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Executive Summary Internationalisation of European SMEs

A. Background

The results of the last two EU commissioned studies on internationalisation of
SMEs: the 2003 Observatory of European SMEs study “Internationalisation of
SMEs”* and the Flash Eurobarometer 196 “Observatory of European SMEs” of 20072
seemed to portray substantially different pictures on the degree of internationali-
sation of European SMEs. The goal of this study is to provide an updated and com-
prehensive overview of the level of internationalisation of European SMEs and de-
rive conclusions and recommendations from it. In this study internationalisation
refers not only to exports but to all activities that put SMEs into a meaningful
business relationship with a foreign partner: exports, imports, foreign direct in-
vestment, international subcontracting and international technical co-operation.
The data and conclusions of this study are based on a survey of 9,480 SMEs in 33
European countries during Spring 2009.

B. Key results of the Survey

B1. On the situation and drivers to internationalisation

A considerable number of European SMEs are engaged in international ac-
tivities yet only a small percentage is involved in internationalisation be-
yond the Internal Market.

The two most common modes of internationalisation are exports and im-
ports:

— 25% of SMEs within the EU27 export, of which about 50% also go beyond the
Internal Market (13%).

— 29% of SMEs within the EU27 import, again 50% import from countries outside
the Internal Market (14%).

In addition:

— 7% of SMEs within the EU27 are involved in technological co-operation with a
foreign partner.

— 7% are a subcontractor to a foreign partner.

— 7% have foreign subcontractors

— 2% of SMEs are active in foreign direct investment.

There is a direct link between the level of internationalisation and size
of the company
The larger the company, the more it tends to internationalise. This applies to any
single mode of internationalisation. For exports 24% of micro, 38% of small and
53% of medium-sized SMEs are active, for imports the respective percentages are
28%, 39% and 55%.

'http://ec.europa.eu/enterprise/enterprise policy/analysis/doc/smes observatory 2003 report4 en.
pdf

2 http://ec.europa.eu/public_opinion/flash/fl196 en.pdf




The smaller the country, the more its SMEs are internationalised, but
the SME’s proximity to a national border does not have much effect on
its level of internationalisation

There is a negative correlation between the size of the SME's home country popu-
lation and its level of international activity. Countries such as Estonia, Denmark,
Sweden, the Czech Republic and Slovenia have a much higher percentage of ex-
porters than the EU average of 25%. Germany, France and UK score below aver-
age.

SMEs located close to a border show much higher activity rates with their cross
border regions but this is not followed by being more internationally active in gen-
eral.

Trade, manufacturing, transport and communication and research are
the most internationalised sectors

This study analysed 26 separate sectors. The highest percentage of international-
ised SMEs is found in wholesale trade, mining, manufacturing and sale of motor
vehicles. Within services, the sector 'research' scores very highly. Sectors of activ-
ity with the highest share of exporting SMEs are mining (58%), manufacturing
(56%), wholesale trade (54%), research (54%), sales of motor vehicles (53%),
renting (39%) and transport and communication (39%).

Exporting and importing activities increase in intensity by age of enter-
prise
The percentages of SMEs that are exporting gradually increases from just over
15% for enterprises up to 4 years of age to nearly 30% for enterprises that have
existed for 25 years or more.

Most often SMEs start international activities by importing

If SMEs are both importing and exporting, they start with import twice as often
(39%) as starting with exports (18%). 42% started with imports and exports in
the same year.

Not many of the internationally inactive SMEs are planning to start in-
ternational activities in the foreseeable future
Few non-internationalised companies show any intention to start international op-
erations. Only about 4% of all SMEs have concrete plans to start such activities.

Partner countries are mostly other EU countries. Except for imports
from China, relations with BRIC countries are generally underdeveloped

Whereas three quarters of all exporting SMEs are oriented towards markets in
other EU Member States, emerging markets such as Brazil, Russia, India and China
(BRIC) are only served by 7% to 10% of exporting SMEs. Only in transport and
communication is this percentage much higher. Also for imports, most SMEs (86%
of importers) focus on other EU Member States, but here also China is quite impor-
tant (27%).



Companies involved in E-commerce are more internationally active

Having the possibility to sell products or services online is positively correlated
with being active in export or import markets (also when controlled for other ef-
fects such as size of firm). The conclusion would be that the Internet has made it
easier for SMEs of all sizes to overcome some of the barriers to internationalisa-
tion. In fact the relationship between certain barriers and the size of firm has
weakened because of the Internet.

Barriers for internationalisation as perceived by SMEs

The most important barriers, as reported by SMEs, are:

— Internal barriers: price of their own product or service and the high cost of in-
ternationalisation.

— External barriers: lack of capital, lack of adequate information, and lack of ade-
quate public support and the costs of or difficulties with paperwork associated
with transport.

Lack of capital and lack of adequate public support score even higher with refer-

ence to EU-EEA markets than with reference to third markets. This might be re-

lated to the fact that generally somewhat larger and more experienced SMEs are
active in third markets. Both barriers are more important the smaller the SME is.

Awareness of public support programmes among SMEs is low

SMEs are generally not well aware of the existence of public support programmes
for internationalisation that could be used by their firm. The percentages that are
aware range from 15% for micro enterprises to 27% for medium sized enterprises,
and from only 10% for enterprises that are not internationally active to 22% for
SMEs with international activities. By sector: 20% to 25% of SMEs in wholesale
and manufacturing are aware of support programmes, whereas for retail, transport
and personal services this is only 10% to 13%.

Step one in adequately supporting SMEs to access international markets opportuni-
ties, is to raise the rather low awareness of business support programmes among
SME.

Also use of public support is rather low

Only a small number of the SMEs actually use public support measures. Financial
support is, in 2009, used more by the larger SMEs: micro 10%, small 13% and
medium-sized 16% of enterprises with international activities. Non-financial sup-
port is used more by the smallest firms: micro 10%, small 8% and medium-sized
enterprises 6%.

By country the differences are very large. A very high percentage of SMEs in Aus-
tria (47%) and Turkey (32%) reported using financial support whereas in countries
such as Portugal, Denmark, the Netherlands, FYROM and Iceland this is 1% or
less. The use of non-financial support is highest in Slovenia (23%), Cyprus (19%)
and Latvia (16%), but only between 2% and 10% in 10 countries, and below 2% in
15 of the 33 countries.



B2. On the effect of internationalisation on business performance

Being internationally active strongly relates to higher turnover growth

There is a positive correlation between being internationally active and reporting
high turnover growth. More than 50% of SMEs that invest abroad and SMEs that
are involved in international subcontracting, report increasing turnover from 2007-
2008, whereas for all SMEs this is about 35%.

SMEs that are internationally active report higher employment growth

SMEs that are internationally active generally report higher employment growth
from 2007 to 2008 than non-active SMEs, for example:

— Exporters’ employment growth 7%, non exporters 3%.

— Importers employment growth 8%, non importers 2%.

— SMEs both importing and exporting 10% employment growth; others 3%.

— SMEs with FDI employment growth 2007-2008 16%, others 4%.

The relationship between internationalisation and innovation is strong

26% of internationally active SMEs introduced products or services that were new
for their sector in their country, for other SMEs this is only 8%. These internation-
ally active SMEs are also more active with process innovations that are new for
their sector in their country (11% vs 3% for the SMEs without international activi-
ties).

C. Recommendations for SME Policy Support

Awareness and use of public support programmes need to be promoted
much more vigorously
For SMEs that use the support provided, the effect of public support is relatively
important. But SMEs are generally not well aware of the existence of public sup-
port programmes for internationalisation and the level of use of these instruments
is very limited: less than 10% of the internationally active SMEs use them.

Easier access to support measures for micro firms

The smallest (micro) SMEs are the ones that need and would benefit most from
support programmes yet paradoxically they are the ones that are least aware and
are the lowest users. This is particularly relevant in the case of financial support,
especially considering that lack of capital figures prominently among the barriers
reported in the survey. Therefore efforts should be made to improve the access of
especially micro and small SMEs to existing public financial support mechanisms.
Support programmes, financial and otherwise, must be more specific in their tar-
gets and objectives and include monitoring tools.



Support innovation to spur internationalisation
The results of the study confirm that there is a strong link between activities on
international markets and different forms of innovation. These findings on the link
between innovation and internationalisation do suggest - even if the direction of
the casual effect is not always clear?® - that it is a good thing to design and present
policy support measures aimed at stimulating innovation and internationalisation in
conjunction. It might also be considered to merge the agencies that are imple-
menting these two types of policies.

Not only focus on export, also on import
The survey shows that import is an important activity for SMEs, not only in its own
right (sourcing inputs to remain competitive) but also as a stepping stone to
broader internationalisation. However, most public support programmes still focus
on exporting.

Foster e-commerce
E-commerce activity is positively correlated with being active in export or import
markets. The Internet has already made it easier for SMEs of all sizes to overcome
some of the barriers to internationalisation. Actions by policy makers to facilitate a
continuing growth of e-commerce may further strengthen this effect such as ac-
ceptance of electronic signatures.

Cooperation between MS in collecting market information
Lack of information is a crucial barrier for doing international business and might
be due to a market failure. The costs that have to be incurred to address this gap
could be substantially reduced by ensuring that the amount of 'double work' within
the EU is further reduced.
Efficiency gains could be obtained by organising, at EU level, the collection and
analysis of information on market developments and the legal and institutional en-
vironment in foreign markets. This would allow local agencies to focus on being an
efficient interface with their national business community.

3 Actually the survey suggested casual effects in both directions, for example experience on interna-
tional markets contributing through learning effects to innovation.






1.1

1.2

Introduction

This first chapter sketches briefly the survey which serves as the basis of the
study, the set-up of the survey used and the data originating from the sample of
SMEs across 33 countries in Europe on which the subsequent chapters are based.
More details are provided in Annex I, II and III.

The objectives of the study

The goal of this study* on internationalisation of SMEs is to contribute to a better
understanding of the level and structure of internationalisation of European
SMEs. This study analyses the various modes of internationalisation, timing and
sequence of (entry) modes and SME size, sectoral and geographical variations.
The use and effectiveness of public support as perceived by SMEs and the possi-
ble synergies between internationalisation and other growth areas such as inno-
vation at firm level were also considered.

To this end an in-depth survey was carried out to obtain a clear view of the cur-
rent state of internationalisation of SMEs in 33 European countries. The modes of
internationalisation considered are direct exports, direct imports, foreign direct
investment, subcontracting and international technical co-operation.

This report presents an overview of the information collected, analyses major
findings and presents conclusions and recommendations on policy measures to
support enterprises in their internationalisation efforts. The dataset containing
the raw data originating from 9480 extended SME interviews is also available to
allow additional analyses.

The SME survey

Number of SMEs, countries and size-classes

This report is mainly based on the results from a survey among SMEs in 33
European countries and aims to describe and analyse the variance in incidence of
various forms of international business activities among SMEs in various coun-
tries, size classes and sectors of activity.

The survey covered the 27 EU Member States and 6 non-EU countries: Croatia,
Iceland, Liechtenstein, FYROM?®, Norway and Turkey.

Disproportional stratified sample and weighing

A proportional, random sample of European SMEs would result in a large number
of responses from micro retail enterprises in large economies such as Italy, but
hardly any information on medium-sized manufacturing in Estonia (because their
number is very limited). In order to obtain conclusions for groups of enterprises
at different levels, e.g. manufacturing SMEs or SMEs in smaller economies, these
categories of firms are over-sampled to guarantee a sufficient number of obser-
vations in such classes.

* The study was commissioned by DG Enterprise and Industry of the European Commission and
implemented by EIM Business & Policy Research in the Netherlands.

> Former Yugoslav Republic of Macedonia.
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The disproportional stratified sample plan considered three dimensions:

— 33 European countries as mentioned above;

— 3 SME size classes: micro enterprises (1-9 occupied persons), small (10-49)
and medium-sized enterprises (50-249);

— 26 sectors of activity (see Annex I, Table 20).

