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Table 1.20 Co-operatives, mutuals, and non-profit organisations: number of members (1 000) and economic size (mIn euro) (methodological

notes are contained in Appendix Il to this chapter)

Number of enterprises

Economic size (mhn euro)

Mutuals Non-profit organisations Mutuals Non-profit organisations

1998 1994 1998 1990 1994 1998 1990 1994 1998 1994 1998
Austria 3026 59 58 n/a n/a n/a 10 9 1 nfa 3340
Belgium n/a n/a nfa 7834 n/a n/a 37 n/a 0 n/a n/a
Denmark n/a 1354 nfa 2007 n/a n/a 21 0 n/a 1 36
Finland? 2257 n/a n/a n/a nfa 3700 n/a n/a n/a 1977 n/a
France 16 800 nfa 40000 25500 n/a n/a 444 n/a 45 n/a 1
Germany 20 428 n/a n/ 37528 n/a nfa 98 000 n/a n/a n/a n/a
Greece® 363 n/a 99 n/a n/a n/a n/a n/a n/a n/a n/a
Ireland 2400 0 nfa 1263 1318 n/a 7 0 0 n/a 8 9
Italy 7148 n/a 306 n/a n/a n/a 0 0 n/a n/a n/a n/a
Luxembourg n/a 0 n/a n/a n/a n/a 0 0 17 n/a n/a n/a
Netherlands n/a n/a n/a n/a n/a n/a 96 0 1 n/a 1 n/a
Portugal n/a n/a n/a 523 n/a n/a 4 0 n/a n/a n/a n/a
Spain n/a 2000 n/a n/a n/a nfa 13 444 962 n/a n/a n/a
Sweden n/a n/a n/a n/a n/a n/a nfa n/a n/a n/a n/a
United Kingdom 8 281 nfa n/a n/a n/a nfa 7000 nfa 6200 nfa 19749
Iceland n/a nfa n/a n/a n/a n/a nfa n/a n/a n/a n/a
Liechtenstein n/a 0 0 n/a n/a n/a nfa 0 0 n/a n/a
Norway* n/a n/a n/a n/a n/a n/a n/a n/a 713 nfa 2728
Switzerland n/a 0 0 n/a n/a n/a nfa 0 0 n/a nfa

a  Data for 1998 refer to 1997; number of employees in non-profit organisations refer to associations only; 1990-data refer to 1991.
b Data for 1998 refer to 1997.

¢ Data for 1998 refer to 1996.
N

ote:  As the statistical definition of co-operatives, mutuals and non-profit organisations differs between countries, no direct comparison between countries is permitted also, comparing data for one country for different years might lead
to incorrect conclusions as statistical definitions may change over time as well.
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Appendix I: Data used in Sections 1.1 and
1.2

One of the cornerstones of the statistical information used in the European Observatory for SMEs
is ‘Enterprises in Europe’?’. This publication contains harmonised information for each of the 19
countries on the number of enterprises, employment, turnover, value added and labour costs,
by industry (two digit NACE classification) and size class.

In some respects, however, this publication does not provide ail of the information required for
a comprehensive statistical picture of the enterprise sector in each country:

s Some countries’ data was incomplete, and estimates were made (Section i.2);

e The Sixth Report of Enterprises in Europe mostly relates to the situation in 199628, but this
information is not always comparable with data published earlier. To solve this problem,
additional estimates were made to describe developments between 1988 and 1996 (Section |.3);

* In order to obtain estimates about developments in recent years (1996-2000), an accounting
scheme?® has been developed which calculates developments with respect to all the
variables used in this chapter - number of enterprises, employment, turnover, value added
and labour costs - by industry and size class for each country (Section I.3).

This appendix pertains first of all to the major statistical database used in the Observatory

project. Initially, however, this appendix discusses the classification of industries and the concept
of enterprise size.

.1 Definitions

I.1.1 Industrial classification

All data presented in this report relating to SMEs is based on non-primary private enterprise;
excluded from the analysis are all state-owned enterprises (‘private’) and enterprises in forestry

and fishing (‘non-primary’).

Throughout much of Chapter 1, the sectors of industry comprising non-primary private
enterprise are classified as follows (using the NACE Rev.1 industrial classification)3®: extraction

27 Enterprises in Europe - Sixth Report, prepared by Eurostat and DG Enterprise (to be
published). Data used in this publication are available in the Eurostat Database Newcronos,
domain SME. According to the Council Regulation 58/97 concerning structural business
statistics (SBS), the data broken down by size class (SME data) will be in short term
integrated into the common legal framework established by the SBS regulation.

28 Only for 12 countries: Austria, Belgium, Denmark, Finland, France, Germany, [taly,
Netherlands, Portugal, Spain, Sweden, United Kingdom. For the other countries, the
availability of data did not change since the publication of the Fifth Annual Report of The
European Observatory for SMEs.

29 SEAS: the SME in Europe Accounting Scheme. Bosma, Niels, and Ton Kwaak: SICLASS -
Forcasting the European Enterprise Sector by Industry and Size class (EIM, Research Report
9812/E) provides an extensive discussion of SEAS.

30 Also see Appendix 1l to this chapter, which gives a detailed description of the industrial
classification used.
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(including energy; NACE C, E); manufacturing (NACE D); construction (NACE F); wholesale
trade (NACE 51); retail distribution (NACE 50, 52); transport and communication (NACE I);
producer services (NACE |, K); personal services (NACE H, N, O).

I.1.2 Enterprise size

in this report, the number of employees is used as the sole criterion for the classification of
enterprises by size class. ‘Enterprises in Europe’ provides the opportunity to distinguish the
following size classes for all industries and countries:

* Micro enterprises: enterprises having 0-9 employees;
* Small enterprises, which employ 10-49 employees;
* Medium-sized enterprises, employing between 50 and 249 employees;

s Large enterprises, employing 250 or more employees.

.2 A comprehensive statistical database of European
enterprises, 1993/1996

1.2.1 Introduction

For each country, the reports of ‘Enterprises in Europe’ provide a fairly detailed database of non-
primary private enterprise in 1992/1993 and/or 1995/1996%'. However, to provide a
comprehensive picture by country, industry and size class, a number of additional estimates
were made. These additional estimates were made at a low level of aggregation (by two-digit
NACE division and by the size classes outlined above).

However, data is normally reported at a much higher level of aggregation. The disaggregation
during the estimation process was done to ensure that all available information from various
sources could be used.

During the construction of the database, it appeared that for some industries - and in the case
of some countries, for the whole economy - data on value added and labour costs was
missing32. This section discusses how these problems were resolved.

The estimation of value added started with an inventory by the ENSR-partners as to what
information on value added by industry and size class was available. However, in many cases no
data were available, and so, data on value added by industry from national accounts was used.
This was distributed over size classes according to turnover and observed turnover/value added
ratios in other countries?3.

The estimation of data on labour costs started from value added, as follows:

* At the industry level, data on the share of labour costs in total value added was taken, so
labour costs could be calculated at the industrial level;

e Labour costs by industry were distributed over size classes according to the size-class
distribution of value added and differences in the ratio of labour costs and value added in
other countries.

At each stage consistency-checks with ‘Enterprises in Europe’ were performed.

31 1996 data is available for 12 countries: Austria, Belgium, Denmark, Finland, France,
Germany, Italy, Netherlands, Portugal, Spain, Sweden, United Kingdom. For the remaining
countries, only data for previous years are available.

32 |t should be noted that Eurostat kindly provided EIM Small Business Research and
Consultancy with some additional estimates.

33 Turnover includes the purchased value of merchandise, as well as several subsidies and
taxes. This might pose problems especially in wholesale and retail trade.
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Appendix 1l: Definition of industries

NACE-code

Industry (Sub)section Division
Extraction (incl. energy) ' C, E
¢ Extraction of energy-producing materials CA

— Mining of coal, lignite, peat 10

— Extraction of crude petroleum, natural gas 1
¢ Other extraction CB

— Mining of metal ores 13

— Other mining and quarrying 14
e Electricity, gas and water supply E

— Electricity, gas, steam and hot water 40

— Collection, purification and distnbution of water M
Manufacturing b
¢ Manufacture of food products, beverages and tobacco DA

— Manufacture of food products and beverages 15

— Manufacture of tobacco products 16
e Manufacture of textiles and textile products DB

— Manufacture of textiles 17

— Manufacture of wearing apparel 18
* Manufacture of leather and leather products DC 19
* Manufacture of wood and wood products DD 20
¢ Manufacture of paper, paper products; publishing and printing DE

— Manufacture of pulp, paper and paper products 21

-— Publishing; printing; reproduction of recorded media 22
* Manufacture of coke, refined petroleum and nuclear fuel DF 23
* Manufacture of chemicals, chemical products, man-made fibres DG 24
* Manufacture of rubber and plastic products DH 25
* Manufacture of other non-metallic mineral products DI 26
* Manufacture of basic metals and fabricated metal products D)

— Manufacture of basic metals 27

— Manufacture of fabricated metal products 28
* Manufacture of machinery and equipment n.e.c. DK 29
* Manufacture of electrical and optical equipment DL

— Manufacture of office machinery and computers 30

— Manufacture of electrical machinery 31

continued
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continued
NACE-code
Industry (Sub)section Division
— Manufacture of radio, TV and communication equipment 32
— Manufacture of medical, precision and optical instruments 33
e Manufacture of transport equipment DM
— Manufacture of motor vehicles, trailers and semi-trailers 34
— Manufacture of other transport equipment 35
e Manufacture of n.e.c. DN
— Manufacture of furniture; manufacture of n.e.c. 36
— Recycling 37
Construction F 45
Wholesale trade G 51
Retail distribution (incl. car and repair) G 50,
52
 Sale and repair of motor vehicles and motorcycles 50
e Retail trade, repair of household goods 52
Transport, communication |
e Land transport; transport via pipelines 60
¢ Water transport 61
¢ Air transport 62
* Supporting/auxiliary transport activities; travel agents 63
» Post and telecommunication 64
Producer services ], K
e Financial intermediation J
— Banking, financial leasing 65
— Insurance and pension funding 66
— Activities auxiliary to financial intermediation 67
¢ Real estate, renting and business activities K
— Real estate activities 70
— Renting of machinery and equipment 71
— Computer and related activities 72
— Research and development 73
— Other business activities 74
Personal services H, N, O
¢ Hotels and restaurants H 55
¢ Health and social work N 85
¢ Other community, social and personal services O
— Sewage disposal, sanitation and similar services 90
— Activities of membership organisations n.e.c. 91
— Recreational, cultural and sporting activities 92
— Other service activities 93
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refer to 1996); mutuals: GEMA, CNCMA, FNMF, MSA

Eurostat: The co-operative, mutual and non-profit sector in the
European Union, 1996 (excluding Neue Bundeslander)

DG Bank: Die deutschen Genossenschaften 1994 (Bericht)
(including Neue Bundeslander)

DG Bank: Die deutschen Genossenschaften 1998 (Bericht)
(including Neue Bundeslander)

Eurostat: The co-operative, mutual and non-profit sector in the
European Union, 1996

Department of Land Planning Engineers and Regional Development
(Thessalia University): Establishment and organisation of a national
union of Social Economy Organisations: a research project on
organisations, members and activities in the Social Economy in
Greece and developing a database, Volume A (data refer to 1997)

Eurostat: The co-operative, mutual and non-profit sector in the
European Union, 1996

(Data refer to 1995): co-operatives restricted to members of NUOs:
ILCU, ICOS, CDS, IFWC, NABC; non-profit: members of IBSA, ICSH

Co-operatives restricted to members of NUOs: ILCU, ICOS, CDS,
IFWC, NABC; non-profit: members of IBSA, ICSH

Eurostat: The co-operative, mutual and non-profit sector in the
European Union, 1996

A. Prattichizzo, Universita Cattolica del Sacro Cuore, Piacenza, 1996;
data based on available statistics referring to NUOs: UNCI, CCli,
LEGA, AGCI

Legacoop and Confcooperative (data refer to 1997)

Eurostat: The co-operative, mutual and non-profit sector in the
European Union, 1996

Co-operatives: STATEC; mutuals: Higher Council of Mutuals

Eurostat: The co-operative, mutual and non-profit sector in the
European Union, 1996

Trade register Chambers of Commerce

Eurostat: The co-operative, mutual and non-profit sector in the
European Union, 1996

Co-operatives: Instituto Anténio Sérgio para o Sector Cooperativo
(INSCCP); mutuals and NPOs: Estrutura Empresarial, 1993; database
Ministry of Employment (all data refer to 1993)
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Barea & Monzén: Las Cifras Clave de la Economica Social en Espafa
(Key Figures for the Social Economy in Spain; CIRIEC-Espaiia,
Madrid, 1993)

Confederacién Empreserial Espaiola (CEPES), from data supplied by
the Ministry of Labour and the Ministry of Home Affairs (data refer
to 1995, and include Labour Limited Liability companies)

Co-operatives: KOOPI (data refer to 1995); NPOs: F. Wijkstrom
(Stockholm Business School; data refer to 1992)

Eurostat: The co-operative, mutual and non-profit sector in the
European Union, 1996

UK Co-operative Union; UK Social Economy Forum; Charity
Commission

K. Sigurréson: The co-operative college of Iceland, 1996
Mutuals: IGW

Statistics Norway

Statistics Norway (data refer to 1996)

Co-operatives: Statistisches Jahrbuch (SHAB)
Co-operatives: Statistisches Jahrbuch (SHAB)
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The monitoring activities based on public registers do not reveal all potential skill
shortages since not all job placement needs are reported to the PES. It is scarcely
feasible to keep track of all potential skill shortages and the PES does not cover all
labour demands. Furthermore, it must be stressed that data on vacancies alone
does not allow a distinction to be made between real skili shortages and other
failings in the labour market, and thus cannot reveal the remedies required to deal
with the recruitment problems identified in the enterprises. To determine the
characteristic features of the recruitment problems, data on vacancies must be
combined with statistics on unemployment and qualitative assessments by other
active parties in the labour market.

in Sweden, Denmark and Finland for example, quantitative monitoring of
vacancies is combined with qualitative information gathered from industrial and
trade organisations, where the rough data are supplemented with qualitative
assessments. This strategy gives some indication as to whether the ’hard-to-fill’
vacancies are due to real shortages of skills or failings in the labour market. Further
comparisons with statistics on the level of unemployment and distribution by
occupational/educational groups make it possible to determine whether there are
mismatch problems or there is a genuine lack of specific skills.

Not all countries’ public databases or registers are available for monitoring skill
shortages. Ireland, Netherlands, Belgium, Spain, Sweden, Denmark, Norway, the
United Kingdom, Austria, Portugal and Greece therefore conduct surveys to identify
and describe potential skill shortages. The surveys differ in many ways, e.g. some cover
certain sectors of industry, while others cover all sectors of business activity. Some of the
surveys take a regional approach, while others cover the whole country. The main
objective differs from survey to survey, with some focusing on vacancies which are hard
to fill, some on training needs and still others on recruitment problems in general and
recruitment problems among different occupational groups. Some of the surveys
concentrate on recruitment problems identifiable for the past year, while others
investigate the employers’ needs for labour and skills in the years ahead. A wide range
of organisations are active in the field of labour market research, some of which is
commissioned by local/regional authorities, while other studies are conducted at the
instigation of public authorities like the Ministry of Labour, and industrial organisations.

With the increase in the level of employment, and thereby the risk of skill
shortages appearing, a number of new approaches have been initiated in recent
years, and some countries have set up specific task forces to counter the problem
of potential skill shortages.

In Ireland, since late 1997, a new national structure has been established by the
Government to develop national strategies for identifying and tackling the issue of
skill needs. This is known as the Business, Education and Training Partnership Forum.
The forum meets once or twice a year (since June 1998) with the obijective of
achieving a broad consensus among all interested parties on the policies required to
meet the skill needs of the economy. The forum includes representatives from trade
and industry, the relevant Government departments, the education sector and
Government agencies.

In 1998 the UK Government set up the Skills Task Force to advise on the development
of a National Skills Agenda for supplying the skills needed for the UK’s economic
success. The Task Force is currently considering issues such as employability and key
skills and training in the workplace. Its membership is drawn from private and public
sector employers, education and training providers and trade unions.
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measures aim to upgrade qualifications/skills in general, in order to prevent skill
shortages from arising. These measures are of a more indirect nature.

This type of training scheme is seen in most countries. For some schemes the
target group is the unemployed, while others are oriented towards staff already
employed in enterprises.

Training schemes aimed at the unemployed are a standard labour market initiative
for alleviating the enterprises’ recruitment problems. The aim is to increase the
employability and potential of the unemployed by upgrading their skills. In many
countries the target group for training arranged by public employment services or
other public bodies consists of the long-term unemployed, young people without
education, people with disabilities, older unemployed persons and ‘hard to place’
unemployed people. Upgrading the skills, sometimes basic skills and sometimes
general skills, among the unemployed in order to overcome future recruitment
problems is a strategy deployed in almost all the countries within the EEA and
Switzerland.

