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• T h e  E u r o p e a n  U n i o n  h a s  m a d e  t a n g i b l e  p r o g r e s s  o n  I C T  p o l i c y ,  f o r  e x a m p l e
by encouraging broadband take-up. However ICT’s contribution to EU growth
is disappointing: ICT largely accounts for the EU’s lagging productivity and
growth performance relative to the United States.

• Europe continues to lag behind because of the insufficient contribution of
the ICT-producing and, especially, the ICT-using sectors. There are no signs
that Europe will start catching up, and progress is hampered by the lack of a
single market for ICT, and by lagging ICT research and development.

• To address ICT single market failings, the Digital Agenda Commissioner
should concentrate more on emerging ICT products and services. With an
invigorated creative-destruction process, new markets can replace old
markets or force them to adapt.

• To better support R&D and innovation, more public support should be given
through tailored programmes to high-risk innovative projects conceived by
new ICT companies, which are the missing link in the EU’s ICT-growth nexus.

This policy contribution is a supplement to ‘Bruegel memos to the new
Commission: Europe’s economic priorities 2010-2015’ (ISBN: 978-9-078910-
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STATE OF AFFAIRS

In its i2010 strategy 2005-2009, the European
Union, as part of the Lisbon Strategy, set out an
ambitious mission to make information and com-
munication technologies the driving force of a
more innovative, competitive, connected and
greener EU economy. To this end, the Directorate-
General for Information Society had three broad
policy instruments at its disposal: i) EU regulation
to boost a liberalised and single market for busi-
ness and users in the telecoms sector and media
services; ii) funds and programmes to stimulate
ICT research and innovation; and iii) programmes
to promote the diffusion and uptake of ICT tech-
nologies. It is fair to characterise this i2010 policy
as being pro-competitive and pro-consumer. This
policy is slated to be continued in the future, as
indicated by the ‘Digital Agenda for Europe’ and
‘EU2020’ communications.

In its most recent communications to the Euro-
pean Parliament and EU Council, the Commission
hailed the main achievements of the i2010 strat-
egy. One can hardly disagree with the fact that
several tangible results have indeed been
achieved in Europe, especially regarding accessi-
bility for consumers and society at large. In terms
of mobile phone penetration, Europe is clearly a
leader, with the number of active mobile phones
being higher than the active population. Increas-
ing numbers of Europeans are online, and higher
rates of broadband connectivity have led to more
intense use of online services. 

The picture is however less rosy if we look at the
contribution that ICT has made to the growth of the
EU economy. Recent economic studies all reach a
similar conclusion, namely that ICT is largely
responsible for the EU’s lagging growth perform-
ance relative to the United States1. There are three

basic channels through which ICT can impact eco-
nomic growth:

• Directly, through the investment in ICT capital
by the business sector; 

• Indirectly, through productivity improvements
resulting from ICT investments in ICT-using sec-
tors; 

• Through the contribution of ICT-producing sec-
tors (equipment and services).

For the latter two channels, e-entrepreneurship
and innovation in ICT-producing and ICT-using sec-
tors are pivotal.

The lagging performance of ICT as a driver for
growth in Europe is evident in each of these three
channels. Significant progress has been achieved
only on ICT investment. But on the contribution
from ICT-producing sectors and particularly from
ICT-using sectors, Europe continues to lag behind,
with no sign of catching up. In particular, ICT-using
services have been the locus of the most profound
productivity gap compared to the US, most notably
in the retail and wholesale sectors. The lagging
performance of the EU in ICT-producing and ICT-
using sectors can be associated with a lagging
performance on innovation, and a limited creative-
destruction process in these sectors. Fast-grow-
ing entrants with ICT-enabled innovations can
displace inefficient firms and challenge incum-
bents. They are a crucial missing link in the EU’s
ICT-growth nexus.

