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Programme 

Workshop on the Impact of the Crisis on SMEs 

European Parliament, Brussels 
1 February, 16.00-18.30, Room JAN 6Q2 

Interpretation available 

Chair: Wolf Klinz (MEP, ALDE), CRIS Chairman 

16.00 - 17.30 Session I - How Have SMEs been affected in the crisis? 

Topics discussed:  
 
Problems of SMEs aggravated by the financial crisis in addition to the range of already 
existing challenges of access to affordable finance, bureaucratic and regulatory burdens 
(red tape), access to information. Problems aggravated by the crisis include but are not 
limited to: increased insolvency rates, stagnation in lending (including venture capital), 
extended delays in receivables etc.  
 
Experts: 
 
António Saraiva        
President of the Confederation of Portuguese Industry  
 
Pontus Braunerhjelm  
Managing Director of Swedish Entrepreneurship Forum and Professor of International 
Business and Entrepreneurship, The Royal Institute of Technology, Stockholm 
 
Maria Nowak            
European Microfinance Network and ADIE, Paris 
 
Discussant: 
 
Yiorgos Ioannidis  
Visiting Fellow in the Department of Political and International Studies of Cambridge 
University, UK 
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17.30 - 18.30       Session II - What can be done? 

Topics discussed:  

Suggestions for policy action to support SMEs in the exit from the crisis: the role of 
appropriate financing (credit guarantees, microcredit, credit mediators, facilitating 
venture capital, "business angels"), easing bureaucratic burdens and the regulatory 
framework incl. possible remedies to tax discrimination of SMEs, as well as the crucial 
role of fostering entrepreneurship and innovation (e.g. ICT adaption, access to networks 
of business incubators, science and technology parks, clusters etc).  

Experts: 
 
Reinhilde Veugelers  

Professor of Managerial Economics, Strategy and Innovation at KU Leuven and Senior 
Fellow, Bruegel 

Gerhard Huemer      
Director of Economic and Fiscal Policy, UEAPME 
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António Manuel Frade Saraiva 

Born November 1953, António Manuel Frade Saraiva is President of CIP (Confederation of 
Portuguese Industry), since January 2010. He is the Former President of Associação dos 
Industriais Metalúrgicos, Metalomecânicos e Afins de Portugal (Industrial Association of 
Metallurgic Industries) and Vice-President of CIP. 

 
Pontus Braunerhjelm 

Pontus Braunerhjelm is Managing Director of the Swedish Entrepreneurship Forum 
(www.entreprenorskapsforum.se, formerly FSF). He earned his Ph. D. at the Graduate 
Institute of International Studies, Geneva, Switzerland, in 1994. Since August 2008 he is 
the Managing Director of Entreprenörskapsforum, and since 2005 he holds the Leif 
Lundbad chair in international business and entrepreneurship at The Royal Institute of 
Technology, Stockholm. Altogether he has about 100 scientific publications. In January 
2007 he was appointed General Secretary of the Swedish Globalization Council 
(www.regeringen.se/globaliseringsradet), initiated by the Swedish Government in 
autumn 2006. The objective of the Globalization Council was to design an economic 
policy that enables exploitation of the potential welfare effects associated with increasing 
globalization, and to broaden the debate on issues related to globalization in the Swedish 
society. The Council presented their final report to the Government in July 2009. Pontus 
Braunerhjelm is also a member of The Royal Swedish Academy of Engineering Sciencies.  
 
Maria Nowak 

A graduate of the "Institut des Etudes Politiques", Paris (1956) and postgraduate of the 
London School of Economics (1959), Maria Nowak has pursued a career in the 
development field working for the "Agence Française de Développement". As Director of 
Policies and Research, she tranferred, in the eighties the Grameen Bank approach from 
Bangladesh to West Africa. Seconded to the World Bank in Washington, in 1991, she 
started the first microlending programmes in Central Europe while at the same time 
initiating a similar programme in France in the framework of the "Association à l'Initiative 
Economique" which she founded and of which she is Chairwoman on a voluntary basis. 
She was co-founder and the first president of two resource centers : the Microfinance 
Center for Central and Eastern Europe and the NIS countries, (1996) and the European 
Microfinance Network (2003) of which she is still president. Between 2000 and 2002, she 
was a Special Adviser to Laurent Fabius, Minister of the Economy, Finance and Industry. 
She is author of « La Banquière de l'espoir » – (The Banker of Hope), Albin Michel 
1994.and « On en prête(pas) qu’aux riches » (Lending not only to the rich), JC Lattès, 
2005. Among other awards, she received the "Human Rights Prize" awarded by readers 
of the newspapers "La Croix" and "Liberté de Fribourg" for her work in favour of 
"microcredit development " in France and was selected in 2007 «European of the year » 
by Reader’sDigest. She is also Officier de la Légion d’Honneur (2008) and Officier de 
l’Odre du Mérite (2005). 
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George Ioannidis 
 
George Ioannidis is Visiting Fellow in the Department of Political and International 
Studies of Cambridge University, UK. He has worked as a scientific director of the 
Documentation Department and scientific coordinator of the Institute of Small Business 
(IME-GSEVEE) of the Hellenic Confederation of Professionals, Craftsmen and Merchants 
(GSEVEE). He was a researcher in the GSEVEE Vocational Training Center research on 
“Active ageing in the secondary sector of Greek Economy and the role of SME’s. 
Characteristics, trends & problem specification” and a principal Investigator/ Research 
coordinator in GSEVEE Institute of Small Business report on the “Employment trends in 
small Greek industries in 2006.” Expert of the European Association of Craft, Small and 
Medium-sized Enterprises (UEAPME) in the Social Partners working group about the 
“Challenges of labor markets” 
 
Reinhilde Veugelers 
 
Prof Dr. Reinhilde Veugelers is a professor at KULeuven (BE) at the Faculty of Economics 
and Business, where she teaches international business economics and game theory. Her 
special areas of expertise include industrial organisation, international economics and 
strategy as well as innovation and science. 
From 2004-2008, she was on academic leave, as advisor at the European Commission 
(BEPA). She is currently a CEPR Research Fellow and a member of Commissioner 
Potocnik‘s Knowledge for Growth expert group. She was a visiting scholar at 
Northwestern University‘s Kellogg Graduate School of Management, Sloan School of 
Management, MIT, Stern Business School, NYU (US), UCL (BE), ECARES/ ULBrussels, 
(BE) Paris I (FR) UPF & UAB-Barcelona (ES), UMaastricht (NL) and is currently visiting 
faculty at the MSI program of the Barcelona GSE.  
 

Gerhard Huemer 

Gerhard Huemer, born 1961,  is the Director for Economic and Fiscal Policy also 
responsible for Study Unit and Press Office at the European Association of Craft, Small 
and Medium-sized Enterprises (UEAPME) where he has worked since 1999. Between 
1994-98, he was Executive Secretary of the "Economic and Social Council" of the 
Austrian Social Partners and between 1987-98 he worked in the Economic Policy 
Department at the Austrian Economic Chamber. He has a Diploma in Economics from the 
University of Linz from 1986.  
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Concluding report focusing on policy proposals 
by Yiorgos Ioannidis 

 
It is well documented that Small and Medium Enterprises (SMEs) play an extremely 
significant role in European economy. In terms of numbers, SMEs account for the 99.8% 
of the total enterprises, while the rest 0.2% are Large Scale Enterprises (LSEs – meaning 
that they employ more than 250 employees). In terms of employment and value added, 
SMEs provide the 70% of the total employment in the business sector and 60% of the 
value added. According Eurostat, SMEs were the main drivers of economic growth 
between 2004 and 2006. In all four key indicators (number of enterprises, number of 
persons employed, value added and apparent labour productivity) SMEs displayed a 
faster growth rate than large enterprises. Moreover, fastest growth was observed in the 
new Member States.  
 
