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Abstract

Objectives: ERBEDU was commissioned to undertake a study assessing levels of innovation in a sample of SMEs across a range of sectors in the Yorkshire and Humber region, funded by the Higher Education Funding Council for England (HEFCE) through the Higher Education Innovation Fund (HEIF 2).

Prior Work: Yorkshire and The Humber is regarded as lagging in economic terms. Productivity is lower than the UK average, and trails other English regions in terms of innovation (BERD; Community Innovation Survey; European Regional Innovation Scoreboard) and entrepreneurship (Global Entrepreneurship Monitor; Household Survey of Entrepreneurship).

Approach: The study is based on the results of a quantitative and qualitative survey of 84 SMEs in Yorkshire and The Humber. The SMEs were selected from the ‘key clusters’ promoted by regional development agency Yorkshire Forward. The questionnaire was administered by researchers in face-to-face interviews with senior managers, and covered 19 broad business performance and innovation indicators. 

Results: The results indicate that there are a number of innovation-active SMEs in the region. The findings are compared with those of other larger studies, particularly the Community Innovation Survey. The scores of the regional SMEs suggest that the sample most closely resembles the innovation-active sub-group within the CIS, perhaps due to participants’ self-selection when asked to participate. 

Many of the SMEs lack formal internal mechanisms for instigating and controlling innovation activities. External collaboration for innovation activities is most commonly focused around the core value chain activities, and rarely with bodies such as universities. Innovation activities are mostly funded internally, and whilst some had received public funding for these, others were critical of the processes involved and the support offered by public agencies. 
Implications: The complexity of innovation is increasingly being recognised, and one implication of our findings is that delivering innovation support on a cluster basis, with an emphasis on R&D in science and technology, is not necessarily the best approach. There is also a need for a new way of working between SMEs and universities, which are currently largely regarded as out-of-touch and difficult to interact with.

Value: This is the first time that SMEs in the Yorkshire and Humber region have been the subject of quantitative and qualitative research with regard to their innovation activities. Innovation is seen as one of the main drivers of productivity, and so this type of research is highly relevant to policy-makers concerned with boosting regional economies.
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Introduction - The Project

The 2006 Regional Innovation Benchmarking (RIB) project was designed to assess levels of innovation in a sample of small and medium-sized enterprises (SMEs) across a range of sectors in the Yorkshire and Humber region, using a set of established business performance and innovation indicators. The study was conducted in the context of the “competitive businesses” objectives outlined in the Regional Economic Strategy, which include priorities for the building of key clusters, and fostering innovation and new product development. 

The RIB project was funded by the Higher Education Funding Council for England (HEFCE) through the Higher Education Innovation Fund (HEIF 2). HEIF 2 is a partnership between the Department of Trade and Industry/Office of Science and Technology, HEFCE, and the Department for Education and Skills. 

The methodology comprised a desk-based review of academic literature, European and UK innovation policies and other major innovation surveys, together with a questionnaire survey administered by face-to-face interviews with senior managers in SMEs. The questionnaire covered a number of performance indicators covering innovation activities as well as aspects of business strategy and operations management, and included both closed and open-ended questions. Companies were invited to participate in the project by agreeing to an interview of one hour, in return for which they received an individual company report, and the invitation to attend a series of business development seminars. Between April and October 2006 84 companies were interviewed.

The Study of Innovation

Innovation studies owe much to the work of 20th-century economist Joseph Schumpeter (1934), who argued that innovation is the driver of economic development, through a dynamic process whereby new technologies replace older ones. He outlined five types of innovation: the introduction of new products and new methods of production, the opening of new markets, the development of new sources of supply for raw materials, and the creation of new market structures. The spatial dimension of innovation was influenced by the work of economist Alfred Marshall (1890) on Industrial Districts. 