Because SMEs in many countries have restricted their spending on training, the
public authorities have developed special training schemes to increase the training
of staff already employed'2. In most cases the public authorities pay part of the
cost of training as an incentive for the provision of schemes in enterprises. Austria
differs from the general picture, since its public authorities use tax incentives. In
Austria the Government has reacted to the low level of training in enterprises by
introducing tax incentives, integrated into a new tax reform, which will come into
force on 1 January 2000. These tax incentives are designed to increase employers’
and employees’ training activities. The idea is to create an ‘educational’ tax, i.e. a
tax-deductible amount for staff-training schemes similar to the amount deductible
for investments in new capital assets. In addition, further vocational training
schemes will also be made tax-deductible for employees for training relevant to a
practised profession. A comparable system has been introduced in the
Netherlands. Since 1996 the impetus for sandwiched work and education
schemes for the entire working population has come from a tax incentive scheme.
Employers now receive a certain amount per year in wage reimbursements for
each training placement. On 1 January 1998, a tax concession was introduced to
promote on-the-job training; this scheme also includes a tax incentive for senior
employees.

Some public measures combine training activities among job seekers and staff in
employment. In the so-called ‘job rotation schemes’ developed in Denmark and
adopted in several other countries, several models of job rotation are possible.
However, the main feature of these schemes is that there will always be one or
more unemployed person to take over the job while one or more empioyees of the
enterprise in question participate in a vocational training course. The unemployed
stand-in will always be prepared for the temporary job by some prior
education/training. The job rotation model has several advantages for the
unemployed as well as for those in employment and the enterprises themselves.
The enterprise secures a better-qualified workforce, and production continues
during the period when the employees are attending CVT courses - at the same

12 Public co-financing of training activities among already employed persons is reported in
Finland, Ireland, Spain, Austria, Portugal, Greece, ltaly, Denmark, Belgium, Norway and
Sweden.

133


















Labour market issues

working in another Member State?°. Linguistic and cultural barriers are well-known
impediments, which are documented in various analyses and studies?'. Of the
various other barriers the problem of acknowledging foreign qualifications in
particular seems to be a serious obstacle in the various countries.

According to a report from the European Social Fund Evaluation Unit, it is
apparent that national systems for certification and definition of awards of
qualifications vary enormously. It is concluded that national systems and
definitions are very much tied up with the cultural heritage and values of
individual Member States, and that educational and vocational awards reflect such
national differences. Although CEDEFOP, for example, is working to achieve
transparency so that the ‘contents’ of educational and vocational awards can be
made apparent, it will take some time before this is achieved.

In Sweden and ltaly, for example, recognition of foreign qualifications is seen as the
main barrier against cross-border mobility. The issue concerns both the difficulties
faced by employers in evaluating qualifications acquired in other countries and the
existence of strict professional barriers in certain occupations. When employers are
unfamiliar with ‘foreign’ qualifications and diplomas they often find it difficult to
assess the skills and knowledge of applicants, and the applicants may feel that they
are unjustly rejected for posts for which they are in fact qualified.

This view is supported by the results of a study commissioned by the Swedish
Employers’ Confederation (SAF). In this study, 401 Swedish employers were
interviewed on what they regarded to be the main difficulties in employing
foreigners. The two main difficulties identified by the employers were problems in
assessing foreign education and the professional experience of foreign employees.
More than 80 % of the employers saw these factors as a problem.

The Commission is aware of the problems in mutual recognition of qualifications.
The general EU Directives?? stipulate that everyone has the right to practice his/her
occupation in all the EU/EEA countries, but that certain conditions will nonetheless
apply in certain situations:

A. Where the host state is able to provide evidence of substantial differences
between the education and training received and that required;

B. Where there are, in the host state, differences in the fields of activity
characterised by specific education and training, relating to subjects which
differ substantially from those covered by the applicant’s qualification;

C. Where the duration of the migrant’s education and training is less than that
required in the host state.

With regard to the other barriers restricting a higher level of cross-border mobility,
the following should also be mentioned:

¢ Differences related to e.g. terms of employment and work environment
regulations;

20 European Commission, Employment in Europe, Brussels, 1997.

2! Op. cit., and European Social Fund Evaluation Unit, Conference Report, Mobility in the
EU - Implications for the European Social Fund, Ireland, 1997.

22 Council Directive 89/48/EEC on a general system for the recognition of higher-
education diplomas, awarded on completion of professional training of at least three years’
duration, and Councif Directive 92/51/EEC on a second general system for the recognition
of professional education and training which complements Directive 89/48/EEC.
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vacancies are increasing in proportion to the number of existing employees in the
enterprises. On the other hand, the bigger SMEs are better equipped to overcome
recruitment problems, while the smaller SMEs are less ready to deploy corrective
actions to overcome probiems with unfilled vacancies. The smallest SMEs give up
filling vacancies to a significantly higher degree.

About a fifth of all SMEs facing recruitment problems give up filling vacancies,
which in a situation with 18 million unemployed people in the European Economic
Area and Switzerland, highlights the urgent need for implementing corrective
actions in order to overcome recruitment problems and problems with skill
shortages. The EU and the individual public bodies are making many efforts in this
field to secure a well-functioning labour market, but apparently without success.

Thus, an SME-oriented policy in the field of recruitment and skill shortages should
take some of the following elements into account:

e The system of anticipating skills shortages should be improved in order to
foresee problems beforehand instead of recognising problems that have already
occurred. A better system of anticipation would improve the possibilities for
implementing the appropriate corrective actions within a realistic time
perspective. A way to improve the anticipating system could be for the PES to
encourage SMEs themselves to inform the PES earlier of their recruitment
needs. This would also contribute to the improvement of the possibilities for
addressing the actual needs and problems in specific sectors and/or within
specific qualifications, thus providing a more solid foundation for implementing
specific corrective actions.

* The central and decentralised public bodies should improve their dialogue with
the enterprises in order to stress the importance of seeing recruitment as a
strategic field of action in line with e.g. investments in continuing vocational
training. Many SMEs are typically local and ‘present-day’ oriented in their
recruitment efforts. If they do not contact the regional PES until all other
possibilities for recruiting have failed, the PES does not have a very good
chance of helping SMEs to overcome their recruitment difficulties.

e The central and decentralised public bodies should give priority to the smallest
SMEs in an improved dialogue. The smallest SMEs’ possibilities for relocating
staff within the enterprise are more limited, and they do not have the
institutional set-up for handling recruitment as the bigger SMEs have, where
there is often a special department or dedicated employees with responsibility
for recruitment.

* Central and decentralised public bodies should encourage SMEs to use open
recruitment channels (e.g. PES and the Internet) in order to make vacancies
visible and create transparency in the labour market. It would also seem
relevant in this connection to encourage the SMEs to use EURES in order to
widen the recruitment possibilities and in order to promote cross-border
mobility.

¢ The existence of skill shortages is to some degree connected to the SMEs’ use of
closed recruitment channels, and the consequent lack of transparency in the
labour market. The proposals mentioned for an SME-oriented policy in the field of
recruitment and skill shortages suggest attempts to create transparency in the
labour market, and to stimulate SMEs to handle recruitment as a strategic field,
making it possible to identify skill shortages beforehand instead of when they
have already appeared. Nevertheless, one may expect that SMEs to a certain
extent will still use closed recruitment channels, with subsequent difficulties in
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attracting people to unfilled vacancies. Part of the job openings/unfilled vacancies
will simply not be visible for many job seekers. Therefore, it is assumed to be
insufficient for the regional bodies to improve their dialogue with the SMEs. They
should simultaneously encourage job seekers (unemployed as well as employed)
to contact enterprises in the local/regional area. Since many vacancies are fulfilled
by use of closed recruitment channels, job seekers will increase their chances of
finding employment by contacting the enterprises directly.
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Access to finance

friends were indicated by 6 % of a sample of 176 businesses as one source of
finance to start a new enterprise'®. The study suggested also that this type of
financing was more prevalent among enterprises where the owner was under the
age of thirty. The study indicated also that high-tech enterprises were less likely to
get loans from relatives than enterprises in other sectors.

A Norwegian survey among newly established entrepreneurs emphasised the vital
importance of informal finance from relatives and friends in the establishment of
new enterprises, but here again no quantitative information is available.'?

In Spain, there is some indirect evidence on Love Money through an analysis of
the preferences of the Spaniards for investing their savings. According to a survey,
around 12 % of the respondents have invested part of their savings in starting an
own business or in starting a relative’s business?°. Another Spanish study on the
financial assets of Spanish families based on information collected from the
Spanish Central Bank suggests that up to 7.7 % of the families’ financial assets are
loans granted to own or a relative’s enterprises. These assets are included in the
balance sheet under the category ‘others’. An interesting trend in this context is
that ‘other’ as a source of finance suffered an important decline between 1985 and
1995 (12.5 % to 7.7 %). The explanation may be that enterprises have nowadays
an easier and cheaper access to the banking system whilst during the same period
interest rates declined.?’

An empirical study conducted in Germany on the success and risks of new
enterprises showed that 25 % of the enterprises had received capital from relatives
or friends?? and that also start-ups had traditionally a relatively good access to
bank credit in Germany.

Generally, most of the studies referred to above have analysed and documented
that Love Money is mainly provided in the start-up stage, although a study?? in the
UK indicated that such finance had also been used to assist developing business. A
Norwegian survey of the manufacturing sector found out that informal finance by
family or relatives for investments by established SMEs is almost non-existent?“.

Another important dimension of Love Money is the so-called virtual Love Money,
i.e. guarantees provided by relatives or family for loans from the banking sectors.
In this type of financing, the relatives or family members do not finance the
enterprise directly but take a risk in case of insolvency or failure.

18 Storey, D., and A. Strange, Entrepreneurship in Cleveland 1979-1989: A study of the
effect of the enterprise culture, in DfEE research Series, No. 3, 1993.

'Y Waage, Garnes, Bodsberg, Naustdal, Tveito and Weatherstone, Etablering av
smabedrifter -et forprosjekt (Start-up of Small Business - a Pilot Project), NTH, Institutt for
industriell gkonomi og organisasjon, rapport No. 21, Trondheim, 1978.

20 Alvira Martin, F., and ). Garcia Lopez, Actitud de los Espafioles hacia el Ahorro (Attitude
of the Spaniards toward Savings), in Papeles de Economia Espafiola, No. 70, 1997.

21 Garcia Tabuenca, A., La financiacién de la Empresa en Espafia: Pme e Intervencion del
Estado 1975-1997 (Financing of Enterprises in Spain: SMEs and State intervention 1975-
1997), in Economia Espafiola, No. 317, 1997,

22 Briiderl, |., P. Preisendorfer and R. Ziegler, Der Erfolg neugegriindeter Betriebe. Eine
empirische Studie zu den Chancen und Risiken von Unternehmensgrindungen (The
Success of New Businesses. An Empirical Study on Chances and Risks of Start-ups), in
Betriebswirtschaftliche Schriften, Heft 140, Berlin, 1996.

23 Mulholland, K., The Family Enterprise and Business Strategies, in Work, Employment and
Society, Vol. 11, No. 4, 1997.

24 Kvinge and Langeland, Smatt, men ikke bare godt. Lennsomhet og soliditet i sma
industriforetak (Small but not only Beautiful. Profitability and Solidity in Small
Manufacturing Companies), FAFO-rapport 178, FAFO, Oslo, 1995.
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to finance innovation since they are unable to evaluate risk and inflate bank
charges in uncertain situations.

* Not all benefits from innovation can be retained by the innovator: The
possibilities for an innovative enterprise to protect itself against copy and
imitation are limited. Most of the time, the enterprise shares involuntarily the
fruits of its innovation with competitors. Patents, because of their compulsory
publicity, are one of the least efficient means to protect the benefits of an
innovation. From a business point of view sharing the benefits of innovation
means reducing profitability.

* The indivisibility of investments linked to innovation: the logic and functioning
of the financial systems make it very difficult to split the technological
investment into several projects each having its own source of finance. Ideally,
to finance the maximum number of projects in an enterprise, the financial
institutions should be sufficiently sophisticated to allow a wide variety of parallel
financial options. :

The above-cited OECD study has reached three general conclusions worth
mentioning here:

* The financing problems are especially acute for those innovative SMEs which
operate in the global product market and face global competition, but do not
benefit from the advantages of access to global capital markets.

e Financing of product innovations geared toward the consumer is perceived
more risky by the finance providers than financing a process innovation. In the
eyes of the financial world, the behaviour and mood of the consumer are seen
as more difficult to grasp than the technical problems of the producer.

* High-tech innovation is not, paradoxically, the worst off. Low and medium
technology innovation suffers the most from financial shortage. Indeed they
combine three handicaps: they are too risky for the banks, they offer too
modest expectations of return for risk financiers and they are not dazzling
enough for public bodies and government authorities®2.

Many national studies collected by ENSR confirm the dimensions of the above
analysis.

A survey among 545 Swedish new technology-based enterprises showed that it is
particularly hard to get financing for enterprises which use new technology on
new markets, but also for enterprises which use known technology on new
markets. On the other hand, enterprises developing new products with known
technology for known markets have reported to have fewer problems to find
finance33. This survey gives a hint to the valuation of the various components of
the uncertainty by financiers. The highest level of uncertainty seems to be
attributed to the market, the next level concerns the product, while technology or
innovation comes in third place.

Many empirical studies stress specifically the problems faced by enterprises that are
both newly created and innovative. Indeed, those enterprises face the problems of
early stage and at the same time the more specific problems of innovating
enterprises. As they are seen as potentially important for a well-functioning and

32 OECD, National Systems for Financing Innovation, Paris, 1995.
33 Olofsson, C., and G. Lindstrom, New technology-based enterprises, NTBFs in early
development stages, November 1998.



























Electronic commerce and SMEs

emergence of new, innovative ways of co-operation among enterprises that will
help them to successfully face the challenges of globalisation.’

This chapter deals primarily with electronic commerce based on the Internet.
Topics dealing with credit cards or other forms of digital money will, when not
specially related to the Internet, not be dealt with here.

In many cases all trade transactions, marketing, ordering, payment, delivery and
customer support can be carried out digitally. Electronic commerce can change
how business is conducted in all respects. The front office activities, buying and
selling, can be conducted through a web home page, but also the back office
activities concerning inventory, logistics and customer behaviour analysis can be
performed much more effectively by integrating a web application.

For the business-to-consumer electronic market, the Internet is now by far the
most frequently used channel. This market relies on ad hoc, usually short-term,
connections among potential business partners. In this context the Internet is the
most versatile vehicle available today. The Internet allows smaller organisations to
reach a larger market at a limited cost. For example, there are travel agencies on
the Internet, which used to be a small firm with a local client group, and now have
national or even international coverage.

Business-to-business electronic commerce has, in some sectors like the car and
electronics industries, already been established for several years. These business
networks are not necessarily using the Internet. Dedicated networks can largely
ignore security issues related to the Internet. Long-term business relations such as
seen in business-to-business relations can benefit from using Electronic Data
Interchange (EDI)* for handling ordering and payment. The key motivation for
introducing EDI is to increase the quality of business documentation by allowing
the entry of one piece of information only once, thus achieving a large reduction
in costly errorsé. This is accomplished by using formats based on the EDI standard
for representing business information.

The business-to-administration electronic market can contribute to wider
participation in calls for tenders, resulting in more effective public procurement.
The Internet, as a carrier of updated information on products and tenders, is useful
for both SMEs and the public sector. In addition, participation in this market will
foster co-operation based on the Internet among SMEs. Also administrations are
now beginning to use EDI. o

The Internet activities are developing rapidly and new forms of commerce are
emerging. For example, lately, a market where consumers are selling directly to
consumers is becoming popular. This market is commonly organised as online
auctions. One major difference compared to traditional auctions is that the
bidding can be carried out over a longer period of time. In addition, several
objects can be under the hammer simultaneously.

In the following, a presentation of business activities and use of the Internet in the
context of electronic commerce is given. The activities dealt with are marketing,

> http://www.echo.lu (situation on 24 September 1999).
6 ENSR, The European Observatory for SMEs. Third Annual Report 1995, Zoetemeer;
1995.
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Sufficient customer access to the Internet is of course an important prerequisite for
business-to-customer commerce. The perception of this potential bottleneck
among SMEs is shown in Table 5.4. See also Figure 5.2 for Internet penetration
among the population and the SMEs. This barrier can also be linked to the
perception that electronic commerce does not apply to the SME.

SMEs who are already online are more concerned with consumer access to the
Internet (11 %) than those who do not have access (5 %). Customer access to the
Internet is the most important barrier for 20 % of the medium-sized enterprises
already having access to the Internet.

Some SMEs do not believe that entering the Internet market would pay off.
Interestingly this is the most important reason for not using electronic commerce
in some of the countries with the most advanced use of electronic commerce, such
as Austria, Finland and Sweden (all more than 15 %) (see also Table 5.1). However,
SMEs in Iceland rank this barrier lowest (less than 1 %).

