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a INTRODUCTION

. In the ‘context of Commumty mmatlves armed at promotrng better observatron of the

economic dévelopment of enterprlses as part of the dynamics of effective implementation of o

the Internal Market 1, and namely in the framework of the European Observatory for SMEs ™"
* set up by'the Commrssron on December 1992, the "Economisch Instituut voor het Midden- -
-en Kleinbedrijf" (EIM), ‘coordinator of the network made up by the "KMO Studiecentrum"”,
the Danish. Technological Institute (DTI), the “Thstitut fiir Mrttelstandforschung" (IFM); the . .
Hellenic Organisation of Small.and Medium-Sized Industries and’ Handicrafts (EOMMEX), **
‘the “Instituto Vasco de Estudios e ‘Investigacion" (IKEI), the '"Association pour -la
- Promotion et le Developpement Industriel" (APRODI) the Economic and:Social Research
- Institute (ESRI), the "Universita Commerciale Luigi Bocconi", the “Chambre des Metrers

" du. Grand. Duché -de Luxembourg" the "Economisch Instituut voor het Midden-en o

Klembedrqf' (EIM) the. AGDER Research Foundation, . the "Institut fir Gewerbe—undv
Handwerksforschung the "Instituto de Apoio as Pequenas e Médias Empresas e ao..
Investimento" (JAPMEI), the Turku School of Economics and Business Administration, the
“Nanngs och teknikutvecklingsverket" (NUTEK) and the University of Warwick School of
'Industnal and ‘Business " Studies, has submitted to- the Commlssron a thrrd mdependent :
Report on the srtuatlon of, and the prospects for SMEs 2 : S

 Like its predecessors, thlS Report is mamly in the nature of a review: whrch presents the '_
latest enterprise developments and prospects in the European economy, quite often in areas
' /where data is scarce but vital for an effective analysis. It provides specific coverage and
 detailed consideration of the impact of the Internal Market on SMEs and discusses a series
- of current issues which are relevant to understanding present and future SME trends. Tt
' considers recent developments in Commumty and national pohcles which affect the business

environment and SME performance. And, by doing so, it aims at stimulating, and providing~

-a ba51s for substantlve debate and greater understandmg of- honzontal issues relatmg to

‘1 Council Decrsron 93/379/EEC of 14 June 1993 0J.L1610f2 July 1993

) 2 Followmg the coming into force of the European. Economic Area-on the 1st J anuary 1994, partrcrpatron
- :in the ‘Observatory network was extended to research institutes ongrnatmg from EFTA/EEA Member

* States, on an informal and voluntary basis. Austria, Finland, Norway and Sweden have thus _|01ned this .

" project, with valuable support from the c«)mpetent natronal authorities. Accordingly, this. annual Report’

actually covers the 15 EU Member States and Norway ‘and - its future editions should refer also to .

IcelandandLrechtenstem e -



The. Comrmssxon is pleased to note that' previous reports have been well recewed andf

widely discussed in all quarters 3 and trusts that this new Report will be as important a

source of ideas, information and experience. The contribution of SMEs to employment -
- generation ‘and sustainablé growth is quite significant. Given the high levels of

unemployment throughout Europe, SMEs will undoubtedly continue to play.a vital role in

stimulating economic recovery, and enterprise policy is becoming increasingly important for

the creation of new employment opportunities. But successful problem-solving and policy-

making in favour of SMEs require access to information which has not traditionally been

- readily available in all Member States. The Commission therefore considers that. the

Observatory can surely continue to act as one -of the most important analytical sources on

which are to be based practical proposals to stimulate, innovate and supplement the range of
existing actions, in the new form of partnership proposed under the Integrated Programme -
in favour of SMEs and the craft sector 4, and hopes that this Report will help towards

meeting the information needs of all those concemed with the ﬁ.lture of SMEs and mvolved--
: ', in pohcy debates at both national and European levels. '

This document which closely fOUOWs the Reports structure, sets out a summary of the
~ Commission's comments on the Report, referring mainly to new data and results provided
_ by the Observatory, and focuses primarily on its most controversial findings or aspects that
are particularly open for outside criticism. It thus presents the Commission's comments on
the business performance (Chapters 1-5) and the business environment (Chapters 6-13)
parts of the Report, whilst also covering its theme studies (Chapters 14-16) and conclusions
(Chapters 17-18). As it has been the case with regard to its comments on the first and
second reports >, the Commission did not appraise systematically the data for each Member
State or the annexes to the Report although incidental use has been made of them in: order
to illustrate or hlghhght some of the ideas and concepts used.. :

GENERAL COMMENTS ON THE REPORT

The Commission very much welcomés this third Report considering the state of SMEs,
particularly as it clearly reaffirms the need to promote mutual consultation and joint
coordination leading to the exchange of best practices between Member States as a means
-to give full scope to the dynamism and innovative potential of SMEs, along the lines
presented in the Council Resolunon of 10 October 1994 6, :

3 Seein particular the Resolution from the European Parliament (PE 186.411 of 19 January 1995) and |

" the Opinion from the Social and Economic Committee (CES 52/95 of 25 January 1995) on the second
annual report from the European Observatory for SMEs.

. 4 .COM (94) 207 final of 3 June 1994.

COM (93) 527 final of 5 November 1993 and COM (94) 352 final of 7 September 1994, respectrvely

6 o C 294 of 22 October 1994.
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" The third ‘annual Report of the European "‘Observatory for SMEs aims. in “particular .at *

" providing both institutions and individuals with  somie comprehenswe mformatlon about the - °

performance of SMEs i in, the Internal Market and the factors which influence them. It is

~ largely based on comparable data collected by EUROSTAT as well as on the conceptual o
- -framework set out in’its- "Enterprises in Europe" reports and, followmg the. Commrssrons,- T

suggestlon 7 its structure has been adapted to’ expllcltly consrder the ‘various items to be

presented and ‘variables to be analysed as elements of elther the performance of SMEs or Lo

g thelr busmess envrronment ST

As has been the case w1th prevrous reports the European SME sectoris taken to compnse :
enterprlses (except in agriculture, hunting, forestry and fishing) employmg fess than 500 .
persons Addltronally, the followmg broad size classes are, drstmgutshed w1th1n the SME_ _
sector S o ‘ g
' _‘f'g ‘micro enterprlses 0: 9 employees oL o o
- - small enterprises: 10-99 employees sometlmes ﬁthher subdrvrded mto 10—19 20-49 and‘ o
50-99 employees; -

: ‘-ﬂ ‘medrum enterprises: ‘100-499 employees sometlmes further subdmded mto 100 249 and - il

. ';:250-499 employees 8

- The Commrssron acknowledges that the methodology used by the Observatory has already
proved to secure the use of comparable data throughout the . reports thus provrdmg a

~ structured and comprehensrve basis to ‘guide their development in subsequent years. It

- f p nevertheless recalls that the statistical thresholds retained by the Observatory for defining =

- SMEs clearly. need to be reconsidered to reflect as accurately as possible the socio-. .
* economic reality -of this category of enterpnses Moreover, the limited avallabrhty of data”
refernng to the penod 1991-95 invites to the use of some precautlon when looking at the = =’

relevance and accuracy of qualitative assessments made in the Repoft; particularly whenever -
developments which are estimated: to have occurred durmg th1s penod are. compared to
those 1dentrﬁed in prevxous years ‘ ’ T ’

7 _See COM. (94) 352 final of 7 September 1994, p. 19. - S -
8 The general expression "SME" is_the only .one ‘used throughout thrs document as' to desrgnate all o
enterprises employing less than - 500 persons. Any other teference to nucro ‘small - and medlum

) ‘enterpnses should therefore be read as rel emng to specrﬁc swe classes o

~s



1. - Economic growth and sectoral development -

n

As this Report is drawn on the basrs of the same core statistical data set used in the context
of the second Obsewatorys report and referring mainly to 1990 there are, obviously, no
significant differences to.be noticed with regard to the main characteristics and structure of
the European non-pnmary private sector, apart from those resulting from the extension of
its geographical coverage . On the basis of the Observatory own estimates, it could thus be
assumed that there are at present in Europe more than 17 million enterprises, of which some
99.9% employ less than 500 employees .and some 93% are micro enterprises. Including
large firms, the average enterprise in the European economy has about 6 persons employed
(ranging from 3 in Greece to 13 persons employed in Sweden), while the average SME
employs slightly less than 4 persons. As a result, SMEs would now prov1de well over 70
million jobs, accounting for an unpressrve 71% of total employment 10 in-the European
non-primary private sector. :

Notwithstanding the statistical limitations referred to above there is at least a-general,
relatively new finding in the Report that deserves further consideration. Although labour
productivity in SMEs, as measured by value added per occupied person, seems to be below
the ‘national average in almost all countries (the only exceptions being Belgium, Denmark,
Germany and Norway), its size class pattern appears to follow an inverted V-shape,
- reaching its highest value for medium-sized enterprises. Together- with other findings

relating to sectoral and national variations in SME relative labour productmty, and _‘ .

assuming that there is a positive relation ‘between average enterprise size and capital
intensity, this would suggest that the relative distribution of SMEs and large enterprises
across the economy is related to the very: nature of the production process and partly
governed by economic efficiency- 11, When considered from a political point of view, this
result seems to give a clear indication.as to the need to further consider and develop
differentiated policy approaches and instruments, tailored to the specific needs of different
types of enterprises according to their size, category and place in the economic fabric.

Moreover, when taken together with the already available evidence on the existence of -

fundamentally different problems, attitudes and behaviour within the SME sector 12 this
finding can only strengthen the Commission in reconsxdermg the current deﬁmtrons of

SMEs with a view to adopt a general though flexible, size class. classnﬁcatron whlch would L

better reflect observed dlfferences between different types of enterprises.

See note 2 above. As was noted in the Commlsswn s comments on the second report Austria, Finland
and Sweden are much more oriented towards large enterprises than former EU Member States since

-they depict,.as a whole, a lower number of enterpnses per 1,000 inhabitants and higher average firm . .

-size than any other country.

10 Defined as the number of persons working at least 15 hours weekly and mcludmg the self employed.

11 In this sense, the market forces alone would work towards an economic optimum, with SMEs and large
firms tending to dominate those sectors and markets in which they generally can benefit from higher
labour productivity. However, these results must be seen as provisional and strll require further
investigation.

12 gee COM (94) 352 final of 7 September 1994, p. 4.
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~ The Observatory has also consrdered useful to analyse estlmated developments between
»1988 .and. 1995 by d:stmgurshmg three - sub-periods, ‘as’ those years  can be ‘seen as

encompassing a succession of three dlﬁ‘erent phases of growth (1988- 1990) stagnation - .’ "

- {1990-1993) and recovery (1993-1995). The results presented in the Report are in tune with
‘previous- findings suggesting- that SMEs have in general outperformed large enterprises
during the first part of that penod at least if their Tespective perfonnance is measured by
" averagé annual growth rates in real value added, real turnover and employment A reversal
- of this tendency, ‘which could be the result of a decline in the economic. performance of
micro ‘enterprises, appears nevertheless to take form from 1990 onwards as the: growth -
differential between SMEs on the oné hand and large firms on the other is found to become . -
. gradually smaller in all three dimensions, and i is partlcularly ev1dent in 1993- 1995 when
large firms. grow even faster than: SMEs : .

) For the entire penod of - 1988 95 however average yearly real tumover as well as
employment growth in SMEs would have been in excess of that of large firms, and” micro

» enterpnses although far from being recession-proof, would have been the only ones able to

_ secure some sxgmﬁcant net _]Ob creation. In particular, the employment growth dll’ferentlal
~ was found to be posmve in all countries but Ireland," Spam and Norway,. and . quite -
substantial- in such sectors = as wholesale "trade; - retail distribution, transport and
communications, and producer services. Furthermore, sorne results from -recent, research

" indicate - that the growth performance of SMEs has a- ¢onsiderable impact’ on overall
€conomic growth, and suggest that small firm policy can be deemed as an instrument for
reduction . of unemployment or as a means_of furthering economic growth. Whilst it is
© certainly conceivable that there are alternative routes to achieve the same Tate of economic
* growth, the research evidence would thus imply that- p011c1es which put more emphasis on
the small firm sector would have better chances to, at the same time, secure higher levels of
- employment Thus bemg, it would be worth exammmg ‘whether that apparent reversal.in the

. relative posrtron of SMEs .and large firms is significant and pervasive .or merely . the
transrtory result of distinctive size class behaviour and temporal adjustment ‘paths to the
. economic cycle, as some indications in the Report refemng to productmty and proﬁtablhty
development pattems seem to pomt to.

2 BusineSS dyn’a‘mics and entrepreneurship- - N

. A consxderable part of this chapter can be read -as. an update of work already done. by the
Observatory in_the context of its first annual report. As it was then "urderlined; the
- heterogeneity of data and information sources available does not allow any” deﬁmte '
conclusions to be drawn and the results ‘presented thereforé have to be- considered with -
caution. Some new insights into the sxgmﬁcance of new enterprises in generatmg Jobs and
promoting mdustnal and commercial renewal have also been added, but these are, to a large -
extent, based on llmlted and mamly anecdotal evidence only ' - o



" Notwithstanding this analytical limitation the Report thus confirms the economic vitality of .
the European private sector in general, and the importance of self employment in the SME
sector in particular. Quite unsurprisingly though, the remarkable stability that can be noticed
in European trends referring to registration.of new enterprises and self employment between -
1988 and 1993 turns out to be the most visible effect of several opposite, compensating
developments when the analysis is carried out at a lower level of aggregation. In fact, whilst
sectoral data underlines the significance of the ongoing process of tertiarisation of the
European eccnomy and seems to confirm prior evidence of faster renewal of the economic
fabric in services, registration data seems to show that a s1gmﬁcant increase in business
creation in Denmark, Luxembourg, the Netherlands and Portugal went .along with a

. dramatic reduction of start-up activity in such countries as Greece, the United Kingdom and -

Norway during the period in conslderatlonelz?. Moreover, some results relating to new firm

survival, the starter's entrepreneurial background and the motives and driving forces behind
: '-busmess start-up, as well as to the main obstacles and barriers to start-up and enterprise

growth, would suggest that the best performers, as regards new firm survival, are to be:
‘found within Member States where some formal systems of professxonal training and’
qualification requirements related to the access to some professions or activities were

already well developed_ . :

The pohcy 1mphcatlons ‘of these ﬁndmgs are not straightforward, as the data presented
under different tables in the Report is hardly comparable and sometimes even looks
~ contradictory 14 Yet, judging from the reported major causes of business failure and
considering that the risk of unemployment was found to be an increasingly i important motive
 to start up an enterprise, they clearly reinforce the Commission's belief on the importance of
providing adequate information and.counselling, as well -as appropriate education and
training to newly created enterprises. Likewise, they underline the importance of promoting
‘mutual consultation and coordination between Member States, namely as regards the .
1rnprovement and simplification of the business environment with a view to reducing -
burdens on businesses and unlocking their potentxal to create jObS as advocated by the -
Integrated Pro gramme. » :

13 More recent information nevertheless indicates.that the number of busmess start-ups resumed an upward
path in 1994 in the United Kingdom. '
4 For instance, figures for self employment mclude agnculture and are not always in line w1th those
presented in previous reports, whilst datit refernng to new registrations per 1,000 inhabitants and per
1,000 enterprises doesn't always receive confirmation from statistical mformatlon available on the ,
m.mber of enterpnses per 1,000 mhabltants : :




3. Labour '

Whilst vnoting‘ that policy making requires.k‘nowingrg not meérely where the new. jobs are
created but also how and why they are created, the ‘Observatory carefully assesses the-

current debate on job creation by enterprise size and adds some new empirical findings to - .

