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1 Introduction

1.1 A Definition of German SME 

There’s no uniform and strictly scientific definition for Small and Medium Enterprises in Germany. Because of the difficulties of qualitative definition, I use a quantitative classification for SME. The usual quantitative classification in Germany applies the criteria “Number of employees” and “annual turnover” to distinguish between small- and  medium-sized enterprises. The common classification in Germany is:

	Small enterprises
	Midsize enterprises

	Annual turnover worth 

up to DM 1 million
	Annual turnover worth

 DM 1 to 100 million

	Up to 9 employees
	10 to 499 employees


    Source: IfM Bonn

The classification scheme for SME in the European Union is a bit different:

	Small enterprises

	Midsize enterprises

	Annual turnover worth 

up to 7million ECU
	Annual turnover worth

up to 40 million ECU

	up to 50 employees
	50 to 250 employees


1.2 The importance of SME in the German economy

The German economy is characterized in particular by approximately 3.3 million small and mid-size enterprises and self-employed persons in handicrafts, commerce, tourism, services and the liberal professions. 

Small and midsize enterprises 

· represent 99.3 % of all German businesses subject to turnover tax, 

· effect 44.8 % of all taxable sales, 

· account for 57 % of total gross value added in industry, 

· place 46 % of gross investments, 

· create 69.3 % of jobs and 

· offer 80 % of training places. 

1.3 Main points of emphasis in small business policy

Where new growth markets and technologies are to be developed, international involvement is to be enhanced and opportunities to co-operate with foreign partners are to be taken advantage of, it is the small business sector that is of particular significance. At the same time, we are aware of the fact that intensifying competition increases the need for small and midsize enterprises to adjust to changing conditions. One of the high-priority tasks in small business policy therefore is to shape and improve the business environment for small and midsize enterprises in a way to enable them to fully exploit their development and innovation potentials.

The great variety of activities in small business policy includes:

· Funding of start-up entrepreneurship and existing businesses and improving access to venture capital 

· Ensuring access to technological know how and promoting innovation in small and midsize enterprises 

· Designing a capable and forward-looking training system 

· Supporting international activities of small and midsize enterprises 

· Reducing bureaucracy 

· Enhancing a culture of self-employment. 

Small business policy is a cross-section task whose successful structuring and implementation can only be carried out in dialogue and cooperation with partners. 

2 SME support in regional and structural policies at the European, national and federal levels

In this chapter I will give an overview of European, national, regional and local support policies and instruments.

2.1 EU regional and SME policy

· The main objective of the EU Commission’s initiatives: deepening of the European integration process in economic, political and social terms. 

Based on the principle of subsidiarity, the European Union supports, first, backward regions and regions which suffer from structural crises, mainly due to the decline of traditional industries, and, second, branches and certain disadvantaged groups within each member state, independent of their location. 

· Regarding SME support, EU policies can be distinguished along these lines. The first line of action includes regional policy measures, which often give an indirect support to SME. The second line includes direct support policies for SME, especially in terms of technological upgrading. In both cases the EU provides the financial resources and defines the framework conditions. 

· The policies are carried out in the context of special support programs, which are formulated together with the member states, the regional and local governments and non-government economic and social actors. The member states have to define a development plan, which has to be presented to the Commission for examination and approval. The programs contained in the development plan have to define the goals, criteria, and target groups of implementation activities pursued by public and private actors at a decentralized level. 

· For the implementation of regional policy the European Commission has established structural funds for different support areas. Most important funds are: 

· European Fund for Regional Development (EFRE) 

· European Social Fund (ESF)

=> EFRE addresses regions with severe economic and social problems. (The Commission defined three types of regions to be supported, according to different types of structural problems. In West Germany, especially old industrial regions have been supported  ("target 2"))
EFRE focuses on the creation and preservation of employment, the restructuring and development of old and new industrial areas as well as on other projects for regional development; SME support comes in to the extent that it contributes to these goals. 

=> ESF addresses areas like training, qualification, further education, support of personnel in science and technology as well as interaction between training institutions and the economic sector. More direct support policies for SME, independent of region and location, have gained importance in the last decade. Various programs and institutions have been established to stimulate and support SME and other economic and social actors. 

· Particularly important are the EU Framework Program for the Support of Science and Technology (FTE), the European Investment Bank (EIB) and the European Investment Fund (EIF). 

=> These institutions spend part of their resources to provide risk capital  and to support start-ups of innovative firms, R&D, qualification and further education, international cooperation between firms, loans, venture capital funds, and credit guarantees.

