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Abstract*

This paper analyzes the innovative profile of the Flemish creative (design) sector using data obtained
from 51 companies, taking part in an Innovation Diagnostic of their enterprise. Flemish creative
companies are typically very small, but highly innovative. Results clearly show that the Flemish
creative industry faces a number of specific challenges, mostly related to risk assessment and
financing constraints. Moreover, creative entrepreneurs often lack the necessary economic
background required to successfully commercialize their innovations and manage their business in an
optimal way. Finally, government support appears not to be very well adapted to the need of micro
firms (employing less than ten employees) in general and to the requirements of the creative sector
specifically.
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1. Introduction

In this paper, the innovative profile of a sample of 51 creative (design) companies in Belgium is
analyzed. Since most of the firms active in this industry are small- to medium-sized, we will first
briefly introduce the Belgian SME sector in general and discuss the importance of the creative
industries within this sector. The companies that participated in the survey are typically very small,
but highly innovative. Given the specific nature of the sector, combined with the small size of the
firms, the design sector faces several specific challenges. First, it is very hard for these companies to
acquire financial backing for their innovation projects and as a result it is virtually impossible to
undertake market research prior to the introduction of their innovation(s). This is especially critical,
considering that innovation is central to the survival and growth of these companies. The typical
creative entrepreneur is entirely dependent on the continuous development of new products,
processes, services or ideas in order to retain his competitive edge.

As a consequence, the industry faces specific issues relating to risk assessment and financing
constraints when they want to introduce their innovation to the market. Moreover, most entrepreneurs
that took part in our study are educated as designers (in fashion, jewelry, product development, web
design, etc.) and are as such poorly prepared to undertake the full commercialization process of their
innovations. Financing constraints also play an important role here, since most of the respondents lack
the necessary financial means to hire a business manager for this part of the innovation process.

Finally, a clear point emerging from this study is that existing government support for innovation
does not seem very well adapted to the specific needs of ‘micro firms’ (firms employing less than ten
employees) in general and to those of the creative sector specifically. Nevertheless, it should be noted
that most of the companies in the sample are highly successful in their respective sub-industries,
although perhaps smaller in size than they could be, provided some of the issues mentioned above
could be addressed.

This paper is organized as follows. Section 2 sketches the general profile of the Belgian SME
sector and summarizes the characteristics of the Flemish creative sector. Section 3 analyzes the data,
collected from our sample of creative entrepreneurs. Section 4 discusses the case studies and gives an
overview of the most salient findings of this study. Finally, section 5 formulates policy
recommendations and concludes.

2. Brief report on the Belgian SME sector and the Flemish creative sector

This paper summarizes the findings from a larger study from the same authors. From the
performance indicators presented in this larger study, based on Eurostat data (2008), it is clear that
Belgium has an SME oriented economy. The number of enterprises and the employment figures are
somewhat higher than the overall EU-15 averages. When divided into different size classes, the
differences with respect to the EU-15 average become more noticeable. For example, only
Mediterranean countries have more micro enterprises than Belgium. In terms of turnover and added

value, the Belgian SME share nevertheless seems to be decreasing as a result of a significantly lower



productivity. Within a European context, these parameters still remain slightly higher than average,
with only Denmark, Finland and Ireland showing even higher productivity per employee (on average).

The object of this study is to assess the innovative profile of the Flemish creative or design sectors.
In the context of this paper we will assume that both terms are referring to the same sector, although
in international publications the term creative sectors is used as a broader label that can refer to almost
all economic sectors that imply creativity in their product portfolio, processes or services.

The Bureau of European Design Associations (BEDA)2 describes design as “a broadly
transferable process that gives physical shape to people’s needs and desires for the future using the
designer’s creativity and intuition, often assisted by more formal external research, generating future
vision.” According to BEDA, design is a process that leads to an actual marketable product (BEDA,
2001). The Flemish Ministry of Economy defines design as: ... “a holistic dealing with matters, that
besides the (re-) styling of products, extends to the application of innovative and alternative materials,
ergonomics, engineering, ecology and ethics, psychology, culture and last but not least management”
(ESOMARS3, 2004).