In the later 20th century, innovation studies emerged as a distinct area of interdisciplinary research focused on the nature, determinants and effects of innovation (Frenz and Oughton, 2005; Shavinina, 2003; Fagerberg et al., 2005). The growth of empirical research and theoretical work has increased understanding of the complexities of the innovation process. Today, there is a renewed interest in regional innovation and economic performance. Innovation has attracted increased attention from policy-makers, and is generally recognised as a key factor in competitiveness and economic success.
The DTI defines innovation as “the successful exploitation of new ideas”. The OECD’s Oslo Manual follows a broader, Schumpeterian approach, defining innovation as “…the implementation of a new or significantly improved product (good or service), or process, a new marketing method, or a new organizational method in business practices, workplace organisation or external relations” (OECD, 2005, p. 46). Innovation can take place in small (incremental) or large (radical) steps. The process by which innovations spread and are taken up elsewhere is known as ‘diffusion’.
The narrower definition of innovation focusing on tangible product and process innovation has generated a more extensive body of literature, possibly because these aspects of innovation are more easily measured. Data on registered patents and expenditure on R&D are commonly used as measures or proxy measures for innovation, although these have limitations (Smith 2005). Patents are indicators of invention rather than innovation, for example; and the extent to which R&D is a good proxy for innovation depends on the proportion of R&D expenditure that results in a viable product, the extent to which inventions are commercialised, and the extent of knowledge spillover effects. 

R&D expenditure is an innovation input, so has to be used in relation to some measure of output, such as sales or total production, to create a measure of ‘R&D Intensity’. Like patenting activity, R&D intensity varies according to industrial sector, and is greatest in high-technology sectors such as the aerospace and pharmaceutical industries. Its use as an indicator therefore reflects the industrial structure of a region or country rather than its propensity to innovate, and embodies a bias against low-technology industries that utilise non-R&D methods of knowledge creation and innovation, such as acquiring the R&D embodied in capital equipment such as computers or automated machinery.

In recent years there have been other attempts to devise instruments with a wider scope to complement patent and R&D data, in particular the European Commission’s Community Innovation Survey (CIS), which is administered by member states every four years. The most recent survey was conducted in 2005 (DTI, 2006). The CIS provides the most comprehensive picture of innovation at firm level, together with measures of ‘softer’ aspects of innovation activity such as organisational innovation. Conclusions from secondary studies of the CIS data (Smith, 2005) include:

· Innovation occurs across all sectors – ‘low-tech’ sectors include high proportions of innovating companies;

· Investment in capital equipment rather than R&D is the major component of innovation expenditure;

· Collaboration appears to be highly important for successful innovation activity.

Measures from the CIS are used, together with data from Eurostat and national agencies, as the basis for the European Innovation Scoreboard (EIS) which compares innovation performance by country (European Innovation Scoreboard, 2006). The European Regional Innovation Scoreboard (ERIS) is based on a more limited set of seven EIS indicators on R&D and patents, together with data on employment in science and technology and the most innovative areas of the manufacturing and service sectors, as data for most of the EIS indicators are not available at regional level (Hollanders, 2007).

The CBI has carried out an innovation survey of businesses within the UK, covering a range of topics and overlapping with the CIS, although its sample was relatively small (CBI, 2005a & b).

The EIS data put the UK above the average of the advanced economies (European Innovation Scoreboard, 2006; European Commission, 2006a and b). The Summary Innovation Index (SII), distilled from the EIS, shows that the countries can be divided into four groups, with Sweden, Switzerland, Finland, Denmark, Japan and Germany being the ‘innovation leaders’, and the US, UK, Iceland, France, Netherlands, Belgium, Austria and Ireland being ‘innovation followers’. The remaining countries are classified as ‘trailing’ or ‘catching-up’. 
As the ERIS shows, there are considerable regional variations in the ability to innovate. Context-specific tacit knowledge, most important for innovation, is difficult to exchange over long distances; and innovation has increasingly come to depend on the interactions between organisations and entities in the regional innovation system (the institutional infrastructure supporting innovation). Knowledge flows and spillovers; collaboration and “networks of innovators” are of growing importance. 

The sectoral dimension is also important; innovation has been found to differ greatly across industrial sectors in terms of characteristics, sources and processes (Malerba, 2005). A four-fold taxonomy based upon the sources of innovation was devised by Pavitt (1984), and has been influential on later writers. This work shows that the factors leading to successful innovation differ considerably across industries.