During the economic crisis SMEs faced a double shock: a severe decline of demand for 
goods and services and a tightening in credit access. Those developments were further 
supported by two additional stress indicators: the increased payment delays which lead 
to depletion of working capital and significant liquidity problems, and an increase in 
reported defaults, insolvencies, and bankruptcies (OECD 2009: 7). For example, 
according to Creditreform Economic Research Unit, the total number of insolvencies 
increased by 11 % between 2007 and 2008. 
 
The aim of this report is to summarize the discussion held during the European 
Parliament’s workshop on “the impact of crisis on SMEs”, with a special focus on the 
policy proposals that emerged during this discussion. The workshop was divided in two 
main sessions. The first was to prescribe and analyze the different ways on which SMEs 
have been affected by the economic crisis, while the second session was to focus on 
policy proposals to cope with these issues. Defining a problem also means outlining 
solutions, so the presentations of the first panel also included policy proposals, while 
some of the presentations of the second panel also included problem description. Finally, 
it should be noted that (a) because of the brief character of the presentations the policy 
proposals mentioned here should be treated as general guidelines meaning that further 
discussion is needed in order to specify the actions which should be adopted at national 
and European level, (b) this report intentionally focuses only on the subjects that seem 
to meet general consensus; thus, more controversial subjects (i.e. regulation or 
deregulation of the labour market) are not included. 
 
The discussion could be summarized by grouping the policy proposals into five general 
themes which seemed to meet general consensus: 

a) Preparing SMEs for the future growth phase by supporting the restructuring 
procedures and by giving emphasis on innovation and “green projects”; 

b) Answering the credit problems of SMEs by maintaining existing support 
programmes, strengthening their SME dimension, giving greater emphasis in 
microcredit schemes and venture capital and by developing new tools of financial 
support for the SMEs; 

c) Upgrading the SMEs monitoring procedures by developing a common statistical 
data base and evaluate the initiatives already taken; 

d) Strengthening consultation among governments and SMEs representative 
organizations; 
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e) Answering the red tape problems by simplifying the administrative environment, 
developing multi-functional structures for administrative support of SMEs and 
improving the means by which SMEs are informed of the availability of SME-
related government support measures. 

A. Preparing SMEs for the future growth phase by supporting 
restructuring procedures and by giving emphasis on innovation 
and “green projects” 
 
Periods of economic crisis are also periods of economic restructuring. For example, 
according to Maria Nowak, during 2009 French economy lost half a million jobs but at the 
same time more than 570,000 new enterprises were created (72% increase comparing to 
2008). So, inevitably, the question is what will be the main characteristics of the 
restructuring, what this means for the SMEs, what measures have to be taken to 
facilitate the economic transformation and what should the policies in order to cope with 
the social costs of this transformation be. No matter what, it is crucial to ensure that the 
very same measures which could lead Europe out of the crisis should also improve its 
economic potential in the longer run. However the current policy debate is mainly 
dominated by short-term measures. Given the above, there is a need for a more mid-
term oriented debate about the policies of the next 5 years.  
 
For a number of participants, the future actions should not focus on spending the limited 
public funds in supporting activities that are in decline. On the contrary, more attention 
should be given into lowering the exit barriers in order to facilitate the transformation 
process. This involves: 

- the reform of bankruptcy law for allowing faster and cheaper exits and to help 
new starts; 

- lowering the number of administrative procedures and the total time needed to 
start a new company; 

- answering the credit problems of SMEs (see below). 

Nevertheless three major aspects should be borne in mind. The first has to do with social 
protection schemes for small entrepreneurs and self-employed. One of the most 
important problems for small entrepreneurs is that often the social security systems do 
not fully include them. While all European countries provide some sort of protection for 
employees, in case of dismissal or an accident, this is not always the case for a small 
businessman –or a self-employed– whose business has gone bankrupt. The economic 
crisis has intensified the problem given that the assets of a number of insurance funds 
where devaluated. In some countries the problem is quite severe and needs to be 
addressed immediately. So, in order for the “creative destruction” to happen in a societal 
beneficial way it has to be supported by strong and viable social security structures. 
Otherwise, there is a possibility to face increase poverty rates among small 
entrepreneurs.  
 
The second aspect has to do with the need of developing support programmes for 
regions that face severe unemployment or under-employment, or for activities that bare 
a special significance for historical or social reasons. So, alongside the undeniable need 
to support the most innovative SMEs in order for them to be competitive in a globalized 
market, there is also a need of supporting the creation of SMEs focusing in the local 
economy, providing this way an alternative source of income. Finally, it should be noted 
that the competiveness or the viability of an enterprise does not depend only on the 
sector’s perspectives but also –and mainly– on the specific characteristics of the given 
project. As the OECD has already pointed out, automatic systems of credit evaluation do 
not always function to the effect that viable companies can obtain credit.  
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Systems are needed to evaluate the credit risk of SMEs on a company basis rather than 
on a sectoral basis (OECD 2009: 11). Every project should be judged separately. 
 
As regards innovation policy and the required emphasis in green economy, like UEAPME 
and ETUC have already pointed out, surveys on SMEs reveal a somewhat contradictory 
picture. On the one hand, the larger an enterprise is, the more likely it is to capitalize on 
innovation; on the other hand, other research results suggest that medium sized 
enterprises often function as “hidden” drivers of change and innovation. As SMEs 
representatives in several EU member states have reported in other occasions, there is a 
need to improve the underlying notion of innovation in European funding programmes in 
order to better cover and include SMEs and make it easier for them to become eligible for 
support. 
 
Among the participants of the workshop there was wide consensus that the green 
dimension and innovation should be given special attention. The Green Economy poses a 
significant challenge and an opportunity for SMEs. Nevertheless specific steps have to be 
taken in order to help the transformation. In this point of view:  

- There is still room for improvement as regards the use of the financial resources 
from the Competitiveness and Innovation Programme (CIP) of the EU. The actions 
should focus more on the development of new instruments like guarantee 
schemes to support business transfer, energy efficiency investments or 
innovation. 

- Emphasis should be given to the local level; 

- Public contracts in green projects should target a proportion of the funds 
especially to SMEs; 

- Legislative simplification is needed as well as administrative support of the local 
SMEs;  

- Adequate training policies should be developed both for the employers and 
employees. Training plays an important role and effective training schemes (for 
both the entrepreneur and the employees) are becoming vital for the capacity of 
an enterprise to survive and grow in a sustainable way. Nevertheless, as it was 
pointed out by the UEPAME representative, with regard to training, skills and 
competence development, SMEs feature some peculiarities. Especially when it 
comes to micro companies, their small size does not allow them to “spare” 
manpower. According to this view, public employment services could play an 
indispensable role provided they are well aware of the local needs and they have 
developed adequate and effective placement mechanisms. In any case, SMEs’ 
specificities have to be taken into serious consideration by policy makers 
operating in the field of training and labour market development, for the training 
programmes to function. 
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B. Answering the credit problems of SMEs by maintaining 
existing support programmes, strengthening their SME dimension, 
giving greater emphasis in microcredit and venture capital and by 
developing new tools of financial support for SMEs 
 
It is quite clear that access to finance poses the most pressing problem for the SMEs.1 
The general direction should be the continuation of the guarantee schemes focusing on 
SMEs lending. But, in order to encourage financial institutions to increase lending, it may 
also be necessary to utilize government guarantees in tandem with capital injection 
schemes (OECD 2009: 22).  
 