Quantifying this sector is quite difficult. There is no specific Nace4-code for design companies. In
fact, we’ve even noticed that often Flemish creative entrepreneurs and enterprises are registered with
an incorrect nace-code (i.e. because of altered, broadened or shifted activities or simply non-
availability of a suitable activity code). Similarly and partly as a consequence of this classification
problem, European surveys lack common comparable statistics. Nevertheless BEDA estimates that
the 410.000 European designers generate a consolidated annual turnover of € 35 billion. (BEDA,;
2006).

The lack of reliable data is surprising, especially since both academics and decision makers agree
that creativity and the design of new products, processes and services are important success factors in
present-day business. In 2007 Flanders Design presented the results of a survey about the use of
design in a representative sample of 400 production and 100 services companies. Graph 1 shows that
47 percent of both production and services companies integrate design aspects in their business
strategy from time to time. Some 11-12 percent considers design as a strategic value (Flanders
Design, 2007).

2 BEDA units and represents approximately 40 public and private design institutions across Europe. BEDA
was founded to communicate the importance and added value of design and innovation within the European
economy to the European institutions.

® ESOMAR is a World Association of Opinion and Marketing Research Professionals (formerly known as
the European Society for Opinion and Marketing Research.

* The Nace classification if the official nomenclature of economic activities used by Eurostat. The
classification can be downloaded from the Eurostat Ramon server at http://ec.europa.eu/eurostat/ramon/ .
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Graph 1: The use of design in 400 production and 100 services companies in Flanders, 2007
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Flanders Design (2007)

Although half of the companies indicate not to implement design as such, close to all of them
apply activities that can be considered as design activities (branding, corporate styling, patent
applications,...). Profitability is higher for frequent implementers of design than for those who
implement design rarely (Design, 2007). Companies in the creative industries tend to have a
significantly different business profile. They innovate more often, pay more attention to strategic and
marketing issues, and seem to be more advanced in their use of human resources practices (de Jong, et
al., 2007).

In international literature the creative industries are ever more identified as a principal accelerator
of the economy. On the one hand they contribute to overall knowledge generation, while on the other
hand the creative industries as such contribute to employment and the total added value of their
region.

Moreover, Dutch empirical research has shown that the presence of creative industries have strong
positive indirect effects on regional employment, growth, firm entry and startups (de Jong, et al.,
2007). The elevated awareness for design, creativity and outward appearance of products, processes
and services, is the result of, among others, a highly funded creativity policy by the Flemish regional
and urban governments .

BEDA's mapping of the European design industry shows that close to 16 percent (about 67,000) of
Belgian companies think that design provides an added value to their activities (even 29 percent in the
construction industry). About 200,000 jobs in Belgian companies can be directly or indirectly
attributed to the design sector. For the Flemish region BEDA estimates these figures to be 18 percent
of the total amount of enterprises and 80,000 direct and indirect jobs (BEDA, 2006).

In 2007, the Vlerick Leuven Gent Management School was asked by FlandersDC® to determine the

economic value of the core creative and cultural sector® in Flanders, according to scientific standards.

®> Flanders DC (short for Flanders District of Creativity) is the Flemish governmental organization that
promotes entrepreneurial creativity throughout the region in order to make Flanders a more creative, more
prosperous and more ambitious place to live and work (FlandersDC, 2008).
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For the period 1995-2003, De Voldere et al.. concluded that the sector grew annually by 3 percent in
terms of total employment and number of enterprises. Tables 1 and 2 clearly show that this growth
was not only mainly generated in Flanders compared to Brussels. This growth was far more rapid
when compared to the total Belgian economy, where the average growth of employment was only 1.6
%, only half of the growth in the creative sector. With an average employment of about 8.53 full-
time-equivalent staff members in 2003, the majority of these enterprises is situated within the micro
and small size class (De Voldere et al., 2007).