_‘the results it has already produced on this subject. It is concluded that the methodological '
criticism raised by some studies on SME job. creation does not invalidate its previous
' analysrs and that the statement that SMEs generally create more _]ObS than large ‘enterprises
remains valid in Europe. Moreover, it would seem that net job creation rates decline with
" the enterprise starting size, which would allow that conclusion to apply regardless of the

relative position of the firm along its life cycle. On the-basis of employment data for 1990 .

.and the Observatory s own estimates for average annual growth rates in employment by size
‘class, it can in fact be noticed that job creation in SMEs has more than ‘compensated job
losses in large enterpnses durmg the period 1988 1995 15 : :

In splte of these encouragmg signs, it remams clear that -employment- creatron in the
" European business sectoris_far from impressive and still a long way from contributing :
- significantly to curb unemployment "Moreover, the evidence presented in the Report clearly

indicates that SMEs ‘may also have been loosing jobs in the most recent years. In general
terms, and on 'a meédium term perspective, the Commission therefore considers -that

-~ increased attention should be paid to such issues as improving employment opportunities for -
~ the labour force by promotmg investment in vocational training.and raising the quality of
* human capital, increasing the employment intensity of growth by encouraging changes in
. work organisation and working time, .reducing non-wage labour costs, especially at the
lower end of the wage and productivity scale, and improving the effectiveness of labour
market policies and measures designed to fight against social exclusion, namely by

enhancing ﬂexrbrhty in the fields of professional and geographical mobility and considering -

incentives to create and take over new jobs. As regards' SMEs, -the Commission will
endeavour to stimulate, innovate and supplement the range of exrstmg actions, namely those -
already adopted under the: SME Initiative and the Integrated Programme; in order to
facilitate the creation and subsequent development of enterprises, to reduce the
- administrative burdens borne by SMEs, to improve their access to capital and finance, and
to assist them in their efforts to fully benefit from the opportunities of the Internal Market,
‘namely when ‘it comes to reinforce their participation in the various Commumty'
programmes and to engage into some form of international cooperation. With that in view,
and in line with the conclusions of the Cannes European Council, it intends in partrcular to
" submit a report on the means of i 1mprovmg the effectiveness of current SME policies to the
Madnd European Councrl : -

N
/.

15 Actually both medium and large enterprrses seem to have’ been loosing jobs at an average annual rate .
" of about -0.5% (meaning a total of some 75,000 and 140, 000 jobs lost per year during the period in-
.. consideration, and respectively). Thus being, job creation ‘was almost completely due to ‘micro
* enterprises (0.75% or about 235,000 new jobs per year), since small firms have only achleved a smail
increase in their employment level (less than 0.1% per year ‘on average).



At the same time, it is generally recogmsed that SMEs are not a completely mdependent
engine of employment growth and that special attention has to be paid to industrial
interactions between enterprises of all sizes. Thus, the contribution of SMEs towards
flexible production, and its implication on job quality is also considered in this chapter.
Although clearly recognising SMEs to be instrumental in absorbing the less sought-after
categories of the workforce, the Report then suggests that flexible production, as a by-
‘product of large enterprises' reaction to an uncertain, ever-changing economic environment,
has a considerable negative impact on SME job quality. '

In particular, it builds on some well known, extensively documented and interacting trends
(increase in the female participation rate and employment share, sectoral shift in
employment from manufacturing to services, and increase in the number of part-time and
temporary jobs, amongst others) to conclude that SMEs are, in general, more likely to have
a significant proportion of their workforce covered by part-time or temporary contracts than
large enterprises. At the same time, SMEs are also found to make relatively more use of a
less educated, and therefore less productive, workforce, to be relatively less inclined to
engage in vocational training, and to offer poorer workmg conditions, at least in terms of
wages and fringe benefits.

However, the evidence presented in the Report to support the view that SME job quality is
somehow "the dark side of flexible production" seems far from conclusive. Alongside with
considerable differences observed between Member States, that can be due to a combination
of developmental and cultural factors 16, the involuntary dimension of part-time and
temporary work is largely overlooked by the Observatory, and there are reasons to assume
that sectoral aspects are at least as important as size class differences in explaining job
tenure and job quality. As they stand, the Report's findings can only but stress the need. for
ﬁ.xrther analysxs on these issues before any operational conclusions can be drawn.

In the mean time, and considering that inferior job conditions in SMEs, as long as they lead
to lower costs of production, might provide a compensation for size-related cost
disadvantages compared to large firms, it is important to stress that SMEs do have their
own specific problems that must be addressed, if they are to develop, namely by means of
new targeted innovative initiatives, particularly ones aimed at resolving problems of scale,
knowledge, complementarity and coordination. Yet, the issue is not primarily whether
SMEs or large firms are better locations of employment so much as improving the social
and economic performance of all firms. At a time when labour is increasingly seen'as a
resource rather than simply ‘a cost, the Commission would therefore suggest that
instruments be sought which directly link the raising of working standards with the ralsmg
of competitiveness.

] 16 1t s interesting to note, for instance,  that part-time working is almost insignificant in
Southem/peripheral countries (Greece, Ituly, Ireland, Portugal and Spain) and that most of them can be
ranked amongst those having longer working weeks (the United Kindgom replacing Italy in the top
five), and that temporary contracts are, by far, particularly important in Spain.
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4. - Regional disparities -

“Recognising the importance of the regional dimension in SME and employment policy, the
Commission welcomes the inclusion of a chapter on regional disparities in the Report,
especially as it seems to confirm a number of key trends in relation to the role of SMEs in
allev1atmg those disparities. : ' '

The ‘'data .in. the Report, which, incidentally, refers only to manufacturing employment
confirm that SMEs make a particularly significant contribution to employment creation in
less developed regions. However, if an analysis like this is to add value to the Commission's -
. policy-making effort, it. must either present some new facts or provide more m-depth-
explanations of the present regional situation of SMEs. The main criticism of th1s chapter is
- that it does not seem to fully achieve these objectnves

‘On the one hand, the Report states that Ob]ectrve 2 reglons are. reIatlvely less dependant ‘on
SME:s in employment terms but this is hardly relevant from a policy-making point of view,
as the basis for the adoption of Community initiatives RECHAR, RESIDER and KONVER
was not that Objectrve 2 regions were less dependant on SMEs but that for -historical
reasons there was no tradition of entrepreneurship in these regions. It is for this reason that
SMEs are less important in Objective 2 regions. Accordingly, the programmes-now being
put into operation under the Community Initiatives have as a major objective to stimulate:
. SME déevelopment to compensate for the loss of employment in large declmmg industries
such as coal and steel . : S o RIFEERS
. On the other hand ‘the Observatory found that Objectlve Sb reglons do not . drsplay a
consistent: .pattern- as to their level of dependence on SMEs for. employment.. The
Commission . nevertheless considers that SMEs constitute the very essence of :'the

entrepreneurial fabric on rural areas and that their ‘development is one of the determining |

factors to_ensure economic dlversrﬁcatlon of these areas. It would therefore suggest that
future reports tackle this question and address the specific- difficulties with which SMEs:
have to cope in rural areas, in particular with regard to msulatlon insufficiency - and.

. maladjustment of support services, absence of sub- contractmg companies, difficulties’ of

attracting high qualified personnel and the high- cost of connection to modem
communication networks. Moreover, the Commlssron wishes to point out that the European:
Observatory of innovation and rural development, set up within the. framework of. the:
Community initiative LEADER II in order to identify, characterise, validate and facilitate’
the transfer of innovations undertaken in rural environment, could in particular contnbute to’
the exchange of good practices aiming at the support of SMEs in the rural areas. - ..
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The Report puts much emphasis on the importance of micro-entreprises to the creation of
employment. However, there is no analysis of the impact of displacement both within’
regions and between regions which can be a by-product of micro-entreprise dynamics.
Furthermore, there is no indication of the sectors in which micro-entreprises are relatively
more important at the regional level and the issue of the indirect employment contribution
of micro-enterprises, which can vary significantly amongst sectors, is still to be addressed. ,
The Report refers to the spatial process of decentralisation and indicates that smaller towns
and peripheral areas have increased their employment relative to larger towns and cities. It
would be more interesting to know whether employment in smaller towns has actually
mcreased in absolute terms.

The Repoﬁ also puts some emphasis on analysis of divergences between border regions.
Nevertheless, there is no clear explanation of why such-detailed analysis is carried out on
this point and it does not seem to lead to any strong conclusions from a policy perspective.

The Commission thus feels that the topic examined in this chapter ‘was too broad to enable
one to draw strong policy conclusions and that for the future it would be more valuable to
examine a more clearly defined topic. For example, as the analysis of this year's Report
suggests that some less developed regions have been very effective in stimulating SME
activity to address employment needs, it would be valuable to have a detailed analysis of
how SMEs have evolved in these regions including case studies and surveys, as were used
in earlier reports of the Observatory. A second area worth examining is the process of
entreprencurship itself in less developed regions. The conclusions on entrepreneurship of
' this Report are predictable. It would be useful to have some data on the impact of different
types of policy initiatives, namely those which currently receive Community support under
the Structural Funds, in stimulating entrepreneursh1p in dechmng regions. Again. case
studies or surveys would be useful. "

On the other hand, assuming that neither a hlgh dependence on small and medium-sized -
firms nor on large firms solely are to be optimal, it could be worthwhile examining whether
the regions which have experienced the most favourable development of economic well-
being are those that had a good mix of industries and business sizes, and whose business
sector was characterised by a relatively rapid pace of change. In fact, if the potential for net
job growth via new firm births is the greatest in regions that have historically not been
SME-dominated, and is to be explored at reasonable cost without actually discriminating
against existing businesses, there should therefore be some room for policies aiming both at
improving the general business climate and increasing the number of start-ups in industries
for which the regional market conditions are relatively favourable or relatively unimportant.
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-5, Export and international oricntation

* This chapter of the Report is meant to deal with SME. export and mternatlonal orientation.”
In fact only exports are: treated and this leaves a large part of the current process of
internationalisation untouched 17 Since the Commission's enterpnse policy does not deal
with export promotion but with the other aspects of internationalisation, the Report i§ of -
direct little help in formulating future policy or in assessing the efficiency with ‘which its -
instruments promote the internationalisation of Sl\/ﬂ?,s whether it be w1th1n the Umon on the
Internal Market or outside the Umon :
_Much of the chapter is taken up by the observation that firms from smaller economies |
export. more than those from ‘large ones. This is inevitable since smaller countries can
sustain a narrower range of industries on their domestic markets than larger ones and ‘must
- therefore trade to acquire the products for lacking industries. Larger countries engage in
more'intra-sectoral trade and in many ways this represents'a.more interesting subject” of
" examination. In any case, the distinction made should be between intra and extra EEA trade
rather than EU trade. By combining this approach with regional regroupings into for
- instance the Northern countries, Benelux, British Isles and the Iberian peninsula, the effects
_of the size of national economies and local preferences could be rmmrmsed and more -
worthwhile analysrs of exports undertaken. '

‘Concerning the higherexport propensity of large firms, a statement of this kind requires
qualification, even if a positive correlation can be found between the average firm size in an
 industry and its share of exports in turnover. On the one hand; technological intensity-is .
likely to constitute a key variable for exportmg by SMEs and, on the other hand, many .
SMEs, partlcularly in the service sector, serve local consumer markets. Firms: serving such
markets can not usually export in the traditional sense since overseas clients must come to
them. The increasing tendency for exports from service sector SMEs is likely to be the
result of producer-services development, where either the supplier goes to the client or.
telecomimunications are used to offer a truly cross-border service. It would in any case be
more useful to compare the export propensrty of ﬁrms in those sectors where exportmg can
easily be undertaken : : I

17 For: example, and according to UNCTAD, one out of ten investments abroad is ‘currently undertaken by
SMEs. Moreover, modern forms of international business cooperatlon such as alliances or hcensmg
agreements could also be of increasing interest for SMEs. :

18 . Apart from these general comments, it can also be noticed that the text is less accurate in some pomts

' It is not strictly correct to speak of deregulation of trade’ tariffs, which have been lowered over

successive GATT rounds, nor of harmonisation of standards, since mutual recognition also -occurs.

Fmally, Norway voted not to accede to the Uniof and should not be presented as a Member
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6. Macroeconomic environment .

There are no particular comments on this chapter, which heavily -bears on macroeconomic
~ data published by the Commission services. On the whole, it confirms that the European
economy has entered a phase of recovery, led by some rapid growth in external demand,
and that significant progress has been made towards nominal convergence, improving both
the price competitiveness of European industries and their profitability. Yet, some additional
efforts seem to be required in several Member States to bring down their public and external
debt to a more acceptable level, and unemployment is expected to show only a modest
decrease in the near future.

Recent improvements in the current state and perspectives of the European economy do not
significantly change the nature and dimension of the macroeconomic challeriges faced by the
Community, as they have been presented in the "White Paper on Growth, Competitiveness
and Employment" and relate mainly to achieving and consolidating high rates of job creation
and ensuring that the necessary conditions for a smooth transition to the Economic and
Monetary Union are met. Fulfilling these objectives will therefore require the adoption and
development of policies aiming at increasing the overall levels of competitiveness and
efficiency of the European industry, improving thé functioning of the labour market,
creating favourable conditions to an increase in production capacities, and securing a stable
macroeconomic environment.

