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For the firms that adopt them, 
artificial intelligence (AI) systems 
can offer revolutionary new 
products, increase productivity, 
raise wages, and expand consumer 
convenience. But there are open 
questions about how well the 
ecosystem of small and medium 
sized enterprises (SMEs) across 
Europe is prepared to adopt these 
new technologies. While AI systems 
offer some hope of narrowing the 
recent productivity gap between 
small and large firms, that can only 
happen if the technologies actually 
diffuse throughout the economy.

Policymakers have naturally been attracted 
to this topic as SMEs represent the backbone 
of the European economy, making up 99%1 of 
all businesses. And an AI-enabled productivity 
boost would be particularly timely as SMEs 
are recovering from the effects of the ongoing 
Covid-19 crisis. 

At the same time, the EU has articulated a 
desire to be on the forefront of developing novel 
AI regulations. The EU is contemplating new 
regulations on the development and deployment 
of AI that seek to address dual priorities2: How 
can the EU simultaneously increase the uptake 
of AI by European firms while shaping the 
regulatory environment to protect European 
consumers from harm?

And while the EU’s ambition is laudable, the 
Commission’s pronouncements have so 
far failed to grapple meaningfully with the 
significant tradeoffs that the regulation of new 
technologies entails. As is the case with all 
new technologies, the adoption of AI systems 
— i.e., the broad suite of technologies that are 
designed to automate or augment aspects of 
human decision making — involves a tradeoff 
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between risk-mitigation and rapid adoption. 
Unless carefully managed, the effort to protect 
consumers from potential risks places additional 
burdens on firms, which can chill investment and 
adoption, especially among SMEs. Policymakers 
thus need to achieve a balance between these 
two objectives.

With this in mind, our report outlines various 
policy considerations that should enable 
policymakers to achieve this balance between 
the two goals and embody the principle of 
Thinking Small First3 — the idea that public 
policy should consider the potential impacts on 
SMEs from the ground up. The report discusses 
the promise for AI systems to increase 
productivity among EU SMEs, the current 
barriers to AI uptake, and policy tools that may 
be useful in managing the risks of AI while 
maximizing the benefits.

Dueling priorities
In February of 2020, the Commission published 
a white paper4 on artificial intelligence that 
recommended the adoption of new regulations 
to protect consumers and boost AI adoption:

The Commission supports a regulatory and 
investment oriented approach with the twin 
objective of promoting the uptake of AI and 
of addressing the risks associated with 
certain uses of this new technology. 

These two goals stand somewhat in tension, as 
many policy outcomes often do. For instance, 
the Commission recites a litany of hypothetical 
harms AI might give rise to:

The use of AI can affect the values on which 
the EU is founded and lead to breaches of 
fundamental rights, including the rights 
to freedom of expression, freedom of 
assembly, human dignity, nondiscrimination 

based on sex, racial or ethnic origin, 
religion or belief, disability, age or sexual 
orientation, as applicable in certain 
domains, protection of personal data and 
private life, or the right to an effective 
judicial remedy and a fair trial, as well as 
consumer protection.

Citizens and legal entities will increasingly 
be subject to actions and decisions taken 
by or with the assistance of AI systems, 
which may sometimes be difficult to 
understand and to effectively challenge 
where necessary. Moreover, AI increases 
the possibilities to track and analyse 
the daily habits of people. [...] AI is also 
used by online intermediaries to prioritise 
information for their users and to perform 
content moderation. [This] can affect the 
rights to free expression, personal data 
protection, privacy, and political freedoms. 

Given the extremely broad harms that the 
Commission is targeting, and the fact that 
many of these sensitive industries are already 
heavily regulated, there are reasons to fear that 
ensuing regulation will be costly for European 
businesses. 

In the Summer of 2020, the European 
Commission published a survey carried out 
by Ipsos on the uptake of AI tools by firms 
across Europe and the barriers those firms 
faced5. Overall they found that uptake has 
been relatively slow with only 3% of enterprises 
reporting using important tools like sentiment 
analysis and only 13% of firms using anomaly 
detection and process/equipment optimization. 
They also found that small firms have had a 
more difficult time adopting AI tools than large 
firms: 

https://ec.europa.eu/info/sites/info/files/communication-sme-strategy-march-2020_en.pdf
https://ec.europa.eu/info/sites/info/files/commission-white-paper-artificial-intelligence-feb2020_en.pdf
https://ec.europa.eu/digital-single-market/en/news/artificial-intelligence-first-quantitative-study-its-kind-finds-uptake-businesses-across-europe
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At the aggregate level, large businesses 
are more likely to be adopters compared to 
smaller businesses, which is to be expected 
based on data from other sources, such as 
the DESI, which suggests the same pattern. 
Larger companies have the potential 
to benefit most from the adoption of AI 
given their larger economies of scale and 
potential return on investment. Therefore, 
it is unsurprising to find that almost double 
the proportion of large enterprises (39%) 
use two or more AI technologies compared 
to microsized (21%) and small enterprises 
(22%).