Table 1: Core creative and cultural sector in Flanders and Brussels, 1995-2003 (volume & growth)

1995 2003 A Annual growth
Employment Flanders 26,255 33,156 26.30% 3.00%
Brussels 23,014 22,401 -2.70% -0.30%
Flanders & Brussels 49,269 55,557 12.80% 1.50%
Number of enterprises  Flanders 3,076 3,888 26.40% 3.00%
Brussels 1,629 1,831 12.40% 1.50%
Flanders & Brussels 4,705 5,719 21.60% 2.50%

Source: Maenhout, De Voldere, Onkelinx (2006)

Table 2: Annual growth of core creative and cultural sector in Flanders and Brussels, compared the total Belgian economy, 1995-
2003

SMEs Large Total
enterprises

Micro Small Medium Subtotal

Annual growth in number of
enterprises of the total Belgian
economy (1999-2003) 0.82% 0.76% 0.84% 0.81% 1.10% 0.81%

Annual growth in number of
enterprises of the core creative and
cultural sector in Flanders (1995-
2003) n.a. n.a. n.a. n.a. n.a. 3,00%
Annual growth in employment of
the total Belgian economy (1996-
2003) 0.61% 2.07% 2.97% 1.60% 1.60% 1.60%

Annual growth in employment of
the core creative and cultural sector
in Flanders. (1995-2003) n.a. n.a. n.a. n.a. n.a. 3.00%
Source: Based on De Voldere e.a. (2007) and Eurostat (2008)

Quite obviously, the Flemish core creative and cultural sector is an emerging and fast growing
segment of the economy. In order to measure the impact of the creative sector on the Flemish
economy in a realistic way, the Vlerick researchers omitted the formally subsidized cultural sub

sector’ from their analysis and identified the core creative sector as follows: the audiovisual industry;

® De Voldere et al. define the core creative industry as a gathering of the entire market oriented business
sectors that provide a ‘symbolic added value’.

" The subsidized cultural sector is, despite its symbolic added value, evidently a non-market oriented
industry, i.e museums, authors, theaters, etc (De Voldere et al., 2006)



the music industry; fashion industry; architecture and design; the printed media and publishing sector.
(De Voldere, et al.., 2006)°.

We calculated that the apparent labor productivity in the Flemish core creative sectors differs
significantly from the average Belgian ratios. Although we have the impression that productivity in
the total creative sector is somewhat lower than average, this is in fact not correct. Roughly all of the
economic activity is situated within the micro (or small) size class (-s). In general terms, the creative
sector productivity per person is somewhat 30 percent higher than the average for Belgian SMEs. The
architecture and design sub-sector scores lower than the other sub-sectors, but this can be explained
by the high level of self-employment prevalent in this segment.

Hence, the Flemish creative or design sector is a small but rapidly growing and highly productive
sector with a high rate of self-employment, a growing market potential and backed up by large
amounts of governmental support. The growth in value added and employment surpasses the Belgian
SME average.

3. Data Analysis

a. Sampling

In October 2006, an invitation was distributed by the Flemish Centre for Entrepreneurship in the
Creative Sectors (CONCreaS) to all creative entrepreneurs listed in their combined databases; to
participate in the Innovation Diagnostic®. This invitation was sent by mail to 432 small firms active in
the creative sector. A number of firms responded directly to the invitation, while others where
contacted by telephone in the following weeks to encourage participation in the survey.

The final sample consists of 51 firms, for which the data were collected between October and
December 2006. While the majority of the participants preferred to fill in the questionnaire together
with a member of the Lessius team'® during an interview (which usually took place at the firm), six
firms preferred to fill in the diagnostic alone and to send it to us directly by e-mail. Although the
sample is relatively small, it is more or less representative for the firms in the original database.

Moreover, firms active in the creative sector in Belgium are typically micro-firms, with few or
even no employees. The majority of firms is led by the owner-manager (who also answered the
guestionnaire in most cases), typically without any support of other senior managerial staff or a board

of directors. We will discuss these and other characteristics related to the data in what follows.

® For more a detailed definition of these sub-sectors we refer to De Voldere et al. (2006)

® For a more detailed description of the diagnostic tool, we refer to chapter 1 in this volume.

% The Lessius team consisted of Ysabel Nauwelaerts, Frederik Van Assche and Ilke Van Beveren, together
with the students who participated in the seminar “Strategic Innovation in the Belgian SME sector” in the Fall of
2006.
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b. General summary statistics

Although all firms in the sample are active in the creative sector, they are active in a range of
different activities, as can be seen in table 3. From the table, it is clear that the majority of the
participating firms are active in “Interior design and architecture”, “Product development and
industrial design” or “Web design and ICT”; together these three activities account for 55 percent of

the firms in the sample.

