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Europe’s Innovation Deficit:

Is it real, and what can be done about it?
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Agenda

A: Disruptive Innovation

B: Cost of Failure

C: Profitability of tech investment

D: The Usual Suspects

E: Solutions within the European social model

F: Academic Literature
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Mario Draghi on 9/9/24: 

“EU companies face higher 
restructuring costs 

compared to their US 
peers, which places them 

in a position of huge 
disadvantage in highly 

innovative sectors”

https://commission.europa.eu/topics/strengthening-european-competitiveness/eu-competitiveness-looking-ahead_en
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Innovation: Incremental vs Disruptive

•Disruptive 
innovation

•Incremental 
innovation

•20% •80%
• of Projects Fail • of Projects Fail



4       All Rights Reserved © Coste and Partners 2024                   1/17/2025

Cost of Failure: Europe vs Rest of the World

•Low cost of failure

•High cost of failure

•Total Costs of Failure include: 

•- Operational losses during social      
negotiation

•- Severance pay

•- Training, Reindustrialization… 

•2 to 6 months 
•of compensation

•24 to 48 months
•of compensation

•x10
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Europe: no leader in disruptive innovation

•Low cost of failure

•High cost of failure

•Disruptive 
innovation

•Incremental 
innovation
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Innovation in Europe: poor R&D in tech only

•Low cost of failure

•High cost of failure

•Tech 

•(Disruptive  
innovation)

•Non-Tech

•(Incremental 
innovation)

226 bn€

238 bn€

300 bn€

54 bn€

•Companies R&D investments
•2022 - European Commission
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One tech project in large groups
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Five tech projects in large groups, with 4 failures

High Failure 
Rate

x

High Cost of 
Failure

=

No 
profitability

= 

No 
investment
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Profitability of 5 Tech projects, 
with 1 success and 4 failures

US vs EU - m€
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Causes for Innovation Deficit: the Usual Suspects

Fragmentation of the 

European market?

Overregulation?
Dogmatic competition 

policy?

Poor entrepreneurial 

culture?

Poor financing of 

innovation?

Defense spending and 

lower public support?

Cost of failure

No for deep tech

Poor market appetite

Just rational 

management

Just poor

profitability

Yes Second order

Just poor leverage on 

private investment
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Proposal within the European social model

- => Flexicurity above ~50k euros / year (top 5% to 10%)

- Only highly educated and well-paid employees 

- Reconciling Social Equity and Economic Efficiency

- Allowing the scaling up from startups to world leaders

- Trigger R&D investments in x100 bn / year

- No additional public spending - Increase tax revenues

- But: need for solid documentation and preparation of public opinions



11       All Rights Reserved © Coste and Partners 2024                   1/17/2025

Academic Literature

Many Academic Papers Confirm that EPL is a First Order Factor in 
Europe’s Lack of Investment in Disruptive Innovation (although 
usually based on Limited EPL Information, such as OECD High 
Level Indicators), in particular:

▪ Bartelsman, E., Gautier, P., & Wind, J. D. (2016). Employment Protection, 
Technology Choice, and Worker Allocation. International Economic Review. 

▪ Berdugo, B., & Hadad, S. (2008). How Do Firing Costs Affect Innovation and 
Growth When Workers’ Ability Is Unknown? Employment Protection as a 
Burden on a Firm's Screening Process. The European Journal of Comparative 
Economics. 

▪ Bozkaya, A., & Kerr, W. (2014). Labor Regulations and European Venture 
Capital. Journal of Economics & Management Strategy. 

▪ Cette, G., & Lopez, J. (2018). Employment Protection Legislation Impacts 
on Capital and Skills Composition. Economie and Statistics, INSEE. 

▪ Griffith, R., & Macartney, G. (2014). Employment Protection Legislation, 
Multinational Firms, and Innovation. The Review of Economics and 
Statistics. 

▪ McGowan, M. A., Andrews, D., Criscuolo, C., & Nicoletti, G. (2015). The 
Future of Productivity. OECD (Section 4.3)

▪ Saint-Paul, G. (2002). Employment protection, international specialization, 
and innovation. European Economic Review, 375-395. 

▪ Samaniego, R. (2006). Employment protection and high-tech aversion. 
Review of Economic Dynamics, 224-241. 

Question: How do we Confirm our Diagnosis on a Large Scale, so 
that we can move to a more operational stage?

The Goal is to Compare Restructuring Costs to Average 
Compensation and to Document Homogeneously Cost of Failure 
in Terms of Months of Employee Compensation

A white cover with blue text
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https://iep.unibocconi.eu/policy-brief-cost-failure-and-competitiveness-disruptive-innovation
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•Publications

•Contributions & Mentions

•Press (Selection)
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FT on 9/24/24: “A paper by Oliver Coste and Yann Coatanlem, published by Bocconi University in Milan, makes another important and still 
broader point about regulation: new and dynamic companies have to be able to adjust their costs quickly in the light of market developments.”