2.2  Regional and SME policy at  the national and regional levels

· SME support at the national and regional levels distinguishes between regional policy and the SME and technology policies at the national and Länder levels.

· Regional policy is defined in the German Constitution as a joint task of the federal government and the Länder, and its strategy and instrument are defined in the framework of the so-called Joint Task to Improve the Regional Economic Structure (Gemeinschaftsaufgabe, GA).

· GA was formulated in 1969 and its main objective is the reduction of disparities between German regions. Federal and Länder governments each contribute 50 % of the funding, whereas it is the task of the Länder and the municipal governments to actually implement the policy. Like the regional policy of the EU, the German regional policy addresses regions  with severe economic and social problems. GA distinguishes three types of backward regions: 

· A: the weakest East German regions;

· B: the other East German regions;

· C: backward areas and areas suffering from structural problems in West Germany.

· Goal:

Protecting the international competitiveness of the German economy by promoting key technologies and basics research;

Securing and creating income and employment by investment promotion and business development.

· Main instruments:
Grants for firms which will invest in modernization or in the expansion of their productive capacity, thus securing jobs or creating new  employment. SME receive preferential treatment. 

GA funds may also be used to subsidize consultancy, to finance training and research activities of enterprises and for credit guarantees.

· Apart from GA, there are specific programs addressing SME:

Some of them are labelled Joint Initiatives (Gemeinschaftsinitiativen) between the EU and the federal government. One of them is the ‘Initiative for the adaptation of SME in the European market’, which  supports the introduction of systems of quality and environmental management (Eco-Audit).

· Other special SME policies are carried out at the different levels. An explicit SME policy at the federal level was introduced in 1970 in order to create adequate framework conditions for SME and to alleviate market failures. In 1996 the federal budget for SME policies amounted to DM 3.5 billion.29 On top of that there are financial re-sources from the ERP fund (1995: DM 13.6 billion), which is administrated by the Federal Ministry of Economics and passed on via the Kreditanstalt für Wiederaufbau (KfW) and the Deutsche Ausgleichbank (DtA).

· The SME policies of the Länder emerged in the middle of the 1970s as a response to accelerating structural change.

Today, there are more than 100 support programs and instruments as well as more than 1,000 economic support organizations, which are public, private or PPP. 



2.3  Specific support programs and instruments

2.3.1 The support of start-ups

2.3.2 Investment promotion

2.3.3 
Venture and seed capital

2.3.4 
Environmental programs

2.3.5
Research cooperation, technology innovation and transfer

2.3.6
Export and foreign economic relation support

2.3.7
Training, consultancy, 

2.3.8
Labour market policy

3 The institutional framework for SME support

Whereas the last chapter focused on the different support policies and instruments, in this chapter I give a short description of  two important institutions which are working as intermediaries between government and entrepreneurs and their policies.

Germany has a highly differentiated system of organizations and institutions which support SME at different levels. Due to the increasing to SME in the last years, hundreds of support programs were introduced and more than 10000 organizations work in the field of economic support (for example: Training and research institutions, Technology centres and incubators, Banks with special focus on SME, Chambers of industry and commerce and of crafts, Economic promotion agencies etc.), mostly in a decentralized way. It is impossible to portray all existing organizations and institutions in such a short paper. 

3.1 Chambers of industry and commerce and of crafts

· 82 regional chambers of industry and commerce and 55 chambers of crafts

· Covering the entire territory of Germany

· public-law institutions administrated by the private sector. Membership is compulsory

· long tradition (since the second half of the last century) and early political incorporation => in charge of many public supervision tasks, especially in terms of registering companies, certifying vocational training and taking exams. They issue certificates of origin

· They offer their members:

· a range of courses in ongoing education (management, production, investment-, business and financial planning)

·  information and advice in ex-port, start-up, technology transfer and legal issues

· they organize events to stimulate enterprise cooperation and joint ventures, start-ups, and technology updating within the region and worldwide

· they are responsible for giving advice on guarantees (Bürgschaften) to the corresponding banks at the regional and federal levels

· they also advise the local and regional government on questions which concern their members and the local, regional, and federal economy

· they are also well informed of existing support instruments for SME and large enterprises.

