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Abstract: The Europe 2020 Strategy puts the quality and relevance of education
and training systems at the heart of EU's efforts to improve innovation
and competitiveness and to achieve intelligent, sustainable and
inclusive growth. The development of partnerships between
vocational schools or higher-education institutions and the business
sector must be considered as a critical factor in identifying learning
requirements, improving the relevance of education and facilitating
access to education and learning. The growing lack of skills is one
of the major challenges for companies that rely on more highly
qualified personnel. To increase the cooperation between academia
and the business world means to integrate small and medium-sized
enterprises (SMEs), since 99.2 per cent of European businesses are
SMEs. They are the blood cells of the European economy and are
essential for growth, yet a very heterogeneous group that can only
be integrated in cooperation networks by intermediate organisations
which tackle the needs of this diverse group of businesses. Such
a partnership of 17 universities and polytechnics, including the
University of Latvia, was founded in 2010 and is shortly introduced

as a best practice example.
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To stay competitive in the globalised world, companies need to be
innovative and that requires cooperation with knowledge institutions.
A survey conducted in 2013 revealed that one of the major obstacles
for SMEs to improve their innovation capabilities is their inability to
find qualified personnel. This corresponds to the huge challenges the
labour markets face in Europe. Almost all countries report a growing
lack of skilled workforce while at the same time youth unemployment
is increasing. This gap between the current qualifications and the
qualifications demanded by businesses sector can be overcome by a
closer cooperation between enterprises and education facilities, on
a national but also international level between Western and Eastern
countries. The introduction of work-based education plays a crucial
role in narrowing this divide.

Keywords: innovation network, partnership, qualification, SMEs, work-based
learning

1. Introduction

Following and extending the Lisbon Strategy from 2010, the European Union
adopted the Europe 2020 Strategy in 2010, with the overall goal to strengthen
the knowledge-based society, putting a strong emphasis on progress in the
fields of research, education and innovation (Soriano & Mulatero, 2010). The
blood cells for a successful implementation of this strategy are the European
SME:s that have a large share in the macro economy and employment in Europe.
Companies with less than 250 employees and equal or less than either 50 million
euros turnover or 43 million euros balance sheet total are considered small and
medium-sized enterprises (Lukacs, 2005). Micro-enterprises are the smallest
category of SMEs, with less than ten employees and a turnover or balance
sheet total equal to or less than 2 million euros (European Commission, 2011).
Over 99 per cent of all European enterprises are SMEs, providing up to 70
per cent of all jobs. In fact, between 2002 and 2010 about 85 per cent of net
new jobs were created by small and medium-sized enterprises (de Kok et al.,
2011). Also, during the crisis in 2008, employment by SMEs proved to be more
resilient than employment by large firms (Gagliardi ez al., 2013). These numbers
clearly show why small and medium-sized enterprises are often referred to as
the backbone and the driving force of the social and economic development in
Europe (Wymenga et al., 2011).
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A strong SME environment is vital to realise the ambitious goals of the Europe
2020 Strategy, but European SMEs need support to stay competitive in the
globalised economy. The markets are getting fiercer and single companies hardly
have a chance to run monopolies in their fields. Due to relatively high tax rates
and social costs, in particular in the Baltic Sea Region, the local companies cannot
compete with other countries in terms of prices, but only by offering products and
services of high quality and reliability. This asks for an innovative environment
and for outstanding qualifications, to secure competitive companies in the long
run. An improved innovation infrastructure as well as better qualifications fitting
the needs of SMEs ask for specific transnational partnerships.

2. Baltic Sea Academy as an exemplary partnership

Qualifications and innovations for SMEs must be realised with a cooperation of
different institutions as well as international activity. Companies in particular
benefit from these international relationships (Holm et al., 1996). Thus,
organisations representing and working for SMEs, such as business chambers,
need to be connected on an international level. Such a non-profit network of
partners is the Hanse Parlament, bringing together more than 50 chambers from
12 countries—a non-profit network of countries in Western and Eastern Europe.
Such networks offer the external resources that can be of vital importance for
small businesses (Street & Cameron, 2007).