The SMEs perceive a lack of skilled personnel as the most important reason for not
using the Internet primarily in France (16 %), Greece (12 %) Germany (10 %), and
in Sweden (9 %).

The French (16 %), ltalian and Austrian (both 9 %) SMEs show the highest
percentages among the Europe-19 SMEs, referring to the cost of getting online as
the most important barrier. The Internet hardware is expensive compared to the
French Minitel hardware.

Phone costs are given as the most important barrier by 11 % of Spanish and Austrian
SMEs, and 9 % in ltaly, and in Iceland (although in Iceland the consumer access is the
highest in the world). Attractive tariffing compared to analogue lines has e.g. in
Germany and Luxembourg accelerated the installation of ISDN lines. Telephone
costs are a more important barrier for small companies than larger ones, see Table
5.4. Many SMEs are already extensive users of telecom implying that the connection
charges for the Internet will not be crucial. Cost of communications is more likely to
have a decisive impact on consumer participation.

Distrust in the technology (1 %) and lack of security (less than 1 % in Europe) are
not selected as the most important barriers by most SMEs in most of the countries.
However, in Germany 5 % and in Norway 6 % of the SMEs selected distrust in
technology as the most important barrier. Lack of confidence in the regulatory
environment received a low percentage among SMEs in Europe-19. This is possibly
a more important concern for consumers.

In addition to the above-mentioned perceived barriers, language is still a prevalent
barrier for international trade in Europe today. For example, a study*? shows that
60 % of the inhabitants in the ‘old” EU Member States cannot speak English*3. In
some countries less than 20 % of the population can speak English. On the supply
side the situation is similar. Within the European Union about 40 %*4 of all
commercial web sites are not available in English. The Internet, primarily being an

42 European Commission DG XIII/E/6, MLIS, Europa Multilinguis Language and Business,
Luxembourg, 1998.

43 Belgium, Denmark, Germany, Greece, Spain, France, Italy, Luxembourg, the
Netheriands and Portugal.

44 European Commission DG XIII/A3, Study Gl 2.2196, by Databank Consulting, IDATE,
TNO, Brussels-Luxembourg, 1997.
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New enterprises solely based on virtual activities*® have already emerged. They are
often intermediaries in new market areas. Redefinition, and in some cases
elimination of middlemen, is also a general trend in the course of moving towards
the electronic economy?°. There is no technical need for distributing goods via
intermediaries. However, there will still be a role to fill for pursuing accompanying
measures before sale and after sale. In addition new roles, such as information
broker, are being defined as a result of the previously unseen combination of size
and accessibility of the international market. Amazon.com is a new intermediary
fully exploiting the new media. The bookstore on the corner would do well to
consider in what way a customer could benefit from physically entering the store
and being in real contact with the personnel and the products. What add-on
services could keep customers coming, even if the same books can be bought
cheaper on the web?

The nature of asynchronous communication enables a smaller group of staff to serve
a larger number of customers. This aspect is analogous to the mail order business
since one net site can serve the entire market, this implies that there is no need to
establish offices in each country where trade is pursued. However, in some lines of
trade physically closer contact to the market is crucial. For example the consumer-to-
consumer auction site Quixell®!, set up in 1997, is already established in several
European languages. This site offers a system to small companies to add the auction
feature to their own sites. Amazon.com is also opening local sites in Europe.

There are some potential threats to SMEs concerning the development of the
electronic commerce market, especially in retail a development comparable to the
one experienced in the course of introducing shopping centres is possible.
Shopping centres have changed the way consumers pursue their shopping. Many
SMEs have experienced a negative impact on turnover as a consequence.

More and more, small SMEs from other sectors than ICT, will be able to enter this
market as ICT products are streamlined and the prices fall. Using a site for doing
business will eventually be just as common as using the telephone. Of course,
there are examples of enterprises that have entered the market without success.
Therefore, best practice cases are useful, and a sound business strategy is crucial.

Increased interactivity can involve customers to a larger extent in the product
development. Thus, enterprises can also get a better understanding of their
customers and their needs and preferences. This both poses a threat to privacy
and provides an opportunity for better product tailoring.

SMEs having access to the Internet are more frequently exporting and have a
larger share of turnover from export than those who do not have access. This is
valid for all size classes. Table 5.5 shows that the enterprises having access to the
Internet, and are using electronic commerce in at least one way, are more
frequently exporting than those who do not use electronic commerce. In addition
this table shows an increased use of electronic commerce by increased size. A
Swiss study®? indicates that 90 % of the Swiss SMEs targeting the international
market have an Internet access whereas 40 % of the regionally oriented have
access.

42 http://www.yahoo.com/ (situation on 24.9.1999) or Digi http://w3.digi.no/ (situation
on 24 September 1999).

50 http://www.oecd.org/ (situation on 24 September 1999).

51 http://www.quixell.com (situation on 24 September 1999).

52 http://www.kmuinfo.ch/ (situation on 24 September 1999).
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trade and commerce, banks and professional associations). Also, forming a
more personal relationship with managers of SMEs at regional or local level has
proved to be a very effective way for creating awareness in many Member
States. Additionally, there seems to be an increased need for promoting
programmes, which of course requires extra budgets for advertising, marketing,
etc. Monitoring of the efficiency of the comprehension process might thereby
endorse best economic use of such budgets.

Information provision: Once awareness has been created, lack of information on
how to participate has been identified as the major difficulty (by participating
as well as non-participating enterprises). The necessity to improve the quality of
information provided by the European Commission has already been stressed
above. However, preference might be given to one single representative at the
regional or local level, who should be involved in all phases of a programme
(definition, promotion, implementation and assessment) in order to increase
the effectiveness of the information provision process. This might by
undertaken in the form of a partnership with those responsible for the
programme. Additionally, the introduction of success fees may give an extra
impulse. Anyway, information should be adapted to the target groups and take
into account the language of the addressee.

Administration procedures and administrative requirements: In order to simplify
administration procedures, standardised forms on various media might be used.
Shorter and more suitable forms would allow a greater number of SMEs to
apply and reduce the time of administrative processing, as well as lead to a
reduction in bureaucracy. In addition, permanent open calls for projects and
technical assistance for applicants might be helpful to SMEs. Lastly, reporting
requirements should not be too detailed or require confidential information
from businesses.









Associations and foundations in the social economy

Foundations are defined here as private organisations, totally independent of
public authorities, constituted on a non-profit basis, which have their assets
permanently assigned to an object for the public good>.

Associations and foundations are active in almost all sectors of the economy. Although
countries show some differences, mainly due to history, cultural and policy reasons, it
can be said that, on average, in Europe, associations and foundations are particularly
important in health services, social services, sports and recreation, culture, education
and training, humanitarian aid and co-operation for development as well as in the
field of environment, human and civil rightsé. In France, it is estimated that the
120 000 associations with salaried employees provide jobs for 1 200 000 persons
(approximately 800 000 jobs in full-time equivalents), and in 1995 associations
accounted for one third of all new jobs generated in the private sector’. In Iceland, it
was estimated that associations accounted for 4 % of total employment in 19968.

According to a French study® the average number of associations per 1000
inhabitants in Europe is around 4, ranging from 21 in Finland, the so-called
paradise of associations, to 0.3 in Luxembourg.

The importance of associations in a country can also be measured by the share of the
population that is a member of at least one association. For example, in Sweden this
share is 90 %, in Switzerland 65 %, in France 39 % and in Italy 23 %'°.

The growing or renewed interest that policy makers and researchers have shown for
associations and foundations for a few years now is mainly due to the important role
that this sector plays in national economies. In particular, the fact that this sector
provides an increasing share of jobs in many countries, and that employment in this
sector has continued to grow whereas employment has decreased in other sectors, has
increased the interest for the sector. The Johns Hopkins Comparative Non-profit sector
Project (JHCNP) in particular has demonstrated the importance that the non-profit
sector plays in terms of GDP and in employment in western developed countries'" (see
Table 7.1). In this chapter associations and foundations are among others defined along
the criteria pursuing another objective than profit. Therefore the non-profit sector is a
good indicator for their role in the economy. Although not strictly comparable to the
‘European’ definition, nor being identified in all countries as strictly equivalent to what
is recognised nationally as the ‘associations and foundations’” movement, the JHCNP
remains the main comparative source of data that can be compared between countries.
The JHCNP defines entities belonging to the non-profit sector as being: ‘organisations

5 In many countries or studies, and even at EC level, associations and foundations are also
referred to under the wording of NGOs (Non-governmental organisations), NPOs
(Non-profit organisations), CSQOs (Civil society organisations), etc.

6 See also the European Commission, Promoting the role of voluntary organisations and
foundations in Europe, COM (97) 241 final 6 June 1997, Brussels.

7 INSEE, UNEDIC and CNIS in DIES, ‘Vie associative et associations. Etudes et données’
(Associative life and associations. Studies and data), Paris, 1999.

8 National Economic Institute of Iceland.

? French Ministry of Foreign Affairs, L'Europe: Paradis de la vie associative? (Europe: Eden
for associations’ life?), Paris, March 1999.

0 France: Fourel, C., and J.P. Loisel, Huit Frangais sur dix concernés par la vie associative
(Eight French people out of ten are concerned by associations’ life), CREDOC,
Consommation et modes de vie, No. 133, Paris, February 20, 1999; Italy, Sweden and
Switzerland: Profiling the civic sector, http://www.civicus.org (situation on 13 July 1999).
1 Salamon, L.S., H.K. Anhejer and Associates, The emerging sector revisited, The Johns
Hopkins University, Institute for Policy Studies, Centre for Civil society studies, 1998, and
Salamon, L.S., H.K. Anheier, S.W. Sokolowski and Associates, The emerging sector: a
statistical supplement, The Johns Hopkins University, Institute for Policy Studies, 1996. See
also the national studies carried out in the framework of the JHCNP.
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services and media distribution. This Law has given way to a National Plan for
Supporting Voluntary Activities for the time period 1997-2000, whose main aim
is to set up a general framework for establishing the main public support
guidelines and co-ordination mechanisms for the Spanish voluntary sector'®.

In Belgium a new legal form has been created in 1996. Associations'® which
have to carry out a lot of commercial activities in the social economy can switch
to a commercial legal form while keeping their non-profit goal: the ‘Société
Commerciale a Finalité Sociale/Vennootschap met Sociaal Oogmerk’ (SFS/VSO).
In Wallonia, the SFS legal form is already commonly used. With the
implementation of this legal form that recognises the unique nature of
enterprises in the social economy, Belgium can be considered as a pioneer and
it must be noted that those French associations which have important
economic activities, are also asking for the creation of a legal entity of this kind
(the enterprise with a social aim, ‘I'entreprise a but social’)°.

In Italy?!, a new legal entity, ONLUS (Organizzazioni Non Lucrative di Utilita
Sociale) has been created by the legislative decree 460/1997. The objective is to
have a clearer conceptual framework for implementing tax facilities. The
organisations that can be considered to belong to ONLUS are associations,
foundations and co-operatives that operate in the fields of social and health
assistance, charity, education and training, amateur sport, promotion and
preservation of artistic and historical heritage, civil rights and scientific research?2.
An association that pursues certain social aims, some of the activities that were
previously considered commercial, e.g. selling services related to the main aim of
the association, are no longer considered to be so. Profits originating from activities
directly correlated to the social aim are not taxable (non-commercial activities)?3.

In France?*, a new tax law will come into force from January 2000 in order to
clarify the tax system that applies to associations, and in particular to their
economic activities. The text re-affirms clearly that the exemption of
associations from commercial taxes is the rule whereas the liability is the
exception. It must be noted that this instruction has been issued in order to
protect small associations and should respond to the needs expressed by their

8 |KEI.

% Normally associations are not allowed to do commercial or production activities unless
it is occasional and not their main goal. This means that most of the associations in the
social economy, which have as their goal to reactivate and/or train the unemployed by
giving them regular (commercial) work experience, or who offer for a fee their knowledge
about the reactivation of difficult to employ people to other enterprises, are operating in a
grey legal zone.

29 For more information on SFS see http://www.econosoc.org. It should be noted that the
SFS/VSO is a commercial legal form. Associations who thus switch cease to exist as an
association and lose a lot of their tax advantages since they then fall under the regular
enterprise tax system. Which is why the association sector is still demanding a more
appropriate legal form, which allows them to stay as an association but also allows them
to trade and produce.

21 Centro Studi Cicogna, Bocconi University.

22 \oluntary organisations and social co-operatives automatically belong to ONLUS.

23 Another novelty is the simplification of the administrative process for accepting legacies
and the elimination of succession taxes. There has been a lot of criticism of this decree
because its definition and all the related issues are too complicated. At the moment, because
the decree is very new and has not been implemented yet, it is not yet really possible to assess
the methodological problems that could arise. It is, however, necessary to stress that this
decree testifies to the will of the Government to improve regulation for the third sector.

24 prime Minister, Circulaire relative au développement de la vie associative (Note related
to the development of associations’ life), Paris, 16 September 1998, and Speech
pronounced on 21 February 1999 by the Prime Minister to conclude the ‘Assises
Nationales de la Vie Associative’ (National Conference of Associations’ life), Paris, 1999.
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In Belgium?®, the entire profit from the National Lottery is given primarily to the
‘beneficiaries directly designed by Law’ (such as co-operation for development
support programmes, the King Baudouin Foundation and the ‘Caisse Nationale
des Calamités’) and second, to public utility causes*.

In the latter case, non-profit organisations can benefit from grants if they are active
in the following fields: the social or professional integration of disabled, schools for
disabled pupils, housing and services for elderly, fight against poverty and support
to homeless, youth support and youth protection, mother and child protection
(protection maternelle et infantile), sports, tourism and youth activities,
development of arts, cinema, literature and culture in general, preservation of
monuments and of historical heritage, nature and environment preservation,
scientific research, animal. defence, social and humanitarian activities, social
integration of immigrants and of political refugees. 45.6 % of the profits for 1998
(i.e. 81 309.1 million euro) of the national lottery were spent on such causes.

In the United Kingdom?3°, the National Lottery was established by Parliament in
1994 specifically to raise money for worthwhile causes. Six good causes were
defined: arts, sports, charities, heritage, celebrating the millennium and the new
health, education and environment cause3'. 28 % of the receipt from the National
Lottery goes to the six good causes. This amount is distributed according to the
following rule: .Arts, sports, charities and heritage each receive 16.67 %, the
Millennium Commission 20 % and the New Opportunities Fund 13.3 %32. In
1997/98, 519.38 million euro was distributed to charities.

In Norway, the profits from the Norwegian National Lottery that are distributed to
associations amount to around 230 million euro33.

in Switzerland, the Law authorises only lotteries of which the profits are, in their
entirety, distributed to organisations for public benefit. There are four umbrella
organisations for lotteries: the ‘Interkantonale Landeslotterie (ILL)" and the ‘Seva
Lotteriegenossenschaft Bern’ for the German-speaking part, the ‘Lotterie Suisse
Romande’ for the French-speaking part and the ‘Swisslotto” which covers all of
Switzerland. All the profits are distributed either directly or indirectly trough the
cantons to associations that have a public activity in social services, arts, culture,
environment or research. In 1998 the total benefits distributed amounted to 220.26
million euro: 49.97 million euro for the lotterie Suisse Romande, 16 million euro for
the Seva, 20.35 million euro for ILL and 133.94 million euro for the Swisslotto.

France, ltaly, Spain and the United Kingdom have developed specific funds for
voluntary organisations.

28 The national lottery of Belgium, http://wwwiloterie.national.be (situation on 23
September 1999).

29 See the Law on the National Lottery dated 22 July 1991, and amended by the law dated
21 December 1994.

30 De Montfort University, The UK National Lottery,
http://www.national-lottery.co.uk/causes/index.html (situation on 13 July 1999), and the
National Lottery Charities Board, Annual Report 1997/98.

3! There are twelve distributing bodies responsible for giving grants to these good causes
(the Arts Councils of England, Scotland, Wales and Northern Ireland, the Sports Councils of
England, Scotland, Wales and Northern Ireland, the National Charities Board, the Heritage
Lottery Fund, the Millennium Commission and the New Opportunities Fund).

32 The Millennium Commission will cease to exist on December 313, Its share of funds will
then be allocated to the New Opportunities Fund.

33 French Ministry of Foreign Affairs, L'Europe: Paradis de la vie associative? (Europe: Eden
for associations’ life?), Paris, March 1999.
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In France, in 1982, the government introduced the ‘Fonds National de Développement
de la Vie Associative’ (FNDVA, National Fund for the Development of the Associations
Sector), which mainly finances training activities for associations’ leaders and
volunteers. FNDVA is funded via a levy on the resources of the horse-race betting
system (PMU). Both French associations and the Government are of the opinion that
the amount of the FNDVA is too low (an annual budget of about 3.66 million euro since
1997) and that it is not efficiently managed. Therefore, the Prime Minister announced
firstly, on September 16, 1998, a reform of the management system of the FNDVA and
secondly, in February 1999, an increase in its amount (up to 6.1 million euro)**.