The results of this survey should put into sharp 
relief the difficult task the EU faces. The EU 
should consider the tradeoff that exists between 
consumer protection and competition in the 
market. Indeed, regulation entails compliance 
costs that can, among other things, make it more 
difficult for SMEs to keep up with larger firms 
across Europe and around the world.

That’s not to say that AI regulation is per 
se unwarranted. Indeed, there are a host of 
malicious or unintentional harms that can 
occur from improperly calibrated AI systems6. 
Regulation can be a powerful tool to prevent 
these harms and, when well-balanced, can 
promote greater trust in the overall ecosystem. 
But there is already evidence7 that European 
SMEs face uncertainty regarding the actual 
regulatory obligations they need to meet to use 
AI systems7.

Given this, we argue that the European 
approach to AI regulation would benefit from a 
recalibration. A well-functioning market economy 
generally requires a mix of property rights, 
liability rules, and regulations, and it is essential 
that the latter do not unintentionally hamper 

businesses and chill investment. We believe that, 
to the extent regulation is necessary, it should 
provide a framework for properly assessing 
risks and focus on actual, rather than merely 
hypothetical, consumer harm. This is particularly 
important in dynamic industries — like AI — 
where developing regulation is difficult because 
authorities are aiming at a moving target, 
and where policies need to nurture continued 
technological progress.

At the same time, there are a number of steps 
that the EU can take to proactively provide the 
underlying digital and data infrastructure that 
will make it easier for SMEs to take the leap in 
adopting AI tools. Much of this infrastructure 
operates as a type of public good that will likely 
be underprovided by the market without support 
from the EU and its member states.

Benefits of AI adoption 
The central case for AI adoption is that human 
cognition is limited in a variety of ways, most 
notably in time and processing ability. Software 
tools can improve decision through decreased 
costs and increased computational speed.

AI tools are already being used across a wide 
range of domains to decrease power costs, 
improve logistics and sourcing systems, predict 
cash flows, steamline legal analysis, aid in drug 
discovery, improve factory safety conditions, 
and identify logistics efficiencies.8,9,10 This is in 
addition to opening up entirely new fields like 
autonomous vehicles, drone delivery systems, 
and instantaneous language translation.11,12,13

While many of AI’s most eye-catching use cases 
will likely remain the preserve of large platforms, 
the technology also holds tremendous promise 
for SMEs. Adoption of third party AI systems will 
notably enable SMEs to streamline mundane 
(but often costly) tasks such as marketing, 

https://www.brookings.edu/research/algorithmic-bias-detection-and-mitigation-best-practices-and-policies-to-reduce-consumer-harms/
https://www.brookings.edu/research/algorithmic-bias-detection-and-mitigation-best-practices-and-policies-to-reduce-consumer-harms/
https://ec.europa.eu/digital-single-market/en/news/artificial-intelligence-first-quantitative-study-its-kind-finds-uptake-businesses-across-europe
https://www.bcg.com/en-be/publications/2021/ai-to-reduce-carbon-emissions
https://cerasis.com/ai-in-logistics/#:~:text=The%20power%20of%20Big%20Data,optimization%20and%20supply%20chain%20transparency.
https://sievo.com/resources/ai-in-procurement
https://www.sciencedirect.com/science/article/pii/S1877050920302866
https://www.sciencedirect.com/science/article/pii/S1877050920302866
https://emerj.com/ai-sector-overviews/ai-in-law-legal-practice-current-applications/
https://www.nature.com/articles/d41586-018-05267-x
https://www.nature.com/articles/d41586-018-05267-x
https://sightmachine.com/blog/can-ai-powered-data-improve-factory-worker-safety/
https://www.itproportal.com/features/artificial-intelligence-in-logistics-maximizing-operational-efficiency/
https://venturebeat.com/2020/06/21/waymo-and-uber-propose-ai-techniques-to-improve-self-driving-systems/
https://www.ttnews.com/articles/amazon-poised-test-drone-deliveries-powered-artificial-intelligence
https://venturebeat.com/2020/06/03/how-googleis-using-emerging-ai-techniques-to-improve-language-translation-quality/
https://www.clariontech.com/platform-blog/7-practical-benefits-of-ai-for-smes-you-need-to-know#:~:text=AI%20Provides%20Better%20Customer%20Engagement,more%20revenue%20and%20increases%20retention.
https://www.clariontech.com/platform-blog/7-practical-benefits-of-ai-for-smes-you-need-to-know#:~:text=AI%20Provides%20Better%20Customer%20Engagement,more%20revenue%20and%20increases%20retention.
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customer relationship management, pre- and 
post-sales discussions with consumers, and 
SEO.14 Along similar lines, research shows that 
AI-driven robotics have (and will continue) to 
boost productivity of SMEs in the manufacturing 
industry.