By using a disproportional stratified sample it is guaranteed that within each
country, information is obtained from a reasonable spread of respondents among
size classes and sectors of activity. The sample features approximately equal
numbers of interviews per size class. In Europe about 92% of all SMEs are micro
enterprises and a proportional sample would not have provided sufficient num-
bers of small or medium sized companies to extract conclusions on these groups.
Because the sample is not proportional to the distribution of the European enter-
prise population, all findings and conclusions are based on weighted results tak-
ing the actual distribution of the 24 million SMEs in these 33 countries by size
class, sector of industry and country into account.

Levels of confidence obtained

The results presented in this report are based on a large scale survey of 9,480
firms. The sample size is sufficiently large to guarantee a 95% confidence level
within a 10% range for most results®.

A more detailed account of the sample plan, weighting, levels of confidence ob-
tained, etc. is provided in Annex I. An overview of the questionnaire and routing
(showing how many respondents answering each question) is shown in Annex II.

Comparing results from different surveys

The survey reported in this report with 9480 responding SMEs across 33 coun-
tries in Europe certainly contains relevant findings at a reasonable level of confi-
dence, and allows studying a range of potentially interesting relationships. How-
ever one should always be careful when comparing absolute levels taken from
this or other studies because:

— Percentage of exporting SMEs may include enterprises without employees, or
exclude such enterprises.

— The percentage of SMEs that export, either based on SMEs that report their
export turnover vs the percentage of all SMEs that report exports in at least
one of the previous 3 years.

— The share of export in the turnover of SMEs, either based on only exporting
SMEs or also including SMEs without any exports.

5 Statistical theory shows for dichotomous variables that if sample errors are not to exceed +
10% for a finding of 50% at a confidence level of 95%, a total sample size of about 100 is
needed for the sub- group for which one formulates an inference. Hence a statement like '50%
of medium-sized enterprises in Romania are aware of existing export support measures' would
imply - as there are about 100 respondents from medium-sized enterprises in Romania - that it
is 95% certain that the real value in the enterprise population will be between 40 and 60%.
However if we state that only 2% of European SMEs are active in foreign direct investments, it
is - considering variation due to sampling only - 95% sure that the actual percentage is between
1.7% and 2.3% because all 9480 SMEs answered this question. For variables of a different type
(numerical variables), a similar reasoning applies.



1.3

Fieldwork period

The actual fieldwork was carried out in January-April 2009. Seasonally adjusted
data show that export to and import from non-EU countries (extra-EU27 trade)
increased up to July 2008, thereafter exports as well as imports decreased, but
as imports slowed down more the trade balance improved’. For internationally
active SMEs this period was not 'business as usual' and this might have affected
their responses. This should also be taken into account when interpreting the re-
sults of the study.

General characteristics of enterprises sampled

Responses from the survey reveal some information on the profile of the respon-
dents®.

Legal form and position of respondents within SMEs

Nearly all responses relate to independent SMEs (97%). The remaining enter-
prises have less than 50% ownership by other enterprises.

The responding 9480 individuals have the following position (unweighted): gen-
eral manager (2858), owner (2501), other member of management team (2287),
accountant (1180), international business manager (295), export manager
(190), family member (169). Of the respondents 6462 were male and 3017 fe-
male.

Distribution by country and size class

Table 21 in Annex 1 shows the distribution of the completed interviews among
the 33 countries and the three size classes. The number of completed interviews
per country ranges from 118 in Iceland to 623 in Italy.

By legal status, nearly all responding SMEs belong to one of four types: sole pro-
prietor (n=1246); private limited enterprise (n=5575), public limited enterprise
(n=1326) and partnership (n= 1245)°.

Sector of activity

The aim was to obtain at least 150 respondents from each of the 26 sectors of
activity distinguished in the sample plan. The figures in Section 2.3 Internation-
alisation by sector show all manufacturing sub-sectors combined, but one should
note that this classification is still rather detailed. Sub-sectors such as mining
(n=142), electricity (n=141), or research (n=141) have a small number of ob-
servations, so the detailed figures by 17 sub-sectors in Section 2.3 should be
treated with care.

Therefore a more aggregated classification has also been developed that has
(unweighted) sufficient numbers of observations in each class ranging from 477

In June 2009 the EU27 estimated extra-EU27 trade balance had remarkably improved compared
to one year earlier: -4.3 billion euro compared to -19.3 billion euro in June 2008. Also the trade
balance for the EURO area showed an improvement: +4.6 billion euro compared to zero for June
2008. Eurostat Newsrelease, euroindicators, 119/2009, 17 August 2009. See:
http://www.eurostat.eu/.

®

Unlike other chapters, all numbers in this section are unweighted numbers of completed inter-
views.

° Category others: 88.
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1.4

in transport and communication and 638 in wholesale trade to 2383 in manufac-
turing. This classification is used in Chapter 2 and is also used in describing the
partner countries for European SMEs in exporting and importing in Chapter 3.

Age of enterprise

Unweighted, 1651 (17%) of the responding SMEs are relatively young (less than
10 years); 4409 are established for 10 to 24 years, the remainder have been in
existence for more than 25 years.

Structure of the report

The report consists of seven chapters:

— The introduction in Chapter 1.

— Chapter 2 provides a detailed account of the incidence of internationalisation
by country, sector and SME size.

— The international markets of European SMEs are described in Chapter 3.

— Chapter 4 studies the link between internationalisation and several other phe-
nomena: the size of the country in which the SME is located; the distance of
the SME to the nearest land border and entry modes of internationalisation
('do enterprises generally start with exporting, or does importing come
first?'). The association between internationalisation and the use of e-
commerce, product and process innovation and the performance of the enter-
prise is also analysed.

— Barriers to internationalisation and government support to foster further in-
ternationalisation are discussed in Chapters 5 and 6 respectively.

— Finally conclusions and policy issues are presented in Chapter 7.

Chapters 2, 3 and 5 include a brief section comparing results of Europe with Ja-

pan and the United States of America.

There are 6 annexes: set up of the survey; overview of questionnaire and rout-

ing; world regions distinguished; Probit regression explaining export and import;
a number of policy examples described and literature used.



2 Overview internationalisation of European SMEs

Chapter 2 provides an overview of the different modes of internationalisation dis-
tinguished in this study: exporting, importing, foreign direct investments (FDI),
international technical cooperation and subcontracting.

More than 40% of European SMEs are involved in some form of international re-
lationship. The percentages vary from nearly 30% of SMEs that import to only
2% of SMEs having foreign direct investments.

Only 4% of SMEs have plans to become internationally active in the coming
years.

2.1 General picture

2.1.1Different modes of internationalisation

The following modes of internationalisation have been studied for the period
2006-2008: importing; exporting; foreign direct investments (having establish-
ments abroad); technological cooperation with enterprises abroad; acting as
subcontractor for a foreign main contractor and having foreign subcontractors.

Figure 1 Percentage of European SMEs involved in international business activities, hav-
ing concrete plans to start such activities or none at all. For various modes of
internationalisation, all 33 countries

Import 30% ‘ 68% ‘
| |
Export 26% 71%

| |

Tech. Coop. | 8% 89%
| |

Being subcontr. 8% 89%
| |

Having subcontr. 7% 90%
| |
FDI 94% ‘ ‘

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

O Active 2006 - 2008 B Plans to start ONone

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

The overall situation as resulting from the present survey is shown in Figure 1.
More than 25% of European SMEs are involved in exporting or importing,
whereas in the other modes less than 10% are active.

However, only half of them were active outside the Internal Market in the period
2006-2008. This applies to exports, imports and subcontracting, the three modes
for which data allowed this distinction to be made (See Figure 2).

15



Figure 2 Percentage of SMEs in EU27 involved in international business activities
beyond the Internal Market

Import 14%

Export 13%

Sub-contracting

= |

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

O Active Extra Internal Market 2006-2008 ONot active

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Figure 3 shows the differences between the 27 EU Member States and the other
6 European countries included in the survey: Croatia; Iceland; Liechtenstein; FY-
ROM; Norway and Turkey. The percentage of SMEs reporting international activi-
ties is higher in the non-EU countries. Figure 3 shows that combining all 6 modes
of internationalisation studied, this includes 44% of all SMEs within the EU and
49% of SMEs in the six non-EU Member States covered.

Figure 3  Incidence of import and export and other modes of internationalisation (per-
centage of SMEs, EU Member States and non-EU-members*)

25%
Exports °

28%

Imports 33%

Export and import

) 38%
Export and/or import

45%
DFI, coop. and/or subcontr. 17%
relationships 20%
44%
Any int ti | activit
Iy imernations acvy # 49%
0% 10% 20% 30% 40% 50% 60%
OEU27 B Non EU-members

Note (*): Non EU- Members refers exclusively to the countries considered in this survey:
Croatia, Iceland, Liechtenstein, FYROM, Norway and Turkey.
Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

By creating mutually exclusive categories (e.g. enterprises only exporting) one
can see that importing and exporting very often coincide within the same enter-
prises. Of all enterprises that either import or export, more than 40% are active
with both modes as shown in Figure 4.

16



Figure 4 Percentage of SMEs with direct exports and/or imports in 2006-2008

13%

16% @ Only import

B Import and export

OOnly export

61% ONo import and no export

10%

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

To provide a bit more detail about the incidence of each mode of internationali-
sation the survey findings are analysed subsequently in sub-sections focusing on
size of firm, sector, country group and age of firm.

2.1.2Size of firm

The percentage of SMEs that is involved in international activities is closely re-
lated to the size of the firm (in terms of number of workers). Table 1 shows that
for each mode of internationalisation the percentage of SMEs increases by firm
size'®.

Table 1 Percentage of SMEs with international business activities in 2006-2008, by en-
terprise size

Mode of internationalisation Micro Small  Medium-sized Total

Percentage of all SMEs

SME with direct exports 24% 38% 53% 26%
SME with direct imports 28% 39% 55% 29%
SME has invested abroad 2% 6% 16% 2%
SME with technological cooperation with enter-

prises abroad 7% 12% 22% 7%
SME has been a subcontractor to a foreign main

contractor 7% 11% 17% 8%
SME had foreign subcontractors 7% 12% 16% 7%
SMEs with at least one of these 6 international

activities 43% 58% 73% 44%
Total N, unweighted 3253 3260 2967 9480

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

10 _Amongst other sources, empirical work by the Belgium National Bank notes that the degree of
internationalisation strongly depends on the number of employees of the firm: Mu(ls, M, M. Pisu
(2007): Imports and Exports at the Level of the Firm: Evidence from Belgium, working paper re-
search, National Bank of Belgium. P. 40.

17



The relationship of each mode of internationalisation to size class is quite pro-

nounced:

— The share exporting; importing or active in subcontracting is at least twice as
high for medium-sized enterprises as for micro enterprises.

— Medium-sized enterprises are three times more active in technical cooperation
than micro enterprises.

— For FDI there is really a large difference, by size class micro 2%, small 6%
and medium-sized 16%.

Figure 5 depicts the overall relationship between 'being involved in any form of
internationalisation' (defined as SMEs either exporting, importing, investing
abroad, cooperating internationally, or having international subcontractor rela-
tionships) and size of firm.

Figure 5 Percentage of internationalised (*) SMEs in 2006-2008 by size of firm

80%

73%

70%
58%

60%

o
50% 43% 44%

40%
30%

20%

10%

0%

Micro Small Medium Total

Note (*): Internationalised SMEs are defined as SMEs either exporting, importing, investing
abroad, cooperating internationally, or active in international subcontracting.
Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

It has been questioned whether the size class effect described is not due to a
sector effect. Micro enterprises might only have a lower export orientation be-
cause many micro enterprises are retailers. To this end we estimated two Probit
models describing the chance that an SME is involved in export or import. In
these models several explanatory variables are included implying that for exam-
ple the effect of size is corrected (controlled) for other effects such as the sector
effect described above. The models run showed that also in this multivariate ap-
proach the effect of size (and other variables) remains significant. See Annex IV
for a brief discussion of the results of the two Probit models.