Again in France, the FONJEP (Fonds de Coopération de la jeunesse et de I'Education
Populaire/Co-operation Fund for Youth and Popular Education) was established in
1964. This fund, co-managed by ministries and associations, finances part of the cost of
permanent employees who have positions in the fields of co-ordination or management
and are employed by youth movements and associations active in the fields of popular
education and social action. For 1999, the Ministry for Youth and Sports finances 3 215
jobs through the FONIJEP for a total amount of 22.056 million euro.

In Spain, since 1979, a small proportion, 0.52 %, of the funds collected via income
tax is assigned to benefit church and associations active in the social field. This
money is used to finance training programmes and promote volunteering. It is
estimated that, in 1996, resources raised in this manner amounted to 195 million
euro, out of which almost 58 % went to associations3>,

It can be seen that in nearly all countries, apart from Iceland and to a certain extent
Sweden and Norway (where tax exemptions are very limited), tax incentives exist to
encourage private donations to associations, voluntary organisations and foundations.
It must also be noted that in some countries (e.g. France) tax incentives are redefined
regularly by Finance Act, in some others (e.g. Portugal®®) they have been reformed
recently. For this reason, although already stated in detail in the Communication from
the Commission?’, it has been decided to present a summarised overview in the
Appendix to this chapter. As the table in the Appendix to this chapter shows, systems,
regulations and theoretical levels of incentives vary a lot among countries.

Furthermore, the theoretical effectiveness of the tax incentive is also influenced by
other factors than its definition alone.

First, the general system of income tax rate plays a role. In France, due to the facts that
roughly only 50 % of the households pay income tax and that the deduction is
calculated on the amount of the tax, the tax incentive plays a significant role for the
higher incomes only. In Ireland, due to the fact that many enterprises have a corporate
tax rate of 10 % only, it is generally argued that enterprises are not encouraged to give.

Secondly, the differences that citizens of different countries face when they wish to
apply for a tax exemption should be taken into account. This point is quite well-

34 Report from the Senate on the Finance Act Proposal for 1999, Prime Minister, Circulaire
relative au développement de la vie associative (Note related to the development of
associations’ life), September 16, 1998, & Speech pronounced on February 21, 1999, by
the Prime Minister to conclude the ‘Assises Nationales de la Vie Associative’ (National
Conference of Associations’ Life).

35 IKEl, and French Ministry of Foreign Affairs, L'Europe: Paradis de la vie associative?
(Europe: Eden for associations’ life?), Paris, March 1999.

3¢ Charity donation Law of 1997 ( IAPMEI).

37 European Commission, Promoting the role of voluntary organisations and foundations
in Europe, COM (97) 241 final 6 June 1997, Brussels.
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Associations and foundations in the social economy

to pay the costs directly connected to business. Independent initiative support may
be used, for example, to pay the cost of renting premises, education costs for
organising training sessions and wage costs of the leader. The subsidy accounts for
80 % maximum of the agreed total costs. However, all the wage costs of the manager
of an association founded by unemployed may be covered.

In France®®, various measures aimed at employment creation are reserved for
employers of the ‘non-market’ sector, i.e. mostly non-profit associations,
foundations, public establishments and local authorities. The Solidarity job
Contract (Contrat Emploi Solidarité/CES) aims at promoting the professional
integration of people who experience specific difficulties in finding jobs due to lack
of qualifications, by the means of know-how acquisition, but also at developing
activities that fulfil unsatisfied collective needs.

CES is a fixed-term part-time job contract. The employee is paid the minimum
wage (SMIC), the State accepts, partly or totally, the responsibility for the wage
depending on the category to which the beneficiary belongs. Furthermore, the
employer is exempt from the payment of the employer’s part of social taxes
(except the tax for unemployment insurance). The State can also accept for its
account the costs of training followed by the employee outside working hours.
Once the CES has terminated, those beneficiaries who experience the most serious
difficulties and have no alternative job or training solution can be hired within the
framework of a Consolidated Job Contract (Contrat Emploi Consolidé/CEC). The
CEC is for an unfixed-term or fixed-term contract of at least 12 months. It can be
a full-time or a part-time job. The State’s support consists of a subsidy of part of
the wage and exemption of the employer’s part of social taxes. Both CES and CEC
are co-financed by the European Social Fund. On average, associations account for
37 % and 44 % of the employers of the total number of people with a CES or a
CEC, respectively. During the period 1993/97, employees with CES and CEC
accounted for 7 % of the total number of paid employees of associations®'.

More recently, the so-called ‘emplois jeunes’ (youth employment schemes) have
been created by Law 97-940 for ‘the development of activities for the employment
of young people’. The objectives of the Law are to satisfy emerging or unsatisfied
needs by launching social-utility activities or activities in the fields of culture, sports,
environment and proximity (services)’ and to generate 350 000 jobs for young
people. The programme involves young unemployed under 26 years and, in certain
cases, under 30 years of age and is in principle reserved for young people with a
relatively low level of education. Eligible employers are local authorities, public
establishments, the National Police (Ministry of the Interior), the National Public
System of Education (pre-primary, primary and secondary schools) and private non-
profit organisations. The contract can be for an indefinite period or a fixed term of
five years. The salary must be at least equal to the minimum wage (SMIC). State
support takes the form of a fixed subsidy to cover part of the gross wage. On
December 31, 1998, associations accounted for 60 % of the employers and the
programme benefited small-sized local associations in particulars2.

50 French Ministry for Employment and Solidarity.

31 Ministry for Employment and Solidarity, Bilan de la politique de I'emploi en 1997
(Assessment of the Employment Policy in 1997), Les Dossiers de la DARES, No. 1-2, Ed. La
Documentation Francaise, Paris, December 1998.

52 Ministry for Employment and Solidarity, Rapport au Parlement sur la mise en ceuvre de
la Loi No. 97-940 du 16 octobre 1997 relative au développement d’activités pour I'emploi
des jeunes (Report to the Parliament on the implementation of the Law No. 97-940 dated
October 16, 1997, related to the development of activities in favour of youth
employment), February 1999.
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In fact, it is difficult to determine quantitative figures on the importance of cross-
border co-operation but some facts can be noted:

* Many associations and foundations are quite large. Some can be said to be
international, e.g. the Red Cross, Caritas, and many others have developed
subsidiaries in other European countries, e.g. Doctors without Borders,
Handicap International. Also, many associations are by nature involved in
European or international activities.

e In border regions, associations have often been co-operating for a long time.
This is especially the case in the field of culture and sports but also in some way
in the social sector.

e In addition to the official networks that have been founded in the framework of
the EC - the Consultative Committee for CMAFs, the European Platform of
Social NGOs, the European Platform of Development NGOs - there are an
impressive number of European networks of associations and foundations,
some being members also of the official networks. It would be impossible to
name them all but some examples can be given: CEDAG (European Council for
Voluntary organisations) which is to be trans-sector, ECAS (EUR-Citizen Action
Service), EAPN (European Anti-Poverty Network), ESAN (European Social Action
Network), etc. It has sometimes been said that - long before ‘ordinary’
enterprises - the association world did indeed develop European partnerships
and networks. These networks are very active as regards ‘lobbying’, exchange
and supply of information, joint research projects, exchanges of best practices,
etc.

e On the other hand, many associations and small foundations have a very local
activity, so that they feel neither the need nor the interest to be involved in
activities at European level.

It should be stressed that the EC seems to be the only authority that supplies direct
or indirect support to the development of co-operation between associations and
foundations. As it is the case for SMEs®*, there are very few initiatives at national
level, other than those developed by umbrella organisations. The case study
described here gives an illustration of the activities of an umbrella organisation.

As far as barriers to developing such co-operation are concerned, it must be said
that most of those revealed by the results of the survey conducted for the EC in
the framework of its Communication on ‘Promoting the role of voluntary
organisations and foundations’é> seem to remain valid:

* Difficulties in finding an @dequate partner. As for ordinary enterprises, it is easier
to develop a common project with a partner already known.

e The differences in legal, administrative and tax regulations amongst countries.

e Cultural differences and communication problems. As in many SMEs, a poor
knowledge of foreign languages is often the rule in small associations, especially
in some countries such as France, Italy, Portugal and Spain.

e lack of harmonisation of social concepts and policies. For example, the
definition of disabled is not the same in all countries, this can hamper co-
operation between associations active in this field.

64 See Chapter 3, Transnational Co-operation between SMEs, in the Fifth Annual Report of
The European Observatory for SMEs.

65 European Commission, Promoting the role of voluntary organisations and foundations
in Europe, COM (97) 241 final 6 June 1997, Brussels.
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they cannot operate with the same efficiency criteria as ordinary enterprises. As in
the case of innovative SMEs, their risk and right of failure should be taken into
account because they need time to develop their projects. This means, among
other things, that finance should be developed on a multi-annual basis.

Some contradictions in the approach to associations and foundations must be
solved. It is not logical to require that they, for example, simultaneously develop
non-profitable new services satisfying real needs and contribute to solving
unemployment, without being supplied with the relevant financial means. Neither
can they be asked to improve the quality of their services and the level of
‘profitability’ and to supply jobs for the most ‘risky’ groups of unemployed at the
same time.

More generally, the promotion of voluntary work and in particular the
development of systems to recognise the professional competencies acquired
should be encouraged. It should be stressed that active participation in
associations may also constitute a good way of developing entrepreneurship
competencies.

At national level and EC level, the various authorities and departments should
adopt a coherent policy and unique criteria when dealing with associations and
foundations.

Associations and foundations could also participate more actively towards
achieving one united Europe if they had the means to develop more cross-border
projects and activities. Indeed, not only the financial issue, but also most other
problems related to legal aspects would be easily solved by the adoption of the so-
long awaited statute of the European Association.
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Country Beneficiaries Kind of organisations eligible Rules that apply for individuals Rules that apply for enterprises
F Individuals & Recognised public utility, religious & Deduction applies to the income tax; (1): Deduction applies to the corporate tax
enterprises charitable (1), general interest & 50 % on the gifts within a limit of 6 % of within a limit of 0.225 % of the turnover
organisations that provide financial support the taxable for (2) and of 0.325 % of the turnover for
for new entrepreneurs (2), income; (2): 50 % on the gifts within a (1)
providing meals, health care, shelters for limit of 1.75 % of the taxable income; (3):
the poor & homeless (3) 60 % of the gifts within a limit of FF 2 000
(eur 304.90)

FIN Enterprises List of public service associations with a Deduction applies to corporate tax within
scientific or culture character recognised a limit of FIM 5 000 to 15 000
by the tax office (eur 840.94 to 2 522.82)

IRL Individuals & List compiled by the Revenue Commissioner Deduction applies to the taxable income. Deduction applies to the taxable profit.

enterprises

Individuals &
enterprises

(Finance Act for 1998). Arts & education
only for individuals

Individuals: ONLUS (1); Legally recognised
non-profit associations & foundations
having an

activity in the preservation of historical
patrimony & authorised by the Ministry of
Culture (2); Legally recognised non-profit
associations & foundations having an
activity related to entertainment (3);
Enterprises: (1); (3); Development NGOs
(4); education, leisure, culture, social
assistance, scientific research (5)

Min/max amount: IEP 100/10 000
(eur 126.97/12,697.38)

Deduction applies to the income tax
maximum deduction: 19 % for (1) & (2)
with a maximum amount ITL million 4
(eur 2 065.83) for (1) and 2 % for (3)

Min/max amount: IEP 100 / 10 000
(eur 126.97/12 697.38) for Arts &
education & |EP 250 / 10 000

(eur 317.43/12 697.38) for others

Deduction applies to the taxable profit
Maximum deduction: 2 %

For ONLUS: maximum amount ITL million 4
(eur 2 065.83) or 2 % of the profit
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Country

Beneficiaries

Kind of organisations eligible

Rules that apply for individuals

Rules that apply for enterprises

L

NL

UK

L

CH

Individuals &
enterprises

Individuals &
enterprises

Individuals &
enterprises

Individuals &
enterprises

Individuals &
enterprises

Individuals &
enterprises

Recognised public service

General interest

Organisations specified: in Art. 5 of the
Maecenas statute for individuals & in Art. 2
& 3 for enterprises

Charities

For individuals: charity associations only
For enterprises: all types of associations

Public service

Minimum amount: LUF 5 000 (eur
123.95); limit: 10 % of the total net
income and of LUF

10 000 000 (eur 255 530.5)

Minimum amount: 1 % of income before
taxation with a minimum of NLG 120
(eur 54.45).

Maximum amount is 10 % of income
before taxation

Tax deduction is also possible if gifts are
given by the way of annuities: laid down
in notarial act, at least 5 years, one per
year, annuities should have the same size

Deduction of 25 % within a limit of 15 %
of the net taxable income

Deduction applies on the income tax for
deeds of covenant and gifts of more than
GBP 250 (see also main text)

Deduction applies to the taxable income
from CHF 100 to 10 000 (eur 62 to 6 200)

Deduction applies to the taxable income

Same rules

Minimum amount NLG 500 (eur 226.89).
The deduction applies to the taxable
profit within a limit of 6 %

Gifts considered as costs up to 0.8 % (Art.
2) and 0.5 % (Art. 3) of the turnover. If the
gifts are considered extremely relevant for
its purposes, the limits of 0.8 % and 0.5 %
do not exist

Same rules

Gifts to associations are deductible as costs
if they are not ‘over-proportional’

Deduction applies in total or within a limit
that varies amongst ‘cantons’

* Sweden, Norway and Iceland are not included since in these countries there are no tax incentives.

Source: Elaborated by Aprodi based on: Communication from the Commission on ‘Promoting the role of voluntary organisations and foundations in Europe’, COM (97) 241 final 6 June 1997;
French Ministry of Foreign Affairs, ‘L'Europe: Paradis de la vie associative? (Europe: Paradise for associations?), March 1999, and information provided by ENSR partners.
The information that differs from and/or that is additional to the one published in the Appendix to the Communication from the Commission is indicated in Italics.
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* A new market in non-quoted shares has been created for professional investors
in 19977 in order to help SMEs in attracting venture capital. To induce SMEs to
go into the stock market a reduction from 25 % to 15 % of dividend taxes as
well as an exemption from payment of registration fees was introduced for
SMEs who increase their capital while going onto the stock market?®.

¢ Since the beginning in 1999, family businesses no longer need recourse to
evasive tax behaviour to transfer the business assets to the younger generation.
They can now use a donation tax of 3 %, which is much lower than the usual
inheritance and donation taxes, so long as the business continues for another 5
years after the transfer®.

* From January 1999, the risk for loans for starting businesses which want to invest
in fixed assets, will be shared by the financial institutions and the public
Participation Fund. The latter will give a partial guarantee on such loans, and it is
hoped that this will encourage the bank sector to provide more loans to starters'©.

The simplification of administrative procedures means a substantial cut in hidden
costs for SMEs. An agency was set up for administrative simplification with the aim
of calculating the cost of administrative requirements and proposing ways of
reducing them?!.

To aid the SMEs in the introduction of the euro and to help them adjust to the
new accounting system a multimedia interactive system ‘Eurochallenger’ was
developed and distributed?2.

Given the ability SMEs have shown in job creation, some specific steps have been
taken to foster employment growth in SMEs:

* The reduction of employer’s social security contributions for the first hired
(previously unemployed) worker is, since January 1997, extended to the second
and third hired employee'®. These reductions are, since April 1999, also
applicable, without additional conditions, if the unemployed had taken a
temporary job with the employer in the 3 previous months'<.

* In order to minimise the cost to the SMEs, the expanding right of employees to
take a career break is applied more flexibly in SMEs or some reduction is given

7 Law of 4 December 1990 for financial transactions and markets, Law of 6 April 1995, for
secondary markets, the investment companies and intermediaries, ‘Arrété royal’ of 18 April
1997, for institutions that invest in companies with non-quoted shares and growth
companies. Law of 10 February 1998 to foster independent enterprises, art. 33 and 34.

8 Law of 10 February 1998 to foster independent enterprises, arts. 33 to 36. ‘Arrété royal’
of 28 May 1999, which sets the starting date of the application of art. 35 and 36 of the
Law of 10 February 1998 to foster independent enterprises.

? Law of 22 December 1998 about fiscal and other decisions.

1% The law of 10 February 1998, for the promotion of independent enterprises, art. 28;
‘Arrété royal’ of 1 December 1998, which implements art. 74, par 1,6° of the Law of 28
July 1992 governing tax and funding provisions and ‘Arrété royal’ of 9 December 1998
which sets the overall ceiling of the Participation Fund meant in art. 74, par 1,6°.

1 The law of 10 February 1998, for the promotion of independent enterprises, art. 40 to
44, and ‘Arrété royal’ of 23 December 1998 about the Agency of Administrative
Simplification.