3.2  Economic promotion agencies 

· There are economic promotion agencies at the local, regional and the Länder level

· In the past, economic support at the Land level was organized by the Ministries of Economics. At the local level, local administration is responsible for economic promotion, which traditionally meant, first and foremost, provision of real estate. The last decade has seen both the amplification of local activities and the creation of regional economic promotion agencies at the level in-between, founded by the different local authorities, private institutions and enterprises in the region. With the change of framework conditions the organizational forms of these institutions also changed. Reforms were necessary within the different units. They contributed to new organizational forms and responsibilities:

· In the 1980s local economic promotion was organized as a department within local administration. Subsequently, local governments have tried to adapt their organization and working methods to the changing circumstances. To be more flexible and transparent, a great deal of responsibilities of state Ministries of Economics was transferred to economic sup-port agencies. The same occurred at the local level. Here, the model of public-private partnership (PPP) gained importance. The advantage of this form of organization is a less bureaucratic and more efficient style with synergy effects due to the closer cooperation with the private

sector. There are different forms of PPP. Often organized as a limited liability company (GmbH), the public sector generally holds a majority, with the chambers or the private sector (banks, employers’ associations, estate and assurance companies, private enterprises) holding minority shares.

At the same time, the focus of most of the local promotion agencies extended from the provision of real estate and enterprise zones towards marketing of the location, SME and entrepreneurship support, business networking initiatives, and further activities.

· Instruments/activities of Economic promotion agencies at the Land level:

· Coordinating the support at the different levels

· Renovation and redevelopment of cities and old industrial infrastructure. 

· Encourage the construction of European and international cooperation networks of SME

· Organization of information dissemination towards the lower levels regarding support programs from the Land and the European Union 

· Locational marketing to attract investors and export promotion. The aim of regional support agencies is regional location consultancy and marketing

· Developing regional development concepts

· Starting to explore the possibilities of the creation, fostering and management of clusters

· Organization of  meetings of SME in the region and cooperation projects with large enterprises
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[www.efp-bonn.de/]

Europa-Server 
[http://europa.eu.int/index-de.htm]

ESPRIT home page 
[www.cordis.lu/esprit/]

EU-Japan Zentrum für industrielle Zusammenarbeit 
[www.gmd.de/EU_Japan/]

EUREKA 
[www.eureka.be/]

Generalsekretariat der Europäischen Kommission 
[www.europa.eu.int/comm/sg/]

Inforegio - Europäischer Fonds für regionale Entwicklung und Kohäsionsfonds 
[http://www.inforegio.cec.eu.int/dg16_de.htm]

Vertretung der Europäischen Kommission in Deutschland 
[www.eu-kommission.de]

· http://www.ifm.uni-mannheim.de/ (Forschung)

· http://www.iwkoeln.de/ (Forschung)

· http://www.ifm-bonn.org
Ex.: � HYPERLINK "http://www.mwmev.nrw.de/" \t "_blank" �Ministerium für Wirtschaft und Mittelstand, Energie und Verkehr �:





NRW Funding Programmes: Incentives for the Economy Programme





The Impulses for the Economy programme is a package of incentives for small and midsize businesses in six modules. Incentives are provided for business start-ups, setting up and growing your business, key investment, new technological developments, and entering foreign markets. The incentives include low-interest loans, release from liability, surety ship, and grants.


�1. Consultancy Module


Grants are available for consultancy services in the following areas:


Starting up a business 


New business growth 


Business administration and organization 


Technology 


Foreign trade





2. Funding for Start up and Growth module





Incentives are provided for business start-ups, taking over management of a business, consolidation of young companies, and growth and innovation in existing companies on the basis of loans, release from liability, surety ship and assumption of risk where  equity investment is involved.








3. Business Technology Programme module





Incentives are provided for technological innovation in small and midsize businesses through information and consultancy, staff transfer and project funding.





4. Use the NRW State Funding Programme to Present Your Company at Foreign Trade Fairs





Economic globalisation offers North Rhine-Westphalian companies new market opportunities, new impulses, new export and import markets. What counts is an active presence in international foreign markets. This isn't always easy for small and midsize businesses, however. Foreign languages and legal systems, organizational and financial difficulties are the biggest barriers.


The state government therefore supports NRW-based small and midsize companies in establishing a presence in foreign markets. Assistance in participating in foreign trade fairs is an important element.


The specific elements in the support package are: 


Foreign trade consulting service 


Delegation trips 


Foreign trade fairs (Joint company stands, Info Service Centres, Funding for small groups, Company pooling initiatives)


5. Regional Economic Development Module


Business set-ups and expansion, re-engineering and rationalization are subsidized by special funds. The objective is to strengthen the economy in structurally disadvantaged areas.
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