. Recent policy develogments affecting SMEs |

The Report reviews a number of initiatives and policies undertaken by the Member States in
support of SMEs. This illustrates the increasing recognition by the Member. States of the
decisive role played by SMEs in job creation, competitiveness and economic growth. The
nature of the different measures adopted also shows that there is a certain convergence
between the various Member States both as regards the key problems affecting SMEs and
the possible ways of dealing with them. This also suggests that the European Institutions.
- could play a complementary role in this field, partlcularly by promoting the exchange of best
. practice.

As regards the methodology adopted by the Observatory, the Commission nevertheless
thinks that the quality of the analysis could be improved in several respects in the future. For
example a clear and concise presentation of recent developments by type of measure rather
than by Member State, along the lines of what has been done in connection with
environmental policy, would have facilitated comparatlve ana1y51s and hence increased the
value of this chapter. '
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T8, Labour market

" This chapter largely focuses on the entérprise environmental aspects of labour issues and
usefully complements those on "labour" and educatton and entrepreneurship”. The
* Commission will therefore refrain from ﬁnther commentmg here those points that are
-already being addressed elsewhere.

In the light of the undergeing, and much expected, general economic recovery, some of the
evidence in this chapter can nevertheless be disturbing. To name just a few examples, there
. are signs in many parts of Europe that, in spite of high labour availability, enterprises are
 facing difficulties in finding people with.the- skills they require and that this may still inhibit
output growth and job creation. Or that increasing use of numerical and functional
* flexibility, important as it may be. for economic- efficiency, can lead to a suboptimal

~ utilisation of human resources and contribute to the emergence of some kind of "dual"

labour market, due to an expected polarisation of work qualifications.

But facts need to be looked at as a means of analysing problems -and identifying possible
solutions,. and not as matters to be dismissed if they do not meet with how we would like
thmgs t6 be. In this vein, and by showing that similar constraints are being dealt with in very
different ways bat different Member States, as seeins to be the case with regard to labour
market issues 12, this Report clearly underlines the need to promote mutual consultation’
and joint coordmatlon, namely in the field of considering and exchangmg "best practlces
between Member States. :

Certainly, the complex nature of labour markets, and their central role in fulfilling social as
- well as economic objectives, means that Member State systems need to be understood in the
context of distinctive national features: in the business “environment as well as in- the
institutional and legislative arrangements that are in place. Yet the Community. has an-
important role to: play in providing a framework within which Member States can freely

choose the means they use to pursue their employment objectives. While fully respectmg o

national chorces or preferences it would thus seem useful to consider whether it is possible
to combme different experiences to improve overall’ performance and to encourage
Member States to cooperate in policy development in order to minimise its costs and ensure
_compatibility between dtﬁ’erent national systems whenever they need to 1nteract across the
Union. : : : '

19 Both the level (% of GDP) and the structure of public expenditure on labour market policies can be
" noted to vary markedly across Europe. In particular, Denmark, Germany, Luxembourg, Norway and
' .Sweden have a relative high level of expenditure (particularly as opposed to Greece, Italy, Spain and
" the.United Kingdom), and spending on training and youth measures dominates in France, Italy, Ireland .
and Portugal, while job subsidies are more important in Belgium, Denmark and Spain. '
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9, | Capital and finance

* This chapter in the Report does not call for particular comments on the part of the
Commission. However, it should be pointed out that the SME facility mentioned by the
Observatory for interest rebates on EIB loans to. SMEs creating new jobs was a temporary
instrument scheduled to expire on 31 July 1995.

This chapter gives an overview of the various efforts made by Member States. to facﬂntate
access by businesses to sources of finance. This is still a problem for SMEs even if the .
Report lists a large number of measures in force. It would therefore be - interesting to
examine the reasons why the specific programmes or other activities conducted by the
pubhc authorities or the financial institutions themselves are not providing an adequate
response to the needs of SMEs. :

It should also be pointed out that the relations between banks and SMEs, which are an -
important aspect of improving SME access to sources of finance, are a central issue at the
Banks-SMEs Round Table, following up the Communication from the Commission on the
Report- of the Round Table of leading representatives from the banking sector 20 The
‘Commission will also continue its work on improving access by businesses to finance.and
- credit, partlcularly as regards strengthening own resources in innovative and high-tech
companies and facilitating access by SMEs to capital markets.

10. Infrastructures

 In view of the importance of communications infrastructures in today's economy, the

Commission is particularly pleased that this question was dealt with in a specific chapter of
the Report, especially as the study was not restricted to infrastructures in the traditional
sense, but also took account of modern virtual infrastructures. The quality of infrastructures
directly affects business productivity but, as the Report stresses, reglonal dlsparltles
" continue.to be substantlal

The Commission is also pleased that the Report looked into the question of the leverage
effect of public investment on business productivity. However, it would have been useful if
the approach to investment in infrastructure had not been exclusively macro-economic and
if a few specific examples had been provided. This chapter could also have tried to
determine the place of infrastructures among the factors determining business location,
-compared with other factors which might influence an investment decision (proximity to the
market, quality of the workforce and environment or financial incentives). The Report also
made no mention of the elements which would have allowed identification of the types of -
companies, in terms of size, sector or nationality, for whxch the quality of mfrastructures
had the greatest influence on the production process.

20 "Towards a more efficient partnershlp between ﬁnancxal mstltutlons and SMEs , COM(94)435 final of
28 October 1994.
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Moreover, and since this chapter is.meant to consider infrastructures in a.broad sense, it

would also have been useful to take already into ‘account the. effects of energy costs and of = -

_ -the realisation of the internal energy market on ‘SMEs, in.line with a previous remark made
. by the Commission 21 . In fact, proper availability of energy at the best possible prices and
. on the best p0551b1e terms, . iamely by ensuring security -of - supply and guaranteeing
sustainable, non-inflationary growth while protecting the environment, is deemed-to be a
determinant factor in strengthening the. overall competmveness of the European economy,
and that of SMEs in partlcular C :
While approachmg the effects of the new mfrastructures by type is relevant msuﬁicrent use
has been made of the data, partlcularly as regards roads and railways. For example there is -
not much point in knowing how many kilometres of motorway were built in Spain and
Portugal between 1986 and 1992, and the proposed analysis of railway infrastructures is too -
brief to take full account of thé effects which the establishment of a network of new high-
speed lines or the development of combined rail/road transport could have in Europe.
However, telecommunications have been dealt with better and could serve as a model for-
" both the contents and presentatlon of an analy51s : '

~ As regards the questrons arising, from the introduction " of new mfrastructures the’
-Commission fully agrees with the conclusions of the Observatory: The construction of new
infrastructures caniiot in itself provide a solution to the problems of saturatxon or pollution.

Only a long-term vision taking account of the social usefulness of the various types.of .

infrastructure could be of use. As stressed in ‘the Report, efﬁc1ent infrastructures are
necessary but, not sufficient to bring about positive effects on the economy. However, it
" would have beén useful if the-Observatory had drawn more practical conclusions concermng :
the preferable type of mfrastructure and the benefits which the SME:s should draw from it.

‘ Fmally the Comrmss1on is pleased that the Report deals with virtual 1nfrastructures and to a
_great-extent shares the Observatory's concern that the information society should be placed
. in a liberal context and that the new technologies should be disseminated among. SMEs

The Report stresses the problems encountered by SMEs i in gaining access to the mformatron
- society and rightly lists the advantages which such access could provide. In this respect the
three fields.identified (training, teleworking and award of public contracts) are relevant, and -
- this chapter gives a useful- p1cture of what is at stake in the establishment of infrastructures
“in Europe. Nevertheless it is regrettable that insufficient emphasis was placed on the risk of
- regional dlspantles particularly as regards the development of new technologies. Thus,
although the analysis is mostly accurate, it is too general in some respects and does not pay
sufﬁment attentlon to.the specific charactenstlcs of SMEs.

i

~

21 See COM (94) 352 final of 7 September 1994, p. 6.
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11. Technology and innovation

The Commission recognises the quality of the analysis performed in the Report as regards

the technology and innovation chapter. The indications showing that SMEs are responsible

for a very high share of the innovations are certainly one of the most prominent elements of

this analysis. Nevertheless, the reading of this chapter clearly shows the limitations of the

quantitative information used by the Observatory as the statistical data collected only

provides very partial highlights on the situation of SMEs in specific countries leaving very
little room for effective comparisons and overall conclusions. :

In this vein, it would have been desirable to have more statistical information on the
economic importance over time of small technology based enterprises. They are described
as playing a significant role in the overall innovation process of the largest countries in the
Union, but little is said about their development pattern in less advanced countries or
whether they can be éxpected to become more and more important in their economies.

Regarding the financing of innovation in SMEs, it would have been appropriate to look in
"more detail at the characteristics and importance of internal resources which usually
represent the number one source of finance for innovation. At the same time, it would have
been interesting to analyse the importance of collaborations with other enterprises or
universities as a critical factor for innovation in SMEs. -

Finally, participation in European R&TD programmes is said to become increasingly
popular among SMEs. However, looking at the number of SME participants in the 3rd
- framework programme shows that it is only a tiny minority of SMEs that ‘participate and
those enterprises usually have high research capabilities. Community R&TD programmes
base their selection of applicants on very competitive criteria such as technological
excellence and innovative character of the project. The application of these criteria will
inevitably dismiss enterprises with little or no research capability of their own. The CRAFT
programme was introduced to answer the needs of more traditional enterprises as it allowed
groups of SME:s to contract out their research needs for a specific project. The introduction
of this SME specific type of project in the Brite-Euram (1991-1994) programme led to the
tripling of the number of SMEs participating in this programme, most of these new
participants belonging to traditional sectors. As a result, this type of project has now been
introduced in other programmes. A clearer distinction between the traditional projects and
the expanding CRAFT type programmes would have been necessary.
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12. -Education and entreprencurship

This!chapter of the Report aims at drawing a general picture of the current state of affairs in *
_.educatlon and tentatlvely assesses its importance and limitations for fostering
éntrepreneurship. Although valuable in itself, namely since it is the first time that the

Observatory explicitly addresses these issues,: it largely amounts to a reasonable; honest . |

~survey of available research and inquiry results, with little value added of its own as to the
possibility - of identifying some. would-be specrﬁc features of entrepreneurshlp-based asi .
opposed to general educatlon » :

As it' is stated in the Report, observed differences between Member States as regards the
education level of their population and student participation rates are less important .now -
than they -were in the past and largely restricted to the percentage of students in tertiary
~education: Although welcoming this general finding, which clearly shows that significant

- progress is being made towards a better educated and trained workforce, in itself more able"
to adapt to the pace of change in technological progress and the requlrements of
, mcreasmgly flexible labour markets, the Commission nevertheless wishes to point out that

any serious analysis of education and entrepreneurship also has to take into consideration a:
‘whole range of social and cultural factors that influénce both the relative posmon ‘of

different Member States and their developments paths in this ﬁeld 22, : :

The Report nevertheless shows that for all countries for ‘which data is avaxlable
entrepreneurs and starters have a higher level of education than the average in the labour
* force. Furthermore, there. are positive links between, the level of the entrepreneurs'
education and the 'growth of the enterprise and its likelihood to export. However, most’
entrepreneurs have no specific education on entrepreneurship. The Commission strongly
agrees with the* ‘Observatory that further attention should be paid to. encouraging 'the -
‘development of entrepreneurial skills through the education and training system, including
such issues as a-multi-disciplinary .approach, personal skills and the training of teachers.
Stimulating exchanges of information and “experience on the several pilot projects that
already exist in Member States, such-as those reported in this chapter, would be welcome.

- 13, Legal environment

This chapter of the Report is largely a statistical overview of the legal forms of companies
and their implications towards risk, liability, capital requirements and administrative
formalities. There are also clear links with such i issues as the: transfer or transmlssron of
enterpnses whether by 1nher1tance or sale. '

.22 Complementary data- pubhshed by "Eurostat shows, for mstance that the percentage enrollment in
education for 15-24 years old persons is remarquable low in the United Kingdom and Ireland, probably

* corresponding to an earlier-entry into the workforce, and that knowledge of data processing and post-
compulsory education are the lowest in. Southern countries (Greece, Italy, Portugal and Spain} whxlst
being particularly high in such small central ¢ountries as Denmark and the Netherlands.
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As the conclusion points out, there are not so much good or bad legal forms of companies
but the entrepreneur should have the possibility of choosing the legal form which best suits
his business and personal circumstances 23 In this respect, the Report gives a good
overview of the issues and underlines the need for some Member States at least to find a
better balance between such aspects as capital requirements and liabilities. Tax rates, that is
either income tax or corporation tax, have an 1mpact here too

A major policy implication to be drawn fromthis study could be that the Commission
should continue to encourage Member States to look at'their company law structure in
order to best meet the need of entrepreneurs wishing to set-up a business. It should also
look at the possibility of expanding the concept of the EEIG by reducing or simplifying the
conditions towards setting one up, and to remove the barriers to the activities that they can
undertake. This would also be in line with one of the Recommendanons in the Mohtor
Group Report. ‘ :

On the standards issue the Report confirms the Commission's previous understanding that -
SME:s feel left out of the standards-making process and do not have enough information
about what is happening. There is probably something in the suggestion that standards can
be used by large companies to limit eompetmon The Commission would therefore agree
that SMEs should be better represented in the standards-making process and that bOdlCS
such as CEN and CENELEC should pay increased attention to thenr views.