2 Ministére des Classes Moyennes et de |'Agriculture.

13 'Arrété royal’ of 14 March 1997, concerns specific measures to foster employment in
SMEs as per Art. 7 of the Law of 26 July 1996, for fostering employment and safeguarding
competition; the Law of 13 February 1998 concerns provisions to foster employment.

4 Belgian action plan for employment 1998 and diverse dispositions (approved in the
Councit of Ministers 9 December 1998) and Law of 26 March 1999 relative to the Belgian
action plan for employment 1998 and diverse dispositions, art. 74 and 75.
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in the employer’s social security contribution'®. For the same reason, the system
of ‘educational holiday’ has been adjusted to SMEs’S.

e To foster job creation for the low-skilled generally and for manual workers in
sectors most subject to general competition, reductions in the employer’s social
security contributions were strengthened and extended to more (SME-intensive)
sectors from July 1997'7. Since April 1999, the reductions in employer’s
contributions were again changed and now vary according to type of worker,
level of wage and volume of work and no longer according to sector'®:.

¢ New tax relief on profit is accorded for extra hiring of the low skilled by SMEs
of less than 11 employees since April 1998'° and for extra hiring of an export
or integral-quality manager since 199820,

To increase the amount of successful business start-ups, a whole set of measures has
been taken. One set of measures tries to improve the attractiveness of self-
employment, since owner-entrepreneurs and directors of businesses have this social
security status (e.g. bringing the social benefits more in line with those of
employees?!, continuation of rights to some social benefits in case of bankruptcy??,
or to unemployment benefit for the unemployed who started a self-employed
activity?®). A second set of measures aims at improving the success rate of starters by
increasing the skill requirement for starters?4, adding a new ‘stagiaire independent’
statute?> and decreasing the social security contribution in the crucial fourth year of

15 a) SMEs of less than 10 employees do not have to replace the person who takes a
career break (Belgian action plan for employment 1998, approved in the Council of
Ministers, 9 December 1998); applicable since 1 January 1999.

b) In SMEs of less than 50 employees only full-time career breaks can normally be
taken. If an employee wants to take a part-time career break, he needs the
agreement of the employer who can then get a reduction of the employer’s social
contribution on the wage of the replacement if this is an unemployed person.
Applicable since 1 January 1999.

6 Law of 10 February 1998, to promote independent business, article 26 and ‘Arrété royal’

of 20 July 1998 laying down the special rules for the educational holiday of employees of

SMEs. In the case of SMEs, employer and employee have to agree to the vocational course

of maximal 100 hours, outside the normal hours of work. The employee gets a fee and not

extra holidays (max. 1 660 euro). Half of this fee and its social contributions are repaid by
the Ministry of Labour and employment, which has to pay within 4 quarters after filing the
demand.

17 'Arrété royal’, 24 December 1993, Law of 22 December 1995, and ‘Arrété royal’ of 8

August 1997.

18 Law of 26 March 1999 relative to the Belgian action plan for employment 1998 and

diverse provisions.

1% Law of 10 February 1998, to promote independent business, article 29 and ‘Arrété royal’

of 19 March 1998.

20 Law of 27 October 1997, about fiscal stimulation of export and research.

21 The system of pension saving has been extended for periods of low income and for

wives of the self-employed: Law of 25 January 1999 about social dispositions (applicable

from April 1999).

22 In case of bankruptcy since 1 July 1997 there is a social insurance so that the right to

family allowances and health insurance continues for 4 quarters and for two months there

is a living expense payment. These rights were extended to the self-employed professionals

by the Law of 14 January 1999 (applicable from 1 January 1999).

23 'Arrété royal’ of 12 March 1999, which allows unemployed who started a self-employed

activity to retain their rights to unemployment benefit for 9 years in case of ending this

activity.

24 Law of 10 February 1998, to promote independent business, articles 3 to 18, and ‘Arrété

royal’ of 21 October 1998 (from 1 January 1999 all starters must prove knowledge of

management).

25 Law of 10 February 1998, for fostering independent business, from art. 19 to art. 22;

‘Arrété royal’ of 10 August 1998; ‘Arrété royal’ of 30 October 1998 sets the minimum

compensation for the stagiaire.

255





















The European Observatory for SMEs — Sixth Report

262

On 28 October 1997, the Federal government, in close co-operation with the
Lander, had fulfilled an agreement of the coalition contract between the at that
time ruling parties CDU/CSU and FDP concerning the increase of transparency and
the fine-tuning (‘Konsistenz und Transparenz’) of SME support. As one of the
results, a databank on SME support was built up and published on the Internet34.

To make German businesses more competitive, tax reductions were introduced, as
of 1 January 1999, on business-related income and company profits, with the
promise of further cuts after the year 2000.

Decentralisation imposes greater transparency and better co-ordination of policy
on behalf of SMEs with the intention of fostering joint measures by federal and
Lander governments. One example is the May 1998 joint programme of the
federal government, the Nordrhein-Westfalen Land, the Deutsche Ausgleichsbank
(DtA) and the Investitionsbank NRW for starting up new enterprises (NRW Start-Up
and Growth Programme).

Health and safety in the workplace represent a high administrative cost for German
businesses. State authorities (chiefly at Lander or regional level) and industry-
specific business associations are entitled to inspect businesses. A recent regulation
(‘Arbeitsschutzgesetz’, August 1996) provides that businesses should be informed
about health and safety measures and exempts businesses with fewer than 10
employees from preparing documentation3® on health and safety risks. In support
of businesses with 10-200 employees, State trade surveillance offices (‘Staatliche
Gewerbeaufsichtsamter’) in  the Nordrhein-Westfalen Land hold one-day
information classes free of charge for business owners, thereby enabling them to
comply with the new legislation (in the sense of aid for self-aid).

In April 1999 the federal government introduced an ecological tax, the fixed point
being a tax on energy consumption. Proceeds from this tax have been used to
cover the cut in additional overheads on labour cost. The result has been a
reduction in social security contributions.

Increased insolvency among German companies led the Federal Ministry of Justice
in January 1999 to a reform of the insolvency legislation (‘Insolvenzordnung’). The
legislator now explicitly recognises that in many cases the protection of creditors”
interests is achieved more effectively by preserving the business instead of
liquidating it. :

Action will be taken regarding delayed payments, funding the start-up of new
enterprises, and financial assistance. A first lecture of the new legislation governing
delayed payment has been held at the end of September 1999.

Financial support, offered by federal as well as Lander institutions, for those
wishing to start up a business, is one of the strong points of policy on behalf of
SMEs (e.g. the federal EKH Programme).

Several Lander have developed assistance programmes for SMEs offering the
services of retired managers to share their experience. A national service has been

3 http://www.bmwi.de (situation on 27 October 1999). This databank is continuously
updated and contains all information about Federal-, Lander- and EU-related measures and
programmes.

35 There is a duty to perform a risk assessment but not a duty to document it.
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set up on the Internet to facilitate relations between Business Angels and new
enterprises. In December 1996 the Nordrhein-Westfalen Land launched its
‘Modellprojekt Griindercoaching’ programme, that grants new enterprises
financial support to cover the costs of consulting services provided by formerly
unemployed, skilled managers.

In January 1999 the Federal Ministry for International Economic Co-operation
started up an internationalisation support programme known as ‘Public-Private
Partnership: Co-operation With German Enterprises’.

The single Lander have also supported internationalisation through export
promotion schemes. Support also includes consulting on marketing, management,
etc. The Lander also foster foreign investment by offering loans and contributions
for companies with investment projects in developing countries. The Federal Office
of Foreign Trade Information backs transnational co-operation on behalf of SMEs.

In 1997 the Ministry of Economics and Technology backed the marketing activities
of businesses in the new Lander. Small businesses in the Lander of the East, which
are predominantly privately owned (at least 75 %), were given access to special
consulting services to establish branches abroad. To foster wider use of the
Internet, businesses in the new Lander can obtain funding for their web pages.

The public support bank Kreditanstalt fiir Wiederaufbau (KfW) also promotes contact
with foreign businesses and investment abroad (‘KfW-Mittelstandsprogramm
Ausland’). Since March 1999, the government supports start-up projects by foreign
specialists - having been trained in Germany - in their respective home countries in
Africa, Asia, South America as well as in eastern and central Europe (the programmes
are run by DEG, a public sector finance and consulting institution active in the field
of economic co-operation). The Federal Office for Foreign Trade Information has
launched an aid programme for foreign companies that have trade relations with
German companies.

In addition, German business is being promoted through a virtual market that can
be accessed through the Internet.

German policy is also very attentive to innovation and R&D and involves various
measures, including technological support, start-up, information and vocational
training programmes.

With the idea of key projects (‘Leitprojekte’), the Federal Ministry of Education and
Research (BMBF) developed an innovative approach with regard to the promotion
of co-operation in the field of R&D. In February 1997 the BMBF opened a contest
for ideas in four technology fields considered of strategic importance, with the
specific aim of developing co-operation-networks made up of enterprises,
universities and research centres. In the spring of 1998 in total 21 consortia were
chosen and accessed a public financial support for a total of approx. 305 million
euro over a five-year time span. SMEs have been given the chance to jump on the
bandwagon of consortia made up of larger enterprises and research institutions, so
at the end 25.8 % of the 365 partners, participating in 21 selected projects, were
classified as SMEs. In addition to these 21 another 15 projects are currently being
selected in another three technology fields.

Protection of intellectual property and the acquisition of industrial property are part
of a project to spread innovation among SMEs. The Lander have taken action to
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‘Enterprise Ireland’, a new agency born of the amalgamation of three agencies,
provides businesses with assistance in investment, employment, R&D, business
development, marketing and training.

In 1997 legislation was enacted for delayed payment in the public sector (the
Prompt Payment of Accounts Act).

The Operational Programme for Industrial Development, 1994-1999, included a
measure on behalf of seed capital and venture capital.

In 1997 it was deemed that new businesses with a financial gap had greater need
of financial services, and hence a specific start-up fund was established, the
Enterprise 2000 Fund.

In internationalisation, ‘Enterprise Ireland’ provides financial and other assistance
for export, co-operation, networking and information services. In 1997 a
programme of seminars and information services was started for assistance to
exports (New Exporter Programme, managed by ‘An Bord Trachtala’, one of the
agencies absorbed by ‘Enterprise Ireland’ in 1998).

The Small Business Operational Programme published in 1995 envisaged, among
other things, measures, initiated in 1997, to facilitate the access of small businesses
(fewer than 50 employees) to public sector markets. Two ‘How to’ guides were
published. The first of these was called ‘Starting Your Own Business’ and the
second was called ‘Finance Your Business’.

As to innovation and R&D, SMEs are offered financial and support possibilities
including help on projects, assistance for technology acquisition, subsidies for
technological audits and subsidies for company placement of technicians.

A financial assistance programme (managed by “Enterprise Ireland’) was started in
1997 to provide financial support for businesses engaged in R&D activities (RTI).

In May 1997 the government published a White Paper on developing human
resources. It pointed out that SMEs had been investing little in training and noted
a nced to offer tools for encouraging and supporting training in areas of major
interest to SMEs.

The Small Firms Company Development ‘Cluster’ programme now aims to assist
small businesses to develop their competitive advantage by improving
management capability. A new pilot Training Networks programme assists
companies in identifying and addressing their common training needs. This
programme advocates identification of common problems and exchange of best
practice between large and small companies.

Programmes have been pursued for some time at national and local level alike to
foster a spirit of entrepreneurship, especially among the young (e.g., the Young
Entrepreneurs programme, managed by ‘Enterprise Ireland’). The National
Enterprise Awards scheme was introduced in 1997 to provide recognition to
successful entrepreneurs and to promote awareness of small business.

ltaly

With Law 266/97 the ltalian government developed a project to reorganise all the
means aimed at fostering the creation and development of SMEs and make
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productive economic climate, especially in technology and innovation, finance,
vocational training, the labour market, local and regional development and export.

Several steps have been taken in the past five years to reduce the administrative
obligations of SMEs. A project fostered by the Bureau of Statistics got under way in
1998 to eliminate overlapping investigation of businesses. That same year a
commission (‘Commissie Slechte’) was set up to identify bottlenecks in administrative
regulations and to reduce requirements. Another important step was the large
‘Marktwerking, Deregulering en Wetgevingskwaliteit (MDW) project’ (Functioning of
the Market, Deregulations and Quality of legislation). In the frame of that project the
effects on competition of all existing and new regulations and legislation were
assessed. Results are included in a new competition law providing a/o.: liberalisation
of business licensing and an increase of the opening hours of shops.

Existing fiscal relief predates the period in question. An evaluation in 1998 of tax
incentives resulted in several recommendations for improving efficiency and
reducing administrative constraints. These recommendations were taken into
account in the development of the new Dutch tax system, which will come into
force by 2001.

The most important recent development in finance is the increased allocation of
funds for the SME guarantee scheme (BMKB).

Two sorts of action are carried out in the field of internationalisation. The
‘Subsidieregeling exportmedewerkers MKB’ programme, launched in 1998 and
managed by chambers of commerce, grants public subsidies for company training
of personnel involved in export processes. Export promotion is entrusted to the
Starters Buitenland Programme, launched in 1999, which grants subsidies for
export consulting, market study, and participation in market fairs. Two existing
information organisations, the Institutes for Small and Medium-sized Enterprises
(IMK) and the Innovations Centres (ICs) were amalgamated into a single agency,
Syntens, with regional offices to assist SMEs in matters of technology and growth,
especially when starting up new business.

Various measures have been developed to provide R&D information and support
in the various phases of innovation: R&D, production, dissemination and
application of technological know-how. In particular the ‘Twinning” Programme,
launched in 1998, fosters the creation of new SMEs in information technology, by
providing consulting services, and equipped setting-up spaces, loans, and
investment in share capital.

The ‘Voorlichting en doorlichting schoner produceren’ Programme (Information
and Assessment of Cleaner Products), launched in 1998, provides subsidies to
consulting and support organisations in eco-compatible production on the part of
SMEs.

The ‘Energy Efficiency Programme’ launched in 1998 directly subsidises SMEs for
consulting on the eco-compatible use of energy sources and reducing
environmental impact.

Norway

New support measures for SMEs are mostly within the Government Action Plan for
small businesses. A Committee for SMEs has been established, including 8 SME
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and technical assistance in meeting bureaucratic requirements. The establishment
of local partnerships as an occasion for local administration and business to come
together has been encouraged, while the government continues to support
Business Link, the nationwide network of information centres. Another undertaking
led to the unification of fiscal and social security administrations beginning in
1999.

In the 1998 and 1999 Budgets the government announced tax allowances for
SMEs on the percentage of tax on profits, rescheduling payment of some taxes,
and tax credits for investment in R&D.

The government also improved the payments situation via a 1998 law for delayed
payment of business debt. Businesses with fewer than 50 employees can rely on a
statute that protects them from big businesses and the public sector in regard to
late payment.

One proposal of the 1998 White Paper on Competition concerned the
establishment of an enterprise fund with a national and a regional part to provide
support to the existing SME Loan Guarantee Scheme (LGS) and new initiatives.

In 1998 the unification of the Enterprise Investment Scheme and capital gain tax
was announced with the objective of stimulating the offer to business of capital for
smaller and high-risk businesses.

To facilitate contact between Business Angels and businesses the National Business
Angels Network (NBAN) was established in February 1999, and in the framework of the
Business Connect project created in 1996 for Wales and managed by the Welsh
Development Agency, a project called ‘Xenos’ got under way to locate Business Angels.

In addition, the SMART plan was launched again in 1997 to provide financial
incentives for select innovative projects. The programme is managed by the
Department of Trade and Industry.

The University Challenge Fund programme, started in 1998 and run by the
Department of Trade and Industry, offers financial prizes on a competitive basis to
universities in order Lo set up their own seed fund for commercialising innovative ideas.

The intention was announced in 1999 to unify all trade promotion activities of the
DTl and FCO under a new joint operation entitled British Trade International.
Some measures were taken to foster exports to western markets of small
inexperienced businesses (Export Explorer programme); to foster the opening of
the US market to innovative producers (Export USA); to foster Internet use in the
pursuit of new opportunities and new outlet markets (Internet Based Leads
Service); to support missions promoting trade; and to establish a sector/outlet
market matrix so that SMEs can develop efficacious strategies for taking advantage
of opportunities abroad.

Initiatives have been taken to facilitate access to information and improve
performance on foreign markets. In 1997 an information and consultation site was
set up on the Internet with information for SMEs on funding and new technology
as well as on exports.

