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SUMMARY

The European Union (EU) has traditionally been a leader in the area of research
and innovation (R&I), second only to the US, and it is a crucial area for Member
States to boost economic growth. However, in recent years, the EU’s
competitiveness has been increasingly threatened by R&I efforts in emerging
economies. In 2010 the Commission and Member States moved to address this
problem, unveiling Europe 2020 as a new strategy for growth and Horizon 2020,
its flagship R&I programme. Consideration of the budget for Horizon 2020 by the
European Council and Parliament is still underway, and we urge both institutions
to increase it, or at the very least to maintain it at its current level, in order to
ensure that the EU remains internationally competitive in R&I.

During 2012, the Committee examined a number of European Commission
proposals for projects and strategies which contained a strong emphasis on R&I.
These proposals were wide-ranging in subject matter, but the Committee’s
scrutiny of them identified a number of cross-cutting issues including; concerns
about the effectiveness of impact assessments; a lack of information about
monitoring and evaluation of projects; and the importance of stakeholder
consultation and private sector participation. This report provides a more in-depth
analysis of these issues and how they relate to the Commission’s R&I strategy.

We note the importance of the Commission’s consultations with stakeholders in
ensuring that its R&I programmes are designed and carried out in a way that
stimulates economic growth. We encourage the Commission to continue
strengthening its efforts to consult the various learned societies, professional
bodies and trade associations in developing R&I policy and projects, specifically
those in ‘niche’ R&I sectors such as health.

Similarly, we agree with the Commission that a focus on ‘excellence’ in R&I
proposals offers the best chance of growth through R&I. To this end, we support
the Commission’s commitment to carry out accurate and effective impact
assessments, monitoring and evaluations for R&I policies and work programmes,
but suggest that more work should be done to ensure consistency in this area, and
realistic expectations for output of R&I projects.

We were particularly concerned about the low and declining level of private sector
participation in EU R&I programmes, given the importance of the private sector in
commercialising R&I and creating economic growth. While the Commission has
made efforts to engage more effectively with the private sector, the gap between
private sector participation and that of higher education institutions is still too
large and must be addressed. The bureaucracy and complexity of EU R&lI
programmes acts as a barrier to private sector participation, especially for Small
and Medium Sized Enterprises (SMEs) without the resources to navigate
complicated and inflexible funding processes. The long ‘time-to-grant’ period
presents a further obstacle.

We believe that EU R&I programmes represent an excellent financial and
networking opportunity for UK businesses as well as higher education institutions.
We call upon the Government to highlight these opportunities to UK businesses,
and to continue strengthening their support structures for those businesses wishing
to participate.







The Effectiveness of EU Research
and Innovation Proposals

CHAPTER 1: INTRODUCTION

During 2012, the Committee examined a number of European Commission
proposals for projects and strategies which contained a strong emphasis on
research and innovation (R&I). These proposals have been wide-ranging.
They include: the Smart Cities initiative, an industry-led project aiming to
stimulate sustainable growth through innovation in European cities; the
Commission’s strategy on cloud computing, which proposes using the public
sector role as the largest buyer of Information Technology (IT) services to
kick-start the cloud computing market in Europe; and the Commission’s
Communication on A Reinforced European Research Area Partnership for
Excellence and Growth, aiming to create a more open labour market for
researchers, and to facilitate access to research and knowledge.'

The Committee’s scrutiny of these proposals identified a number of cross-
cutting issues, including: concerns about the effectiveness of impact
assessments; a lack of information about monitoring and evaluation of
projects; and the importance of stakeholder consultation and private sector
participation. This report provides a more in-depth analysis of these issues
and how they relate to the Commission’s R&I strategy, with its stated aim of
using innovation as a means of remaining competitive in a world which is
becoming increasingly interconnected.

Europe 2020 and the Innovation Union

In 2009 the EU institutions, the governments of EU Member States and
stakeholders within the R&I sector signed the Lund Declaration to “focus on
the grand challenges of our time, moving beyond current rigid thematic
approaches”.” ‘Grand challenges’ are concerned with important social and/or
environmental problems, and dealing with them effectively is seen as key to
realising future economic growth. The Declaration laid out a process for
identifying these grand challenges and how they should be tackled. Since
then, the EU has set up a number of programmes and funding instruments
to tackle what it has identified as grand challenges, such as climate change,
ageing, and energy and food supply.’

The Commission is understandably concerned that the EU is at risk of losing
its position as a global leader in the field of R&I due to the unprecedented
economic crisis and the growing ‘competitive threat’ from China and South
Korea, in addition to the long standing competitive threat from the US. It

COM(2012) 4701; COM (2012) 529; COM(2012) 392 final. Our correspondence with the Government
on these documents is available on our website: http://www.parliament.uk/hleub

The Lund Declaration (2009), p 1. Available at:
http://www.se2009.eu/polopoly fs/1.8460!menu/standard/file/lund declaration final version 9 july.pdf

European Research Area website: http://ec.europa.eu/research/era/partnership/expert/eriab_en.htm
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said in 2012 that the EU is facing an “innovation emergency”.* It was as a
result of this emergency, and to tackle these ‘grand challenges’, that the
Europe 2020 strategy was launched in March 2010 by the EU and its
Member States. The strategy identifies areas that have great potential to
boost growth and jobs, and targets them through the strategy’s seven
‘flagship initiatives’: youth on the move; an agenda for new skills and jobs; a
European platform against poverty; a resource efficient Europe; an industrial
policy for the globalisation era; a digital agenda for Europe; and the
Innovation Union.” Underpinning these seven initiatives are the ‘grand
challenges’, referred to above. Although there is an emphasis on R&I in the
other six initiatives, the Innovation Union initiative is the most important in
terms of R&I. This will aim to improve conditions in Europe for R&I, and
thereby enable innovative ideas to be turned into high-growth products and
services. The headline target of this strategy is to increase the amount of the
EU’s Gross Domestic Product (GDP) spent on research and development
from its current level of two per cent to three per cent by 2020.° The
European Council has proposed to spend approximately eight per cent of its
total budget on R&I in the period 2014-2020.

