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Executive summary

1. Introduction

The objective of the Lisbon, strategy launched in 2000, was to make the Euro-
pean Union the most competitive and dynamic knowledge-based economy in the
world, capable of sustainable economic growth, creating more and better jobs
and developing greater social cohesion. On 3 March 2010, the Commission
launched the "Europe 2020 Strategy for smart, sustainable and inclusive
growth." Europe 2020 is the EU's growth strategy for the coming decade, to be-
come a smart, sustainable and inclusive economy leading to high levels of em-
ployment, productivity and social cohesion. Enterprises are at the heart of this
strategy, and considering the fact that the overall majority of all enterprises are
SMEs, the enterprise policy for reaching these goals mainly revolves around
SMEs.

In 2010, there were over 20.8 million enterprises active in the non-financial
business sector in the European Union, of which 99.8% were SMEs. About 92%
of the total business sector consists of micro enterprises, which employ fewer
than 10 persons. The typical European firm is a micro firm.

About 67% of the employment in the non-financial business economy is provided
by SMEs. Micro enterprises contribute about 30%, small enterprises about 20%
and medium-sized enterprises about 17%. Apart from the impact of SMEs on the
welfare in the EU, SMEs also have a positive effect on economic growth.

This central role of SMEs in the EU economy is recognised by the Commission
and anchored in the Small Business Act (SBA) adopted in 2008. The SBA estab-
lished a comprehensive SME policy framework for the EU and its Member States.

2 Objective of the study

So far there is little information available on job creation by SMEs and the qual-
ity of the jobs these enterprises provide. The objective of this study is to fill this
information gap by "..providing an up-to-date picture of the overall SME impact
on the European labour market and SMEs contribution to delivering 'more and
better jobs' in Europe.”

The study covers all 27 EU Member States and the 10 non-European countries
also participating in the Competitiveness and Innovation Programme (CIP) of DG
Enterprise and Industry of the European Commission: Albania, Croatia, the For-
mer Yugoslav Republic of Macedonia, Iceland, Israel, Liechtenstein, Montenegro,
Norway, Serbia and Turkey.
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Part A: Do SMEs create more jobs?

3 SMEs' rising share in employment

Between 2002 and 2010, net employment in the EU rose substantially, by an av-
erage of 1.1 million jobs (or 0.9%) each year. 85% of this net employment
growth was registered as employment growth in the SME size class. This share is
considerably higher than the share of the SME size class in total employment
(which was 67% in 2010). This implies that the employment share of the SME
size class has increased over time, and indicates the increasing economic rele-
vance of this size class. Within the SME size class, the highest growth rate is
found in the size classes of micro and small enterprises.

More than a decade ago, it was already being argued that the developed coun-
tries were witnessing a transition from the so-called managed economy to the
entrepreneurial economy®. One of the main characteristics of this transition was
an increased role of new and small enterprises in the entrepreneurial economy.
The findings of the study indicate that — at least in the EU27 — this transition has
not yet ended, but is still continuing.

4 SMEs create more jobs

SMEs create more jobs than large enterprises. If data are corrected for the so-
called population effect?, this statement is even better substantiated. Between
2002 and 2010, 85% of total employment growth was attributable to SMEs, and
SMEs have a much higher employment growth rate (1% annually) than large en-
terprises (0.5% a year).

24 Member States had positive employment growth over 2002/2010. Job crea-
tion by the SME sector was more than proportionate to its share in employment
in these countries. Three Member States experienced an employment decline in
the non-financial business economy over 2002/2010: the Czech Republic, Latvia
and Malta. In Latvia and Malta, job loss in SMEs was relatively limited in com-
parison with large enterprises.

The favourable employment development in SMEs can be observed in most sec-
tors of industry. A clear exception to this rule is the trade sector, in which em-
ployment in SMEs increased by 0.7% annually, while in large enterprises it in-
creased by an average of 2.2% per year. This was the result of a strong increase
in the number of large trade enterprises, in particular in sales, maintenance and
repair of motor vehicles.

Audretsch, D. and R. Thurik (2001), What’s new about the new economy? Industrial and Corpo-
rate Change 10 (1).

The employment level of a size class is an aggregate of the employment levels of individual en-
terprises. As long as individual enterprises remain within a certain size class, the employment
change of that individual enterprise is directly translated into an employment change of the level
of the size class. When an enterprise crosses a size class boundary, the situation changes: the
employment level of the new size class increases, while the employment level of the old size
class decreases. This is the so-called population effect. To answer the question, "Do SMEs create
more jobs?" employment statistics at size class level must be corrected for this population effect.



The foregoing holds for the 2002-2010 period as a whole, which was (more or
less) neutral for business. The 2009/2010 economic crisis shows a reversal of
these trends. The number of jobs in the non-financial business economy de-
creased by an average of 1.8% annually between 2008 and 2010; this holds for
both the SME sector and the large enterprises sector. Taking into account that
between 2008 and 2010 a number of previously large enterprises decreased in
size to such an extent as to be counted as SMEs instead of as large enterprises
in 2010 (which positively affects employment in the SME sector in 2010), this
means that the SME sector was hit relatively hard by the crisis. Taking the so-
called population effect into account, the number of jobs in the SME sector de-
creased by an average of 2.4% annually, as opposed to 1.0% annually in the
large enterprises sector.

5 Differences within the SME size class

Within the SME sector, the highest growth rate is found in micro and small en-
terprises. Micro enterprises contributed 58% of total employment growth in EU27
in the period under review. On average, employment growth in the EU amounted
to 0.9% annually. In both large (0.5%) and medium-sized (0.7%) enterprises,
job growth was below average, while small enterprises contributed on par with
the overall average. Micro enterprises in particular experienced above average
employment growth, i.e. by an average of 1.3% a year.

In most countries micro enterprises contribute a great deal, relatively speaking.
In two countries, though, employment in the micro enterprise sector declined:
the Czech Republic and Malta. There, job growth concentrated in small and me-
dium-sized instead of micro enterprises.

6 Impact of enterprise birth and death

In terms of job creation, enterprise birth and death play a very important role.
Of the newly born enterprises, only 50% survive after 5 years. As a result, a
large number of jobs are created and destroyed. In the period 2004-2008, most
employment growth was generated by newly born SMEs (up to 5 years old in
2008). Total gross employment growth was 20.9 million. For newly born SMEs
this was 20.7 million.

Some of the newly born enterprises grew during the first five years of their exis-
tence, compensating for the job losses caused by the decline of newly born en-
terprises. Taking these effects altogether, about 85% of jobs newly created dur-
ing these five years were still in existence after five years. This emphasises the
role of enterprise birth as an engine of employment growth. Total net employ-
ment growth was 7.8 million. For newly born enterprises this was 17.5 million.
Total job loss by enterprise deaths is estimated at 8.9 million.

All in all, employment created by newly born SMEs more than compensates for
job loss caused by the death of enterprises in all size classes.

7 Enterprise age

Employment in young SMEs (5 to 10 years old in 2008) increased by 1% on av-
erage across all sectors of industry. However, there are significant differences
between the sectors of industry. Employment in young enterprises declined sig-
nificantly in retail trade and slightly in business services. In all other sectors of
industry employment in young enterprises increased on average; the highest



growth was found in wholesale trade. In most countries young enterprises
showed an increase in employment, especially in Hungary, Belgium and Slovenia.
These enterprises only showed a decrease in Poland and the Czech Republic.

Over the period 2004-2008, employment of established SMEs (10 years and
older in 2008) declined by an average of 7%. At sectoral level, employment in
established SMEs declined most in the construction industry and least in whole-
sale trade. At country level employment in established SMEs increased most in
Belgium, Slovenia and Sweden and declined most in Poland and the Czech Re-
public. When compared to young SMEs, a larger share of established firms
shrank and a smaller share grew. It should be noted that if young SMEs shrink,
they are more likely to cease to exist, in which case they are not included in the
statistics presented here.

Young enterprises are less likely to survive than older enterprises, but the sur-
viving young enterprises tend to have higher employment growth rates. This is
consistent with earlier findings: that so-called "fast growing firms" are usually
rather young enterprises. The combined effect of these two opposite develop-
ments is positive: within the population of SMEs, the newly born SMEs accounted
for the largest net employment growth during 2005-2008. Table 1 presents an
overview.

Table 1 Net job creation 2004-2010 by age group of enterprises that survived

Number x 1,000,000

Newly born enterprises 17.5
Young enterprises 0.2
Established enterprises -4.2
Total 13.5

Source: EIM, based on Amadeus/Orbis, Bureau Van Dijk

8 Main effects of the crisis

According to enterprises, the main effects of the economic crisis during 2009 and
2010 were the overall negative impact on total demand (mentioned by 62% of all
enterprises) and the increase in customer payment terms (mentioned by 50% of
all enterprises). Problems with obtaining finance (short term and/or long term)
were mentioned by approximately 40% of enterprises. The extent to which en-
terprises mention these (and other) negative effects depends strongly on the
competitiveness and innovation performance of their home countries: whereas
the decline in overall demand is mentioned by 70% of all enterprises in countries
that are considered to be modest innovators, this is less than half (45%) in the
countries that are considered to be the innovation leaders. Apparently, more in-
novative economies suffer less from the economic crisis than less innovative
economies.

There is also a clear size class effect: smaller enterprises more often mention
negative effects of the crisis than larger enterprises. This is consistent with the
fact that between 2008 and 2010 SMEs' employment decreased more than large
enterprises' employment.



9 Employment effects of the crisis

Although a considerable share of enterprises showed an increase in employment,
a larger share of enterprises showed a decline of employment levels during
2010. This is especially true for micro enterprises: 13% showed an increase;
25% showed a decrease (62% remained stable). Large enterprises show a differ-
ent picture: here the share of enterprises with employment increase (33%) ex-
ceeds the share of enterprises with decrease (29%). This is consistent with the
observation that employment growth in SMEs is weaker than in large enter-
prises®.

Again, innovation seems to have a positive effect: innovative enterprises, as well
as enterprises from more innovative countries, more often report employment
growth and have higher employment growth rates. This is confirmed by the re-
port Internationalisation of European SMEs?, in which the relation between inter-
nationalisation, innovation and the development of employment was investi-
gated. It is shown that internationally active SMEs are more innovative and re-
port higher employment growth: either being active in internationalisation or
having concrete plans to become active, international SMEs report an employ-
ment growth of 7% versus only 1% for SMEs without any actual or concrete
plans for international activities.

Publicly supported employment protection schemes were available in almost all
countries. On average, one out of every ten enterprises (in the 37 countries con-
sidered) made use of such programmes. This varied between (almost) 0% in
Montenegro and 2% in the UK to 25% or more in Belgium, Denmark and Lithua-
nia. It is not clear to what extent these country differences are due to differ-
ences in the protection schemes (for example, available budget and eligibility cri-
teria) or differences in the willingness of enterprises to apply for these pro-
grammes.

Employment developments were still negative in 2010, but expectations for 2011
were improving at the time the survey was held. The share of firms that ex-
pected to lay off employees in 2011 was smaller than the share of firms that ac-
tually laid off employees in 2010.

1 1t should be noted that the population effect is not taken into account here.

2 Available at website: http://ec.europa.eu/enterprise/policies/sme/market-
access/files/internationalisation_of_european_smes_final_en.pdf.
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Part B: Do SMES create better jobs?

10 Measuring "better jobs"

Quality of jobs is a multidimensional concept that covers many different aspects,
varying from wages and training and development to the meaningfulness of the
work. The debate on the exact definition of quality of work has not yet been re-
solved, but a recent study conducted on behalf of the European Parliament pro-
vides an excellent overview of the debate so far and a good demarcation of what
quality of jobs should be concerned with: it should concern no more and no less
than the well-being of employees. In line with this study, quality of jobs is de-
fined in such a way that it concerns the well-being of workers. It entails two
broad dimensions: employment quality and work quality. Employment quality in-
cludes employment contract, remuneration, working hours and career develop-
ment. Work quality includes work autonomy, intensity of work, working condi-
tions and meaningfulness of the job.

Employment quality is best measured at enterprise level. In this report, results
from two different sources are used to measure employment quality: the Enter-
prise Survey 2010 (ES 2010) and the European Company Survey (ECS) 2009.
The ES 2010 was conducted specifically for this study, and was carried out on
enterprises from all size classes from the non-financial business economy of the
37 countries considered for this study. The ECS 2009 is a well-known source of
information on quality of employment, conducted on establishments, excluding
micro enterprises.

The group of SMEs consists of widely-diverging business types, from micro firms
in low skill activities (shop owners) with no ambition to grow to fast-growing
technology start-ups. It is likely that these differences will lead to diverging
scores on available quality of jobs-indicators as well.

Work quality can only by evaluated by individual employees themselves, and not
at the level of enterprises.