The Information Society Initiative (ISI) programme, begun in February 1996 in
partnership between industry and government, aims at disseminating knowledge
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Aims

Tools

Countries

Fostering Entrepreneurship and Enterprise Culture

Developing the trend to self-

employment, especially among the businesses by the young, women,

young and areas of society most
at risk of exclusion from the labour
market

Incentives to creation of new

and the jobless

B, D, DK, E, E |, 1S,
L, NL

Courses in self-employment

A, CH, D, E, EL, FIN,
I, P S, UK

Increasing knowledge of business
methods and labour, partly for
future hiring in companies

Courses in company subjects,
internships and business game
programmes for students

B, CH, DK, FIN, |

Source: ENSR, 1999
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knowledge and its application to production methods is radically transforming the
nature of work and the organisation of production. On the other hand, the
bringing down of borders not only in commercial or financial trade but also
between labour markets is putting major pressure on the ‘European social model’.

All these changes are resulting in an increased role of the human factor and a higher
dependence of the European economy’s success on the quality of its labour force?. The
European strategy based on the production of high-quality/high value-added goods and
services through product/process innovation, high labour productivity and high wages
can only be maintained if a highly educated and skilled labour force is continuously
developed. As the European Commission states, ‘a high-wage economy is dependent
upon the ability to reproduce and improve the quality of its labour force over time”3.

Interestingly also, from the employees’ point of view, the improvement of the
available skills is not only seen as a source of new work and career opportunities
but also as an excellent guarantee against the risk of becoming unemployed. As
some authors have argued, ‘unemployment in Europe is mostly a problem for

those individuals who do not have the necessary qualifications or knowledge.

demanded by the labour market and the new knowledge-based society’.

In the past, education and training were regarded as fixed assets that did not need to
be supplemented later in life. However, this view of training and education has
changed, resulting in a re-conceptualisation of training as a lifelong process.
According to UNESCO, the rapid changes in production and organisation are leading
to a rapid degradation of the acquired knowledge and to major upheavals in the labour
market. UNESCO estimates that 80 % of the stock of knowledge of an individual
currently becomes obsolete within a decade, where a young university graduate will be
forced to change his/her job contents up to seven times during his/her lifetimeS.
Moreover, Chapter 3 of this report is showing that new jobs are more likely to arise in
skill-intensive, knowledge-based occupations in services and manufacturing,
demanding therefore an increase in higher-level qualifications and appropriate skills.

Bearing in mind these developments, it is not strange therefore that policy makers - at
European, national and regional levels - are devoting increasing attention to the lifelong
education and training issues. Thus, the aims of lifelong learning and education have
been explicitly incorporated into the Amsterdam Treaty, expressing the determination
of the Union to promote the highest level of knowledge for the European citizens
through broad access to education and its permanent updating. Moreover, the 1998
Employment Guidelines have set up several recommendations related to the promotion
and encouragement of adaptability in enterprises, proposing several routes for
renewing skill levels within enterprises such as the removal of fiscal and other obstacles
to the promotion of investment in human resources and in-house training’.

2 Some authors have labelled this new model as the ‘knowledge society’, in which real
wealth creation is linked to the production and dissemination of knowledge.

3 European Commission, DG llI, Panorama of the EU Industry 95/96, Brussels, 1995.

4 Quoted in page 53 of Miink, D., and A. Lipsmeier, Objectives, Realisation and Organisation
of Continuing Vocational Education and Training, in CEDEFOP, Vocational Education and
Training -The European research Field, Background Report, Thessaloniki, 1998.

5 O'Connel, PJ., Adults in Training: an International Comparison of Continuing Education
and Training, OECD, ref. CERI/WD(99)1, Paris, 1999.

¢ UNEVOC, Vocational Education and Training in Europe on the Threshold of the 21t
Century, UNESCO, Berlin, 1999.

7 This suggestion is very much in line with the conclusions of the White Paper on
Education and Training, which recommends treating material investment and investment
in training on an equal basis.
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Country and source

Main Findings

Germany

Diull, H., and L. Bellmann, Betriebliche
Weiterbildungsaktivititen in  West- und
Ostdeutschland, in: Mitteilungen aus dem
Institut flr Arbeitsmarkt und Berufsforschung
2/1998, Nirnberg, 1998. (Enterprises
continuing training activities in East and West
Germany, Institute for the Research of the
Labour Market and Occupations).

The proportion of enterprises engaged in continuing
vocational training is directly related to their size,
ranging from 32 % and 67 % in the micro and small
enterprises to 93 % for those enterprises with more
than 500 employees (data for West Germany).

Continuing training courses are more common in
larger enterprises than smaller ones. Thus, 30.1 % of
employees have received training related to the job
within micro enterprises, in comparison to 41.8 % of
the employees in small enterprises, 43.5 % of the
employees in medium-sized enterprises and 55.6 %
of the employees in large enterprises.

Iceland

University of Iceland, The Situation of
Vocational Training in Iceland, Social
Science Research Institution, Reykjavik,
April 1999.

Ireland

Fox, R., Company Training in Ireland
1993, Dublin FAS, 1995.

The study provides estimates on training provision
in 7 600 enterprises with more than 10 employees
employing 496 000 people. The main result related
to enterprise size is that externally managed
training courses are more frequent amongst the
smaller enterprises, where it is the opposite for the
larger enterprises.

Netherlands

Statistics Netherlands, Bedrijfsopleidingen
1993 (Company training 1993),
Voorburg/ Heerlen, 1995.

The percentage of employees trained increases with
enterprise size, ranging from 10 % in enterprises
with less than 20 employees to 30 % for enterprises
with more than 200 employees. Training courses
are equally divided between the fields of general
enterprise management, and courses with a more
specific orientation on the products and services
that enterprises provide.

Norway

NOU Ny kompetanse, Grunnlaget for en
helhetlig etter- og videreutdanningspolitikk.
(Official Norwegian Report 1997:25 New
Competence. The basis for a holistic policy
of further and continuing education), Oslo,
1997.

The group of enterprises with no continuing training
activity is dominated by the small enterprises (<50
employees). Existence of formal training plans
increases with increasing size of enterprise. External
training resulting from demand from the personnel
increases with decreasing enterprise size.

Portugal

Ministério para a Qualificagdo e Emprego-
Departamento de Estatistica, Inquérito ao
Impacto das Ac¢bes de Formagao
Profissional nas  Empresas-1994/1996
(Survey on the Impact of Vocational
Training  Actions  within  Enterprises-
1994/1996), Lisbon, 1999.

The percentage of Portuguese enterprises involved
in training actions is directly related to the
enterprise size, in the sense that the larger the
enterprise, the higher the percentage is. From a
dynamic perspective in the time period 1994-1996,
the percentage of enterprises active in CVT
activities has increased in all enterprise sizes,
especially amongst the largest ones.

continued
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Country and source

Main Findings

Spain

CEOE-CEIM, Necesidades de Formacién
en las Empresas (Training Needs within
Enterprises), Madrid, 1996.

There is a clear relationship between enterprise size
and continuing training activities. However, the
Spanish small enterprise active in CVT devotes on
average more hours per person than the larger
enterprises.

Sweden
Statistics
1998.

Sweden’s Survey, Stockholm,

Personnel in large enterprises get more continuing
training than personnel in small enterprises, both in
terms of devoted time and share of people. Thus,
micro enterprises devote 0.9 % of their total working
time and 19 % of their employees to training, where
these ratios go up to more than 3 % and 40 % for
large enterprises, respectively. Large enterprises also
provide longer training periods.

Switzerland

Wiist, P., Betriebliche Weiterbildung in der
Schweizer Industrie (Continuing Training in
Swiss Industrial Enterprises), Chur/Zurich,
Ruegger, 1998.

This survey, conducted amongst 1 256 Swiss
manufacturing enterprises, shows that 71 % of
businesses with less than 20 employees usually invest
in CVT. In the size class of 20-99 employees, this
percentage raises to 89 %, whereas all enterprises
with more than 99 employed people support and
carry out CVT activities for their employees.

United Kingdom
Cosh, A.,, and A. Hughes, Growth,
Innovation and Public Policy in the Small
and Medium-sized Enterprise Sector 1994-
1997, ESRC Centre for Business Research,
Cambridge, 1998.

There is a positive relationship between the size of
and the proportion of enterprises providing
continuing training to their employees. Older,
innovating and growing enterprises are more likely
to provide training than newer, non-innovating and
stagnant/declining enterprises. Micro firms are
more likely to spend 1 % or less on training than
SMEs. However, although micro, small and medium
firms are equally likely to spend 3 % or more, micro
firms are less likely to spend between 1 % and 3 %
on training. The use of all types of training
providers increases with the size of the enterprise.

Source:

Analysed by IKE|, studies collected by ENSR.

This enterprise-size effect seems to be also relevant in explaining the different
nature of the European SMEs’ CVT practices. According to the Enterprise Survey
1999, a significant share of the European SMEs effectively active in CVT have
written training plans (39 %), in comparison to the 33 9% and 26 % where training
is done either at the request of the personnel or the enterprise, respectively, with
no formal training plan by the enterprise’>.

However, leaving aside the enterprises-without-employees category, the larger the
enterprise is, the more formal the adopted training approach is. In this sense,
formal training plans are more usual amongst larger enterprises actively involved

'S it is possible that in some cases, the employee carries out a training activity on his/her
own initiative (i.e. in terms of expenses) without any communication to his/her employer.
These cases are not included in the ENSR Enterprise Survey 99.
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Concerning the main types of course followed by the European SMEs, the available
information suggests that SMEs are much more interested in custom-made courses
rather than open courses3*. Indeed, several authors suggest that SMEs buying
training services outside the enterprise look for contents that are exactly tailored to
the enterprises’ needs?>. Notwithstanding this, custom-made courses are relatively
much more expensive, so they are not regarded as a first option by SMEs,
especially by the smallest ones. Therefore, from an enterprise-size approach it is
not strange that 45 % of medium-sized enterprises active in training use tailored
courses in comparison to 37 % of the micro enterprises®.

Concerning the physical location where training is held, training outside the SMEs’
premises is the more typical location to develop a training activity, especially in
comparison to the training held on the premises. Also, it is particularly interesting to
notice that the larger the enterprise, the more training is held on the premises (see
Figure 9.3). This result might be explained, at least partially, both by the higher
probability amongst the medium-sized enterprises to have specific facilities/training
departments and by the ability that larger enterprises have for training a larger
number of people and therefore bringing training suppliers inside the enterprise.

Finally, and leaving aside the training internally provided by the enterprises
themselves, the available evidence on main CVT suppliers suggests that, overall, the
greatest amount of external training is provided by commercial organisations and
private consultants. Other institutions relevant for training supply include business
and trade associations, equipment suppliers and Technical Centres/Universities®”.

Notwithstanding this, it is important to emphasise the large differences that exist
within the different European countries. This fact reflects the European countries’
different historical and institutional traditions and the way in which training providers
are financed?*8. To give some examples, public course suppliers seem to be particularly
relevant as CVT providers in Denmark3?, whilst the opposite seems to be the case in
Switzerland“®: meanwhile, the mostimportant training suppliers for the Spanish SMEs
are non-profit organisations, an aspect clearly related to the current policy design and
implementation®'. In some countries (i.e. Norway“?) there seems to be a clear role
division between public/private providers. Courses focused on developing individual

34 Bernard Brunhes Consultants, Le développement de la formation continue dans les petites et
moyennes entreprises. Analyse comparative des dispositifs allemands et frangais (Development
of continuous training in small and medium-sized enterprises. Comparative analysis of German
and French systems), La lettre du Groupe Bernard Brunhes, No. 34, Paris, May 1997.

35 Metsa-Tokila, T., P. Tulkki and P. Tuominen, 1998. Ammattitaito, koulutus ja tyo (Skills,
training and work), ESR-julkaisut (ESF-Publications) 37/98. Helsinki: Edita Oy.

3¢ IKEI and ENSR, Training Processes in SMEs: Practices, Problems and Requirements,
project funded by the Leonardo Programme, Donostia-San Sebastian, 1997.

37 Eurostat, Continuing Vocational Training Survey (CVTS), Luxembourg, 1994, and [KEl
and ENSR, Training Processes in SMEs: Practices, Problems and Requirements, project
funded by the Leonardo Programme, Donostia-San Sebastidn, 1997.

38 Cosh, A., and A. Hughes, Growth, Innovation and Public Policy in the Small and Medium-
sized Enterprise Sector 1994-1997, ESRC Centre for Business Research, Cambridge, 1998.

39 Statistics Denmark, Statistical information on Education and Culture, Copenhagen,
1998:6. In this sense, a significant part of the total Danish adult and vocational training
and education is publicly financed, where the public authorities plan the framework and
the contents in collaboration with the labour market parties.

40 Wist, P., Betriebliche Weiterbildung in der Schweizer Industrie (Continued training in
Swiss industrial companies), Chur/Zurich: Riiegger, 1998.

11 CEOE-CEIM, Necesidades de Formacién en las Empresas (Training Needs in the Spanish
Enterprises), Madrid, 1996.

42 NOU Ny kompetanse. Grunniaget for en helhetiig etter- og videreutdanningspolitikk
(Official Norwegian Report 1997:25. New Competence. The basis for a holistic policy of
further and continuing education), Oslo, 1997.
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intellectual capital as assets with long-term values®®. Not surprisingly, SMEs
often prefer to resort to other means for acquiring external skills such as
recruiting fully trained people or by outsourcing activities®”.

Linked to the previous point, most SMEs are characterised by having short-term
business strategies, which make it very difficult to develop training, an activity
for which a long-term viewpoint and commitment to people is necessary>8.

Several authors suggest that CVT in enterprises is less professional the smaller
the enterprise is*?.To give an example from the ENSR Enterprise Survey 1999:
less than 40 % of the European SMEs have a training plan, this percentage
increases by size of enterprise. This has already been described before in
different terms: training in SMEs is very often informal and in-house provided,
with special emphasis on ‘on-the-job’ and ‘learning-by-doing’ training.

Some SME managers have important ‘mental’ barriers to providing training
activities for their employees. Thus, SME employers are very often reluctant to
invest in people, on the grounds that the employee is likely to be ‘poached away’
by competitorsé®. Consequently, this reluctance is higher if the enterprise shows
frequent changes among its personnel®’. Notwithstanding this, SMEs are able to
set up some mechanisms to minimise this danger. To give an example, personnel
in 67.8 % of the Swiss enterprises with more than 99 employees have to refund
part of the course fees if they leave the enterprise soon after a courses2.

The objectives pursued in training are very often different for employers and
employees®3. Thus, employers define the ultimate goal of training in their
enterprise’s interest perspective, whereas employees define their willingness to
participate mostly in their own interest (profession, mobility, higher wage,
training during working time, etc)®*. Not surprisingly, SMEs are not interested
in improving the general skills of their employees, so the acquired know-how
and skills have to be strictly related to the enterprise’s perceived special needs®s.

Finally, Storey%¢ argues that the reluctance of small enterprises to train may as
much reflect employers’ as employees’ attitudes. Career progression is less likely
to exist in small enterprises, so the ambitious employees move between
enterprises rather than within the organisation. Since the small-enterprise

56 OECD, Technology, Productivity and Job Creation: Towards best Policy Practice, Interim
Report, Paris, 1997.

57 Ritsila, )., Alueellisen osaamistarve-ennakoinnin kolme ulottuvuutta. HENKOOSTA-
hankkeen vilitaportti (Three dimensions of anticipating the regional skills needs), ESF-
publications 23/1998. Ministry of Labour. Helsinki: Edita Oy, 1998.

58 [KEl and ENSR, Training Processes in SMEs: Practices, Problems and Requirements,
project funded by the Leonardo Programme, Donostia-San Sebastian, 1997.

5% Miink, D., and A. Lipsmeier, Objectives, Realisation and Organisation of Continuing
Vocational Education and Training, in CEDEFOP, Vocational Education and Training - The
European Research Field, Background Report, Thessaloniki, 1998.

60 Curran, J., et al., Employment and Employment Relations in the Small Service Sector
Enterprise - A Report, ESRC centre for Research on Small Service Sector Enterprises,
Kingston Business School, 1993.

61 Nieuwenhuis, A.FM., and ).R.L. Steijvers, Opleiding en ontwikkeling (Education and
development), 1995.

62 Wist, P, Betriebliche Weiterbildung in der Schweizer Industrie (Continued training in
Swiss industrial companies), Chur/Zurich: Riiegger, 1998.

63 Gids voor de Opleidingspraktijk (Guide for the education practice), Van Loghum
Slaterus, Amsterdam, 1998.

64 De Koning, a.o., Bedrijfsopleidingen, omvang, aard, verdeling en effecten (Company
training, amount, sorts, shares and effects), RVE Adviescentrum Volwasseneneducatie,
Rotterdam, 1991.

65 Metsa-Tokila, T., P. Tulkki and P. Tuominen, Ammattitaito, koulutus ja tyo (Skills, training
and work), ESR-julkaisut (ESF-Publications) 37/98, Helsinki: Edita Yo, 1998.

