there is liquidity at all
levels. The goal is not to get acquired and then
disappear a few years later. It's to get people to
understand that t it is possible to have personal
wealth while continuing to invest and develop
your own company.

Likewise, companies must be buyable and
conform to international standards, investors
must be ready for this. There must be an entire
ecosystem with available entrepreneurs, avai-
lable funds, late stage funds who accept to
buy early stage funds out, founders able to sell
enough securities to be personally comfortable
and at the same time keep their company. It's a
whole ecosystem that needs to be transformed.

We need more of everything: not just money, but
an entire ecosystem that needs to be changed:
more ambitious entrepreneurs, more quality
employees, more international, more people
who speak many languages, more early stage
investors, more late stage investors, more
open-mindedness from each other and all in all, it
is a general progress. This has already changed
a lot in twenty years, but we must continue this
collective effort.

We need to move faster to create companies that
in twenty years will be worth billions and that are
capable of making acquisitions in hundreds of
millions on a regular basis in Europe and beyond.
We don't have enough of them, and this is due
to the lack of financial markets, but also to the
whole spectrum that needs to be aligned: from
the ambition of entrepreneurs, to the compa-
nies that need to be purchasable to international
standards, not without forgetting the financiers
who need to be willing and patient.

Imagine high quality managers in continen-
tal Europe and super entrepreneurs opening
businesses in Eastern Europe with a small local
market so they are wondering where to locate
their business, they will compare the best options
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such as France or the United States. If the cost of
setting up in Paris is the same as in the United
States, whereas in Paris no one speaks English,
and the conditions to go abroad are not pre-
sent, they will prefer to set themselves up in
the United States. Everyone can only agree! On
the contrary, if they realize that in Paris, within
the Eurozone, where there is no need for a visa
(which is a considerable advantage in a world
where borders are closing), with sufficient funds
available to fuel an aggressive growth and the
conditions for impatriation are welcoming, then,
it becomes a very interesting option for them to
look into and invest in.

The startup visa: a solution to overcome the
lack of harmonization at the European level

One of the important topics is that mobility in
Europe is quite difficult. And this is because of
languages, career paths, work laws that are not
harmonized across the union. Europe will move
forward if it harmonizes a little more, in terms
of education, for example, where there is now a

similar system across all European countries with
the License/Bachelor, Master, and PhD system.

In the United States, the system is much more
harmonized, there is no radical difference from
one state to another. The parameters may be
different but the formula remains the same. In

128



other words, there are local specificities within a
unified system. Anything that goes towards har-
monization will promote the movement of people,
which will make the single market possible.

The startup visa is a solution that could avoid
the differences in legislation when you are an
employee or a company. This visa would allow
you to derogate from certain local tax laws. It
could be issued by structures such as Bpifrance
on the basis of criteria defined by the concerned
States that have signed a convention relating to
these contracts. In other words, the aim is not to
change the taxation of states but to create visas
that transgress national specificities.
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Addressing the European market

It is true that Europe is not a single market but
several fragmented markets. However, if we look
at Europe a little differently, we have a market
that is very easy to address for France, Germany,
Italy, Spain and Belgium, which together account
for more than half of the population of the United
States. Moreover, these territories are very close
and have been working together for a long time.
Europe is therefore complex to approach in its
entirety, but if you take just a few countries, you
can address a European market in just a few
moments.

The notion of platform in Europe

In Europe, we notice a lack of understanding of
what a platform is: we have some like Le Bon
Coin, but we don't know exactly what it is. The
platform logic is not used because companies
want to offer targeted services. Yet Big GAFAM
work so well because they bundled multiple ser-
vices together. If there is a logic, it's this ability
to add other services to a place where people
are already coming together for a service. Euro-
peans have a total aversion to this type of pro-
cess because they feel it's not focused enough.

On the other hand, European regulators cannot
afford to have platforms that monopolize the
market, hence the complexity of the dialogue
between large and small platforms. We there-
fore need strong regulation on the American
side that allows others to grow. Logic wants that
Europeans can continue to produce services and
goods that are in competition with giants.

Finally, we need serious people who can manage
the platform as it takes off. In the United States,
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they trust the tech people who are supported
with investments and financial power.

The notion of risk

Europe has enormous capacities, good scienti-
fic capabilities and investment capacities but it
refuses to take risks. If a European invests in a
company, he or she prefers to resell it than try
an IPO exit, unlike an American. If we take the
example of Snapchat, they refused billions from
Facebook to do an IPO. Which European com-
pany would have done that?

We also need a lot more trust among entrepre-
neurs, and long-term trust. Having investors who
continue to support entrepreneurs is something
that exists in the United States and that must
exist in Europe.

Finally, today, in the U.S., falling doesn't bring
down the whole company, because the value
of the company resides in its team including
its engineers. The company can therefore qui-
ckly be bought out by a company in the same
sector, and investors will continue to grow from
company to company by recovering all their
assets that are already pooled. In Europe, if the
business collapses, everything is scattered and
has to be rebuilt.
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Innovating at Bouygues

There is a great diversity of professions at Bou-
ygues. Indeed, we have five branches, three of
which are in construction and two in media and
telecoms. For each branch, there is an R&D
branch and an innovation branch.

We also have two monitoring offices that are
constantly updated on sectors of interest to Bou-
ygues. One is in Asia to observe how economies
are recovering and to get a glimpse of what can
be expected tomorrow in a context of European
recovery; the other is in the United States.

We have also established links with several uni-
versities such as the Massachusetts Institute of
Technology (MIT), which allows for strong contact
with the R&D and innovation ecosystems.

Christophe Lienard,
Group Bouygues

Innovation Director

We are also present in think-tanks that are often
co-created, such as Futura mobility, a think-
tank on mobility involving the SNCF, Aéroports
de Paris, Alstom, Safran, Airliquide and Keolis.
Thanks to this think-tank, we have been able to
produce white papers with our proposals and
focus on the future of mobility, as well as imagine
scenarios for the future of companies.

In 2019, we have also designed a project on the
integration of mobility and buildings, having rea-
lized that one cannot go without the other: in
fact, the carbon footprint of mobility represents
27% of our total carbon footprint, and that of
our homes and offices accounts for 27%. The
two added together therefore account for more
than half of our total carbon footprint. The aim is
therefore to build the schemes of the future on
the integration of mobility and building, which
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we are working on in collaboration with Renaud,
Michelin, Saint-Gobain and Enedis.

We have also set up five investment funds, cor-
responding to the five business lines at Bou-
ygues, which invest in startups to help them get
off the ground.

We designed a program called "Innovating as a
startup", through which we trained 450 people in
entrepreneurship.

Finally, we are experimenting with an Econo-
mic Interest Grouping (EIG) in which we come
to incubate projects by protecting them from
the adversity of a large group. To do this, we put
forward a project by a jury made up of members
of the Action tank group, then this project is
incubated for six months in the maturing phase
before going back to the jury.

Collaborating between leaders of large groups
and sharing the value of innovation

As far as collaboration is concerned, we are gra-
dually opening up to other large companies. This
has been the case, for example, with the smart
cities project that we have implemented in Dijon
in collaboration with Capgemini, Suez and EDF,
which has been a success. This shows that a
company cannot build the city of the future on its
own. The ecosystem is a key notion.