New financial market regulation has to stabilize the system without endangering the 
financing of the real economy. It seems that smaller companies are better served in 
countries characterized by well functioning structures of savings banks and cooperative 
banks than in countries where retail financial market is fully dominated by few large 
private banks.2 In any case, particular emphasis should be given to venture capital, 
micro-finance and on guarantee instruments for loans and mezzanine finance, which 
have higher multiplier effects than direct investments in equity funds. According to this 
view: 

- The existing support programmes should be maintained, since credit guarantee 
schemes proved to be an efficient instrument to finance SMEs projects. The 
current economic situation leaves no room for premature exit strategies since 
early withdraw of government support schemes would endanger Europe’s 
economic stability and might trigger a “W-shaped” recession. 

- SMEs finance should focus more on equity. This calls for the removal of negative 
tax incentives for both side of the market, the investors and the companies.  

- Greater emphasis also should be given to microcredit and venture capital; 

- Member States should fully exploit the opportunities given by the new “de minimis 
regulation”, the “Risk Capital Guidelines”, the “General Block Exemption 
Regulation” and the “notice on guarantees”. Those documents created a generous 
European framework for SMEs but it is imperative to take further action at 
national level; 

- The equity instruments of the EIF could incorporate other forms of investments as 
well (i.e. guarantees, first piece of loss etc.);   

- The funds for micro credits need complimentary activities at national level in order 
to work;  

                                                 
1 Nevertheless, it should be kept in mind that even if today’s most pressing problem is the access to finance, it 
is not the only one. Especial when it comes to demand shortages it seems that the problem was there prior to 
the crisis. For example, according to Flash Eurobarometre of May 2007 (sample of 17,283 SMEs) the limited 
access to finance was only the 6th most important problem, accounting for the 21% of the SMEs. First in the list 
we find the limited purchasing power of their customers. This problem was affecting 46% of the SMEs and only 
29% of the LSEs. The smaller a company is, the more is connected with the local economy and the more 
confined the markets in which this company can sell its products are. This means that answering the credit 
question alone is not going to solve the problem unless the aggregate demand rises. 
2 OECD has argued that part of the problem could be partially solved by strengthening the “local” characteristics 
of the banks. According to this analysis, SMEs often lack face-to-face contact with bank managers due to the 
impersonal structure of the modern banking system, thus staffing local branches with personnel who have 
adequate skills in dealing with SME lending becomes important (OECD 2009). On the other hand, other 
researchers seem to reject this view. For example Canales & Nanda in a paper written in 2006, argue that 
banks with decentralized lending structures give larger loans to small firms. However, decentralized banks are 
also more responsive to the competitive environment when setting loan terms and they are more likely to 
restrict credit and to charge higher interests rates (Canales & Nanda 2006) 
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- Proposals on the use of new forms of guarantees should be explored (i.e. schemes 
in which the fees depend on the success of a project especially in the case of 
financing innovation).   

Nevertheless, the current situation shows that market mechanisms alone fail to provide 
finance to micro and small enterprises for riskier projects. Consequently there is a need 
to develop new complementary tools of financial support for SMEs. This point of view 
maintains that policy makers could also consider the following proposals: 

- Engaging the self-finance possibilities of the SMEs. Research has shown that a 
considerable number of SMEs (especially the smaller ones) are not too 
enthusiastic in turning to commercial banks for financial support in the case of 
small investments. Further proposals of engaging the self-finance possibilities of 
the SMEs should be explored. For example, governments could consider a 
percentage tax exemption from the company’s net profits (i.e. 40% for micro 
companies, 30% for small companies and 15% for medium companies) for 3 
years, provided that the company takes the obligation to invest the capital 
formed. 

- The development of “banks of special purpose” with the participation of the social 
partners in their Board of Executives, or in their portfolio, could also be of great 
assistance. What distinguishes these banks from the private ones are the decision 
criteria for granting a loan: a bank of special purpose does not aim at maximizing 
the return rather at maximizing the growth and the employment output of the 
given loans. These institutions can and should work in close collaboration with 
existing structures at European level (like the European Investment Bank).  

 
C. Upgrading SMEs’ monitoring procedures by developing a 
common statistical database and focusing on the evaluation of the 
initiatives already taken 
 
One essential problem of policy making is the absence of statistical data. The situation 
among member states fluctuates but in most cases the most recent data are two to five 
years old. This situation creates significant difficulties in assessing the initiatives taken. 
Given the above, developing a common statistical database at European level should 
become a priority. Respectively, at national level greater emphasis should be given to 
evaluating the initiatives taken. 
 
D. Strengthening public consultation 
 
SMEs should be engaged in the design of relevant finance-related policies and 
programmes to ensure the good understanding of their perspectives and needs. This 
point supports that:  

- Both member states and European institutions should be engaged in  systematic 
consultation with the representative SMEs organisations in all policy fields.  

- The participation of SMEs representative organizations in every advisory 
committee (at regional, national or European level) on issues that could have an 
impact on SMEs should be encouraged.  

- SMEs organization support structures should also be strengthened (i.e. research 
institutes). 
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E. Answering red tape problems of SMEs through simplifying 
the administrative environment, developing multi-functional 
structures for the administrative support of SMEs and improving 
the means by which companies are informed about the availability 
of SME-related government support measures 
 
Any regulation for businesses creates relatively higher compliance and administrative 
costs the smaller a business is. So, improving the means by which SMEs are informed 
about the availability of SME-related government support measures and pressing down 
the administrative burdens of the SMEs is of vital importance. 

- Any new regulation should incorporate the “Think Small First Principle”. This also 
includes proper consultation with SMEs associations and impact assessments. 
“Think Small First” means that measures and legislation should be conceived from 
the point of view of small enterprises, taken as the rule, not as the exception. 
Furthermore, all measures to simplify existing legislation and administrative 
procedures should also use this “Think Small First” approach. 

- The proportionality principle should be respected. The provisions should focus on 
the SMEs needs and be limited to the absolutely necessary (this is especially the 
case for reporting, record keeping, documentations, publications, information etc)  

- The development of multi-functional structures (one-stop-shops) for SMEs is of 
great importance to alleviate the administrative burdens. At European level there 
is significant experience in how these structures should work. This experience 
(along with adequate financial assistance) should be used to support the creation 
of relevant structures in all European states. 
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The impact of the crisis on SMEs 
 

by Pontus Braunerhjelm, Entreprenörskapsforum 

 
Introduction 
 
The global economy has experienced one of its worst recession in modern times. What 
originally seemed to be a crisis limited to the U.S. financial markets was diffused to other 
financial markets at a pace that surprised private sector agents as well as policy-makers. 
The subsequent phase of the crisis hit the real economy: demand dwindled, trade 
shrunk, wealth evaporated, followed by unemployment, personal and firm bankruptcies. 
The dynamics of the crisis clearly illustrates the deeper integration of the global economy 
where shocks became transmitted not only through financial but also real economy 
linkages – such as trade and cross-border investments. Now the world seems to be on 
the verge of recovery, albeit so far on a fragile path.  
 
The question is what the implications have been – and will be in the near future – for 
small and medium sized enterprises (SMEs), and how policies should be designed to 
alleviate the conditions for a small business sector recovery. In the following I will briefly 
discuss the structural changes that can be expected within the near future, the 
importance of small firms in that context, how smaller firms have been affected by the 
crisis and, finally, present some policy suggestions in order to propel dynamism and 
growth that are based in a sound microeconomic setting.  
 