66 Storey, D.)., Understanding the Small Business Sector, Routledge, London, 1994.
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management training to be important for business success®!, whereas over half of
a sample of Irish enterprises rate management training as important to the success
of their business®2. However, this positive attitude towards training might be
somehow dependent on educational background. Thus, ‘self-made entrepreneurs’
are cited as most often learning by doing their job and by experience®?, where
they seem to be more reluctant to use external training in comparison to highly
educated managers and owners®?,

Training for SME owner-managers has to be adapted to their particular
personalities to be fully attractive to them. Thus, SME owner-managers have a
rather short-term attitude towards training, since they are interested in pursuing a
training activity provided that the obtained knowledge and results can be rapidly
translated into daily working practice®. Evidence from German training institutes
points out that the majority of the SME managers only participate in a training
measure when they face real problems®¢. Therefore it is not strange that in some
countries (i.e. Finland), this short-term approach leads into increasingly tailored
contents and general structures of programmes so that they fulfil the needs of a
particular participant or organisation®”.

Additionally, and apart from formal training, several French studies®® state that
SME entrepreneurs are interested in other means than formal training to acquire
knowledge and competencies, such as to resort to external advice, networking or
entrepreneurs’ clubs. This result is confirmed in the UK® and the Netherlands®°,
since owner-managers are very fond of learning from the exchange of experiences
with other managers. These kind of informal mechanisms, with colleagues from
either the same or different disciplines, are very well appreciated by SME managers
and owners®'.

SME manager-owners do have to face difficulties and barriers for attending
training courses that might explain the lower probability for this job category to

81 Barclays Bank Small Business Survey, London, May 1998.

82 Burke, T., Management Development: Final Report, EU Structural Funds Industry
Evaluation Unit, Dublin, 1996.

83 Cannon, F, Business Driven Management Development: Developing Competencies
which Drive Business Performance, Journal of European Industrial Training, 19:2, 1995, and
Gibb, A.A., Small Firms’ Training and Competitiveness - Building Upon the Small Business
as a Learning Organisation, International Small Business Journal, 15:3, 1997.

84 CEDEFOP, Estrategias para el Acceso de los Empresarios de las Pyme a la Formacién
(Strategies for the Access of SME Managers to Training), Berlin, 1994.

85 Aschoff, U, Nutzung von Weiterbildungsangeboten und Implementierung von
Weiterbildungsinhalten fir KMU Fiihrungskrafte im internationalen Vergleich {(Use of
continued training programmes for SME owner/managers - an international comparison,
PhD study), University of St. Gallen, 1995.

86 Q.V., Pallgenaue Konzepte sind gefragt (Custom-made concept is requested), Institut
der Deutschen Wirtschaft KoIn, in: iwd Nr. 5, 4 February 1999.

87 Hytti, U., 1999. Yliopistollisen taydennyskoulutuksen strategiat ja kilpailuvaltit
(Strategies and competitive advantages in continued education provided by the
universities), Publications of the Turku School of Economics and Business Administration C
3/1999, Turku, 1999.

88 These studies are summarised in Ducheneaut, B., Les dirigeants de PME (SME leaders),
Ed. MAXIMA, Paris, 1996.

89 Stanworth, ]., and C. Gray (eds), Bolton 20 years On: The Small Firm in the 1990s, Paul
Chapman Publishing London, 1991.

%8 Nieuwenhuis, A.F.M., and ].R.L. Steijvers, Opleiding en ontwikkeling (Education and
development), 1995.

?1 The Foundation for Manufacturing and Industry, et al., The Middle Market - How They
Perform: Education, Training and Development, a joint report by the Foundation for
Manufacturing and Industry, Coopers & Lybrand and Warwick Business School, 1997.
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* Finally, and linked to the previous point, CVT systems are becoming increasingly
aware -of the needs of SMEs. Not surprisingly, the European Commission has
concluded that SMEs are in all Member States at the top of the political agenda’?°.

There is a number of policy schemes and initiatives throughout Europe intended to
foster CVT activities in general, paying special attention to SMEs. Thus, and at
European level, the European Commission has launched since 1994 the ‘Leonardo
da Vinci’ Programme for a period of five years, 1995-1999. This ‘Leonardo da Vinci’
Programme is now the umbrella programme relating to EU training policy, and
whose key objective is to support the development of policies and innovative actions
in the Member States, particularly trans-national partnerships involving different
organisations with an interest in training. The programme has five strategic priorities,
these are: i) the acquisition of new skills; i) forging closer links between schools and
enterprises; iii) combating exclusion; iv) promoting investment in human resources
and, finally, v) using information technology to build the Learning Society.

Additionally, and always from a Pan-European perspective, it is worth underlining
the activities carried out by the agencies of CEDEFOP in Thessaloniki (Greece) and
the European Training Foundation (ETF) in Torino (ltaly). On the one hand,
CEDEFOP (European Centre for the Development of Vocational Training) has been
involved since 1976 in the promotion and the development of vocational training
of young people and the continuing training of adults, primarily through
European-wide co-ordination of analysis and research activities. On the other
hand, the European Training Foundation is intended to promote co-operation and
co-ordination of assistance in the field of vocational training reform in central and
eastern Europe, the New Independent States and Mongolia and, since July 1998,
the countries eligible for support from the MEDA programme.

The Commission has signed in December 1999 a contract to research, design and
set up the Business Education Network in Europe (BENE). BENE will be a Europe-
wide network of educational organisations, including existing networks, directly
involved either in teaching of entrepreneurship or in training of entrepreneurs, to
improve the exchange of experience, cross-cultural learning, comparative analysis
and identification, where relevant, of best practices.

From a national perspective, the different European countries are also developing
different policy strategies to foster CVT activities amongst their national SMEs. In
some cases (i.e. France, Norway), it is compulsory for all enterprises (including
independents and self-employed) to participate in the financing of the vocational
training of employees.

For this purpose, French enterprises have to dedicate a percentage of their gross wage
bill volume to the financing of vocational training activities for the benefit of
employees, where the rate of legal obligation is dependant on the size of the
enterprise. If not spent on training, the amount of the legal contribution is nevertheless
paid into a kitty (OPCA and FONGECIF), so this contribution may support vocational
training activities of other enterprises in the framework of the so-called system of
‘mutual training funds’. Interestingly also, enterprises with 50 employees and more
have the legal obligation to produce a written document presenting the annual
orientation in CVT activities. In Norway, a similar practice is regulated by the Basic
Agreement between the employers’ and employees’ organisations.

129 European Commission, Report of the Commission on Access to Continuing Vocational
Training in the Union (Council Recommendation of 30" June 1993), COM (97) 180 final,
Brussels, 1997.
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who are currently in employment. Notwithstanding this augmenting policy focus,
SMEs do not fully benefit from the existing training support infrastructure. This
chapter has shown that SMEs experience specific barriers to training that have to
be taken into account in the design of a successful SME-oriented training policy.

Thus, an SME-oriented training policy, irrespective of the existing differences in the
legal and cultural frameworks in the European-19 territory, should take sufficient
account of some of the following elements:

Primarily, public authorities have to make an important effort in improving the
basic and generic skilis that the general education system provides, since these
skills are a cornerstone both for employment and for further lifelong learning
activities.

Relevant public and private policy-making actors should encourage, amongst
SMEs, the idea of training and education for employers and employees as a
lifelong strategic tool within the management of the enterprise.

SMEs’ investments on skill and training development have to be specifically
encouraged and stimulated by public authorities since, as the chapter has shown,
external aids are regarded as determinant for carrying out CVT activities,
especially amongst the smaller enterprises and the less qualified personnel. This
recommendation can be extended to those countries where training expenses are
decided by the social agents themselves at sector/branch level.

Continuing training should be treated by the public sector as any material
investment, so training might be benefited from existing incentives (i.e. tax
relief).

Partially linked to the previous point, it is extremely important to design better
ways of valuing long-term, intangible assets (i.e. CVT activities carried out by
enterprises). Thus, while acquisition of new machinery is treated as an
investment by the enterprises’ current reporting systems, the acquisition of new
skills to run the machinery is often treated as a cost, and its value is ‘invisible’.
This situation is important, since it may also affect the way enterprises are
externally evaluated by potential investors and lenders.

Any support aimed at SMEs should take into account not only the direct costs
derived from training (course fees, teaching materials, travel costs), but also the
indirect costs (i.e. costs due to loss of production or substitution costs), since
SMEs are especially sensitive to these kind of costs.

Support to advice and counselling activities has traditionally been ignored by
most of the policy-making processes to date. However, this chapter has shown
that the greatest need most SMEs have is for external advice and guidance to
identify and formulate their educational needs.

Public authorities should support other measures than formal training for
supporting continuing training activities amongst SME owners and managers.
This chapter has suggested that SME owner-managers are very fond of learning
from the exchange of experiences with other managers. The creation of these
entrepreneurs’ clubs and exchange fora could be a valuable public support for
training purposes.

Public authorities should support the full exploitation of the possibilities opened
up by the Information and Communication Technology (ICT) for training
purposes. For this purpose, special attention should be paid to the improvement
of the existing ICT infrastructures, together with the upgrading of the computer
skills amongst the population, and the lowering of equipment costs for schools.



Vocational training and SMEs

Public CVT support policy has to pay attention to administrative burdens and
overhead costs, aspects particularly sensitive for SMEs. Additionally, more
attention is required to improve SMEs’ knowledge and information on the
existing training programmes and measures.

Public bodies have to set up/improve methods for the evaluation of the existing
CVT supply, so its quality can be continuously improved and adapted to the
existing needs and requirements of enterprises. Additionally, it is important to
ensure the existence of strong incentives for training providers to apply
continuously innovations in the training field.

Training providers need to make an effort to adapt their training supply to the
SMEs’ real characteristics. Otherwise, it is possible to envisage that any public
support policy intended to foster CVT activities amongst SMEs will achieve little
success.

Finally, the support to individual emplioyees who want to upgrade their own
skills irrespective of the enterprise’s needs should not be forgotten, since the
new competitive paradigm requires individuals to be responsible for their own
training and skill upgrading. Specific attention should be devoted to those
groups that have special difficulties in their access to continuing training
activities, i.e. persons with childcare responsibilities, older workers or disabled
employees.
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New services

‘New’ services can be seen as a form of innovation. In general, when an enterprise
is established and maintains a distinctive place for itself and its offerings in the
market, it is said to be successfully positioned. Therefore, product and service
innovations can be seen as a planned choice of, or as a change in, positioning and
an effective move of this type can be considered one of strategic planning’s most
critical tasks. Market positions can be affected by many elements, e.g. pricing,
distribution, advertising and promotion, but any positioning strategy must
undoubtedly revolve around one core element, that is the product or service itself.
Products are often designed on purpose to reach certain markets, i.e. diet coke, to
satisfy the calorie-conscious consumer, or existing products are changed in order
to change the market position.

However, services are not tangible objects, like products, which exist both in time
and space. Rather, services consist solely of acts or processes, constituted by steps
and sequences and exist in time only'®. Therefore, innovation in the service sector
has some distinctive features. It requires the capability of designing a new service,
or changing an existing one and successfully managing the implementation of
such a strategy’’, and in turn the need of a service’s analysis and description’2. It
is possible to analyse, on the one hand, the number and intricacy of the steps
required to perform a service in order to describe its complexity and, on the other
hand, the degree of freedom allowed in or inherent to a process step or sequence
in order to assess the degree of divergence of a service. Therefore, a service of high
divergence would be one customised, in which at the extreme every performance
of the process is virtually unique, whereas a service of low divergence would be
one that is largely standardised.

Most of the literature faces the problem of product innovation by discussing risks
and rewards of different possible strategies.'* Building on it with regard to
services, it is possible to distinguish major innovations from changes in existing
services and from the extension, the upgrading or the re-styling of services already
provided by the entrepreneur or the enterprise.

Changes in already existing services can create two types of activities. First, the
enterprise adds characteristics to a service or introduces in the market a new start-
up service, usually tailored to the needs of a specific target group, e.g. day-hospital
care instead of the traditional hospitalisation or, in a high-tech context: Netscape.
Second, services which are new for the enterprise but are already provided by
other enterprises. In both cases they use, or just improve or modify, existing
technologies. They require smaller investments and involve smaller-risks service
(higher in the second case, when the new provider must face competition from
the existing providers, unless he operates in a geographically-bounded market).

Allin all, innovation in the service sector presents many aspects and the innovation
patterns of service enterprises may vary considerably. Therefore, it is difficult to

1© Anyway, though they are different, services and products are intimately and symbiotically
linked. A department store, for instance, is a place in which the service of retailing is rendered.
Yet retailing is not a complete entity without the inclusion of products. A department store’s
image and clientele are a function of both retailing and merchandise, and these cannot be
separated without sacrificing the unique definition of a department store.

1 Pellicelli, G., Il marketing dei servizi (Services marketing), UTET, Torino, 1997.

12 Shostack, G.L., How to design a service, in The European Journal of Marketing, no. 1,
1982, and Shostack, G.L., Service positioning through structural change, in The Journal of
Marketing, January 1987.

'3 For instance, Heany, D.F., Degree of product innovation, in The Journal of Business
Strategy, Spring 1983.
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arrive at a precise and unanimously accepted definition of the term new service. A
reasonable definition seems to be that new services refer to services that, in an
international or in a specific national or even local context, are new to the
consumer or renewed, that is when the way of generating them changes or a
combination of already existing services takes place. Services can be considered
new as far as they are in the introduction phase or in the growing phase when
looking at their development time'4, which obviously also includes those services
that might have disappeared some time ago but are now back to the market.

The supply of and demand for many services has changed in nature or come into
being. These ones may be named renewed services and new services, respectively.
In the general opinion they are responsible for a large part of the increase in
employment in the service sector. However, it is difficult to assess their net effect
from a statistical point of view, since new jobs may be partly offset by a loss of jobs
in old services, which they have substituted, and, on the other hand, lots of old
services may have increased employment also.

Furthermore, it is important to bear in mind that there exists a sort of ‘geographic
boundary’ for many services, since the cost of transport, in comparison with the
mere cost of the service itself, limits the possible area of business for services where
the face-to-face producer-consumer relationship is relevant or, more generally,
where the user is part of the process of service production. Local differences in
tastes produce the same effect, with relevant implications for the spatial
distribution of employment generated by new services. At local level, new services,
especially perscnal and some of the ones traditionally supplied by government, are
often provided by organisations belonging neither to the private sector nor to the
public sector, the so-calied third economy?'s.

On the contrary, new services spawned by Information and Communication
Technology (ICT) can reach a world-wide market. In this case the spatial
distribution of new services’ employment depends on the provider’s ICT skills and
on the users’ computer literacy, rather than on geographic boundaries as
mentioned above.

Next, a definition is presented to allow for a categorisation of services as new or
renewed or existing. The term new cannot be easily defined on the basis of
objectively assessable criteria but, nevertheless, when determining the difference
between a new service and an already existing service, it is possible to take into
account three aspects:

¢ Dimension of novelty;

* Life-cycle stage of the service;

* Service characteristics.

To answer the question as to what degree a service can be defined as new with
regard to novelty, it is possible to refer to the following expressions:

* Services recently emerged, or re-emerged when old services have come back,
produced or designed;

14 That is the first phase in a life-cycle theory of growth. For a study on new services
referring to the Netherlands and the U.S., see Hulshoff, H.E., FM.]. Westhoff et al., New
services, Strategic exploratory survey of a dynamic phenomenon, EIM Small Business
Research and Consultancy, Zoetermeer, 1998.

'S For more information see Chapter 7 of this report.



New services

* Services applying new methods;

e Services not previously perceived, encountered or utilised.

Referring to the application of the life-cycle model, new services are usually in the
introduction or growth phase, although it can also be argued that a new service
includes any activity that has disappeared from the market for some reason in the
past but has returned. When referring to service characteristics new elements
and/or characteristics are added to the service.

There are some crucial problems in analysing and measuring new services. First of
all, many enterprises offering services with a dimension of novelty cannot be
separated from those operating more traditionally. These enterprises cannot be
examined specifically as they still belong to the same statistical category as those
enterprises applying traditional techniques. Secondly, the identification of new
services according to the life-cycle theory requires a close look at figures of
growth, in terms of turnover, employment, etc., related to the single line of the
new service. This is not a very precise and reliable method for two reasons:

e Some services could have experienced a dramatic growth for other reasons,
e.g. deregulation, and still not be new services in the sense highlighted above.

e |t is difficult to assess the new services’ share of the turnover, or employment,
of a single enterprise. For this reason qualitative data can be provided only,
especially as far as the emerging demand for new services is concerned.

In order to analyse the new services phenomenon the analytical framework given in
Table 10.5, will be used, evaluating service processes to determine whether different
types of processes result in different levels of customer involvement'é. The degree of
customer involvement in production, also referred to as ‘inseparability’, provides a
means of assessing possible geographic boundaries and their potential evolution,
affecting perhaps the spatial distribution of employment generated by new services.
This classification is relevant because of the level of involvement required from the
customer. In some cases the presence of the customer is needed, in others only the
fact of his/her physical possession is required. It is possible to apply this framework to
Local Development and Employment Initiatives (LDEI)'” (see also Section 10.4.1),
since these initiatives are made up by a set of enterprises, and/or organisations,
providing their services to single customers or coalitions of them.

