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REPORT BY THE COMMISSION TO THE COUNCIL ON THE REALIZATION OF THE” o
OBJECTIVES OF THE COMMUNLITY ACTION PROGRAMME FOR '
SMALL AND MEDIUM-SIZED ENTERPRISES

1. INTRODUCTION

1. Background‘to the Report

The‘Commiséﬁqh prbbosed an Action-Progrémmé on Smatl éhd Medium-Sized Enter-
‘prises (SMEs) to the Council in'Augusf 1986. The Programme was also sent’

to thé European Parliament and the Economic and.SociaL Committeé.

In October 1986, the Council unanimously adopted a resolution on the Action
Programme which approved the main Lines of the poLicy°énd the strategy in the
Programme. In that resolution the Council invited: the ‘Commission to report

periodically on the realization of 1ts ob;ectaves.

At the same meeting the Council alsd égreed a statemenﬁ on reducing the
administrative burden on business. This statgment‘invﬁted the Comﬁission
-to report on the operation of the system estab(ishing impact assessments
on businéss for each legislative probosaL made by the Commission to the
Council. AIt'a[so'noted th¢ intention of the Commission to report on its

Llinks with business organisations.

This report is-a reply to all of these different requests.

2. Recapitulation of the main points of tHe'ACtion‘Prograhme

'The SME Action Programme was built around:two objectives ; the’ first the
creation of a favourable env1ronment for businesses in the Commun1ty ;
the second the proyision‘of-serv1ces.to SMEs;to hevathe1r.creat1on,and

develobmehf“particutarLyvin the Light of'thé éqmbLetionjof the “internal market.



The strategy proposed was one of action based projects with the objective
of obtaining relatively rapid and concrete results. In line with this
strategy an SME Task Force .was established by the Commission to coordinate
the implementation of the Action Programme and to initiate new measures
within the terms of that Programme to improve the business environment and

promote the provision of services to business.

The Commission has made it clear that the Action Programme should be imple-

mented on the basis of the following principles :

- action at Community level should not duplicate action taken by Member
States; -

- direct operating subsidies to enterprises are not part of the policy.

- as far as possible existing structures should be used rather than creating

new ones.

II. IMPLEMENTATION OF THE SME ACTION PROGRAMME

The Action Programme covers a very wide range of activity. The Commission has
had to choose priorities and to tackle some projects ahead of others. This
choice has naturally taken account of the discussions which have taken place

in the Council, the European Parliament and the Economic and Social Committee.

A. IMPROVING THE ENVIRONMENT OF BUSINESS

Improving the environment in which business operates in the Community is a
necessary condition for the development of the European economy. Rapid
adjustment to continuous technical and economic change is required if the
Community's competitiveness is to be improved. This adjustment can only
be carried out in an environment which is supportive of change and is not

encumbered by complex administrative regulations.

The European Council has repeatedly stressed the necessity of taking action

in this area, the last time in its meeting in London in December 1986.



The Commission has already taken action in some of .the areas cited in the
Action Programme and in others it is preparing projects for implementation

in the near future.

The Commission feels strongly that its proposals for Legislation should not
impose unnecessary burdens on firms. It has been aware of the concern'in some
quarters that some of the legislation which has been designed to pursue various
different Community policies has been focussed too narrqwty,'without sufficient
attention being given to the possible. consequences of the legislation for
business competitiveness and employment. The Commission attaches great impor-
tance to the establishment of new enterprises and to encouraging businesses to
grow and take full advantage of their capacity to create wealth and jobs. The
provision of a favourable administrative environment which is both simple and

stable is an important part of the process of encouraging business development.

The Commission decided in early 1986 to introduce a system to evaluate the
impact of its own proposals on business. The impact assessment statement was
introduced as an internal document within the Commission in June 1986 and, in
November, it was decided to transmit the statement to the Council with each

legislative nroposal.