How the various aspects actually influence the well-being of workers strongly de-
pends on social and cultural context. An important finding of the study is that
differences in quality indicators are much more apparent between countries than
between enterprises in different size classes or business industries.

11 The social context of the enterprise

Human resource management (HRM) activities of smaller firms are, generally
speaking, less formal and professional than those of large firms. One explanation
provided is a lack of knowledge and priority due to fewer opportunities for spe-
cialisation. Another view is that the impact of HRM is lower for smaller firms.

The different approaches to HRM by enterprises from different size classes in-
clude different ways of recruiting and selecting new staff. Micro and small firms
rely more often on informal procedures. This may also imply a lower relevance of
formal degrees or certificates. On the other hand, fitting within the current work-
force is much more important for smaller enterprises.

Important consequences of these differences in recruitment and selection appear
to be higher percentages of older employees and higher probability of hiring pre-



viously unemployed employees (see Figure 1 and Figure 2). This seems likely to
be related to the softer aspects of working climate and work quality.

Figure 1  Average share of newly hired employees who were unemployed for at least a
year, per enterprise in the EU37 business economy, by size class (2010)

30%

25%

20%
15%
10%
5%
0%

Micro Small and Medium Large Total

Note: The shares are calculated as the average share (of newly hired employees who were
unemployed for at least a year) for all enterprises within a specific size class.
Source: Enterprise Survey 2010, SMEs and EU Labour Market, EIM/GDCC (N=7559); conducted
during the final quarter of 2010 (2010Q4).

Figure 2  Average share of employees from different age groups per enterprise, in the
EU37 business economy, by size class (2010)

Total 69% 21%
Large 66% 18%
sized |
Micro 69% 22%
0% 20% 40% 60% 80% 100%
O <25 years W25 - 50 050 years or more

Source: Enterprise Survey 2010, SMEs and EU Labour Market, EIM/GDCC (N=7559); conducted
during the final quarter of 2010 (2010Q4).

11
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12 Human capital of the workforce

The human capital of the workforce refers to the amount of knowledge and skills
of the individuals in the workforce that can be utilised in the production proc-
esses of organisations and enterprises. Human capital can be obtained through
initial education, but also after the initial education has been completed (e.g.
through experience, learning-by-doing, or vocational education and training).

The amount of human capital obtained through initial education is often meas-
ured by years of schooling or educational attainment (the highest educational
degree obtained). Various studies show that these indicators of human capital
tend to increase with firm size. This is in line with the assumption that, on aver-
age, larger firms employ employees with higher levels of human capital than
smaller firms do.

One disadvantage of these two indicators is that they are limited to initial educa-
tion; gains in human capital that occur after initial education has finished are not
included. The educational attainment may therefore underestimate the educa-
tional level that is actually obtained. This difference between educational attain-
ment and educational level may be larger for smaller firms, since smaller firms
put less emphasis on educational attainment in their recruitment and selection
practices: compared to large enterprises, they put more emphasis on their per-
sonal judgement of an applicant's knowledge and skill level, and pay less atten-
tion to the presence of a certain diploma or certificate. On the other hand,
smaller firms tend to invest less in formal training and development activities,
which suggests that employees in large firms may gain more additional human
capital through formal training activities than employees in SMEs.

This disadvantage may be circumvented by measuring the educational level ob-
tained rather than the educational attainment. The Enterprise Survey 2010 in-
cludes a question about the educational level of the workforce (rather than the
educational attainment). This measure captures the combined effect of human
capital gained through initial education and afterwards. The survey results indi-
cate that at the end of 2010, small firms employed a higher share of employees
with medium or high education levels than large enterprises. This size class dif-
ference is the opposite of what is generally found for educational attainment.
This difference may be due in part to differences in measurement methodology
(the results from the Enterprise Survey may suffer from a respondent’s bias that
may be larger for smaller firms), but it may also indicate that the gap between
educational level (which includes the effects of life-long learning) and educa-
tional attainment is larger in SMEs.

More innovative enterprises employ a higher share of highly educated employ-
ees. The causality remains unclear: the study does not deliver proof as to what
comes first, higher education or more innovation®.

13 Employment quality: remuneration

In general, employees in SMEs tend to receive lower wage levels than in large
enterprises, even when a correction is made for enterprise, job and employee
characteristics. Four possible explanations have been identified:

1 A brief search did not identify any scientific studies that did.



- Labour productivity increases with firm size.

- Larger firms have more financial resources.

- SMEs can better monitor individual employees, whereas large enterprises pay
a premium to avoid shirking.

- Family owned and managed enterprises pay less and are relatively often
SMEs.

In the context of the findings below, one might well add a fifth explanation: job
satisfaction is higher in SMEs. If this is interpreted as a reward, employees would
find working for lower wages acceptable.

In almost all Member States, average wages in SMEs are lower than in large en-
terprises. Within the size class of SMEs, the relationship between enterprise size
and average wages is less straightforward. In 11 Member States micro enter-
prises on average pay higher wages than small enterprises. A similar pattern has
been demonstrated for the US, where weekly wages in establishments with fewer
than five employees are on average higher than in establishments with 5 to 19
employees.

Over time, the ratio of gross wages per employee between SMEs and large en-
terprises has remained fairly constant, although micro enterprises are catching
up.

Remuneration systems in micro and small enterprises across Europe tend to be
simple and straightforward. They make little use of performance related pay-
ments, and if they do it is usually done at enterprise level — for all employees.

14 Employment quality: job flexibility

Study results regarding job flexibility and job security are mainly based on the
survey held on enterprises in 2010. They should therefore be considered with
caution: it is likely that, compared with other elements of job quality, the results
are more influenced by the effects of the crisis.

Having said that, recent developments also illustrate the importance of job flexi-
bility: 40% of the reduction of total hours worked at EU level was due to job
flexibility. As a result, employment contraction was much less than would have
been the case without job flexibility.

In the period 2008-2009, working overtime occurred in just over two-thirds of all
establishments. Working overtime occurred somewhat less often in SMEs, but it
included a larger part of the workforce. The variation between countries is, how-
ever, considerably larger?'.

On average, 18% of employees work part-time. This share barely varies between
size classes. Within micro enterprises, 18% of the employees have a part-time
contract, as compared to 14% for large enterprises. Again, differences between
countries are much larger. In the least innovative countries, the share of part-
time work is much lower than average.

1 These results are based on the ECS 2009, which is held at establishment level.

13
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For Europe in total, flextime arrangements are found less often amongst SMEs.
However, there are several countries where the opposite is true.

15 Employment quality: job security

Job security is found to be a key element of job satisfaction. A prerequisite for
job security is the continued existence of the enterprise. It is therefore important
to note that the risk of enterprise death is much higher in SMEs. Roughly half of
all start-ups die within 5 years, and SMEs constitute a large majority of this
group.

Indicators of job (in)security commonly involve indicators related to the number
of workers with temporary positions. Two main categories of workers with tem-
porary positions are workers from temporary work agencies and employees
working on fixed-term contracts.

SMEs and micro enterprises in particular are less likely to hire workers from
temporary work agencies than large enterprises are. During 2008 and 2009, the
number of employees doing temporary agency work was greatly reduced. During
2010 the share of SMEs that hired workers from temporary work agencies de-
creased further, while this share increased somewhat amongst larger enter-
prises. This indicates that larger enterprises are recovering sooner from the cri-
sis than smaller enterprises, which is consistent with the findings in part A of the
study.

During 2009, 50% of small enterprises in EU27 employed staff with fixed-term
contracts, as compared to 75% for medium-sized and 87% for large enterprises.
No data is available for micro enterprises. Differences between countries are
considerably larger, ranging from less than 20% in Austria and Cyprus to 75% or
more in Poland and the Netherlands.

16 Employment quality: employee participation

Available indicators regarding employee participation clearly show lower scores
for smaller enterprises. Wage agreements cover 65% of small enterprises and
81% of large enterprises. Employee representation varies between 34% in small,
and 88% in large enterprises. As before though, country differences are larger.

17 Employment quality: skill development

In comparison to large enterprises, micro and small enterprises show a prefer-
ence for fewer formal training activities. The most common training methods
within SMEs are on-the-job training and self-directed learning. Somewhat less
common is the provision of training courses. For large enterprises, the most
common training methods are on-the-job training and internal and external
training courses.

Enterprises with higher shares of full-time workers, highly educated employees
or young employees are more likely to provide training. This is also the case for
larger enterprises and innovative enterprises. For the latter, this is also true at
country level: the higher the score on the Innovation Union Scoreboard 2010,
the more employees follow training.

The usage of external training activities, job rotation, learning circles and self-
directed learning is more likely for enterprises from countries with high



GDP/capita levels, whereas for the other types of training there is no relation
with the countries' welfare level.

The report argues that one should be careful when assigning the blame for a lack
of training activities provided to employees (solely) on enterprises, specifically
smaller enterprises. Smaller enterprises are less likely to be able to profit from
investments in training as they have fewer chances of applying new knowledge
on a sufficiently large scale. In the case of training of more general skills and
knowledge (improving general human capital rather than firm-specific human
capital), employees also benefit from training investments, in the form of higher
wages (either at their current firm, or at another firm). In this case, employees
may (also) be held responsible for following an adequate amount of training ac-
tivities. In a sense, this could be seen as a market failure: SMEs do not have
much to benefit, whereas employees do not have sufficient insight into possible
(relevant) training and its benefits. Governments should be responsible if society
as a whole benefits more than the private parties involved (employers and em-
ployees).

The major reason given for not providing training is that employees already pos-
sess all the required skills. This is mentioned by 62% of enterprises that do not
provide training; smaller enterprises mention it more often than larger enter-
prises. Other important reasons provided by roughly 25% of these enterprises
are that: training and develop activities would not produce any benefits; the
costs of training; the loss of working time; and the inability to cover work while
workers are being trained. This is roughly the same in all size classes. It should
be noted that these results represent the views of the business owners or man-
agers and may deviate from those of the employees.

18 Employment quality: different indicators barely related to each
other
At the level of individual enterprises, the various quality-indicators that are
based on the Enterprise Survey 2010 are barely correlated with each other. A
high score on one of the indicators does not guarantee (or even hint at) a rela-
tively high score on other indicators. Therefore, building a composite index does
not add much to the general understanding of what is going on within enter-
prises. On the contrary: it may even result in an oversimplification of the issue.

19 Employment quality: overview of indicators

For seven aspects of employment quality, the indicator scores are highest
amongst large enterprises, while only three aspects are highest amongst SMEs
(Table 2). The conclusion might be drawn that SMEs do not score better than
large enterprises on employment quality. This is only a tentative conclusion,
based on a set of indicators that may not capture all relevant aspects of em-
ployment quality. The possibility that SMEs score relatively high on one or more
aspects on employment quality that are not included in this study cannot be
ruled out.

15



Table 2 Main outcomes of indicators of employment quality, for EU37 business sector

(2010)
Size class with high-

Area Indicator est indicator score

Remuneration Wage levels LSE
Usage of performance-related pay schemes LSE

Job flexibility Working overtime LSE
Working part-time SME
Flexitime arrangements LSE

Job security* Employing from temporary work agencies SME
Usage of fixed-term contracts SME
Job losses due to firm death LSE

Employee participation Coverage by collective labour agreements -
Employee representation LSE

Skills development Usage of training and development activities LSE

- Based on the available information, the size class with the highest indicator score cannot be
determined.

* Indicators used to measure job security actually measure job insecurity; this table reverts the
scores so that they indicate the size class for which job security is highest.

Source: EIM.

20 Employment quality: relevance of enterprise and public context

For several indicators on employment quality, it has been possible to examine
their relationship with characteristics of enterprises (size, age, sector, country
and innovativeness) and of the enterprise workforce (gender, age and educa-

tional level), representing the enterprise context and the public context.

The scores of individual enterprises on the various indicators are indeed related
to the specific enterprise context. Analyses confirm the size class effects that
have already been indicated above. Sectoral differences are also present, but
firm age is not related to the various indicators. Apparently, the quality of the
employment relationship does not improve when firms exist longer; or, formu-
lated differently, young firms do not seem to have a disadvantage in relation to
established enterprises.

Gender distribution of the workforce is hardly related to the scores on the em-
ployment quality indicators. Age and educational level of the employees, how-
ever, are. Firms with a higher share of older employees tend to invest less in in-
ternal training courses and on-the-job training (but not less in external training
courses or self-directed learning) and employ fewer employees with a part-time
contract. Firms employing more employees with higher educational levels tend to
offer more training to their employees (regarding all four training activities ex-
amined) and also employ fewer employees with part-time contracts. Innovative
firms, finally, also provide more training activities to their employees. These
firms are also more likely to employ workers from temporary work agencies.

Despite all of these relationships between employment quality and the enterprise
context, it is often the public context that seems to matter most. Within the in-



ternational context of this study, firm size and country account by far for the
largest share of the variation in the data. Other aspects of the enterprise context
are less relevant.