Table 3 : Distribution of sample by activity

Activity #
Interior design / architecture 10
Product development / Industrial design 10
Web design / ICT 8
Jewelry design / goldsmith 7
Landscape architecture 5
Photography 5
Ceramics / Pottery 3
Visual artist / Graphic artist 2
Fashion design 1
Total 51

As was already noted, most firms in our sample are micro-firms. According to the OECD (2004)
definition, which was employed for the purpose of this research project, micro firms are enterprises
employing less than 9 employees and generating an annual turnover of less than € 2 million. In fact,
only four firms in our sample employ more than 9 employees and only two firms report an annual
turnover of more than € 2 million. Moreover, 25 (39) firms report no full-time (part-time)
employment in the current year; while 26 firms have an annual turnover below € 250,000. Table 4

summarizes these and other general characteristics of the data set.

Table 4: Summary statistics (N = 51)

Variable Mean Stdev Min Max
Age of the firm 16.75 18.24 1.00 100.00
Current Full-Time Employment 1.94 3.19 0.00 13.00

Growth in Full-Time Employment compared
to three years ago

Current Part-Time Employment 0.47 0.99 0.00 4.00
Growth in Part-Time Employment compared

7.05 % 48.77 % -100.00 % 200.00 %

1.96 % 31.56 % -100.00 % 200.00 %
to three years ago
Current Annual Turnover (€) 402,439 537,579 2,000 2,300,000
Growth in Turnover compared to three years
ago 74.67 % 163.73 % -65.63 % 900.00 %



The growth figures in table 4 should be interpreted with caution. If a firm only employed one full-
time employee three years ago and has no employees in the current year, this implies a growth rate of
-100 percent. The maximum growth in turnover of 900 percent is realized by a firm that has
introduced a major innovation in the last three years. The same firm has also doubled its employment
over the same period. It is also one of the very few firms in our sample who have applied for a patent
for their innovation, the commercialization of which has been highly successful.

From table 4, it is clear that the firms in our sample grow on average in terms of employment and
turnover, although not at a very high rate in terms of employment, especially when their average size
is taken into account. As was noted in the previous section, the average firm in our data set is small
compared to the other samples in this book. Overall, average employment in the “international” data
set, which comprises of the samples for all countries; amounts to 66.6 full-time employees and 23.9
part-time employees (Mazzarol, 2007). Average growth rates for employment and turnover in the
global data set equal 22 and 29 percent respectively. This implies that the firms in our sample show a
higher growth rate in terms of turnover compared to the sample average, but a much lower growth
rate in terms of employment. This most likely has to do with the high costs associated with hiring
employees and the uncertain (risky) environment in which creative entrepreneurs operate. We will

come back to some of these issues in what follows.

c. Innovation in the creative sector: Summary of findings

As was already noted, creative entrepreneurs in Belgium differ from other firms in the global
sample in terms of their strategic decision making process. Since most firms have no or only a few
employees and no senior managerial staff or board of directors, the owner-managers attach more
value to the advice of family, friends, lawyers and accountants than firms in other countries
(Mazzarol, 2007). Customers and suppliers are perceived as influential in the commercialization of
innovations, although not as critical. The entrepreneurs in our sample share the need to retain their
creative edge and uniqueness and as such the relative influence of all persons other than the designers
themselves is perceived of lesser importance.

Given the highly innovative character of the sector, it is not surprising that only two firms in our
sample did not realize any innovations during the past three years. Of the other 49 firms, 21
introduced between 1 and 5 innovations; 8 firms introduced between 6 and 10 innovations and 20
entrepreneurs commercialized more than 10 innovations over the same period. On average, the firms
in our sample spent 32.17 percent of their annual turnover on the development and commercialization
of their innovations.

As was explained in detail in chapter 1, entrepreneurs were asked to evaluate a particular
innovation in terms of its volume (total annual sales generated by the innovation), rate (rate of profit

associated with the innovation) and length (duration of the innovation’s lifetime). On the basis of
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these three characteristics, eight rent profiles were identified. The results for the Flemish sample are
given in table 5. Compared to the global sample of firms, our sample has a significantly higher
frequency of “Shrimp” and “Oasis B” profiles (Mazzarol, 2007).