A final paradigm within innovation studies has been Porter’s theory of clusters, geographically proximate groups of interconnected companies and associated institutions in a particular field (Porter, 1990; 2003). According to Porter, clusters affect competitiveness by increasing levels of productivity, increasing the capacity for innovation and productivity growth; and by stimulating new business formation. However, some researchers have recently begun to question the significance of clusters, and policies based upon them (e.g. Bennett and Smith, 2002; McDonald et al., 2007).

Whether understood in terms of clusters, innovation systems or networks, innovation undoubtedly has a strong regional/geographic dimension (Hollanders 2007), and as such is an important driver of regional economies. Consequently it is of interest to agencies concerned with developing regional economies. However, recent research has highlighted the complexity of innovation, particularly in terms of variations across industrial sectors, calling into question the effectiveness of narrowly-focused policies on innovation such as R&D subsidies or tax breaks (Pavitt, 1984; Fagerberg, 2005). The innovation strategy of firms cannot be defined only through their commitment to R&D (Evangelista and Mastrostefano, 2006). 

innovation is a complicated and multi-faceted phenomenon, and only imperfectly understood, particularly outside the traditional ‘hi-tech’ industries characterised by R&D and patenting activities. Further research is needed to identify ‘system failures’ and related variables to enable policy-makers to design appropriate policies, as the impact of general policies may vary considerably across sectors (Malerba, 2005). In addition, it is clear that skills and education are crucial factors in innovation across all industrial sectors (Tether et al., 2005).

Innovation Policy: EU, UK and the Yorkshire and Humber Region

In recent years, particularly since the European Council set out its Lisbon Strategy in 2000, there has been a European-wide emphasis on cultivating innovation to aid economic growth, in the face of increasing global competition. The aim of the Strategy was to "make Europe, by 2010, the most competitive and dynamic knowledge-based economy in the world" (European Commission, 2000, p. 4).

The European Commission’s Competitiveness and Innovation Framework Programme (CIP) was set up to help achieve the objectives of the Strategy. Another initiative intended to realise the Strategy’s aims is the Seventh Framework Programme for research and technology development (FP7), which gathers together all research-related EU initiatives; and in June 2007 the establishment of the European Innovation Dialogue (EID) was announced. This coincided with the publication of new figures on Europe’s position in research and innovation, showing that R&D intensity has stagnated since the mid-1990s, putting Europe at greater disadvantage to its global competitors in respect of the knowledge-based economy (European Commission, 2007).
The UK Government has also put forward its views on the importance of innovation, most notably in the DTI’s Innovation Report (DTI, 2003a and b). Although this acknowledges the widespread importance of innovation across the economy as a whole, it focuses particularly on science and technology, using patenting and expenditure on business R&D as innovation yardsticks. With its Science and Innovation Investment Framework, the Government aims to ensure that the country’s science base connects with business, and to enable the commercial exploitation of scientific research and the growth of new knowledge-based businesses.

At regional level, Yorkshire and Humber ranks low among other UK regions in terms of innovation performance (see Table 1). 

Table 1. Regional innovation performance, 2006: ranking of UK regions against other EU regions
	UK Region
	Ranking (Total no of regions: 208)

	South East
	  12

	East of England
	  17

	London
	  35

	South West
	  37

	West Midlands
	  42

	East Midlands
	  47

	North West
	  56

	Yorkshire and The Humber
	  72

	North East
	  78

	Wales
	  80

	Scotland
	  89

	Northern Ireland
	113


  (Source: Hollanders 2007, Table 5)
Promoting enterprise and innovation is therefore at the heart of the Regional Economic Strategy (RES). The Regional Innovation Strategy (RIS) for Yorkshire and the Humber, which is science and technology-based, has as two of its main aims “growing the region’s innovation culture” and “developing a region-wide innovation environment” (Yorkshire Science, 2006). Yorkshire Forward, the region’s RDA, aims to make businesses in the region more open to the generation, development and exploitation of new ideas. Among its strategies to foster innovation are the use of ‘innovation advisors’, Knowledge Transfer Champions (KTCs), Strategic Cluster Champions, Centres of Industrial Collaboration (CICs), KnowledgeRICH and Knowledge Transfer Networks (KTNs).