Looking ahead – what to expect? 
 
An increasingly global economy will be impacted by forces that are likely to augment the 
structural adjustment pressure on particularly already industrialized economies. As 
competition tends to increase due to continued deregulation and trade liberalization, a 
deeper integration of newly industrialized countries in the global economy can be 
expected.  A conspicuous part of global restructuring is thus a closer economic 
interaction between old and new industrialized countries, i.e. the traditional north-south 
model, where countries in the south primarily exploit their cost advantages in simpler 
and more labor-intensive production. That is however only one side of the ongoing global 
challenges: also competition between industries in already industrialized countries can be 
expected to become more fierce, where agglomeration forces together with the 
microeconomic preconditions for production will be critically important in order to attract 
investments, talent, capital, thereby open up a window of opportunities with ample scope 
for SMEs and start-ups.  
 
Knowledge – broadly defined – will become an increasingly critical component for 
enhanced growth and prosperity. Note that knowledge does not simply refer to 
investments in research and development (R&D) and education, but also competencies 
like handling global, or at least international, sales and procurements structures, 
marketing and branding, will be strategically important in a globalized economy. 
Combined with policies that enable or stimulate knowledge to be converted into 
economically useful knowledge, a good ground for a vibrant microeconomic setting is 
provided where SMEs and entrepreneurship can be expected to become increasingly 
important for innovation, employment, dynamism and growth. 
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The latter points are illustrated in Figure 1, taken from a simulation of the Swedish 
economy (Braunerhjelm et al 2009). As shown in the right-hand side of the figure, a 
considerable down-sizing of the labor-intensive tradable sector is expected within a 
relative near future. That involves both manufacturing and services. In order to avoid 
unemployment of labor and capital, these factors of production have to be shifted to the 
knowledge-intensive sector. Such restructuring is far from trivial since it implies 
substituting declining manufacturing sectors with expanding service sectors. I will come 
back to the policy implications, but SMEs and new firms are expected to pay a pivotal 
role in this process. Second, as depicted in the left-hand side graph, the income 
distribution is expected to be widened. One way of overcoming a too wide income 
distribution is of course to increase the knowledge content of labor and in production. 
 
Figure 1. Globalization and its effect on income distribution and specialization in 
industrialized countries. The case of Sweden 

 
 
 
Looking at employment, there is ample evidence that SMEs – particularly in the service 
sector – play a crucial role in providing new net employment opportunities.   The left-
hand side in Figure 2 display how employment in the 30 largest manufacturing firms has 
changed between 1975 and 2006. Even though the total number of employees are about 
the same, the share of domestically employed has decreased considerably while the 
share of foreign employees has increased. This is a natural development, and probably 
necessary for the larger firms in order to sustain their competitiveness. It mirrors that 
they have expanded on foreign and often new markets. The right-hand side of the graph 
shows the employment development in the “high-end” service sector, i.e. more advanced 
services such as finance, insurance, real estate, consultancy, etc. The figure illustrates 
net employment changes over the period 1993-2007 broken down on six different size 
categories. Employment has increased for all size categories, and mostly so in smaller 
firms. For services in the “low-end” segment (not shown), a similar picture would 
emerge, however, the positive effects would be much more focused to smaller firms. 
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Figure 2. The distribution of employment in the 30 largest Swedish 
manufacturing firm between foreign and domestic units 1975-2006, and 
employment in the high-end service sector distributed on size classes 1993-
2007 
 

 
Source: Braunerhjelm and Halldin (2008) 
 
Note: Number of employees in the left-hand side diagram, percentage change in the 
right-hand side diagram and absolute numbers on top of the bars in 10000 
 
Obviously, there are good reasons to expect that SMEs and entrepreneurial start-ups will 
play an essential role in the structural adjustment of industrialized countries, such as 
those within the EU. At the same time, it is important to stress the complementary roles 
of large and small firms: smaller firm do not substitute for larger.  
 
The impact of the crisis on SMEs: Some evidence 
 
As compared to 2006-2007 a number of polls on attitudes of SMEs and entrepreneurs 
reveal a substantial decline in perceived opportunities of starting and growing existing 
businesses in 2008-2009. Growth expectations in terms of employment have diminished, 
and they seem to be most pronounced for highly educated, i.e. those that should be best 
suited to expand or start opportunity-based firms (as compared to the necessity-based, 
where the dominant reason for engaging in a new venture is unemployment). An 
increase in fear of failure is also reported, which of course is likely to hamper expansion 
in SMEs as well as start-ups.  
 
These negative attitudes seems to prevail in most industrialized countries: the result is a 
decrease in employment, falling profitability, and – perhaps somewhat more alarming – a 
cutting down on firms’ R&D expenditures. The credit crunch, even though the extent of it 
differs across countries, seems to have hit SMEs hardest. Still, SMEs often have a more 
positive view on future possibilities than larger firms. Crises are also an opportunity for 
change as forces of creative destructions sets in. 
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Policy implications 
 
There is no quick fix and there is no single policy area that can be addressed which is 
likely to improve SME conditions in the short run. The overarching problem has been a 
lack of demand. That has been counteracted with macro-economic policy stimulus which 
basically have been well designed and coordinated: The full effects of those are however 
yet to come as we are likely to see an increase in interest rate, a liquidization of markets 
and reversed demand effects as countries start to employ exit strategies, i.e. withdraw 
previous fiscal and monetary stimulus measures. Given that a proper macroeconomic 
policy is conducted, that has to be supplemented with structural and microeconomic 
policies to retain a path of stable and sustained growth. The following four areas will be 
critically important to achieve this end. A coherent view embracing all four areas is 
necessary to obtain full leverage of such policies. 
 
EU as a leading knowledge nation 
 
As mentioned above, knowledge is one of the corner pillars to achieve growth and 
augmented prosperity, but has to be combined with policies that foster the diffusion of 
knowledge and its transmission to economically useful knowledge. 
 
The share of EU-investments in R&D still falls way below the target outlined in the Lisbon 
process: the objective was to reach R&D-expenditures of three percent in relation to GDP 
but by 2010 the actual share was 1,8 percent. Hence, governmental R&D-expenditure 
should be increased simultaneously as measures are introduced to further facilitate for 
technology-based entrepreneurship through for instance properly designed R&D tax 
credits and R&D-vouchers combined with improved links to universities and research 
institutes. Increased competition between universities, better governance and an 
allocation of research funds based on universities and research institutes global 
excellence are other important measures if the EU likes to maintain its role as a leading, 
global knowledge producer, and to attract talent. Universities must be able to specialize, 
thereby enabling excellence simultaneously as the possibilities of complementing 
industrial specialization of the universities’ host regions are ameliorated.   
 
Labor market policies 
 
Conditions that are conducive for structural change should be encouraged. Measures that 
tend to lock in employees in existing industries and firms are likely to have a detrimental 
effect on long-term growth and prosperity. Instead, flexibility combined with institutions 
that allows upgrading and retraining of unemployed should be key concerns for policy 
makers. A number of studies have provided empirical evidence for a causal relationship 
between labor mobility and higher productivity. Similarly, less strict labor market 
regulation seems to promote more of entrepreneurship and to enhance growth 
expectations of young firms (Figure 3). The latter, often referred to as gazelles, have 
been shown to have an un-proportionate large effect on employment. 
 