Fostering ecosystems in Europe

An ecosystem begins with a small circle. This
is the example of the Futura mobility project, a
Safran initiative, where Safran alone invented a
system for the professions of the future, before
closing it down. This initiative was reopened
during a meeting with Gérard Feldzer, (engineer
and airline pilot, consultant and popularizer in
aeronautics, transportation and the environ-
ment, editor's note), for whom mobility was an
important issue. We started to build the project
on a very intimate level with very regular mee-
tings of seven-eight people every month for a
year, the aim being to get to know each other
well and establish a high level of trust without
any direct stakes before tackling the more com-
plex business issues. The goal of creating Euro-
pean links was therefore an indirect objective.
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The Silicon Valley, a model of innovation to be
reproduced in Europe / Comparison of eco-
systems in the United States and Europe

If we compare France and the United States in
terms of innovation, | would say that in the United
States, the notion of risk-taking is more present:
we invest in ten projects and maybe only two will
come out. In France and Europe, there is less of
a habit of "watering" several projects at the same
time and a certain fear of failure.

Innovation at the service of economic recovery

Building a European eco-system should not be a
goal in itself. | wouldn't get much attention in a
group if | said that the goal is to develop an eco-
system. On the other hand, if | say that the goal
is to develop a system that will allow us to be lea-
ders in the smart city, to go faster, to be better...
it works! Disruptive innovation will be frowned
upon for a long time to come, and pre-cri-
sis rhetoric will have to evolve. "Operational",
"concrete’, "providing solutions in times of crisis"
and "speed" are the new key words. To sum up,
innovation must be at the service of economic
recovery.

Innovation and the role of the State

| don't think we should wait for the State to give
us a great cause. However, the State can help
once the initiative is launched by promoting
cases and places where it is easier to experiment.

Innovation, the fruit of chance?

Innovation is the fruit of a controlled chance.
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Exploring before executing

We often see the same problem when it comes
to entrepreneurs starting a project: there is a gap
between where he thinks he is and where his pro-
ject really is. This translates into the entrepre-
neur's startup pitch, which is often focused on
the execution of the project when it should be
focused on the exploration challenge. The rea-
son behind this is the will, through a pitch, to per-
suade and convince his potential investor that he
knows where we he is going. However, the reality
of an entrepreneur who launches out is that he
doesn't know where he is going, and he has no
real way of knowing since he is at the beginning
of an exploratory adventure. But there is this
rhetorical bias that is linked to the idea that you
have to convince, and that to convince you have
to reassure, and that to reassure you have to tell
the listener that you know exactly where you are
going and what you are going to do.

A pitch concretely consists of three things: the
first is to confirm the opportunity by charac-
terizing the problem that | am going to try to
address, the second is to confirm that this pro-
blem is going to become a market and to cha-
racterize this market, that is to say to define who
is going to buy among those who have the pro-
blem that | am addressing; finally, it is necessary
to confirm my ability to execute by recruiting my
first customers for example, by starting to deve-
lop the necessary technologies. It is through this
step that | will begin to explore the fundamentals
of the operating model and find out whether | will
be able to buy the component and the materials,
manufacture, distribute, market and maintain my
product or my offer.
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The challenge of the initial exploration is to
identify and characterize these questions at the
beginning by accepting that | don't know the
right answers at the beginning but that | will know
them as | go along: this is what | will try to convey
in my initial pitch. 99% of the cases are wrong
because there is this psychological bias towards
execution instead of exploration. And one can
find this again later when the entrepreneur
leaves the exploration phase to start developing.

| call this phase the organizational emergence
where the entrepreneur is going to set the funda-
mentals of his organization, see his management
level emerge, set the culture of his organization,
codify the meaning and optimize the exploitation.
The entrepreneur who is in this phase often sees
himself in the scale-up phase and the figures
tend to prove him right because he is already in
a trend of rapid growth and has already started
to open a few international offices. But it's sim-
ply to learn at scale 1 what he’s going to do at
scale 10 during the scale-up phase. And one of
the manifestations of this is that often the entre-
preneur will look for experienced people when
it's not the right time. You first need generalists
who are able to find the right model, the right
organization before calling on the specialist you
will need when you are at the scale-up scale. The
entrepreneur is always out of phase: while he has
to explore, he sees himself executing, and while
he is setting up his organization, he sees himself
growing rapidly.
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Experimenting like a scientist in his laboratory

The only methodology is to experiment and have
hypotheses at the beginning while remembering
that | don't know which one is the right one. One
has to deal with its project and its different sets
of hypotheses, it's a permanent trial and error
process in which I'm going to organize myself
progressively through methodologies. It is a lear-
ning process like the scientist in his laboratory.
An experiment that doesn't work is a gateway to
a new set of hypotheses.

| think that failure is not the right lens to look at
the state of mind of the entrepreneur because
failure is simply the result of a cycle of explo-
ration that must include failures, and then go
beyond it. Sometimes what seems to be a detail
can have a big impact in terms of reaction and
test results. At the time I'm testing | am not able
to distinguish the relevant from the irrelevant, the
variables that are the right ones, so | have to try
to vary the tests as much as possible and consi-
der that the result of a test, whether positive or
negative, is only an event in the exploration pro-
cess: what is not relevant right away may be rele-
vant later. So, in the work of the entrepreneur
there is also this work of memorizing material
that | don't know what to do with today but that
may be useful tomorrow.
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The United States and China: models
of entrepreneurial culture

The two countries that succeed greatly are the
United States and China. Interestingly, these two
countries have the same entrepreneurial culture
with the ability to move forward quickly, to be
fearless, to think big and to have that business
pragmatism of saying that everyone is at the ser-
vice of the project and that the project is at the
service of its market. And this is a real differen-
tiator because the entrepreneur who is at the
service of his project and who is aware that his
project is at the service of the market will be
much more easily inclined to make things evolve
and to question himself in his role. Often, one
of the painful conclusions of these mutations
between exploration, organizational emergence
and scale-up is that the entrepreneur who was
the good commando leader, the good leader in
the first phase, has difficulty transforming him-
self into an entrepreneur because he has to learn
to recruit, to delegate while he likes to experi-
ment. The pragmatism found in the United States
and in China makes it easier and quicker for the
entrepreneur to negotiate and therefore question
his role, which will allow him to move forward.

It is therefore necessary, from a very young age,
to instill this intellectual flexibility which consists
in understanding that the skills | acquired at 20
will probably be less useful to me at 25, and enti-
rely less relevant at 30. This perspective can be
difficult to acquire for someone who has succee-
ded academically. Our education system pro-
duces people who are academically very bright
but who have difficulty integrating the fact that
the world has changed. We need to have that
intellectual flexibility, get out of our comfort zone,
capture the unexpected. What characterizes the
explorer is that he acts and then reflects, which
is not the mental structure we are prepared for in
our institutions.
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In American institutions, there is this pragmatism
of analyzing everything with reference to the rea-
lity on the ground, what works and what doesn't
work. Very early on they learn to acquire this
talent of being able to navigate in the dark when
faced with problems that we do not understand.
It is a skill that is vital for entrepreneurs because
this is what they will do for 98% of their days. But
it is also true in most companies where acquired
positions are increasingly questioned. As smart
individuals understand that they don’t unders-
tand a problem, they will become healthier dea-
ling with those problems.