Enterprise and Innovation in the Yorkshire and Humber Region

The general picture of the economic position of the Yorkshire and Humber region is seen as positive and improving in many areas, with economic indicators showing improvement outnumbering those showing deterioration (Yorkshire Futures 2006). However, it is recognised that there remain issues to be addressed, including enterprise and innovation.

In terms of enterprise, the Yorkshire and Humber region has seen growth in the stock of VAT-registered businesses over recent years, albeit at a slower rate than the other English regions. Although the region still lags behind the other English regions in terms of numbers of businesses, its three-year business survival rate was higher than the English average in the most recent data. The industrial sectors which have seen the most growth in numbers of VAT-registered businesses are real estate, renting and business activities, construction, and hotels and restaurants, with the greatest decline being in the traditional primary industries and manufacturing. In terms of numbers of SMEs, although the region again ranks relatively low against other regions, it had the second highest growth rate in 2003-2005.

Two recent surveys, the Global Entrepreneurship Monitor (GEM) and the Household Survey of Entrepreneurship commissioned by the Small Business Service, show that Yorkshire and The Humber ranks well down among the English regions in terms of entrepreneurial activity and positive attitudes towards entrepreneurship (Harding, 2007a & b; DTI, 2007). Rural entrepreneurship and women’s entrepreneurship scored particularly poorly.

  Figure 2. Breakdown of expenditure on R&D in UK businesses by region, 2005

[image: image6.jpg]sbe

Institute for Small Business
& Entrepreneurship




   (Source: ONS 2006, Chart 5 and table)

R&D expenditure in the region (BERD) is low compared to the rest of the UK, with Yorkshire and The Humber having the second lowest expenditure of any English region (Fig 2), and the second lowest number of R&D tax credit claims (Fig 3). The region is ranked lowest of the English regions on the wider innovation indicators of the Community Innovation Survey, and second lowest on the European Regional Innovation Scoreboard (Table 1). 

  Figure 3. R&D tax credit claims by region, 2006
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  (Source: HM Treasury, Budget 2007 Regional Press Notices)

The relatively poor performance of the region in measures of innovative activity and entrepreneurship is clearly a cause for concern. Greater understanding of the wider aspects of innovation, particularly within SMEs, combined with investigation of the local sectoral innovation systems, would give stakeholders and policy-makers a better platform for devising strategies and policies to improve the Yorkshire and Humber region’s standing in the UK ‘innovation league table’. 

Regional Innovation Benchmarking Survey: Findings and Analysis

The findings of the RIB survey were compared with other innovation surveys, namely the 2005 Community Innovation Survey (CIS 4) and the CBI Innovation Survey 2005. However, although some of the questions asked in the RIB survey are similar to those asked in these other surveys, the nature and size of the samples vary significantly, and this limits any comparative analysis. 

The RIB questionnaire included 19 broad performance indicators, and responses to these questions were translated into scores on a scale of 0 to 5, where 0 is no evidence and 5 represents best practice. The questionnaire was coded for analysis using SPSS statistical software.

Aggregating all four new product development performance indicators in the RIB survey revealed that 40% of the SMEs achieved a high innovation score (an average of 4 or higher). This implies a relatively high level of innovation activity in the region. However, this is inconsistent with evidence discussed above which suggests that innovation and R&D performance in Yorkshire and Humber lags behind other UK regions. It is possible that the RIB sample is skewed because some companies that agreed to participate in this study may have done so because they are largely innovation-active.

Some 22% of the SMEs interviewed for the RIB had in the previous two years introduced new products which accounted for more than 40% of turnover, while 33% had established clear targets for the contribution of new products and processes to turnover for the next two years. New product and process development was considered a major strategic priority by most of the SMEs.