The short section ‘on quality assurance for European SMEs is also in line with the
Commission's previous understanding, There are a number of issues such as quality
assurance and cemﬁcanon, eco-audit- and eco-labelling requirements, which are not
compulsory, but which become so when SMEs are either required to do so to qualify as
sub-contractors, or feel that need in order to remain competitive. This means that the
quality assurance and certification processes need to be user-friendly and not too expensive
for SMEs. As the Report clearly shows, the cost of ISO 9000 certification per employee is
hlgher for SMEs than for large compames

14. Administrative burdens

In view of the interest currently focused on improving and simplifying the business
environment, particularly for SMEs, this is a very timely theme study. This is probably the
first time that a serious-attempt has been made to present an inventory of the current state
of play of administrative burdens on businesses in Europe and to nge some estimates as to
the i 1mpact thls has on them. :

23 As one should expect, the Report considers that the sole trader and partnerships formats have
significant relative advantages during the first stages of the enterprise's life cycle (namely as regards
start-up and early development) and that the limited company format (whether private or public) makes
it easier to deal with such issues as later development or transmission.
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: The estrmates md1catmg that obllgatlons that result from being in busmess actually caused-
. between 60-and 70 % of all administrative burdens support the Commission's understanding
_of the main problems for enterprises, particularly those which have just started-up and small .

businesses. The problems of understanding both company and income tax, as.well ‘as the
social security and other obl1gatlons from takmg on employees are clearly a heavy burden :

It is reassuring to see that the Report also. suggests that the key to reducmg admrmstratrve
burdens lies both in individual Member States as well as in the European institutions. This is

an aspect which is increasingly recognised.in other reports, and has been underlined by the

Molitor Group. Indeed, it is clear from the recent work undertaken that natlonal legislation
is @ major source of admrmstratrve burdens partlcularly in the areas of taxatron and social
secunty contributions. : :

,It is also interesting to see the Report indicates that in the opinion of 'entrepreneurs the main
- causes for administrative burdens are the complexity and the number of forms that they are
" required to complete. This issue will continue to call for particular attention by the

Commission and was already highlighted as a theme in its recent Forum in Paris (19-20 June
1995).on 1mprov1ng and srmpllfymg the business enwronment partrcularly for start—ups

i

\Thls Report is aIso the first which attempts an overall assessment of the costs of
- administrative burdens for businesses in Europe. The estimate of between 180 and 230
~billion ECU, or between 3 and 4 % of GDP, gives ample justification for what the
' Community is doing and more partlcularly what the Commrssron is advocating through its
- Integrated Programme in favour of SMEs and the craft sector. It is perhaps. not surpnsmg

to'see from the figures that the total costs of administrative burdens on each enterprise are

. highér for large enterprises than the small ones; but that the costs per emponee are higher
-.amongst smaller enterprises. This gives further justlﬁcatlon, 1f lt was still necessary, to focus

attention on the part1cular problems of SMEs..

Finally, the Report suggests that, at t_he_‘European level, the most _important actions in order
to reduce administrative burdens are to improve information and advice, to consider the
replacement and/or s1mplrﬁcat10n of existing laws, and to look at the possrble impact of new

- legislation on businesses. It also points to the differing levels of progress in this area that
~ have been made by the Member States. Again, this is further evidence for the Commission

to carry .on its work within the remit of the Integrated Programme, and in particular to '

' advocate the spread of best practlce between the Member States through concerted actrons
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15. Producer services

The Commission welcomes the inclusion of a theme study on producer services in the
Report, particularly as it demonstrates a clear grasp of the subject and issues at hand on this
field. In general terms, producer services are correctly defined as being service activities
whose outputs are, in the main, purchased by enterprises. They thus include business and -
professional services (consulting, advertising, engineering and software), financial services,
insurance services and real estate services, as grouped under classes 81-85 of the NACE 70
classification of economic activities, and are deemed to be of paramount 1mportance to
SMEs, both from a supply and a demand point of view.

It can nevertheless be considered that the usefulness of that definition, as well as of
subsequent analysis, is then limited by excluding transport and communications, which are
said to be distributive services, from the scope of producer services. An alternative
application of the definition given above could in fact be based on a fourfold division of the
input-output tables according to two criteria. whether the output is mainly to other
enterprises or to final demand and whether inputs are mainly from the enterprises own
resources or from purchases from other enterprises.

. Sectors which purchase less than the economy average from other enterprises but sell more
than the average of their output to other enterprises would then be deemed primary input
sectors. Today in Europe, they comprise all producer services and nothing but producer
services.  Their. output is used by all sectors of the economy rather than going to-one or
other sector in particular, and this illustrates their strategic role in the modermn economy.
Sectors which both purchase more than the average from and sell more than the average to-
other enterprises could be deemed intermediate manufacturing ones. They comprise such
traditional primary sectors as agriculture and energy, whose added value now comes from
processing and refining rather than growing or extraction, along with capital and investment
goods suppliers such as office machines and transport equipment producers. The last two
categories would relate to sectors which sell more than the economy average to final
demand. According to whether they purchase more or less than the economy average from
other enterprises, they could be characterised as final manufacturing or final services.
Bearing in mind that services are to be found either at the beginning or at the end of the
economic process, would then make clear that they ought to be treated separately, and that
any policy implications were hkely to be dlﬁ'erent for each category.
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The chapter also correctly 1dent1ﬁes the sub sector of producer services usually known, for
~want of a better word, as "business services" 24, Again, however, the content of this.sub-
sector is subsequently too narrowly defined. In addition to the so-called advanced tertiary -
" industry of professional and technical services are to be found many more banal activities
such as office cleaning, témporary work agencies or security services. In the past these have:
made a significant contribution to-the growth of business services, which is the second
 largest market sector in'the European economy after wholesale trade and retail distribution.

According to the Observatory, the relatively low demand for producer services on the part
of SMEs is mainly due to the difficultiés they have in identifying their requirements and their
lack of awareness of the services on offer to meet these requirements. However, these
problems could be alleviated . through training and information for. SME staﬁ' and by
measures encouraging SMEs to.make use of service providers. This tends to conﬁrm the
“usefulness of activities such as Euromanagement aimed at the training of SME staff, as well
as, amongst others, certain aspects of the Portuguese PEDIP programme,.of which SMEs
can take advantage only if they use selected service provrders for drawmg up- therr
apphcatlons - : :

| Another reason for the low level of use of producer services by SMEs is the cost of these
services, which smaller. compames often regard as too high compared with the limited funds

available to them. In such cases, measures such as those in force in certain Member States '

including, in particular, France and Italy, mvolvmg the granting of aid in the form of tax
exemption or subsidies if companies make use of services, would be surtable remedies and
their extension to.other Member States should be encouraged

In. addltlon, it would seem that SMEs and’ partlcularly micro- enterpnses are the most
important providers of producer services. In particular, employment in the producer
- services. sector has increased substantially in recént years. This remarkable growth, which -
‘should continue still further with the Internal Market, confirms the importance of these
sectors$ in terms of employment and hence the 'importance of sustaining the development of
'. employment in service SMEs as recommended in the White paper on Growth,
Competrtrveness and Employment, both by improving the productivity of producer services
“and by means of initiatives such as the enterprise and innovation centres aimed at promotmg
the creation and development of innovative enterpnses by makmg a whole range of services
avallable to them. : :

24 In fact producer and busmess are synonyms in’ this context, but one | is used na broad and the other in a
Darrow sense.
25 1tis possible though in addition to the 1ssue of pnce raised in the chapter, that externally provrded
services can only be supplied in a minimum quantity that exceeds the requirements of the smallest
. firms. - Equally, smaller firms may have greater recourse ‘to' the services provided by their own
orgamsatlons rather than the market sector, in-particular in those countries with public. law chambers
which they are obhged to contribute to. '
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When considering the growth of producer services and the development of productivity, the
‘serious inadequacy of the national accounts as a data source needs nevertheless to be taken
" into consideration. There are no adequate measures of physical output for services, so that
labour input is very often used as a surrogate for output. In practice this sets labour
productivity gains at zero and seriously distorts the growth potential of services, whose
value tends to rise faster than that of the economy as a whole for qualitative reasons
indicated in the Report as well as a result of their higher labour intensive nature.
‘Furthermore, the question on whether and to what extent does the development of producer
services provide new growth opportunities for European SMEs either as suppliers -of such
services or by enhancing their performance on domestic and international markets remains
largely unanswered, as the overly quantitatively oriented analysis of basic service statistics
. still masks these more fundamental problems. Recognising the need to oveicome these
- fundamental difficulties the Community has already adopted a comprehensive development
programme of service statistics 26 "which should allow for increased availability of
- comparable, more useful data in the near future. '

16. The craft trades

The Report rightly draws attention to the considerable discrepancies in the way the various

- Member States define the craft trades and for this reason the Commission often adds the
phrase "small enterprises” when referring to the craft trades, since in spite of organisational
and legislative differences, the craft trades and smaller enterprises have a great deal in
common. The organisational structure of the craft trades is often the result of a long process
of evolution and craftsmen recognise each other through their national structures, which
.they do not wish to see changed. There is no need for harmonisation of definitions because
of the Internal Market. :

For this reason, the Commission has always said that it has no intention of proposing an
harmonisation of the definitions of the craft trades. Admittedly, it is difficult to obtain
consistent statistics on the craft trades because of the many differences in-the number of
professions included, the economic ‘weight of the sector, the size of businesses, -the
organisational structure or the training of apprentices, journeymen and master craftsmen,
but the Commission cannot go along with the Observatory's wish to recommend
harmonisation of the definitions of the craft trades in order to resolve statistical problems as
. suggested in the Report. However, it is prepared: to support the statistical work in close co-
ordination with Eurostat, with a view to improving the existing statistics whilst minimising
risks of any undue increase in enterprises' compliance costs.

As to the results of the second European Conference on the craft trades and ‘small
enterprises held in Berlin on 26 and 27 September 1994, the Commission has presented a
brief report which outlines how it intends to react to the its conclusions and what initiatives
it might recommend to the Member States.

26 Council Decision 92/326/EEC of18 June 1992.




@)

7
.28

24

'17.'~ SMEInternalMarketMomtor C o _‘ o

| By extendmg the analysrs carned out in earher reports tlus chapter focuses on the threefold .' f
o _'mterrelatlonshlp between SME- performance ‘SME dynamics and the business environment ',
* “in"the light of completion of the Internal Market. Moreover, .as actual and estimated * .

developments in those variables_refer to the -period 1988 -1994,  the Observatory has:

. considered ‘useful to drstmguxsh betweeri two different groups of countries (EUR-lZ and-’ -

EFTA-4) accordmg to whether or not they were Umon members dunng that penod

On the whole the 1nformatxon mcluded in the Report clearly shows "that recent

. improvements inthe overall economic situation and progress made in real and nominal -

convergence-at the macroeconomic level “/ do have an equivalent at the enterprise level. In

~ fact, not only did SMEs- perform fairly well in the EUR-12 as their busmess environment-. -
- doubtless evolved towards a. higher degree of coherence 28 At an aggregate level, .~
convergence is partrcularly noticeable in such’ domams as ﬁscal and monetary pohcxes -
-~ technology and innovation, -capital and finance, labour - markets, arid macroecotiomic
" ‘strength and presence in global markets, ‘whilst at an indicator level only three of the’
*  .individual variables taken into. consideration by the Observatory have shown some:

significant drvergence over that period. Moreover, the business environment in'the EFTA-4
also appears to have become increasingly similar to that prevallmg in the ‘Union in most of -+

; those’ domains,: 'the only - exceptron being capital and finance where - some relatlvely -
. unfavourable developments in ﬁxed caprtal formatron and avarlabxhty of venture capltal o
"appear to have taken place . _ ' _ tture.

' '.Notw1thstand1ng this general tendency, some divergence i, reported to have occurred l

however, in labour market- policies (coupled by some diversion of the. EFTA4 from the

EUR:12, and in spite of identified convergence tendencies in. unemployment ‘benefits, as’ = .
: .measured by replacement rates, and start-up-policies), ‘burdens on businesses- (especially . -
-~ regulatory burdens) and mdustnal relations (especially on labour, regulations, which, = .-
incidentally, where not found by the. Observatory as srgmﬁcantly affecting SME - -

performance). Although it should be noticed that these domains are exactly the three that

- were found to be the most coherent in 1988, in this sense allowing also for a hlgher degree
~ of liberty. in national policies, this result seems to provide further evidénce . as to the

importance of paying ‘specific attention to the  distinctive. features of different Member
States’ employment and legal systems, as has been underlined in previous sections,

- whenever an assessment of the busmess envrronment impact on SME performance is to be -

made

See; for instance, the “1995 Annual Economic Report” CoM (94) 615 final of 13 December 1994 5
As in the Report, the concept of convergence - (or divergence) “has’ here a dynamrc nature “and
_corresponds to a movement towards -increased (or decreased) coherence, which is vnewed as 1ts stanc‘ -
counterpart - . , . :



In fact, and as could be expected, a_closer look into the various country-plots drawn by the
Observatory most of the times makes it possible to identify distinct groups of countries, and
‘thus to look at general similarities and differences between them. Yet, nowhere is this more
striking than with [egard to burdens on businesses, where four distinct patterns clearly -
emerge <°. Considering that divergence in labour market policies was, by and large, found

“to be the result of a general movement towards higher levels of public expenditure on active
labour market policies and that it can probably be explained by a similar trend in the dual
nature of labour markets, the Commission therefore feels that the Report’s findings
considerably emphasise the importance of pursuing its own efforts towards further

simplification of the (administrative) business environment, namely by means of. concerted
actions with the Member States as advocated by the Integrated Programme

As regards SME performance and apart from having found a certain degree of divergence
that seems to result from a few, individual deviant cases, the Report suggests that recent
improvements in profitability' and generation of value added were only to a limited extent
"matched by employment growth. Whilst a general increase in the enterprises’ self-financing
capabilities is certainly to be welcomed, especially since it can surely act as an enhancing
factor for future investment, other studies also suggest that the business propensity to invest
is still being negatwely affected by inflationary expectations, interest rates differentials and
_exchange rate mstabnllty Thus being, promoting the development of a stable
macroeconomic environment by means of sound macroeconomic policy would indeed seem
" to be one of the most important single factors in stimulating business development and
entrepreneurship, as well as employment growth and the international competitiveness of
SMEs. Again, policies that put more emphasis on the small firm sector would be particularly
‘well suited:tg.achieve these objectives, as the Observatory has found that the structure,
rather than the level -of public expendxture tends to- be associated with stimulating, or
‘depressing factors of SME performance

Finally, the Report’s overall conclusions can only but be partlcularly welcomed by the
Commission. In general terms, the business environment was found to have improved
during - theylgst six" years, convergence in the business environment is said to have
~ contributed towards SME performance and, most of all, completion of the Internal Market

appears as having -a positive influence on both the business environment and SME
performance. :

Meamng hngher than average financial and regulatory burdens in- Austria, Belgium and Germany,
higher regulatory and lower financial burdens in France, Denmark, Luxembourg and the Netherlands,
higher financial and lower regulatory burdens in Greece, Italy, Ireland, Portugal and Spain, and,
30 finally, lower regulatory and financial burdens in Finland, Norway, Sweden and the United Kingdom.
In this sense, fiscal and social policy, as'well as R&D efforts have béen considered in the Report as
elements of the -husiness environment that have ‘deteriorated, from the pomt of view of SME
performance, dunng the 1988-1994 period. - :

»

-
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N :_ _ Naturally, these conclusrons have to bé read with some cautlon, as lt is sttll too early to fully L .,
‘evaluate the impact of the Internal Market on. SMEs In particular, as- longer time series - - -