These changes can lead to significant gains 
in productivity that can potentially overcome 
the continued stagnant productivity growth in 
Europe when compared to the United States. 

A paper by Robert J. Gordon and Hassan 
Sayed suggests that the surge in productivity 
between 1995 and 2005 that helped the US 
overtake the EU was primarily due to increased 
investment in and adoption of information and 
communications technologies.15 Essentially, the 
U.S. made itself a natural home for the cutting 
edge of the digital economy and saw large 
productivity gains that the EU missed out on. 

Although the causes of the EU’s relative decline 
are complex and a full analysis is beyond the 
scope of this paper, the EU should clearly be 
leery of falling further behind. To do so, it will 
need to harness the vast productivity gains that 
this next generation of AI technology will enable.

Importantly, this upcoming wave of AI 
technology can be especially impactful for SMEs 
and help them compete with larger, international 
firms because it can democratize the benefits of 
large information technology (IT) investments 
that superstar firms have been seeing over the 
last decade. 

The economist James Bessen has argued that 
the top 5% of firms in many industries have been 
increasingly pulling away from the rest of the 
field because they’ve made large investments 
in proprietary IT systems.16 Their smaller rivals 
struggle to develop their own systems because 
they lack the necessary scale to hire a large 
stable of in-house technical talent.

LABOUR PRODUCTIVITY GROWTH RATES FOR THE US 
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https://www.sciencedirect.com/science/article/pii/S0148296319306861?casa_token=roZSMMHFlNgAAAAA:-TXf5WnDXlEB5CEeBjHuYYG8ma5pragIQ-5OhnIMqu5pn5lVMDhqNQSGNkS8W50qwQ4KWvcQ
https://www.nber.org/digest/sep20/us-versus-european-productivity-growth-and-ict-boom
https://www.wsj.com/articles/why-do-the-biggest-companies-keep-getting-bigger-its-how-they-spend-on-tech-1532610001
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While AI tools can’t fully reverse this trend, they 
can help shrink the gap when embedded into 
Software as a Service platforms that smaller 
firms can make use of without the same level 
of investment. Essentially, through general-
purpose AI tools, SMEs can have access to a 
host of productivity enhancements that these 
proprietary IT systems offer, but at a price point 
that is economical for SMEs. By shrinking this 
productivity gap, smaller firms can begin to 
compete in earnest while differentiating from 
large firms through improved customer service 
and more product diversity. This will give a large 
leg up to SMEs who adopt these AI systems 
and help them better compete with large global 
incumbent firms. 

Consider a firm like Keevler Systems, which uses 
advanced sourcing optimization and automation 
to help businesses rapidly shift supply chains 
around the globe in the event of disruptions or 
delays.17 Essentially, it modernizes and scales 
the work that a large supply chain and sourcing 
office would do within a firm. By using their 

service, or others like it, SMEs have the ability 
to benefit from similar levels of sophistication 
in their supply chain management without 
the expensive sourcing office or proprietary IT 
systems.

There are firms like Legal Robot that have 
created a series of tools to help small 
businesses have access to legal services that 
would otherwise require a small army of in-
house lawyers.18 With their service, SMEs can 
use smart contract templates based on their 
industry, receive instant contract analysis to 
make sure they are receiving fair terms, and can 
automate certain aspects of compliance with 
laws like the GDPR.

Likewise, companies like Bold360 have 
helped SMEs improve their customer service 
experiences by offering a variety of AI-powered-
chatbots and tools.19 Many basic customer 
concerns about products or delivery can be 
handled by these basic chatbots, freeing up 
human customer representatives to focus their 
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https://techcrunch.com/2020/06/04/sourcing-software-provider-keelvar-raises-18m-from-elephant-and-mosaic
https://legalrobot.com/
https://www.bold360.com/
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time on the hard or advanced cases. Again, 
the pattern here is there is a service that large, 
multinational companies have been investing 
billions of dollars to create proprietary versions 
of and now the customizability of AI is helping 
this service become more accessible to SMEs.

What are the barriers to AI adoption for SMEs 
in the EU and what can policymakers do to help 
create a welcoming environment? 