Although the “Shrimp” profile might at first sight seem undesirable, this is not necessarily the case
for creative entrepreneurs, who often develop many innovations per year. From the 11 “Shrimp”
profiles in our sample, seven firms realized more than 10 innovations during the past three years. This
implies that these establishments are much less dependent on a single innovation, but rather on their
long-term success in commercializing multiple innovations. The “Oasis B” profile is an attractive
profile for micro firms, given its low requirements in terms of production volume. As we will see
below, creative micro firms face serious difficulties in acquiring sufficient funding for their
innovations, rendering high investments virtually impossible. Hence, the Oasis B profile, which
combines low volume with a high rate and high length is a highly attractive rent configuration for the

firms in our sample.

Table 5: Rent profiles for innovative firms (N = 49)

Rent profile Definition N
Shrimp Low volume, low rate, low length 11
Champion High volume, high rate, high length 9
Gadget Low volume, high rate, low length 3
Joker High volume, low rate, high length 3
Flash in the pan A High volume, low rate, low length 6
Flash in the pan B High volume, high rate, low length 3
Oasis A Low volume, low rate, high length 4
Oasis B Low volume, high rate, high length 10

Graph 2 shows the average market, innovation, resources and strategy index for the sample of
Flemish creative entrepreneurs. In spite of the highly innovative nature of the sector, the average
indices are only slightly higher than 5. The highest score is obtained for the market index (6.24),
which (as was explained in chapter 1) relates to the way firms manage the introduction of their

innovations to the market.

Graph 2: Average Innovation Index of the Creative Sector in Flanders
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In what follows, we will discuss the potential causes for these relatively low scores in somewhat

more detail.

d. Summary of findings and implications

In addition to the questions relating to the strategic decision making process and innovation rent
profile at the firm level; the participants were also asked to give their opinion with respect to the
general innovation climate in Belgium. Several factors emerged as particularly important to the

majority of entrepreneurs from this analysis; they are summarized in table 6.

Table 6: Innovation climate in Flanders: Overview of findings

Positive influence + Negative influence
Geographic proximity to key Access to (external) financing to Difficult access to workforce with
markets fund future growth necessary skills and education

Cost of doing business (wages,

Lifestyle in Flanders .
resources, other costs and regulation)

Access to high quality (local)
research centres (eg. Universities)

(Communications) Infrastructure Limited government support for
(roads, electricity, ICT) local (small) innovators

As can be seen in table 6, the Flemish region is generally perceived as positive by firms with
respect to the geographic distance to their market, the lifestyle (and standard of living) and
infrastructure. However, since many firms in the creative sector sell luxury goods or services, they are
necessarily heavily influenced by the economic climate.

All factors related to supporting staff, government support and the cost of doing business are
considered to be factors hampering the innovation climate in Flanders. Government support is often
not directed specifically at the design sector and is often reserved for new start-ups. Firms that have
been active for a longer period of time, often do not qualify for any form of government funding.
Even if they might, it is often not feasible for the single owner-manager of micro firms with little or
no employees to keep track of all the possibilities and meet all the requirements to obtain government
support.

Although access to external finance is not perceived as a negative factor, it can certainly not be
considered a positive factor either. Since most firms in our sample started their activities several years
ago and are still active today, they have obviously been successful in obtaining the necessary starting
capital. However, both traditional banks and venture capital funds generally respond negatively to
financing requests made by the creative sector. The main cause for the attitude of both bankers and
venture capitalists or business angels can be found in the volatile character of these firms’ investments
and returns. Furthermore, financial institutions tend to require detailed business and financial plans
when firms apply for financial support. Given the specific nature of the design sector, it is often very
hard for the entrepreneur to estimate future profits and costs, a task for which they often lack
10



sufficient (economic) training as well. Moreover, commercialization of innovations typically takes a
long time, hence the return on investment does not necessarily come immediately. We will come back
to this issue below.

Moreover, acquiring advice from sector organizations such as UNIZO™ or from external advisors
such as accountants of lawyers, often proves to be hard, given their lack of specialization in and
knowledge of the design sector. Similarly, access to external networks, such as local research centers
and universities merits improvement. Of the 51 entrepreneurs in our sample, only one firm was
engaged in an active collaboration project with a university.