These teaching challenges start from the early
ages, to accept humility in the face of problems
as a factor of intelligence and efficiency in the
face of these same problems, and later consists
in understanding that the leader of the 80's is no
longer the leader of the 2020's who will tell you
where the world is going and what one is going
to do for the next ten years. It's someone who
is going to draw his credibility from other things
and who will be able to say: "l don't know exactly
where we're going but | know how we're going to
think about it and how we're going to progres-
sively move forward" But it is a totally different
form of leadership and it is a form of hierarchy
that must be assimilated with intellectual pos-
tures that are cultivated from a very young age.
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Collaboration: the key to innovation

A collaborative innovative initiative requires to
get a group of people, coming from different
backgrounds, to work together around a unifying
project, with the aim of achieving better, or fas-
ter, results as a group, than they would on a
stand-alone basis. A typical collaborative pro-
ject can traditionally be defined as a collabora-
tion between one or two large companies or mid-
caps, a few startups or SMEs and a few research
laboratories.

The French Research Tax Credit (CIR) works
quite well to fund public innovation. It provides
an individual grant, at a rather significant level,
to companies investing in research. It is avai-
lable to any company, does not require pitching
in front of any selection committee, which would
take a decision based upon various criteria. This
financial public funding is quite welcome as it
is necessary to direct corporate investments
towards research. However, it may not a strong
enough incentive to facilitate the set-up of colla-
borative projects when the aim is to create links
within an innovation ecosystem.

Competitiveness clusters can help the creation
of such collaborative projects within regional or
sectorial ecosystems. To ease that process, the
French Government has set up public funding
programmes. These schemes work fairly well,
but they remain quite limited in terms of number
of beneficiary entities, as they operate under a
selective logic.

The success of a collaborative project depends
on many parameters. One of them relates to the
way the underlying industry is structured: for ins-
tance, setting up collaborative projects in aero-
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nautics, which is a very structured sector, is quite
easy; it is also almost fine in the automotive or
naval sectors, which are both well engaged into
an efficient structuring process; it does not work
that well in the digital domain, which does not
respond to an industrial sector logic.

From my position at the CNRS, | realise that a
research laboratory can be hindered in its willin-
gness to collaborate with companies because of
cultural differences, notably those linked to time
management. The aim of an industrial company
is to put a product on the market as quickly as
possible. This ambition does not spontaneously
meet the way scientific research, which pursues
a general objective of developing knowledge; is
conducted.
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The strategic sector committees: a solution for
creating links

One way to facilitate the creation of collaborative
projects is to try to act at a sectorial level. It so
happens that, for the past several years, public
action has focused on structuring industrial sec-
tors through sector strategic committees, which
bring together companies, public authorities,
employee representatives and now representa-
tives of public research. These strategic sector
committees (CSF) are forums for exchange, whe-
rein priorities for the sector are defined and are
built into a coherent national industrial strategy.
By doing so, the CSFs make it possible to funnel
public funding towards projects directly embra-
cing these priorities.

The CNRS is involved in the discussions conduc-
ted all the CSFs level. This is a great way to pre-
sent our vision of the scientific developments
expected in the long term. This is also a great
way to feed the scientific community with the
long-term expectations coming from the market.
By discussing at CSFs level, we can approach
subjects from a less competitive angle. As
these exchanges take place between compa-
nies involved in the same value chain, they are
not focused on short-term competitive innova-
tions. They rather tend to define long-term orien-
tations, which be benefit the industry at large.
Within such a framework, it is easier for industry
and academic representatives to define concrete
proposals for collaborative projects. The CNRS is
currently involved in discussions with 4 primary
strategic sectors: automotive, energy, water and
electronics.

Some examples of collaboration

In the field of energy storage, the CNRS has
set up a network of exchanges between public
laboratories, that goes beyond the CNRS labo-
ratories. The aim is to pool research efforts in
this field, in liaison with companies. In the spe-
cific case of batteries, our research has led to
the development of a new battery technology:
sodium-ion batteries. The valorization of these
developments has taken the form of the creation
of a startup: Tiamat. Tiamat is partnering with
major corporations. They follow the startup clo-
sely, test its solutions, compare them with other
solutions currently available or under develop-
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ment, etc. These interactions challenge Tiamat,
while enabling it to improve and shift its pro-
duct development towards the needs of future
customers.

Some of the relationships established between

the CNRS and major industrial groups have been
ongoing for several decades. Beyond one-off
projects or responses to concrete and isolated
problems, we seek to develop structured rela-
tionships, such as joint laboratories. These enti-
ties are placed under a joint governance between
the CNRS and a company. They aim to conduct a
set of research projects, on a given theme. This is
the case, for example, of the Canopée joint labo-
ratory, which was recently established between
St Gobain, the University of Lorraine and the
CNRS. Canopée is dedicated to the study of
materials and "systems" under extreme tempe-
rature conditions, with the aim of reducing the
carbon footprint of high-temperature manufactu-
ring processes. In such a joint laboratory, CNRS
researchers and industrial researchers agree to
work together, over several years, to achieve the
scientific roadmap they have jointly defined.

Its takes two to collaborate

We have established more than 160 joint
research structures with companies. They are
often created out of a bilateral relationships,
established between two researchers, one
coming from a CNRS laboratory, the other one
coming from a company laboratory, who have
come to know and appreciate each other over
the years. They may have moved up in their res-
pective hierarchies and, from there, decide to
work and conduct research together.

One of our flagship joint laboratories is the
one that exists between the CNRS and Thales.
Albert Fert, the condensed matter physicist who
received the Nobel Prize in Physics for his work
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that gave rise to spintronics, is coming out of this
joint laboratory. At the origin of this laboratory,
we find strong personal relations established
between a research director and his counter-
part at Thomson CSF (which has since become
Thales). This joint laboratory was born out of this
relationship of trust. It has been working perfec-
tly well since 1995. The creation of the laboratory
did not come from a corporate desire. There are
many examples of this kind. We might be temp-
ted to conclude from this, that the best strategy
for building lasting relations between public and
private research is to encourage interpersonal
exchanges, by all possible means. These oppor-
tunities for encounters must be multiplied if we
want to create links.

One way of doing this is to encourage exchanges
of research personnel between public and private
sectors. If a public researcher works for 3 years
in a private laboratory, he/she will create strong
bonds, networks and knowledge, upon which he/
she will be able to rely later on, in order to create
structuring relationships. To spend some time in
a private company is also an opportunity for a
public researcher to be confronted to a different
cultural environment. In any case, it is an oppor-
tunity to break down preconceived notions about
objectives pursued by private research. This
cross-provision of research personnel is clearly
to be encouraged, but it remains rather limited
at this time.

Open and global research?