Horizon 2020

5. Horizon 2020 is the financial instrument that will implement the strategies
outlined in the Innovation Union initiative.” It will replace the current
Framework Programme 7 (FP7), which runs from 2007 to 2013, and is
structured around three main priorities: excellent science; industrial
leadership in innovation; and addressing societal challenges. It will
incorporate the innovation component of the current Competitiveness and
Innovation Programme (CIP), which aims to support the innovation
activities of SMEs,? facilitate better access to finance, and deliver business
support services in the regions. It will also support the European Institute of
Innovation and Technology (EIT, as outlined in Box 2 in Chapter 5).

6. The definition of R&I activities for the purposes of Horizon 2020 is
“innovation that results from research and development (R&D) activities.”®
These activities encompass,

“the whole spectrum of activities of research technological development,
demonstration and innovation, including the promotion of cooperation
with third countries and international organisations, dissemination and
optimisation of results and stimulation of the training and mobility of
researchers in the Union.”"’

4 Speech by Miire Geoghegan-Quinn, European Commissioner for Research, Innovation and Science,
March 2012: http://europa.eu/rapid/press-release SPEECH-12-226 en.htm?locale=en

5 COM(2010) 2020 final

6  Europe 2020 indicators listed on the Eurostat website:
http://epp.eurostat.ec.europa.cu/portal/page/portal/europe 2020 indicators/headline indicators

7 COM(2011) 809

8 The EU defines SMEs as businesses with between 10 and 250 employees. Micro-enterprises are defined as
those with fewer than 10 employees.

9 Horizon 2020 website:
http://ec.europa.eu/research/horizon2020/index en.cfm?lg=en&pg=fag&sub=results&printfags=all

10 COM(2011) 809 final
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The Commission has elsewhere clarified that, “while innovation is generally
understood as the commercial introduction of a new or significantly
improved product or service, innovations can also be for non-commercial
applications such as for better public services or for addressing social

needs”.!

7. The process leading to the development of Horizon 2020 is outlined in
Figure 1.

FIGURE 1

Development of Horizon 2020
European
Commission
European — Bodies which agree budget and European
Council overall programme : Parliament
oversight
p
Advisory Groups &
Programme Committees \ / Stakeholder Groups
N

Work programmes
are formulated by Programme
Committees, advisory groups and
key stakeholder groups, based on
the activities outlined
in the legislative
text.

Independent
expert input

Source: Department for Business, Innovation and Skills written evidence

8.  This inquiry was conducted against the backdrop of ongoing Member State
negotiations on the Multiannual Financial Framework (MFF) for the period
2014-2020. Horizon 2020 is inextricably linked to the MFF, and cannot be
fully agreed until the MFF has been finalised. On 7-8 February 2013, the
European Council agreed an overall budget of €908.4 billion for the MFF,
reducing the Commission’s suggested budget for Horizon 2020 by 12 per
cent from €80 billion to €70.96 billion. Despite this reduction, the February
conclusions on the MFF still represent a significant increase in spending on
R&I in comparison to previous financial frameworks."> The European
Parliament is currently considering the Council’s conclusions on the MFF.

9. The Commission has included the multi-annual work programmes
(represented in ‘2’ of Figure 1 above) in the legislative calendar to be
adopted by the Parliament and the Council by the end of 2013. The
Commission has already outlined these work programmes, some of which
have come before the Committee for scrutiny in broad terms, but without
full details of the costs involved—for example the draft Smart Cities

11 Horizon 2020 website:
http://ec.europa.eu/research/horizon2020/index en.cfm?lg=en&pg=fag&sub=details&idfag=42705

12 EU Council Conclusions 7-8 February 2013. Available at:
http://www.consilium.europa.eu/uedocs/cms data/docs/pressdata/en/ec/135344.pdf
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initiative. It is expected that calls for proposals will be launched in early
2014, inviting applicants to submit project proposals (represented in ‘1’ of
Figure 2 below) which fall within the remit of the work programmes.
Proposals will then be evaluated, ranked, and a decision made on which
projects are to be funded.

FIGURE 2

Horizon 2020 Grant Awarding Process

1. Call for Proposals

Calls invite applicants
to submat project proposals which

A4 fall within the remit of the
Applicants —> 2. Submission of Proposals work programme.
, \ !
Support from .
National Contact Points 3. Evaluation by Independent Panel
\ J of Experts

Proposals are evaluated
and ranked. The number of
projects to be funded (beginning with
the top-ranked proposals) depends
upon the budget allocated to
the work programme.

l

4. Ranking of proposals

}

5. Decision on projects to be funded

Programme :
Committees

6. Contract negotiation between

applicant and Commission

l

7. Grant offered

Projects above a given
value require approval by the
relevant Programme Commuittee. (Under
negotiation —Commission proposes removing
this approval step as part of the
simplification agenda).

Successful applicants are invited
to enter contract negotiations with the
Commission to determine the terms
and conditions of the award.

Source: Department for Business, Innovation and Skills written evidence

Objectives of the report

10. In this report we examine how the global economic crisis has impacted on
R&I in the EU and its Member States, and the resulting effects on the EU’s
international competitiveness. We examine how the EU consults with
stakeholders in developing proposals and strategies with a strong R&I
dimension, and whether there is scope for improvement. We assess the EU’s
monitoring and evaluation procedures. Finally, we concentrate on the
experience of businesses hoping to participate in EU R&I programmes, with
particular reference to SMEs, and consider what improvements could be
made.

11. This report does not deal in detail with the wider impact of R&I on social

issues, or the role of non-scientific forms of innovation in EU R&I projects.
We acknowledge briefly the issues of public procurement in innovation, and
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open access to innovation, referring to the helpful reports by the House of
Lords Science and Technology Committee on these issues."’

12. The members of the Internal Market, Infrastructure and Employment Sub-
Committee, who conducted this inquiry, are listed in Appendix 1. The
witnesses who gave evidence are listed in Appendix 2; we are grateful to them
all; the evidence they provided is available online.'* The call for evidence we
issued is listed in Appendix 3.

13. We make this report to the House for debate.

13 Science and Technology Committee, 1st Report (2010-12): Public procurement as a tool to stimulate
innovation (HL Paper 148); Science and Technology Committee, 3rd Report (2012-13): The
implementation of open access (HL Paper 122).

14 EU Sub-Committee B website:
http://www.parliament.uk/business/committees/committees-a-z/lords-select/eu---internal-market-sub-
committee-b/inquiries/parliament-2010/eu-research-and-innovation-proposals/
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CHAPTER 2: IMPACT OF THE ECONOMIC CRISIS

It is not surprising that the global economic crisis has had an adverse effect
on the research environment in Europe. As one witness observed, R&I is very
often one of the first things to suffer in commercial and national budget
cutbacks."