21 Job quality

The findings on employment quality indicators hint at a better performance of
large enterprises. As discussed, this is only one of the elements of overall job
quality. If employee job satisfaction is used as an overall evaluation of job qual-
ity, job quality turns out to be higher in SMEs compared to large enterprises: af-
ter correction for interfering context variables at country level, job satisfaction
tends to be higher for employees in smaller enterprises.

22 Work quality

If overall job quality is higher amongst SMEs, and if the employment quality is
not, then the conclusion would have to be that SMEs score particularly high re-
garding the quality of work.

Available statistics on health and safety at work suggest that SMEs do not score
relatively high on these indicators. In 2007, the standardised incidence rate of
accidents at work (pertaining to accidents resulting in 4 days of absence or
more) was highest for medium-sized and small enterprises, somewhat lower for
large enterprises, and the lowest for micro enterprises.

Given these results, the main reasons why job satisfaction is higher amongst
SMEs than amongst large enterprises may be related to aspects such as work
autonomy and the meaningfulness of the work. Experts confirm that it is particu-
larly the "soft" side of the work relationship that is valued highly by employees
in SMEs. Employees seem to value the face to face relationships in SMEs posi-
tively, and most managers at SMEs are not autocratic. It has also been sug-
gested that the work quality is higher in SMEs because SMES tend to offer a
more stable working environment: strategies change less often and reorganisa-
tions, mergers and take-overs occur less often as compared to large enterprises.
This example illustrates the important role of the enterprise context for work
quality (and, thus, for job quality).

23 HRM practice, job quality and attractiveness on the labour market
Attractiveness of an enterprise on the labour market depends on many different
firm-specific factors. Micro enterprises most often report that they have a com-
petitive advantage over their competitors as far as "soft" aspects of an enter-
prises' human resource management (working climate, work-life balance and
working-time arrangements) are considered. Regarding the "hard" aspects
(training and career opportunities, remuneration levels): large firms report hav-
ing the best position on the labour market, followed by small and medium-sized
enterprises. Regarding the extent to which the location of the enterprise plays a
role, scarcely any size class effect is visible. Innovative enterprises consider
themselves more competitive on the labour market.

Combined with the different processes and criteria used by smaller enterprises to
select new staff, the differences in attractiveness influence the average constitu-
tion of the workforce. The share of young people employed is similar in small,

medium-sized and large enterprises, but considerably lower in micro enterprises.
However, the share of older employees is highest in micro enterprises. The share
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in large and small and medium-sized enterprises is comparable. The share of
people with a handicap is very low in all size class. Although the latter seems to
increase with the size of the firm, the increase is too small to be statistically sig-
nificant. Smaller enterprises are more likely to hire persons who have been un-
employed for at least one year.



Introduction

The objective of the Lisbon strategy, launched in 2000, was to make the Euro-
pean Union the most competitive and dynamic knowledge-based economy in the
world, capable of sustainable economic growth, creating more and better jobs
and developing greater social cohesion. Enterprises were at the heart of the
strategy. One of the conditions for achieving the Lisbon objective was to develop
a business environment in which enterprises could survive and grow. It is there-
fore imperative for public policy to identify and take into account the conditions
for SMEs in the European economy as a whole and in the Single Market in par-
ticular.

Considering this role of SMEs in the economy, the success of the Lisbon strategy
ultimately depends on the success of enterprises, especially the smaller ones.

This central role of SMEs in the EU economy is recognised by the Commission
and anchored in the Small Business Act (SBA). The SBA, adopted in 2008, estab-
lishes a comprehensive SME policy framework for the EU and its Member States.
On 3 March 2010, the Commission launched the "Europe 2020 Strategy for
smart, sustainable and inclusive growth". Europe 2020 is the EU's growth strat-
egy for the coming decade, which entails transforming itself into a smart, sus-
tainable and inclusive economy leading to high levels of employment, productiv-
ity and social cohesion. The strategy presents concrete actions to be taken at the
EU and the national levels. Smart growth refers to fostering knowledge, innova-
tion, education and digital society. Sustainable growth refers to making EU pro-
duction more resource efficient while improving competitiveness and inclusive
growth focuses on raising participation in the labour market, the acquisition of
skills and fighting poverty.

The SBA review was presented in February 2011. The review includes the pro-
gress of the implementation of the SBA and new actions to be taken by the EC
and Member States to respond to challenges resulting from the economic crisis.

More than 99% of all enterprises in the European Union are SMEs, and these
provide over 2/3 of total private employment. With the indirect impact of their
profits and wages, etc. through taxation, European SMEs are a fundamental pillar
of the European welfare states.

Economic growth is also positively associated with the increased role of SMEs.
This role can best be understood by bearing in mind the three external impacts
that SMEs have on the economy as a whole:

- SMEs serve as a vehicle for knowledge spillovers, which may become accessi-
ble and commercialised by large enterprises through technology transfer or
acquisition.

- SMEs increase the amount of competition in the input market, particularly in
terms of the competition for new ideas and human capital embodied in knowlI-
edge workers.

- SMEs increase diversity in the market, which can spill over to generate pro-
ductivity increases in existing enterprises.
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1.1

An important implication of these impacts is that the contribution to growth of
SMEs is not restricted to the SME sector of the economy alone, but rather spills
over to impact non-SME enterprises.

Considering the important contribution of SMEs to employment, more detailed
information is needed on job creation and job destruction over time. For exam-
ple: what is the contribution in employment change in incumbent enterprises;
what is the effect of entry and exit on employment; and what change is caused
by the population effect? Furthermore, to present little information has been
available on the quality of jobs provided by SMEs. DG Enterprise and Industry of
the European Commission has therefore launched this study to investigate the
role SMEs play in job creation and the quality of jobs they provide, particularly in
light of the SBA and the Europe 2020 strategy. Specific focus is placed on the
impact of the crisis on the SME labour market.

Objective of this study

The objective of this study is to "Provide an up-to-date picture of the overall SME
impact on the European labour market and SMEs' contribution to delivering "'more
and better jobs' in Europe".

The following questions need to be answered by systematically gathering infor-

mation:

- Do European SMEs deliver not only more but also better jobs?

- How can the policy environment enhance SMEs contribution to more and bet-
ter jobs?

The study covers the 27 Member States of the European Union and the following
10 non-EU countries: Albania, Croatia, the Former Yugoslav Republic of Mace-
donia, Iceland, Israel, Liechtenstein, Montenegro, Norway, Serbia and Turkey.

What are better jobs?

There has been considerable debate about what constitutes a good job. What
does the quality of a job mean? There is as yet no general agreed upon definition
or demarcation of the concept of job quality. This report follows the recommen-
dation from a 2009 study by the European Parliament: that the concept of job
quality should be restricted to aspects of a job that have an impact on the well-
being of workers. Within this demarcation, two main dimensions of job quality
can be distinguished: the employment quality (covering aspects of the employ-
ment relationship) and the work quality (covering aspects of the actual tasks
performed by the employees). This study focuses on employment quality, and
data has been gathered on various aspects of employment quality. In addition,
job satisfaction of employees is used as an overall indicator of job quality. Al-
though there are several disadvantages in using job satisfaction to compare the
quality of jobs across countries, these disadvantages do not apply to the specific
approach of this study, which focuses on differences between enterprises from
different size classes within countries.



1.2

Structure of the report

The report is structured in two parts:

- Part A provides an answer to the question: "Do SMEs create more jobs?"
Chapter 2 introduces the approaches that can be followed to answer this
question. These approaches are presented in Chapter 3 (Employment growth
by size class) and Chapter 4 (Employment growth within enterprises). The last
chapter of this part analyses the impact of the crisis on the SME labour mar-
ket.

- Part B provides an answer to the question: "Do SMES create better jobs?"
Chapter 6 starts with an introduction to the concept of job quality and ex-
plains how it has been measured for this study. The following three chapters
focus on: the social context of the enterprises (Chapter 7); the employment
quality (Chapter 8); the work quality and the overall job quality (Chapter 9).

The final chapter of the report (Chapter 10) includes the major conclusions of the
report and the policy implications for stimulating the creation of more and better
jobs through SMEs.

Different sector and size class classifications used

This publication is concerned with jobs of employees. Although technically speak-
ing, entrepreneurs and the self-employed also have jobs, the common under-
standing of a job is limited to jobs of employees. Unfortunately, many available
databases with enterprise statistics do not distinguish between employer enter-
prises (enterprises employing at least one employee) and enterprises without
employees (self-employed entrepreneurs). Most of the information presented in
Part A (except for the final two sections of Chapter 5) refers to all jobs, i.e. in-
cluding the employment of self-employed and non-paid family workers. In con-
trast, the information presented in Part B usually refers to jobs of employees
only.

The focus of this publication is the business economy, which is defined in NACE
Sections® D, F -K, N and O (excl. 91). Many of the figures and tables presented
in the first chapters of this publication (up to Paragraph 4.3) are, however,

based on the publication "European SMEs under Pressure", which uses a different
sectoral demarcation: that of the non-financial business economy, defined in
NACE Sections C -1 and K. Notice that the difference between the business econ-
omy and the non-financial business economy is not limited to financial interme-
diation (NACE J), but also differs regarding private enterprises from other service
activities (NACE N health and social work and NACE O other service activities,
excl. 91)2.

1 These sections include manufacturing (D), construction (F), wholesale and retail trade (G), hotels
and restaurants (H), transport and communication (1), financial intermediation (J), other busi-
ness services (K), health and social work (N) and other personal activities (O excl. 91) (based on
the NACE Rev. 1.1 classification of enterprises).

21n addition, they also differ regarding mining and quarrying (NACE C) and electricity, gas and
water supply (NACE E), but these two divisions involve relatively few private enterprises.
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SME Performance Review

The information used is based on desk research, interviews with experts, data-
base analysis and a telephonic survey of SMEs and large enterprises in all coun-
tries covered by this study. The methodologies applied are included in the an-
nexes to this report.

The study is prepared in the framework of the SME Performance Review (SPR)™.
The SME Performance Review was launched by the European Commission in 2008
and represents one of the main tools employed by the European Commission to
monitor the implementation of the Small Business Act (SBA). The SPR represents
a comprehensive source of information on the performance of SMEs in Europe.

1 http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/performance-
review/index_en.htm.



Part A: Do SMEs create more jobs?
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Measuring "more jobs"

Do SMEs create more jobs? Or, to be more specific, what is the relative SME con-
tribution to net job creation (or, equivalently, net employment creation')? There
are various possible approaches to answering this question. At the macro level,
as well as by sector of industry, net employment creation is the balance of job
creation on the one hand, and job destruction on the other. Job creation and de-
struction may occur because of employment change in incumbent enterprises, or
because of entry and exit of enterprises. Figure 3 depicts the relationships be-
tween these various sources of employment changes.

Figure 3  Determinants of net employment creation

Net
employment creation

Gross
employment creation

Gross
employment destruction

Growth
(net employment
creation by
growing firms)

Entry
(Employment
creation by new
firms)

Shrinkage
(net employment
destruction by
shrinking firms)

Exit
(Employment
destruction by
exiting firms)

Source: EIM, 2011.

Employment creation at the level of size classes...

Information on levels of employment by size class provides insight into the eco-
nomic importance of different size classes. Considered over a longer period of
time, changes in the employment levels of size classes can indicate changes in
the relative economic importance of these size classes. This is the subject of
Chapter 3, which examines net employment creation over time for different size
classes.

Jobs and employment are not the same. For example, a worker can switch between jobs, but
remain employed at the same firm during a certain period. In this example, one job has been
destroyed and another job has been created, while employment did not change. Another example
is when a single employee has more than one job. This study focuses on (changes in) employ-
ment levels. At the aggregate levels of enterprises and size classes, differences in (changes in)
the number of jobs and (changes in) employment levels are, however, very small. The terms
"employment" and "jobs" are therefore used interchangeably in this study.
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. or at the level of individual enterprises.

Another question is: to what extent enterprises from different size classes have
contributed to employment changes? And: to what extent are employment
changes caused by enterprises from different sizes? It is important to realise
that this question concerns individual enterprises rather than size classes. An en-
terprise size class is defined as a population of enterprises that falls within cer-
tain size class boundaries at a specific point in time. Individual enterprises can
cross size class boundaries at any moment. Comparing employment figures for
the size class of SMEs for two consecutive years therefore includes the impact of
previously large enterprises that became SMEs (positively affecting the measured
employment change in the SME population), as well as the impact of enterprises
that were SMEs previously that have become large enterprises (negatively affect-
ing the measured employment change in the SME population). Hence, changes in
the employment level of a certain size class can be attributed to either one of
two different causes:

- changes in the level of employment of individual enterprises: determined by
employment growth or shrinkage within existing enterprises, as well as by job
creation and job destruction resulting from the birth and death of enterprises;

- changes in the classification of enterprises resulting from movements between
size classes (also known as the population effect).