The Commission is satisfied that after this relatively short period, the

impact assessment system is working well. Where a measure imposes unwarranted-:
burdens on business, changes in the legislation are required. The Commission
-ensures that any proposal which does not have an impact assessment statement

attached is not forwarded for a decision.

These "fiches"™ should not be a mere administrative requirement which must be
fulfilled before the proposal goes forward. The Commission sees its current
priority as encouraging their preparation at an earlier stage in the develop-
ment of proposals. This will allow the implications for employment and for
.business of legislative proposals to be considered while the proposal is being
formulated, when there is scope for making changes to reduce any negative

impact on business. The Commission is also keen to encourage its services



to consult business and business organisations which may be affected by pro-
posals for legislation. Again, consultation should be at an early stage rather

than on the basis of the statement prepared on the final version of the proposal.

The control of propocsals for new legislation is of particular importance in the
Light of the results of a study (1) made for the Commission of the burdens on
business imposed by existing regulation. The transposition of Community
legislation into national Law, which takes place in different and sometimes
divergent ways in the different Member States, makes it difficult to assess
whether burdens on business are inherent in the Community directives or have
been introduced at the national level. The remedy for many of the problems

for business which have arisen may therefore lLie at the national level. Changes
in existing Community legislation might not have the desired effect on business
in this case. The complexity of the problem of changing a measure agreed by the
Community and implemented at national level points to the necessity of assuring
that Commission proposals do not themselves pose a burden on business nor leave

the possibility that national implementation measures will do so.

2. Taxation and Company Law

The Commission regards the simplification of the fiscal and company law
environment of business as a priority. Action in this area is important
for all enterprises but especially for SMEs which suffer disproportionately

more under complex administrative procedures than larger companies.

A proposal to amend the 6th VAT directive, which reflects these priorities,
was sent to the Council in October 1986. The measure proposes a simplified
system of reporting for small companies and an increase in the exemption
threshold for companies which wish to be excluded from the VAT system.

The Commission has also had discussions with Member States' representatives
on a possible amendment to the 4th directive on company accounts which

would lead to a further simplification in some countries in the presentation

of balance sheets by smaller companies.

(1) EC Legislative Obligationsin respect of Small and Medium Sized Enterprises

Belmont European Community Law Office, Brussels,1986.



“The Conmission believes that the tax system'shpuld be,brdadly<neutralﬂbetween
firms of different sizes. It is studying,to'uhat’extent-ekistanISystems~are'
really neutral in the Community;isometimes thetneutrality exists on paper,

but ow1ng to complex administrative procedures or the partlcular constra1nts'

_1mposed by s1ze on small bus1nesses, systems are not neutral in fact.

The Commisstonls services are also evaluating the'various methods,_fiscal'
and otherwise, to prdmote the greation of firms and their expansion. - A spe?
cific part of-this'work which is underway -is an evaluation of the legal and.
'administrattve problems in the creation and development of.cooperatiues in
the Communﬁty. This work js part of a more general study of the relation-
'ship between public policy andksmall business‘development. _

The Commission is also very actively promoting the use of the
Eurppean.Economic Interest Grouping (EEIG), created by way of a RegUlatjon
| Sin 1985 and available to all enterprises from the 1stof July 1989. The
"first legal entity established-by virtue of Community.Law, it'cpnstitutes a

very useful- instrument for SMEs-wishing to cooperate across frontiers.

3. Internal Market

rThe"Commissidn has noted that the "1992 objective" is already influencing the -

strategies Offenterprises throughout the Community.