Data investment as a public good
Depending on the context, data can have the 
same traits as other public goods. First, it is 
non-rival — the marginal cost of producing a new 
copy of a piece of data is zero. Stated differently, 
multiple individuals can use the same dataset at 
almost no additional cost. The second important 
trait is that data is not difficult to appropriate. 
Think of this report. Once it has been posted 
online, it is tough to prevent people from 
accessing and sharing it as they see fit. This is 
one of the reasons why copyright infringement is 
so hard to stamp out.

Oversimplifying, these two features can lead 
to two opposite problems. On the one hand, 
firms might underinvest in public goods, absent 
government-created appropriability mechanisms 
(such as patent and copyright protection). 
Conversely, public goods tend to be underutilized 
(at least from a static point of view). Any price 
that enables economic agents to recoup their 
investments in a public good will be above the 
good’s, “socially optimal”, marginal cost of zero. 
Public good policies thus involve a tradeoff 
between incentives to create and incentives to 
disseminate. For example, patents give inventors 
the exclusive right to make, use and sell their 
invention; but inventors must disclose their 
inventions, and these fall into the public domain 
after twenty years.

What does this mean for data and artificial 
intelligence? If policymakers think that data is 
an essential input for cutting-edge AI, then they 
should question whether obstacles currently 
prevent firms from investing in data generation 
or disseminating their data.

While all policies in this space involve significant 
tradeoffs, some offer much higher returns 
to social welfare. For instance, to the extent 
policymakers believe existing datasets are being 
underutilized, purchasing private entities’ data 
(through voluntary exchanges) and placing it 
in public data trusts would be a better policy 
than imposing data sharing obligations (which 
could undermine firms incentive to produce 
data in the first place)20. This is akin to the idea 
of government patent buyouts.21 Alternatively, 
policymakers could create regulatory safe 
harbors that facilitate the creation of private 
data trusts22 — and ensure that existing 
regulations, notably the GDPR, do not impede 
their creation.23

Along similar lines, governments should ensure 
that existing regulations do not prevent data 
markets from emerging. For example, several 
provisions in the General Data Protection 
Regulation make it costly for firms to amass 
large datasets and outsource data processing 
(as opposed to conducting it in-house).24 
In other words, the regulation increases 
transaction costs and this might deter firms 
from specializing in data processing activities. 
Commenters like Sam Bowman from the 
International Center for Law & Economics 
have also argued31 that the GDPR prevents the 
emergence of markets for personal data by 
making the underlying rights inalienable.25 

Of particular interest for the EU, however, is the 
fact that their SMEs are sitting on top of data 

https://www.gov.uk/government/publications/cdei-publishes-its-first-report-on-public-sector-data-sharing/addressing-trust-in-public-sector-data-use
https://www.gov.uk/government/publications/cdei-publishes-its-first-report-on-public-sector-data-sharing/addressing-trust-in-public-sector-data-use
https://academic.oup.com/qje/article/113/4/1137/1916997
https://hbr.org/2020/11/data-trusts-could-be-the-key-to-better-ai
https://hbr.org/2020/11/data-trusts-could-be-the-key-to-better-ai
https://www.dataguidance.com/opinion/uk-first-data-trust-pilot-projects
https://www.dataguidance.com/opinion/uk-first-data-trust-pilot-projects
https://iapp.org/news/a/want-europe-to-have-the-best-ai-reform-the-gdpr/
https://iapp.org/news/a/want-europe-to-have-the-best-ai-reform-the-gdpr/
https://sambowman.substack.com/p/the-importance-of-alienability
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flows that are not being fully utilized because 
it’s expensive to make data usable and these 
datasets may not be very valuable in isolation. 
As an example, industry-level manufacturing 
data might be quite valuable to all firms, but the 
dataflows from one SME are much less valuable. 
The EU could align incentives by offering public 
investment funds so firms can quantify various 
aspects of business flows—provided this data is 
then submitted to public data trusts which would 
be accessible for use by all firms in the industry. 
This would essentially be treating industry 
dataflows as a type of public infrastructure 
that needs government investment to be fully 
realized. Depending on how it is constructed, 
this approach could be compatible with the idea 
of European data spaces as suggested in the EU 
data strategy.26

This kind of public investment can happen not 
only through incentives for private firms but 
through the public sector as well. Governments 
at all levels (state, local, national, and supra-
national) have valuable dataflows regarding 
infrastructure development, the organization of 
public transportation, and general macro-level 
economic data that can be turned into open 
datasets for public and commercial use. That 
the EU lags33 behind the U.S. and the UK in 
international open data rankings is a sign that 
more investment is needed.27