2.1.3Sector

Figure 6 shows that manufacturing and wholesale trade have a very high share
of exporting SMEs (just above 50%). In personal services and the construction
industry this is 11% or lower!. Also for importing, manufacturing and wholesale
trade are the most important, but here wholesale trade scores much higher than
manufacturing as shown in Figure 7.

1 Also here the Probit model presented in Annex IV indicates that this effect remains significant
when corrected (controlled) for other variables.



Figure 6 Percentage of SMEs with export in 2006-2008 by sector

Manufacturing ] 56%

Wholesale trade ] 54%

Transport and communication ] 39%

Retail trade ] 25%

Business services ]119%
Personal services 11%
Construction 7%

0% 10% 20% 30% 40% 50% 60%

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Figure 7  Percentage of SMEs with import in 2006-2008 by sector

Wholesale trade | 71%

Manufacturing | 49%

Retail trade ] 39%

Transport and communication | 26%
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

For foreign direct investment similar scores are found for manufacturing, whole-
sale trade, transport and communication and business services (all 3% to 4%).
Construction and personal services again show the lowest score (less than 1%).

The percentage of SMEs with international technical cooperation is between 5
and 10% for most sectors. Business services scores the highest with nearly 12%
and retail trade the lowest with some 3%.

With regard to subcontracting - for most sectors between 5% and 10% - trans-
port and communication score a lot higher: over 20% of SMEs in this sector
acted as a subcontractor to foreign firms, and also more than 20% had foreign
subcontractors.

To summarise these findings by main sector groups we list the sectors with the
highest percentages for each mode of internationalisation:

— Import: wholesale.

— Export: wholesale and manufacturing.

— FDI: business services.

— Technical cooperation: business services.

— Subcontractor to foreign firm: transport and communication.

- Having foreign subcontractors: transport and communication.
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Therefore, when studying internationalisation of SMEs and considering policy
measures it might be worthwhile to distinguish between the modes of interna-
tionalisation and sectors of industry.

2.1.4By country group

In Table 2 a distinction is made between the 27 EU Member States and the 6
non-EU countries. The table shows that for all modes of internationalisation dis-
tinguished, the incidence is somewhat higher in the non-EU countries. With re-
gard to 'being a subcontractor to a foreign main contractor' the difference is
really substantial; it is almost twice as high in non-EU countries (13% vs 7%).
This latter effect might be related to relatively low wage unit costs in several of
the non-EU countries considered, e.g. Turkey.

Table 2 Percentage of SMEs with international business activities in 2006-2008, by
country group

Mode of internationalisation EU Non-EU Total

Percentage of all SMEs

SME with direct exports 25% 28% 26%
SME with direct imports 29% 33% 29%
SME invested abroad 2% 3% 2%
SME with technological cooperation with enterprises abroad 7% 9% 7%
SME has been a subcontractor to a foreign main contractor 7% 13% 8%
SME had foreign subcontractors 7% 7% 7%
SMEs with at least one of these 6 international activities 44% 49% 44%
Total N, unweighted 8332 1148 9480

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

The overall result is that in the EU Member States some 44% of SMEs report at
least one form of international activities, whereas in the non-EU Member States
this is 49%.

2.1.5Age of firm
Figure 8 shows that the percentage of SMEs importing and exporting steadily in-
creases with the age of the firm. Although differences are not very large they are
statistically significant. However with regard to the other forms of internationali-
sation such a regular pattern could not be established as shown in Figure 9.
For the four modes portrayed in Figure 9, i.e. foreign investments, technological
cooperation, being a subcontractor or having a foreign subcontractor, enterprises
that are between 5 to 9 years old show the highest incidence. Here differences
are somewhat larger and also statistically significant. Enterprises that are older
are less involved. Interestingly older enterprises are however relatively much
more involved in export and import (as shown in Figure 8).



Figure 8 Percentage of SMEs with imports and exports in 2006-2008 by age of firm
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Figure 9 Percentage of SMEs engaged in four types of international business activities in
2006-2008, by age of firm
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

2.1.6 FDI

The total number of SMEs that invest abroad is rather limited, i.e. about 2%.
This still amounts to about 500 000 SMEs in Europe. However numbers in the
sample are too small to allow detailed analysis. At an overall level some main
characteristics are presented in Figure 10 and Figure 11. Figure 10 shows that
most foreign establishments are subsidiaries (42%), but considerable numbers
are just branch offices (not separate legal entity) or joint ventures.

Figure 11 presents the function that these foreign establishments have, there are
four main categories: representative office, sales office, local production and
'‘other'. Only 2% have mainly offices used for sourcing inputs.

Most of the 2% of all SMEs that did invest abroad limit themselves to one coun-
try (71%).
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Figure 10 Legal form of foreign establishment (percentages)
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (this subgroup N=698).

Figure 11 Type of activities carried out by foreign establishment (percentages)

3%

O Representative office only
W Sales office only

OBuying office only

OLocal production

B Other

B Do not know/no answer

2%

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (this subgroup N=698).

The Observatory of European SME 2007'? established that only a very small
number of EU SMEs have subsidiaries or joint ventures abroad (5%). The main
reason for SMEs to invest abroad, derived from this Flash Eurobarometer Survey,
is the geographic proximity as supplier to other enterprises. Figure 12 provides 7
main reasons. One third of the responding SME answer 'do not know'.

12 European Commission and the Gallup Organisation 2007. Flash Eurobarometer 196 - Observa-
tory of European SMEs, Analytical report.
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Figure 12 Main reason for having foreign subsidiaries/joint ventures abroad, percentage of
SMEs with subsidiaries/joint ventures abroad
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Source: European Commission and the Gallup Organisation 2007. Flash Eurobarometer 196 -
Observatory of European SMEs, Analytical report, p. 60.

Details by country

There is a negative correlation between the size of the SME's home country
population and its level of international activity. Countries such as Estonia, Den-
mark, Sweden, Czech Republic and Slovenia have a much higher percentage of
exporters than the EU average of 25%. France, Germany and UK score below av-
erage.

In this section the six modes of internationalisation are considered by country.
The 27 EU Member States are shown individually*®* and are indicated by the two
letter ISO code'®. In the following four figures the results for all Member States
are presented. In each figure the EU average - that was shown in Figure 3 - is
indicated by a red line, so:

— Figure 13: exporting: 25%;

— Figure 14: importing, EU average: 29%;

— Figure 15: FDI, technical cooperation, subcontracting relationships: 17%;
— Figure 16: one or more of all 6 forms of internationalisation: 44%.

The six largest EU economies, i.e. France, Germany, Italy, Poland, Spain and the
United Kingdom represent over 70% of all SMEs of EU27*°. Figure 13 shows that

131t should be noted that the estimates are not very robust for all Member States. Table 21 in
Annex I shows that for large Member States the number of completed interviews is more than
600, however for a few countries such as Iceland (=118) and Cyprus (n=125) the number of
completed interviews is only moderate. Given 622 observations for Germany, the finding in the
sample that 14% of all SMEs in Germany import, means that we can be 95% sure that the ac-
tual number for all SMEs in Germany will be between 11 and 17% (confidence interval, £ 3%).
In Cyprus however there are only 125 interviews completed, hence the finding for Cyprus of
67% SMEs importing results in a confidence interval of 59% - 75% at a confidence level of 95%
(£ 8%). As a result of this some results might be questioned, e.g. those for Greece in Figure 14.
(See Figure 45 in Annex I for confidence intervals).

4 http://www.iso.org/iso/english country names and code elements.

15 European Commission, First Section of the Annual Report on EU Small and Medium-sized Enter-
prises, Zoetermeer, January 12, 2009 prepared by EIM for DG Enterprise and Industry of the
European Commission and available at: http://ec.europa.eu/enterprise/entrepreneurship/craft/
sme perf review/doc 08/spr08 annual report.pdf.
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of these six large EU economies, four countries i.e. Germany, France, Spain, and
the United Kingdom have a lower than average percentage of SMEs exporting.

Figure 13 Percentage of SMEs with direct export in 2006-2008 by country
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

The percentage of SMEs that do export is not necessarily a direct indication for
the contribution of SMEs to the countries' export and economic prosperity. If a
country has a well established export infrastructure with specialised international
trading houses catering efficiently for foreign markets, many SMEs could be
flourishing by producing for foreign markets and be contributing to total value
added in the country without themselves directly delivering and invoicing to for-
eign customers. In addition also SMEs operating as subcontractors to (often lar-
ger) domestic firms that do export their products, contribute to the GDP and in-
directly to the export performance of the country.

Figure 14 Percentage of SMEs with direct imports in 2006-2008 by country*)
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Note (*): As noted in footnote 13, results for Greece may have to be taken cautiously as there
were only 69 completed interviews with micro enterprises. Among these, 17 out of 19
Greek micro firms in retailing report to import. This contrasts with the results of a national
survey by The Profile of Greek SMEs, December 2008, Hellenic Organization of Small and
Medium Sized Enterprises and Handicraft, EOMMEX that reports that about 2 out of 10 mi-
cro firms import.

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).



Figure 14 shows that nearly all of the six large economies also score below the
EU average with regard to imports; Spain being the one exception.

The share of internationally active SMEs is higher in smaller economies, either
measured in terms of area or in terms of population as further analysed in Chap-
ter 4. Annex IV presents a Probit regression analysis to explain the chance that
an SME is involved in import or export by a range of characteristics simultane-
ously, including size of home country.

Figure 15 Percentage of SMEs with FDI, technical cooperation and/or foreign subcontrac-
tor relationships in 2006-2008 by country
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Figure 15 portrays the situation with SMEs being involved in foreign direct in-
vestments (FDI) technical cooperation and/or foreign subcontractor relation-
ships. The position of Luxembourg is unchallenged, but the relatively high per-
centages of SMEs with foreign investments in all Scandinavian and Baltic states
is noticeable (all 30 to 40%, Sweden even higher). Other Member States where
high scores are reported are Belgium, Bulgaria and the Czech Republic and espe-
cially Slovakia with just above 40%.

Figure 16 summarizes the previous results as it shows the percentage of SMEs
that state to be active in any of these six forms of international activities (ex-
porting, importing, investing abroad, cooperating internationally, or having in-
ternational subcontractor relationships). The top six Member States are: Greece;
Malta; Estonia; Cyprus; Luxembourg and Bulgaria. Relatively low scores are re-
corded for: Germany; France; Italy; Austria and the United Kingdom. So Austria
and four of the six large European economies show the lowest scores; the score
of Spain is equal to the European average, Poland a bit higher.

Figure 16 Percentage of internationalised SMEs (any of 6 modes) in 2006-2008 by country
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).
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2.3 Internationalisation by sector

With regard to the percentage of exporting SMEs, the top five sectors are shown
in Figure 17: mining; manufacturing; wholesale trade; research organisations
and sale of motor vehicles. Sectors where only a relatively small percentage of
SMEs are engaged in exports are: real estate; human health services; legal ser-
vices and construction. Inevitably, these scores depend on the perception of the
respondents within the firm. For example hotels serving foreign tourists and
business men may be considered to be 'exporting' following Eurostat's definition,
whereas this is likely not the case in the perception of all respondents.