The crisis has affected Member States in different ways, and their reactions
have differed as a result. The European Commission pointed out that most
Member States have practised ‘smart fiscal consolidation’ and protected their
education, research and innovation budgets while making cuts elsewhere.
However, in 11 Member States the public budget for research and
development has grown less than GDP since the beginning of the crisis and
in a few countries, such as Spain and Portugal, it has decreased.'® In the UK,
there remains a great deal of public support for R&I, and many witnesses
praised the Government’s policy of ring-fencing the £4.6 billion science
budget.'” There have, however, been financial constraints. One witness,
Chemistry Innovation Limited, which operates the UK’s Chemistry
Innovation Knowledge Transfer Network,'® pointed to a much stronger
emphasis by the Government on science and technology with a clear
potential for commercial impact as opposed to funding for ‘blue skies’
research."’

The economic crisis has also accentuated the different starting points of
Member States and their outlook on how the EU can best support R&I.
Dr Galsworthy and Professor McKee, scientists who have researched the
nature and effectiveness of EU-funded research, identified a gap in
participation in EU funded research programmes between the older Member
States in Western Europe (the EU-15), and the newest Member States which
joined in and after 2004 (the EU-12).*° They suggested that salary
differences are a major contributing factor and argued that researchers in the
EU-12 should be paid the same salary as those in the EU-15 to reverse the
competitive disadvantage they perceive is suffered by researchers in those
countries.?!

The Rt Hon David Willetts MP, Minister for Universities and Science, and
Malcolm Harbour MEP, Chair of the European Parliament Internal Market
and Consumer Protection Committee (IMCO), said that other sources of
EU funding, for example structural funds, could be used to correct
imbalances between Member State research capacity and competitiveness.

15 Alliance for European Diabetes Research (EURADIA)

16 European Commission

17 European Molecular Biology Laboratory-European Bioinformatics Institute (EMBL-EBI); Association of
the British Pharmaceutical Industry (ABPI); The Russell Group of Universities

18 There are 15 Knowledge Transfer Networks in the UK designed to stimulate innovation in key technology
sectors.

19 Blue skies research refers to flexible, curiosity driven research for which the real world applications are not
immediately apparent; The Association for Independent Research and Technology Organisations

(AIRTO); Chemistry Innovation Limited.

20 This is evidenced by the list of winners of European Research Council (ERC) grants, the majority of whom
are based in institutions in Western Europe.

21 Dr Galsworthy and Professor McKee
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They suggested that this would reduce the impact on the EU’s commitment
to promoting “excellent science”? as will be discussed in Chapter 4.%

Private sector reaction

The economic crisis has impacted on the private sector in different ways.
Chemistry Innovation Limited believed that the current financial climate has
caused some small businesses to focus more on their existing operations and
survival, rather than looking to new technologies requiring reinvestment.
Despite cost-cutting and reorganisation, larger enterprises and high
technology SMEs have continued to concentrate on innovation, and have the
capacity to engage with EU-funded strategies.”* On the other hand, Pfizer, a
global pharmaceutical company, pointed out that it is revenue from sales
which determines its ability to spend money on R&I, and the economic crisis
is negatively affecting both.*

ADS, a trade organisation for the UK aerospace, defence, security and space
industries, stated that where larger companies do make cuts, these are felt by
SMEs in the supply chains, who find it increasingly difficult to raise risk
finance (typically through bank loans) which would be a source of research
investment.?®

The EU’s international competitiveness

Many witnesses emphasised that R&I is increasingly a global undertaking,
and that individual Member States and the EU must be able to cooperate
and compete in the global environment. Fast growing economies like China,
Brazil or India are rapidly increasing their R&I capacities.”” According to the
Government report Innovation and Research Strategy for Growth,*® published
in December 2011, China is set to become the second largest recipient of
foreign direct investment in the world and is already the second largest
investor in research and development after the US. High-technology
manufacturing now represents 30 per cent of the total manufacturing trade in
BRIICS countries®’, compared to 25 per cent for the OECD? area. The
Government also provided evidence that licensing and patent revenues from
overseas investors are three times higher in the US than in Europe.
Therefore, while remaining a top player in terms of knowledge production
and scientific excellence, Europe is losing ground with regard to the
exploitation of research results.”!

22

23

24

25

26

27

28

29

30

31

COM(2011) 811 final

QQ

12-13; Q 69

Chemistry Innovation Limited
Q 50 (Pfizer)

ADS

EADS UK; Airbus

Department for Business, Innovation and Skills: (2011) Innovation and Research Strategy for Growth,
December 2011, p 8. Available at: http://www.bis.gov.uk/assets/BISCore/innovation/docs/I/11-1387-
innovation-and-research-strategy-for-growth.pdf

Brazil, the Russian Federation, India, Indonesia, China, South Africa

The Organisation for Economic Co-operation and Development (OECD) represents 34 countries
primarily in the northern hemisphere.

BIS
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In response to this apparent loss of competitiveness, the FEuropean
Commission stated that the completion of the European Research Area’
would create a knowledge market comparable in size to the US and China. It
added that in 2011, the total business expenditure on research and
development at EU level amounted to 1.27 per cent of GDP, compared to
1.18 per cent in 2007. The EU Innovation Scoreboard in 2011 showed that
the EU had closed almost half of the innovation gap between itself, the US
and Japan, expanded its lead over Canada, and remained stable with
Australia.”> While this increase in total business expenditure is welcome, the
Commission acknowledges that the EU needs to improve when it comes to
using the outputs of research for generating economic growth. The
Commission stated that there is too much fragmentation and duplication of
effort, and that there are barriers which need to be overcome in order to
remedy the situation.’

22. The Alliance for European Diabetes Research (EURADIA) stated that

reduced spending in research contributes to a ‘brain drain’, where
researchers move to other regions and countries with superior funding
prospects. They argued that this can result in a deficit of researchers and
trained professionals when the economy recovers, which in turn can cause a
time lag between the generation of research outputs and their translation into
innovations and products.”