An evaluation of progress in the two main EU ICT
policy areas, namely (i) a single market for ICT
and (ii) research and development and innovation
in ICT, does not produce much good news. Despite
progress, there is still no ICT single market in
Europe, with mobile communication prices vary-
ing on a scale from one to five from lowest

1. See, for example: Van Ark,
B. and R. Inklaar (2005)

‘Catching up or Getting
Stuck? Europe’s

Troubles to Exploit ICT’s
Productivity’, Research

Memorandum GD-79,
University of

Groeningen. Other
studies have been

produced by, for
example, the OECD and

the London School of
Economics.
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counterparts, but the difference is small. The
return on capital invested is, however, low in this
layer compared to other layers in the system.
Layer 2 companies are the least R&D-intensive
companies on average in the ICT innovation
ecosystem.

In a nutshell, there has been in the past a strong
policy emphasis on infrastructure and consumers,
at the expense of a relatively weak focus on the
potential growth effect of ICT, with little consider-
ation of entrepreneurship and new business cre-
ation from the ICT sector. Europe fails to nurture
young entrepreneurial companies that have the
potential to grow fast and reach international mar-
kets, particularly among the services, software
and content providers. The telecoms/network
operator business is still highly fragmented in
Europe and is populated by incumbent operators
that are highly capital-intensive but do not appear
to be particularly strong in terms of R&D.

CHALLENGES

The main failing of Europe’s ICT sector is that it is
not contributing to growth, at least in comparison
to the US ICT sector over the past decade. If ICT is
to contribute in a sustainable fashion to EU citi-
zens' welfare in the long term, as the Lisbon Strat-
egy and its successor, EU2020, herald, your major
challenge will be to turn ICT into a growth factor in
Europe. This means: (i) wherever ICT innovations
are generated, inside or outside the EU, the best
available ICT technologies should be effectively
absorbed by EU business, government and final
users; and (ii) the EU ICT ecosystem should
improve its innovative and growth performance,
which includes exploiting the sales and produc-
tion advantages available worldwide.

How to improve the productivity effect from ICT
investments in ICT-using sectors: flexible markets
and complementary firm practices.

The economic studies on productivity effects from
ICT have observed a wide heterogeneity across
sectors and countries. Particularly poor-perform-
ing countries and sectors are those characterised
by restrictive product-market regulations, as in
the retail sector. Other bad practices for an ICT-
growth nexus are restrictions on competition,
especially entry and exit barriers, and lack of third-
country competition. Restrictive labour-market
regulations are another barrier, blocking the
recruitment of new IT-skilled employees. But even
within ICT-using sectors, substantial firm-level dif-
ferences remain in the ICT-growth nexus. US firms,
even if they are operating in the EU, reap higher
productivity returns from their ICT investments
compared to EU-owned firms. Economic analysis
suggests that firms need to have other comple-
mentary, firm-specific strengths to turn their ICT
investments into growth, such as the quality of
management and organisational practices.

How to improve the innovativeness of the ICT
sector itself: connectedness, competition and
competence.



institutes supplying basic ICT knowledge and skills,
and the availability of financial capital providers,
among other factors. Two main factors seem to
hamper innovation in Europe, particularly compared
to the US and Asia. The first is the highly fragmented
market that is still mostly national in its essence
(especially in the case of network operators) and
prevents the exploitation of economies of scale
while limiting the degree of competition, hence
reducing the incentive to innovate. Second is the
access to innovative capacity and skills.  ICT-skilled
experts are in short supply in Europe, and there are
no real grounds for optimism about the future if one
looks at educational choices. Indeed, the share of
engineers (and software engineers) in particular in
total higher education studies in Europe displays a
negative trend, and is much smaller than in emerg-
ing countries, Japan or South Korea.

RECOMMENDATIONS



ing an integrated EU market, and which policy
interventions are most effective, a system of ICT
market monitoring needs to be put in place to con-
tinually assess progress on market integration.
The probing sector enquiries by DG Competition
could be an example here.

Increasing the growth impact of the EU’s ICT R&D
funds
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