Figure 17 Percentage of SMEs with direct export in 2006-2008 by sector

Mining

Manufacturing

Wholesale Trade

Research

Sale of Motor Vehicles

Renting

Transport

Other Business

Other Service

Computer

Average
Retail Trade ]
Legal 4LI

Electricity [

Hotels [

Construction [0
Human Health [0
Real Estate [

0% 10% 20% 30% 40% 50% 60% 70% 80%

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Figure 18 Percentage of SMEs with direct imports in 2006-2008 by sector
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As expected, wholesale trade is the sector with the highest percentage of import-
ing SMEs by far. The second position is for mining and manufacturing. Next are
sale of motor vehicles and renting activities. Real estate, human health and legal
services score lowest (Figure 18).

Figure 19 shows that the combination FDI, technical cooperation and/or foreign
subcontractor relationships in 2006-2008, results especially in high scores with:
research; transport; other business services; sale of motor vehicles and whole-
sale trade. The lowest percentages are reported for: human health services; re-
tail trade and hotels.

Figure 19 Percentage of SMEs with FDI, technical cooperation and/or foreign subcontrac-
tor relationships in 2006-2008 by sector
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

The overall picture (Figure 20), incorporating all modes of internationalisation,
shows the highest scores in: wholesale trade; mining; manufacturing; research
and sale of motor vehicles. The only sector distinguished that report a really low
participation in any form of international business activities is human health ser-
vices.
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2.4

Figure 20 Percentage of internationalised (*) SMEs in 2006-2008 by sector
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Note (*): Internationalised SMEs are defined as SMEs either exporting, importing, investing
abroad, cooperating internationally, or active in international subcontracting.
Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Comparisons with USA and Japan

Although the relationship between internationalisation and size of SME are iden-
tical in the EU, USA and Japan, the level of international activity of EU SMEs is
considerably higher. This is largely explained by the intra-EU trade that makes
up the largest share of the overall international business activities of European
SMEs.

2.4.1USA*

According to the National Small Business Poll'’:

— 13% percent of small-business owners report that they have had foreign sales
in the past three years. This figure jumps to 39% if only manufacturers are
considered.

— Foreign sales constitute a modest percentage of total sales among those who
do sell outside the country. 71% of all small exporters have foreign sales
comprising 5% or less of their total sales.

— Most exporters simply take orders from abroad rather than vigorously market-
ing their products or services. Just 12% of exporting manufacturers regularly

16 To identify comparable data we have been in contact with a researcher from the Kaufman Foun-
dation working in this area. The general idea is that international trade gets much less focus in
the USA. in studying small business developments than in Europe.

17 olume 4, Issue 1 2004 (ISSN - 1534-83260). The National Small Business Poll is a series of
regularly published survey reports based on data collected from national samples of small-
business employers. The Poll is designed to address small-business-oriented topics about which
little is known but interest is high. The series is published by The National Federation of Inde-
pendent Business (NFIB), an advocacy organization representing small and independent busi-
nesses founded in 1943. Report available at:
http://www.411sbfacts.com/sbpoll.php?POLLID=0005&KT back=1.




market outside the USA, 18% market intermittently. Firm size matters. Manu-
facturers with 20 or more employees are more likely to market regularly and
sell outside the USA than manufacturers with 10 to 19 employees, followed by
the smallest firms (1-9 employees).

The Small & Medium-Sized Exporting Companies: Statistical Overview 2007
based on data of the US Commerce Department's Exporter Database (EDB) and
referring only to goods!®, reports that exports have doubled over the period
1992-2007 to reach nearly 260 000 enterprises. This is 97% of all exporting US
firms.

The Kauffman Firm Survey?® is a panel study among some 5000 new businesses
founded in 2004 and tracked over their early years of operation by the Ewing
Marion Kauffman Foundation shows that young firms are serving predominantly
local or regional markets, while some 13 percent of firms had some international
sales. High-tech firms were much more likely to have broader markets for their
products and services.

The Small Business Economy: a Report to the President of the Small Business
Administration 2008 provides information from which the percentages of enter-
prises by size class that are engaged in export could be derived. In Figure 21
this information is compared to the data of our European survey. To do this we
have developed a size class definition for EU27 that is in line with the definition
used in the SBA report.

Figure 21 Percentage of exporting firms by size class for USA (2002) and EU27 (2006-08)
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Source: US Small Business Administration, The Small Business Economy: a Report to the Presi-
dent, Washington, 2008 (p. 78 information based on Survey Business Owners 2002
from US Census Bureau), respectively Survey 2009, Internationalisation of European

SMEs EIM/GDCC (N=9480).

As expected the figures for the USA are significant lower than for Europe. For the
very large US economy- although US trade is an important part of global trade -
international trade is relatively unimportant. Instead of comparing national USA
export with national export of countries in Europe one might compare national

18 http://ita.doc.gov/td/industry/otea/sme 2007/SME index 2007.htm. Additional information on
the EDB can be obtained by viewing the US Census Bureau's Profile of US Exporting Companies,
2006-2007. It is important to note that the US definition of SMEs includes companies up to 500
employees.

19 http://www.kauffman.org/uploadedFiles/kfs fourth 040709.pdf.
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US external trade with only the percentage of SMEs in EU27 that are engaged in
extra Internal Market trade as has been done in Figure 21

The situation in Europe is a combination of 'having a Single Market since 1993’
and still defining trade from one Member State to the other as export. In 2003 it
could be concluded that trade between Member States increased - relative to
GDP - by 4 percentage points in the first decade of the Single Market®. At pre-
sent there might still be a situation that should be considered as being posi-
tioned somewhere halfway between trade between independent nation states and
trading between states within the USA. This should be taken into account when
comparing trade figures of EU and USA as done in Figure 21.

2.4.2Japan?

According to the 2008 White Paper on Small and Medium Enterprises in Japan?,
Japanese SMEs depend much more on private consumption and public capital
formation than large enterprises, whereas large enterprises are more dependent
on private sector fixed capital formation and exports®.

Using an SME definition of enterprises with 300 or fewer employees, the report
analyses the trends of import and export values for typical SME products.
Whereas for Japan as a whole imports and exports are growing in such a way
that the positive trade balance of the country is increasing, the 'typical SME
products' show an increasing import surplus.

Looking at the value of shipments for the period 1997-2005 it appears that most
of the economic sectors show a severe decrease. For four sectors this is more
than minus 40%: textile mill products, furniture and fixtures, lumber and wood
products, apparel and other finished products made from fabrics and similar ma-
terials. In total 15 sectors show a decrease over this period and only four report
a positive development: iron and steel; transportation equipment; non-ferrous
materials and chemical products.

The overall situation for Japan is a steady increase in imports and exports up to
about 2002, with a very steep increase thereafter. Over the period 2002-2007
imports increased 74%, exports increased 62% (measured in Yen).

Figure 22 shows that the percentage of Japanese enterprises exporting by size
class has a very similar structure as that of Europe: the larger the firm, the more
SMEs are engaged in export*.

Compared to total exports in EU27, the percentage of SMEs active in exporting
are much lower in Japan, because in the European survey export includes intra-
EU trade.

20 copenhagen Economics 2003. The Internal market and the relevant geographical market, the
impact of the completion of the Single Market Programme on the definition of the geographical
Market, Executive summary of a study commissioned by DG Enterprise and Industry of the
European Commission, Copenhagen.

21 Contact was made eiththe Organization for Small & Medium Enterprises and Regional Innovation
Japan (SMRJ)to obtain data on Japanese SMEs. SMRJ was formed in 2004 through a merging of
Japan Small and Medium Enterprise Corporation (JASMEC), Japan Regional Development Corpo-
ration (JRDC), and Industrial Structure Improvement Fund (ISIF).

22 By the Japan Small Business Research Institute (JSBRI), available as PDF file at:
http://www.chusho.meti.go.jp/sme_english/whitepaper/whitepaper.html.

23 JSBRI, part I, section 2, page 13, figure 1-1-18.

24 Chapter 4 SMEs' responses to globalisation' based on a questionnaire survey, JSBRI, part II,
chapter 4, section 2, page 116.



To enhance the comparability, Figure 22 also contains:

— The figures of a European large island economy, e.g. the United Kingdom, ab-
solute levels are lower than in Europe as a whole, but still higher than in Ja-
pan.

— The figures of SMEs in EU27 that are exporting beyond the Internal Market,
this suggests that one of the explanatory factors for the lower levels in Japan
is the European Single Market.

Both in Japan and in Europe the percentage of exporting SMEs is especially high

in manufacturing and in wholesale trade?®.

Figure 22 Comparing percentage of exporting SMEs by size class in terms of number of
workers for Japan and EU27 (only enterprises up to 250 employees)
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Source: Questionnaire Survey on the situation of the Business Environment in Globalisation,
Nomura Research Institute, Japan December 2007 (N=+1900); and Survey 2009, Inter-
nationalisation of European SMEs EIM/GDCC (N=9480).

Figure 23 Comparing percentage of SMEs with FDI by size class in terms of humber of
workers for Japan and EU27 (only enterprises up to 250 employees)
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Source: Questionnaire Survey on the situation of the Business Environment in Globalisation,
Nomura Research Institute, Japan December 2007 (N=+1900) and Survey 2009, Inter-
nationalisation of European SMEs EIM/GDCC (N=9480).

25 JSBRI, part II, chapter 4, section 2, page 116-117 and figure 2-4-7.
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Figure 23 shows that the pattern for FDI is similar as for exports: the share of
SMEs involved is increasing by size of enterprise and the absolute levels are
much higher in Europe than in Japan. In the EU27 still 2% of enterprises up to
20 workers invest abroad, in Japan this is only 0.3%%. We have again included
figures for the United Kingdom separately to suggest that the factor 'being a
large island economy' explains at least partly why levels in Japan are so much
lower than in Europe as a whole.

26 JSBRI, part II, chapter 4, section 3, page 125, figure 2-4-21.



3.1

Partner countries of European SMEs

This chapter presents the major partner countries for European SMEs: export
markets, the countries from which they import and the countries that are impor-
tant with regard to FDI. Partner countries are mostly other EU countries. Rela-
tions with emerging markets such as Brazil, Russia, India and China (BRIC) are -
except for China- generally still underdeveloped. Whereas 76% of all exporting
SMEs are oriented towards markets in other EU Member States, BRIC countries
are only served by 7% to 10% of exporting SMEs. Only in transport and commu-
nication is this percentage much higher. Also for imports, most SMEs (86%) fo-
cus on other EU Member States, but here China is quite important (27%).

Exporting

The SMEs that indicated to be exporting have been asked from which of 15 re-
gions they are importing (described in detail in Annex III). One of the alterna-
tives distinguished, cross border regions, defined in the survey as areas located
in another EU or EFTA Member State within a distance of some 50 km to 100 km
from the land border with the country where the enterprise is located.

Table 3 shows that cross border regions are, for exporting, more important for
SMEs from the EU Member States (both EU15 and EU12) than for non-EU coun-
tries. Non-EU countries in Europe are more important as target markets for the
'old' 15 Member States (EU15) than for the new Member States (EU12) or the
non-EU countries.

Table 3 Major world regions for exporting for EU15, EU12 and non-EU countries (per-
centage of exporters, as more answers could be given, columns do not total)

Export regions EU15 EU12 non-EU Total
Cross border regions 49% 46% 35% 47%
Other European Union 76% 83% 57% 76%
Russia 12% 7% 2% 10%
Other European countries 30% 20% 24% 27%
Middle East 17% 3% 16% 14%
North Africa 19% 1% 3% 14%
Other Africa 14% 1% 7% 11%
Japan 8% 1% 10% 7%
China 11% 3% 8% 9%
India 9% 0% 4% 7%
Other Asia 9% 2% 12% 8%
North America 21% 3% 12% 17%
Brazil 9% 1% 1% 7%
Other South and Central America 12% 3% 5% 10%
Australia/New Zealand 10% 0% 3% 8%
Total 100% 100% 100% 100%
Total N, unweighted 1957 1129 447 3533

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).
Regions as Middle East, Africa, Japan, China, India, other Asia, South and Cen-

tral America and Australia and New Zealand are all rather important for SMEs in
the old 15 Member States, but not (yet) for the 12 new Member States. Only Ja-
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pan and other Asia are more important for the non-EU countries than for the EU
Member States as export market.