23. The Commission said that, if reduced public spending on R&I in some

Member States is not compensated for by increased levels of private
investment, the innovation performance of these countries could be hollowed
out, endangering their future competitiveness and resulting in lower
economic growth and lower tax revenues in the long term.’® Research
Councils UK (RCUK) and EADS, the parent company of Airbus and
Cassadian, said that care should be taken to ensure that EU activities are not
seen as a way to replace decreasing national activities within Member States,
but should provide clear ‘EU added value’.’” Large companies warned about
neglecting emphasis on international levels of excellence and settling for an
EU average when allocating research funding, as will be discussed in
Chapter 4.7

24. 1If the EU budget changes, R&I stakeholders have to prioritise their activities

accordingly. However, the grand challenges facing Europe are long-term in
nature and some of the EU targets for tackling the challenges mirror this,
such as the Flightpath 2050 work programme.*® Airbus believed that if the

32

33

34

35

36

37

38

39

The European Research Area (ERA) was first proposed in March 2000 as part of the Lisbon Strategy. It
envisages the EU as being a unified research area open to the world based on the internal market, in which
researchers, scientific knowledge and technology circulate freely.

European Commission

1bid.

EURADIA; Dr Galsworthy and Professor McKee
European Commission

Research Councils UK; Q50 (EADS)

EADS; Pfizer

The Flightpath 2050 work programme addresses customer orientation and market needs as well as
industrial competitiveness and the need to maintain an adequate skills and research infrastructure base in
Europe. Available at: http://www.acaredeurope.org/
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R&I to tackle these grand challenges and reach these targets does not begin
now, or is postponed or terminated, the targets will not be reached.*

The Commission pointed out that, since the EU is a single market and
trading bloc of 500 million citizens, improving the R&I environment goes
hand in hand with making the internal market more innovation friendly. It
gave the example of its Communication on the Single Market Act II in
2012,*" which included proposals for a unitary patent, modernised EU
procurement rules and a European passport for venture capital funds—all of
which are yet to be put into effect.*” The Association of Medical Research
Charities (AMRC), a membership organisation of the leading medical and
health charities funding research in the UK and overseas, said that it is not
just R&I-specific legislation that has an impact on the EU’s competitiveness
in this area. Instead, they suggested that all legislation needs to be
considered, such as the impact of data protection regulations on the UK’s
ability to access NHS patient data for medical research.*’

Horizon 2020 Budget

The evidence we received was almost unanimous that, if the budget for
Horizon 2020 within the MFF is not increased, it should at least be
maintained at the level agreed at the 7-8 February 2013 Council meeting.**

Most Member States face budgetary constraints. Many areas of the private
sector are also under pressure. This may well inhibit funding for the R&I that
is needed for sustained economic growth. Although EU-level funding only
accounts for a small proportion of overall spending on R&I across the EU, its
effect can be multiplied if the EU-level funding programmes are effective at
leveraging greater investment from the private sector. There is therefore a
clear case for prioritising funding for Horizon 2020 to build a platform for
economic growth and to put the EU in a strong position in a
hypercompetitive globalised world.

We urge the European Council and the European Parliament to
increase the budget for the Horizon 2020 programme within the
Multiannual Financial Framework (MFF) in order for the EU to
remain internationally competitive in R&I. If this is not possible, the
budget for Horizon 2020 should at least be maintained at the level
agreed at the 7-8 February 2013 Council meeting.

40

41

Q 50 (Airbus)
COM(2012) 573 final

42 European Commission
43 AMRC

44 The Russell Group of Universities; Universities UK and the UK HE International Unit; BIS; SMMT;
EADS and Airbus; Pfizer; British Academy; EMBL-EBI; Aberystwyth University



16 THE EFFECTIVENESS OF EU RESEARCH AND INNOVATION PROPOSALS

CHAPTER 3: CONSULTATION WITH STAKEHOLDERS

The challenge of consultation

29. A large number of regional, national, and European organisations are
involved in economic and social activities which are linked to R&I.*” The
British Academy argued that it was almost too much to ask, for the European
Commission to be aware of all the relevant stakeholders in each area and for
them all to be consulted. Despite this obvious difficulty, the majority of
evidence we received indicated that the EU does a good job consulting with
stakeholders in the development of EU strategies and projects on R&I.* The
Government, large businesses, and organisations with a history of
engagement with the EU were the most positive in their responses to this
question, while SMEs, some trade associations and professional bodies raised
concerns.

30. The British Academy emphasised that consultation on R&I does not just
involve stakeholders in science, technology, engineering and mathematics
(STEM) areas. They argued that research in social sciences and humanities
was crucial if societal challenges such as multilingualism, demographic
change, migration, poverty and cultural diversity are to be understood. They
said that social scientists also had a key contribution to make in defining and
understanding the conditions for fostering innovative change.*’

Large businesses

31. Large businesses appeared broadly happy with the EU’s consultation.*® They
shared the same concerns as other stakeholders about the complexity of
trying to engage with the EU, but Rolls Royce acknowledged that it “does
actually lend itself to larger institutions to participate in ... [consultations],
because you need resources to do that”.*” ADS pointed to the Commission’s
success in bringing together senior figures from industry, Member States,
higher education institutions and regulatory authorities to define future EU
research priorities in aeronautics research.’® The Association for Independent
Research and Technology Organisations (AIRTO), a UK membership body
for intermediate research and technology organisations, suggested that this
positive response may be due to the scope for large businesses to define the
agenda and influence the content of EU programmes.”!

32. Large businesses also appeared to be particularly engaged in EU
consultations around the ‘grand challenges’ set out in the Introduction, such
as climate change and ageing. They identified positive and negative aspects
to this. The positives were that the programmes tackling grand challenges
recognise that outputs and impact may not be available for quite some time,

5 Q69

46 British Academy

47 4bid.

48 Microsoft; EADS; Rolls Royce
49 Q 42 (Rolls Royce)

50 ADS

51 Q 22 (AIRTO)
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and are structured in a way that reflects this. This removes some of the
pressure for businesses to deliver results in the short-term, and can also rally
industrial sectors around the kind of research that necessitates a longer term
view in tackling these grand challenges. The downside is that establishing
these programmes in the first place often requires a great deal of time and
therefore expenditure, which large companies find difficult to justify in fast
moving markets.’> One witness said it would be helpful if agreements reached
on intellectual property or reimbursement rates for participation were not
reopened by the Commission as regularly as they are now.’’ If this constraint
is generally experienced by private sector stakeholders, this could inhibit their
willingness to participate.