For each of the four innovation indices discussed briefly in the previous section (market,
innovation, resources and strategy), respondents were asked to sum up the three most important
challenges their business faces. Table 7 summarizes the most frequently stated obstacles for each of
the indices. Again, a number of these difficulties are undoubtedly related to the small size of the firms
in our sample, but given the highly innovative character of the sector, we feel they are too easily
overlooked by policy makers.

Table 7: Innovation Index: Challenges facing the Flemish design sector

Market Innovation Resources Strategy

Small size of the local

Effective and affordable

Lack of financial

Lack of strategic

market IPR protection resources expertise
Competition - - . . .
. o Finding qualified Drawing up a financial /
(loi?il{;g:ﬁgm and Imitation personnel business plan

Lack of management
and specific external
expertise

Economic climate
(consumer confidence)

Lack of official
recognition of profession

Securing sufficient
capital provision

Lack of government
support for incumbent
innovators

Lack of formal
innovation management

Lack of innovation

Brandin
Y resources

The most notable challenges facing creative entrepreneurs in Flanders are clearly related to a lack
of resources. Given the high costs associated with intellectual property protection, it is virtually
impossible for the firms in our sample (with a few notable exceptions) to apply for patents for their
innovations. This lack of protection makes them highly vulnerable to outside competition, including
cheap imitations. Similarly, the absence of the required knowledge to draw up a financial and
business plan, required to secure sufficient financing for their firm, is related to the lack of resources
to hire a qualified manager or external expert.

Other challenges are more related to a lack of support by the government, which spends a lot of
resources on supporting new start-ups, but offers less opportunities for small incumbent firms that
require financial and other support. Some entrepreneurs (eg. goldsmiths) mentioned the lack of
recognition of their profession (as opposed to retail jewelry stores), which could help to limit
competition and imitation issues. The small size of the local market is also mentioned as a hampering

1 UNIZO is the Flemish representative Organisation for the Self-Employed and SMEs
(http://www.unizo.be/eu/index.jsp).
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factor in bringing innovations to the market, a factor that is also related to the lack of available
resources to expand the business internationally.
Despite the many challenges and difficulties the design sector in Flanders continues to face, most

participants in our survey evaluated their own innovations as positive. Although they lack formal
innovation management processes and managerial and strategic expertise in some respects, the
majority of the entrepreneurs we interviewed was very much aware of their strengths and limitations
and employed at least some form of (ad-hoc) strategic management. Nevertheless, it can not be
ignored that the growth potential of the sector can, under the current conditions, not be fully realized.

4. Interpretation of results and discussion of cases

a. Presentation of six cases

The final stage of the research consisted of an in depth study of the innovation process of six
creative firms, selected from the list of the 51 respondents. The six creative firms, chosen for the more
extended case studies are different in a number of important respects. They are active in quite
different sub-sectors within the creative industry and their revealed innovation profiles are also quite
different.

Table 8 summarizes the six firms selected for the case studies. For reasons of confidentiality, we

replaced the names of the firms by an imaginary name, referring to the firm’s main activities.

Table 8: Summary of cases

Name of the firm Activity Rent profile
Furniture Interior design Champion
Jewels Goldsmith Oasis

Mobile Product design Oasis

Alumat Industrial design Flash in the pan
Informat Web design Flash in the pan
Luxe Product design Joker

b. Study of the most important weaknesses of innovative, creative SMEs

In what follows, we study in a more in depth way the main problems and remarkable points related
to the innovation process of creative SMEs in Belgium. The case studies allow us to obtain better
insights into both the causes of challenges the entrepreneurs face as well as into the key factors to
success. Moreover, using the information obtained from the cases, it is possible to illustrate the salient
observations resulting from the study. Naturally, it is not possible to describe all six cases in-depth

here, hence we will focus on the most remarkable and typical points resulting from them.
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A first important problem that we identified in almost every case is the difficult access to financial
resources. This problem for creative SMEs has been confirmed by other studies such as Nauwelaerts
and Frank (2007). It seems very hard for creative SMEs to gather financial resources, especially in the
form of bank loans but also subsidies or other sources of financial support. The distrust and suspicion
of financial providers towards creative SMEs is generally very high. The main reasons for the difficult
access to financial resources seem to be related to the nature of the ‘creative activities’ themselves. In
general, creative firms dispose of only a small amount of tangible fixed assets or fixed capital. The
main part of their capital is incorporated in their creative and innovative capabilities which are
generally considered as ‘human capital’ or ‘intangible assets’. The problem with these intangible
assets is that, although they might contain or lead to some very important and extraordinary value,
their actual value is very often hard to prove, especially in the earlier stages of a project. Many small /
micro creative companies’ tangible assets are limited to a computer, some software and a small, often
rented office. Companies such as ‘Mobile’ and ‘Luxe’ work mostly on a project basis which entails
that they have no production activities (apart from the development of prototypes). Above that, their
work requires a long period of time before realizing any financial return and their income can be quite
volatile. This represents a first major set of problems in convincing banks to obtain a loan.