-1t is clear that the 1mplementat1on of the Action Programme for creat1ng the
internal. market w1ll involve an 1ncrease in_Community Llegislation which will
alter cons1derably the: bus1ness environment. It is therefore essential that
the ob3ect1ves be atta1ned with the greatest transparency possible so that’
- enterpr1ses are kept 1nformed and allowed to adopt their strateg1es to take
account of the s1ngle market The Comm1ss1on 1ntends to use three principat

_channels to ensure adequate 1nformat1on and transparency

- the annual report on ‘the- 1mplementat1on of the Comm1ss1on s White Paper,
- “the cod1f1cat1on of Commun1ty Law in f1elds wh1ch are frequently adapted
- the Centres for European Bus1ness Informat1on in the Member States
e (referred to later) ' '



As regards work of particular significance to SMEs in specific areas of

the internal market, reference should be made to progress already achieved

in the field of foodstuffs and in relation to public procurement. The Commis-—
sion put forward a series of important proposals relating to foodstuffs in 1986.
These are aimed at implementing the new approach to harmonisation policy.
Harmonisation in the Community and the removal of technical barriers to trade

are considered to have particularly beneficial results for trade expansion amongst
SMEs taking account of the strong concentration in the sector of small and medium-

sized enterprises.

Some other recent decisions of the Council in the fields of telecommunications
and information technology, construction products, the hotel trade and the

easing of border controls, are, amongst others, of relevance to many SMEs.

As regards public procurement policy, the Commission proposals for improving

the existing Directives on the coordination of procedures for the award of public
contracts (Directive 77/62/EEC) and on works contracts (Directive 71/305/EEC),

. submitted to the Council in 1986 introduce an advance information procedure to
advise undertakings in good time of the main features of the contracts that are
to be put out to tender. Concerning public works a new article has been includ-
ed in the Commission proposals in order to ensure that information is available
on making the division of Labour as between general contractors and SMEs in the

execution of public contracts more transparent.

Moreover the Commission has decided to bring out a vademecum for the use of all
interested parties in order to facilitate and encourage businesses to partici-
pate in public contracts in all Member States. The vademecum will set out in

particular in simple language for businessmen the terms and conditions for par-
ticipating in public supplies and works contracts, the Community rules in this

area and the means of redress.

In addition to its general policy of normalisation to reduce the problems result-
ing from the multiplicity of technical standards, the Commission carried out the

ICONE project (Comparative Index of National Standards in Europe) in the context



of the SPRINT programme. This aims to promote the dissemination of information
on standards to European industry with the help of the National Standards
Institutes. A questionnaire on the practical utility of ICONE has been sent to

SMEs and the replies received show a great interest.

4. Promoting the spirit of enterprise

The Commission's action to render the business environment more supportive of
enterprise and the completion of the internal -market are-both major steps in

the promotion of the spirit of enterprise in the Community.

There are however numerous initiatives in the Member States which are attempting
to dintroduce this spirit into the schools and universities. - The Commission is
organising an exchange of information in 1987 between those instituttons involv-
ed in this area of work with. the objective of promoting best.practice in the -

Community.

5. Future work and contact with the Member States

The Commission considers its work to improve the business environment to be
of great importance. It is looking at ways to improve its monitoring of the
impact of Community policies on firms and is undertaking a methodological

study prior to proposing new initiatives.

In its statement attached to the resolution on the SME Action Programme

agreed 1in October, the Council requested the Commission to establish a regutar
exchange of information on action undertaken by Member States and the Commission
to improve the business environment. ' The Commission has invited the Directors
General of Industry to establish a group within their own structure to discuss
this subject. The first meeting took place at the end of April on the subject
of reducing the administrative burden on business. These meetings will offer
national administrations the opportunity to suggest future directions of work

in_this area.



B. PROVIDING SERVICES TO BUSINESS; INCREASING THE ADAPTABILITY OF FIRMS IN THE
INTERNAL MARKET

The SME Action Programme proposed a series of projects to improve the flexibi-
Lity of enterprises. This aspect is important in the Light of the need to help
firms, and especially SMEs, to meet the challenge of the completion of the

internal market and to maximize the benefit they derive from it.
The Action Programme on Employment Growth adopted in December 1986 also empha-
sized the need to promote the creation of self-employment and of SMEs in order

to create the conditions necessary to increase employment in the Community.

1. Information

The SME Action Programme identifies access to information as crucial to the

success of SMEs.