Table 4 shows that cross border regions, other EU and other Europe are rela-
tively important for manufacturing and transport and communication sectors.
The percentage of SMEs from transport and communication is two to three times
higher for most regions than for other sectors, e.g. China 30% vs 9%, South
America 33% vs 10%. The construction sector shows a higher than average in-
volvement in regions such as China, other Europe and especially other Africa.

Table 4 Major world regions for exporting by sector (as more answers could be given,
columns do not total)

Manu- Con- Whole- Trans- Busi- Per-
fact- struc- sale Retail port & ness sonal

Export regions uring tion trade trade comm. services services Total
Cross border regions 52% 48% 48% 39% 55% 47% 44°% 47%
Other European Union 81% 62% 72% 66% 85% 82% 77% 76%
Russia 12% 6% 6% 7% 31% 9% 3% 10%
Other European countries 35% 34% 30% 22% 44% 17% 19% 27%
Middle East 14% 9% 13% 5% 30% 12% 29% 14%
North Africa 17% 8% 14% 10% 28% 11% 11% 14%
Other Africa 10% 21% 7% 13% 27% 7% 7% 11%
Japan 7% 9% 2% 1% 25% 5% 13% 7%
China 12% 13% 9% 2% 30% 5% 6% 9%
India 11% 1% 1% 1% 27% 5% 6% 7%
Other Asia 9% 5% 4% 3% 28% 7% 4% 8%
North America 23% 9% 6% 9% 38% 21% 16% 17%
Brazil 6% 2% 7% 2% 29% 7% 3% 7%
Other South and Central

America 10% 1% 3% 12% 33% 6% 4% 10%
Australia/New Zealand 12% 2% 4% 3% 26% 5% 4% 8%
Total 100% 100% 100% 100% 100% 100% 100% 100%
Total N, unweighted 1484 148 363 459 157 651 271 3533

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Table 5 once more illustrates that because of 'multiple answer categories' care
needs to be taken when percentages in one column are compared with the per-
centage for the same region in another column. If one closely looks at Table 5 it
appears that micro enterprises report export to a much smaller number of re-
gions than larger enterprises. This can be demonstrated by summing the per-
centages per column: Micro 260%; Small 333% and Medium-sized 449%.

This can be interpreted as micro enterprises report on average export to 2.6 of
the 15 regions etc. Hence the 14% for North Africa with micro and with small en-
terprises provide a slightly different signal: North Africa is relatively more impor-
tant for micro than for small enterprises.



3.2

Table 5 Major world regions for

exporting by size class

Export regions Micro Small Medium Total
Cross border regions 45% 60% 62% 47%
Other European Union 75% 81% 90% 76%
Russia 9% 17% 27% 10%
Other European countries 27% 31% 42% 27%
Middle East 13% 17% 28% 14%
North Africa 14% 14% 21% 14%
Other Africa 11% 12% 23% 11%
Japan 6% 12% 18% 7%
China 9% 13% 18% 9%
India 6% 10% 17% 7%
Other Asia 7% 12% 18% 8%
North America 16% 22% 30% 17%
Brazil 7% 10% 17% 7%
Other South and Central America 9% 11% 20% 10%
Australia/New Zealand 7% 11% 19% 8%
Total 100% 100% 100% 100%
Total N, unweighted 862 1261 1410 3533

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Importing

The partner countries for importing are studied using the same 15 global regions
as with exporting. Table 6 shows that cross border trade seems to be more de-
veloped in the 15 old EU Member States. For the six non-EU countries surveyed,
i.e. Croatia; Iceland; Liechtenstein; FYROM; Norway and Turkey, the Internal
Market is a very important place to buy. The important role for China as a sup-
plier to European SMEs is confirmed by the results obtained. For EU-15 the per-
centage is twice as high as for EU-12. For the non-EU countries included in the
survey, Japan is a much more important source of imports than for the EU Mem-
ber States. Also with North America and India the scores of the three groups dis-
tinguished are quite different. India is especially important for the 15 old EU
Member States, North America for the 15 old EU Member States and the non-EU

countries.
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Table 6 Fifteen regions in the world from which imports are sourced; percentage of im-
porting SMEs from EU15, EU12 and non-EU countries (as more answers could be
given, columns do not total)

Countries in 3 groups

Region from which imports originate EU15 EU12 Non-EU Total
Cross border regions 44% 25% 23% 38%
Other European Union 84% 93% 86% 86%
Russia 2% 4% 1% 2%
Other European countries 14% 13% 18% 14%
Middle East 5% 2% 3% 5%
North Africa 4% 1% 0% 3%
Other Africa 5% 1% 1% 4%
Japan 7% 2% 14% 7%
China 31% 15% 25% 27%
India 11% 2% 8% 9%
Other Asia 9% 8% 8% 9%
North America 21% 12% 27% 19%
Brazil 7% 2% 5% 6%
Other South and Central America 5% 2% 1% 4%
Australia/New Zealand 2% 1% 3% 2%
Total 100% 100% 100% 100%
Total N, unweighted 2128 1524 573 4225

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

We have also looked into the same issue for the six largest national EU econo-
mies separately. It was shown that the percentage of SMEs that import from
cross border regions is relatively low in Italy, Spain and UK and above average in
Germany and France. In Poland it is remarkably low (18%). About twice as many
SMEs in France and Germany import from non-EU countries in Europe than aver-
age. Twice as many SMEs in Spain import from Japan than SMEs in any of the
other large economies. Countries with more importers than average from China
are Spain, France and Italy. For the UK North America is very important (30% vs
EU average of 19%). Brazil, Spain and France have the highest share of import-
ing SMEs (about twice the EU average).

From Table 7 it can be seen that with regard to import, the cross border regions
are relatively important for the transport and communication sector, but also for
the wholesale sector. Russia is relatively important for the transport and com-
munication sector. The retail sector acquires relatively more from European mar-
kets. Japan is very important for SMEs in the transport and communication sec-
tor. The score for China is by far the highest among SMEs in the wholesale sec-
tor: as much as 41% of importing wholesale traders purchase products from
China.



Table 7 Fifteen regions in the world from which imports are sourced by seven main sec-

tors of activity (as more answers could be given, columns do not total)

Manu- Con- Whole- Trans- Busi- Per-
fac- struc-  sale Retail port & ness sonal
turing tion trade trade comm. services services Total
Cross border regions 35% 40% 44°% 38% 49% 37% 29% 38%
Other European Union 85% 82% 87% 91% 88% 80% 84% 86%
Russia 2% 0% 2% 2% 11% 2% 3% 2%
Other European countries 16% 17% 22% 7% 35% 13% 7% 14%
Middle East 4% 0% 8% 2% 9% 6% 4% 5%
North Africa 2% 3% 8% 0% 10% 3% 0% 3%
Other Africa 4% 5% 4% 5% 6% 2% 1% 4%
Japan 2% 2% 9% 6% 24% 5% 8% 7%
China 28% 22% 41% 19% 37% 28% 13% 27%
India 16% 5% 14% 3% 19% 5% 3% 9%
Other Asia 12% 11% 16% 4% 14% 6% 1% 9%
North America 21% 16% 19% 12% 33% 32% 18% 19%
Brazil 3% 5% 7% 7% 6% 9% 2% 6%
Other South and Central America 4% 4% 7% 2% 6% 6% 1% 4%
Australia/New Zealand 3% 0% 1% 1% 6% 6% 2% 2%
Total 100%  100%  100%  100%  100%  100%  100%  100%
Total N, unweighted 1473 253 505 829 145 640 380 4225
Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).
Table 8 Fifteen regions in the world from which imports are sourced by size of enter-
prise
Micro Small Medium Total
Cross border regions 37% 47% 47% 38%
Other European Union 86% 85% 87% 86%
Russia 2% 4% 6% 2%
Other European countries 14% 18% 23% 14%
Middle East 4% 7% 10% 5%
North Africa 3% 2% 5% 3%
Other Africa 4% 2% 5% 4%
Japan 6% 9% 8% 7%
China 27% 25% 29% 27%
India 8% 11% 14% 9%
Other Asia 8% 14% 16% 9%
North America 20% 16% 23% 19%
Brazil 6% 3% 5% 6%
Other South and Central America 4% 4% 5% 4%
Australia/New Zealand 2% 3% 5% 2%
Total 100% 100% 100% 100%
Total N, unweighted 804 1059 950 2813

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Table 8 again shows clearly - as mentioned with regard to Table 5 - that because
of multiple answer categories care needs to be taken when percentages in one
column are compared with the percentage for the same region in another col-
umn. Micro enterprises on average import from 2.3 of the 15 regions, small en-
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3.3

3.4

terprises from 2.5 and medium-sized enterprises from 2.9 regions. For border
regions, the difference between 37% for micro and 47% for medium-sized enter-
prises is not significant at all (in both cases cross border make up 16% of all re-
gions mentioned).

The main differences between size classes that emerge or remain after this cor-
rection are: the European Union is more important and European countries out-
side EU are less important for smaller SMEs; China, USA and Brazil are relatively
important for micro enterprises and India and other Asia are less important for
micro firms.

Foreign direct investments

The number of SMEs that invest abroad is very much related to the size of the
enterprise. Of all micro enterprises only 2% invested abroad in the period 2006-
2008, whereas this is 6% for small and 16% for medium-sized enterprises (aver-
age still 2% for all SMEs). This implies that we have only 773 unweighted re-
spondents in the overall survey of 9480 SMEs that can provide information on
the specific countries in which they invest. On average, the SMEs that do invest
have 2.2 foreign partner countries. For micro and small enterprises this is almost
2 countries on average and for medium-sized enterprises 2.4 countries.

In total 97 different countries were mentioned by these respondents. Weighted
results show a different top 4 - mentioned by about 5 to 7% of all respondents
(unweighted 773 enterprises) for each size class:

— For micro enterprises: Bulgaria, Latvia, Saudi Arabia and Tunisia;

— For small enterprises: Germany, Poland, UK and China;

— For medium-sized countries: USA, China, Poland and France.

This results in an overall top-4 for all SMEs of China, Germany, Bulgaria and Lat-
via.

Technological cooperation with foreign enterprises

7% of the SMEs in the 33 countries surveyed have technological cooperation with
enterprises abroad: micro 7%; small enterprises 12% and medium-sized enter-
prises 22%. Germany is by far the country most mentioned, i.e. by 18% of these
enterprises. The top-10 of countries is shown in Table 9.

Table 9 The top-10 of countries that SMEs have technical cooperation with

Rank Country %
1 Germany 18%
2 United States 8%
3 France 7%
4 United Kingdom 7%
5 Austria 6%
6 Netherlands 6%
7 Italy 5%
8 Switzerland 4%
9 Spain 4%
10 China 3%

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).



3.5 Subcontracting

3.6

About 7% of European SMEs have been a subcontractor to a foreign main con-
tractor in 2006-2008. The percentage of SMEs that acted as a main contractor
for foreign subcontractors is the same (7%)%. Table 10 shows the partner coun-
tries for international subcontracting for EU countries and non-EU countries.
Table 11 show results by size class.

Table 10 Location of partners in subcontracting relations, by EU and non-EU countries,
(more answers possible)

Location of partners in subcontracting For SMEs in EU For SMEs in non-EU

relationships Member States countries Total
Own country 92% 74% 91%
EU or EEA Member State 24% 41% 25%
Countries outside the EU/EEA 9% 20% 10%
Total N, unweighted 2530 283 2813

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Table 11 shows that for the EU Member States the larger the SME, the more ar-
eas are mentioned: 1.2 for micro enterprises, 1.3 for small and 1.5 for medium-
sized enterprises. Larger SMEs much more often have subcontracting relation-
ships outside their own country and outside the EU-EEA.