This business network then formed a partnership with academic institutions.
The increasing role universities play in the economy and the impact they exert
on promotion innovation is unquestionable (Abreu et al., 2008). Yet, most
of the cooperation between the business sector and academic world focused
on major companies and industries, not on SMEs. To establish this missing
link, the Hanse Parlament invited ten universities and polytechnics from
seven countries to establish a partnership between the academic and business
world for the benefit of SMEs in 2010. This partnership, called the Baltic Sea
Academy, forms the first network of higher-education institutions (HEIs) for
the support of small and medium-sized enterprises. By 2014, this network had
grown to 17 members from 9 countries, such as Belarus, Denmark, Germany,
Latvia, Lithuania, Poland, Sweden, and Russia. It is important to have such
geographical coverage, so the partners can contribute to the network according
to their regional strengths. This partnership realises tangible R&D solutions for
companies and creates curricula for vocational trainings and dual study courses,
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thus tackling the important topics of education (see subchapter 2.1 below) and
innovation (see subchapter 2.2). These can be combined in a work based learning
environment (see subchapter 2.3).

2.1 Partnership offering education

One of today’s biggest obstacles for the SMEs that wish to expand is the pure
lack of skilled workforce. A survey, conducted in 2013 among more than 600
stakeholders, such as SME associations, business chambers, and universities,
revealed that the missing workforce is the major hindrance. The participants were
asked to indicate on a scale of 1 to 5, in which area they consider SMEs need
the most support to stay competitive, with 1 indicating not important and 5 most
important. By far, the participants indicated with 4.6 that qualified staff is the
most essential prerequisite, followed by 4.17 for good work climate in a company.
Information, political and financial support were clearly rated as less significant
(Fig. 1). Evidently, political or even financial support was rated clearly lower.

Figure 1. Areas that SMEs have the highest support need to become/stay innovative,
data from own survey 2013
Qualified Staff;
1.6 Work Climate;

%17
Financial

Support; 3.15 Information;
Political 3.01
Support; 2.56

While unemployment was seen as one of the biggest challenges for the European
economy in the late 1990s (Siebert, 1997), today the lack of skilled workforce
is taking a prominent role and poses a serious threat for the economy. Even
though many countries still have a high or even rising unemployment, in all
European countries the number of job vacancies is rising dramatically and there
is fierce competition for qualified workforce in Europe. For example, German
companies advertise on the Polish labour market, German workforce migrates
to Denmark; Danes might be attracted by the high wages in Norway.
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As aresult, there is a great threat of a shortage of skilled workers especially for
the SMEs, which may be pushed towards lower levels of qualification. However,
SMEs require the best available talents to stay competitive. The European
workforce skills are not matched with the labour market needs—Europe’s most
talented and needed workforce is being wasted (Cedefop, 2014). This skill
mismatch is one of the most pressing topics for European economy.

This development of a growing lack of skills is getting even stronger due to the
demographic changes. With the exception of Sweden, the population of working
age will decrease by 5 to 17 per cent in all countries around the Baltic Sea by
the year 2030 (Stiller & Faltermeier, 2011).

Table 1 indicates that particularly in Eastern European Member States, such as
Latvia or Lithuania, there is a strong decrease of more than 8 per cent of employable
population. In particular, the Baltic States face not only the demographic change,
but are also burdened by the so-called brain drain, where the highly qualified and
best talents emigrate to other countries due to a lack of available jobs, resulting in
a dangerous downward spiral. For example, Lithuania lost at least 17.2 per cent of
its population between 1989 and 2011 (Ubareviciené et al., 2014).

Table 1. Population, population change and employable population change in the
Baltic Sea region, 2010-2020
Population Population Population Employable
change population
change
2010 2020 2010-2020 2010-2020
min min % %
EU27 501.1 514.4 2.6 -1.5
Denmark 55 5.7 3.4 -0.5
Germany 81.8 80.1 -2.1 -4.3
Estonia 1.3 1.3 -1.2 -7.2
Finland 5.4 5.6 4.2 -4.1
Latvia 2.2 2.1 -4.8 -8.8
Lithuania 3.3 3.2 -4.5 -8.3
Norway 4.9 5.1 5.7 6.8
Poland 38.2 38.4 0.6 -6.2
Russia 143.0 141.0 -1.4 7.7
Sweden 9.3 10.1 7.8 1.6

Sources: Eurostat, 2012; Russia: UN World Population Prospects, 2010;
After Biermann et al., 2013.
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Undeniably, youth unemployment is rising in Europe (Eichhorst, 2013), but so
is the number of job vacancies. Many trainee positions, in particular in the craft
sector cannot be filled.