Indeed, if key scientific or commercial datasets 
do not yet exist, the public sector may be best 
positioned to create them in the first place as 
a type of digital infrastructure provision. One 
notable structure that may help in this regard 
is the idea of a Focused Research Organization 

which would provide a team of researchers with 
an ambitious budget and a nimble organizational 
structure with the specific goal of creating new 
public datasets or toolkits over a set time period. 
28

Provide regulatory certainty
European firms already have to contend with 
significant regulatory pressure. This includes 
the General Data Protection Regulation, the 
Regulation on Platform-to-Business relations, 
the e-Commerce Directive, as well as the 
upcoming Digital Services Act. This in addition 
to elaborate regulatory frameworks that 
operate in sensitive industries like healthcare, 
transportation, finance, insurance, etc. Ensuring 
compliance with the sheer scope and cross-
cutting nature of these regulations is the source 
of significant legal uncertainty. In turn, this may 
reduce firms’ investments in new technologies, 
such as AI.29 

For instance, according to the Ipsos survey, 
“reducing uncertainty can be beneficial, as 
enterprises find liability for potential damages 
(33%), data standardisation (33%) and regulatory 
obstacles (29%) to be major external challenges 
to AI adoption”. 

https://ec.europa.eu/digital-single-market/en/european-strategy-data
https://opendatabarometer.org/2ndEdition/analysis/rankings.html
https://www.dayoneproject.org/post/focused-research-organizations-to-accelerate-science-technology-and-medicine
https://voxeu.org/article/short-run-effects-gdpr-technology-venture-investment
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It is important that policymakers do not 
unnecessarily increase this already substantial 
regulatory burden. Regulations should be clear 
and targeted in order to promote investments 
and enable firms to experiment with new 
business ideas and technologies. 

With that in mind, we offer the following 
recommendations. 

For a start, it is generally preferable for 
policymakers to question whether existing 
regulations hamper the development and 
dissemination of AI systems, and whether 
they could evolve to resolve any outstanding 
issues. For example, to the extent that firms 
currently underinvest in data generation, tweaks 
or reinterpretations of the copyright30 and 
database31 directives would be preferable to new 
regulation. With that in mind, the Commission is 
considering32 legislation that would reinforce the 
legal protection afforded to databases. This may 
ultimately make it more profitable for firms to 
assemble novel datasets, as well as enable them 
to share these on the market (as opposed to 

merely using them in-house) while maintaining 
appropriate privacy safeguards. 

Similarly, for many of the sensitive areas that 
policymakers most fear AI tools being abused, 
be they AI-assisted radiology diagnosis, 
autonomous vehicles, or financial loan 
offerings, there are industry-specific regulatory 
frameworks that already exist and may be a 
better avenue for addressing policy concerns. 
After all, in most cases it is the end result of 
a safe and reliable product or service that we 
care about rather than the technology used 
to achieve such a result. At the very least, the 
EU needs to be vigilant to ensure that new, 
sweeping regulatory action on AI tools by one 
part of the commission do not inadvertently 
contradict or overlap with the existing industry-
specific regulatory frameworks.

Secondly, while we applaud the EU for its 
general embrace of a risk-based framework33 to 
regulation, we would encourage a more granular 
approach to differentiating high-risk to low-risk 
in the first place. A few tangible considerations:
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https://eur-lex.europa.eu/eli/dir/2019/790/oj
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=celex:31996L0009
https://ec.europa.eu/info/sites/info/files/communication-european-strategy-data-19feb2020_en.pdf
https://ec.europa.eu/info/sites/info/files/commission-white-paper-artificial-intelligence-feb2020_en.pdf
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•	 Deciding entire industries are wholesale 
“high-risk” misses the fact that many AI 
applications within a high-risk industry may 
not, in fact, be high risk. Likewise, there may 
be the occasional high-risk use of AI within 
a generally low-risk industry. A framework 
based around use cases rather than 
industries may be more appropriate.

•	 The Commission should consider adding 
pathways for good actors within a high-risk 
industry to demonstrate a track record of 
safety and compliance and thereby be moved 
into a lower risk threshold.

•	 AI tools that operate on a business-to-
business level should be considered lower 
risk than consumer facing tools given 
many of the problems typically associated 
with consumer risk (such as information 
asymmetries, decision fatigue, etc.) are much 
less likely with businesses. 