Science is widely open and the vast majority of
scientific publications are freely accessible to
everyone. This is a good thing, because scientific
progress is born from information and knowledge
exchange. One example is satellite data obtained
from EU-funded satellites. This data is not res-
tricted to EU researchers alone. It is accessible
to all. The aim is to promote the use of satellite
data, to make global use of it, thereby feeding
the global scientific community and devising
applications that will benefit everyone.

One might wrongly object that the patent sys-
tem contravenes this principle. The principle
of patents consists in making knowledge avai-
lable to the public (a patent is a public docu-
ment) in return for an exclusive right to exploit
this knowledge for a limited period of time which
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is granted to the inventor. We can therefore see
that the debate is about the conditions of exploi-
tation of the invention, but not about the disclo-
sure of the invention. The purpose of a patent is
not to conceal knowledge; the objective is indeed
the dissemination of information.

We are going through a major economic crisis,
following a health crisis. In this context, one can
understand the current policy, tinged with protec-
tionism, which aims at repatriating as many acti-
vities as possible at national or even European
level. However, | am not sure that this movement
can be applied uniformly. In particular, it would
be farfetched to apply this policy to research.
Research is global. It does not seem conceivable
to limit it to country borders, even European
ones. Researchers are driven by a global objec-
tive of developing scientific knowledge. They will
naturally seek to compare and exchange with
the best researchers worldwide, or go wherever
the means available to carry out their research
are the most important ones. From this point of
view, scientific research can be considered as
relatively free from geopolitical considerations.
| was quite surprised to see the importance of
the research relations that exist today between
France and China, reflecting the fact that China
has become a major player in the scientific field,
which it was not even 20 or 30 years ago. But
that is a different story!
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In France: numerous but difficult-to-access

innovation aids

When we wanted to reorient our company
towards Research & Development, | had to
convince my team that we needed to set up in
France and not in another European country.
First of all, | had to take on specific consultants
to guide me through the aids available within the
French administration.

The first thing that struck me was that we had a
very complete set of aids but that we were not
able to have a global vision of them without get-
ting lost. As a group of Americans who like prag-
matism and simple things, France does not speak
to us. Because France offers research tax cre-
dits, zero interest loans on a regional or Euro-
pean basis, but no concrete financial aid. In addi-
tion, this aid often excludes large groups.

| also followed the acquisition of a company
in Belgium by the group. The Wallonian fede-
ration rolled out the red carpet, adapted to the
size of our group by co-financing the investment
and making arrangements in line with European
regulations. However, when you look at the ove-
rall amount they can offer, it is certainly less than
what France can do. But in France, as the admi-
nistration is paralyzing because of its structural
rigidity, major investment opportunities are being
missed. Fortunately, | had the extraordinary
chance to meet the Prefect of Haute-Vienne,
who has gathered all the players around the
table to solicit them for the implementation of
my project. If he hadn't done so, | wouldn't have
been able to develop anything even with a per-
fect business case. This is due to a lack of visibi-
lity and a lack of understanding of our ability to
finance innovation.
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Large foreign companies excluded from innova-
tion grants

We can differentiate two types of innovation:

- Incoming innovation, which is the first to enter
the territory: when a company arrives and wants
to set up in the territory. This type of company is
easier to support because it is considered to be
starting from scratch.

- French companies that are already established
and have contacts at the highest level of the
State because of their extremely important posi-
tion on the territory.

However, when innovation is about making a
transformation, a reorientation and you are a
foreign group, it is more complicated. Indeed,
when you are an SME that is part of a large
American group listed on the New York stock
exchange, you don't fit into any box and you
can't access innovation aid.

In my opinion, this is not how we are going to
attract innovation to France. | think we need
a Franco-European questioning of financing.
Today there is an economic reality and if we want
to have the kind of multilateralism we advocate,
this must be concretized at the territorial level
through innovation aid.

In my case, to overcome these difficulties, | had
to knock on the right door, go and see the Pre-
fect of Haute-Vienne so that the State could sti-
mulate the administration. As soon as we passed
that stage and we got the State's approval,
the project was launched. Let's not wait! If we
must go through an exemption every time to do
something, it will be impossible to move forward.
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Lack of clarity in administrations: a Europe-

wide problem?

For an American group arriving in Europe, there
are so many variations in financing from one
country to another that it becomes extremely
complicated to know where to set up. This is to
our disadvantage in France because we tend
to have long-term aid: the research tax credit
(CIR), for example, extends over five or six years
and is ultimately more important than what the
other states will promise. However, since Ame-
ricans like readability, they tend to go to coun-
tries where aid is more direct, even if it is less
advantageous. I'm convinced that France has the
capacity and the aid programs but doesn't know
how to sell itself. France needs to sell more of its
capacities and its value.

The cause: an overly conceptual French
education system?

The financial and business culture is extremely
poor in France and more generally at the Euro-
pean level. | acquired my financial training in
England where | worked for five years. | did have
finance courses in engineering school in France,
but | didn't learn the basics. There is a lack of
pragmatism in France. We have an overly scho-
lastic vision of our approaches where we are ten
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thousand leagues away from the field. As far as
financial culture is concerned, we need to change
the way we look at this subject from a very young
age so that it can be considered in a more natural
way. This change of mindset will only happen if
there is an overall change at the State’s level. On
the other hand, young people must be oriented
more quickly so that they choose their specialty
earlier. We are moving in the right direction with
the recent reforms, but we are in a country of
inertia where change must be abrupt for it to be
accepted.

Nevertheless, there are advantages to our sys-
tem: we have a country that has a much stronger
levels of general culture than most other Euro-
pean countries, especially the Anglo-Saxons.
The French on average have a much better gene-
ral knowledge. Europe also succeeds in many
areas. For example, it is the number one deve-
loper of molecules derived from biotechnology,
ahead of China and the United States. But this is
not put at the forefront, because France does not
know how to sell itself, and thinks that success
must be hidden. France is also the 3rd country
in Europe in the development of molecules: it
has excellent researchers, but they don't have
this ability to create startups because they don't
have the right state of mind. Unfortunately, they
get bought out or get their idea stolen and they
don't go through with it, which explains why we
don't have many unicorns.

The notion of failure: France vs. the United
States

Nobody likes to lose, in any country, but the pro-
blem in France is that we consider failure to be
a loss. But failure does not necessarily mean
losing. | think that this nuance is extremely
important, and Americans are better at making
the difference. It is not because they fail that
they have lost. They take what they could have
done better and bounce back. Why does the
United States have so many great athletes com-
pared to France? Because they don't have the
same vision of failure. Failure is part of the game.
It comes back to the grading system at school in
France. Failure is something that should not be
repeated. This relationship to failure leads many
students to exclusion.



Is there a solution for better innovation in
France?