Box 1: The population effect

If an individual SME grows from 200 to 300 employees, it is clear that SMEs have made a posi-
tive contribution to employment growth. However, as captured by statistics on employment lev-
els by size class, the employment level of SMEs actually decreases, because this firm no longer
belongs to the SME size class. Thus, the number of jobs in the SME size class actually drops by
200 employees, while the employment level in the size class of large enterprises increases by
300 jobs. Because of this population effect, changes in the employment levels of size classes do
not give information on which part of the overall employment changes can be attributed to the

different size classes.

Chapter 4 focuses on job creation and destruction by enterprises in order to an-
swer the question of the extent to which net employment changes can be attrib-
uted to different size classes. First, annual statistics on employment levels by
size class will be corrected for the population effect. This correction makes it
possible to determine the extent to which the net employment creation can be
attributed to different size classes of enterprises. Second, differences in em-
ployment growth patterns of individual enterprises from the SME size class are
examined, thus obtaining a better understanding of the heterogeneity within this
size class. This second analysis is based on data on individual enterprises that
exist at a certain point in time, consequently, it does not include employment
destruction due to firms that exited the market.

The final chapter in Part A discusses the impact of the crisis on job creation and
destruction, both at the aggregated level of size classes and at the level of indi-
vidual enterprises.




3.1

Employment growth by size class

Introduction: main indicators on EU SMEs

This chapter deals with the size class pattern of net employment change in the
EU: what has been the long-term dynamics of employment change by enterprise
size class in the non-financial business economy as well as its constituent sectors
of industry.

In general, the following size classes are distinguished in the analysis:
- Micro enterprises, employing less than 10 persons;

- Small enterprises, employing at least 10 but less than 50 persons;
- Medium-sized enterprises, employing between 50 and 250 persons;
- Large scale enterprises (LSEs), employing 250 or more persons.
Together, the first three size classes define the size class of SMEs.

To better understand the order of magnitude of the employment changes, this
chapter starts by presenting some basic facts on SMEs in 2010 (Table 3)*.

Number of enterprises
In 2010, there were over 20.8 million enterprises active in the EU's non-financial
business economy (Table 3). The vast majority of these enterprises are SMEs;
the typical European firm is a micro firm?. The majority of SMEs are active in
Distributive trades and Real estate, renting & business activity, followed by the
Construction, Manufacturing and Transport & Communication. The share of SMEs
in the new Member States (EU12) is the same as in the old Member States
(EU15).

As mentioned in the introduction, this study covers 37 countries (Europe37). In
total about 24 million enterprises are active in these countries. The size class
distribution of enterprises in Europe37 is similar to the one in EU27.

1 This section draws heavily on: European Commission: Are European SMEs recovering from the
crisis? Annual Report on EU small and medium-sized enterprises 2010/2011.

2 Roughly one half of these micro enterprises have no employees at all, thus only providing em-
ployment and income to self-employed and family workers.
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Table 3 Main indicators on SMEs and large enterprises in the non-financial business
economy, EU27, 2010 (estimates)

Medium-

Micro Small sized SMEs Large Total
Number of (1,000) 19,200 1,380 220 20,800 40 20,840
enterprises
Employment (1,000) 38,910 26,610 21,950 87,460 43,260 130,720
Persons em- (1) 2 19 100 4 1,005 6
ployed per
enterprises
Turnover (1,000 €) 239 3,388 22,263 680 248,275 1,191
per enter-
prises
Value added (1,000 €) 33 43 49 40 57 46

per occupied

person

Source: European Commission: Are European SMEs recovering from the crisis? Annual Report on

EU small and medium-sized enterprises 2010/2011.

Employment

In 2010, about 67% of the employment in the non-financial business sector in
the EU is provided by SMEs. Micro enterprises contribute to about 30% of these
jobs, small enterprises about 20% and medium-sized enterprise about 17%.
Similar percentages hold for the total of the 37 participating countries.

Enterprise size

On average, an enterprise in the European Union provides employment for 6 per-
sons; the average for SMEs is only 4 persons, but countries differ significantly
with respect to the scale of their enterprises. About half of all enterprises have
no employees at all. Similar to the large variation regarding the number of occu-
pied persons per enterprise, there is a large variation regarding turnover per en-

terprise.

Value added per occupied person

Value added per occupied person - a measure for the efficiency with which en-
terprises contribute to GDP - is positively correlated with enterprise size, varying
between 33 000 Euro in micro enterprises and 57 000 Euro in LSEs. To some ex-
tent this is due to SMEs concentrating in sectors of industry with low labour pro-
ductivity, such as construction and retail trade. However, also within sectors of
industry value added per occupied persons tends to be lowest in SMEs.



3.2 Employment change by size class in the EU non-financial business
economy

3.2.1 At the aggregate level
Between 2002 and 2010, employment in the EU non-financial business economy
has on average increased by 1.1 million jobs annually, which is equivalent to
0.9% a year. 80% Of total employment growth has been registered as employ-
ment growth in the SME size class®, which is much more than the share in total
employment of this size class (67%). Consequently, the size class of SMEs has a
much higher employment growth rate (1% annually) than the size class of large
enterprises (0.5% a year). Within the SME size class, the highest growth rate is
found in micro and small enterprises. At the same time, the total number of en-
terprises has on average increased by 1.6% annually. This increase, which is
equivalent to roughly 300,000 enterprises a year, is almost completely concen-
trated in the micro size class.

Table 4 Employment change in the non-financial business economy by enterprise size
class, EU15, EU12 and EU27, 2002/2010

Medium-
Micro Small sized SMEs Large Total
average annual change in %
EU15 1.2 0.7 0.4 0.9 0.6 0.8
EU12 1.5 2.5 1.6 1.8 0.2 1.3
EU27 1.3 1.0 0.7 1.0 0.5 0.9

average annual change in the number of occupied persons

EU15 364,000 145,000 73,000 581,000 207,000 788,000
EU12 109,000 98,000 74,000 281,000 17,000 298,000
EU27 473,000 243,000 147,000 863,000 224,000 1,086,000

Source: EIM, based on: European Commission: Are EU SMEs recovering from the crisis? Annual

Report on EU Small and Medium Sized Enterprises 2010/2011.

At the EU27 level, the employment growth rate is highest in the SME size class,
and within the SME group, it is largest for micro and small enterprises. This pat-
tern is observed in EU15 as well. In EU12, the employment growth rate was
largest in the size class of small and medium-sized enterprises, with micro en-
terprises lagging somewhat behind. The extremely low profitability of EU-12 mi-
cro enterprises during the early years of the decade may have hampered em-
ployment growth in micro enterprises®. As can be seen from Figure 4, large en-
terprises have had a relatively small contribution to employment growth in EU12;

1 Size-specific figures have not been adjusted for enterprises crossing size-class boundaries; this
is discussed in Section 4.2.

2 European Commission : European SMEs under Pressure. Annual report of EU Small and Medium-
sized enterprises 2009.
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this has been the result of downsizing of large enterprises’, as the number of
large enterprises increased.

Figure 4 Average annual total employment change and contribution of size classes in
non-financial business economy, 2002/2010
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Explanation: Total employment growth in EU15 on average was 0.8%; average employment
growth in micro enterprises was 1.2%. As the share of micro in total employment is
28%, the contribution of micro enterprises was 0.28*1.2= 0.4%-point.
Source: EIM, based on European Commission: Are EU SMEs recovering from the crisis? Annual
Report on EU Small and Medium Sized Enterprises 2010/2011; data 2008-2010 esti-

mates.

The period 2002/2008 as a whole has been rather favourable in terms of em-
ployment growth, as EU27's employment in the non-financial business economy
increased by 1.8% annually, which coincided with a rather high growth of em-
ployment in SMEs. Data limitations hamper a longer term view on the size class
pattern of EU27 employment growth, but for EU15, such a longer term view is
possible. Between 1988 and 2002, EU15 employment in the non-financial busi-
ness economy almost did not change. This has been the result of two opposing
trends: the number of jobs in large enterprises decreased, whereas the number
of jobs in SMEs increased. Just like in 2002/2008, employment growth within the
SME size class has been highest in the size class of micro enterprises and lowest
in the size class of medium-sized ones. During 2008/2010 - which contrary to
the other periods does not cover a full cycle - the situation is different. Employ-
ment decreased in large as well as micro, small and medium-sized enterprises,
and in fact the employment decrease was strongest in SMEs and in LSEs (-1.8%
on average) (Figure 5).

As suggested by Figure 6, there is a clear correlation between total employment
growth in the non-financial business economy, and changes in the number of
jobs SMEs provide. A similar picture would emerge when looking at EU15 for the
1988/2010 period.

1 1n EU12, average enterprise size in large enterprises declined from 845 occupied persons per
enterprise to 812 between 2002 and 2008, while slightly increasing in EU15.



Figure 5 Employment change in the non-financial business economy by size class, EU15
1988/2002, 2002/2008 and 2008/2010
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Source: EIM, based on Audretsch, Thurik, Kwaak and Bosma (2003), and European Commission:
Are EU SMEs recovering from the crisis? Annual Report on EU Small and Medium Sized
Enterprises 2010/2011; data 2008-2010 estimates.

Figure 6 Employment change by enterprise size class and total employment growth in
the non-financial business economy, EU27, 2002-2010
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mates.

3.2.2By sector of industry

On average, during the last decade, employment growth has been largest in the

SME size class. This holds for both EU15 and EU12. This pattern can be observed

in most sectors of industry. A clear exception to this rule is the trade sector, in

which employment in the SME size class increased by 0.7% annually, while in the
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size class of large enterprises it increased by 2.2% a year on average. This coin-
cided with an increase in the number of large enterprises in trade by 21% be-
tween 2002 and 2008 (whereas the total number of large enterprises in the non-
financial business economy increased by only 5%), in particular in sales, mainte-
nance and repair of motor vehicles. In EU12 the increase in the number of large
trade enterprises even was much larger. The less favourable employment devel-
opment of SMEs in the trade sector is also observed when 2002/2008 and
2008/2010 are viewed separately.

Table 5 Employment change in the non-financial business economy by sector of industry
and enterprise size class, EU27, 2002/2010

Panel A: 2002-2008

Medium-

Micro Small sized SMEs Large Total

average annual change in %

c -i, k Non-primary private enterprise 2.2 2.0 1.6 2.0 1.3 1.8

by NACE section

c Mining and quarrying -0.2 -0.2 -0.6 -0.4 -4.0 -2.9
d Manufacturing -0.7 -0.5 -0.4 -0.5 -1.4 -0.9
e Electricity, gas and water supply 4.0 1.4 0.9 1.4 -1.2 -0.7
f Construction 3.1 2.1 2.5 2.6 2.3 2.6
g Wholesale and retail trade; repair of

motor vehicles, motorcycles and per-

sonal and household goods 0.6 2.0 2.2 1.3 3.3 1.8
h Hotels and restaurants 2.2 6.0 4.3 3.6 2.6 3.4
i Transport, storage and communication 2.0 2.9 3.3 2.6 -0.2 1.1
k Real estate, renting and business ac-

tivities 6.0 4.0 3.9 5.0 5.7 5.2

Source: EIM, based on European Commission: Are EU SMEs recovering from the crisis? Annual

Report on EU Small and Medium Sized Enterprises 2010/2011.



Panel B: 2008-2010

Medium-
Micro Small sized SMEs Large Total
average annual change in %
c -i, k Non-primary private enterprise -1.4 -2.2 -2.1 -1.8 -1.8 -1.8
by NACE section
c Mining and quarrying -0.4 -1.4 -0.4 -0.8 -2.0 -1.6
d Manufacturing -4.6 -4.6 -3.6 -4.2 -4.2 -4.2
e Electricity, gas and water supply -0.2 0.5 -0.3 -0.1 -0.8 -0.7
f Construction -3.1 -4.2 -6.1 -4.0 -4.5 -4.1
o] Wholesale and retail trade; repair of
motor vehicles, motorcycles and per-
sonal and household goods -1.1 -1.0 -1.1 -1.1 -0.7 -1.0
h Hotels and restaurants -0.7 -0.5 0.3 -0.5 -0.6 -0.5
i Transport, storage and communication -0.4 -1.0 -0.8 -0.7 -1.2 -1.0
k Real estate, renting and business ac-
tivities 0.2 -0.3 0.7 0.2 0.5 0.3

Source: EIM, based on European Commission: Are EU SMEs recovering from the crisis? Annual

Report on EU Small and Medium Sized Enterprises 2010/2011.