The Commission is proceeding with a pilot project to establish Centres for
European Business Information in the Member States. A working paper on this
project was sent in April to the Council, the Parliament and the Economic and
Social Committee.

These Centres have the role of actively providing information about the Commu-
nity to businesses in the regions and providing a channel for the business
sector to communicate with the Community. They will make use of existing
structures rather than leading to the creation of new ones; they will be esta-
blished within organisations which already have close connections with the
business community and which have experience in providing information and

advice to firms.

The Commission is completing the preparation of its information and training
package, which will give the employees of the host organizations structured
access to information on Community R and D and other programmes, the internal

market, sources of Community finance and all other relevant areas.



"The selection of Centres is being made through a call for proposals which
has allowed all interested organisations to manifest their interest in

participating.

It is intended to start the main phase of this project, where a network of
such centres is envisaged throughout the Community, as rapidly as possible,

after the evaluation of the pilot project phase.

An information campaign has also been launched, the objective of which is
to bring information directly to the small businessman in the regions of the’
Community. This campaign, again using organizations representing business in
the regions, consists of well over 100 seminars throughout the Community,
which have been held very Largely in the first half of 1987.

\

2. Business cooperation

The need.for greater cooperation between firms across national boundaries
especially small and medium-sized firms, within the context of -the tompletion

of the internal market, is recognised in the SME Action Programme.

The Commission's Business Cooperation Centre, now part of its SME Task Force,
is developing concrete projects of cooperation between firms in diffeqent
Member States. The aim of these initiatives is to develop generally applic-

able systems to foster such cooperation.

A major tool to promote this work, announced in the SME Action Programme is
under construction in the Commission. The Business Cooperation Network
(BC-net), a computerized system based on a network of business consultants
Located in all the Member States, will be ready for testing in Summer 1987.

It will permit the rapid identification of potential partner firms in other
Member States or regions in response to a specific offer of cooperation. This
system has considerable development possibilities for future years in other

areas of activity.
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The BC-Net project arouses considerable interest also from third countries.
The countries of the Mediterranean Basin, ASEAN and several EFTA countries
have all expressed interest in joining the Network and have asked for technic-

al advice in setting up the required links.

Cooperation between SMEs in the field of technology transfer on a transnational
basis has been also promoted within the framework of the "plan for the trans-
national development of the supporting infrastructure for innovation and
technology transfer". Within two years, more than 100 cooperation agreements
between firms (commercial and technological agreements, joint ventures,
licenses ...) have been or are about to be concluded. The continuation of the
programme under a new name "SPRINT" has now been agreed in the Council. The
Commission considers SPRINT to be a most important further step in fostering

technological cooperation and innovation.

The Commission also promoted cooperation between Community SMEs and third
countries, notably those which have agreements with the Community. The Commis-
sion is helping for instance to attract SMEs from the Member States to parti-
cipate in an international partnership fair in Tunisia in mid-1987 ("Parte-

nariat").

3. Regional development and Business and Innovation Centres

It is now widely recognised that SMEs have a key role to play in the growth
of output and employment in regions whose development is lagging behind

or which are in need of conversion because of industrial decline. For this
reason the European Regional Development Fund offers special measures for
SMEs in order to exploit the potential for internally generated development
of less favoured regions, by supporting financial and business services in
favour of SMEs. In particular, there are provisions to help SMEs cobtain
access to new technology, to facilitate their access to the capital 5arket
and to assist their expansicn through aid in other areas, such as the appre-

ciation of market opportunities and advice to management.

Such measures also constitute a significant part of the Integrated Mediter-
ranean programmes and other integrated operations being set up with joint
participation from the different structural funds, as set out in the

Action Programme.



e ,The cOmmunity programmes to 1mprove access to telecommunications services
(STAR) ‘and to promote the Use of endogenous energy resources (VALOREN) 1n the

.”.regions, Nh1ch were adopted in October 1986 aLso env1sage the partic1pation

‘of SMEs 1n particutar.