What is the solution? | can’t answer. In the United
States, all states do not offer the same support
for innovation. If Europe were to position itself
as an American federal state, which is not the
case, there would be variations, which would
create conflicts between the different states. If
we wanted to move in this direction, we would
move towards a business Europe in its entirety,
which plays the common card. But how can
we avoid attracting jealousy if some countries
attract more industries when the aid is the same
for all? Americans, if they can access the same
aid everywhere, will go where the labor is chea-
pest. This would imply a return to a social Europe
with a common minimum wage. Then we can try
to harmonize everything. But at this stage, going
beyond that seems extremely complicated to me
because there will necessarily be discriminatory
elements for each country regarding the entry of
an industry into the territory. If you need to do
large mechanics, you will go to Italy or Germany.
If you need to do research, you will go to France,
to cite these two examples.
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Evolution of the European innovation
ecosystem for startups

Advention is confronted with the question of
the European innovation ecosystem for star-
tups through its relationships with different
types of players: large groups, mid-sized com-
panies, startups as well as investors, on a wide
variety of subjects. It may be a large group
wishing to acquire a particular technology, or to
set up strategic partnerships. Advention is also
very active in strategic reviews in the context of
equity investments by private equity funds, and
sometimes also in fundraising for small startups.

The transition from a seed stage to a startup and
then to a scale-up is a real challenge for Europe
in general, and France in particular. On this sub-
ject, we have historically been associated with a
major initiative to raise funds for a very innova-
tive investment fund. This fund aimed to create
a new ecosystem in order to finance the emer-
gence of French and European scale-ups and
unicorns.

The aim was to create a scale-up fund for growth
companies, bringing the possibility to raise capi-
tal more easily and above all more massively,
because the major issue for these future scale-
ups is access to equity capital. We started from
the observation that, in the field of financing in
general, and startup innovation in particular, the
venture capital sector in Europe and in France
did not bring together enough players, and above
all the deals were too small (2 to 3 million euros)
to allow a real scale-up. Moreover, with too small
deals, it is much more difficult to be able to sur-
round yourself with value-added service provi-
ders because you cannot spend a too much of
this amount on these different advisors (lawyers,
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financial experts, strategic advice, etc.). There
is therefore a lack of scale effect that can easily
compromise the investment.

Fortunately, over the last ten years we have gra-
dually seen the creation in France and Europe of
new sources of funding that have made it pos-
sible to transform the world of funding into inno-
vation for startups. Today Europe and France
are finally starting to have richer ecosystems
that have nothing to do with what they had a few
years ago. The number of funds has evolved,
as has their professionalism. The amounts and
average tickets have progressed well. When we
started working on this project, we noticed that
there was a big gap between, the ecosystem of
startups that was just beginning to mature on the
one hand, and on the other hand, the ecosystem
of listed companies. Between these two worlds,
there was a real market gap corresponding to this
transition phase, and we saw this as a real blue
ocean from investors’ perspective, who were also
very active on both sides of this gap. Based on
this point of view, the United States has a much
more complete market in the different segments
of the financing game, which allows for end-to-
end support. In France, we had understood the
first brick, but the rest was and still remains an
issue to be dealt with.

Analysis of the causes of the market failure
concerning scale-ups

One of the reasons for this flaw is that the equity
market in France is very inefficient for capitaliza-
tions below one or two billion euros, and this is an
important issue that is still unresolved. The idea
therefore came up to create a fund in which ins-
titutional investors, and more precisely insurers,
would be associated. In fact, there are many pro-
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ducts to capture French savings, but these were
not well thought out, particularly among life and
pension insurers. In this universe, there are signi-
ficant sums that can be managed with low liqui-
dity and long duration, but which are managed
in a very - or even sometimes too - conserva-
tive manner. We were therefore looking to cap-
ture a small part of these funds in order to raise
them for investment in listed scale-up projects.
To consider tickets not for 2 to 3 million but for
50 to 100 million euros, or even more. One of the
funds that ended up doing this is Partech. They
were interested in this subject and they said "my
problem is that the companies I'll bring to a size
of 50 or 100 million euros in value, | won't have
the means in France and Europe to take them
to the next scale tomorrow " Our project there-
fore aimed to respond to this famous market fai-
lure, which is a lack of financing for real scale-up
constructions, which is what the United States
really has with the large venture.

Regulation

However, when it comes to the insurance uni-
verse, a first difficulty encountered in this sur-
vey was to be faced with an extremely regu-
lated universe with also behavioral aspects to
take into account: indeed, banks and insurance
companies are part of a system and work quite
well together, and as long as one does not move,
the others do not move either. The second dif-
ficulty encountered was all the rate constraints,
valuation methods and prudential ratios of insu-
rers, which are real constraints. We fought hard
to address these subjects in order to show that it
was possible to take them into account.

Seeing the future through private equity

If ten years ago the scale-up part in France and
in Europe was poor, fortunately things have
improved a little bit because some private equity
players - with the support of public authorities -
are increasing in terms of fundraising size, with
fundraising at 50-100-150, and ticket sizes rising
to 10-15 million. All this was unthinkable ten
years ago. Hopefully it will continue. | think it will,
because the technological dimension of many
solutions is a response to crises like the one we
are experiencing now.

Generally speaking, the role of private equity
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in financing the economy has been conside-
rably strengthened just about everywhere. In
the United States, the private equity market has
done very well because it has been a response
to the cumbersome nature of public markets,
which are now proving to be relatively unsuitable
because they are too cumbersome, costly and
transparent. Managers of listed companies lose
a lot of time in procedures and communication
management. Moreover, in France and in Europe
in general, many stock market performances
have proved unattractive. In this context, private
equity, on the contrary, provides the same funds,
but over much longer periods of time, although
paradoxically it has a poor image with the gene-
ral audience. In fact, these are players who really
want to work on value creation because they are
there for several years and want to double or
triple their investment in a structured way, inves-
ting over a longer period of time. Investors are
sensitive to this, they no longer want the stock
market to demand performance every quarter,
whereas sometimes certain subjects require lon-
ger periods of time. This is not new, but over the
last ten years it has accelerated on both sides of
the Atlantic.

With the current crisis, the world has become
even more unpredictable. Several CAC 40 com-
panies have declared that they no longer send
forward looking statements. When such large
groups no longer give forecasts because no one
is seeing clearly, you have an idea of the violence
of the context. Our private equity clients are for-
tunate that they are not asked what will happen
in the next quarter. Private equity is working very
differently in this crisis and is rolling up its slee-
ves. It is working on refinancing and strategic
changes to adapt to the new context.

Today, there is no longer enough proximity
work on the stock market. Funds like Amundi
or BlackRock, that buy half a billion of L'Oréal
shares, do not really work on what they invest
in: they mainly do stock picking and they do not
get involved, unlike private equity, where getting
involve and not just investing is an integral part
of the business, and it's much more interesting
for everyone.
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Challenges of the Euronext market and
specificities of successful companies on the
stock market

As part of the fund raising mentioned above,
we analyzed nearly one hundred IPOs that took
place on Euronext between 2011 and 2018, and
we noticed long-term performance levels. The
conclusion was implacable: 80% of the compa-
nies that had undergone IPOs on Euronext over
this period were below the IPO price: in other
words, it was a bloodbath! You had 80% of the
companies that after several years were worth
less than their IPO price. How can you make this
market credible, when during this same period
the CAC and Eurostox major stock exchanges
had performed well?

We draw three lessons, based on the 20% of
listed companies that had successfully comple-
ted their stock market performance: their IPO
price had been very reasonable, their mana-
gement had not over-promised and they had
always brought to the market the results they
had promised.