Panel C: 2002-2010

Medium-
Micro Small sized SMEs Large Total
average annual change in %
c -i, k Non-primary private enterprise 1.3 1.0 0.7 1.0 0.5 0.9
by NACE section
c Mining and quarrying -0.2 -0.5 -0.6 -0.5 -3.5 -2.6
d Manufacturing -1.7 -1.6 -1.2 -1.4 -2.1 -1.7
e Electricity, gas and water supply 3.0 1.2 0.6 1.0 -1.1 -0.7
f Construction 1.5 0.5 0.3 0.9 0.5 0.9
o] Wholesale and retail trade; repair of
motor vehicles, motorcycles and per-
sonal and household goods 0.2 1.2 1.3 0.7 2.2 1.1
h Hotels and restaurants 1.5 4.3 3.3 2.6 1.8 2.4
i Transport, storage and communication 1.4 1.9 2.2 1.8 -0.4 0.6
k Real estate, renting and business ac-
tivities 4.5 2.9 3.1 3.7 4.4 4.0

Source: EIM, based on European Commission: Are EU SMEs recovering from the crisis? Annual

Report on EU Small and Medium Sized Enterprises 2010/2011.
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The unfavourable employment development in SMEs in 2008/2010 is the result of
various trends. The unfavourable development within the trade sector is a con-
tinuation of earlier trends. In manufacturing, the employment decline in SMEs
was similar to the decline in large enterprises. In construction, the employment
decline in SMEs was less than in LSEs; however, construction was hit hard by the
drop in investment demand, and at the same time 14% of the SMEs employment
is in construction (as against 4% of LSEs employment). The services sectors
have experienced the smallest employment decrease (real estate, renting and
business services even observed a small employment increase), but they have a
smaller share in SMEs employment than in employment of large enterprises’. The
unfavourable performance of SMEs with respect to employment during
2008/2010 should to a large extent be ascribed to an unfavourable industry
structure.

1 For services as a group, employment in SMEs declined by -0.3 between 2008 and 2010, and by -
0.4% in large enterprises.



4.1

4.2

Employment growth within enterprises

Introduction

The results from the previous Chapter show that the majority of EU's job crea-
tion in 2002-2010 occurred in the SME size class. In addition, the relative em-
ployment growth rate was also higher for the SME size class as compared to the
size class of large enterprises. These findings show that the employment share of
the SME size class has increased over time and indicate the increasing economic
relevance of this size class.

It is also tempting to conclude that micro, small and medium-sized enterprises
are the main engine of job growth of the European private sector. However, this
conclusion may be premature, since these results do not correct for the popula-
tion effect. In the first sections of this Chapter, the aggregate data that were
analysed in the previous Chapter are adjusted for the population effect in order
to establish the extent to which employment changes can be attributed to enter-
prises of different size classes. In the last section of this Chapter, employment
data from individual enterprises are used to examine long-term patterns of net
employment changes.

Impact of enterprises crossing size class boundaries on the size
class pattern of employment growth

4.2.1Introduction

A significant share of EU's new jobs is created in the SME size class. As indicated
in Chapter 2, this is the result of two - possibly counteracting - phenomena: job

creation and destruction by individual enterprises®, and changes in the classifica-
tion of enterprises in size classes (population effect). This section presents a dis-
cussion of the latter.

If an enterprise grows so much as to be assigned to a larger size class in the
next year (for example, an SME becoming a large enterprise), this is registered
in statistics an employment loss in the size class of origin and additional em-
ployment growth in the destination size class. For example, if an enterprise hires
additional staff to bring its total number from 245 in the previous year up to 255
in the current year and it therefore becomes an LSE instead of an SME, then the
number of enterprises and employment in the SME size class decreases, while
the number of enterprise and employment in the size class of large enterprises
increases. It would be wrong, however, to conclude that 255 new jobs have been
created by large enterprises, while 245 jobs have simultaneously been destroyed
by SMEs. Before any such conclusions can be drawn, a correction for this popula-
tion effect is required. The basic idea of this correction is that the employment
increase from 245 to 250 is attributed to SMEs, while the employment increase
from 250 to 255 is attributed to large enterprises. The conclusion would then be
that the employment creation of 10 new jobs can be attributed in part to small

1 This includes job creation from new firms and expansion of existing enterprises and job destruc-
tion from firm deaths and employment decline in incumbent enterprises.
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and medium-sized enterprises, and in part to large enterprises. This correction is
known as correction by current size. A brief explanation of how this correction
works is included in Annex I11%.

4.2.2Medium term view 2002-2008

The importance of correcting for enterprises crossing size boundaries is demon-
strated in Table 6. Between 2002 and 2008, the number of large enterprises in
the EU increased with approximately 4,000, i.e. on average by 650 a year. This
is the net effect of, on the one hand, SMEs crossing the size boundary towards
the LSE size class, and on the other hand, large enterprises crossing the size
boundary towards the SME size class; in short, the number of SMEs decreased
between 2002 and 2008 as some of them became LSE. The annual employment
loss to the SME-sector, i.e. the population effect, is estimated as -154,000 jobs
on average?. This is the number of jobs that were previously counted within the
size class of SMEs, but are now counted within the size class of large enterprises.
So, while the number of jobs in the SME size class increased by 10.2 million be-
tween 2002 and 2008, the number of new jobs that can be attributed to SMEs is
actually 11.1 million. This is the net result of gross job creation and gross job
destruction in all enterprises that originally were SME (or entered during 2002-
2008)3, for as long as they belong to this size class. Likewise, while the number
of jobs in the LSE size class has increased by 3.4 million, the number of new jobs
that can be attributed to LSEs is actually 2.5 million. In a similar way, correc-
tions have been made for enterprises crossing the other size boundaries. The
largest correction is needed for micro enterprises becoming larger.

1 A more elaborate discussion of this correction method, including a comparison with other correc-
tion methods, can be found in the separate methodological paper.

2 Apart from rounding off, the employment of 154,000 corresponds with approximately 650 enter-
prises crossing the 250 size class boundary.

% Note that the 11.1 million job increase includes the employment effect of exiting enterprises
(which tend to be micro or small ones).



Table 6 Unadjusted employment growth (‘gross change'), population effect and adjusted

employment growth by enterprise size class and total employment growth in the

non-financial business economy, EU27, 2002-2010

Medium- All enter-
Micro Small sized SMEs Large prises
average annual number of employed persons
200272008
Gross change 820,000 528,000 354,000 1,701,000 559,000 2,261,000
Adjustment for population effect -328,000 111,000 63,000 -154,000 154,000 0
Employment change after ad-
justment for population effect 1,148,000 416,000 291,000 1,855,000 405,000 2,261,000
200872010
Gross change -569,000 -609,000 -475,000 -1,653,000 -784,000 -2,437,000
Adjustment for population effect 353,000 -71,000 -61,000 222,000 -222,000 0
Employment change after ad-
justment for population effect -922,000 -539,000 -414,000 -1,875,000 -562,000 -2,437,000
200272010
Gross change 473,000 243,000 147,000 863,000 224,000 1,086,000
Adjustment for population effect -158,000 66,000 32,000 -60,000 60,000 0
Employment change after ad-
justment for population effect 631,000 178,000 115,000 923,000 163,000 1,086,000

Note: The employment change after adjustment equals the gross effect minus the adjustment.

The adjustment effect for 'all enterprises’ equals zero because the population effect only

relates to enterprises changing size class.

Source: EIM, based on European Commission: Are EU SMEs recovering from the crisis? Annual

Report on EU Small and Medium Sized Enterprises 2010/2011.

Overall, the total number of jobs in the non-financial business economy in-
creased by 2.3 million, of which 82% (1.9 million) can be attributed to micro,
small and medium-sized enterprises (Table 6). This justifies and reinforces the

conclusion that micro, small and medium-sized enterprises were the main engine
of job growth of the European private sector during 2002/2008.

Another illustration of the importance of the SME size class for employment gen-
eration is depicted in Figure 7. This figure shows the correlation between the size
of the SME population effect and the total employment growth rate between
2002 and 2008, for the 27 Member States. The SME population effect refers to
the correction for enterprises crossing the size boundary between SMEs and

large enterprises, and is related to the number of enterprises crossing the size
class boundary between SMEs and large enterprises. A negative (positive) value
implies that most enterprises went from being an SME (large enterprise) to be-
coming a large enterprise (SME). There is a significant negative correlation be-
tween the population effect on SMEs and total employment growth, implying that
the total employment growth rate is highest in countries with the largest share
of enterprises evolving from SME into large enterprises. For instance, in Bulgaria,
employment in the non-financial business economy increased by 4.1% annually,
coinciding with a population effect in the SME-sector of -0.4% a year on average
between 2002 and 2008. Conversely, Hungary experienced a very modest em-
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ployment increase in the non-financial business economy, and at the same time
employment in SMEs increased slightly due to large enterprises becoming SME.
Figure 7 The population effect for SMEs and total employment growth in the non-
financial business economy, individual EU Member States, 2002/2008
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Correlation: -0.57 (significant at 5% level).
Source: EIM, based on European Commission: Are EU SMEs recovering from the crisis? Annual
Report on EU Small and Medium Sized Enterprises 2010/2011; data 2008-2010 esti-

mates.

4.2.3Long term view and relation with the business cycle
Unfortunately no long series on employment by size class is available for EU27,
but for EU15 development can be traced back to 1988'. Figure 8 demonstrates
that the negative correlation between the population effect for SMEs and total
employment growth also holds when total employment growth is weak or even
negative. For instance, in 1992 and 1993 total employment growth was negative,
and in these years the SME sector experienced an increase in jobs because of
large enterprises becoming SMEs. At the same time, average the population ef-
fect for SMEs is close to zero during the 1988-2010 period: the occurrence of the
population effect is clearly related to the business cycle. Thus, in the long term,
SME/LSE differences in employment growth are mainly determined by the devel-
opment of the number of enterprises in each size class.

1 see Audretsch, D.B., A.R. Thurik, A. Kwaak and N. Bosma, SMEs in Europe 2003, 2003 Observa-
tory of European SMEs: 2003/7, European Commission, 2003.



Figure 8 Population effect on SME employment and total employment growth in the non-
financial business economy, EU15, 1988-2010
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Explanatory note: If an SME becomes large from one year to another, this population effect will
have a negative impact on employment in SMEs, and a positive one in large
enterprises.

Correlation: -0.93.

Source: EIM, based on Audretsch, Thurik, Kwaak and Bosma (2003), and European Commission:

Are EU SMEs recovering from the crisis? Annual Report on EU Small and Medium Sized

Enterprises 2010/2011; data 2008-2010 estimates.

4.2.4The 2009/'10 economic crisis

4.3

Table 6 cleary shows that the overall employment decrease in 2009 and 2010 co-
incided with a positive impact on SME employment of large enterprises downsiz-
ing to be come an SME; in average this concerns 60,000 jobs in 2009 and 2010.
For micro enterprises this effect is even stronger: employment in micro enter-
prises increased by 158,000 jobs on average in 2009 and 2010 because of larger
(most likely, small) enterprises declining to less than 10 occupied persons. In
view of the analysis in the previous section this seems to be a natural process.

The contribution of SMEs to EU's employment growth

During the period 2002 to 2010, total employment in the non-financial business
economy increased by 1.1 million jobs per year on average (Table 7), which is
equivalent to 0.9% annually. In total, SMEs contributed 0.9 million jobs annu-
ally, which is 85% of the total increase. This figure controls for the net impact of
enterprises that crossed the SME/LSE size boundary. Micro enterprises contrib-
uted to 58% of total employment growth in EU27 in the period under review.

Another way to look at the contribution of SMEs to employment growth is as fol-
lows. On average, employment growth in the EU amounted to 0.9% annually.
Large (0.4%), medium-sized (0.5%) and small enterprises (0.7%) show a below-
average job growth rate, while micro enterprises in particular have experienced
above average employment growth, i.e. on average by 1.7% per year (Table 8).
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From Table 8 it follows that SMEs experienced the highest employment growth in
most Member States. There are, however, some exceptions to this rule: in
France, Poland, Slovenia and Spain, employment growth rates were higher
amongst large enterprises than amongst SMEs. In Poland, the employment
growth rate amongst SMEs is higher than the EU average, but the employment
growth rates amongst large enterprises are even higher as the average number
of persons employed in LSEs has increased in some large sectors. In the Czech
Republic total employment decreased, and mostly so in SMEs; this was the result
of employment increased in small and medium-sized enterprises, and a signifi-
cant employment decrease in micro enterprises. In France and Slovenia, high
employment growth rates were still recorded amongst micro enterprises.

Table 7 Total employment growth in the non-financial business economy and contribu-
tion of size classes, EU27, 2002-2010

Medium- All enter-
Micro Small sized SMEs Large prises
2002-2003 1,804,000 34,000 -205,000 1,633,000 -447,000 1,186,000
2003-2004 637,000 436,000 228,000 1,300,000 315,000 1,616,000
2004-2005 896,000 425,000 262,000 1,583,000 309,000 1,892,000
2005-2006 1,361,000 733,000 518,000 2,612,000 419,000 3,031,000
2006-2007 1,233,000 655,000 690,000 2,578,000 1,214,000 3,792,000
2007-2008 958,000 216,000 252,000 1,426,000 621,000 2,048,000
2008-2009 -1,356,000 -830,000 -647,000 -2,833,000 -948,000 -3,781,000
2009-2010 -488,000 -247,000 -182,000 -917,000 -177,000 -1,094,000
average 631,000 178,000 115,000 923,000 163,000 1,086,000
average, % of
all enterprises 58 16 11 85 15 100

Explanation: Enterprsies that were micro enterprsies in 2002, plus newly created enterprises
during 2002 -2003 (taking into account exit as well) created 1,804,000 jobs in
1804000; similarly, enterprises that were micro enterprises the previouos year,
have on average created 631,000 jobs between 2002 and 2010.