The RIB survey found that service innovation lagged behind product innovation; 82% of the SMEs reported that they had introduced new or significantly improved products in 2004-2006, whereas only 49% introduced new or significantly improved services. Approximately 73% of the SMEs had introduced new or improved processes for producing or supplying products. 

The CIS identified novel (i.e. new to the market) product and process innovation, and showed that process innovation lags behind product innovation. Between 2001 and 2005, the number of companies in the UK that had engaged in process innovation actually fell, albeit marginally, whereas product innovation rose significantly. The CIS also found that in Yorkshire and Humber, 35% of innovative companies introduced new processes, with 54% introducing new-to-market products, the second lowest regional rate for novel product innovation in the country. 

Effects of Innovation

Innovation enhances company performance in a variety of ways. The major effects of innovation reported by UK innovation-active SMEs in the CIS were quality improvement (73% of respondents ranked this of medium or high importance) and increased value added (64%). The lowest-rated were reduced environmental impacts or improved health and safety (42%), followed by reduced cost per unit (48%) and increased capacity (50%). In terms of categories, the product-orientated effects were cited slightly more than the process-orientated effects. 

  Figure 4. Effects of innovation, innovative SMEs (UK) and RIB survey
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  (Sources: RIB survey 2006 and CIS 4, DTI 2006 Statistical Annex)

The findings of the RIB study follow a similar pattern, although the percentages are consistently higher than the CIS ones, corresponding more closely to the scores of a sub-group of companies in the CIS identified as particularly innovation-active (Fig 4). This may be in part due to the nature of the RIB sample, and perhaps also to differences in the way in which the surveys were administered, by postal questionnaire in the case of the CIS and by face-to-face interview in the RIB study. 

When asked about the effects of innovation, the SMEs in the RIB attributed the highest importance to increased value added (64% of firms), increased range of goods and services (63%) and improved quality of goods and services (60%). Conversely, the least significant effects of innovation were meeting regulatory requirements, reduced environmental impacts or improved health and safety, and reduced costs per unit. 

Prioritising Innovation

Some 21% of the SMEs in the RIB study had instituted specific procedures for evaluating and prioritising innovation initiatives, while 32% had gone further and established fully integrated formal procedures for prioritising projects and allocating resources for innovation linked to the companies’ strategic plan.

However, 21% of the SMEs had no formal strategy to reduce the time required for innovation, and 16% could not provide any evidence of recognising this performance dimension as important. This is a crucial indicator which may determines the success or otherwise of new product/process launches, and as such the indifferent findings need to be probed further. One reason may be that for companies where acquisition of machinery, equipment and software is the main form of innovation, the most important issues are availability of both finance and the required equipment, with “time-to-market” strategies being largely irrelevant.

Barriers to Innovation

Companies in the CIS and RIB surveys were asked about a series of possible barriers to innovative activities. The highest barriers to innovation identified by companies in the RIB study were related to economic risks, high costs, a market dominated by established enterprises, and a lack of qualified personnel (Fig 5). The least important potential constraints were availability of finance, lack of information on technology, and the need to meet EU and UK regulations. One barrier to innovation cited by the majority of the interviewees was lack of time, with only 19% reporting that this was of low importance or not experienced, which is perhaps not surprising for SMEs. By contrast, fewer than a quarter stated that lack of contacts or networks was a barrier of any great importance for their innovation activities.

Figure 5. Perceived constraints to innovation, innovation-active SMEs in the UK (CIS) and the RIB survey
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  (Sources: RIB survey 2006 and CIS 4, DTI 2006 Statistical Annex)

One noticeable difference from the CIS is that a far higher proportion of SMEs in the CIS study indicated that they had not experienced these constraints to innovation (between 49% and 60% on the different factors), in comparison to those in the RIB survey (between 10% and 39%). This may in part be due to the different methods of administering the survey. There are some similarities between the two surveys, however. The CIS study identified cost factors as the main constraints to innovation, as did the RIB study. However, a number of the RIB companies also cited a lack of qualified personnel, uncertain consumer demand for innovative goods or services and a market dominated by established enterprises as significant barriers, which differs from the views found by the CIS (Fig 5).