In order to promote efficient structures, retraining and educational institutions should 
face clear incentive structure based on unemployed being re-employed and the time 
spent outside the labor market. 
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Figure 3. Relationship between number of gazelles and strictness of 
employment protection.   

 
Source: GEM 2009 
Innovation and renewal capacity of the commercial sector 
 
 
Knowledge and flexible labor markets paired with efficient retraining institutions are thus 
important prerequisites for a competitive and dynamic SME-sector. Other building blocks 
of such a structure refer to a well-functioning venture and angel capital market, focusing 
at the earlier stages of firms’ development. The UK experience with tax incentives for 
private investments in small or newly started firms deserves to be more carefully studied 
and implemented. It is important to develop financial markets which are more based on 
equity- than loan-financing.   
 
The exit institutions are functioning less well in a number of European countries, leading 
to long-term stigma for individuals, while in other cases hindering the release of 
resources from failing industries and firms. Exit policies are as important as policies 
aimed to foster more of entry into markets.   
 
A particular entry barriers related to several EU-countries is the lack of competition and 
the presence of public operators in particularly the service sectors. The health care sector 
is one example, construction and transports are others. The remaining obstacles to 
competition have to be removed if productivity, product variety and quality are to 
increase.   
 
Within the present support structure to SMEs and entrepreneurs, emphasis should be 
redirected towards marketing skills, branding, etc., i.e. competencies of utmost 
importance in a globalized economy.  
 
Finally, globally competitive clusters must be supported and allowed to grow, even if that 
happens to be in already economically strong areas. Cluster policies cannot be used as a 
device to stimulate growth in more peripheral areas, particularly if that would happen at 
the expense of other (urban) and more suitable areas to host clusters.  
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Taxes 
 
The design of taxes and social insurance systems influence incentive structures and cuts 
through by and large all other policy areas. Taxes have the dual tasks of redistributing 
incomes and promoting an environment conducive to growth. Those tasks can some time 
be contradictory and a proper system must thus be carefully constructed to attain both 
objectives. 
 
Institutional competition has increased in the last decades and will continue. As regards 
taxes this is obvious when it comes to corporate and capital taxes, i.e. the more mobile 
tax bases. Overall tax systems should be governed by transparency and legitimacy. 
Uniformity is one means to accomplish this, however, taking into account that risks may 
differ between different types of economic activities. There has to be a balance between 
calculated risks and expected rewards.  
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Executive Summary 

 

Background 

Lessons from countries that have gone through a deep crisis show that the foundations of 
future growth performance depend on the recovery intervention chosen.  In view of the 
weak fiscal and debt position of many countries,   the opportunity cost of recovery 
measures is high.  But at the same time, it is clear that a sustainable recovery needs 
policy intervention. Recovery interventions therefore need to be extremely effective.   
 
Beyond the restoring of financial markets, a major effort should be devoted in the post-
crisis growth agenda to address the structural problems in the EU which prohibit a 
virtuous Schumpeterian churning-growth nexus.   
 
SME policy has been a mounting element in the set of policies invoked by the 
Commission and the European Council as tools for achieving its "Growth and Jobs" - 
ambitions. This culminated in the "Small Business Act" for Europe, introducing the “Think 
Small First principle”.  This SME policy attention does however not differentiate enough to 
invigorate Europe’s SME-growth nexus.    
 
Aim  

• After having diagnosed the failing SME-growth nexus in Europe and the impact of 
the crisis, this note discusses recommendations for policy interventions both at 
the level of Member States and the EU level. 

 
• In what follows, we will argue that a higher than usual share of recovery spending 

should be allocated to support small new firms, especially for their breakthrough 
high-risk innovation projects that lay the foundations for new markets.   
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1. Introduction 

Lessons from countries that have gone through a deep crisis show that the foundations of 
future growth performance depend on the recovery intervention chosen.  In view of the 
weak fiscal and debt position of many countries, the opportunity cost of recovery 
measures is high. But at the same time, it is clear that a sustainable recovery needs 
policy intervention. Recovery interventions therefore need to be extremely effective.   
 
Beyond the restoring of financial markets, a major effort should be devoted in the post-
crisis growth agenda to address the structural problems in the EU which prohibit a 
virtuous Schumpeterian churning-growth nexus.  In what follows, we will argue that a 
higher than usual share of recovery spending should be allocated to support small new 
firms, especially for their breakthrough high-risk innovation projects, that lay the 
foundations for new markets.  These have been characterizing the ICT and biotech 
revolutions in the US in the past.  They will also be at the heart of the new green 
technology wave.    
 
SME policy has been a mounting element in the set of policies invoked by the 
Commission and the European Council as tools for achieving its Growth and Jobs- 
ambitions. This culminated in the "Small Business Act" for Europe, introducing the “Think 
Small First principle”.  This SME policy attention does however not differentiate enough to 
invigorate Europe’s SME-growth nexus.    
 
After having diagnosed the failing SME-growth nexus in Europe and the impact of the 
crisis, this note discusses recommendations for policy interventions both at the level of 
Member States and the EU level. 
 
2. A failing SME-growth nexus in Europe 

Already before the crisis, Europe’s poor growth performance had been diagnosed as 
resulting from an inappropriate industrial structure, where small firms, occupying the 
main part of total employment, fail to play a significant role in the dynamics of EU 
economies, especially in the high-tech sectors.   
 
SMEs are, almost by definition, at the heart of the Schumpeterian process of creative 
destruction: almost all employment in newly born firms is created by small firms, and 
likewise SMEs are overrepresented among exiting firms. The churning process has 
substantial effects on growth.  New firms enter, experimenting with novel approaches.  
When unsuccessful, they exit to create the space for new endeavours. When successful 
they can quickly grow to leading positions in new markets.  And even if experimenting 
entrants do not develop their new ideas themselves, they incite the large incumbent 
firms to further improve their innovations.   
 
These virtuous interactions have been characterizing the ICT and biotech revolutions in 
the US in the recent past. The EU however is missing this experimenting, creative 
destruction process.  Annex 1 documents in more detail the failing SME-growth nexus in 
Europe.  As a consequence, the EU is less likely to benefit from growth enhancing effects 
SMEs may exert directly, but also indirectly through their effects on the large incumbent 
firms, posing less of a competitive challenge and an opportunity for cooperation for the 
latter. 
 
There are a number of plausible explanations behind these observations. Larger and 
more competitive markets allow American firms to reach an efficient scale while the still 
too fragmented European internal market might not serve this purpose with the same 
efficiency.  This is likely to be of particular importance in services sectors. Labour market 
and other regulations that apply when a firm grows beyond a certain size threshold might 
hold back expansion plans. Protection of inefficient firms through subsidies, bail-outs, 
and employment regulation that hinders exit, further slow down the churning dynamics.  
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3. The SME-growth nexus through innovation: the special case of 
Young Highly Innovative Companies 

If we focus on breakthrough innovations that have the potential to generate new 
markets, small young companies become even more pivotal players in the 
Schumpeterian growth process. Incumbent firms spend more on R&D for incremental 
innovations that build on their existing competences, but are less active in radical 
innovations that make their existing competences redundant. Small young firms, not 
concerned with safeguarding existing skill-sets and market positions, are more inclined to 
introduce these radical innovations. 
 
