Investing in Innovation in Sweden

Last December 3, 2008, the National Council of Entrepreneurial Tech Transfer (NCET2) presented the second installment of its Investing in Innovation webinar series featuring the country of Sweden.

The first speaker was Lena Gustafsson, deputy director general of VINNOVA, the Swedish Governmental Agency for Innovation Systems. She talked about current innovation investments in Sweden.

The second speaker was Jorgen Bladh, general partner of Northzone Ventures. The largest investor in Scandinavia when it comes to early-stage technology, Northzone Ventures has offices in Oslo, Stockholm and Copenhagen. It is patterned after US venture capital investors and received 50% of its funding from outside Scandinavia.

Sweden Status Quo

In relation to the size of Sweden, the government invests a lot in education, scientific innovation and R&D.

Sweden has a relatively high share of well-educated people.

Sweden ranks among the top destinations outside the US for US-based venture capitalists. It was also ranked number 2 in 2006, next to the UK, in terms of total number of completed transactions with US-based venture capital firms.

According to the European Innovation Score and the World Economic Forum, Sweden ranks among the top countries when it comes to innovation and competitiveness.

Trends, however, show that R&D expenditure in high-tech firms and industries has been declining, leading to the passage of the New Research and Innovation Bill in 2008 that could increase R&D investments by 500 million Euros per year by 2012.

Sweden has few linkages to international small/medium enterprises; there are a few startup companies; and institute and public sectors are very small.

R&D expenditure went mostly to electrical and optical products, transport equipment, pharmaceuticals, machinery, and computer services and telecom.

The Swedish Innovation System

In Sweden, big international companies dominate R&D, and they are mostly linked with international businesses.

The creation of university spin-offs is active but other SMEs invest too little in R&D, which concerns the Swedish government.

Universities dominate the public R&D system and are charged with a “third task”, which is to cooperate with industry and society at large.

The Swedish government invests very little R&D money in companies outside the military sector, which is something that the government should improve.

What is VINNOVA?

Established in 2001, VINNOVA is the Swedish government agency for innovation focused on strengthening research cooperation between universities, research institutes, public organizations, and private corporations.

VINNOVA is supervised by the Ministry of Enterprise, Energy and Communication, and aims to promote sustainable economic growth by financing R&D and developing innovation systems.

What does VINNOVA do?

VINNOVA looks at what society and the business sector needs and finances research to meet these needs.

VINNOVA supports the development of strong research and innovation environments, mainly in the universities, closely linked to the business sector.

VINNOVA helps strengthen the infrastructure of universities by providing early financing.

VINNOVA helps SMEs increase their knowledge level and research efforts

VINNOVA implements the EU’s framework program and EU policies

VINNOVA promotes international cooperation and supports the development of research institutes.

VINNOVA helps streamline the research and innovation cycle – from financing, to research, to knowledge and competence, to profitability.

VINNOVA enhances the collaboration between business, academe and public sector, and improves cooperation between small and large companies.

The state of venture capital investment in Sweden

Sweden uses private equity the same way the US does. Private equity consists of both buyout and ventures. The combined turnover of private equity portfolio of companies is more than 10% of the Swedish GDP.

Most of the money is linked to buyout firms. According to the Swedish Venture Capital Association, there is about 8 billion euros worth of capital under management by venture capital firms.

Venture capital firms have invested around 5 billion euros in about 800 companies, which is actually huge considering the size of Sweden.

Ventures have slowed down since 2007 due to the global financial crisis.

Sweden has one of the most active private equities in the world, in fact the most active in Europe. Buyout firms in Sweden have had some of the best returns in the industry.

Venture capital investments in Scandinavia are half as active as that of the US. In Europe, Sweden ranks number two only to the UK in terms of active investments.

Swedish seed is very low because ventures put in more money on startups and expansion. R&D is usually done in universities, with some hidden subsidy outside of the investment area.

Venture capital firms get their money from Swedish investors, mostly pension funds. All Swedish employees pay part of their salary into pension funds. These pension funds are managed by large institutions that use different investment strategies.

Why should you invest in Sweden?

According to the European Venture Capital Association, multiple of cash invested was higher in Europe than the US for the years 2004 through 2006.

Sweden has a high R&D-to-GDP ratio.

There is excellent knowledge transfer from universities to companies due to the fact that intellectual property belongs to the individual, not the university. A large number of researchers have decided to start their own companies.

Large number of patents demonstrates a good environment for ideas and for entrepreneurs.

Sweden has quality entrepreneurs compared to other countries.

European investments are more capital-efficient due to low entry valuations.

Swedish companies use less money in growing their businesses.

There is less competition among venture capital firms in Europe than in Silicon Valley.

Innovation Challenges

The Swedish government has identified five challenges that need addressing:

· Build a sustainable society

· Stimulate good health

· Meet the demographic challenges

· Promote sustainable growth

· Increase the institute sector