‘become gradually available and the time elapsed since its official coming inté 46rce -allows

- more of its effects to be visibl¢; the Observatory w111 certainly be called to further | pursueh

~* and refine its analysis, ‘namely by considéring new causal relations and adjusting their size

. scope. Yet, since the Internal Market has been-billed as an enablmg programme that’ should B

open up new. possrblhtres for companies prewously conﬁned to ‘one Member: State’s ‘market’

i ‘by offering. them an opportumty for growth, it is reassuring 'to find -out that, as far as the -

available evidence goes, it is Keeping up its promises. By strengthemng cootdination .of its-
. own activities with those undertaken by ‘Member States, the business: community and”

mtermed1anes responsible for providing - assistance to enterpnses and. supporting . the:" i
development and adaptation of SMEs and the craft sector, the Community will contmue to, S

--devote rts best eﬁ'orts 1o ensure that those objectlves are’ met m the best possrble way

- 18, ‘Poliey‘vis‘s‘ues o

The Report- contains. a number of re'c‘omrnendations on policies to: pro'rnote SMEs. These
are addressed primarily to the European’ Instltutrons although they are broadly speakmg- ’

. also vahd at natlonal and reglonal levels

‘ The Comrmssron broadly supports the view that polrcres in favour of SMEs should be better "
‘adapted to the fundamental changes in the context ‘in. which ‘SMEs .are- ‘operating m the

| ~European Union. ‘The Report: rightly . refers to ‘the- globalisation of markets, at bothr .-
~ European and World level; the development of the information society and theé: challenges to L

‘ SMEs resultmg from the White Paper on Growth, Competmveness and Employment

" _~These fundamental changes have already led the European Umon to strengthen 1ts pohcres' e |
- aimed at. supportmg SMEs parttcularly in the followmg areas whrch are quoted in the[' IR

Report

- -a stable macro-econormc framework _ o S

- -an open competitive enviroiment; . CL T e

- a ‘-network . of mfrastructures transport telecomrtiunications" and “information
~ technologies; ' : ‘ S e T

I strengthening the competltlveness of busmesses

. - . a favourable environment for busmesses
Ce support measures for busmesses

' A stable 'macro-economlc framework L

L -The Report says- that the. most efﬁcrent approach whrch governments could take to support Y
. SMEs would be to 1mprove the macro economtc condltrons in. whxch they operate ‘
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The Commission has made a number of recommendations in this field in the White Paper on
Growth, Competitiveness and Employment, in which it stresses that progress towards EMU
is one of the essential elements in the establishment of a stable macro-economic framework
for businesses.

An open competitive environment

The Report confirms that the efforts of the European Union aimed at expanding the markets
- for businesses both within the European Union and in non-member countries, (EEA, WTO)
. have generally been of benefit to SMEs in spite of certain adjustment costs. SMEs have
- rapidly increased their share of exports and have benefited from greater competition on their
domestic markets. The Commission will continue to keep an eye on the smooth running of
:the Internal Market, particularly as regards SMEs, and to encourage exports to non-member -
countries. :

Public authorities are also responsible for avoiding distortion of competition on the markets.
The Commission has its own responsibilities in this field, both within the European Union
(competition policy applicable to businesses and monitoring of state aids) and vis-a-vis non-
- member countries (commerc1a1 pohcy)

In its annual reports on competmon policy, the Commission has stréssed the vital
complementary role played by competition policy in the context of %lobalisation of trade
and the requirements of growth, competitiveness and employment As stressed in the
Report, it is vital to take account of the specific characteristics of SMEs in this context. The
- Commission has also adapted its competition pohcy and monitoring of state aids in the light
of the size of businesses 32, particularly with a view to enabling SMEs to cooperate with
_each other or to establish partnerships with large companies in order to ensure their survival
in a climate of increasing internationalisation, while avoiding agreements or practlces which
would disturb the smooth runnmg of the markets.

A network of mfrastructures, transport, telecommumcatlons and mformatlon
~ technologies

The Report recommends public authorities to offer businesses appropriate networks of
- infrastructures, telecommunications and transport and, m particular, to facilitate access by
"SMEs to such networks

The European institutions will continue their work in this field; particularly through action
by the EIB and the Structural Funds and the development of trans-European networks and
the information society. :

31 See in partxcular the XXIVth (1994) and XXIIIrd (1993) reports on competition pohcy
32 Seein particular the XXIInd report (1992) on competmon policy, p.57. \
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Strengthemng the compeumeness,ﬁf busmesses;, parrtmulax:ly through am:mproved: SR
educatron system and a strengthemng of R&TD - : : »

As stressed in the Report, the educatlon and vocatlonal trammg systems should be better S

- geared to the needs of companies, partrcularly in the craft ‘sector. The White Paper on. .
Growth, Competltrveness and Employment fecommends a number of specrﬁc Commumty\ Coe
. ﬁrmtlatrves to complement the work, bemg done by the Member States : '

Strengthemng the competmveness of busmesses also calls for an addxtlonal eﬁ'ort in the ﬁeld '

- of research and technological development (R&TD). In its: reports on the co-ordination of .
. activities in favour of SMEs’ 33 ; the Commrssron descnbed the varlous act1ons in thrs ﬁeld B
SRy partlcularly those almed at SMEs - : :

A l‘avourable envrronment for enterpnses

, 'The Report nghtly stresses the. 1mportance of estabhshmg an nnproved legal, adrmmstratrve S
“fiscal and“social environment for business. The. White Paper on Growth, Competrtrveness

and Employment also stresses that one of the SME weak points is their ‘structural capacity ".

“to cope with the- complexrty of -the admlmstratrve and- legal.”environment (particularly
- administrative and legal ‘obligations, the estabhshment of new environmental or social .

regulations, the introduction of a new system.of  standardisation and -cértification " in -
connection with the nnplementatlon ot the Intemal Market and the obstacles to conductmg' y

- certam actrvmes)

. 'Obwously, .the leglslators and adrmmstratrons in thrs ﬁeld at natlonal or Commumty level -
 have a direct responsrbrhty, and for this reason the ‘Commission is contmumg with its own‘. o
. activities aimed at reducing excessive- ‘burdens and constraints (partlcularly the system for - =
evaluating the i impact of Commumty legislation on enterpnses) and is continuing to support
“action by the Member- States. In connection with- the later, the Commission has already .
- - ' organised a forum in Paris on 19 -and 20 June 1995, as part of its concerted actions with the =
" - Member States provided for in the Integrated Programme in favour of SMEs, whrch‘
v enabled best practlce in the Member States to be 1dent1ﬁed and exchanged

33 See in’ particular "Commumty actlons to assrst SMEs and the craft sector , COM(94)221 ﬁnal of 7
September 1994 R S : . .
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As pointed out in the Report, an improved legal environment for businesses would not only
mean deregulation, since for certain key problems, such as payment periods, transfer of
businesses and legal forms, legislative initiatives may be very useful. The Commission has -
therefore adopted recommendatrons to the Member States in the fields of payment periods

4 and the transfer of enterpnses 35, 1t also encourages the development of appropriate

legal forms for enterprises operatmg at intra-Community level (particularly the EEIGs, for -

which the REGIE network has been set up, and the European legal forms for co- operatrves
associations and foundatlons)

Support measures

o The Report also refers to the rmportant contrlbutlon to the competitiveness of enterprises

that may be made by support services. Indeed, the complexxty of the management of a
company and development of strategic orientations still raise particular difficulties for a
considerable number of SMEs. As stressed in the Report, progress in this field necessitates
‘wider availability of such services, particularly in peripheral regions, and a greater demand _
. for and use of, the exxstmg support measures by SMEs.

" The Commission will continue to improve the support measures which it offers, particularly B

in- the fields of information (EIC network) -and co-operation (BC-NET, BRE,
Europartenariat, Interprise). In addition, it will conduct concerted actions with the Member
States aimed at the exchange of best existing practlce as regards the supply of services for
businesses. (Madrid Forum, November 1995) and ways of promotmg the demand for'

information, training and advice on the part of enterpnses

CONCLUSIONS

The Observatory annual reports have seen the day with the completion of the Internal ‘

" Market, and developed ever since. Not only by means of a careful adaptation of their scope

and structure, but also thanks to a gradual extension of their geographical coverage, which
now encompasses most of the EEA Member States, they regularly prov1de a
comprehensive, useful analysis of SMEs wrthln the European economy.

Broadly speaking, the first report has drawn up a general overview of European SMEs and
analysed the prospective consequences of the completion of the Internal Market in a
qualitative way. In this sense, it amounted to a "zero-measuring" of the state of SMEs in the

- European Union. » ‘ o

34 05 C 144 and L 127 of 10 June 1995. ,
35 0J C 400 and L 385 of 31 December 1994.



g The second report had more focus on dynamrcs than the ﬂrst one. Whether on employment'

creation and training, capital and finance, or innovation and diffusion  of - technology it -

' proved possible to present developments in addition to structures, and presented the results -
. of a preliminary- convergence/drvergence analysis, thus. momtormg antrcrpatory eﬁ'ects of the SR
- completron of the. Intemal Market durmg the perlod 1988 1993 ' St

" The present third: Report hke its predecessors is ﬁlll of facts and useful 1nformatron Apart

from the usual annual update on- SME perfonnances it has focused more' in partrcular on

. several aspects of the business environment and paid increased-attention to the development_z -
"of the SME -Intefnal -Market Monitor. Theme studies have been carried " out on
. administrative burdens, a field to which much policy attention is drawn, and producer

services, a sector that is of specral mterest for upgradrng operatlons and productmty in

.'SMEs :

: In partrcular the Report clearly shows that dunng the past six years the busrness ,
. environment in ‘which SMEs operate has converged-in the former twelve Member - States,.as - -
~ conditions on capital markets, domestic efforts regarding technology and innovation and -
- fiscal and monetary pollcres becarmie: mcreasmgly ‘similar in the European Union. Moreover,
 in the same period the business environment in thé new Member States (Austna, Finland
-and Sweden) and i in Norway already became closer to the busmess envrronment in. the -
‘Union. : : : :

However it also leads to the conclusmn that SMEs are not yet fully beneﬂtmg from the

. current economic recovery. Compared to the 1988-93 period, in which SMEs more than’

~ compensated for job-losses in larger enterprises, the SME Job-machme is now stagnating, as
© slow recovery in SMEs was. preceded .by a slowdown .in the growth of the number of

enterpnses in. Europe, due to.a slight declme in new enterpnse creation and an increase in

v closures. ‘There are large differences in birth rates ‘of new enterprises across Europe, the

birth rate being relatively high in- Germany and Finland,-and rather low in Italy, Spain and

 the United Kingdom. This contrasts with the similarity of motives throughout the Union |

(such as-the will-to be independent, or the threat of unemployment) and success factors

. -associated with starting an enterprise (such as management expenence and the educational .
level) Apparently, remaining differences in ‘the business environment, such as the prosperity -
of the population and specific tax pohcles drrected at SMEs have an unportant mﬂuence in

newentrepreneurshrp Lo e T .

: 'The mltratrve of entrepreneurs thelr decrsrons on lurmg and mvestrng are paramount to ‘_
~ growth. The aim of any public polxcy must then.be to provide a coherent and transparent "

framework within -which economic operators can compete freely on the basis of equal -

. treatment, and therefore to. mduce a virtuous circle of initiative, employment and growth. - '
. To do-that, individual incentive to. productivity need. to be strengthened competmon_ o
'_ st1mulated and, in general market ﬂexnbrhty 1ncreased ’ 5 : S
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The Council Resolution of 10 October 1994 gave full scope to the dynamism and innovative
potential of SMEs in a competitive economy, whilst clearly. recognising that their
development, and in particular their flexibility and adaptability to changing circumstances, is
still being hampered by a number of both internal and external hurdles. A simple, logical and
coherent policy framework would accordingly be essential in seeking the most effective
ways for overcoming their difficulties and building on their strengths. As it stands, the -
Report clearly confirms this reasoning and reaffirms the need for fostering the Community's
continuous commitment towards improving the business.environment and supporting the
development and adjustment of enterprises-along the lines presented in the Integrated
* . Programme in favour of SMEs and the craft sector, which paves the way towards a second
generatlon of enterpnse pohcy :

In this vein, the prime objective of the Commission will continue to be to ensure that there

is a high degree of added value in the Community's enterprise policy and to contribute to -

economic resurgence and growth in employment by developing activities of direct interest:

- to enterprises and stepping up interaction between existing instruments. With this in mind, it

will in particular endeavour to stimulate and reinforce mutual consultation and cooperation
with all its partners, the Member States, the European institutions and the business
- organisations, so that the efforts of the Union in favour of SMEs are translated into growth, -
competltlveness and employment.
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' EXECUTIVE SUMMARY

I . THE EUROPEAN OBSERVATORY FOR SMZEs

Thll’d annual report

- Report subrmtted to Dlrectorate-General XX[II
. (Enterprise policy, distributive trades, tourlsm and cooperatrves)
of the European Comrmssron by:" .
ENSR European Network for SME Research
and co- ordmated by: |

B EIM Small Busmess Research and Consultancy
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VINTRODUCTION "

L \_‘ThlS is the. executrve summary of the '] h1rd Annual Report of the European Observatory for
" SMEs. The First Annual Report was pubhshed in May 1993 and concentrated on the .-
~ structure of SMEs and their. fields of operation. The - Second Annual Report reviewed - -
. developments that affected SMEs and was pubhshed in Apnl 1994. Both reports dealt with ST
- the twelve European Member States. In this"year’s- report also Austna, Finland, Norway -~ =
and Sweden are included, anticipating on_the joiningof thesé courtries to the European - =
‘Union on the first January 1995. Unfortunately Norway decided ‘otherwise. So :this Third = - -

i Annual Report covers a.ll couiitries of the European Econormc Area, except for Iceland

B To a limited extent the structure of the, Report has changed The main- part concems the- :
- development of the SME Internal Market Momtor '(SIMM). This monitor measures the = = .
effects ‘of the completion of the internal market ori SMEs. The completlon of the internal .. = | *

market ‘has influenced both the business. performance and the business environment of

. SMEs. Therefore a distinction is made between information gathered -on ‘the Business' . *

. - Performance of SMEs (Part I) and information collected on the Busmess Envnronment of . ..