It is worthwhile analysing deeper the evolutionary trends in services resulting from the
technological evolution, because this evolution changes the degree of knowledge
needed by the user and the provider, up to services without any human interaction
between the user and the provider. This is especially true for some of the new services
generated by ICT. Here it is possible to apply the conceptual scheme proposed by
McDermott, enlarging it to include knowledge-separated services. McDermott
distinguishes between knowledge-based services and knowledge-embedded services.

Knowledge-based services are characterised by a high level of knowledge and skills
of the service provider. The provider-customer transaction is personal and labour-
intensive. When rendered directly to consumers these services are often called
personal services, e.g. teaching, consultancy as physician, dentistry.

6 Lovelock, C.H., Services Marketing, Bcston (Mass., USA), 1997.

Y7 Initiatives Locales de Développement et d’Emploi (ILDE). See European Commission,
The era of tailor-made jobs - Second report on LDEI, Report SEC (98) 25 (January 1998),
and Des lecons pour les pactes territoriaux et locaux pour I'emploi - | Rapport sur les ILDE
(Lessons on the territorial and local employment agreements), 1996.
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will slow down and come to an end, so on balance it is likely that the number of
jobs will increase overall as a consequence of new service business.

Many new services require the utilisation of IT. This is especially the case in
knowledge-intensive service enterprises. A small number of studies have identified
how services delivered by using IT are requiring changes in the business concept.
This particularly applies to new digital products and services, such as:

* [nfotainment services (in competition with TV and traditional media);

* On-line communities (with moderators) within many different areas of interest
(sports, news, hobbies, etc.) compete with ordinary news coverage and other
leisure-time activities;

» Specially adapted software development;
» Multimedia, for entertainment and educational purposes;

* Internet-related activities (homepage design, ISP, Internet-cafés).

A number of specialised knowledge-intensive service enterprises also use the
possibilities of developing new business concepts. This applies to e.g. travel
agents, lawyers, bankers and insurance brokers, real-estate agents, accountants,
car sales and rentals, leasing of consumer goods and tuition via the Internet.

National studies provide information on the impact of IT on employment. The
studies show that an important part of new services is the result of new enterprises
making new forms of services available to the market. Below, evidence is presented
for a number of countries.

In Norway, the emergence of the information society has resulted in the growth of
the number of information-related enterprises. This trend is expected to continue
and strengthen in the future. The coalescence of information technology,
telecommunication and multimedia into one sector makes the IT sector important
by Norwegian standards, both when it comes to employment and production.
However, even in the field of IT, statistics are not very accurate. The main reason is
that there is no precise definition of what kind of enterprise this sector is supposed
to embrace. In spite of these limitations, the Ministry of Trade and Industry has
estimated that a total of 77 000 people were employed in the IT sector in 1997.
The growth in the sector has been considerable in the past years and is expected
to continue in the years to come.

In Austria the number of start-ups in IT enterprises was 460 in 1997 and 270 in
1998, while in EDP/consulting enterprises it was 1 885 in 1997 and 1 774 in 1998.
New jobs created in 1995-1997 numbered 2 700 in EDP enterprises (+23.5 %),
1 400 in R&D enterprises (+24.5 %) and 14 000 in enterprises offering services to
companies (+11.7 %).

In Ireland, the more dynamic business-related services are: data processing, which
from 1990 to 1996 showed an increase in employment of 344 9% for the foreign-
owned enterprises, and of 12 % for the Irish-owned enterprises; software processing,
which over the same period showed an increase of 193 % for the foreign- and of
105 % for the Irish-owned enterprises; and international financing, which again over
the same period showed employment increasing by 276 % for the foreign-owned
enterprises and by 175 % for the Irish-owned enterprises. The bulk of new
employment in the Agency-Assisted Growth Service Sectors has come from foreign,
rather than domestically owned, enterprises. Cumulative employment from 1990
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the cultural domain, since cultural values make a service acceptable or objectionable.
The results of the expert interviews are presented in Table 10.10. It should be stressed
that the major reason to hold expert interviews has been to get an overview of the
situation at European level. At country level the outcome may be biased towards the
opinion of the individual expert. In no way the outcomes may be considered a
representative survey.

When analysing the principal obstacles (according to the experts) for start-up and
growth it was found that, in general, specific barriers to the new services
enterprises hardly exist; the barriers are those common to all start-ups. The major
obstacles are related to administrative burdens and regulations, access to finance,
sales, a lack of skills and information and advice.

As Table 10.10 shows, the most important problem that start-ups face is related to
getting the necessary financing to start a business. This is due to high financing
cost (high interest rates, unfavourable repayment conditions, etc.) and difficulties
in obtaining loans (guarantees demanded by banks, lead time to approval, etc.).
In this category the most frequent problem is the relationship with the loan officer,
according to experts in six countries (Austria, Belgium, Germany, ltaly,
Luxembourg and the Netherlands). This problem is probably less important for
enterprises in the service sector than in other sectors. These enterprises, especially
knowledge-based services, do not need large assets to perform their services*¢ and
therefore need mainly working capital. .
Another barrier, of almost equal importance, is administrative burdens caused by
all kind of regulations and obligations. In fact, fourteen countries consider this a
problem. To give some examples, in the Netherlands the Business Licensing Act,
although reducing the number of branches requiring a diploma from 88 to 8, still
presents an important hurdle for enterprises. In the United Kingdom and Sweden
this problem exists but is not considered significant. Only 6 % of Swedish
enterprises find labour law a problem and instead 20 % cite tax regulations
whereas, in the United Kingdom, the problem of government regulation has
recently returned as an area of concern.

The existence of barriers related to sales is considered important by experts in twelve
countries, mainly due to insufficient or unstable demand and high competition. As
regards demand in Spain, there is the problem of lower-income communities who
are not able to afford services. Another obstacle to sales is the lack of marketing skills
in three countries: Greece, Italy and Sweden.*” A special problem for new service
providers is that the service is often not yet known by the potential user.

Lack of skills must be underlined as one of the most relevant obstacles for the
development of entrepreneurial activities. Actually, in a high number of countries
(twelve) national experts consider it a problem, especially the recruitment of
qualified employees?®®.

46 See also Chapter 4 of this report.

47 Difficulties in achieving a minimum level of publicity is one of the main obstacles faced
by service enterprises during their market entry in Germany. Furthermore they need a
successful entry in the market, informal contacts and links to the customers, service-related
special knowledge and a highly qualified, creative and flexible staff. See Wimmers, St., et
alia, Wachstumsmarkt Dienstleistungen, Empirische Analyse der Marktzutritts- und
Erfolgsbedingungen neuer unternehmensnaher Dienstleistungen in Deutschland (Growing
service market, conditions for the market entry and success of business-related services in
Germany), No. 83 NF, IfM, Bonn, 1999.

“8 See also Chapter 3 of this report.





















New services

* Employment becomes available for individuals with low qualifications who are
more at risk of unemployment;

* Often rather labour-intensive, like personal services;

e Usually provided by small organisations, i.e. SMEs, able to adapt to a flexible
and innovative mode of production and delivery;

* Improving welfare while costs for the public sector, cost per job created, are
decreasing.

A Local Initiative may consist also of the creation of a network of local partners for
local development and stimulation of Local Initiatives centres supporting the
creation of service enterprises.

In Spain the Plan of Action for Employment 1998 includes guidelines for the
creation of jobs at local level and the development of the social economy, aiming
at fostering the institutional co-operation between the different levels of public
administrations on the one hand and between the public sector and private
initiatives on the other. The strategic lines for the development of the new
employment opportunities are:

* Promotion of the public or private services, especially those related with the
social economy;

e Priority to projects referring to the environment, culture, education, solidarity,
health, family, leisure time, tourism, sport, development of the rural and urban
environment; :

¢ Fostering the creation of micro enterprises and their appropriate financing;

¢ Determination of the professional profiles needed, according to those foreseen
in the new National Programme of Professional Training;

¢ Structuring of an appropriate training offer.

These strategies will be implemented through a revision of Active Policies, such as
Programmes of Work-Schools and Local Training Centres, and of local development
programmes. Resources have been allocated: 7.2 million euro for local initiatives of
employment by INEM and 2.3 million euro by Autonomous Communities.

Another interesting example of a local initiative in the field of business services
can be found in Luxembourg. The project, called "Technoport Schlassgoart’, has
two activities that complement each other: consultancy for large enterprises and
for SMEs manned by the ‘Laboratoire de Technologies Industrielles’ - LTI
(Industrial Technologies Laboratories), on the one hand, and services for service
enterprises and start-ups, manned by the ‘Centre d’Accueil et d’'Innovation pour
Enterprises-CAIE’ (Enterprises Support and Innovation Centre), on the other. It has
started from a co-operation form with the technological resources of the steel
industry, then from 1997 it is implementing the new strategic plan. Further
planned development will be the extension to a larger group of enterprises from
the transnational Greater Region Saar-Lor-Lux. Apart from that, the Technoport
management and the Ministry of Environment jointly decided to create a
Resource Centre for Environmental Technologies (CRTE) to support SMEs in the
development of the best available technologies and to advise the ministry and
local administration.

In Norway there is a positive attitude towards Local Initiatives. One reason is that
these are seen as very valuable in the general policy toward regional development,
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particularly in the more rural areas. There are various programmes and policies
directed at promoting SMEs and new developments in general. SMEs working in
the field of new services have access to these programmes on the same basis as
other SMEs. The SME-related programmes are mainly enacted by the Norwegian
Industrial and Regional Development Fund (SND). Many of the projects based on
new developments are high-risk when it comes to profitability and thus very often
one will not be able to obtain funding in the private market. In order to promote
new developments, SND provides both counselling, training and various forms of
risk capital and subsidies, for which the entrepreneurs may apply. As it is an overall
goal that this source of funding and advice shall be available for entrepreneurs
across Norway, these days the SND is developing a decentralised structure of
administration.

Furthermore there is a central initiative which has developed into an important
service at the local level, namely the centres for voluntary work. The Norwegian
centres of voluntary work (Frivillighetssentralen) were established in 1992 as a pilot
project in order to strengthen the voluntary social work. The Ministry of Health
and Social Relations granted funds to 95 pilot centres for a period of three years.
In 1996 the centres were made permanent and since then the number of centres
has increased to about 234 in 1999. Today, national funds and grants from the
municipalities mainly finance the centres. The national funds are primarily covering
the salaries for one full-time employed person per centre. The national funds are
distributed to the centres of voluntary work by a co-ordinating body called
FRISAM. A prerequisite for this financial support is that each centre for voluntary
work is able to generate at least 1.9 man-years voluntary work. Some centres are
owned by voluntary organisations, others are owned by foundations or co-
operations, some are owned by the local congregation or religious organisations,
and finally the municipalities are responsible for about one third of the centres.
The centres are mainly preoccupied with various social and care-taking efforts. Of
secondary importance are various hobby and leisure-time activities. There has
been a gradual integration between the public health and social care in the
municipalities and today many of them function as supplements to the public
activities. The centres of voluntary work seem to develop into some sort of hybrid
welfare organisation. On the one hand they are run by or in co-operation with
voluntary workers. On the other hand central or local authorities finance them and
they are deeply integrated into the administration of the municipality. Thus, the
centres are signalling a new type of co-operation between the voluntary and
municipal sector and a partial removal of the traditional demarcation between
civilian and public activities.

In Finland a further educational programme for female entrepreneurs operating in
physiotherapy in the frame of the European Social Fund, Objective 4 Region, has
been carried out. A year after the start of the programme the share of
employment had increased overall by 56 % (39 new jobs). 36 % were full-time
jobs, 33 % part-time jobs and 3 % temporary jobs. 3 % of the workers were in
apprenticeship contracts and 26 % were employed as receptionists. One of the
main reasons for such good results was the close communication between the
instructor (the Centre for Extension Studies at the University of Turku) and the
head of the trainee’s organisation (Suomen Fysioterapiayrattajat-FYSI, i.e. the
Finnish Physiotherapy Entrepreneurs). At the beginning of the programme 20
enterprises had a total of 70 employees and at the end of the programme (27
November 1998) those 20 enterprises had a total of 109 employees so it seems
clear that measures of support should be allocated expressly to experienced
entrepreneurs in the service sector.
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increasing European welfare. This should be realised by creating favourable
conditions and an environment conducive for SMEs by taking away hindrances for
their further development.

This also holds for the associations and foundations in the social economy, and for
SMEs developing new services, both studied in this Sixth Report of The European
Observatory for SMEs. These organisations and SMEs, usually operating on a small
scale, are influenced by the liberalisation and privatisation policies of governments.
The organisations that are dependent on public budgets might have suffered from
restrictive budget policies. They need more attention, in particular financially, to
realise the social European economy.

Concerning the trade liberalisation within the Single Market, the entrepreneurs are
mainly positive. The following advantages are especially mentioned: a larger
selling market, simplified international co-operation, introduction of the euro and
larger markets for inputs. '

With this liberalisation of the European market, the competition on markets
received a strong incentive and most countries followed a policy to increase
competition, focusing on increasing transparency and taking away distortions in
many markets. Other policy actions applied were e.g. privatisation and price
deregulations. The present study shows that more attention should be given to
side effects of the liberalisation process. Negative effects should be avoided or
taken away to realise a real welfare increase. In principle, SMEs are in the arena
where advantages and disadvantages are at cross-roads: on one side SMEs are
contributing to more competition, on the other side they have to cope with it.

In the policy recommendations, attention is paid to the functioning of markets as
well as to other aspects of the environment in which SMEs have to operate
effectively, being: :

¢ The available human resources; both the labour market developments from the
supply and demand side and the continuing vocational training (CVT) get
special attention;

¢ Capital markets: in particular the access to finance by SMEs;

e Technological developments; in this domain E-commerce has been
investigated;

¢ The access to Community Programmes: attention is not only paid to the way it
influences the market position of SMEs but also to the participation in the
different programmes concerning the business environment, e.g. human
resources, financing and technology.

The new multiannual programme for Enterprise and Entrepreneurship will create
the framework conditions for enterprises in the European Union, including SMEs.
Additional policy development at national, regional and local level is also needed.

The following recommendations might contribute to the formulation of policies,
both at the national and supranational level. Moreover, they might contribute to
the social dialogue with employers’ organisations and trade unions.

These research-based recommendations together with the implementation of the
recommendations of the BEST report could deliver fundamentals for the new
multiannual programme for Enterprise and Entrepreneurship.
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In Chapter 4 in this report ‘Expanding enterprises’ are identified, using Birch
growth rates for both turnover and employment. An enterprise is classified as an
‘Expanding enterprise’ if it meets at least one of the following two criteria:

¢ Birch growth rate for employment > 1

¢ Birch growth rate for turnover > 1.5.

For Chapter 11, all SMEs from the ENSR Enterprise Survey 1999 have been
classified in five groups, each containing 20 % of the respondents after weighing
(quintiles). SMEs that have a (fast-)decreasing or growing sales volume in relation
to the average growth of turnover of enterprises in the same country are classified
in one group. As a result the classification focuses on enterprises that perform
relatively poorly or relatively well within their business environment/national
economy.

This has been done to focus on characteristics of individual enterprises and not so
much on differences between countries, such as the effect of being in different
phases of the business cycle. The classification has been developed as follows:

e Growth of sales has been calculated using Birch growth rates.

¢ Within each country the median value for the Birch rate has been determined.
For each individual enterprise the deviation from this median has been
established (this to correct for differences between countries with regard to the
business cycle, etc.).

* SMEs are ranked by this deviation from the country-specific median value.

* Finally, the classification has been made by dividing this ‘list’ in five equal parts.
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e Chambre des Métiers, Luxembourg
¢ CNA, Confederazione Nazionale Artigianato, Italy

* CNAMS, Confédération Nationale de I'Artisanat, des Métiers et des Services,
France

e CONFARTIGIANATO, Confederazione Generale Italiana dell’Artigianato, Italy

¢ CONFINDUSTRIA, Comitato Nazionale per la Piccola Industria della
Confindustria, Italy

e FABRIMETAL, Belgium

* Federation of Master Builders, the United Kingdom

e Fédération des Artisans, Luxembourg

¢ FPB, The Forum of Private Business, the United Kingdom
e FSB, Federation of Small Business, United Kingdom

e Handvaerksradet, Danish Federation of Small and Medium-Sized Enterprises,
Denmark

* Koninklijke Vereniging MKB Nederland, the Netherlands

¢ NCMV, Nationaal Christelijk Middenstandsverbond, Belgium

e SFA, Small Firms Association, Ireland

e UCM, Union Syndicale des Classes Moyennes de Belgique, Belgium

e ZDH, Zentralverband des Deutschen Handwerks, Germany
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