Table 11 Location of partners in subcontracting relations, for EU Member States by size
class (more answers possible)

Location of partners in subcontracting relationships Micro Small Medium-sized Total
Own country 91% 85% 79% 91%
EU or EEA Member State 24% 35% 49% 25%
Countries outside the EU/EEA 9% 14% 20% 10%
Unweighted N 804 1059 950 2813

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Comparisons with USA and Japan

In the USA neighbouring countries are also generally important for SMEs that are
internationally active. However in the USA the number of enterprises that export

to China is growing especially fast. In 2007 eight times more SMEs exported to
China than in 19922,

Also Japanese SMEs tend to focus on neighbouring economies for future overseas
expansion especially if these are fast developing countries. Vietnam; India;
China and Thailand are very important®.

27 EU SMEs and Subcontracting, report by IKEI Spain and EIM The Netherlands commissioned by
European Commission, DG Enterprise and Industry, forthcoming.

28 http://ita.doc.gov/td/industry/otea/sme_2007/SME_index_2007.htm

2% JSBRI, Part II, Chapter 4, Section 4, page 133, figure 2-4-36
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For Japan - as mentioned in Section 2.4.2 - exports increased 62% over the pe-
riod 2002-2007 and imports increased 74% in Japan (measured in Yen). Both the
increase in imports and in exports is especially triggered by developments in
Asia. But still Western Europe contributed 8 percentage points of the 62% export
growth in 2002-2007. Also in outward foreign direct investments the share to
Europe is considerable, over one third of all FDI in 2006 was destined for Europe.



4.1

4.2

Relationship between international activities and
other enterprises characteristics

Firstly this chapter analyses the effect of SME characteristics on the probability
that these firms are involved in international trade. The location in either small
or large economies does matter, the smaller the country the more international-
ised are the SMEs. The proximity to national land borders is important for activi-
ties in cross border regions, however no sizeable effect on onward internationali-
sation could be established. Commercial use of the World Wide Web is associated
with being more internationally active. In addition it has been established that
generally SMEs start with importing and that export often follows.

Finally a detailed analysis is presented of the relationship between internationali-
sation and other aspects of the business performance of the enterprises. It is
shown that internationally active SMEs are more innovative and report higher
employment and turnover growth.

Introduction

In this chapter the relationship between international activities and other busi-
ness characteristics is investigated. Two types of characteristics have been dis-
tinguished.

Firstly, the basic characteristics of the SME, independent from having interna-
tional activities but possibly affecting international activities, such as the size of
the country in which the SME is located.

Secondly, characteristics that on the one hand might influence the chance that
an SME has international business activities, but that may also be influenced
themselves by the international business activities of the firm. Innovation is a
classic example. In as much as correlation between being internationally active
and carrying out product or process innovation has often been established in the
literature, the debate on the causal relationship is on-going. However in policy
circles the idea is that fostering innovation will also positively influence interna-
tionalisation and the other way around. Hence in several Member States the sup-
port for internationalisation and innovation are being more and more integrated.
Several issues are covered in the second half of this chapter that might have
such a mutual relationship: use of e-commerce; entry modes of internationalisa-
tion; the link with innovation and performance of the enterprise.

Size of country in terms of area and population

The average SME buys and sells its products and services over a relatively short
distance. For many SMEs in large countries the closest border is further away
than 50 km. For many SMEs in small countries their main market area, a circle
with a radius of 50 km, covers part of the neighbouring country. So, it is likely
that relatively more SMEs are engaged in international trade in smaller countries
than in large countries.
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The relationship between the size of the country and the chance that an SME im-
ports or exports is analysed by using a classification of countries by size®, i.e. up
to 50 000 km?; 100 000 km?; 300 000 km?; 500 000 km? and up to 800 000 km?.
Figure 24 reconfirms the general idea that on average relatively more SMEs are
engaged in international trade in smaller countries. Both with regard to import
and export these results are significant in a statistical sense.

Figure 24 Percentage of exporting and importing SMEs by size of country (km?)
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Based on the same source we also developed a classification based on the num-
ber of inhabitants in each of the 33 countries: countries up to 2 million of inhabi-
tants; 5 m.; 10 m.; 20 m.; 50 m. and up to 83 million.

Figure 25 Percentage SMEs, exporting, importing and investing abroad by size of country
(population)
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Figure 25 shows that using the size of the population as a proxy for the size of
the national economy, also result in 'smaller economies' having a higher share of
internationally active SMEs. Here the reasons are related to the size of the home
market.

30 source: http://europa.eu/abc/european countries/index en.htm.




4.3

The negative correlation between population size and internationalisation is es-
pecially regular in the case of the percentage of SMEs with FDI. However, for all
three modes the negative association is statistically significant.

Distance to land borders

The correlation between the distance of the location of an SME from the national
(land) border and the chance that SMEs was analysed as well. The initial results
of this analysis show a rather modest effect (see Figure 26 for the percentages
of importing and exporting SMEs). Only for distances of more than 150 km the
share of SMEs that are engaged in importing and exporting is somewhat lower.
Still the association with distance to borders and being involved in international
trade is statistically significant.

Figure 26 Percentage of exporting and importing SMEs, by distance to land borders*
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Note (*): For countries without land borders, i.e. large or small island economies (Ireland, UK,
Iceland, Malta and Cyprus), the average percentage of SMEs (n=1200) with imports is
25% and for exports 20%.

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Checks have been carried out to see how closely import and export to cross bor-
der regions is related to the distance between the location of the SME engaged in
international trade and a national land border. Figure 27 shows that this rela-
tionship is rather strong, especially for export. The closer the exporters are lo-
cated to a national border the higher the percentage of exporting SMEs that are
serving cross the border regions; if closer than 50 km from the border the per-
centage is nearly twice as high as with exporters that are located more than 150
km away from the border.

This could indicate 'a stepping stone theory': SMEs located near land borders are
more involved in 'cross-border trade' which would lead them to be more active in
more distant markets.

Yet Table 12 shows that even for 'other European Union' and 'other European
countries' there is no such pattern. SMEs located closer to a land border are not
more involved in exports to other regions (such as Russia, Middle East, China
and Japan). This implies that 'a stepping stone' theory is not supported by the
facts.
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Figure 27 Percentage of exporters having export to cross border regions, by distance be-
tween location of exporter and national land border
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Table 12 Percentage of exporters having export to specific markets, by distance between
location of exporter and national land border

Export regions Up to 50 km 50-149 km 150 km or more Total

Cross border regions 69% 53% 39% 47%
Other European Union 76% 79% 73% 76%
Other European countries 23% 30% 29% 27%
Total 100% 100% 100% 100%
Total N, unweighted 3202 2701 2261 8167

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

With regard to import, similar observations can be made: The closer to the bor-
der the higher the percentage of importers that import from cross border re-
gions. For other markets in the EU the effect is much smaller. It has also been
established that importers located near a land border are not importing more
frequently from other regions of the world. So with regard to import 'the step-
ping stone' theory also needs to be rejected.

E-commerce

Overall 65% of all SMEs surveyed report to have its own website. The figure
ranges from 63% for micro enterprises, 80% for small enterprises to 90% for
medium-sized enterprise. Generally similar figures are found for all Member
States, but there is some variation. For the six large economies, the average fig-
ure for Italy is relatively low at 57% but for Germany it is as high as 82%. By
sector, more variation is found. Construction (47%); retail trade (55%) and
transport and communication (59%) score below average, whereas business ser-
vices (71%); wholesale trade (73%); manufacturing (74%) and personal ser-
vices (74%) score above average.



Figure 28 shows the use SME give to their enterprise’s website. The figures in

the chart refer only to the 65% of all enterprises that indeed have a website®.
There are three important messages in Figure 28.

— Most websites are used for spreading general information on the enterprise.
— The percentage of SMEs using their website for e-commerce is more moder-

ate: 28% can receive orders on line and 14% have websites that allow com-

pleting the entire transaction including payments on line.

— The difference by size class is really small. For most uses there is only small

size-class effect: larger enterprises score just a bit higher.

Figure 28 Percentage of SMEs using various forms of e-commerce, by enterprise size
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

The relevant issue is whether there is a major difference between enterprises
that are internationally active and those that only trade on domestic markets.

Figure 29 Percentage of SMEs using various forms of e-commerce, by internationalisation
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First, of all internationally active SMEs 75% have their own website, for SMEs
with only plans to be active internationally this is 51% and for those only domes-
tically active 57%.

Figure 29 shows that there is not much difference in the use of various forms of
e-commerce between enterprises that are internationally active, only making
plans to become active or those not (yet) internationally active.

The Probit analysis presented in Annex IV confirms that having the possibility to
sell products or services on line is positively correlated with being active in ex-
port or import markets when controlled for other effects such as size of firm. The
conclusion would be that the Internet has made it easier for SMEs of all sizes to
overcome some of the barriers to internationalisation. In fact the relationship be-
tween several barriers and the size of firm has weakened because of the Inter-
net.

Entry modes of internationalisation

Table 13 presents both weighted and unweighted results on exports, imports and
FDI. The weighted results should be used to assess the occurrence of the various
modes of internationalisation with European SMEs.*.

Table 13 shows that the 40% of SMEs that are active in importing, exporting
and/or FDI can be divided in three main groups: only importing and exporting
15%; only importing 13% and only exporting 9%. This 40% is lower than the
overall 44% of SMEs that are engaged in any form of international activity as
presented in Figure 3 because here international cooperation and specific sub-
contractor relationships are not included.

Table 13 Unweighted number and weighted percentage of SMEs with various international
business activities in 2006-2008

Frequency Percent
Mode of internationalisation Not weighted Weighted
Only import 1470 13%
Only export 830 9%
Only FDI 160 1%
Only import and export 2300 15%
Only import and FDI 74 -
Only export and FDI 90 -
Import and export and FDI 449 1%
No import, or export, or FDI 4107 60%
Total 9480 100%

Note: - denotes less than 0.5%.
Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

32 The unweighted frequencies are presented to show which combinations can be further explored
in the remaining part of this chapter. There are for example sufficient observations to study
whether enterprises that only export and import first tend to start with exporting or with import-
ing (n=2300). However the number of observations of enterprises that are only active in import-
ing and FDI is rather limited (n=74).



4.6

All enterprises that reported that they were engaged in importing, exporting and
foreign direct investments (FDI) have been asked in which year they started with
each mode of internationalisation. The average start year across all enterprises:

— importing 1994
— exporting 1995
— having foreign subcontractors 1998
— acting as subcontractor to foreign firm 1999
— technical cooperation 2000
— foreign direct investment 2003

For the 2300 enterprises that are both importing and exporting (see Table 13) it
has been checked when they started with import and export (weighted percent-
ages): 39% started first with importing; 18% started first with exporting and
42% started with import and export in the same year.

This is an interesting result, as import is not always considered to be a serious
step in the internationalisation process of firms. Many support measures are fo-
cused on supporting the first attempts to export. It seems however that through
importing, enterprises can learn how to work in the international market, with
international clients, other cultures and languages. These experiences are very
useful when it comes to export opportunities; the next step to exporting is then
easier to make.

Only about 2% of all surveyed European SMEs are investing abroad. Half of these
enterprises are also engaged in import and/or export and nearly all of them
started with importing and/or exporting before starting with investments.

Link between internationalisation and innovation

SMEs can innovate by introducing new products or services to the market that
they either develop themselves or not. Another way for SMEs to innovate is by
introducing process innovations. In this section we will analyse in the link be-

tween such innovation activities and internationalisation®.

The results confirm that internationally active firms introduce product/service
and process innovations more often than non-internationally active firms. Almost
half of the internationally active firms introduced new products or services in the
past three years (overall average only 32%) and in the same period almost one
third introduced process innovations (overall average 22%). 60% of the interna-
tionally active SMEs that introduced new products or services developed these
new products or services by themselves.