" SMEs (Part II). The themestudies of this year s Teport, (Part III) concern Administrative . - - |

. Burdens on SMEs and the Producer Services: sector Some of the mformatlon included in .- L

~ the last year’s theme study on' craft trades has been updated In the last part (Part IV) * - -
‘ conclusrons are presented. ‘This consists of the main results of the SIMM and an overvrew o '

o of the pohcy 1ssues resultmg from the mformatron contamed n the Report

. PARTI |
S ECONOMIC GROWTH AND SECTORAL DEVELOPMENT

1

The snze-class pattern of economlc growth

' Econonuc development in Europe-l6 durmg the penod 1988- 1995 can be subdlvrded mto 2’

. period of growth (1988- 1990) a period of stagnation (1990 -1993), and ‘a recovery'(1994- ‘
-11995). In spite of differences in their overall: growth rates,” EU-12 and EFTA-4 show the -
: same* sectoral and srze-class patterns of econormc growth ' : - : S

It appears’ that each stage of the busmess cycle has a drfferent 1mpact on SMEs and LSEs N .

‘The world wide economic stagnation hit the export oriented LSE-sector first, whlle SMEs -
- were affected after a time lag, Dunng the period of recovery the opposrte process occurs.: -

. ‘Because the recovery is. strongly export. led LSEs have benefited first. From 1994 onwards,

o .however the increased industrial and consumer conﬁdence has had a stimulating impact on. R

economic growth. _Domestic demand, however is" mcreasmg only slrghtly because of SR
moderate growth in real mcomes - _ _ S
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The economic stagnation severely hit the labour market. The total number of private sector
jobs in Europe was roughly similar in 1988 and 1995, but there has been an increase in
labour productivity. In the period 1988-1990 annual employment growth in SMEs was over _
2%, while employment in LSEs increased only marginally. Employment in SMEs decreased
by 1% annually, and in LSEs by almost 2%. During the initial stages of the economic
recovery, employment growth recovered in LSEs first, followed after a time by SMEs. For

SMEs especially, the process of job creation is expected to be slow due to over-capacity.

During the period 1988-1990 the number of enterprises increased strongly. The most -

rapidly expanding sectors were the wholesale trades, transport and communications, and .

producer services. In most countries the growth in the number of enterprises slowed down

* during the recession. During the period of economic stagnation the unfavourable economic
-conditions had a negative impact on the creation of new firms and also led to an mcreased
closure rate amongst enterpnses

In the 1988-1995 pen'od labour productivity of SMEs has increased by 2% annually, but
productivity  growth has accelerated since 1990. During the recession and the recovery
greater international competition has forced both SMEs and LSEs to increase their
efficiency. Increased labour productivity, together with only modest growth of wages, has '
resulted in a decrease in real unit labour costs, and this improved proﬁtablhty '

Sectoral characteristics

The sectors with a relatively large average enterprise size are extraction, manufacturing,
and, to a lesser extent, transport and communications. In construction and most sérvice
sectors the average enterprise size in Europe-16 is below the overall average of 6
employees. Generally; a positive correlation between capital intensity of production and
enterpnse size seems to exist. This can be explained by the fact that higher capital intensity

gives rise to increasing economies of scale and to barriers to entry. ’

A small average enterprise size amongst SMEs in an industry corresponds with a high
relative labour productivity amongst the SMEs in that industry. For example, in most
sectors in trade and services SMEs have the highest labour productivity, while, conversely,
in- extraction and manufacturing, LSEs generally have the higher labour productivity. -
Therefore, the distribution of SMEs and LSEs over the sectors of mdustry appear to be
efficient from a macro-economic point of view: ‘ :
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Over the 1988-1995 period growth rates have been highest in the export oriented sectors:
extraction, manufacturing, and transport and communications. This holds for both SMEs-
-and LSEs. This emphasises the importance of international mtegratlon and specialisation for
economic growth. Construction, the retail trades, and personal services, ‘which are h1ghly
-dependent on domestic markets, achieved. the lowest growth rates. Within most sectors
SMEs experienced higher growth rates in value added than d1d LSEs Only in
' manufacturmg were LSEs more successful on th1s measure.

It is stnklng that sectoral’ dlﬂ‘erences in employment growth only correspond to-a limited .
extent with differences in value added growth. The tendency towards cost reduction led to a

- decrease in employment especially in the export oriented sectors of manufacturing, and

transport .and communications. In these sectors- enterpnses increased. their value added,
while they decreased their employment. Therefore, the sectors that experienced the highest
value-added growth also achieved the hrghest growth in labour productlvrty '

" At the sectoral level it appears that a moderate growth in unit labour costs - as a measure of .
'competmveness - coincides with a relatlvely high growth rate in value  added. This holds
especially for LSEs but also, to a lesser-extent; for SMEs. It is hypothesised that SMEs,
_ which are less flexible. in adjusting their stock of labour to. changing demand, partly.
 maintained their competitiveness by reducing proﬁt rates during the years con51dered toa
greater extent than LSEs ' -

2. BUSINESS DYNAMICS AND ENTREPRENEURSHIP

New enterprlses trends

European countries have shown. imp’ortant' " diiferences with 'regard to trends in new
_ ‘enterprises formation over the past five years. In general there has been a slrght declme in

‘the rate of new enterpnse formatron in Europe

The largestv share of new enterprises were estabhshed in the service sector. -
On average, of all European start-ups, 87% survive thelr first year, 68% survive for at. least' o
three years, and 55% survive to the end of their fifth year. However, European- countries

show important differences, for example, ‘the five year survival rate varies from 45% in
Luxembourg, to 63% in Germany :



New-entefprises, job generation and growth

New enterprises account for an important amount of gross job creation in most European
countries, but large differences exist between countries. Furthermore, the expansion of
existing enterprises is, in most countries, a more important source of job generatlon than
.start-ups.

It should be stressed that a large majonty of entrepreneurs are not mterested in expandmg
their business; only a mmonty have growth ambitions..

The starter’s profile

Whatever the country, the typical European business starter is a man, aged 35, who has
previously experienced SMEs through middle-management or asa skilled ‘worker, his level
of education is similar to the average in his.country’s population. .

However, important differences exist between European countries, for example in the share
of women and the unemployed amongst new entrepreneurs. The entrepreneur’s profile also
varies according to the type of activities of the enterprise started.

- Motives and success factors to start and expand an enterprise

Pull motives such as self-fulfilment, the wish to be independent, and the exploitation of
business opportunities seem to be the most important motives to starting a new enterprise,
alongside (the risk of) unemployment a push factor whlch has become increasingly
important in recent years. : :

Although many European studies inclicate that prior managerial experience, commercial
knowledge, positive motivation, strong confidence, and education, are important success
factors, it should be noted that the choice of business and good pre-start-up preparatlon
seem to be at least equally important.

Obstacles and barriers to start and cxpand an enterprise
A lack of capital is by far the most severe obstacle to both starting and expanding an

enterprise. This is followed by market related problems, inadequate business skills, and level
of taxes and social contributions.
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3. LABOUR

'SMEs and Job generatron s
. Recently the claim that SMEs, and especrally micro enterpnses create most’ _]ObS in"
' industrialised economies has been questioned. Among others, ‘the Organisation ‘for
- 'Economic Co-operation and Development (OECD) has pointed to the fact that problems
_related to data-acquisition- and data-analysrs nught have led to an’over- -estimation of _]Ob-’
creatlon by SMEs 5

'This chapter deals in detail with the methodological problems concerning this issue. It
concludes that in some studies there may have been some over-estimation of job-creation by -
_SME:s in the recent past, but that the statement that SMEs generally create more jObS than ’

- LSEs remains valrd v S : '

In the recent discussion on the job-creation by SMEFS', a theory has been developed that a

large part of the growing employment-share in SMEs is the result of deliberate: strategies of =

LSEs seeking to reduce. uncertainties through flexible production and through the out-
sourcmg of non-core-business activities. This chapter assesses this argument, and deals:with
- 1ssues of flexibility and Job-quahty in SMEs. : :

' Flexlblllty in SMEs

: Patterns of labour ﬂex1b111ty in- SMEs have several dimensions, of Wl.’llCl’l part~t1me work and .
- temporary work are the most prominent. Part-time working is growing -in importance in
- most European countries. In general, women are more likely than men to work part-time,
~ and services are more likely to use part-time workers-than manufacturing. -
The enterprise size dimension to- part-time working is clearly linked to the sectoral
_ dimension. For example, while in Denmark srnall enterprises ‘are typically associated- with
part-time working in all sectors and large enterprises with full-time workmg, in the
‘Netherlands SMEs use more part-time working i in some sectors, like personal serv1ces but
the reverse is true in other sectors, for example construction. s

Temporary workmg mvolves a 51gmﬁcant share of the European workforce (10% of females

and 7% of males) and has been i increasing in absolute and proportional terms over :the -
period 1987-1991. In some countries (Spain, Denmark, and Portugal) .the levels of

temporary workmg are well above the European average.

There is some evidence that large cnterprrses are more llkely to resort to temporary-
contracts, but when a small enterprise does use temporary contracts a greater proportion of
-lts staff tends to be covered by them -



- 38
Job quality in SMEs

SMEs generally employ younger and less educated workers than LSEs, segments of the
workforce which are generally employed in poorer working conditions.

Other evidence regarding the quality of jobs in SMEs points in the same direction. The
evidence shows that the incidence of enterprise level health and safety organisations
increases steadily with enterprise size, but concerning work accident rates, sectoral
mﬂuences are more important than enterprise size.

4. REGIONAL DISPARITIES
SMEs"Share in industrial employmcnt at regional level | .

Confirming previous Observatory Reports, this chapter shows that SMEs, and especxally
micro-firms, play a significant role in employment in the European regions. Moreover, it
demonstrates that strong and significant regional disparities exist within countries in the role
- of SMEs in industrial employment. These disparities are largely explained by the sectoral
specialisation of regions, being either regions with SME dominated manufacturing sectors
(‘dominated’ in terms of employment), or being regxons with LSEs dominated
manufacturmg sectors.

The highest intra-national -differences are found in the Netherlands, Finland, France, Spain,
Portugal, and Norway. Industrial employment in Objective 1 regions is especially SME
dominated compared- with other intra-national regions. The pattern is not so clear for the -
Objective 2 regions, and is even less clear for the Objective 5 regions. Finally, the ‘border
effect’ described in the First Annual Report is confirmed, with SMEs’ shares of industrial
employment showing important differences either side of European borders. -

Industrial employment -charlge by size class at regional level

Most regions have experienced heavy losses in industrial employment dunng the 1988 -
1992 period. However, industrial employment decline has been more acute in LSEs than in
SMEs, and micro-enterprises have performed especially well. ’

As far as the Objective regions are concerned, in most of these industrial SMEs have shown
either an increase in their employment or a smaller. decrease than LSEs. This pattern is
especially true of micro enterprises. : ‘

Manufacturing employment decline has been greater in the large cnty regions than in the
regions which specialise in tradmonal industries. :
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- Self-employment and new enterpriscs at regional level ;

In those countrles where data is avaxlable evidence exists of Iarge mtemal d:sparltles in the
, regronal rates of self-employment. - : :

Although each country has its, OWD geographlcal pattern the evrdence from France .
‘Germany, Italy, Spain, and Norway, reveals that capital and large city regions have a lower
rate of self-employment. The share of self-employed is generally higher in traditionally SME
"dominated regions. On the other hand, regions formerly dependent on heavy industries have
a low rate of self-employment. A strong presence. of a wage-earning culture, together with -
lower quahﬁcatlons in the labour force, couId explain this last-pattern. '

»Data from France and Ireland also indicates that reglonal dlﬁ'erences in the creation of new

enterprises are closely: related to emstmg dlﬁerences in regxons economic and cultural
enwronments e ‘

\

5 EXPORT AND INTERNAT] ONAL ORIENTATION

Export by countrles

In all sectors the share of enterprises that export increases with the number of employees.
However, data from Portugal, France, Ireland, Denmark, and France indicates that the
number of exporting small enterprises is increasing. Some sectors: manufacturing industry

. -and the wholesale trades, tend to’ be more export-oriented than others, but .due to
- - internationalisation this seems to be changing. Data .from the United Kingdom, the

Netherlands, Spam, and Portugal shows that exportmg by retallers and serv1ce enterprlses is
mcreasmg : - ‘

Due to the internationalisation of production the number ‘of small, particularly innovative;
enterprises that export is rising, and these enterprises enter export markets with new
products very soon after launching them in the domestic market. :

Export intensi'ty

The correlation between export intensity and enterprise size class for all sectors is not very
strong. However, for manufacturing enterprises export intensity does increase with the size °
of the enterprise. SMEs in smaller countries. usually- have a higher export intensity.than
those in larger countnes but figures for. the recent years 1nd1cate that dlfferences are
: narrowmg -

Export strateg'y.’ - e |

There is no- smgle export strategy amongst SMEs, exporting behaviour is typlcally a mlxture
of learmng-by-domg, strateglc commitments, and random factors
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The quality of the product is the main determinant in the decision to export or not, but key
factors for success in export markets are the management’s capabilities and direct
engagements with that market, in brief, active exporting. These characteristics are more
often found in large enterprises than in small enterprises.

The export barriers for SMEs are very closely linked to the barriers for growth and
development. The main internal barriers are a lack of capital, and insufficient management
skills. The main external barriers are technical trade restrictions and bureaucratic
- procedures, marketing and distribution problems, and, in the more penpheral countries, hlgh -
, transportatxon costs and communication problems :

Public procurement

The .importance of public procurement is increasing considerably, but international
procurement has not increased significantly in the 1990s. In 1993 only 2% of public
procurement contracts were won by foreign enterprises. Tendering abroad raises several
problems for SMEs, these relate to cultural differences, language problems, an insufficient
knowledge about the market and a lack Of resources for promotion activities.

European Economic Interest Groupmg (EEIG)

EEIGs are an 1nterestmg new legal form for transnatlonal busmess co- operatlon where the
enterprises: remain economically and legally independent. The number of EEIGs is
increasing rapidly. The greatest number are located in Belgium, France, and the
Netherlands. They are, however, mainly establlshed among medmm—sxzed enterprises active
in services and manufacturing industry

PART II
6. MACROECONOMIC ENVIRONMENT

In the early 1990s the world economy was hit by a recession..GDP growth in Europe-16 fell
back from more than 3% in the late 1980s to 1% in 1992, and reached an absolute low of - -

0,5% in 1993. In 1994 a remarkably rapid recovery began, which is expected to continue in
1995. Booming world trade is the drving force behind the recovery. Compared with the
© USA, growth in the EU is lagging, but growth in the EU exceeds that in Japan. Most EU
countries experienced the nadir of the recession in 1993, the only exceptions being the-
Anglo-Saxon countries and Denmark. The magnitude of the downturn varied considerably.
The southern European countries were especially hard hit, as were Germany, France, and
Belgium. Investments and private consumption were particularly depressed in the early
1990s, but in 1994 there was a clear up-tum and in 1995 a strong 1ncrease of investments is
expected, but only a modest recovery in consumption.
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Although growth is accelerating within the EU, inflation has declined to 2.5% (in. 1994).
~ Differences in inflation between EU countries remain considerable, but are diminishing.
Inflation is highest in- southem Europe.m countries. Except for 1992, interest rates in the EU
essentially followed the German rates. Short term mterest rate declmed in 1993 1994, but

- long term rates rose.