Trade associations, professional bodies, other representative groups
and SMEs

The very nature of SMEs means it can be difficult for them to find the time
to engage with issues that do not have a day-to-day or otherwise immediate
impact. As AIRTO observed, “If you are growing a small company and cash
and customers are your primary consideration, as it is through most of the
stages of growth, it is very hard to find the time to engage in policy and
strategy for research and innovation programmes.””* SMEs’ common
perceptions were that the timescales for EU projects were too long, the
bureaucracy involved too burdensome and the chances of success too low.”
It is perhaps unclear to most businesses, not just SMEs, how much the EU
influences the environment in which they operate, and therefore responding
to EU consultations and calls for proposals therefore seems both distant and
irrelevant.

Much of the evidence suggested that trade associations already play an
important role in representing stakeholder interests in national and European
settings, but that there is scope for this to be expanded, particularly in the
case of SMEs.”® The Open University said that individuals and SMEs are
often familiar with their representative organisations and are comfortable in
approaching them, but they are perhaps less comfortable approaching official
government or EU-designated contact points for SMEs. Consultation with
existing research networks at a regional level would help to reflect regional
variations in terms of opportunities for and requirements arising from the
outcomes of R&I.”” AMRC said there is a role for umbrella organisations

such as theirs in “demystifying the system”.®

Large organisations also emphasised the potential for membership
organisations to play an intermediary role. EADS said that they had had a
positive experience of working with the business membership organisations
West of England Aerospace Forum and the Midlands Aerospace Alliance,
and that these organisations had been able to support SMEs. University

52 Q 41 (EADS and Pfizer)

53 Q 41(Pfizer)

54 Q 22 (AIRTO)
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College London (UCL) said that pan-European responses through
representative organisations, such as the European University Association,
were more effective than individual institute or Member State responses.”
Professor Mary Ritter, CEO of Climate Knowledge and Innovation
Community (Climate-KIC), said that the large business communities within
the Knowledge and Innovation Communities (KICs) give SMEs good
opportunities for making contact with big business and participating in EU
programmes.®

Failure of consultation

We received some evidence from stakeholders who felt the EU’s consultation
processes were not effective enough. These witnesses said that the language
used in consultation documents was chosen to achieve certain responses; the
Commission’s websites did not contain sufficient information about
programmes and projects;’’ and that there was a general failure to reach
down to practitioner level. The European Molecular Biology Laboratory-
European Bioinformatics Institute (EMBL-EBI) added that EU websites
contain little information about how programmes and policies are formulated
and about the bodies which are involved in developing them. This helped
fuel the perception that there is a lack of transparency. They suggested that
the Commission should hold more workshops throughout the EU, rather
than just in Brussels, seeking the views of experts on a specific consultation
topic.

Some stakeholders in the health sector in particular expressed
their dissatisfaction with EU consultation. Professor Bernabei, Professor
Carpenter and Bridget Carpenter, all previous participants in an FP7 project,
said that EU funded research does not explicitly require researchers to
consult with patients and the public about the design of research projects.
They argued that involving patients and members of the public in research
can result in better research, clearer outcomes and faster uptake of new
evidence.”” The Alliance for European Diabetes Research EURADIA felt
that the process for selecting topics for future calls for proposals did not rely
on input from groups of experts, but on the input of national representatives
in Programme Committees (represented in Figure 2, Chapter 1), who are
not necessarily well informed.””> The Wellcome Trust argued that, in the
worst cases, the lack of appropriate scientific consultation has resulted in
damaging legislation, such as the Clinical Trials Directive (and the associated
decline in clinical trials in the EU), which can take considerable time and
effort to redress.**

The Government considered that, while the EU’s current consultation
arrangements are generally fit for purpose, the number of EU-funded
stakeholder groups has increased substantially in recent years, for example,
the European Research Area Committee, European Innovation Partnerships,

59 UCL

60 Q 25 (Professor Ritter)

61 EMBL-EBI; Dr Michael Lloyd
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and European Research Area Networks (ERA-Nets).”” They stressed the
importance of avoiding unnecessary overlap and duplication in the
consultation process, at a time of constraint on Member State resources.®

39. The evidence did not attribute all failures of consultation to the EU. The

British Academy said that there is an onus on the research community to
organise itself properly and simply, and to make it more ‘consultable’.’’
EMBL-EBI also claimed that because the stakeholder community is so large,
not all the input from every single organisation will be visible in the resulting

product of the consultation.®®

EU efforts to improve consultation

40. The Commission highlighted that, in January 2012, it extended its standard

41.

period of consultation from eight to 12 weeks to allow citizens, businesses
and non-governmental organisations more time to comment on plans for
new policies and legislation. The Commission also carried out an internal
review of its consultation policy in 2012, which concluded that its
consultation policies and tools conformed with international standards and
guidelines.”” However, following a number of recommendations from the
internal review, the Commission announced a set of measures it plans to
adopt in order to strengthen consultations, such as: extending the reach of
consultations; updating and clarifying minimum standards by including
clearer operational criteria; and strengthening internal control and support
mechanisms.

National learned societies, professional bodies and trade associations
already play an important role for businesses in representing their
concerns in Brussels and influencing EU policy-making. We therefore
encourage the European Commission to continue strengthening its
efforts to consult representative organisations in the future
development of R&I strategies and projects.

42. We share the European Commission’s wish to ensure that

consultation is thorough and welcome their efforts in this area,
through extending the standard period of consultation from eight to
12 weeks. However, the programme development process as a whole
should reflect that R&I is a fast moving sector.

43. Stakeholders in the health sector have reported that there is

insufficient consultation on the development of EU funded health
projects. We recognise that the European Commission takes seriously
its responsibility to consult R&I stakeholders, and we encourage it to
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The European Research Area Committee provides strategic policy advice in the framework of the
governance of the European Research Area. European Innovation Partnerships bring together public and
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advertise its health related consultations more widely through
medical practitioner networks. Improved consultation should help to
resolve instances of EU legislation actually curtailing the ability of
stakeholders to pursue the EU’s objectives.