So this concerned a very marginal number of
companies that had really succeeded in crea-
ting value, and the stock market did not allow the
emergence of champions in the end. It is there-
fore essential to find lasting solutions to stren-
gthen the equity of these future French and
European scale-ups.
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Innovating, yes, but to what end?

It is very important in the world of innovation, to
never forget for whom you are innovating. “Tech-
nology for technology's sake” leads to ideas that
are not necessarily those that can be put on the
market. Defining the target audience, unders-
tanding the future user and analyzing customer
insight are the fundamental steps that must
accompany the innovation process. Because
today, if we don't respond to a real need, whether
it is latent, future or existing, we are not precise
enough in what we develop and we spend a lot of
time rebuilding our business model. | was working
at Philips when they developed the mp3 techno-
logy. At the same time, Apple launched the iPod.
Everybody told me: "Milena, it's not possible, we
are much better than them! "I said, "You know,
innovation is about meeting a need with a brand,
it's about understanding what the consumer
wants. At that time, consumers didn't want all
these complicated technologies for sound, they
just wanted a small battery to store their music
on. So in fact, when you compare this idea of the
mp3 which was very generic and the iPod which
was plugged in by Apple and well marketed, you
realize that you don't need to have the best tech-
nologies but just the technology to putitin a pro-
duct: this is what | call a value proposition.

| believe innovation is to understand the value
proposition. Today, I'm in a science park surroun-
ded by these young startups, all these technolo-
gies, Al and data engineers, all these people who
are the equivalent of Saclay, and the same thing
applies: if we don't see what will be done with the
technology we develop, or where we're taking
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the technology to find a positioning, we lose a lot
of time. That's why | believe very much in this tri-
partite approach where we position companies,
experiences, technology on one side and the
public sector or funding on the other.

Structuring your innovation

Today, we can no longer say that things take a
long time. We have moved into an accelerated
mode where we are experiencing a disruption in
this way of acquiring our skills, getting insights,
testing and learning quickly. We can no longer
justify not doing good customer insight because
"it takes time". Today, thanks to these new tech-
nologies, to all these ideas that have abounded
in startups, we can get insights quickly, we can
go out and test within 24 hours, so we have to
put people at the head of these innovations who
understand the importance of basing them on a
value proposition.

| think that among the success stories, some
of them were born out of a stroke of luck, but
most of them have been accompanied by a well-
controlled process. | am therefore convinced
that innovations should be led by people who
challenge the status quo. In large companies, we
need to challenge the status quo through trai-
ning, we also need to get sociologists to work, to
get all this new science to work, in order to fully
understand the consumer of tomorrow, in short:
to help put insights into music.
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Europe vs. the United States: market
or cultural differences?

Although the market is more complex in Europe

than in the United States, where we have a single
market, | think we should not exaggerate the
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cultural differences in Europe. We have a level
today as a European citizen, who is increasingly
homogeneous. Of course, there are markets in
which there is a specificity that depends on the
local level, such as the health market for exa-

mple, but | would say that when technology is

-~
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there to bring about a disruption or a better way
of life, we can no longer find the excuse to say
that we are a culturally complicated market.

The market is still complex in terms of regula-
tion though, but from a consumer perspective,
| think it's a false problem. Look at companies
like Blablacar, car sharing, mobility: apart from
the small local bias that you can have, these are
concepts that fit in all markets. Good insights
come and go across geography. The real stren-
gth is to be optimistic and to go and see how it
will work rather than why it won't work. And what
we learn most from America is that even when
things don't work, we find a way to make them
work. And maybe it's the cultural problem that
makes it less successful in Europe. We tell our-
selves that the others are different from one
European country to another, but Texans are
very different from Californians too. This is why
| approve Saclay's approach, where engineers,
salespeople, and companies work side by side
and where the government helps. | think these
are fantastic initiatives because they are the
beginning of the hub in which we will be able to
incubate innovations.

Coming together to innovate

| also commend the work that is being done at
French Tech and that allows people of different
nationalities who have the same passion for tech
to talk to each other. It is this movement, this
great ecosystem that is being created to win
together. And that's why | believe that Europe
today has a big card to play. It will come through
young people who see France, who see Holland
and who don't have all the cultural bias.

Moreover, what's wonderful in tech is that every-
thing is open source: when you find something,
you put it in the chats and another engineer
in another country can start from your idea. |
would say that it's this new generation that's
going to help us to make it possible for us to
work together, to make the cultural bias no lon-
ger exist. It is in this complementarity of forces
that we will be able to move forward, because the
engineer who does not have a good salesman,
may still have a beautiful product and develop it,
but he won’t necessarily sell it. Successful com-
panies are humble enough to think from the out-
set that they will need the other functions.
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Cooperation among foreigners is also important.
It will go through different levels of coopera-
tion. First of all, getting to know each other well,
that is, making the effort to meet each other, to
understand each other and to take the step of
saying that together we will go faster, together
we will do better. And therefore, to recognize
the needs of these different technologies thanks
to social networks, which create a community
of people who will be informed and be able to
connect with each other.

The secret is to go fast in the go to market. We're
not America, that's why we have to go fast when
we go from France to the Netherlands to Ger-
many to England... It's this geographic acce-
leration that we need. It can be done through
this informal but very strategic communication.
A "top idea" is going to be pushed, it must be
culturally relayed throughout Europe because it
will create opportunities. It’s thanks to this cultu-
ral tapestry that an innovation can be born, can
grow. | think that this ecosystem of people who
understand each other and help each other will
go faster than our regulations.

Big business: a responsibility in its own right?

There is an awareness and a responsibility on the
part of the people who are lucky enough to be
in large groups with important positions to help
the scale ups that will be the lungs of tomor-
row. And we’re not there yet. Today, when we are
small scale ups and we want to push the big door
of a large group, it's more complicated. Large
groups are still too afraid of risk. Americans do
it because it is more integrated in their culture to
take risks.

On the other hand, we must not forget that digi-
tal technology creates jobs, the jobs of tomor-
row! French tech accounted for 25% of hires last
year. We shouldn't ask ourselves questions, go
out and look for ideas, go international, find ways
to innovate. The disruption will come through
people who are better able to work with the tech
of tomorrow. We will have to work in this world.
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Gap between breakthrough innovation and
commercial outlet, France vs. United States

Compared to other countries, there is a grea-
ter gap in France between research, i.e. people
who create breakthrough innovation, and those
who find opportunities in the market. French
research is very powerful because it is done with
great depth, for many years, in an almost disinte-
rested and disconnected way from the business,
on subjects that seem to be peripheral but on
which we will find the most disruptive things.
However, the product’s shift towards business
applications is not immediate, therefore there is
not always a commercial outlet. This is the case
in many French companies, unlike in the United
States where research budgets and researchers
are much more aligned and with clearer perspec-
tives. A researcher meets an entrepreneur, and it
is the meeting between the two that will push a
new product to the market.