Note: The contribution of size classes to total employment growth is controlled for the population

effect.
Source: EIM, based on European Commission: Are EU SMEs recovering from the crisis? Annual
Report on EU Small and Medium Sized Enterprises 2010/2011; data 2008-2010 esti-

mates.

Still another way to interpret the contribution of the SME-sector to job growth is
by comparing its share in employment change with its share in total employ-
ment. For instance, as follows from Table 7 micro enterprises have a share of
58% in employment growth in EU27 over 2002/2010. On average their employ-
ment share amounts to 30% (this follows from Table 3), the ratio between these
figures equalling 1.7. This is substantially greater than one, indicating a more
than proportional contribution of micro enterprises to total employment. Such
ratios are presented for individual Member States in Table 9. The following com-
ments are in order:



- 24 out of 27 Member States have had positive employment growth over
2002/2010. In most of these countries, job creation by the SME-sector has
been more than proportionate to its share in employment in these countries:
the SME-indicator is greater than 1. In most cases this especially holds for
micro enterprises. In one of these countries, however, employment in the mi-
cro enterprise sector actually declined, i.e. in Sweden. In Sweden, job growth
has in particular been more than proportionate to their employment share in
small and medium-sized enterprises.

- Three Member States experienced an employment decline in the non-financial
business economy over 2002/2008: The Czech Repuiblic, Latvia and Malta.
Here, the low value of the SME-indicator for Latvia and Malta means that the
share of SMEs in total job loss is less than proportionate to their employment
share, in other words job loss in the SME-sector has been relatively mild. The
employment impact of small and medium-sized enterprises in Malta and the
Czech Republic and small enterprises in Latvia was actually the opposite of
the overall trends, i.e. positive instead of negative.

1 Belgium, France, Slovenia and Spain are the exception to this rule. In Spain, the share of SMEs
in total job growth is significantly below the SME-share in the total stock of employment; this
effect is concentrated in small enterprises that contributed negatively to employment.
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Table 8 Total employment growth in the non-financial business economy and contribu-
tion of size classes, by Member State, average 2002-2010

Micro Small Medium-sized SMEs Large All enterprises

average annual change in %

Austria 1.8 1.0 1.0 1.3 0.8 1.1
Belgium 1.5 0.3 0.4 0.9 1.0 0.9
Bulgaria 3.7 5.0 1.9 3.5 -0.1 2.4
Cyprus 2.2 2.9 3.3 2.7 2.0 2.5
Czech Republic -1.8 0.4 0.9 -0.5 -0.3 -0.4
Denmark 1.1 0.5 0.3 0.6 -0.1 0.4
Estonia 2.0 0.3 1.1 1.1 -0.2 0.8
Finland 1.6 0.8 0.5 1.0 -0.3 0.5
France 1.4 -0.4 -0.4 0.3 0.5 0.4
Germany 2.2 1.3 1.6 1.7 0.2 1.1
Greece 0.9 2.8 0.6 1.2 -1.5 0.6
Hungary 0.5 0.8 -0.3 0.4 -0.1 0.2
Ireland 3.4 0.6 0.5 1.5 0.1 1.0
Italy 1.0 0.5 0.5 0.8 0.4 0.7
Latvia 0.1 0.5 -0.6 0.0 -1.3 -0.3
Lithuania 6.5 1.7 0.9 2.8 -0.3 2.0
Luxembourg 2.9 1.9 1.7 2.1 -0.5 1.2
Malta -1.8 1.6 1.5 -0.1 -2.9 -0.8
Netherlands 7.0 0.9 -2.7 1.9 0.5 1.4
Poland 1.5 2.2 2.5 1.9 2.5 2.1
Portugal 2.6 1.1 0.7 1.7 1.2 1.6
Romania 12.2 3.9 -0.1 4.9 -3.1 1.6
Slovakia 15.0 -0.7 -0.2 3.2 -1.0 1.2
Slovenia 2.5 0.5 -1.5 0.7 1.9 1.1
Spain 0.4 -0.4 0.4 0.2 1.8 0.5
Sweden 0.3 3.0 2.6 1.6 0.9 1.3
United Kingdom 2.4 0.1 -0.0 0.9 0.5 0.7
EU27 1.7 0.7 0.5 1.1 0.4 0.9

Note: The contribution of size classes to total employment growth is controlled for the population
effect.
Source: EIM, based on European Commission: Are EU SMEs recovering from the crisis? Annual
Report on EU Small and Medium Sized Enterprises 2010/2011; data 2008-2010 esti-

mates.



Table 9 Share of size classes in employment growth of the non-financial business econ-

omy, divided by their share in the total stock of employment, 2002-2010

Average employment

growth, all enter-

Micro Small Medium-sized SMEs Large prises, in % p.a.
Austria 1.6 0.9 0.9 1.1 0.7 1.1
Belgium 1.6 0.4 0.4 0.9 1.1 0.9
Bulgaria 1.6 1.9 0.7 1.4 -0.0 2.4
Cyprus 0.9 1.1 1.3 1.1 0.7 2.5
Czech Republic 4.4 -0.8 -2.1 1.1 0.7 -0.4
Denmark 3.4 1.3 0.6 1.7 -0.4 0.4
Estonia 2.5 0.3 1.7 1.4 -0.5 0.8
Finland 3.4 1.6 1.0 2.1 -0.6 0.5
France 3.8 -1.1 -1.2 0.8 1.3 0.4
Germany 2.0 1.2 1.5 1.5 0.2 1.1
Greece 1.3 4.2 1.1 1.8 -3.5 0.6
Hungary 2.2 3.6 -1.5 1.7 -0.8 0.2
Ireland 4.0 0.1 0.5 1.5 0.0 1.0
Italy 1.4 0.6 0.7 1.1 0.6 0.7
Latvia 0.4 -0.3 1.5 0.5 2.6 -0.3
Lithuania 3.2 0.8 0.4 1.4 -0.2 2.0
Luxembourg 2.6 1.7 1.5 1.9 -0.6 1.2
Malta 2.2 -1.8 -1.6 0.2 3.5 -0.8
Netherlands 4.6 0.5 -2.5 1.4 0.2 1.4
Poland 0.7 1.1 1.2 0.9 1.2 2.1
Portugal 1.5 0.7 0.4 1.1 0.8 1.6
Romania 6.9 2.2 -0.1 2.9 -2.0 1.6
Slovakia 13.6 -1.5 -0.2 2.8 -1.1 1.2
Slovenia 2.3 0.4 -1.4 0.6 1.7 1.1
Spain 0.6 -1.2 0.9 0.1 4.3 0.5
Sweden -0.0 2.2 1.9 1.2 0.6 1.3
United Kingdom 3.1 0.1 -0.0 1.2 0.7 0.7
EU27 2.0 0.8 0.6 1.3 0.5 0.9

Explanatory note: The share of micro in employment grwoth in Austria is 39%, the share in

employment is 25%; therefore micro are overrepresented in employment

growth by 39/25= 1.6.

Negative figures indicate a size class employment trend that is contrary to to-

tal employment growth, in particular growth vis-a-vis decline.

The contribution of size classes to total employment growth is controlled for

the population effect.

Source: EIM, based on: European Commission: Are EU SMEs recovering from the crisis? Annual

Report on EU Small and Medium Sized Enterprises 2010/2011.
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Analysis by sector of industry

In EU27, 3 NACE sections experienced an overall employment decline between
2002 and 2010: Mining and quarrying, Manufacturing, and Electricity, gas and
water supply (Table 10). In mining and quarrying and in manufacturing, the em-
ployment decrease occurred in all size classes. In electricity, gas and water sup-
ply, the employment decline was limited to large and medium-sized enterprises:
in the micro and small enterprises segments, employment actually has increased.

In the other sectors of industry, employment has increased. In transport, stor-
age and communication, employment growth was relatively small, as a result of
job decline in large enterprises. In the remaining sectors of industry - accounting
for 61% of total employment in the non-financial business economy - employ-
ment has increased in both SMEs and LSE. Except for the trade sector, the con-
tribution of SMEs - and micro enterprsises in particular - to employment growth
has been more than proportionate. In trade, employment growth and enterprise
size are positively correlated, and micro enterprises have contributed less than

proportionate to job growth.

Table 10 Total employment growth in the non-financial business economy and contribu-

tion of size classes, EU27, by NACE-section, average 2002-2010

Micro Small Medium-sized SMEs Large All enterprises
average annual change in %
c-i, k Non-financial business economy 1.7 0.7 0.5 1.1 0.4 0.9
sections
c Mining and quarrying -0.3 -0.7 -0.4 -0.5 -3.6 -2.6
d Manufacturing -2.9 -1.6 -1.4 -1.8 -1.5 -1.7
e Electricity, gas and water supply 4.4 0.7 -0.2 0.5 -1.0 -0.7
f Construction 1.1 0.3 0.2 0.7 0.3 0.9
g Wholesale and retail trade; repair of
motor vehicles, motorcycles and per-
sonal and household goods 0.5 1.1 1.4 0.8 1.7 1.1
h Hotels and restaurants 3.1 2.1 2.2 2.6 1.0 2.4
i Transport, storage and communication 2.2 2.0 2.3 2.1 -0.8 0.6
k Real estate, renting and business ac-
tivities 5.3 2.7 2.8 4.0 3.5 4.0
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effect.

Source: EIM, based on: European Commission: Are EU SMEs recovering from the crisis? Annual

Report on EU Small and Medium Sized Enterprises 2010/2011.



Table 11  Share of size classes in employment growth, divided by their share in the total
stock of employment, EU27, by NACE-section, 2002-2010

Average employment

Medium- growth, all enter-
Micro Small sized SMEs Large prises, in % p.a.
c-i, k Non-financial business economy 1.9 0.8 0.6 1.3 0.5 0.9
sections
c Mining and quarrying 0.1 0.2 0.2 0.2 1.4 -2.6
d Manufacturing 1.7 0.9 0.8 1.1 0.9 -1.7
e Electricity, gas and water supply -6.3 -1.0 0.3 -0.8 1.5 -0.7
f Construction 1.8 0.5 0.3 1.1 0.5 0.9
g Wholesale and retail trade; repair of
motor vehicles, motorcycles and per-
sonal and household goods 0.5 1.0 1.2 0.8 1.6 1.1
h Hotels and restaurants 1.3 0.9 0.9 1.1 0.4 2.4
i Transport, storage and communication 3.7 3.4 3.9 3.7 -1.3 0.6
k Real estate, renting and business ac-
tivities 1.4 0.7 0.7 1.0 0.9 4.0

Explanatory note: The share of mining and quarrying in employment growth in micro enterprise

is 1%, the share in employment is 6%; therefore are underrepresented in em-

ployment growth by 1/6= 0.1.

Negative figures indicate a size class employment trend that is contrary to to-

tal employment growth, in particular growth vis-a-vis decline.

The contribution of size classes to total employment growth is controlled for

the population effect.

Source: EIM, based on: European Commission: Are EU SMEs recovering from the crisis? Annual

Report on EU Small and Medium Sized Enterprises 2010/2011

Impact of enterprise birth and death

Employment change in the business economy is the result of growth and contrac-
tion of incumbent enterprises, as well as of the employment changes due to
newly born or dying enterprises. Notwithstanding efforts by Eurostat and Na-
tional Statistical Institutes, there are no comprehensive data on the employment
effect of enterprise birth and death in the EU, but some indications - referring
roughly to the last decade - can be given and are summarised in this section®.

Each year, enterprise birth and death amount to approximately 8 to 10% of the
total stock of enterprises in the EU business economy. Both new start-ups and

Estimates based on Harmut Schroér, Business Demography: employment and survival, Eurostat,

Statistics in Focus 2009/70 (these data refer to 2005/2006), and Harmut Schror, Business De-
mography: the impact on employment, Eurostat, Statistics in Focus 2007/49 (these data refer to
16 out of 27 Member States, accounting for 52% of total employment in the non-financial busi-
ness economy). All data have been extrapolated to EU27 using shares of the countries covered

by the data in total employment.
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dying firms are typically micro enterprises; very often® enterprise births and
deaths concern enterprises with no employees.