Issues for the UK to address

A number of stakeholders expressed concern that the UK is not as good as
other European countries at consulting its own R&I communities and then
feeding those opinions into the programmes as they take shape.”® The Society
of Motor Manufacturers and Traders (SMMT) said that greater
transparency is required in how the UK is seeking to influence and maximise
its opportunities at EU level. They added that the Government should
engage with a broader group of stakeholders and that more direct contact
with companies would be mutually beneficial.”! John Hill, Director of
Growth Accelerator, an organisation which works with the Government to
support high growth UK SMEs, said he felt that the British Chambers of
Commerce and the Federation of Small Businesses had disengaged from
lobbying the UK’s interests in Brussels, and this was reflected in their
withdrawal and lack of participation in pan-European membership
organisations such as Eurochambres.”” AIRTO said the UK is “probably not
putting enough resource as a nation in walking the corridors in Brussels and

having people out there”.”

The Institute of Physics stated that national agencies such as UK Trade and
Investment (UKTI), the Technology Strategy Board (TSB) and the
Department for Business, Innovation and Skills (BIS) have shown increasing
leadership in recent years in terms of engaging UK stakeholders.
Professor Ritter praised BIS for its consultation with the Climate-KIC on the
development of the Horizon 2020 budget and the allocation for the EIT.™
Contrary to John Hill’s comments, the Federation of Small Businesses
highlighted its role as a founding member of the European Small Business
Alliance and its joint lobbying work on lowering the regulatory burden for
SMEs in Europe. Their evidence did not, however, address the issue of
facilitating the UK engagement in EU R&I programmes specifically.”

The evidence suggested a disconnect between the EU’s efforts to increase the
scope of its consultations; the desire of UK professional bodies, trade
associations and other representative groups to have their members’ interests
heard in Brussels; and the Government’s efforts to increase awareness of EU
programmes and opportunities in the UK. As is further discussed in
Chapter 5, this apparent disconnect must be resolved if the UK is to benefit
from EU programmes.

We believe that EU R&I programmes represent an excellent
opportunity for UK businesses, higher education institutions and
research organisations. The UK Government, professional bodies,

70 AIRTO; Professor Chapple and Professor MacNeil
71 SMMT
72 Q 22 (John Hill)
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trade associations and other groups representing UK businesses,
higher education institutions and research organisations must
continue to engage with and lobby pan-European organisations if the
UK’s interests are to be achieved in Europe. We encourage the
Government to reiterate this point to UK businesses using all of its
channels such as the Technology Strategy Board, UK Trade and
Investment and the Department for Business, Innovation and Skills.

Role of other EU institutions

The Commission is the primary initiator of legislation in the EU, and—
through its Directorate-General for Research and Innovation—the source of
many of the proposals and strategies on R&I. There are, however, other EU
institutions which play an important role. Malcolm Harbour MEP pointed to
the fact that the European Parliament are “effectively co-legislators with the
whole legal framework that puts in place the structure, terms, conditions
and, indeed, the broad strategies for European research”.”® He added that
the European Parliament spends a higher proportion of its time on science
and technology subjects than most national parliaments, because they
constitute a larger proportion of its work.

The Wellcome Trust and the Government welcomed the appointment in
2012 of Dr Anne Glover as the first Chief Scientific Adviser to the European
Commission.”” The Government believe the role of EU Chief Scientific
Adviser has the potential to develop over time and become a source of
valuable, politically impartial advice to the European Commission, and to
ensure that robust scientific evidence increasingly underpins EU policy and
legislation.

The Government also welcomed the appointment on 27 February 2013 of an
independent and informal Science and Technology Advisory Council to
support Dr Glover’s work.” Under the chairmanship of the Chief Scientific
Adpviser, the main aim of the Science and Technology Advisory Council is to
provide advice directly to the President of the Commission on how to create
the proper environment for innovation by shaping a European society that
embraces science, technology and engineering. In particular, this Council
will advise on the opportunities and risks stemming from scientific and
technological progress. It will also advise on how to communicate these in
order to foster an informed societal debate to ensure that Europe does not
“miss the boat”” but remains a global leader in cutting-edge technologies.®

We consider that the role of Chief Scientific Adviser to the European
Commission should be developed over time to become a source of
objective scientific advice. We welcome the appointment on 27
February 2013 of a broader Science and Technology Advisory Council
to the EU to support the work of the Chief Scientific Adviser.
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CHAPTER 4: IDENTIFICATION, MONITORING AND
EVALUATION

BOX1

Commission Criteria for an Effective Proposal

The Commission stated that proposals for effective policies to support R&I
should:

e contribute to the EU’s objectives;

e be based on sound analysis supported by the best data available;
e draw lesson from evaluations of any previous initiatives;

e make use of forward looking studies;

e have a clear intervention logic;

e take account of the needs of stakeholders, and as far as possible have
their support;

e have a clear EU added value;
e be effective and efficient in achieving the objectives;
e involve the simplest possible administrative procedures; and

e make concrete provisions for future monitoring and evaluation.®!

52.

Excellence

The criteria identified by the Commission as necessary for an effective R&I
proposal are set out in Box 1 above. Witnesses broadly agreed with these
criteria. However, they also made very clear that a key consideration in
deciding on the efficacy of a research proposal should be whether it is
founded on excellence. For UCL this was the sole criterion for an effective
proposal,®” and for others it was a non-negotiable aspect of a successful
proposal.®> The aim of “excellent science” is one of the three key conceptual
pillars underpinning the Horizon 2020 framework.** In the Communication
on Horizon 2020 the Commission pledged to raise the level of excellence in
Europe’s science base in order to ensure long term competitiveness. It aims
to make Europe an attractive location for the best researchers to carry out
“frontier research”.®*” The Commission issued a call for experts in January
2013 to evaluate the Horizon 2020 project proposals, which should promote
excellence by broadening the pool of potential evaluators.®

81 European Commission

82 UCL
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Despite the Commission’s stated commitment to promoting excellence,
some witnesses questioned whether this works in practice.’” Witnesses
referred to the EU regulatory environment as an indicator that non-scientific
political considerations sometimes influence policy decisions in the R&I area.
The Agricultural Biotechnology Council (ABC), the umbrella organisation
for the agricultural biotechnology industry in the UK, expressed concern at
the EU’s evaluation processes, arguing that the existing EU regulatory
system in the field of agricultural biotechnologies is somewhat dysfunctional,
and “beset by political interference by those ideologically opposed to the use
of technology, and decision making has not been based on scientific
evidence”.®® The regulatory process in the biotech industry works through
developers of biotech crops, such as ABC’s members, submitting biotech
crop applications to the European Food Standards Agency (EFSA), which
should then make a science-based independent recommendation for approval
or rejection to the Commission. However, citing this process as an example
of political considerations obstructing innovation, the ABC noted that only
two genetically modified (GM) products from over 25 waiting for assessment
had been approved for cultivation in the European Union over the past 14
years.%

The Minister seemed to share these concerns. He observed that, while it may
be an inadvertent consequence, the current regulations assume a given way
of doing things which inhibits the development of new technologies. He cited
the example of the EU banning the use of Bisphenol A in making babies’
bottles in 2010, as one of many examples of the EU instituting restrictions on
a technology to address a risk which is unproven by any reliable scientific
evidence.” In line with the views put forward by the ABC, he argued that
such delays mean that researchers in Europe develop potentially ‘winning’
technologies at a much slower rate than competitor countries.”*

Certainly, delays and obstructions in these areas are of particular concern,
given the importance of biotechnology and advanced materials, as
demonstrated by the list of “eight great technologies” in a publication written
by the Minister in collaboration with the think tank Policy Exchange.”