Deep tech: a tool for acceleration

France is an engineering country in spirit, where
technological innovation is valued much more
than commercial innovation. For a long time in
France, there were only deep-tech incubators
because low-tech was not considered innovative
enough and did not receive state subsidies. You
even had to "transform" your startup by adding a
bit of technology to get subsidies.

Deep-tech offers an interesting focus because
we are often in the lower layers of innovation,
where we have the most skills, where we can
more easily overcome regulations (driven by
the commercial side of innovation) and lan-
guage barriers (because these are often subjects
that go to the heart of the technology). We can
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cite several examples such as Algolia, a search
engine technology created by two Frenchmen,
Snowflake, or Criteo, a very disruptive startup
that has changed the face of advertising on the
web. These very disruptive startups became
international very quickly.

The French startups that accelerate the fastest
and the simplest are therefore those that focus
on a technology and not on the customer expe-
rience because they avoid some of the friction
found in low-tech.

Collaborating with startups when you are a
large corporation

In France, the culture of innovation has changed
a lot. A few years ago, corporations didn't know
how to work with startups. Indeed, large corpo-
rations are very controlled and standardized in
terms of reporting and consolidation of results,
focused on their efficiency, with an industrialized
operation, which is complicated when it comes
to working with startups because it calls into
question their functioning. In the event of a col-
laboration, either the startup is a tool that easily
adapts to these processes or it is something that
represents a future business for the company. In
this case, the whole company will do everything
to slow down the startup when it is bought, or
its collaboration when it is outside, which is very
hard. | think this pattern is repeated in France but
also in the United States. However, today, thanks
to open innovation, the acculturation to startups
has taken place and large corporations have
gained in maturity on these dimensions.
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Does Europe offer enough culture of innovation
to allow startups to develop?

As far as innovation is concerned, Europe has
caught up well in terms of culture and ability to
raise funds. Many tech entrepreneurs have suc-
ceeded, and continue to develop the innovation
ecosystem in France. However, when a critical
mass is reached, we see that startups that are
going to become more than unicorns must seek
funding beyond European borders.

In addition, there is a real difference in France,
where there is very strong regulation in addition
to European regulation, which can be a brake
that is difficult to circumvent.

The mistrust of startups towards large
corporations

There is a kind of arrogance in corporations that
tend to think that the startup needs them or their
funding. These corporations think that they can
acquire any startup easily, which is not always
true. Indeed, the latter are sometimes reluctant
because they themselves have the capacity to
raise funds, are afraid for their independence,
do not want to be hindered or want to manage
their projects as they see fit. It is therefore not
necessarily easy to recruit the fifty best star-
tups in Paris, as the example of Station F creates
an emulation but that not all the best startups
necessarily want to join.

Some success stories

We have startups in France on the verge of beco-
ming unicorns. | admire startups like Vinted,
which are very accessible to the consumer, Euro-
pean and have a strong impact. Back Market is
also a very good example, which has remarkable
elements such the fluidity of the customer jour-
ney and financial transaction process and which
has made second-hand products attractive,
simple and secure. These startups have been
successful because they have a different culture
and an incredible speed of execution.

The design and fluidity of the user interface, a
dimension missing in France and Europe?

The design dimension is little emphasized in
France, compared to the United States and Nor-
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thern countries. This is not the case when we talk
about product architecture and luxury design
for example. On the contrary, the United States
have the ability to make the user interface fluid.
However, this has changed: having studied seve-
ral years ago in a business school as well as in an
engineering school, it was difficult to learn how to
pitch with a significant impact. This has changed:
now at the Ecole Centrale where | teach, all stu-
dents are able to present their project. There is
a significant progression even if there is still a
cultural gap compared to the Anglo-Saxons.

How can large companies welcome startups in
good conditions?

Large companies often try to recruit startups
before they are ready to welcome them. In com-
panies like Amazon, there is a habit of change
and reconfiguration, but many companies abhor
this and have very rigid organizational modes
that mean that when you integrate an object that
"doesn't fit the mold", the only goal is to destroy
it. For me, it is therefore important that large
companies question on how they can welcome
innovation and reconfigure themselves. In the
same way, | think it is wiser for a corporation to
invest in a startup and let it develop while crea-
ting favorable conditions if possible.

Finally, the framework between the startup and
the company must be managed by someone who
can understand how to protect and help the star-
tup when necessary while integrating it into the
company.

The lack of resources dedicated to innovation
in France: an opportunity?

As far as the development of technical profes-
sions in France is concerned, it is true that the
United States has more capacity to pay. This can
be seen as a disadvantage because it leads to a
brain drain in the United States. However, it can
also be seen as an advantage because startups
that want to develop in software can get good
engineers at competitive prices in France. This is
also true for data science.

151



RaiselLab: RAISE, Schoolab and innovation

RAISE is a financial group with investment funds
in a variety of activities including venture capi-
tal, capital development, real estate, and impact.
The management teams of each of these funds
actively contribute to supporting the French
entrepreneurial ecosystem by donating 50% of
their carried interest to a philanthropic endow-
ment fund, RAISESHERPAS, that provides inte-
rest-free loans and mentorship opportunities to
early stage startups to help sustain their growth.

Since its launch in 2013, RAISE has always
been keenly aware of the positive externalities
of corporate innovation and the barriers preven-
ting their successful implementation. This led to
the launch of RaiseLab in 2019, a joint venture
between RAISE and Schoolab, an innovation
studio focusing on fostering internal innovation
through training programs on innovation topics
and design thinking/lean startup/agile business
methodologies, intrapreneurship programs, incu-
bation programs for early stage startups, etc).

RaiselLab acts as a catalyzer for external innova-
tion - also known as open innovation. We have
one specific goal: maximizing the effectiveness
of business collaborations among enterprises of
all sizes, through a strategic consultancy prac-
tice and a physical innovation campus, the Mai-
son Raiselab, located in the heart of Paris.

Our consulting offers are designed to sup-
port the creation, scale and integration of new
business activities. We help clients to expand or
rethink their innovation strategies, source inter-
nal needs, identify external partners, launch
MVPs and -- above all - achieve scale. We sup-
port the conception, launch and deployment of
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products / services resulting from these collabo-
rations, with an emphasis on defining their suc-
cess and measuring their effectiveness. This can
be both for incremental innovations, as a res-
ponse to an identified need to improve an exis-
ting product or service, or the creation of a new
activity or business unit.

We strongly believe that corporate entities have
a key role to play in supporting the growth of
the entrepreneurship sector by providing them
with opportunities for collaboration. Rather than
being tasked with telling a startup how and in
which direction to scale through an acceleration
program, corporate entities would have grea-
ter impact if they identified common objectives
and provided business opportunities that would
generate shared economic value and set the
stage for lasting partnerships.

Barriers to successful collaborations

Collaborations between startups and corpo-
rate entities often fail not because of a lack of
good intention, but due to mis-alignment, lack
of appropriate internal sponsorship, and -- most
importantly -- because pilot projects are all too
often considered objectives in and of themsel-
ves, rather than being a crucial step in the pro-
cess of enabling scale and integration within a
corporate entity.