It is confirmed that a firm's new product or service development may both be
necessary to enter foreign markets as well as be a consequence of a firm's for-
eign market activities. The latter effect provides support for the "learning-by-
internationalisation" hypothesis which so far received little support in the litera-
ture based on econometric analysis. In particular foreign investors need both in-
novations to build competitive advantage in foreign markets and innovate as a
consequence of their involvement in foreign markets. Interestingly, the most

33 In the Probit analysis presented in Annex IV four innovation variables are included that prove to
be positively and significantly correlated with export and import by SMEs, even after controlling
for variables such as size class or sector.
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frequently mentioned reason among internationally active SMEs for developing
products or services themselves is that this is a consequence of competition from
foreign enterprises on the enterprise's home market. Thus, policy-makers should
not underestimate the catalysing role that foreign firms may play in the home
market in stimulating domestic firm's innovativeness.

We also find some indications that firms with concrete plans to internationalise
are more innovative than SMEs on average and than SMEs without such plans.
This applies to the introduction of products/services and processes that are new
for country's sector and is particularly pronounced for firms that have concrete
plans to make investments abroad.

4.6.1Introduction of new products or services

On average 32% of the SMEs have introduced a new product or service into the
market in the last three years, for half of them this introduction was new to their
sector in their country and for the other half this introduction was only new to
their enterprise. Almost half of the internationally active® firms (47%) intro-
duced some new product or service in the past three years, while this applies to
only one fifth of the non-internationally active firms or firms with only plans (av-
erage 32%). Internationally active firms in particular more often introduced
products or services that are new to their sector in their country than the other
two categories (Table 14). Previous studies have mainly focused on the link be-
tween exports and innovation (Roper and Love, 2002). Our survey allows to
make a distinction between the various international activities and relating this
to new product or service introductions. However, there appears to be hardly any
variation in the extent to which firms involved in different modes of internation-
alization introduced new products or services. For this reason we mainly report
the results for the overall 'internationally active' variable showing three catego-
ries of SMEs:

— Active in at least one mode of internationalisation.

— Not active but having concrete plans to become active in one or more modes.
— Neither active nor with concrete plans.

Table 14 New product or service introductions and internationalisation (percentage of

SMEs)
Internation- Only plans to No international
ally active become active activity
Introduced products or services new for
their sector in their country 26% 8% 8%
Introduced products or services only new
for their own enterprise 21% 14% 11%
None 52% 77% 79%
Do not know 1% 1% 1%
Total 100% 100% 100%
Total N, unweighted 5999 336 3145

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480

34 449% of the SMEs in our sample (weighted) are involved in at least one mode of internationaliza-
tion (i.e. imports, direct exports, investments abroad, technological cooperation with enterprises
abroad, subcontractor to foreign main contractor, and foreign subcontractors) and thus classify
as 'internationally active'.



On average 61% of the SMEs with new product or service introductions devel-
oped the new products or services by themselves. Non-internationally active
firms developed the new products or service themselves at a slightly higher rate
than the internationally active firms (63% for SMEs without any international ac-
tivity, 73% for those with concrete plans to become active).

Focussing on SMEs that developed the new products and services themselves,
there are two remarkable results when looking at the different modes of interna-
tionalization (see Table 15).

Table 15 Percentage of SMEs that developed the new product or service themselves, by
mode of internationalisation

Active in this mode

Yes No

Import 53% 68%
Direct export 63% 59%
Investing abroad 74% 60%
Technological cooperation with enterprise abroad 64% 60%
Subcontractor to foreign main contractor 62% 61%
Having foreign subcontractors 63% 61%
All SMEs 61%

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480), only with
subcontracting the number of observations are somewhat lower i.e. about 750.

First, it appears that importing firms less often developed the products them-
selves than non-importers (53% versus 68%). Possibly this is explained by the
fact that importers may often purchase or adopt new products or services from
abroad. Second, and to the contrary, firms with foreign investments much more
often develop the new products/services themselves than firms without invest-
ments abroad (76% versus 60%). Foreign investors may have a strong inclina-
tion to develop new products or services by themselves to avoid that knowledge
spills over to other enterprises in the foreign markets in which they are located.

In relation to firms that have concrete plans to start international activities (see
Figure 30), it appears that those with concrete plans to internationalise intro-
duced products or services that are new for their sector in their country more of-
ten than firms without plans to internationalise. This is in particular true for
firms that plan to invest abroad (33% vs 15%).

However, when looking at introductions that are new to the enterprise most
firms with plans to internationalise score close to the overall average (16%).
Firms with plans to import score substantially below this average (9%). When it
comes to introductions that are only new to the enterprise there are no differ-
ences between those with concrete plans to invest abroad and those without
such plans; and only a minor difference between those with concrete plans to
become a subcontractor to foreign firms and those without such plans.

49



50

Figure 30 Introduction of new products or services (percentage of non active international
SMEs that introduced new products or services for those with and without con-
crete plans for international activities for 2009-2011)
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subcontractor subcontractors

@Yes: new for our sector in this country WYes: only new to this enterprise

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480), number of
observations 'with plans' for each mode of internationalisation between 250 and 500.

In most cases, firms with concrete plans to internationalise more often devel-
oped new products or services by themselves than firms without such plans. In
case of those with concrete plans to import and to start international technologi-
cal cooperation there is hardly any or no difference with firms that have no con-
crete plans to internationalise (see Figure 31).

Figure 31 New product or service development by enterprise itself (percentage of non in-
ternationally active SMEs that introduced products or services, by those with
and without concrete plans for international activities for 2009-2011)
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480), number of
observations 'with plans; range from 118 to 317 by mode of internationalisation.

Reasons why SMEs develop new products or services themselves
It has been suggested that internationalisation and innovation may be related in
two ways. On the one hand international activities may build on innovation in the
sense that firms need to innovate in order to be able to compete in foreign mar-



kets (Karagozoglu and Lindell, 1998; Roper and Love, 2002). On the other hand
internationalisation may lead to innovation as a result of so called "learning-by-
export/internationalisation" effects (Branstetter, 2006; Chuang, 1998). Such
learning effects can occur e.g. because foreign market activities provide firms
with access to knowledge and technologies that are not available in the domestic
market. Previous studies have mainly used econometric analysis to study the link
between innovation and internationalisation (Hessels, 2008; Lachenmaier and
WoéBmann, 2006; Roper and Love, 2002; Wakelin, 1998). Based on such studies,
it is clear that there is a link between innovation and internationalisation (at
least for exports on which most studies focus), however it is often difficult to
disentangle directions of causality®.

In addition, innovation may also be a consequence of foreign competition. For-
eign competitors may motivate domestic SMEs to innovate, e.g., to deal effec-
tively with foreign competition but also because technological or foreign market
spill over effects may take place from foreign firms to SMEs. SMEs increasingly
encounter foreign competition in their home markets. Therefore in the survey it
was also asked whether the new product or service development was a conse-
quence of competition from foreign companies on the enterprise's home market.

On average 32% of the SMEs that developed products or services by themselves
indicate that such innovations were necessary for entering foreign markets.
Table 16 shows that internationally active firms score above this average (37%),
while non-internationally active firms score below this average (19%°3%). But the
highest score is found with the small group of enterprises that have concrete
plans to become active (60%, unweighted n = 126). When making a distinction
between the different modes of internationalisation (not reported in the table)
firms that invested abroad (45%, unweighted n=528) and firms with technologi-
cal cooperation abroad (42%) indicate that the innovation was necessary for for-
eign market access. While overall firms with international activities more often
indicate that they developed new products or services themselves to access new
foreign markets than firms with no such activities, there are only small differ-
ences between firms with foreign subcontractors and firms with no foreign sub-
contractors.

22% of the SMEs that developed products or services by themselves indicate
that this was a consequence of activities in foreign markets. It is no surprise that
firms with recent international activities more often indicate that this was the
case than firms with no such activities. When looking at the different modes of
internationalisation (not reported in the table) it appears that in particular firms
that invested abroad (53%) and to a lesser extent firms that are a subcontractor
to a foreign main contractor (43%) are most often triggered to innovate by for-
eign market activities. Thus, among the different activities foreign investments

35 studies that have been able to deal satisfactorily with causality problems have found support for
the hypothesis that innovation leads to internationalisation. However, so far little support has
been found for the "learning-by-internationalisation" effect. As a means to deal with the issue of
direction of causality between internationalisation and innovation we have asked managers of
SMEs to self-assess whether innovation was necessary for them in order to be able to enter for-
eign markets or whether innovation occurred as a consequence of their international activities.

36 The distinction between internationally active or not active is made for the reference period
2006-2008, enterprises that were not internationally active may have had international activities
before, made efforts to become active or have just recently in 2009 become active.
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and being a subcontractor to foreign firms seem to be the most important routes
for "learning by internationalisation".

Finally, for 35% of the SMEs the development of new products and services by
themselves was a consequence of foreign competition in their home market.
Again, firms with international activities more often indicate this to be the case,
in particular firms that are subcontractor to a foreign main contractor (53%).
The only exception are firms that invested abroad, they do not differ from firms
with no foreign investment activities (both 35%).

Table 16 Reasons for developing new products or services by itself and international ac-
tivities (percentage of SMEs that introduced new products or services, more
than one answer possible)

Internationally Only plans to No international
active become active activity
Necessary to access new markets in
other countries 37% 59% 19%
Consequence of our activities in foreign
markets 30% 9% 7%
Consequence of competition from foreign
companies on enterprise's home market 44% 20% 19%
Total N, unweighted 3248 126 725

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Figure 32 Reasons for developing new products/services by itself and concrete plans for
international activities in the near future (2009-2011)
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Figure 32 shows the reasons why firms with concrete plans to internationalise
developed new products or services by themselves. These three reasons all score
much lower with firms without any concrete plans. It appears that firms that
have concrete plans to invest abroad and - to a lesser extent- firms that have
concrete plans to start direct exports and imports developed new products or
service themselves because this is needed to access foreign markets.



Furthermore, firms with concrete plans to invest abroad indicate more often than
firms with concrete plans for other international activities that the development
of new products or services was a consequence of foreign market activities.
Also, firms with plans for international activities indicate much more often than
firms with no such plans that the development of new products or services was
the consequence of foreign competition in the home market.

4.6.2 Process innovation

On average 22% of SMEs introduced some process innovation in the last three
years. For 7% this innovation was new for the sector in their country, for 15%
the innovation was only new for their enterprise. Table 17 reveals that SMEs with
international activities score a little above these averages while the reverse is
true for non-internationally active firms and those with plans only. While on av-
erage firms with international activities more often introduced process innova-
tions that are new to the sector, a distinction into the different modes of interna-
tionalisation (not reported in the table) reveals that this is not the case for firms
that are subcontractors to a foreign main contractors. Furthermore, for all the
different modes of internationalisation it is found that firms with international ac-
tivities more often introduced process innovations that are new to the enterprise
than those with no international activities, this is in particular true for firms that
have technological cooperation with enterprises abroad (28%) and for firms with
foreign subcontractors (26%).

Table 17 Process innovations and internationalisation

Internationally Only plans to No international
active become active activity

Yes: new for our sector in this country 11% 5% 3%

Yes: only new to this enterprise 19% 13% 11%

No 68% 79% 85%

Do not know 2% 2% 1%

Total N, unweighted 5999 336 3145

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

When looking at firms that have concrete plans to start international activities as
displayed in Figure 33, it appears that those with concrete plans to international-
ise have more often introduced process innovations that are new to the sector in
their country. However, when looking at introductions that are new to the enter-
prise there are hardly any differences between those with concrete plans for in-
ternational activities and firms with no such plans.