We agree with the European Commission’s criteria for an effective
R&I proposal, but emphasise that in order for the EU to compete with
emerging economies which have a significantly higher spend on R&I
as a proportion of GDP, it should prioritise excellence. We also urge
the Commission to ensure that analysis of R&I policy and proposals is
based on scientific evidence, rather than political considerations.

87 Vicky Ford MEP, Agricultural Biotechnology Council (ABC)
88 ABC
89 ABC

90 The Telegraph, The EU is now getting in the way of scientific progress, 18 October 2012. Available at:
http://www.telegraph.co.uk/news/worldnews/europe/eu/9617756/EU-red-tape-is-now-getting-in-the-way-
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Impact Assessments in the field of R&I

In order to ensure that the criteria for an effective proposal are adhered to,
the Commission stated that it carries out impact assessments on proposals
with the most significant economic, social and environmental impacts, or
those that are politically sensitive.”” However, the Commission’s Impact
Assessment Guidelines’ do not set out precisely when an impact assessment
is, or is not, required. This decision is made annually, by the Directorate of
the Secretariat General responsible for each specific policy area, on a case-
by-case basis. The guidelines do state that an impact assessment will, in
general, be necessary for all legislative proposals. If it is decided that an
impact assessment is not to be undertaken, reasons will be given, unless the
programme or proposal is outside of the Commission’s legislative work
programme.”’

Commission impact assessments are carried out at different levels. With
reference to Figure 1, an impact assessment is carried out for an overarching
framework programme, such as Horizon 2020, or the Digital Agenda
framework. A second impact assessment can then be carried out for a specific
initiative within the framework, such as for the Commission’s strategy on
cloud computing.’® In its written evidence, the Commission said that impact
assessments are an important means of ensuring that its political decision
making in this area meets the requirements it outlines for a successful
proposal.

In 2006, the Commission set up an Impact Assessment Board, to examine
and issue opinions on all the Commission’s impact assessments,
independently of the policy making departments. It is chaired by the Deputy
Secretary General responsible for better regulation, and is independent of the
policy departments. As well as issuing opinions on the quality of individual
draft impact assessments, the Impact Assessment Board provides advice to
the Commission departments on the necessity of an impact assessment for a
particular proposal, and the appropriate methodology to be used in the early
stages of preparing an impact assessment. The opinions of the Board are not
binding on the Commission, but they do accompany the draft initiative
together with the impact assessment report throughout the Commission’s
political decision-making.”’

The Commission described its impact assessment system as a transparent
way of comparing policy options, citing a study by the European Parliament,
which compared the impact assessment systems of eight Member States and
the Commission. It found that the Commission’s impact assessment system
is comparatively well-developed with both internal and external checks and

93 European Commission

9¢ European Commission Impact Assessment Guidelines. See:
http://ec.europa.eu/governance/impact/commission guidelines/docs/iag 2009 en.pdf

95 The Commission’s legislative work programme is the yearly programme published by the Commission,
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balances.”® The Commission also highlighted that the 2010 report by the
European Court of Auditors concluded that the impact assessment system
has been effective in supporting decision-making within the EU institutions
and that the Commission’s Impact Assessment Board was found to
contribute to the quality of the impact assessments.”’

61. This view was broadly reflected in our evidence.'® The Government stated
that Commission R&I proposals are routinely accompanied by impact
assessments, and also noted that scrutiny of impact assessments by the
Impact Assessment Board is “rigorous and challenging”.'” They cited the
impact assessment which accompanied the Horizon 2020 Communication as
an example of the interaction between the Impact Assessment Board and the
Commission working well, noting the “robust”'’® detail on economic
impacts.'®

62. Similarly, in response to the question in our call for evidence on whether EU
proposals clearly state their desired impacts, ADS observed that the feedback
from their member companies was positive.'**

63. However, witnesses including the Government, indicated that a stronger role
for the Impact Assessment Board would be beneficial. Both UCL,
Universities UK and the UK HE International Unit regretted that despite its
ability to provide useful data on impact assessments, to date, the Impact
Assessment Board has only been used for piloted initiatives and FP7 research
programmes. On the impact assessments themselves, one witness observed
that, while they have the positive effect of encouraging policy makers to think
carefully about what they intend to achieve, they could potentially become a
formality or “box ticking exercise”.'”” RAND Europe, a not-for-profit public
policy research institute that the Commission has contracted to conduct
research used in impact assessments, argued that researchers subcontracted
by the Commission are not empowered to go beyond the Commission’s
“prescribed specification” of possible impact.'®

64. Witnesses mentioned the particular difficulties in carrying out an impact
assessment in the field of R&I, in that the objective of much R&I is to find
something new, which in itself is difficult to predict and measure.'” The
Government stated that the nature of research makes it difficult to quantify
economic and societal impacts with certainty, especially in cases where these
would take considerably longer to materialise than the relatively short
timescales for evaluation that EU R&I allows for. As the Minister remarked,

98 CEPS/University of Exeter, Special Report No.3, (2010) Regulatory quality in the EU institutions: do they
support decision making?
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“[The Commission] are dealing inevitably with uncertainties and sometimes
... the figures are suspiciously precise.”'*®

The Government, and other witnesses, also noted that many positive
outcomes cannot easily be encompassed in an impact assessment; such as the
cross-fertilisation of different approaches and skills, and the development of
networks of collaboration.'” The Institute of Physics and Professor Ritter
observed the importance of participation in networks.'’® Similarly, EADS
suggested that it is “difficult to make a realistic, useful and accurate
assessment of the actual impact achieved, especially if this would ... have its

main effects in an unexpected way”.'""