It is important to recognize the heterogeneity within the SME population on the 
innovation dimension.  The vast majority of SMEs undertake no or little innovations.  And 
even within the group of SMEs innovating, there are differences in innovation profiles.  
Only a very small number of SMEs are involved in leading-edge high level research with 
the potential for breakthrough innovations.  Although small in numbers, young small 
highly innovative firms are nevertheless pivotal agents for economic growth.  Having 
young highly innovative firms being impeded to start, survive and grow will have an 
important direct and indirect impact on an economy’s overall innovative and growth 
performance. Baumol (2002) observes how fortunate the US has been for having 
institutions and arrangements to facilitate and stimulate the profuse formation of small 
firms and to encourage their more radical innovative contributions.  He also notes that 
although most of the breakthrough innovations occur in small firms, the improvements 
on those innovations and wide-scale dissemination occurs through large firms. So for 
society to benefit fully from breakthrough innovations, it needs an innovation system that 
nurtures the complementarity between large and small innovators. 
 
Europe is much less benefiting from growth and breakthrough innovations from young 
highly innovative firms. Annex 2 documents in more detail the failing EU SME-innovation-
growth nexus. Perhaps the most commonly invoked reason for an innovation 
disadvantage by small firms is an alleged bias (disadvantage) in access to finance. Also, 
young radical innovators, which combine the disadvantages of smallness, youth, lower 
levels of retained earnings and more risky innovative projects, are particularly likely to 
be financially constrained. This holds a fortiori in Europe, where venture capital 
markets are fragmented with 27 different operating environments adversely affecting 
both fundraising and investing. Complexity in operating across borders means that some 
funds have difficulties in expanding and growing to a critical mass. This makes access to 
financing more difficult and more expensive.   
 
4. The SME-growth nexus during the financial crisis 

Financial markets, when properly functioning, are important for growth.  The growth 
enhancing effect of financial markets runs mainly through relaxing the credit constraints 
on small and new firms.  Due to their small size and their generally lower 
creditworthiness, SMEs’ access to financial market instruments is more limited than for 
large enterprises. Debt financing continues to be the primary source of financing for 
SMEs in Europe. This implies that an efficient functioning of credit markets is of utmost 
importance for SMEs to thrive.  A “credit crunch” in bank lending thus hits SMEs 
particularly hard.   
 
Innovating companies that rely on external financing, and who find it more difficult to 
access external finance because of their risk profile, will be particularly hard-hit by 
malfunctioning financial markets. Furthermore, their high risk profile puts these firms 
into higher bankruptcy risks.   
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As a consequence, in the current combined financial and real economy crisis, young firms 
with radical innovative projects are threatened by the double whammy of constrained 
credit and higher bankruptcy risk, reducing the chances of new radical innovations that 
will lay the foundations for future post-crisis growth seeing the light of day.  
 
5. Policies to restore the SME-growth nexus in Europe 

Beyond the restoring of financial markets, a major effort should be devoted to addressing 
the structural problems in the EU prohibiting the virtuous SME-growth nexus.   
 
Having identified the lagging SME-growth nexus in the EU does not automatically make 
the case for an SME policy in view of the high risk of government failure. But this does 
not imply a “laissez-faire” attitude of no government intervention. Rather, it calls on 
policy makers to design ex ante carefully how to intervene and to evaluate ex post the 
success of their policy choices and terminate unsuccessful or obsolete interventions.  This 
holds particularly now.  In view of the weak fiscal and debt position of many European 
countries,   it is all the more important to get the interventions as effective as possible. 

5.1. Some general principles on how to design policy to improve the SME-
growth nexus   
 
In view of the general nature of obstacles hindering innovation and growth in all sized 
firms in Europe, the main contribution to the development of SMEs should come from 
horizontal policies. Thus a fundamental principle guiding SME policy design is the 
need for a systemic approach: framework conditions, creating a favourable 
environment, which promotes competition and safeguards firms’ access to markets, 
finance and skills is the most important policy trajectory, even if it is not SME-specific. 
Such a business environment should be conducive to a healthy creative destruction 
process.   
 
Some basic policy don’ts:  
 
• Avoid protectionism for SMEs shielding them from market discipline – There 

is a thin line between helping SMEs to overcome disproportionate burdens, and 
excessive protectionism that could create distortions and disrupt the natural market 
selection mechanism which prohibits the exit of inefficient firms. 

• Avoid the creation of important threshold effects in legislation – e.g. different 
basic regulatory regimes that lead to a "lock in" for SMEs and will inhibit growth.  

• Avoid development of ad-hoc solutions to "claimed" SME problems without 
there being adequate evidence that the problems are indeed SME-specific and 
represent a market failure (taking into account the risk of "regulatory failure"). 

 
When it comes to principles guiding SME specific policy interventions, policies should 
address real obstacles that are SME specific and results from market failure, which policy 
intervention can redress.  This approach should be at the core of the ex-ante evaluation 
of proposed policy initiatives.  The following policies are likely to be particularly 
promising: 
 

o Move current policy emphasis on entry (start-up times) towards factors that 
influence growth.  

o Reform of bankruptcy law allowing easier exits. Exits should be faster; cheaper 
and particularly not preclude new starts. 

o Further integration of capital markets, with a particular emphasis on risk 
capital.  

o Reducing administrative burdens in the economy since these disproportionally 
affect SMEs. 
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o Foster entrepreneurial attitudes. This is a long term “cultural shift” policy 
focusing on such issues as role models, education and decreasing the “stigma 
of failure”.  

 
Since barriers induced by market failures affect different SME types differently, policy 
responses need to be differentiated. Allowing too large a group to qualify for a measure 
would dilute the objective of the policy measure and undercut the effectiveness of the 
tailored action. Young Highly Innovative SMEs, being hampered by barriers to innovate 
and grow, induced by market failure, need specific policy attention.    

5.2. Specific policy attention for young highly innovating firms 

 
The current economic crisis calls for a swift reaction to support the double whammed 
young highly innovative companies (YICs). EU Member State recovery programmes 
pay most attention to rescue large ailing firms, ignoring the young innovators with far 
less sizeable impact. This approach focuses on the short-term impact but jeopardises the 
long-term benefits from breakthrough innovations.  
 
Beyond the more immediate response to the crisis, there is also a more long-term need 
for this type of instrument, which is currently not part of the innovation policy toolbox in 
many member states or at EU level. Beyond committing sufficient resources to support 
young innovators, it is perhaps even more important to get the details of this support 
right. What follows are directions as to how policymakers should design these 
interventions. 
 
First, since young innovators need to find a complementary overall innovative 
environment to interact with, a specific policy for young innovators needs to fit into an 
overall innovation and growth policy. Second, a specific policy for young highly 
innovative firms should tackle the specific barriers they face, at least those rooted in 
market failure and where governments can redress these without inflicting new barriers 
from government failure.       
 
A specific YIC policy requires first and foremost dealing with the financial constraints.  
Public funding (subsidies) is an obvious instrument to tackle the market failure faced by 
YICs, but needs to be carefully designed to reward the risk taking inherent in radical 
innovations3.  The new EU state aid rules for innovation support by Member States 
identify the YICs and allow for a more favourable treatment.    
 
Supporting the development of private capital markets, especially the high-risk early 
stage segments is also an important policy trajectory, particularly since the efficiency of 
public funding improves in complementarity with private venture capital.    
 
Favourable tax treatment of R&D can help finance growth particularly where payment of 
tax credits are made even when the firm is not making sufficient profits to offset the 
value of the credits against its potential tax bill.  
 
Effective IPR protection is often essential to enable YICs to raise finance, to access new 
markets and to appropriate the returns from new acquired market positions.  YICs should 
be a particular target group for reducing the cost of IPR protection.  