Policymakers should also consider reforms to 
civil litigation procedure as an alternative to 
regulation. Regulation is often premised on the 
notion that liability rules alone are insufficient to 
deter harmful behavior. The Commission says 
as much in its white paper (“This in turn may 
make it difficult for persons having suffered 
harm to obtain compensation under the current 
EU and national liability legislation”). While such 
shortcomings could conceivably be addressed 
with new regulation, they can also be mitigated 
through simple reforms to existing liability 
regimes. Class actions are notoriously hard 
to bring in Europe. This is exacerbated by the 
fragmentation of Europe’s legal landscape. In 
that regard, the EU’s draft Collective Redress 
Directive34 marks a step in the right direction, 
as procedures of this kind enable consumers 
to outsource litigation to more sophisticated 
players.

More generally, policymakers should recognize 
that regulation is often more problematic for 
small firms that generally have less ability 
to shoulder compliance costs. Especially in 
industries with low marginal costs, such as 
the tech sector, larger firms can spread fixed 
compliance costs across more consumers, giving 
them a competitive edge over smaller rivals. 
Regulation can thus act as a powerful barrier to 
entry. For instance, a study found that the GDPR 
led to a 17% increase in industry concentration 
among technology vendors that provide support 
services to websites.35

All of this is not to say that additional regulation 
is, or is not, necessary in the first place. Instead, 
our point is that potential regulation should follow 
sound policymaking principles that reduce the 
regulatory burden imposed on firms, notably by 
making regulation easy to understand and low-
cost to comply with. Both the EU’s white paper on 
AI36 and its COVID-19 recovery plan37 foresee vast 
public investments in digital innovation, including 
AI. These investments will be significantly less 
effective if chilling regulation prevents European 
firms from adopting the technologies in question. 

Finally, EU policymakers should consider 
aggregating all this information through the 
creation of a dedicated SME AI regulatory 
website that provides a toolkit of resources about 
the benefits of AI adoption for their business, 
the potential obligations and roadblocks that 
they need to be aware of, and best practices for 
cybersecurity hygiene and data sharing.

Encourage an ecosystem of AI platforms:
When deciding upon future AI policies, the 
European Union should consider the distinctive 
characteristics of its digital industry. Unlike the 
United States and China, the European Union 
has mostly been unable to foster global players 
in the digital platform industry. Of the 30 largest 

https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:52018PC0184&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:52018PC0184&from=EN
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3477686
https://ec.europa.eu/info/sites/info/files/commission-white-paper-artificial-intelligence-feb2020_en.pdf
https://ec.europa.eu/info/sites/info/files/commission-white-paper-artificial-intelligence-feb2020_en.pdf
https://ec.europa.eu/info/strategy/recovery-plan-europe_en
https://which-50.com/mary-meekers-2019-internet-report-is-out-here-are-our-12-favourite-slides/
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internet companies in the world by market 
capitalization, only one is European.38 This does 
not mean that the EU has no tech industry, but 
rather that its tech industry is mostly made 
up of smaller players who have built their 
businesses upon larger platforms. As the EU 
itself has declared, SMEs are the backbone of its 
economy, making up 99% of all businesses.39 We 

believe that the European Union should “lean in” 
to these features, rather than seek to duplicate 
the tech companies of other large nations. More 
specifically, European decision makers should 
recognize that tech startups share a symbiotic 
relationship with larger platforms. Regulations 
that overburden these platforms might thus 
hamper the European firms that depend on them. 

RANK MARKET CAP VALUE ($B)