The project of the mobile daycare centre can perfectly illustrate these elements. The ‘Mobile has
been working on the development of the mobile daycare centre for some years. This concept is
relatively new and requires not only a lot of adjustments over time (after pre-testing,...) but it also
takes time to convince the customers of the value of this new concept. Since the mobile designer is
not a producer of the product, but only the developer of the concept, he has very little tangible assets
to prove the value of his creation or to use as a guarantee (collateral) for his loans. He has to convince
financial supporters by his persuasive talk and his drawings. This is a very painful problem that a
number of the creative SMEs face, particularly those firms whose activities are limited to the design
and do not entail (m)any production or sales.

Those creative entrepreneurs that do have substantial production or sales activities, clearly seem to
have much fewer problems in finding sufficient financial resources. Companies such as ‘Alumat” who
sell and (partly) produce finished products, dispose of enough tangible assets to guarantee their value
towards financial providers or partners. Also their strong financial results from the past in terms of
sales and return offer them a strong bargaining position towards banks and other financial providers.
‘Alumat’ is therefore also one of the few creative firms admitting to having no substantial problems in
acquiring sufficient financial resources.

Another aspect, related to this issue, is the fact that banks and other financial institutions request
detailed financial or investment plans from the entrepreneur before allowing / allocating financial
support. Many creative SMEs admit they do not have the appropriate personnel and knowledge to set
up a detailed and realistic financial plan. The cost as well as the search for the appropriate person for
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this job causes problems. Companies like ‘Jewels’ or ‘Luxe’ confirm the strong mistrust of banks and
other financial supporters and they indicate their personal lack of knowledge in financial and
management related topics as a major weakness. Above this, it seems hard to find a good financial
adviser who can provide them with the necessary management and financial advice.

A final, typical weakness of the creative SMEs in our study is related to the very small production
series they are generally confronted with. The nature of their products or services which are mostly
‘unique, innovative, creative and exclusive’ entails that production is limited to very small series. The
small production batches are generally very costly and block any possibility to realize scale
economies. This weakness is also apparent from the results of the innovation profiles where most of
the creative SMEs seem to have a ‘small volume’. Their small sales volumes clearly restrict their
financial and operational capabilities as well as their bargaining position towards investors etc.
Nevertheless, a few exceptional creative SMEs such as ‘Alumat’ and ‘Informat’ succeeded in
realizing higher sales-volumes because they do not only sell unique products, but they also offer more
standardized products. Also the firm ‘Jewels’ recognized the importance of realizing higher sales
volumes. Therefore, ‘Jewels’ added a collection of more commercial, imported jewels to their
portfolio which provides them with larger and more stable sales volume and income, needed to

guarantee the survival of their exclusive, tailor made jewel collection.

5. Policy suggestions and conclusions

On the basis of the previous 51 innovation profiles and 6 case studies on creative SMEs in
Belgium, we conclude this paper by formulating some suggestions and policy implications which
could help to improve their innovation process. The suggestions which are formulated here, try to give
a solution or an answer to the most relevant problems revealed in the study. They are presented in two
points. First we formulate a set of advices for the SMEs themselves in order to overcome or avoid the
most important weaknesses or traps. Next we present a number of policy implications or suggestions

for governments and other public institutions to help creative SMEs in their innovation process.

a. Suggestions for the SMEs

One first important conclusion from our study is that most of the weaknesses and problems
identified in the creative SME sector seem to be quite general and related to one another. This means
that the problems should be tackled together but also that, once a firm can overcome one or two of
these problems, it will generally be easier to solve the others. Some of the most frequent problems
which seem to be very much interrelated are : the difficult access to financial resources, the relatively

small sales volumes, the small production series / batches, the limited fixed assets (as collateral) and
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the lack of managerial and financial knowledge (for example to set up a financial or investment plan).
It is clear that most of these weaknesses are related to one another and it also appears from our study
that the more successful creative SMEs show no important problems for any of these points. Two of
the case study firms for example succeeded to raise their sales volume by adding a more commercial
product line to their exclusive ‘small series’. This allowed them to convince financial suppliers more
easily thanks to the stronger financial basis they could lean on.