The offered qualifications must be more closely linked to the real market needs.
Too many young people leave schools without employable qualifications.
Universities do not only have the responsibility to create employable workers
(Teichler, 2013), they also need to create critical, open minds. Still, in light
of the rising number of young academics in most European countries without
employment, it seems obligatory to match the existing curricula closer to the
real needs of the businesses.

Since the majority of all jobs are created in SMEs, their needs must be considered
when drafting new trainings and study courses. Since SMEs are a very
heterogeneous group, their needs must be gathered by umbrella organisations,
such as business chambers, in the respective regions. These chambers must
cooperate on a transnational basis with educational institutions that create and
offer the respective curricula.

2.2 Partnership for innovation and open innovation

Educational products are the best possible long-term investments to create a
strong economy, but companies also need innovative solutions in a short period.
Usually SMEs plan for three to six months ahead, not years ahead like major
companies. Small firms need solutions within this time period. No matter how
important future qualified workforce is, the companies also need support to
identify and improve future products and services they can offer a high-quality
market such as Europe.

To stay competitive against the fast-growing low labour cost countries like
China, SMEs need to be more innovative (Heinonen, 2010). This has become
even more the case in recent years, since those major economies are rapidly
developing from pure production markets to innovative economies (Altenburg,
2008). Undeniably, the increased global competition, the impact of foreign
competition has resulted in increased innovation activities also in traditional
low labour cost countries like China (Liu ef al., 2014).

For a growing economy, the breakthrough innovations, a new revolutionary
technology or service, for example, are the most important. In the last decades,
the majority of these were realised by small firms, while the big companies
concentrated on incremental innovations to improve their existing products
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(Baumol, 2002). It must be noted that innovations in companies should not
be understood as technological improvements only, but there is a rising need
for non-technological or so-called soft innovations in companies (Hogeforster,
2014).

There is a need for partnerships with research facilities to allow companies
to raise their level of innovations. The abovementioned 2013 survey asked as
to which stakeholder SMEs need to have a close cooperation with to develop
innovative solutions. In the survey, 1 marked a low level of cooperation, 5 a
high level of cooperation. The respondents indicated that it is most important to
cooperate with educational institutions (4.21), followed by business chambers
(3.8) and R&D institutes (3.37). Cooperation with private consultants (1.97),
public administrations (2.41) and financial institutions (2.5) was regarded as
less important. The survey revealed that a stronger need for open innovation is
needed in EaP countries like Belarus.

Figure 2. Cooperation needs of SMEs to be innovative, data from own survey 2013

Private
Consultants; 1.97

Financial / Banks;

5 .
Companies
(different sector);
278
Companies (same

sector); 2.88
Business

Chamber; 3.8
Educational

) Institution; 4.21
Public

administration;

2.41
RED Institution;

3.37

Collaboration with companies from the same sector was indicated as more
important than a network with companies from a different sector. Indeed,
cooperation with other companies can be even more important than cooperation
with public administrations (Zeng et al., 2010).

Companies in clusters of firms and inter-firm networks can certainly realise
competitive advantages (Enright et al., 2001). As a matter of fact, it became
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much easier for SMEs to build networks of their own, with partner companies
from far away, by utilising the new communication technologies that were
developed in the last decades, even though many firms still lack the crucial
technology infrastructure (Michaelides et al., 2013). However, in the current
knowledge society, a collaboration of companies only is not sufficient.