 
3 For instance, as a risky profile often translates into a bimodal distribution of outcomes, i.e.  a high probability 
of large returns, as well as big failures,  more bonus could be put on achieving these outcomes,  while 
average/incremental results should be valued less in a YIC-specific scheme. 
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5.3. Implications for EU policy making 
 
Most of these measures will have to be taken at Member State level. But the EU level 
also entails important complementary policy levels. The Lisbon process offers a platform 
allowing the spread of best policy practices and monitoring at Community level.  It also is 
a good platform for stimulating the broader framework conditions for improving the 
innovative climate which SMEs need to thrive in. Particularly critical framework conditions 
are well functioning and large integrated markets for products and services, where 
innovative firms can source and sell their products and processes.  This puts the EU 
Single Market and Competition Policy in a pivotal position. 
 
In light of the access-to-finance-barrier for small firms, the financial services sector 
warrants particular attention.   Having a more open, integrative and competitive financial 
sector in the EU is a necessary condition for alleviating the most important barrier for 
firms to grow and innovate, i.e. access to finance.  Particularly, the segments of high-risk 
financing and (early stage) venture capital markets are pivotal for innovation.    
Removing barriers to EU-wide venture capital markets, long on the EU policy 
agenda but still unachieved, is perhaps a more efficient policy instrument at EU level 
than providing public venture capital funds to smoothen the finance constraint for 
innovative firms, particularly, since the efficiency of public support of venture capital 
depends on its complementarity with private venture capital.   
 
Although innovative SMEs are the centrepiece in EU policy documents, most EU 
innovation policy instruments do not tailor to different SME sub-segments.   Particularly 
YICs get no or little specific focus in EU policy programs (such as the FP & CIP).   Having 
this group identified in EU state aid rules is a big step forward for targeted policies at 
Member State level. It should now also be used by the EC itself to target specific EU 
programs.   
 
Annex 2 puts forward a concrete proposal to redress the financial market failure of the 
pre-commercialisation phase of innovative SMEs, particularly YICs, at EU level.  If 
implemented properly, it will alleviate financial constraints in the very early stages of the 
project and in addition, through certification, reduce financial barriers in further phases of 
the project, by easing access to private venture capital investments. As the Annex will 
detail, the proposal fits the screening test for government intervention as well as the 
subsidiarity principle for implementing it at the EU level.  It also fits the criteria of actions 
of the EU recovery action plan to deal with the impact of the current financial and real 
economy crisis.  But beyond this short-term call, there is also a more long-term call for 
this type of instrument, which is currently not sufficiently developed in the portfolio of EU 
instruments.   
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Annex 

1. Summary of the evidence on the contribution of SMEs to growth 
and innovation in the EU  
 
• In Europe small firms account for the main part of total employment (Figure 1).  The 

problem with SMEs is not in their numbers, but in their productivity profile, as their 
lower share in value added indicates (Figure 2). 

 
A. On SMEs and Growth: 
 
• A substantial part of productivity growth is driven by the churning process, i.e. the 

reallocation of resources from existing, less productive, firms to the new, more 
productive, firms.4 

 
• With entrants and exiting firms typically small, SMEs are, almost by definition, at the 

heart of this process of creative destruction. For example, in the EU almost 90% of 
employment in newly born firms in 2003 was created by firms of less than 20 
employees. The same firm size class accounted for about 80% of employment lost 
through enterprise deaths. 

 
• However, the role played by SMEs in the churning process is different between the EU 

and the US.  
 

• Although both entry and exit rates are lower in the EU than in the US, the 
differences in exit rates are substantially larger: exit rates in EU range between 
1/10 and 1/3 of US rates, while EU entry rates represent between 0.4 and 0.8 of 
the US entry rates (Figure 3). 

 
• The average size of entrants is much smaller in the US. Lower entry costs, but 

also lower exit costs (firing costs) in the US allow benefiting from the 
experimentation process supplied by the market (Poschke 2006).   

• There is a high positive correlation between entry and exit in the US, while 
this is insignificant in the EU or even negative in France, Italy and Portugal. A 
positive correlation reflects churning of firms within sectors as part of the creative 
destruction process. A negative correlation reflects more traditional sectoral 
shocks (positive for entry, negative for exit). 

• Post entry performance also differs markedly between Europe and the US. The 
short term survival rate (2 years) for American entrants is very low, but after this 
market experimentation period, the conditional survival rate of successful firms 
becomes very high. In addition, the growth in size of the firms that survive this 
experimentation period is significantly higher in the US.  Besides higher barriers to 
entry in the European markets, these results are a clear indication that there are 
also higher barriers to growth for SMEs in Europe. 

 
• The long-run effect of entry on aggregate manufacturing productivity growth 

has a smaller magnitude in the EU than in the US (Bartelsman et al 2004). 

• In medium and high-tech sectors, the entry effect is positive in all countries and 
this suggests an important role for new firms in more technology intensive 
industries, more particularly in ICT intensive sectors. In these industries, 
the entry effect is much stronger in the US than in European countries.  

                                                 
4 Empirical evidence from a sample of 19 countries during the 1990s suggests that the net contribution to 
overall labor productivity growth of the entry and exit of firms accounts for between 20 and 50 per cent of total 
productivity growth. 
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• The importance of the net entry effect in the US is particularly significant in the 
retail trade sectors, in which almost all labour productivity growth is accounted 
for by more productive entering establishments displacing less productive exiting 
ones.   

 
Overall, there seem to be clear indications that the creative destruction process is less of 
the experimenting type and therefore less effective for stimulating growth in European 
countries than in the US.   This is illustrated by the smaller scale at which entry occurs in 
the US, the faster and smaller scale of exit and the higher post-entry growth upon 
survival in the US (see Figure 4) 

B. On SMEs and Innovation: 
 
• The EU is missing young firms among the successful innovators that have made it 

into leading positions (see Figure 5).   

• Looking at innovation inputs, SMEs represent a larger share of R&D expenditures in 
the EU than in the US and Japan (see Figure 6 left panel).     

• But EU SMEs are less R&D intensive than US SMEs, although the SME gap is similar to 
the overall gap in R&D spending.  The average R&D intensity of SMEs in Europe is 
0.34% versus 0.53% in the US.  This compares to an overall average R&D intensity in 
Europe of 1.17% versus 1.57% in the US.  (DGRTD Key Figures 2007).    

• The contribution of young leading innovators to total leading R&D is much smaller in 
the EU than in the US, resp 2% versus 28% (Source:  Veugelers, 2009,  Bruegel 
Policy Brief) 

• Young, Innovative SMEs may play a specific role in innovation, even if they are not 
large in numbers and size. Not having to be concerned with incumbent profits, these 
firms are more inclined to introduce more radical innovations, as Figure 7 illustrates 
for Germany.  

 
• Survey data for the EU (Figure 8) confirm the importance of access to finance and 

too high economic risks as the major hampering factors for innovation, for all types of 
firms, but somewhat more for small than for large firms.    A second tier of barriers is 
formed by access to skills, which again impedes both small as well as large firms.   
Also regulatory burden shows up in the second tier of barriers.   Here, the data are 
suggestive of this burden being somewhat stronger for small firms.   

 
• In the context of access to finance, perhaps more important than firm size, is the 

effect of firm age which can be interpreted as reflecting the reputation and goodwill 
of a firm. Analysis of German data confirms that small firms and R&D intensive firms 
are more constrained by lack of internal and external funding.  But on top of this, 
young innovative companies are even more financially constrained (Schneider, C. 
& R. Veugelers, 2010). 