The direct impact of enterprise birth on employment in the non-financial busi-
ness economy in EU27 can be estimated to amount to 4 million jobs in 2003 (3%
of total employment), of which 3 million in micro enterprises (8% of employment
in micro enterprises). The direct impact of enterprise death on employment in
2003 was also 3%, both at the aggregate level and for micro enterprises.

Eurostat presents data on the direct employment impact of enterprise birth and
death in 2003 Extrapolated to the EU27 non-financial business economy; almost
4 new million jobs are generated by enterprise births, of which almost 3 million
occur in micro enterprises. From this, the direct impact of enterprise birth on mi-
cro enterprises' employment can be estimated at 8% in 2003; the corresponding
figure for the total non-financial business economy can be estimated at 3%. It
should be noted, though, that of newly created enterprises, about one half have
disappeared after five years; conversely, some of the newly born enterprises
have grown during the first five years of their existence. On balance, after five
years, the total employment effect of enterprise birth amounts to approximately
85% of the initial impact. For the US, Stangler and Litan? show that young en-
terprises contribute significantly to employment growth in the SME-sector. This
emphasizes the role of enterprise birth as an engine of employment growth. The
direct impact of enterprise death on employment in 2003 was also 3%, both at
the aggregate level and for micro enterprises. It follows that enterprise birth and
death have been significantly contributing to gross employment change, as total
employment growth amounted to 1%, while employment growth in micro enter-
prises was 4% in 2003.

Employment growth types before the crisis

A different approach is used to examine employment growth within enterprises in
the last section of this chapter. Whereas the approach used in the previous sec-
tions is based on macro-economic data on business demography, this section
uses employment data from individual enterprises®. These data are used to ex-
amine employment changes during the years 2005-2008 within SMEs from the
business economy. Particular attention is paid to differences between enterprises
from different age categories and different growth types.

This approach can only be applied to enterprises that exist throughout this pe-
riod; the analyses on employment changes during the years 2005-2008 are con-
cerned with the population of enterprises that survived during the years 2005-
2008 and that were classified as SMEs at the end of that period. Amongst others,

Roughly 50% of enterprise birth, 30% of enterprise death.

Dane Stangler and Robert E. Litan, Where Will The Jobs Come From?, Kauffman Foundation Re-
search Series: Firm Formation and Economic Growth, November 2009.

The analyses are based on the Orbis-Amadeus database, a very rich database that contains in-
formation on 2.9 million enterprises from the business economy of 30 European countries. For all
of these enterprises, employment information for 2008 is available, and for just over one million
enterprises, employment information is also available for 2004 (this information refers only to EU
Member States). More details on the Orbis-Amadeus database can be found in Annex IV and in
the separate methodological report for this study.



this means that two important groups of enterprises are not included in these
analyses: enterprises that started out as SMEs at the beginning of this period
and became large enterprises during 2005-2008, and enterprises that ceased to
exist during this period. This section therefore starts with a description of the
main characteristics of the population that is examined: the population of enter-
prises from the SME size class from the business economy, at the end of 2008.

4.4 .1Description of the population
According to Eurostat, the number of SMEs in the EU business economy in 2008
was approximately 21.6 million®. Altogether these enterprises employed 94.0
million people. Including the selected non-European countries for which data is
available, these numbers are 23.0 million and 99.5 million respectively. Table 12
gives a picture of the distinction of SME enterprises and their employment to
country groups.

Table 12 Number of enterprises and employees in the SME business economy, by country
group (2008)

Number of persons employed Number of enterprises
EU12 17,768,000 4,339,000
EU15 76,210,000 17,300,000
EU27 93,978,000 21,639,000
Selected non-EU countries (Croa-
tia, Iceland, Liechtenstein, Nor-
way,
Serbia and Switzerland) 5,540,000 1,353,000
total 99,518,000 22,992,000

Note: Due to rounding off, aggregates may differ from the sum of constituent parts.

Source: Eurostat and Orbis-Amadeus.

4.4.2 Characteristics of SMEs by age class

Enterprises from the SME size class have been classified into three groups, based
on their age:

- newly born enterprises (survivors, up to 5 years old in 2008);

- young enterprises (survivors, 5 up to 10 years old in 2008);

- established enterprises (survivors, 10 years and older in 2008).

In Figure 9 the number of SMEs and the number of persons employed in SMEs in
EU27 are distinguished by these age classes. Most employment is found in the
established enterprises.

1 This figure is somewhat larger than the figure presented in Table 3 in Chapter 3.1. This is mainly
because the business economy includes NACE Sections N and O; these are not included in Table
3, which concerns the non-financial business economy.
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Figure 9 The number of small and medium-sized enterprises and their employment in the
EU27 business economy, by age of firm, 2008

Number of SMEs Number of persons employed in SMEs
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Legend: Newly born enterprises: up to five years old in 2008; Young enterprises: 5 up to 10
years old in 2008; Established enterprises: 10 years and older in 2008.

Source: Share of enterprises by age class and share of employment by age class extracted from
the Orbis-Amadeus database (n=2,609,300 observations). The total number of enter-
prises and employment is extracted from Eurostat Structural Business Statistics database
for 2008, which is supplemented by the financial industries and other services®.

A more detailed distribution of enterprises by age, where up to an age of 15
years all age cohorts are distinguished separately, shows that the number of en-
terprises declines with age (except for enterprises less than one year old) (see
Figure 10). The distribution of employment by age shows a different pattern
(Figure 11). Here, employment levels first increase somewhat with enterprise
age: the highest employment levels are registered for the age groups of enter-
prises of 6 to 9 years old. After that, employment levels of age groups decrease
with the age of the firm.

1 For the financial industries and other services, the size of the total labour force is based on the
LFS (Eurostat), while the number of enterprises by size class, the average firm size and the size
class distribution of enterprises of these supplemented sectors are estimated based on the Orbis-
Amadeus database.



Figure 10 The number of enterprises in EU27 business economy, by enterprise age, for
the SME size class, 2008 (x 1,000)
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Note: Only enterprises that survived until 31 December 2008 are included. Average size =
(persons employed/number of enterprises) by age class.
Source: Share of enterprises by age class extracted from the Orbis-Amadeus database
(n=2,609,300 observations). The number of enterprises is extracted from Eurostat,
which is supplemented by the financial industries.
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Figure 11 The number of persons employed in EU27 business economy, by enterprise age,

for the SME size class, 2008 (x 1,000)
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Note: Only enterprises that survived until 31 December 2008 are included. Average size =
(persons employed/number of enterprises) by age class.
Source: Share of employment by age class extracted from the Orbis-Amadeus database
(n=2,609,300 observations). The level of employment is extracted from Eurostat and
supplemented by the financial industries.

Average age

20 years and
older

The average age of the SME enterprises was about 12 years old in 2008. The av-

erage age of the newly born is about 2 years old, of the young enterprises 7
years old, and the average age of the established enterprises is about 20 years.
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Average size of SMEs by age class
About 92% of all SMEs belong to the category of micro enterprises; 7% to small
firms and only 1% to medium-sized enterprises. The average size of an SME in
EU27 increases with its age, as shown in Figure 12.

Figure 12 Average number of employees for enterprises in EU27 business economy, by
firm age, for the SME size class, 2008
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Note: Only enterprises that survived until 31 December 2008 are included. Average size =
(persons employed/number of enterprises) by age class.
Source: The share of enterprises by age class and their employment is extracted from the Orbis-
Amadeus database (n=2,609,300 observations). The number of enterprises and their
employment is extracted from Eurostat, which is supplemented by the financial indus-

tries.

Distribution of SMEs by age and sector of industry

The distribution of the SMEs by sector of industry is shown for the newly born,
the young and the established enterprises in Figure 13. About 50% of all SMEs in
the EU27 can be found in business services and the retail trade. The overall dis-
tribution by sector of industry does not differ much between the age groups, but
the newly born do have a higher share of enterprises in the services (business
services, personal services) and the young and established enterprises do have a
relatively large share of enterprises in the retail trade, construction and the
wholesale trade.



Figure 13 Enterprises by sector of industry and age, for the EU27 business economy, for
the SME size class, 2008
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Note: Sectors of industry does not always add up to 100% due to rounding off Employment
change by enterprise age.
Source: Share of enterprises by age class and industry extracted from the Orbis-Amadeus

database (n=2,609,300 observations).

Employment within SMEs that survived the 2005-2008 period increased by ap-
proximately 13.5 million persons. Employment creation came chiefly from newly
born enterprises®. As a group, young firms barely grew and established enter-
prises showed a decline in employment.

These developments are in line with findings in the scientific literature. For the
US, Haltiwanger et al. (2008) find that during the period 1987-2005 only newly
born enterprises up to 3 years old contributed to net employment growth. For
the Netherlands, Verhoeven? and for Denmark, lbsen® also found that although
most employment growth comes from young enterprises, the death rate of the
young enterprises is also relatively high. Employment dynamics are negatively
correlated with the age of enterprises.*

In this decomposition of employment change in SMEs, the employment loss due

to enterprise death is missing. In order to get a complete picture of employment
change, an estimate is made of the employment loss due to enterprise deaths in
SMEs. For this purpose, Eurostat business demography statistics have been used
in combination with Eurostat statistics in focus.

1 The number of persons employed at the moment of establishment and growth of same after-
wards. Only enterprises that survived.

2 Wim Verhoeven (2004), "Firm dynamics and labour productivity", published in Contributions to
Economic Analysis: Fostering Productivity, Elsevier.

3 Rikke Ibsen, Niels Westergaard-Nielsen, 2011, "Job creation by firms in Denmark", 1ZA DP 5458.

4 Haltiwanger, John, Ron S. Jarmin, and Javier Miranda (2008), "Business Formation and Dynamics
by Business Age: Results from the New Business Dynamics Statistics"”, preliminary draft. Halti-
wanger, John, Ron S. Jarmin, and Javier Miranda, 2010, " Who creates jobs? Small versus large
versus young", NBER working paper 16300.
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Box 2: Entrepreneurship indicators: enterprise death

To make a complete decomposition of employment changes, the effects of employment loss due
to the death of enterprises should be taken into consideration, but only for those enterprises that
already existed on January 1°' of 2005 (the young and established enterprises). The newly born
enterprises did not yet exist at that time, so by definition the employment growth of newly born
enterprises only concerns the employment of survivors (initial employment and the growth of the
enterprise). Consequently, they should not be taken into consideration when determining the
loss of employment due to the death of enterprises. In the Amadeus-Orbis database this infor-

mation is, however, missing.

Survival rate
In 2008, the survival rate of newly born enterprises after 4 years was on average 60%". The av-
erage size of newly born enterprises is fewer than 2 persons employed. After four years the sur-

vivors have over 3 persons employed.

Death of enterprises older than four years
During the period 2004-2008 the share of young and established SMEs for enterprise deaths is
roughly estimated at 56% of all enterprise deaths. These account for 64% of the destruction of

employment by the enterprises that died during this period.

Source: Eurostat Employer enterprise database in co-operation with the OECD. This dataset
comprises 14-18 EU countries that participate on a voluntary basis: Austria, Bulgaria, the Czech
Republic, Denmark, Estonia, Finland, Hungary, Italy, Latvia, Luxemburg, the Netherlands, Portu-

gal, Romania, Slovakia, Slovenia, Spain, Sweden and the UK. No data are available for the re-

maining countries.

During the years 2005-2008 the net employment growth of SMEs is estimated at
7.8 million persons employed (5.8%)2. This estimate includes the impact of firm
deaths, but does not control for the population effect: the employment growth of
enterprises that started out as SME in 2005, but became large enterprises be-
tween 2005 and 2008 is excluded. This estimate is therefore not directly compa-
rable to the estimates on net employment growth of SMEs presented in the pre-
vious sections of this chapter.

1 Based on the Eurostat database of business demography (14-18 countries).

2 This figure is somewhat lower than that found in the Eurostat database. The difference might be
due to the fact that there is some selectivity in the Orbis-Amadeus database (micro enterprises
with 1-5 persons employed are under-represented) and that the calculated loss of employment
by death of enterprises is based on a selection of countries for the period 2005-2008. Another
explanation might be that the sectors "Financial intermediation” (Nace Section J) and "Other
community, social and personal service activities" (Section O) are included in the Orbis-Amadeus
database, but are excluded from the Eurostat data.




In Figure 14 the decomposition of SME employment change is presented for the
years 2005-2008". There is both employment creation and loss. Most employ-
ment creation comes from the newly born enterprises that survived (17.4 million
persons employed). This concerns the employment in 2008 of those enterprises
that were born during the period 2005-2008 and survived throughout that pe-
riod. The employment creation is due to the initial size of start-ups and their fur-
ther growth during the first years. Newly born enterprises that did not survive
initially created 3.2 million jobs. The young firms that survived barely grew in
employment. For this group employment only increased by 0.2 million. This is
the balance of enterprises with employment growth and shrinkage. The estab-
lished enterprises showed a loss of jobs of 4.2 million. The contribution of
shrinking enterprises surpasses that of growing enterprises. The contribution of
growing and shrinking enterprises within the young and established enterprises
is discussed in more detail in Section 4.4.5.