While most companies were primarily innovating from within, without using
external resources, they are opening up and becoming part of the emerging
“open innovations” environments (Chesbrough, 2003). The basic idea of open
innovation is that, in a world of widely distributed knowledge, companies
cannot afford to rely entirely on their own research, but need to find and connect
to other parties and explore multiple channels. This holds also true for SMEs
that are discovering the benefits from open innovations to meet customer
demands, while they face the challenge of organisational and cultural issues as
a consequence of dealing with increased external contacts (Van de Vrande et al.,
2009). Open innovations ask for a corresponding business model, allowing the
successful implementation (Van der Meer, 2007). Actually, it can be easier to
adopt such a business model by a small company than a large company that is
less flexible (Chesbrough, 2013).

SMEs have less R&D resources and innovate in more different ways than major
companies (Todtling & Kaufmann, 2001). Networking with intermediaries
can be a very effective way for SMEs to facilitate open innovation for and
among smaller companies (Lee et al., 2010). Such networking with chambers
or academic institutions asks for a reliable, trustful partnership.

2.3 Work-based learning to combine innovation and education

Work-based learning, the combination of school training and practical training,
is deeply rooted in the German education system (Dessinger, 2002). It has been
often discussed whether this so-called dual system could be a model for modern
vocational training (Blossfeld, 1992).

Young people avoid vocational training and prefer studies. However, most
courses are largely theoretical and not sufficiently focused on the practical
issues of SMEs, which cannot develop a sufficient number of entrepreneurs and
skilled workers despite a large number of students. Dual courses of study, which
combine vocational training or activity with studies, have to be established on a
broad basis to close the skills mismatch described above. Well-designed work-
based learning curricula have clear advantages and prove to be very effective
(Lester & Costley, 2010). The training on the job also enhances the personal
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skills of the students, who are engaged in customer meetings, having to cope with
co-workers, etc. and thus already have the practical experience that graduates
who only attend university lack.

Dual courses of study can be combined ideally with direct promotion of
innovations. The participants of dual courses of study attend university courses
and at the same time work in a company. This results in direct relationships
between universities/colleges and SMEs, which are used for personal counselling
and transfer processes.

The students are an untapped resource, a living bridge between the academic
world and the business world. They can share the precise needs of their company
with the professor and vice versa inform the company about possible new
interesting research results. As part of semester or bachelor thesis, manageable
research and development tasks can be conducted in direct cooperation between
enterprises and universities. Evidence shows that the dual training method
tends to be even better than the full-time college-based training method and
consequently stronger trainees arise from the work-based learning programs
(Nickolaus et al., 2009). Feedbacks from the companies involved in work-
based learning confirm that these graduates have excellent job opportunities
(Kiedrowski & Schaumann, 2011).

Dual study courses are so far implemented mainly in Western countries such as
Netherlands, Austria, and Germany. Close collaboration with universities and
schools from EaP countries are needed to extend these to Eastern countries.

3. Conclusion

To stay competitive it is essential for SMEs to benefit from partnerships
between business organisations and academic institutions. Most effective are
transnational partnerships, involving the Eastern and Western countries that
distribute according to their strengths. These partnerships, like the Baltic Sea
Academy, should concentrate on the realisation on tangible innovative solutions
in the short run and create educational curricula for future employees to address
the issue of the urgently needed skilled workforce in the long run. An ideal
education, connecting academic knowledge and the business world are curricula
in a work-based learning environment.

The EU Eastern Partnership represents the Eastern dimension of the

Neighbourhood Policy. It strengthens bilateral relations between the EU and
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its Eastern European partners. One of the objectives of this partnership is the
economic integration by supporting the socio-economic reforms and promoting
international cooperation. Considering the economic aspects of countries
and regions in both EU and EaP countries, as mentioned already above,
international cooperation is essential for the economic growth of companies.
In the globalised world, however, the economic growth is strongly limited,
if the companies are constrained or do not have the possibility to access the
international markets. Especially small and medium-sized companies face this
challenge due to limited human and financial resources. This is why cooperation
at different levels (regional, national, and international) and between different
stakeholders is of crucial importance. Cooperation only between SMEs is no
longer satisfactory. Other cooperation forms have to be promoted and supported,
for example, between SMEs and academic institutions in order to enhance the
innovation potential and competitiveness of companies and thus to strengthen
the international trade ties in the EU and the countries of EaP.
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