.The Action Programme highlighted the programme of bu51ness and 1nnovation

centres (BICs) as’ an 1mportant 1nstrument for promoting entrepreneuriat ability

“and 1nnovat1ve SMEs in the regions.. ResuLts from the .centres aLready ‘esta-

blished are. very encouraging with_ respect to the number of bu51ness 1n1t1a~f

l_tives and ]obs created. The CounCil has recently been asked to decide to

_extend the BICs and their network, by establishing a further 70 centres over

the next four years.

4. SMEs and training

The COMETT programme (Community Action ProgrammejforiEducation:and:Training
for Technology) was launched in 1987 and has aLreadyleLicited considerable
response from universities and industry. The managers of COMETT have made
-con51derabte efforts to 1nterest SMEs in the programme, and especially in
the two_topics of joint univer51tyfenterprise projects in the fields of

. continuing training and the development of multi-media training systems.

In February-1987 the Commission submitted-a communication to the Council on

“the contribution of LocaL emplLoyment. 1n1tiatives to combatting unempLoyment
(1) The Communication contains proposals for priority actions’ which are
largely 1n accordance with those of the SME Action Programme in particular

limprQVing the LEI env1ronment, improving access: to existing sources of

finance -and providing or improving access to specialised support agencies.

Hi On: a. more general Llevel, the CommiSSion published a discu351on paper in

‘January 1987 on the strategy for adult training in the Community. Foltowing

'?2Zthese consuLtations and further uork on the. specific problems of training

”t'in SMEs, the Comm1ss1on expects to make proposals to the Counc1L in the.

'~’;second half of the year.

(1) COM(86)784

PR X PR
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5. The relationship between large and small firms

The Commission is working to develop the active involvement of large
companies in the creation and development of small business. Many ini-
tiatives exist in the different Member States, which cover a wide

range of activities such as the provision of services to start-ups,
training and advice to SME managers and the funding of seed and venture

capital.

The Commission is interested in making known the best practice in these
areas throughout the Community. 7To this end it is organising two confe-
rences in 1987 specifically on the relationship between small and large
firms and will be sponsoring some projects aimed at the creation of new

firms.

Sub-contracting is a specific part of this relationship. The Commission

is working on further sub-contracting terminologies; those already completed
are very widely used in industry today. The guide to the legal aspects of
sub-contracting in the Community,and aimed at the businessman, is expected to
be ready in 1988. The Commission is studying the experience which exists in
the Community and elsewhere on guality control systems in sub-contracting.
This is a subject which will become increasingly important for the compe-

titiveness of European industry.

6 . Financing SMEs

Small and medium~sized enterprise are a heterogeneous group of firms (hi-tech,

low—tech, in different economic sectors etc.) which all have different
financial requirements. These requirements alsoc vary according to the stage

of developement o the firm; developing businesses require ordinary credit
which can be met by loan guaranty companies and by EIB/NCI/ECSC Lloans,
start-ups need venture capital and seed capital. The Commission will shortly

be submitting a communication to the Council on this subject.
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Since the SME Action Programme was published the Council has authorised
a foﬁrth series of Loans under the New Community Instrument (NIC IV).
These Loans are destined to finance capital inyestment in industry and
other productive sectors. Priority will be given to small fjrms, though

medium-sized firms can also be eligible.

Although in some cases, loans can be made directly to the SMEs concerned,
in most cases, loans will be made through Local financial intermediaries such
as banks etc. The Commission wishes NIC Loans to be more easily available to-

SMEs and is therefore seeking to increase the number of intermediaries.

A new feature of the NIC scheme is that where the loans are made through a
financial intermediary, it can use the funds to provide finance to the SME

in the form of permanent capital.