The CBI Innovation Survey sought similar information on constraints to innovation, in a question about what factors had compromised levels of success with innovation activity. Cost factors were again rated highly. Market factors, including unwillingness to take up innovation, were cited by a number of companies, while issues of workforce and managerial skills were also noted. Time pressures had been detrimental to successful innovation for 15% of respondents.

Collaboration for innovation

The RIB survey found that most product and process innovation occurred through internal co-operation, i.e. within the enterprise or enterprise group. Some 41% of the SMEs surveyed had an explicit strategy for identifying prospective partners for collaboration on innovative activities, while 26% had development teams which include customer or supplier representatives. When asked about whether and how they collaborated with universities on innovation, 52% responded that they had never had any such contact. Very few SMEs in the region reported contacts with, and received support from, universities for innovation purposes. Whilst some did not deem this necessary or relevant, others were rather discouraged by (perceived) excessive bureaucracy. 

Information Sources for Innovation

The most important sources of information for innovation-active SMEs across the UK are customers (71% of the CIS sample rated these as of medium or high importance for innovation activities), their own enterprise or enterprise group (66%), and suppliers (64%). The least frequently cited sources of information were universities (rated as important by only 10%) and government or public research institutes (10%). 

Figure 6. Importance of information sources for innovation activities
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  (Sources: RIB survey 2006 and CIS 4, DTI 2006 Statistical Annex)

The results from the RIB survey followed a very similar pattern, again according the highest importance to internal and supply chain information sources. The proportions in the RIB were again consistently higher than in the CIS. The most important sources of information for innovation in the RIB study were customers (90% of companies consider these of medium or high importance), their own firm or enterprise group (89%), suppliers (70%) and competitors (67%). The least important were government or public research institutes, universities and consultants or private R&D institutes. This pattern coincided with the data on how products and processes were developed, suggesting an innovation process focused around the core value chain activities. Less proximate sources of information were not so widely used and were thus considered to be of less importance.

The CBI posed a similar question in its Innovation Survey; inquiring about the most important source of ideas for innovation; the results confirm the overwhelming importance of internal information sources and customers as suggested above. 

Innovation Expenditure

More than 30% of the SMEs in the RIB study had no formal budget for innovation initiatives; only 17% had instituted an innovation budget, with a regular review and refinement process. One reason may be that for companies where acquisition of machinery, equipment and software is the main form of innovation, this is planned for in ways other than an “innovation budget”. Once an innovation project was identified and agreed, 39% of respondents operated a project budget which was regularly monitored and significant variances investigated. Most of the SMEs reported that they fund innovation activities internally, and over half (52%) had not received any public funding for their activities. SMEs that were part of a national or multinational group naturally tended to rely on the parent company, whilst others largely relied on retained profits. 

Opinions were divided in terms of the amount of information available on public sources of funding for innovation projects. Whilst many SMEs felt that there is not enough, others suggested that there is perhaps too much information available. However, most believed that the “right” kind of information is lacking, criticising the support available from public agencies for reasons such as “excessive bureaucracy” and “the time for decision-making being too long”. 

The CIS and RIB surveys included questions on innovation expenditure in a number of areas over the previous two years. The CIS found that SMEs across the UK most frequently invest in machinery, equipment and software (42% of SMEs), followed by training staff for innovation purposes (36%) and in-house R&D (26%). Only 12% acquired external knowledge, and 9% commissioned external R&D. The CIS also found that across the English regions, Yorkshire and The Humber performed well in terms of proportions of companies reporting investment in the different areas of innovation. The region was for the most part average or above average, particularly in terms of proportions of firms spending on acquisition of machinery, equipment and software (48% of all respondents, which was the highest proportion for any region). 

The RIB study revealed a very similar pattern; acquisition of machinery, equipment and software was cited by 87% of the Yorkshire survey SMEs, training by 85%, and in-house R&D by 75%. Commissioning external R&D was least common, reported by only 23% of respondents. The lower proportions for the CIS survey may be in part for methodological reasons discussed above, but are also diminished by being percentages of the whole SME sample, and not just the innovation-active companies.