This Committee conducted a report on impact assessments in 2010, agreeing
in part with the Commission’s assessment that its impact assessment system
was effective.!'> We acknowledged that there would be value in further work
to determine if the process for deciding whether a proposal requires an
impact assessment is appropriate. Indeed, when scrutinising some of the
Commission’s work programmes, we considered that an impact assessment
would clearly have been helpful. For example, an impact assessment was not
carried out for the Smart Cities programme, despite its potential economic
and social impact.

Our 2010 report also welcomed the actions of European Parliament
committees in commissioning impact assessments where they considered that
the Commission assessment was inadequate. As part of the current inquiry,
we heard from Malcolm Harbour MEP on the role of the European
Parliament’s European Added Value Unit set up in 2010. He described its
role as a form of ‘critique’ on the Commission’s Impact Assessment Board, a
function which this Committee welcomed in our 2010 report.'’> However, in
his evidence the Minister observed the potential for duplication by the
European Parliament in this area, saying, “I think I would encourage them
[the European Parliament] to try to improve and press the Commission for
better quality in their own impact assessments rather than have Parliament

doing a rival one”.''*

We reiterate the view expressed in our 2010 report, Impact
Assessments in the EU: Room for Improvement?, that impact
assessments should be performed wherever a significant proposal is
made. We also continue to call for further work to determine which
measures are, and are not, to be accompanied by an impact
assessment and whether in practice the selection is appropriate.

We agree with the Minister that the relationship between the
European Commission and the European Parliament in the area of
impact assessments warrants further study. We suggest that there is a
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risk of overlap between the two, and that there should be a focus on
improving the Commission’s impact assessments, perhaps through a
stronger role for the Impact Assessment Board, rather than running a
parallel process in the European Parliament.

While the accuracy of impact assessments is important, the European
Commission should avoid an overly rigid approach, and develop
indicators in collaboration with the private sector. These should take
into account the extent of uncertainty involved in ‘blue sky’
innovative products, and the potential for projects to produce positive
outcomes which take time to develop, are less tangible and may be
difficult to quantify accurately at the outset of a project.

Monitoring and Evaluation

The principles of monitoring and evaluation have been well established in
project management following decades of academic research and practical
use. Essentially, proper monitoring will help to ensure a project is delivered
in an efficient manner, while proper evaluation will assess whether it has
produced the desired effects. Monitoring and evaluation allow actors to learn
from each other’s experiences, building on expertise and knowledge; they
promote transparency and accountability, allow for lessons to be shared more
easily; and provide a way to assess the crucial links between project
implementers, beneficiaries on the ground and decision-makers.'"’

Some witnesses agreed with the Commission’s assertion that its evaluation
processes were well-established and transparent.'’® However, others
contested this. UCL, Universities UK and the HE International Unit stated
that there is currently no requirement to ensure that the impacts set out in an
impact assessment have been achieved."'” EADS described EU monitoring as
administratively cumbersome and expensive.''”® The Government also
acknowledged this, observing the tension between the Commission’s stated
aim of simplifying the process, and the desire to maintain the availability of
monitoring information.''"” The Open University and RCUK noted that there
is little access to discussions with the Commission on preferred monitoring
and evaluation processes.'*

Some witnesses were concerned about the background and quality of the
evaluators.'?! Dr Urban et al observed that in some instances, evaluators were
not experts in their field, but inexperienced post-doctoral researchers. EADS
viewed the process in a largely positive light, but described it as “dominated

115 International development organisations such as the World Bank and the United Nations Development
Programme have been at the forefront of developing monitoring and evaluation frameworks over the last
fifty years. See:
http://web.worldbank.org/WBSITE/EXTERNAI/EXTOED/EXTEVACAPDEV/0,,contentMDK:222933
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by academic experts, whose priorities while valid are focused on novel
research, not industrial innovation”. They noted that industry experts are
often rejected through claims of conflict of interest.'*

The evidence we received suggested that, apart from the general criticism of
complexity and bureaucracy that runs through the evidence, the major
weakness in the Commission’s monitoring and evaluation process is the
evaluation of outputs.'” Both the Institute of Physics and the National
Institute for Health Research Evaluation, Trials and Studies Coordinating
Centre (NETSCC) acknowledged the challenge of balancing the desired
programme outputs with the practical realities of technology development
and the legislative environment.'” NETSCC cited the example of the
European network for Health Technology Assessment (EUnetHTA)
programme in which they were involved, where one of the desired outputs
was the establishment of a permanent EU network for health technology
assessment by the end of 2012. They said that the project was launched on
the premise of achieving this aim, in spite of the Commission’s awareness
that the EU legislation needed to facilitate the project would not come into
effect until after 2012."'*

Reflecting on their research into the nature and effectiveness of EU funded
research, Dr Galsworthy and Professor McKee observed that in their analysis
of all health-related research funded by the EU under Framework
Programmes 5 and 6 (FP5 and FP6), 50 per cent had no detectable
academic output. They suggested that this was a result of the EU’s lack of a
technologically effective system to track its own projects and outputs.

One of the key problems with EU monitoring and evaluation is the long
timescales involved. As part of the monitoring and evaluation process, the
EU recommends that at the end of a project, a policy brief is developed and
sent to stakeholders and policy makers. The policy brief should be developed
from the findings of the study, and then be published in peer reviewed
journals. However, Professor Bernabei ez al suggested that the call for these
academic papers often comes up to six years after the project is concluded, at
a stage where the EU funding has finished, and the team has disbanded,
leaving no one to write the brief.'*°

We welcome the European Commission’s efforts to simplify the
monitoring and evaluation process, but share the Government’s view
that this should not be done at the expense of the transparent
evaluation of projects.

We consider it of paramount importance that monitoring and
evaluation are carried out by experts in the relevant sector, in order
to ensure that evaluators are able to assess and promote innovative
excellence. A cohort of the experts in a particular sector should by
definition consist of both academic and industry experts, bringing
different strengths to bear on the evaluation process.
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We also recommend that more work could be done to ensure that
monitoring and evaluation of outputs are efficient and realistic,
taking into account the relatively short timescales of EU R&I projects.
This could be better achieved in part through clarifying at the outset
of a project, the requirement for project participants to produce
materials at the end of a project which explain the outputs and
outcomes.
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