. The labour market situation in the EUI‘is still a cause for concem ‘In the 1991 to 1994
'penod employment in the EU declined sharply due to the recession. In 1995 a modest
increase in employment is predlcted with a continuing over-capacity of labour within firms.

Wage increases in the EU have been small in recent years. Because productmty growth was

high in 1994, unit labour costs have declined: sharply, and through this, the pnce
‘competitiveness of EU industries has nnproved In comparison with the USA and Japan unit"
labour costs grew fastest in the EU over the period 1988 to 1993 but in 1994 the growth :
was lowest in the EU. . - .

'EU currencies have ‘shown consrderable volatlllty in recent years partly due to’ polmcal
turmoil and budgetary problems It is ¢ xpected that currency markets wxll remain vulnerable
in 1995 _ o .

Regarding government expenditures, the six highest spending governments of Europe-16
(as a_proportion of GDP) are Sweden, Denmark, the Netherlands, Belgium, TItaly, and
~ Norway (all of these spend inore than 55% of ‘GDP). On average, Europe-16 govemment
expenditures amount to 51% of GDP,.compared with 38% in'the USA and 31% in Japan.

~ Government tax andsocial security receipts in Europe amount to 45% of GDP, compared
- with 34% in the USA and Japan: The large debts that many EU governments have built up
over recent decades are a cause for concern. Only six countries presently comply ‘with the

" EMU-criterion of 60%-debt. In Belgium, Greece and Italy, government debts are over
" 100% of GDP. On average, net government borrowing in EU-12 amounts to 6%. In 1993
the largest budget deficits were in Sweden and Greece (both had deficits of 13% of GDP)
- Luxembourg is the only EU country wnth a posmve govemment balance

7. RECENT POLICY DEVELOPMENTS AFFECTING SMEs

Recent developments .
_The purpose of this chapter. is to review recent policy developments that concern SMEs in
- the Européan Union. In partlcular it hrghhghts new dlrectlons of support from natlonal
governments. :
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Policies designed to strengthen SMEs include assistance with innovation, product
development and risk taking investments, assistance with exporting, and better access to
finance. To reduce SMEs’ dependence on bank finance many countries have introduced
. schemes to encourage formal and informal investments in SMEs.

Administrative burdens are widely recognised as falling relatively heavily on SMEs.
Government SME policies in Austria, Belgium, France; Italy, and the Netherlands pay
special attention to this issue. Further information on this subject is provided in chapter 14.

Efforts have been made in connection with imprbving the human capital in firms (for
example, in Denmark, Finland, Norway, Portugal, and the United Kingdom). These are
mainly in the form of management and workforce training programmes.

The establishment of information and service infrastructures that complement the mtemal
competencies of SMEs are a particularly significant development in the support available to
SMEs. These are usual regional networks of information providers designed to be.
accessible and to provide transparent policy support-to SMEs. They are a recognition that -
easy access to information is a key requ1rement of many SMEs.

Environmental policies

In the majority of countries there have been significant advances in environmental standards
and policy, however, there are still major differences between the most environmental
advanced countries, particularly the Scandinavian countries, Austria, and Germany, and the
less advanced countries.’ Taxes and subsidies are the most commonly used enwronmental
policy instruments. :

8. LABOUR MARKET

The laboixr market: an overview

High and increzising unempléyment in almost all European countries indicates a high supply -
of labour in quantitative terms. This could lead to the conclusion that SMEs labour needs
can be easily met, however, the labour market is experiencing mcreasmg segmentatlon
which disrupts this pattern of general c:ver-supply
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Skill shoi'tages and recruitment. p"rol)lems

A high- supply of labour in quantrtatrve terms does not mean that enterpnses have access to
"a satisfactory supply -of labour in qualrtatrve terms. This chapter shows that in several -

sectors, and. in several professions,” SMEs in most of the European countnes have~
: expenenced both quantrtatrve and qualltatrve skill shortages ' C :

At the same time SMEs do not ge_nerally report severe _problems adsing from these: skill
shortages. For example, they have not lead to reduced production in the short run. On the -
‘other hand, these problems may hamper SMEs future competrtrveness employment growth‘
) and productron in the long run.

The causes of these skill shortages may be external, for éxample the education system may
" not provide a sufficient pool of highly skilled, or appropriately skilled, labour. But skill
shortages may also -arise out of ‘internal shortcomings, for instance, SMEs often pay
insufficient attention to the management of their human resources, ‘through, for example, the
'.madequate use of vocatronal training courses.

Whether high replacement rates are, or are not, a problem for SMEs to cover their labour
requirements is an important current debate. Although these rates differ widely amongst
 European countries, there is no evidence of a correlation between a high replacement rate
(unemployment benefit as a percentage of prevrous earnmgs) and the exrstence of
recrurtment problems in SMEs '
" Labour market policies \
- Very large differences exist in the amount spent nationally on active labour market poliCies:

Expendrtures on active labour market policies as a percentage of GDP range from about 1%

in Luxembourg to almost 7% in leand : -

Most of the initiatives in active labour market pohcres are not especrally designed for SMEs
- but some are of specral interest to SMEs. :

In all the countries, active labour marke't policies include training activities, but expenditures
on this kind of policy are especially important in Germany-and Sweden. Active policies also
include wage subsidies for the employment of target groups of the unemployed, for example
young people. or the long-term unemployed. In Belgium, France, and Germany, these '
schemes are especrally used by SMEs. All the countries have also rmplemented schemes:
'whrch provrde grants to unemployed people who start an enterpnse

.Flnally, the: dlscussron turns to two 1nterest1ng Damsh and French 1mt1at1ves whrch aimto
strengthen professronal competencres in SMEs '
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9.  CAPITAL AND FINANCE
Information gaps in the SMEs market

Banks complain that they do not get sufficient information on SMEs. General economic
information is often sporadic, or inadequately detailed, but is too costly for financial
institutions to collect and analyse information on this scale by themselves. SMEs are
themselves rather reluctant to give detailed .information to financial institutions, for
- confidentiality reasons, and because they are simply not able to provide high-quality
information. Therefore banks are. setting up their own databases and, in addition, are
gathering information from specialist information services such as enterprise databases with
information from annual reports of enterprises. Increasingly credit rating mechanisms are
being established in the EU, but these are not particularly useful for SMEs since rating is
considered as a good measure for bond issuing companies which are rare amongst SMEs. It -
is very important that there is a long—term relationship between the individual SMEs and
their bank, so that it becomes easier for the bank to )udge the financial strength and capital
requnrements of the SME

The approprlateness of the credit solutions .

The majority of external financing for SMEs is provided by banks. The banking system for
the financing of SMEs has always been characterised by a short-term approach, with
secured lending, and risk averse investments. Small enterprises usually also have to pay
higher interest rates than their larger counterparts. Therefore almost all governments have
implemented a broad spectrum of programmes offering SMEs support with external
financing, for example, by a loan guarantee scheme; or by stimulating the establishment of

mutual guarantee systems. ’

 Equity financing

Small enterprises are traditionally very mdependent and are therefore very reluctant to share
equnty The governments of many countries are trying to improve the availability of -equity
capital to SMEs, which can be done through the availability of informal as. well as formal -
venture capital. Informal venture capital has been stimulated by, for example, avoiding
double taxation. With formal venture capital, one of the major problems is that venture
capital companies are primarily investing in larger enterprises, and avoid start-ups. Reasons
for this are the high risk and time consuming nature of such investments, combined with the
low liquidity of the new companies. Governments have tried to solve these problems; in
Greece and Portugal, for example, governmental agencies make cofinancing instruments
available to seed and venture capitalists. :

To reduce some of the problems with external equity for SMEs some countries have
established second-tier stock markets. However, these experiences have generally been
unsuccessful, resulting in low levels of equity, and a limited interest from investors.
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~ Management capabilities

SMEs are not provided with enough information on the available financial instruments, but
sometimes also have underdeveloped managerial capabiliti€s with which to handle financial
- matters themselves. However, this srtuatron has 1mproved through the- development of
' trammg facilities. : ‘ '

10, INFRASTRUCTURES
' :SMEs and physrcal mfrastructures

The establishment of a real trans-European network of infrastructures represents ‘an
important objective in the light of the achievement of the Internal Market. It should have a
positive impact on Europe’s SMEs not only because: of the sub- -contracting opportunmes it
1mp11es but also because of its possible 1mpact on thelr competltlveness :

Regarding the initial endowment of infrastructures in rOads, railways, and ‘telephony, it
~ should be recalled that European countries have different problems according to their level
of economic development Whilst the less advanced countries have a clear. mfrastructural
deficit, both in quantitative and qualitative terms, the advanced countries face problems of

saturation especially in their road networks This' said, convergence is mcreasmg in these '
three ﬁelds ' : : :

Attentlon should be pmd to the fact that infrastructures .are a. necessary but not sufﬁc1ent
~condition for economic development, and more particularly; for the development of SMEs
The possrble negative effects of new 1nfrastructures should also be assessed. -

'SMEs and commumcatlon and mf()rmatlon'technologles

The information revolutlon and mformatlon hlghways already exist. and will develop
further in the future changmg the way of llfe and the workmg env1ronment across Europe

' SMEs can already gam great advantages through the opportumtles offered by the new. -
~ communications technologies, even if LSEs appear to be making greater use of them:at the
-~ present time. It should bé noted that the costs of introducing and first using these services,
-and weaknesses in the mternal capablhtles of small enterpnses constrtute barners to therr -
use by SMEs. : :

Nevertheless case studies in dlfferent European countries reveal the great potent1al for
SMEs of the new and existing communications technologres Southern countries could
. benefit from the experiences that the northern countries “have gained through the _

" introduction and applrcatlon of new ml ormation products and serv1ces '

~
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. Together, distance learning, tele-working, electronic tendering, and telematic networks
offer numerous opportunities to'SMEs. These include access to various on-line information
services, the exchange of information with main contractors, and the management of bank
accounts. : :

AN

11. TECHNOLOGY AND INNOVATION
- Contribution of SMEs to the innovative output

This chapter shows that SMEs play a major role in innovation. There is strong evidence that =
this is true in both high-technology and traditional industries. In traditional industries,
innovative SMEs rely mainly on inputs such as technical change embodied in equipment,
and the adoption of technologies developed .in other sectors. Therefore, it is shown that
SMEs can be innovators even though they may not undertake formal R&D activities. This
changes the established image of the innovative contribution of countries such as Italy or
Spain; which have large numbers of SMEs in traditional industries, but’ which have low
national R&D expenditures as a proportion of GDP.

SMEs, innovation and the business environment

As regards business environment, case studies in several European countries support
conclusions about the positive impact on innovation of geographical concentration of SMEs"
that belong to the same sector of industry. These, so called industrial districts, play an
especially important role in the traditional industries of Italy, Spain, and Austria, and in
other countries, such as the United Kingdom, science parks allow high-technology SMEs to
strengthen their relationships with the scientific infrastructures. Whilst traditional industrial -
districts may be long-established and the result of ‘hatural” economic processes, the .
phenomenon of science park is more recent and dependent on a deliberate policy
mterventxon :

National technology policies

Most European countries have implemented policies, both at national and regional levels,
which aim to. stimulate innovation and the technological capabilities of -SMEs. The
instruments used include tax incentives, subsidies for R&D and innovation, and support for
technology transfers. France and Germany are two countnes with very developed '
technology policies. .

SMEs and European R&TD progra mmes

European R&TD programmes play an especxally important role in the less- advanced
countries, and are generally becoming more accessible to SMEs. However, it should be
stressed that recent European R&TD programmes are still more relevant to h:gh—technology
SMEs and LSEgs, rather than to SMEs in traditional industries.



'12..  EDUCATION AND ENTREPRENEURSHIP
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Education in European countries .

Compared with the northem countries, the southern countnes of Europe strll have a lower _
share of their populatlons with a high level of éducation, however, this difference will
- probably narrow in the future as almost all the countrles now oﬁ‘er the same educatron
opportunities for young people:, :

As regards the student participation rates, the differénces between countries are now largely
restricted to the.percentage of students in tertiary education (from 4% in Portugal to 10% in
leand) It is also at the tertiary level that gender differences exist. In general women are
more- involved in mon-university based tertrary education, -and there. are more men.in
university based education. Furthermore men “are much more involved than women in -
sc1ence and engmeermg courses.-

Level of educatlon, behavrour and performance of entrepreneurs

In all the countnes for which data is available, entrepreneurs and starters show a hrgher
~ level of education than the average: of the Iabour force, but most have had no specific
education in entrepreneurshlp - :

In partrcular mnovatrve and hlgh-technology starters are generally better educated than the:
average business starter. . : : v S

Thts chapter also shows that for some sectors the survival raté of enterpnses is better when '
the level of the entrepreneur’s education is hlgher Thrs could be due to the fact- that these
starters tend to be’ better prepared S o : 8 L

Furthermore posrtrve lmks exist between the fevel of the entrepreneur s, education and the

~ growth’ orientation of the enterprise, its tendency to network, and its likelihood to export. -

The ‘app_r'oach of entrepreneurship in the educational system_ '

-

- Education has the p_otentiaI‘ to cultivate an entrepreneurial spirit, and there are good reasons -

why it should. First, education recoghises the socio-economic importance of SMEs.
Second, it -acknowledges:that it can stimulate entrepreneurship by developing a number of
entrepreneurial skills: Third, students and. graduates show .an increasing. interest in
entrepreneurship. Finally, co-operation “with SMEs could 1mprove the attention to
entrepreneurship w1thm the educatlonal system : . :
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There are however a number of barriers which must be overcome. First, education is too
theoretical is not sufficiently adapted to business or SMEs. Second, education is not
sufficiently multi-disciplinary in approach. Third, too little emphasis is put on the
development of personal skills which are desired by businesses, and the managers of small
enterprises in particular. Fourth, education in general devotes much more attention to large
- institutions and a wage-earner culture than SMEs or entrepreneurship. And finally, teaching
staff are insufficiently familiar with entrepreneurship and SMEs.