Finally, in order to get a complete picture of the employment loss from the death
of enterprises older than 5 years should be taken into consideration. The total
loss of jobs due to the death of enterprises is estimated at 8.9 million. About
36% of them (3.2 million) relates to the newly born enterprises and 64% to
young and established firms that did not survive. In balance, employment in-
creased by 7.8 million jobs.

1 Newly born employment increase is the share of enterprises 0-5 years old in the Orbis-Amadeus
database multiplied by the total number of enterprises of Eurostat. The employment mutation of
the young enterprises is the share of enterprises 5-10 years old in the Orbis-Amadeus database
multiplied by the total number of enterprises of Eurostat in this age class, multiplied by the em-
ployment mutation in the weighted Orbis-Amadeus database of the young enterprises. The em-
ployment mutation of the established enterprises is the share of enterprises 10 years old and
older in the Orbis-Amadeus database multiplied by the total number of enterprises of Eurostat in
this age class, multiplied by the employment mutation in the weighted Orbis-Amadeus database
of the young enterprises. The employment losses by deaths are estimated by Eurostat statistics
on enterprises’ employment losses.
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Figure 14 Decomposition of employment changes of SME enterprises, EU27 business
economy, 2005-2008

25,000
young (survivors), 210
20,000 newly born (death
3,196
15,000
<)
% 10,000 newly born
S s (survivors); 17,482
EQ
T
1< 5,000 net growth total SMEs;
2 7,833
g
o (0] T
established
(survivors); -4,177
-5,000 newly born (deaths);
3,196
-10,000 dead other
enterprises; 5,682
-15,000
decomposition result
O newly born (survivors) W newly born (deaths) @ young (survivors) O newly born (deaths)
B dead newly born O dead other enterprises B total SMEs

Legend: Newly born enterprises: up to five years old in 2008; Young enterprises: 5 up to 10

years old in 2008; Established enterprises: 10 years old and older in 2008; only enter-
prises that survived.

Source: Own calculations based on Eurostat and Orbis-Amadeus database.

To get a better idea of the net employment creation by age of enterprise, the
contribution of the separate cohorts of 0-14 year old firms is shown in Figure 15.

In general, it appears that employment creation is negatively correlated with the
age of firms.

Figure 15 SME employment creation by age*, EU27 business economy, 2005-2008
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Newly born

The newly born enterprises that survived are responsible for the major part of
the employment growth in SME (17.5 million employees)®. The newly born enter-
prises that did not survive initially created about 3.2 million jobs that got lost
during the period 2005-2008.

As can be seen in Figure 16, the employment creation by the newly born enter-
prises differs strongly by industry. The enterprises in the business services in-
dustry are responsible for more than a quarter (27%) of the newly born em-
ployment creation. The transport and communication industries contribute the
least to the total newly born employment creation (6%).

Figure 16 SME employment creation by the newly born, EU27 business economy, 2005-

2008*
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* Only enterprises that survived.

Source: Orbis-Amadeus (n=2,609,300).

Some remarks concerning the contribution of newly born enterprises
to employment creation
It should be noted that a further increase of the number of newly born enter-
prises does not automatically means that total employment increases with the
employment created by the newly born. There are some observations that
weaken this conclusion. First of all, the group of newly born enterprises consists
not only of start-ups. The age of the enterprise is based on the year that the

The employment creation of newly born (0-5 years old) is derived from the weighted Orbis-
Amadeus database. The enterprises that did not survive in the period 2005-2008 are missing in
the database. Therefore, the estimation is based on Eurostat data concerning birth rates and en-
terprises born in 2004-2008 that survived in 2008. The employment creation of enterprises that
did not survive relates to their initial employment.
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current legal form of that enterprise was first registered by a Chamber of Com-
merce. A new enterprise registry can be created for several reasons®:

- the start up of a new enterprise;

- the firm spins off a new firm (new subsidiary enterprise);

- acquisition and mergers;

- administrative reason.

Most new enterprise registries are issued because a new activity is started by a
new enterprise. Start-ups create new employment. Spin-offs can create employ-
ment too, when a subsidiary enterprise is created for a new activity. But this is
not always the case. Sometimes the company only divides the activities into dif-
ferent business units, by which no new employment is created. In addition, new
enterprise registries are issued because of acquisitions and mergers. These en-
terprises rarely create net employment growth. Finally, there might be adminis-
trative reasons to issue a new enterprise registry, for instance when the activity
of the enterprise has changed completely or when an enterprise has moved to
another region. The Orbis-Amadeus database gives no information on the back-
ground of a new enterprise registry, so it is not possible to distinguish these
groups.

In the second place, part of the employment created by the newly born enter-
prises will be at the expense of the young and established enterprises. Some
young and established enterprises will shrink because of the competition from
newly born enterprises and some will eventually die. Therefore, the net employ-
ment growth will be lower than the gross volume of the newly born employment?.

Young and established enterprises

As seen before the employment of surviving young SMEs increased by 210,000
persons employed, while employment in surviving established SMEs declined by
almost 4.2 million®.

For the young enterprises, the sector picture varies. In most sectors, employ-
ment is growing. The highest growth is found in wholesale trade (13%). A de-
cline was found in retail trade (-4%) and business services (-2%). The total
group of young enterprises showed a growth of just 1%.

As can be seen in Figure 17, the employment of the established enterprises de-
creased in all sectors. Most employment losses occurred in construction (-12%),
while the decrease was smallest in wholesale trade. The total group of estab-
lished SMEs showed a decline in employment of 7%.

Ibsen, R., N. Westergaard-Nielsen (2011): Job creation by firms in Denmark, Institute for the
Study of Labour.

The impact of more start-ups on employment and labour productivity for the Netherlands has
been calculated in a theoretical model, using various scenarios. Wim Verhoeven, 2004, "Firm dy-
namics and labour productivity", published in Contributions to Economic Analysis: Fostering Pro-
ductivity, Elsevier.

The enterprises that did not survive in the period 2005-2008 are not included in the database.
Neither is there a correction for the population effect. Because of this, the net growth presented
here cannot be considered as an estimate of total employment growth of these age classes.



Figure 17 SME employment mutation by enterprise age and sector of industry, EU27 busi-
ness economy, 2005-2008
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Legend: Young enterprises: 5 up to 10 years old in 2008; Established enterprises: 10 years and

older in 2008; only enterprises that survived.
Source: Orbis-Amadeus (n=994,085).

Country and age

In most countries young enterprises show an increase in employment, especially
in Hungary, Belgium and Slovenia. It is only in Poland and the Czech Republic
that the young SMEs showed a decrease’ (see Figure 18). As can be seen in

1 This decrease in Poland and the Czech Republic might be due to the fact that the transformation
of former state owned enterprises into modern competitive enterprises was not completely fin-

ished in 2004.

57



Figure 19, the picture is less clear for the established SMEs. At the EU27 level
employment decreased. However, in several countries employment increased,
chiefly in Belgium. Again, the decrease in Poland and the Czech Republic is very
high.

Figure 18 Young SME employment development (%), 2005-2008, by country>, **
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Source: Orbis-Amadeus (n=284,146).

Figure 19 Established SME employment development (%), 2005-2008, by country*,**
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4.4.3Three enterprise growth types
Job creation and destruction may occur because of employment changes in in-
cumbent enterprises, or because of entry and exit of enterprises (see also Chap-
ter 2). For a better understanding of these underlying employment changes, in-
dividual enterprises can be classified into three different growth types:
1 Growing enterprises: enterprises with a net increase in employment.
2 Stable enterprises: enterprises with the same employment levels at the be-

ginning and the end of a period.

3 Shrinking enterprises: enterprises with a net decrease in employment.

This classification is used to examine employment changes during the years
2005-2008. Only young and established enterprises are included in this classifi-
cation. Newly born enterprises are not included in this analysis, since they did
not yet exist at the beginning of the period under investigation.

In the next two sections, these growth types are analysed separately for estab-
lished and young SMEs. For a good understanding of these results, it is impor-
tant to realise that the classification into growth types is based on net employ-
ment developments over a four-year period. This does not mean that similar
growth patterns occur in each single year. For example, about half of the enter-
prises that are classified as growing enterprises only show employment growth
for one of the four years under consideration; only 3% have grown in each of
these four years. Similar percentages apply to the enterprises classified as
shrinking enterprises’. The group of stable enterprises, finally, not only includes
enterprises that remained stable during the whole period, but also enterprises
that showed an employment increase in one year and an employment decrease
in another year.

4.4.4Growth types within established SMEs

In EU27, 43% of the established SMEs were stable enterprises during 2005-
2008. About a quarter showed a net increase in employment and about one third
a net decrease in employment. Compared to EU 12, the EU 15 had a larger share
of SMEs that increased in employment and a smaller share of SMEs with a de-
crease. Within the group of non-EU countries, the share of SMEs that had an in-
crease in employment was even larger than in the EU15 (see Table 13).

In 2004, growing established SMEs were on average smaller than shrinking
SMEs, but in 2008 they were larger on average. Stable SMEs were much smaller.
During this four year period employment increased in the group of growing SMEs
by almost 40% (8.6% annually), while employment decreased in the group of
shrinking established SMEs by 37% (-8.1%).

1 In addition, some growing (shrinking) enterprises may have shown an employment decrease
(increase) in one of the years.
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Table 13

Type of employment growth in established SMEs, 2005-2008*

% shrinking estab-
lished SMEs, 10

years and older,

% stable estab-
lished SMEs, 10

years and older,

% growing estab-
lished SMEs 10

years and older,

% total estab-

country group years 2005-2008 years 2005-2008 years 2005-2008 lished SMEs
EU12 36% 42% 22% 100%
EU15 30% 44% 26% 100%
EU27 32% 43% 25% 100%
Selected non-EU coun-

tries (Croatia, Iceland,

Liechtenstein, Norway,

Serbia and Switzerland) 26% 33% 41% 100%

* Only enterprises that survived.
Source: Orbis-Amadeus (n=784,694).

Figure 20 Type

of employment growth by sector in established SMEs, 2005-2008*

personal services 32%
business services 28%
ransport and 2156
wholesale 31% 29%
construction 37% 26%
manufacturing 7 37% 26%

0%

10% 20%

@ shrinking

* Only enterprises that survived.

Source: Orbis-Amadeus (n=784,694).
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Manufacturing and construction have the highest share of shrinking SMEs and
the lowest share of stable SMEs in EU27. Retail trade and business services have
relatively the most stable SMEs and the least shrinking SMEs. The highest share
of growing SMEs is found in wholesale trade. The increase for growing SMEs in
EU27 is relatively low in manufacturing and relatively high in business services.
The decrease in employment for shrinking SMEs is relatively low in manufactur-
ing and again relatively high in business services and in construction. See Figure

21.



Figure 21 Employment change by growth type and sector in EU27, established SMEs (%)*,

2005-2008
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* Only enterprises that survived.

Source: Orbis-Amadeus.

Employment of growing established SMEs is increasing more in the EU12 (55%)
than in the EU15 countries (38%). The decrease in employment of shrinking es-
tablished SMEs is also higher for the EU12 countries (-49%) than for the EU15
countries (-33%). For the established growing SMEs, the non-EU countries show
a higher increase in employment (55%) than the EU countries, while the shrink-
ing established SMEs have a higher decrease in employment (-39%). For a more
detailed picture see the annex.

4.4.5Growth types within young SMEs
Within the age group of young SMEs in EU27, approximately 40% belong to the
group of stable enterprises (this is comparable to the population of established
SMEs). Growing SMEs now have a share of one third and shrinking SMEs have a
share of a quarter. Again the stable enterprises have the smallest size (4 per-
sons employed). In 2004, the shrinking SMEs on average had the largest size
(11 persons employed), while in 2008 growing SMEs had the largest size (8 per-
sons employed).

Growing young SMEs show a relatively higher increase in employment than grow-
ing established SMEs, while shrinking young SMEs have a higher decrease than
shrinking established SMEs. The sectoral pattern of growth and shrinkage is
about the same as for established firms; however, the increase with respect to
the decrease is somewhat higher®.

1 As the sample for the young SMEs is quite a bit smaller than the sample of established SMEs,
some caution is needed when using the results on a detailed level.
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Figure 22 Employment change by growth type and sector in EU 27, young SMEs (%0)*, **,

2005-2008
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* Only enterprises that survived.

** The employment mutation of the young enterprises (5-10 years old) from the weighted Orbis-
Amadeus database. The enterprises that did not survive in the period 2005-2008 are missing
in the database. Therefore the growth could be overestimated.

Source: Orbis-Amadeus n= 204,826).

Again, changes in the EU12 countries are higher than in the EU15 countries. The
same holds for the non-EU-countries®. See also the annex.

1 The 