One exception is that those with concrete plans to start imports have a less often
introduced process innovations than those without concrete plans to import.
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Figure 33 Process innovations and concrete plans for international activities in 2009-2011
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480), number of
observations 'with plans' for each mode of internationalisation between 250 and 500.

Effect on performance of enterprise

Economic research is not really conclusive with regard to the correlation between
being internationally active and enterprise performance, for example in terms of
growth. Therefore it is interesting to see what can be derived from this survey?.

Entry modes may vary considerably with respect to benefits and costs (Anderson
and Gatignon, 1986). But the potential merits of exporting at the firm level are
well reported in the literature, e.g. exports may lead to sales growth, employ-
ment growth and to improved financial performance (Zahra, Neubaum and Huse,
1997; Daniels and Bracker, 1989)3%,

Weighted results of our survey show that for over two thirds of all SMEs em-
ployment in 2008 was equal to that in 2007 (69%), 14% of all SMEs recorded an
increase and 15% a decrease (less than 3% of the respondents did not report
the employment in 2007).

37 The survey was carried out in early 2009. EUROSTAT reports a relatively steady growth in em-
ployment in EU27 over 2007 and in the first quarter of 2008 (2008-Q1). Employment growth
was close to zero in 2008-Q2 and reached negative figures in 2008-Q3 and 2008-Q4. Really se-
rious shrinking employment was reported for the first quarter of 2009. As a consequence the
seasonally adjusted unemployment series as reported in Eurostat newsrelease euroindicators
112/2009 of 31 July 2009, show that unemployment after being steady around 9% for some
years decreased to about 6.7% in the period from 2005-Q2 to 2008-Q1, to start again rapidly
increasing in 2008-Q2 to reach again almost 9% unemployment at the end of 2009-Q2.

38 In the economics literature it is considered a stylized fact that exporters perform better than
non-exporters (Bernard and Jensen, 1999). However there is some debate about whether better
firms become exporters or whether firms also become better through exporting (or both)
(Greenaway, Girma and Kneller, 2004). The current body of research seems to mainly support
that the best firms self-select into exporting, while there is more limited support for the fact
that firms perform better through exporting (Lopéz, 2005). Furthermore, while a positive link
between export and firm performance is well established, little is known about the link between
other modes of internationalisation and firm performance.



Overall the SMEs interviewed reported an employment growth from 2007 to 2008
of almost 4%%.

The following statistically significant differences (at 99% level) were obtained:

— Exporting SMEs 7% employment growth versus SMEs without export 3%.

— Importing SMEs 8% employment growth versus SMEs without import 2%.

— SMEs with FDI 16% employment growth versus SMEs without FDI 4%.

Comparing groups of SMEs that are involved in several modes of internationali-

sation with those that are not, brings about even larger differences:

— SMEs both importing and exporting 10% employment growth; others 3%;

— SMEs that are active in all modes (import, export, FDI, technical cooperation
and subcontracting) 6% employment growth versus others 2%.

Combining all, both active in one of these internationalisation modes and those
SMEs that have concrete plans to become active, we arrive at an employment
growth of 7% versus only 1% for those SMEs without any actual or planned in-
ternational activities.

Enterprises were also asked to report the development of their turnover in 2008
compared to 2007 in five classes. The overall results are presented in Table 18.

Table 18 Turnover of 2008 compared to turnover of 2007

Percentage of SMEs

Decreased quite a lot (> 20%) 10%
Decreased (5 to 20%) 21%
More or less stable (between -5% and 5%) 28%
Increased (5 to 20%) 24%
Increased quite a lot (> 20%) 8%
Do not know/no answer 8%
Total 100%

Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

Figure 34 shows that the positive association between being internationally ac-
tive and reporting high turnover growth is especially large for SMEs that invest
abroad, SMEs that are subcontractors of a foreign enterprise and SMEs that have
foreign subcontractors. For these categories the percentage of enterprises re-
porting that turnover increased quite a lot from 2007 to 2008 is about 20%,
against an average of only 8%.

39 Obviously only those SMEs that still existed early 2009 were interviewed, so those that went out
of business are missing, resulting in some overestimation of employment growth. The survey re-
sults provide a possibility to analyze the link between internationalisation and firm growth for a
large number of countries, and to consider other modes of internationalisation than exporting.
However, the survey results are not very suitable to analyse the direction of causality between
internationalisation and firm growth.
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If we consider all reported turnover increases then enterprises that invested
abroad and that had technological cooperation in the reference years 2006-2008
show especially positive results: increased and increased a lot, together more
than 50% compared to the average of 33%".

Figure 34 Change in turnover 2007-2008 of European SMEs by mode of internationalisa-
tion in the period 2006-2008
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

4% In the White Paper on SMEs in Japan that was discussed in Chapter 4, the link between interna-
tional operations and labour productivity was examined. It is concluded from empirical data that
(i) the higher the level of labour productivity, the wider is an enterprises' sales territory (rang-
ing from within own city to foreign markets) and (ii) For wholesale trade and manufacturing it
was found that enterprises with a high level of labour productivity have a higher percentage of
direct exports. Whereas a positive correlation between exporting and labour productivity is es-
tablished for SMEs, JSBRI is not able to give an indication on the direction of the casual effect
JSBRI, part II, chapter 1, section 3, page 34, figures 2-1-21 and 2-1-22.



5.1

Perceived barriers for internationalisation

This chapter analyses the barriers that SMEs perceive with regard to interna-
tional business activities, whether by those firms that are already active or by
those firms that have concrete plans to become active. A distinction is made be-
tween internal barriers related to the capabilities of the firm and external barri-
ers related to the business environment. The two types of barriers are closely re-
lated: the bigger the enterprise's resources the easier it is to deal with external
barriers. The barriers perceived as most relevant are: price of own products, lack
of capital and information, high cost of internationalisation and inadequate public
support.

Introduction

We have seen in Chapter 5 that internationalisation can result in various merits
at firm-level which may eventually translate into improved economic perform-
ance at national and European level. However sometimes international transac-
tions do not take place because firms are not able to overcome the barriers as-
sociated with internationalisation. SMEs may for example be kept from interna-
tionalising due to a lack of financial and human capital resources and because
they are vulnerable to conditions and changes in the external environment
(Knight, 2000; Jarillo, 1989). Also when SMEs have taken the decision to inter-
nationalise they may still be vulnerable to constraints during the internationalisa-
tion process. Therefore, it is important to gain insight in the type of barriers that
SMEs may encounter either before or during internationalisation. This makes it
possible to target support to the specific needs of SMEs.

Enterprises that are not yet active in the international market may underesti-
mate some barriers and overestimate others. Because of these differences in
perception of barriers between firms with little experience and firms with more
international business experience, due consideration needs to be given to the in-
ternational experience of firms when designing and developing business support
services.

It is important to mention that all information on barriers resulting from the sur-
vey that is reported in the remainder of this chapter actually refers to the per-
ception of barriers as expressed by SMEs themselves not necessarily to actual
barriers. Still, perceived barriers are important as they may cause SMEs to re-
frain from entering foreign markets, while in reality the barriers are less impor-
tant than perceived a priori. Information and awareness campaigns may play a
useful role in such situations, just as creating opportunities for starters on inter-
national markets to learn from experienced entrepreneurs®.

*! For example an export club organised by Chambers of Commerce.
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5.2

Internal barriers

Internal barriers are related to the characteristics of the enterprise itself, e.g.
lack of capabilities.

Average scores - for internationally active SMEs only - are shown in Figure 35 by
size of firm on a scale ranging from 1 'not at all important' to 5 'very important'.
About 5% state that they have no barriers at all and another 6% (ranging from
3% on language barriers to 12% on high cost of internationalisation) answer that
they don't know how important their barriers are.

Figure 35 Importance of internal barriers for internationalisation, by size class of SMEs,
average score on scale 1 (not important) to 5 (very much important), for inter-
nationally active SMEs only
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

The most important barrier in the perception of SMEs is price of the products or
services of the enterprise. This of course relates to the general price level in the
home market and the level of efficiency of the firms; so specific internationalisa-
tion support measures are not likely to address this. However integrating meas-
ures aimed at increasing the efficiency of firms, either by combining internation-
alisation and innovation policy or by stimulating efficient sourcing of inputs, per-
haps by direct imports, may prove effective.

The second most important barrier is the high cost of internationalisation. Here a
range of support measures may be relevant such as making information on in-
ternational markets easily accessible for SMEs or subsidizing trade missions to
facilitating participation in foreign trade fairs.

For internal barriers the differences by size class are generally quite small. Only
in the case of 'qualified personnel’ there is a distinct size class pattern: the
smaller the enterprise the more important is this barrier ('lack of sufficiently
qualified personnel’).

There are differences between SMEs already involved in international activities
and those SMEs that are not yet internationally active but are making concrete
plans to start.

Figure 36 clearly shows that all the barriers listed are much more important in
the perception of SMEs that only have plans to become internationally active
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than for those SMEs that are already active*’. On the scale from 1 (not important
at all) to 5 (very important), the absolute difference is on average 0.50 point, or
- considering the average scores - more than 20% higher for SMEs that are not
yet internationally active but have concrete plans to start than for SMEs already
having international activities.

Figure 36 Importance of internal barriers for internationalisation, average score on scale 1
(not important) to 5 (very important), for SMEs that are active and SMEs that
have plans to become internationally active
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

The significant gap between the importance attributed to many barriers by en-
terprises already active in international markets and those enterprises that have
only plans to enter these markets indicates a further need for information and
awareness rising among interested enterprises. Some barriers might be per-
ceived to be higher than supported by the experience of other SMEs.

External barriers

For SMEs as a whole the difference between the importance of these external
barriers in EU-EEA markets and on third markets is presented in Figure 37. Lack
of capital and lack of adequate public support score even higher with reference
to EU-EEA markets than to extra EU-EEA markets. This might be related to the
fact that generically somewhat larger and more experienced SMEs are active in
third markets.

*2The number of SMEs in the survey that have no international activities but concrete plans to

start in the near future is relatively small (n=336). Consequently results by size class are not
very robust. However these results suggest that small enterprises, i.e. those with 10-49 em-
ployed people have a somewhat different perception of problems compared to micro and me-
dium-sized enterprises. With language, and with specification and price of their products or ser-
vices the score is somewhat lower, whereas for quality of own products and high cost of interna-
tionalisation the scores are much higher.
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Figure 37 Barriers related to the business environment for the enterprises in EU-EEA mar-
kets and non-EU-EEA markets (percentage of SMEs that state important)
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Source: Survey 2009, Internationalisation of European SMEs EIM/GDCC (N=9480).

As with internal barriers, the differences by size class are fairly small for most
external barriers in EU-EEA markets. Figure 38 shows two major exceptions:
other laws and regulations in foreign countries are perceived to be more impor-
tant by the larger SMEs and /ack of capital is especially high with micro enter-
prises.

The perceptions of SMEs that only have plans to enter international markets
have been compared to those of SMEs that are already active. For most external
issues with regard to EU-EEA markets the SMEs with plans only feel that the fol-
lowing issues are more important: /ack of adequate information; cost of difficult
paperwork and cultural differences. Lack of adequate public support and other
laws and regulations are only slightly higher with SMEs with plans only. Finally
tariffs and other trade barriers score even lower with SMEs with plans only.

Figure 39 shows that also with regard to third markets the differences by size
class are fairly small. The same two exceptions apply: other laws and regulations
in foreign countries score higher with larger SMEs, lack of capital is more impor-
tant for micro firms.

In conjunction, Figure 38 and Figure 39 show that the patterns for EU-EEA and
non-EU-EEA markets are rather similar, although tariff and other trade barriers
in foreign markets, other laws and regulations in foreign countries, tariffs or
other trade barriers in home country and cultural differences score somewhat
lower with regard to EU-EEA markets.



































































































































































