• There is, as yet, little analysis on how the EU is doing with respect to the 
complementarity between small and large firms.  Collaborative agreements, joint 
networks,  joint geographic location (in local clusters) are all mechanisms which 
foster the interaction between large and small firms.   CIS survey data reveal the low 
propensity for innovative SMEs to be engaged in R&D cooperation with others (see 
Figure 9).  While on average about 14% of innovative SMEs are cooperating with 
others, this is much higher in Denmark, Sweden and Finland, with the latter two also 
characterized by a dominant share of large firms in R&D.   These countries are also 
the three countries that are leading in overall innovative performance in Europe (EC-
EIS Scoreboard, latest results), suggestive of the importance of a well connected 
innovation ‘system’.  
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2. A (green) EU-SBIR program proposal 
 

The program would fund project proposals from small businesses to bring to 
commercialization, innovative ideas emerging from FP funded research.   
 

• The funding could be (specifically) targeted to designated areas, particularly 
climate change & energy.    

 
The funding will only be for the pre-commercialisation stage, where there are still 
large uncertainties and financial market failures. The stage with the commercialization of 
the results of these projects requires the use of other (private) funding.   
 
In view of the high risks/uncertainties involved, the funding should be phased.   
 

• Phase I (Conceptual Design Phase) is a feasibility study to evaluate the scientific 
and technical merit of the idea.   These awards should be for a short period and 
smaller amounts. 

• Phase II (Prototype Development Phase) is to expand on the results and further 
pursue the development of Phase I.   Amounts here are for a longer period and 
much bigger budgets.    

• Phase III (the Commercialization Phase) should be anticipated in the proposal (i.e. 
part of the selection should be based on the evaluation of the anticipated 
commercialization strategy) but not be funded. 

 
Evaluation of the project should be on the basis of scientific and technical 
characteristics, but also and a fortiori on the likelihood of commercialization success.  
This implies a mixture of expertise in the selection committee (scientific, technological, 
commercial, finance).  Evaluation should be highly selective and of top quality (on the 
basis of highest standards of excellence).  This allows the program to act as a signal of 
quality (certification), which will help the selected participants to attract complementary 
current and later funding (of Phase III).    
 
The funding is directed towards innovative SMEs only, as these firms are more impeded 
by access-to-finance barriers.     
 

• A special higher financing scheme should be envisaged when Young Innovative 
SMEs are selected (cf state aid regulation allowing for more favourable treatment 
of YICs.   

• In principle larger companies could qualify too (the US extends the SBIR program 
reach to firms with up to 500 employees), as there is also evidence that these 
companies face financial barriers too, at least for highly innovative projects;  So, 
as long as the criterium of high-intensity of high-risk innovative activities is 
maintained,  firms larger than 250 could qualify too; 

 
Contrary to most other current EU funded projects, there is no need to collaborate on 
these projects, neither nationally, nor internationally.  As these projects are bridging the 
gap between the research phase and the commercialization phase, companies will be 
more reluctant to put these project through the application procedure if they are forced 
to collaborate on these. One could envisage a special bonus for collaboration 
(internationally), as long as it is not a condition for application/selection. 
 
The program should be pilot-designed, evaluated and re-adjusted or cut if not 
successful. 
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Arguments for an EU-level approach (subsidiarity): 
 

• Economies of scale in the selection procedure and competition among applicants 
at EU level assures the selection of only the top level of excellence (cf ERC).  By 
being able to draw on the best of experts, projects and procedures, a high-
quality-excellence selection can be assured.  This is very important, not only for 
the success of the program directly, but also to provide the selected participants 
with a quality label that smoothens their access to further financing. 

• By targeting areas with high international spillovers, the EU supports 
complementary areas where individual countries are likely to underinvest in.  In 
addition, targeting the climate change & energy area supports the EU’s Climate 
Change Policy, improving, through innovations, the efficiency of mitigation and 
abatement policies to reach the 20/20/20 target.  

• By increasing the likelihood of commercialization of EU RTD funds, it improves the 
leverage from past and currently spent EU RTD funds into EU growth & jobs, 
directly addressing the European Paradox;  

• The commercialization strategy, included but not funded in the program, should 
involve the intra-EU diffusion of the innovations (international licensing) or of the 
innovative products/processes (sales or production) in the EU market (and 
beyond). 

 
 

Source: Veugelers, R., 2009,  A lifeline for Europe’s Young Radical Innovators, Bruegel 
Policy Brief, 2009/01, Bruegel Brussels. 
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Statistical Annex 

 
 

Figure 1. SME's employment share: manufacturing and services, 2003 
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 Note:  Selected countries based on data availability from Eurostat SBS database. 
 
 

Figure 2. SME's value added share: manufacturing and services, 2004  
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 Note:  Selected countries based on data availability from Eurostat SBS database. 
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Figure 3: Aggregated entry, exit and net entry rates (in %) by country (1997-
2003) 

 
Source: “Impact of Market Entry and Exit on EU Productivity and Growth Performance”, 
M. Cincera  and O. Galgau  (2005). EC Economic Papers 222. 
 
 
 
 
Figure 4. Comparing Entry, Exit and Growth in the US and the EU 
 

 
 
Source: Aghion, Bartelsman, Perotti, Scarpetta, 2008, Barriers to Exit, Experimentation 
and Comparative Advantage, LSE WP 056.  
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Figure 5:  Europe missing young leading innovators 
 

 
 
 

Source: Veugelers (2009) A lifeline for Young Radical Innovators, Bruegel Policy Brief 
 

The graph is based on a sample of 226 companies, obtained from matching firms in the 
FT Global 500 (2007) with the 2007 EC-IPTS Top 1000 R&D scoreboard companies.  
Leading Innovators are thus defined both by the size of market capitalization and R&D 
expenditures. The US has 80 companies in the sample, Europe 86 and other countries 
60. 
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Figure 6:  Share of SMEs in business R&D and government-financed business 
R&D 

 

 
 
To get an idea of the preferential treatment of SMEs in government support for R&D,  we 
can compare the importance of SME's in government financed business R&D (right panel) 
with the share of SMEs in expenditures on R&D5 (left panel). If the right panel share far 
exceeds the left panel share,  this is clear evidence of  a favour/focus towards SMEs in 
government support for R&D policies.   
 
Source:  STI Scoreboard 2007 

 

                                                 
5 The share of SMEs in R&D expenditures differs markedly across countries (left panel), as was also 
demonstrated in section 1.   In countries like Finland, Sweden, UK,  France, France  around or less than 20%,  
Germany around 10%.  US also has a relatively small share of SMEs in total R&D, but within SMEs population, 
almost half of their R&D is accounted for by <50.     
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Figure 7:  Young Innovative Firms and their contribution to radical innovations 
 

 
Source: Veugelers (2009) A lifeline for Young Radical Innovators, Bruegel Policy Brief 
 
On the basis of 1342 innovation-active companies responding to the German CIS-4 
survey  
YICs defined as <6 age, <250 employees, RDI >15% (see EC State Aid Rules for Young 
Innovative Enterprises).  Superior YIC performance confirmed in econometric analysis, 
even after corrections for firm size, age, sector, R&D inputs 
 
 
Figure 8: Proportion of enterprises that regard selected hampering factors as 
highly important (% of all enterprises);  By size class 

 
 
Source: Eurostat,  Innovation in Europe, CIS3 results,  2004 
 
Figure 9: Innovative SMEs co-operating with others (as % of all SMEs);  By 
country; 

 
Source: Eurostat, Statistics in Focus, 116-2007, CIS 4 results  
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