13. LEGAL ENVIRONMENT
Legal forms |
T_he legal forms of enterprises generally have the same broad characteristics in all European

countries. Sole traders exist in most countries (except Luxembourg and Sweden) and are
the legal form most frequently used by the self-employed, and amongst businesses in the

retail trades and services. However, statistics on legal forms show important differences

between European countries.

In particular, while sole traders are very dominant in Portugal, Spain, Greece, and Germany,
limited liability companies account for a large share of businesses, including small
businesses, in Sweden, Luxembourg, Norway, the United Kingdom, France, Finland,
Belgium, and the. Netherlands. -Partnerships are very important in the United Kingdom,
Italy, Finland, Austria, Greece, and to a lesser extent in Sweder, and the Netherlands, but
they are not prominent in the other countries. For five countries (France, the Netherlands,
Spain, Austria and Sweden) there is data on legal forms by size class. In all of these
countries except for Sweden, the majority of micro-enterprises are sole traders. The share
of sole traders decreases as the enterprise size class increases. Most enterprises with more
than 10 employees are limited liability companies or public limited companies.

Legal form by size and sector apart, there are two areas in which important differences exist
between European countries: the rate of tax on profits, and capital requirements for
companies. These factors help to explain the different legal forms favoured in the different
Member States. For example, it is clear that a differential between the income tax rate and
the rate of corporation tax which clearly favours the latter will encourage the businesses to
have limited liability status. Other important factors such as the social security system may
also explain the choice for a limited liability status.
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- Norms .

Although the implementation rates of European norms and standards are high in most

countries, SMEs remain sceptical and misinformed about the harmonisation-process-and. the

- advantages it produces. It should, however, be pointed out that this process is probably
most favourable to LSEs in the large advanced countnes -

: Quality assurance o

. An 1mportant share of European SMEs remain reluctant to gain qualrty assurance
certification. SMEs are more often "pushed" into getting ISO certification than approach
“this in a voluntary manner. Furthermore, barriers such as the costs involved, the time
required, loss of flexibility, and the many administrative burdens, raise problems for
certification in SMEs. Although the cost of certification increases with enterprlses size, the
cost per employee is greater amongst SMEs than for large. enterprises. :

PART m
14. ADMINISTRATIVE BURD] NS

Administrative burdens are deﬁned as compulsory admlmstratlve procedures resultmg from
leglslatlon that enterpnses are obhged to carry out : -

In the chapter two main’ legrslatrve areas are dlstmgulshed whlch create admrmstratwe 4
burdens on enterprises, these are legislation relating to all enterprises (burdens for: ‘bemg an
enterprise’) and employment related legislation (burden for ‘havmg employees ). '

g The study finds that - admlmstratlve burdens that arise for"bemg an enterpnse cause
between 60 and 70% of all administrative burdens. The areas of corporation tax, tax on
d1v1dends revenue taxes, the annual accounts; VAT and. exc1se lev1es cause the greatest '
share of these administrative burdens. '

Admmrstratlve procedures that result lrom havmg employees cause between 30 and 40% of
~ the total. administrative burden. In' partlcular the levymg of wage tax and payment of socral o
prermums ‘cause most of these burdens. '

Although thorough research on administrative burdens is scarce'within the Member States’
~ of the EU, it has been possible to estimate the total cost to private non-primary enterprises
that arise through compulsory administrative procedures The total amount of
administrative burdens on enterprises in Europe is estimated at between 3 -and 4% of GDP
. per annum, which is between 180 and 230 billion ECU a year, ' -
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The total costs arising from compulsory administrative procedures are higher in large scale
enterprises than in small and medium sized enterpnses However, the costs per employee
are higher in SMEs.

At the European level as well as in individual Member States initiatives are being taken to
reduce the admmlstratlve burdens on enterprises.

At European 'level, the most important strategies, policies, and measures to reduce
administrative burdens are actions regarding the improvement of information and advice,
the replacement and simplification of existing laws, and the attention to .possible
‘administrative burdens connected to new legislation. v
At national level, different strategies, policies, and measures are being used to reduce
administrative burdens in different countries. For example, in Belgium and Greece the focus
is on the simplification of forms and reporting requirements. In Finland and Norway the
focus is on administrative procedures and the institutions which process this information. In
Portugal, Sweden, and the United Kingdom, existing laws are being replaced by new laws
which reduce the compulsory administrative procedures required of enterprises. And, in the
Netherlands, and the United Kingdom, attentlon is pald to the possible admlmstratlve
burdens caused by new leglslauon : ‘

15. PRODUCER SERVICES

Producer services are defined as service activities whose outputs are, in the main, purchased
by enterprises. These services are intermediate or auxiliary to the production processes in
other industries.  They include business and "professional services, financial services,
insurance services, and real estate services. .

SMEs are involved in a highly competitive environment; the use of producer services is a
-crucial factor in their competitiveness by: promoting access to technological information,

the development of product and process innovations, the growth of exports, and for

improving market access. However, the demand for external services by SMEs is
concentrated in the most mainstream services such as accounting. Amongst SMEs the

“demand for other producer services such as marketing, and education and training, still
“seems to be relatively low. An important reason for this is that managers and entrepreneurs’
in SMEs are often unable to identify problem areas which could benefit from the use-of
external services, and are unaware of the extent of the services available. Another reason

may be the fact that many services have been developed to meet the requirements of large

firms, and are not well designed for use by smaller enterprises.
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N Small ﬁrms are charactensed by 2 high degree of mtemal servrce provrslon wrth servrces : A

oﬁen bemg provided by the entrépreneur. hrmself or. informally through his personal -

-contacts. ‘The demand: of .external producer services is higher -amongst medlum sized
- ‘enterprises, which are more capable of interacting with external provrders and can more - .
"~ easily afford these services. Large firms can afford to tailor- mtemal services, to their specific -
“needs, but they also develop synergxes between providing Toutine capabllltres in-house and
. seeking specialist external services: The degree of combmed mtemal and extemal provrsron
' f1s therefore hrghest amongst large enterpnses - e

< . .
~. g ~

Producer semces account for about 11% of Europe s total pnvate non—prrmary . o
gemploymcnt Within producer services business services usually-have the highest. share of . =

employment The . supply- of these services is dominated by SMEs in every country .

However bankmg and i msurance are- dormnated by large ﬁrms .

_ ,Between 1988 and 1994 producer services. have shown the hrghest average “aninual growth
. rate of any sector in terms-of - employment a slightly below average growth rate in terms of
.. value added, and the lowest’ ‘performance in terms of productivity. Regarding employment -
-, micro firms.in producer semces showed the lnghest average growth rate, followed by small
:enterprrses

C ‘:,

In varrous countnes there is’ “an extraordmary degree of concentratron of producer serv1ces‘__ o
- - within the most developed regions, and the central areas with the main cities. “This i is partly

due to the- availability of supporting’ mfrastructures opportumnes for face to face contacts,

. ‘the avarlablhty of quahfied pérsonnel, and .to the’ prestlge of being located in the central -

" areas.’ However the areas that are g‘umng the ‘greatest increase in- producer servrces are. =
. often those. _]USt outside the major agylomeratrons where. congestron and rents-are lower >

- but whrch remam wrtlnn easy reach of the clrent base : o

'»:-There does not seem to be an exphcrt pubhc polrcy toward the development of these servxce'f B
- activities in any country, but several programmes have stimulated both -the supply and

demand of these services. Public authorities . are also de31gn1ng new. pohcy schemes whrch -

A ,‘ : through the development of technology and service provrsron, alm to- 1mpr0ve the qualxty of
,:-the local envxronment in whrch SMEs operate . o .

«

o

?Craﬁ enterpnses are characterrsed by a hlgh labour 1ntensrty in productron and bemg small:

scale but with a. relatlvely hrgh proportion of highly . skilled workers They are mainly

~ independent in status, with combined- ownershrp and. management and there are usually' ._

close lmks between the enterpnse and the famxly



" Importance

At the European and national levels the importance of the craft sector is becoming
increasingly recognised as a factor in economic stability, as the foundation of vocational
skills, and as'a source of new entrepreneurship. However, the amount of attention paid to
the craft sector differs between the Member States. This is one of the reasons for the
diversity in available statistical data. Even in countries in which great attention is paid to
crafts, and in which crafts are legally defined, statistical data on crafts may be’'scarce as the
definition is often profession-oriented, while genuine economic statistics are sector-oriented.

" Towards a common concept

To make European-wide statistical monitoring possible, steps are being taken to develop

comparable statistics for the Member-States. In the Second Annual Report of the European -

Observatory for SMEs a first attempt was made to develop a common delineation of Craft

Dominated Sectors which would allow sensible cross country comparisons. Indeed, this '
non-comparability of national craft statistics became a prominent issue during .the

. preparation for the Berlin Crafts Conference. The European Commission organised a pre-
conference on craft statistics in June 1994 in Gottingen and a preparatory conference on
. craft definitions and statistics in September 1994 in Rome. Finally, at the Berlin-conference
_ in Scptember 1994 it was concluded that the development of comparable statistics on the
craft trades should be pursued in the near future.

Craft trades and the Berlin Confei-enCe ’
Conclusions from the twelve pre-conferences, which preceded the Berlin Conference;
resulted in the ‘Outline of the Twelve Pre-Conferences’, on which the European
. Commission drew the working paper:- ‘Craft Industries and Small Businesses’. Subjects of
major interest to the craft trades and small businesses were dlscussed problems were listed,

and recommendations made.

Towords an adequate policy

. ‘Since the first Conference on Crafts in Avignon the European Commission has proposed the
Integrated Programme in favour of SMEs and the Craft Sector with new. approaches
targeted at mutual consultations and the exchange of experiences between the Member
States, and collective efforts between them to improve the business environment for

_enterprises. However, the means at the disposal of crafts and small enterprises, in terms of
information, financing, or training remain insufficient to allow them to fully benefit from
existing actions and programmes. The Second Annual Réport of the European Observatory
for SMEs set out the problems and made recommendatlons The Berlm Conference did the
same later on. : '
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The main pomts of the Second Annual Report and the Berlin’ Conference were* similar,
recogmsmg the general problems ‘that confront.small-and craﬁ enterprises. Both called for:

- - *a common European identity of crafts and small enterpnses and the néed to enhance

-the knowledge -of the role and the econonnc 1mportance of the craﬁ sector through‘__
detailed studies and sectoral analysxs '

- “asensible training policy, attuned to business practlce w1th post—apprentlceshlp trammg'_

- and the international exchange of experiences and trainees; . : o

-. - harmonising regulations; taxes, and admmrstratlve and social obligations; .
© - easier access1bxhty to finance, with snmlar condltxons in all Member States; .-~

= the ‘stimulation of trade associations for greater co-operatxon at the nattonal and .
- international levels : ‘

o 'PARTIV
B ;17.‘ : SME INTERNAL MARKE’I MONITOR

- In the 1988- 94 penod employment growth in SMEs although favourable in companson‘

with LSEs, was disappointing given that value added in SMEs grew substantially more ™

o ;_raptdly than employment. Indeed, value added growth in SMEs has been productivity led, o

giving rise to the observation that, although there certamly has not been a Jobless growth in

- .SMEs, growth in SMEs has been Job-extenswe o

The analysrs of the SME Internal Market Momtor (SIMM) pomted to the fact that this ]ob-,f : | .} ‘
‘extensive growth can - partially - be explamed by two factors, being the unsuitability of
- .mainstream_labour market policies, forcing entrepreneurs to “choose’ a labour-extensive .

growth-path given current recruitment problems and the fact that SMEs more and more are

' playmg on: global and exposed markets rather than on domestlc and sheltered markets

-SIMM pomts to the fact that in genex al, the busmess envxronment in whxch SMEs have to:

operate is converglng in the EU-12. Concerning government polncxes ﬁscal and ‘monetary .

‘policies are converging;: labour matket policies in the Union are- diverging. Regarding _- .
. general’ market conditions in the EU-12, the strength and prosperity of the Member States
" have converged over. the 1988- 94 period, as have the conditions in the capltal and labour «
. markets and domestrc efforts related to technology and i mnovatlon - ke '

The dynanucs -of SMEs: have also been convergmg, as has proﬁtablllty, but the performance . |

of SMEs (in terms: of value added, employment and exports) has dlverged over the 1988-.

94 period. This is mamly due to the dev1ant behavxour of SMEs in- Italy and the United

Klngdom B
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In- generai the business environment, business dynamics, and SME- performance in the
'EFTA-4 countries has become increasingly similar to the EU-12 over the 1988-94 period.
The distance between the EU—12 and the EFTA-4 countries. nevertheless - remains
substantial. :

In SIMM some analyses have been carried out to explam SME- performance in terms of the
busmess environment, thereby extendmg the practical utility of SIMM to pohcy-makers

K The ana]ys1s suggests that. government pohcxes especrally fiscal and monetary polxcles have

a definite role in stimulating SME-performance, current labour market policies are not well
suited to the needs of SMEs, and government R&D policies seem to be almost entirely

geared to the large scale enterpnse sector, These may even crowd out small scale modes of

productlon

The industrial relations indicators did not influence SME-performance.A ,

Finally, SIMM provides some prelirninary concldsions on the ‘development of the quality of .

the business environment, from the viewpoint of SMEs, and on the convergence of the EU-
12. An assessment of the business environment concluded that ‘this has improved in the
1988-94 period, at least for SME-performance and there is also evidence that the

convergence of the business environment in the Member States of the European Union has'

had a positive eﬁ'ect on SME performance :

18. POLICY ISSUES

o .

In the previous reports much attentron was devoted to policy recommendatlons armed at |
stimulating the growth of SMEs and craft trades, and to the creation of jobs. In this report.

the policy issues refer to the basic relationships between SME performance, the functlomng
of markets and the busmess envnronment of the more unified Europe :

These policy issues refer principally to the European level of pohcy, however, they may be
~useful for natlonal and regxonal pohcy approaches as well . oo

Competltlon in markets seems to drffer widely by sector and by country, as can be seen
from entry, exit, and survival rates. These differences in competition, or the functlomng of

markets both affect and are affected by, the economic posmon of SMEs. -

The process of cross border trade deregulatlon has been followed by a s‘trong tendency to
deregulate markets more thoroughly, both at the national level, and at the European level.
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