The CIS questionnaire went on to ask companies to estimate the amount of money spent on each area of innovation activity in the preceding year; broken down by region, this gives a slightly different picture of the relative importance of these activity areas. For example, although 37% of SMEs across the UK invest in staff training for innovation activities, in terms of actual spend training accounts for only 3-11% of each region’s estimated expenditure. Yorkshire and The Humber scored second lowest in the UK on the proportion of expenditure on R&D (22%), but third highest on relative spending on acquisition of machinery, equipment and software (54%). This implies that companies in the region focus more on new process development and less on new product development relative to companies elsewhere in the UK, and also underlines the continued importance of manufacturing within the region’s economy, as that sector relies most extensively on such machinery and equipment. 

Wider Innovation

New product and process development have traditionally dominated the innovation paradigm; however, improvements to the overall structure of the business can also reflect innovative activities. The CIS included questions on changes to corporate strategies, management techniques, organisational structure and marketing strategies as indicators of wider innovation. Larger companies tend to engage more in wider innovation activities than medium-sized and smaller companies. 

In the RIB study, 59% of medium-sized companies were found to engage in wider innovation activities, compared to 43% of small companies, thus replicating the national trend. Innovation in organisational structure and marketing were the most common in both surveys, with changes to management techniques being the least cited. 

Conclusions 

In spite of the limited sample size, the findings of the RIB study offer a good insight into the innovation activities of SMEs in the Yorkshire and Humber region:

· The region’s SMEs performed well in terms of general business strategy indicators like vision, planning and company objectives. Most SMEs are taking full advantage to involve all employees in decision-making wherever possible;

· About 40% of SMEs have an effective ICT strategy. On the other hand, over one-third (35%) do not have an ICT budget, even though 90% have made significant ICT investments in the previous two years;

· For most SMEs, senior management is highly committed to training and development, and training plays an integrated role across the company. In spite of this, freeing up staff for training and development remains a critical issue; 

· More companies are engaged in “goods” innovation than “process” and “service” innovation;

· The main effects of innovation are reported to be on increased range of goods, quality improvements and increased value added. On the other hand, SMEs indicated that their innovation activities have the lowest effect on health and safety;

· About one-third of the RIB sample have instituted specific innovation procedures and project prioritising systems; 

· SMEs in the RIB survey score comparatively highly on wider innovation activities, with organisational change and marketing being the most frequently cited; 

· Innovation expenditure is evenly spread, with most investments going towards acquisition of machinery, equipment and software, followed by training and in-house R&D;

· External collaboration is prioritised by 41% of the SMEs by applying an explicit strategy for identifying prospective partners, yet less than one-third have customer or supplier representatives included in development teams. Most SMEs have some form of collaboration with suppliers and customers, while the least frequent partners are universities and other HEIs. In fact, more than half of SMEs have never been in contact with universities and HEIs regarding innovation; 

· Most products and processes are developed internally within the enterprise or enterprise group; 

· The most important and widely used sources of information for innovation are customers, internal sources and suppliers;

· Few SMEs have established a formal budget for innovation activities; however, once an innovation project is identified and agreed upon, 39% operate an NPD budget which is regularly monitored; 

· Among the barriers to innovation, SMEs rank economic risks and high costs, together with the lack of qualified personnel, as the most significant. In general, companies in the RIB study faced more constraints to innovation than companies taking part in the CIS study; 

· Accessing public funding for innovation is reported by a few respondents as being difficult, which might help explain why more than half of SMEs had not been able to access public funding for innovation. It can be argued that SMEs in Yorkshire and Humber are in greater need of accessing public funding to diminish the economic risk and high costs related to innovation, especially in relation capital intensive investments such as machinery and equipment, than larger companies across the UK;

· Much remains to be understood about innovative behaviour in firms, and studies such as the RIB survey will contribute to understanding the specific support needs of SMEs at the regional and sectoral level, and so assist agencies and policy-makers in developing regional economies.
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