When scale is identified as an objective from the
get go, the framework, processes and opera-
tional management of a project are remarkably
different than simply aiming for a pilot program
or proof of concept. At RaiseLab, our projects
are always launched in response to a clearly
identified business challenge, and always include
operational teams. From our experience, two key
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factors of success to achieving scale and integra-
tion are 1/ alignment among business units and
external project leaders and 2/ alignment among
all internal stakeholders, from HR to IT, purcha-
sing department, legal teams...etc. To ensure a
successful outcome, it is essential for our team
to understand how well versed our clients are on
innovation topics, alongside knowing their direct
and indirect objectives.

Success story: SNCF Reseau

An example of a successful collaboration is a pro-
ject we undertook for SNCF Reseau concerning
rail safety. We were asked to help find an efficient
way to announce the passing of trains in remote
areas across France with enough advance notice
that those working on rail maintenance were able
to get out of harm’s way. The selected solution
combined technology from two startups, inclu-
ding tracking technology actively used in the
equestrian industry. We substituted a train for a
horse, and the rail maintenance worker for the
finish line. After being successfully tested in a
few locations, the solution is in the process of
being rolled out in other markets across France.

Prior to launching the solution sourcing phase,
we spent a lot of time understanding the under-
lying persistent challenges and context through
a series of interviews, analyses of existing ser-
vices, etc. that informed a scenario planning.
We then had a wealth of information to enable
us to readily identify a startup working in a com-
pletely unrelated sector, deploying technology
that could be applicable to this particular pain
point. As the end goal was a national roll-out of
the solution, we specifically designed a project
management framework designed to address
potential challenges throughout the collabo-
rative process, rather than be confronted with
them at the end of the pilot project. This included
bringing in relevant sponsors at various stages,
testing and adjusting the solution with operatio-
nal teams, KPIs based on both effectiveness and
economic value, risk assessment analyses....
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Conclusion

Each collaboration requires tailor-made support,
because each case is unique. At RaiseLab we are
not subject-matter or industry experts, but have
a strong expertise in complex project manage-
ment and have developed our own methodology
and tools to enable successful collaborations. It
is a real added value to have a trusted third party
providing the methodological and pedagogical
aspect to the project, who asks pertinent ques-
tions at the right time, involves relevant internal
and external experts, identifies relevant actio-
nable KPIs and sets up the project roadmap,
understands when to take calculated risks (and
when not to).... all the while providing the level
of customization expected for strategic consul-
tancy work. Successful collaborations of this
nature range in complexity; an external coach
facilitating the implementation of best practices
from conception to delivery and scale can be the
difference between an outcome that makes for
good PR and one with tangible, measurable indi-
cators of success that speak for themselves.
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Innovation, at the heart of business concerns

Today, the subject of innovation is more than ever
at the heart of discussions for entrepreneurs and
companies in the sense that growth can only
come through innovation. There are two types of
companies: companies based on products and a
stable business which give them some ease, and
small companies, which have no model to rely
on since they are starting up. Their approach to
innovation is thus different.

In the pharmaceutical sector, we know that
today's industry will certainly not be tomor-
row's because there are a lot of new technolo-
gies and if we don't follow them, our turnover will
disappear. The difficulty of innovation is there-
fore to be able, on the one hand, to exploit what
we have, and on the other hand, to foresee the
future.

Innovation, anticipated or forced

There are two types of innovation: anticipated
innovation, and innovation “gun to your head”, as
it is the case with pharmacology, which realized
ten years ago that if it did not innovate, it would
die. Indeed, technologies have evolved, particu-
larly in the field of oncology, where innovation
is moving at the speed of light. This has pushed
pharmaceutical groups into innovation in a way
that is perhaps a little forced. Startups, for their
part, have no choice: they are forced to innovate
in order to exist.
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Barriers to innovation
a. the search for funding

| believe funding is a hindrance today in France
and other European countries. The Anglo-Saxon
world has a much greater agility on the finan-
cial risk aspect through its institutions but also
through its banks that are not afraid to help and
that are oriented towards innovation. In Europe,
it is therefore complicated for companies with
innovative ideas to finance and implement them.

b. its place in the hierarchy

The culture of innovation is important in a com-
pany. The management of top Anglo-Saxon
groups is much more culturally accustomed to
taking risks and moving forward on its innova-
tions than in Germany, for example, which inno-
vates in terms of engineering but where an inno-
vation can take time to come out. Old Europe has
trouble innovating because it does not have this
culture of risk, and it is not in the DNA of Euro-
pean companies either.

In my opinion, a group's culture of innovation
comes through its leader, who will set the tone
of the strategy. Twenty years ago, there were
strategy leaders. Today, except for large groups,
we can see that they have disappeared in favor
of restructuring and cost saving. But innovation
is not just about launching a new product, it is
also about having a vision of a company's deve-
lopment. Leadership and innovation are intima-
tely intertwined. This is why innovation must be
put back at the heart of the strategy and link to
high levels in the hierarchy. It is said that if you
want to understand a company's strategy, all you
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have to do is read the organization chart. | think
that in France, we are too conservative in this
respect, which is a barrier to innovation.

c. the culture of failure

The culture of failure also handicaps us enor-
mously in Europe and particularly in France.
Americans and Asians have a culture of failure
that is much more successful than ours. Admit-
ting that one has made a mistake is not a pro-
blem in the United States and in Asia, unlike in
Europe. Unfortunately, failure is part of innova-
tion. You can't be innovative without accepting
the fact that you have sometimes bitter failures.

d. over-regulation

Another barrier to innovation is over-regula-
tion. All laws exist in Europe, but some coun-
tries over-regulate. An American shareholder
doesn't care whether you innovate in France or
manufacture in France. He wants to go fast and
have a return on investment without it costing
him too much. On the other hand, Europe has a
power of attraction for innovation that is extre-
mely important. Despite all that is said about
France, it remains extremely attractive to inves-
tors because it has infrastructures, schools and a
very high level of education. If there weren't the
barriers mentioned, European countries would
be even more attractive.

e. culture

Americans know that Europe is complex because
it is made up of many countries, each with its own
culture, regulatory system, language, etc. Des-
pite this, Americans remain attached to Europe
because they know that it represents an impor-
tant market. So, they often set up organizations
and leave Europeans in place to deal with the
problems of heterogeneity between countries. |
don't think that this heterogeneity is an obstacle
for them.
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About AmCham

AmCham represents companies that are com-
mitted to the transatlantic relationship. Founded
in 1894 to promote economic relations between
France and the United States, AmCham today
brings together 230 French, American and Euro-
pean companies of all sizes and present in all
economic sectors. Independent of any govern-
ment, AmCham helps bring new ideas into public
debate, particularly to strengthen the economic
competitiveness of France.

In this perspective, AmCham has numerous wor-
king groups that develop recommendations in
the form of white papers and policy papers. As a
platform for high-level meetings, AmCham regu-
larly brings together business, political and intel-
lectual leaders in order to give rise to in-depth
debates and discussions on economic, social
and geopolitical issues particularly related to
the evolution of the transatlantic relationship.
AmCham is committed to societal issues that
are at the heart of its members' activities. Thus,
AmCham has several initiatives on topics related
to the future of work, inclusion and innovation.
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