A first important suggestion to overcome the typical ‘financial’ and ‘volume’ problems could be to
enlarge sales volumes for example by extending the exclusive, innovative and unique, small product
lines with some more commercial, standardized products. This could be realized through imports of
more commercial goods from inside or outside the country. In general, creative firms are not too
excited to sell commercial products since they are often considered as a competitive threat.
Nevertheless, SMEs like the jewel designer or ‘Alumat’ prove that this enlargement of their product
lines with more commercial products has a positive effect on the financial and general state of the
firm. This larger and more stable revenue, resulting from the commercial product line can guarantee a
stronger financial basis and helps in convincing external investors. This offers the creative
entrepreneur more space to develop and commercialize its more exclusive and more capital requiring
innovations on a longer term.

Second, a set of creative SMEs we studied seem to realize limited margins because they mainly
create, but do not produce nor commercialize their innovations in their own name. The production and
commercialization is often taken over by larger firms, claiming the largest part of the revenue. One
solution to this problem would be for the creative SMEs to incorporate the production and / or
commercialization of their innovative products in their own firm since these activities offer a larger
share of the value added and margins. Firms like ‘Luxe’ should try to commercialize their own
creations in order to retain a larger share of the profits and realize a higher margin or rate.
Nevertheless, this is not always a possible or realistic path to follow by the micro firms because of
their limited financial resources. An alternative solution could be found in a ‘take over’, merger or
acquisition of the SME by a larger / stronger firm. Some of our studied micro-firms admitted openly
that they had no negative feelings towards (or were even in search of) larger firms to take over their
assets and financial responsibility. Of course, the creative freedom should be agreed upon the

contract, in order to guarantee the innovative impulse.

b. Suggestions for public support to creative SMEs

Some of the public policy implications we suggest hereafter, could sound more traditional than
others but they all result clearly from our study of Belgian creative SMEs.
First, the important problem of difficult access to financial resources could be tackled in different

direct or indirect ways. If the government is convinced of the importance of innovation in a dynamic
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society, it could help directly by offering financial support in the form of subsidies, grants, fiscal
advantages, guarantees or warrants. Especially in the first five years of a new business, some
external, public financial support seems to be almost indispensable for creative SMEs to survive in a
competitive environment. The typical weaknesses mentioned above, which are inherent to creative
and innovative firms (high fixed costs, limited fixed assets, longer period before the innovation yields
return,...) justify the need for some public financial support in the early years of innovative
entrepreneurship. The financial support should not necessarily be directly offered through
subsidies,... but can also be granted by some kind of guarantee to facilitate entrepreneurs’ access to
external loans from private financial institutions. One important detail is that these means of public
financial support should be well communicated and easily accessible, also for the very small firms
which seemed not always to be the case.

Second, there seems to be a crucial need for practical education and training in managerial,
financial, administrative and marketing related issues. This gap could be perfectly fulfilled by
organizing practical training programs or workshops helping the creative entrepreneurs in their
managerial or financial issues. These programs should be very well focused on the specific needs of
the creative entrepreneurs, for example focusing on how to set up a business plan and a financial or
cash plan, how to tackle the (inter-)national markets, how to follow up or solve administrative issues
and so on. CONCreasS, ‘the Centre for Entrepreneurship in the Creative Sectors’, is a good example of
such an initiative for the Flemish creative entrepreneurs. Another solution could be found in providing
some professional, public assistance for young innovative firms who want professional support in one
of these issues.

Finally, we think the government has an important role to play in stimulating networks where
creative entrepreneurs can gather and meet in order to share information, knowledge and best
practices. These networks seem to play an important role also in finding financial and professional
support. They can also lead to some joint initiatives in terms of sharing production capacity for

example for the production of prototypes or sharing commercial and logistic networks.
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