2019 COMPANY REGION 6/7/19 6/7/16 %CHANGE

1 Microsoft USA $1,007B $410B +146%

2 Amazon USA 888 343 +159%

3 Apple USA 875 540 +62

4 Alphabet USA 741 497 +49%

5 Facebook USA 495 340 +46%

6 Alibaba China 402 195 +106%

7 Tencent China 398 206 +93%

8 Netflix USA 158 48 +266%

9 Adobe USA 136 50 +74%

10 Paypal USA 134 46 +190%

11 Salesforce USA 125 56 +123%

12 Booking.com USA 77 67 +15%

13 Uber USA 75 - -

14 Recruit Holdings Japan 52 20 +167%

15 ServiceNow USA 51 12 +316%

16 Workday USA 48 16 +197%

17 Meituan Duanping China 44 - -

18 JD.com China 39 32 +22%

19 Baidu China 38 60 (36%)

20 Activision Blizzard USA 35 28 +25%

21 Shopify Canada 34 2 +1,297%

22 NetEase China 33 23 +44%

23 eBay USA 33 28 +19%

24 Atlassian Australia 32 5 +509%

25 MercadoLibre Argentina 30 6 +388%

26 Twitter USA 29 11 +173%

27 Square USA 29 3 +808%

28 Electronic Arts USA 29 23 +25%

29 Xiaomi China 28 - -

30 Spotify Sweden 25 - -

TOTAL $6,199 $3,064

GLOBAL INTERNET MARKET CAPITALIZATION LEADERS = USA STABLE @ 18 OF 30...CHINA STABLE @ 7 OF 30

https://which-50.com/mary-meekers-2019-internet-report-is-out-here-are-our-12-favourite-slides/
https://ec.europa.eu/growth/smes_en#:~:text=Small%20and%20medium%2Dsized%20enterprises%20(SMEs)%20are%20the%20backbone,every%20sector%20of%20the%20econo
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Policymakers should also recognize that 
developing in-house AI tools is far more 
difficult for SMEs than for large established 
firms. According to the Ipsos survey, only 28% 
of all EU enterprises develop these systems 
using in-house talent, and this figure skews 
disproportionately towards large firms rather 
than SMEs.40 While building in-house AI tools 
has the benefit of greater customizability and 
integration designed for specific use cases, it 
is far more expensive and relies inherently on a 
certain level of scale to be economically viable. 
Realistically, this kind of bespoke in-house AI 
development will be out of reach for most SMEs.

However, as mentioned above, the benefits of AI 
can be accessible to SMEs through the use of 
external vendors and AI platforms. Many cloud 
computing platforms fill this role by providing 
out-of-the-box AI tools that can be applied by 
SMEs at a much lower cost and level of technical 
sophistication. Rather than build a tool from 
scratch, SMEs can use a general purpose AI tool 
and customize the parameters for their specific 
business. Sometimes this may require in-house 
technical expertise, but it is a much lower barrier 
to entry than building an entire AI development 
team. Already 59% of EU firms report purchasing 
software or ready-to-use systems and 38% hire 
external providers to develop AI applications, so 
this would be a continuation of a trend rather 
than a sharp break.

From a policy perspective, the EU needs to 
recognize that foreign AI platforms41  — mostly 
American —  play a critical role in boosting AI 
adoption for European SMEs. Protectionist tax 
and trade measures that hamstring AI platforms 
from other countries may end up backfiring on 
the European SMEs that most need their help.42 

Instead, the EU should encourage platforms 
of all types and from all around the world to 

conduct business in the EU so that SMEs can 
find the tools or services that best fit their 
business. 

An additional and complementary approach 
would be for the EU to directly invest in a broad 
set of open-source AI platforms that could 
be utilized by SMEs. The EU AI White Paper43 
recommended the creation of multiple cutting-
edge AI centers that would be a good home for 
such a project. If these centers are well-funded 
they should be able to attract significant AI 
talent that could be tasked with creating open 
source platforms based on feedback from SMEs. 
This approach would pair well with the public 
data trusts suggested earlier and indeed they 
could benefit from one another. 

It is also important to consider the cross 
member state dimension of this ecosystem as 
well. One coordinating role the EU could play 
would be to convene experts from representative 
member-states at regular intervals and pull 
together a list of best practices for encouraging 
AI adoption among SMEs so that successful 
strategies can quickly be identified and adopted 
elsewhere.

Expand the AI talent pool
A lack of talent is one of the biggest barriers 
to AI adoption as the technical skills required 
to build or adapt AI models are in rare supply. 
According to the Ipsos survey, 57% of EU firms 
reported “difficulties in hiring new staff with the 
right skills” as a barrier to AI adoption. As noted 
above, SMEs may not need the same level of 
technical sophistication as large firms or AI 
platform companies, however, the insufficient 
talent pool remains a barrier. 

In broad strokes, this skills shortage can be 
alleviated in two ways: through upskilling 
the domestic population and by improving 

https://ec.europa.eu/digital-single-market/en/news/european-enterprise-survey-use-technologies-based-artificial-intelligence
https://towardsdatascience.com/top-artificial-intelligence-platforms-for-2020-80570c65c1b4
https://www.euractiv.com/section/all/opinion/the-flaws-in-europes-digital-markets-regulation/
https://ec.europa.eu/info/sites/info/files/commission-white-paper-artificial-intelligence-feb2020_en.pdf


ENCOURAGING AI  ADOPTION BY EU SMES

P13

immigration pathways for global talent. 

According to a LinkedIn Economic Graph 
report, the EU employs half as many AI-skilled 
individuals as the U.S., despite a total labor 
force that is twice the size.44 The EU risks falling 
behind in this regard. However, the same report 
finds that the EU has a comparatively large 
segment of their workers that possess “near AI-
skills” which could allow the EU to significantly 
increase their talent pool in a short period of 
time with targeted upskilling. 