Thank you!          EuropeTechandWar.com
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https://commission.europa.eu/topics/strengthening-european-competitiveness/eu-competitiveness-looking-ahead_en
https://www.ft.com/content/4e884cb1-7300-460d-885d-f667640c7812
https://www.bloomberg.com/opinion/articles/2024-09-10/eu-economy-draghi-takes-aim-at-europe-s-industrial-zombies
https://www.repubblica.it/economia/2024/03/11/news/usa-europa_si_allarga_il_gap_sulle_tecnologie-422278525/
https://www.ft.com/content/d4fda2ec-91cd-4a13-a058-e6718ec38dd1
https://www.commentaire.fr/tech-quand-leurope-seveillera/
https://www.telos-eu.com/fr/economie/limportance-des-couts-de-restructuration-dans-les-.html
https://www.econpol.eu/sites/default/files/2024-04/Report%20EU%20Innovation%20Policy.pdf
https://www.vie-publique.fr/rapport/293444-ia-notre-ambition-pour-la-france
https://www.bankofengland.co.uk/speech/2024/may/randall-kroszner-keynote-address-at-london-city-week
https://www.google.com/url?sa=t&source=web&rct=j&opi=89978449&url=https://www.imf.org/-/media/Files/Publications/WP/2024/English/wpiea2024146-print-pdf.ashx&ved=2ahUKEwjGkauzwuaIAxUJBEQIHRUxLjsQFnoECBYQAQ&usg=AOvVaw1hM_TldXEWwblq5avqz_mI
https://www.ecb.europa.eu/press/key/date/2024/html/ecb.sp241002~33cedce2bc.en.html
https://www.europetechandwar.com/news/bequem-in-europa%2C-reich-in-amerika
https://www.europetechandwar.com/news/comment-l'europe-peut-rattraper-son-retard-dans-l'innovation
https://iep.unibocconi.eu/policy-brief-cost-failure-and-competitiveness-disruptive-innovation
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R&D per continent – 2022
Sources: OECD and European Commission

•Companies R&D
•outside tech

A. Europe’s R&D gap is in tech

•Public R&D215 168

238

54

226

300
•Companies R&D

•in tech

•Large groups
•> $100m R&D
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B: Tech experiences – large groups

Fixed to Mobile

Data Centers to Cloud

Metaverse to AI
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B. Tech experiences – startup companies

No hiring Hiring dedicated teams

Clients Clients 

“Let’s try!”“Is it proven in the US?”
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Restructuring costs 10x higher in Europe

Cost: 3 to 7 months

in the U.S.

Cost: 18 to 49 months

 in Europe

Restructuring Costs includes severance pay, operational losses during 
negotiation, training, re-industrialization – in months of compensation

Source: Provisions for restructuring in public announcements and in 
financial reports, with assumptions on Europe’s share of the workforce

X 10
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C. Impact : specialization of continents

Tech

Automotive

Chemicals / Pharma

Aeronautics

Energy
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D: VC funds - cost of failure and exit strategy
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Acquisition value of a startup (m$)
by a large group

US Germany

Provisioning 50% of 
restructuring costs

Restructuring costs
in Germany, 

in case of failure
after the acquisition

300

240

- 120

Potential restructuring 
costs in case of failure 
have an impact on 
acquisition prices by 
large groups, therefore 
on exit prices for VC 
funds. 
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•Restructuring costs

D: VC funds - lower profitability in Europe

Predicted Gap due 
to cost of failure: 

4 points of IRR
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Investment      Exit

in Germany

Investment      Exit
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IRR 11%

IRR 15%
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D: VC funds median IRR

Measured Gap 

1998 - 2018: 

5 points of IRR

IRR: Internal Rate of Return since inception 
per vintage year as per Pevara for European 
funds (800 funds) and Cambridge Associates 
for US funds (2500 funds)
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= 3 x
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D: VC Funds investments: US = 3 x Europe
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A. ECB: declining relative productivity since 1995
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A. ECB: the root cause is in poor Tech investment
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A. Total R&D, governments and companies

USA - $710 bn

China - $620 bn

EU - $400 bn
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A. R&D in tech: Europe’s fall over 15 years
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Europe is a laggard in tech

Tech R&D

300 bn €

2022 – European Commission

50 bn € 80 bn €

GDP in 2022 : $25 tn $20 tn $18 tn
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Tech leaders: Europe behind the USA and China
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Investments into startups in Europe

• Eurazeo, 2023 – the State of  the French Ecosystem
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B. Impact on Large Groups: US specialization in tech…
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…Europe’s specialization in 2nd industrial revolution



32       All Rights Reserved © Coste and Partners 2024                   1/17/2025

China’s specialization: tech
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German specialization: 2nd industrial revolution
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French specialization: 2nd industrial revolution
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The Japanese specialization
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•Fragmentation of the European market? (1/2)

Is the fragmentation of the European market a major cause for 
Europe’s lag in tech?

Yes for tech applications, namely on regulated markets like 
finance, healthcare, transportation
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•The tech markets are often worldwide, and not country specific

Much less clear of deep tech, like semiconductor, software, OS, cloud, AI, 
telecoms, quantum computing… where the market is mostly the world

•Fragmentation of the European market? (2/2)
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•Industrial policies? (1/2)

1990 – 2000 in China : « Industrial policies »

Technological catch-up on Western innovation

1960 – 1970 in France : « Industrial policies»

Technological catch-up on US innovation

•Concorde                       High Speed Train               Nuclear Power Plants

•High Speed Train             Nuclear Power Plants             Smartphones
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•Industrial policies? (2/2)

Possible Success

- For technology catch-up

- (e.g. semiconductor)

- With a large enough market

(e.g. Europe)

- With legitimate political authority

        (e.g. national governments)

Probable failure

- For disruptive innovation

- (e.g. the unforeseeable)

- With a too small market

(e.g. France)

- With insufficient political authority

        (e.g. EU institutions?)
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Disruptive vs Incremental innovation

•Disruptive innovation

•Disruptive innovation •Incremental innovation
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Innovation at GAFAM: 1 success for 5 projects

•Success

•Failures
•Fire Phone

•Mayday
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