The Commission is studying the availability of seed capital in the Community.
Seed capital is understood here to mean the finance required by a potential
entrepreneur to bring his idea through to the stage where a new firm can be
created. It considers that the lack bf seed capital {s restricting uﬁheces-
sarily the creation of new firms. There appear to be a large number of poten-
tially commercial ideas which cannot be developed for Lack of‘smaLl amounts of
money. The Commission is investigating, together with operators in the finan-

cial markets, what action could be taken to improve this situation.

The availability of venture capital poses a problem especially when small
amounts of capital are reguired, éspeciaLLy at the time of start up, and when
the firms in which the investment is beéing made are situated far from the
main financial centres. Part of the problem is the high cost for venture
capitatists of evaluating each project and providing the necessary foilow up
‘services. The Commission is particularly keen to investigate ways of over-
coming these problems, the availability of venture capital being one of the

keys to regional development.

The "VWenture Consort®™ pilot project provides on a small scale, repayable ad-
vances to projects cofinanced by members of the European Venture Capital

Association. Up to now, it significantly contributed to the -europeanisation
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of venture capital activities by supporting the expansion of 18 young techno-
logy-oriented fast growing SMEs. This pilot project is also being continued.
The financing of transnational projects is becoming more significant as the

degree of business cooperation increases.

finally the Commission is studying the particular problem of financing co-
operatives, which owing to their special corporate form, often experience

difficulty in raising capital.

C. COOPERATION WITH ORGANISATIONS REPRESENTING BUSINESS

The Commission considers that cooperation with those organisations which repre-
sent enterprises, especially small- and medium-sized enterprises, is essential
if the objectives of the SME Action Programme are going to be accomplished. It
js clear that the opinions of the business community need to be heard if the
initiatives which are being designed within that Programme are tc correspond to

the real needs of firms.

Most of the organisations at European level have come together in two "contact
groups", which cooperate with the Commission in the examination of policy

areas of internal interest. The Community also helps these contact groups and
the individual organisations financially by supporting seminars or studies.
Meetings between the Commission's SME Task Force and the organisations are held

to inform them of progress made in the implementation of the SME Action Programme.

Cooperation with business interests (and indeed with the social partners in ge-
neral) has become particularly important in the context of the impact assessment
exercise for new Commission proposals. It is the intention of the Commission to
consult with business as widely as possible before it decides on legislative
proposals. The impact assessment statement already includes information on the

consultations which have taken place with the social pertners.

The Commission's programme to establish Centres for European Busines Information
will lead to closer cooperation between it and business organisations in the
Member States and will enable the business Community to make its. opinions felt in

the Commission in a very direct way.
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. 5. FUTURE WORK .~

me lie”in seven-main

The pr1or1t1es for future uork w1th1n the SME Act

areasi.

"ment of groups of experts. A prel1m1nary methodolog1cal study 1:,'l.' L ,j;ﬂ

is underway.

”"ﬁ”promot1ng the creat1on of 1nformat1on serv1ces relevant to SMEs, th1s 1nclude5'

' i, the development of . the network of Centres for European Bus1ness Informat1on

after the evaluat1on of the p1lot pro;ect
"*'develop1ng the cooperat1on betueen firms 1nclud1ng the relat1onsh1p betueen
large ‘and small bus1nesses, this u1ll 1nclude further developments in the S
H.BC -NET system and the SPRINT programme;" o ‘

C- w1th1n the context ‘of the general Commun1ty strategy on profess1onal tra1n1ng,

'the promot1on of spec1f1c act1ons in- favour of SMEs, 1nclud1ng those a1med
at . managers of these f1rms, " ' ,' “_” ‘ ' _
'&'f;ddevelop1ng the ava1lab1l1ty of equ1ty cap1tal for SMEs and of serv1ces to. small e

"-:bus1nesses requ1r1ng f1nance.

u,;fAs foreseen 1n the Council Resolut1on on the SME Act1on Programme, the Counc1l

l_iParl1ament and Econom1c and Soc1al Comm1ttee w1ll be kept 1nformed of progress

PR

”1n the further 1mplementat1on of the Act1on Programme.'.~*"

Lo