Practically, the easiest way to do this would be 
to pay some portion of the costs of individuals 
and businesses who wish to upskill. If a small 
manufacturing firm has technically competent 
staff who wish to attend a specialized training 
course on using machine vision systems in a 
warehouse environment, it would be worthwhile 
for EU member states to incentivize this training 
financially.45 Not only would this benefit the firm 
and individual in question, but it would likely 
have knowledge spillovers for other workers in 
the firm. The EU should also be careful not to 
hinder the acquisition of European tech firms 
by foreign companies (as the draft Digital 
Markets Act46  threatens to do) because these 
mergers are an important source of international 
knowledge spillovers.47

The EU should also look carefully at the 
immigration pathways for global talent seeking 
to start a business or work between multiple 
member states. International competition 
over the most talented AI researchers and 
practitioners has intensified in the past few 
years, and only seems likely to increase as the 
geopolitical benefits of leading in technology 
and science continue to increase.48 While the 
immigration barriers for talented students are 
generally lower for the EU than for the U.S., there 

are still barriers to moving between member 
states that makes the EU less attractive for 
international tech talent.49 As an earlier Politico 
article reported “For European tech companies, 
a visa that allows digital natives from India, 
China or the Middle East to enter the EU and 
move freely between countries is the ultimate 
dream.”50

If the EU wished to be more proactive about 
recruiting international talent, they could explore 
the idea of creating an Office of Promigration 

which seeks to deliberately identify and recruit 
talented AI researchers and practitioners to the 
EU using a variety of incentives.51

Using these two levers of upskilling and 
immigration reform, the EU should increase the 
supply of AI talent available to SMEs and thereby 
spur the adoption of AI adoption across Europe. 

CONCLUSION
The EU has reached a fork in the road. The 
decisions it makes concerning the regulation of 
AI will significantly shape the European economy 
for decades to come. The EU will notably have 
to balance the tradeoffs between risk mitigation 
and the growth of its AI industry. In other words, 
it cannot have its cake and eat it — a fact that 
previous EU regulatory frameworks and the 
recent white paper struggle to recognize. Indeed, 
the white paper embodies both a maximalist 
vision of regulation and a hope that EU industry 
will prosper. With that in mind, this paper puts 
forward simple principles that would improve 
the Commission’s policies. This includes small 
changes to existing rules, reforms to Europe’s 
liability regimes, and targeted regulation where 
this proves necessary; policies that would enable 
European and foreign AI platforms to flourish; 
and policies to facilitate the emergence of a 
highly-skilled technical workforce.

https://economicgraph.linkedin.com/research/ai-talent-in-the-eu
https://economicgraph.linkedin.com/research/ai-talent-in-the-eu
https://www.eu-startups.com/2019/07/the-15-best-coding-schools-and-coding-bootcamps-in-europe/
https://www.eu-startups.com/2019/07/the-15-best-coding-schools-and-coding-bootcamps-in-europe/
https://eur-lex.europa.eu/legal-content/en/TXT/?qid=1608116887159&uri=COM%3A2020%3A842%3AFIN
https://eur-lex.europa.eu/legal-content/en/TXT/?qid=1608116887159&uri=COM%3A2020%3A842%3AFIN
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Summary of policy recommendations: 

Data investment as a public good:
•	 Where appropriate, align incentives for the 

private sector to contribute industry-level 
SME data to public and private data trusts 
that could be used by everyone.

•	 Invest in making more government datasets 
open to the public.

•	 Fund Focused Research Organizations 
or similar groups with the explicit goal of 
creating new scientific and commercial 
public datasets.

Provide regulatory certainty:
•	 Clarify existing regulations and the 

obligations that SMEs must meet when 
utilizing a new AI tool. 

•	 Consider the creation of a new SME 
regulatory website that provides 
informational resources to SMEs about the 
benefits of AI adoption for their business and 
the potential roadblocks that they need to be 
aware of.

•	 Before promulgating new regulations or 
regulatory bodies, closely scrutinize the 
ecosystem to see if the same goal could be 
better achieved through existing industry-
specific regulations or fine adjustments to 
liability laws.

 Encourage an ecosystem of AI platforms:
•	 Avoid protectionist tax and trade policies that 

make it difficult for international AI platform 
companies to serve EU SMEs. 

•	 Invest in the creation of open-source AI 
platforms that could be utilized by SMEs and 
create a forum for receiving feedback on the 
types of tools that would be most useful for 
SMEs. 

•	 Articulate best practices on the member-
state level for encouraging AI adoption so 
that the best ideas can be identified and 
quickly adopted elsewhere.

Expand the AI talent pool
•	 Encourage upskilling of the EU population 

by offering to cover a portion of the costs of 
specialized AI training courses.

•	 Reevaluate EU immigration pathways to 
make them more attractive for international 
technical talent.

•	 Facilitate global knowledge spillovers by 
removing potential obstacles to cross-border 
M&A.
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