
  

2018, Vol. 6, No. 1 DOI: 10.15678/EBER.2018.060106 

In Quest of SME-Conducive Policy Formulation* 

J. Hanns Pichler 

A B S T R A C T 

Objective: The article focuses on the role of SMEs in the national, regional and global 

environment. The main objective of the article is to present the economic and social im-

portance of SMEs in the context of policy formulation for their support and development. 

Research Design & Methods: The article reviews the theoretical and empirical litera-

ture on SMEs and their role in business environment. Then the paper develops a set of 

questions and propositions to guide future research and policy. 

Findings: The article describes a significant role of SMEs for job creation and economic dy-

namics. Over the economic considerations, relevance of SMEs is to be viewed also from 

a more broadly based socio – economic perspective; that is, SMEs being seen as a driving 

force of structural change on the one hand, and as stabilising factor for safeguarding a given 

economic setting with its institutional framework in the dynamics of change on the other. 

Implications & Recommendations: The complexity and dynamics of market processes 

determine the diversification of SME policy. Identifying contemporary challenges faced 

by SMEs are ‘building stones’ for specific policy formulation in the future. 

Contribution & Value Added: The study highlights the need to deepen the under-

standing of the current role of SMEs for the labour market and welfare. What is 

more, the SMEs policy should be articulated more offensively as a key component 

of the economic policy in general. 
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‘Why are SMEs so important … Because high employment growth in 

SMEs in the last decades has prevented unemployment rising … in the 

European Economic Area’. 

The European Observatory for SMEs 

 

INTRODUCTION 

The topic itself raises an ever challenging question: that is, about the role and significance, 

if not to say the ‘survival’ of small and medium-sized enterprises (SMEs) and related 

structures within an environment of forces which – particularly in the sphere of indus-

try – at first sight tend to favour the ‘big’ rather than the ‘small’. This at the same 

time points at the underlying aspects and challenges of broader socio-economic 

and structural dimensions with a concomitant need for the appropriate formulation 

of more differentiated and specifically designed business policies in general. 

Such challenges and related problems today are to be seen from an inseparably inter-

twined and multipronged point of view: 

− From a more and more international view, not the least as a strategic ingredient of devel-

opment to be the recognised perception of the role and exposure of SMEs in their sector-

related structural significance nationally, regionally and nowadays, in fact, globally. 

− Then, from a closer to the skin view of developments related to on-going restruc-

turing in our European and – when speaking of SMEs – in many ways regionally 

unique business environment. 

− Finally, under overriding socio-economic and systems-related aspects of a more com-

prehensive SME-specific policy formulation. 

Global Environment 

Globally, the evidence of new and growing recognition of the role of SMEs is witnessed by 

quite profound reorientation in development policy over the last decades with a distinct 

change in strategies toward fostering sector-related diversification for more balanced 

long-term growth and economic welfare under generally sustainable conditions. 

When speaking of strategies, there is today an ever-growing awareness worldwide of 

the role of SMEs both as a factor of sustaining economic stability and simply as an indispen-

sable catalyst for fostering economic dynamics and welfare. The experience and recognition 

thereof has triggered more broadly based rethinking and change in the outlook, quite in con-

trast still to post-war decades, when sustained economic buoyancy, business dynamics and 

growth to a large extent tended to blur the need for any more subtle structural considera-

tions. Yet, the underlying economic realities and the very characteristics of any SME struc-

tured business environment, finally were not to be indefinitely neglected with impunity. 

Altogether – and not the least from the European angle – this has largely disproved 

more orthodox and seemingly ill-conceived notions of any inherent superiority of the ‘big’ 

versus the ‘small’, thus recognising the specific role of SMEs in the context of a more subtle 

and diversified approach towards ‘structural development’. 
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Specifics of the European Environment 

Narrowing our focus geographically and taking a closer look, e.g., at the specificity of the 

European business environment, a unique, richly structured and indeed highly diversified 

SME ‘landscape’ emerges. A landscape with manifold facets as vividly illustrated again and 

again by the ‘European Observatory for SMEs’. Thus, it is shown that SMEs (defined as up to 

250 employees) within the ‘European Space’ in a broader sense number somewhere close 

to 20 million units, as against only about 40.000, or just 0.2% of larger firms (with more than 

250 employees); this makes up an average of some 50 (non-primary) business establish-

ments per 1000 inhabitants! Furthermore, these millions of smaller – in a considerable part 

craft-dominated micro-enterprises – over the past years have continuously tended to out-

perform larger enterprises in terms of job creation. This at the same time demonstrates that 

without such relatively high employment growth and intensity on the part of SMEs, the Eu-

ropean unemployment syndrome would have been even more pronounced! 

While illustrating thereby the economic and social importance of SMEs in the European 

context, this further implies – as stated in the ‘Observatory’ mentioned – that over the years 

an estimated 1.5 million Europeans annually decide to start a business of their own; and this 

way, over half a decade or so, the number of (mostly small to very small) enterprises has 

increased by about 9%, while the EU population has grown by only about 2%. 

In the country-specific terms, it is quite typical too when, e.g., in Austria – and sim-

ilarly in Germany, in Switzerland and elsewhere – nearly 99% of all non-agricultural busi-

ness establishments have less than one hundred employees; and of those again close to 

90% have less than 10, and less than 2% 100 or above. Moreover, in terms of sustaining 

employment, the SME sector on the whole – due to its flexibility and adaptability, in the 

period of profound industrial restructuring, was by and large able to absorb, and thereby 

compensate for, on-going layoffs in the larger public sector-dominated industries to the 

tune of some 80.000 employees (or nearly 3% of Austria’s total workforce). 

While recognising such proven strength not only structurally but also as providing 

a certain measure of resilience against business cycle volatilities, one might take note of 

the fact that it is exactly in the sphere of SMEs as well where – due to their more imme-

diate socio-economic exposure – conflicts of interest (not free at times from certain par-

tisanship) do arise and are being fought out; conflicts implying both positive and nega-

tive repercussions as to the sector-related policy formulation with concomitant institu-

tional implications. Frequently, this indeed resembles the arena where in essentially 

market-based systems ‘the very action’ is; where policy challenges and demands are 

being articulated in ever so numerous nuances and facets. 

The sheer existence and sustained survival of SME structures with their complex-

ities as mirroring the reality of economic life itself, visibly contradicts erstwhile widely 

spread ‘prophecies’ of the ultimate demise of small businesses as a predicament un-

der both ‘classical’ and, of course, Marxist doctrines. Historical evidence and today’s 

systemic transformation processes in formerly Soviet-dominated Central and Eastern 

Europe clearly point to the opposite; the very essence of the restructuring going on 

there more than ever calls for speedy creation or revival of sound and diversified SME 

structures as simply an indispensable ingredient for any sustained recovery as one of 

the strategically most challenging issues. 
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All too easy at times, as it seems, the inherent wealth and diversity of typically SME 

structured business scenarios are merely taken for granted; this perhaps too, because we 

are somehow used to the fact that SMEs have always been or simply ought to be there 

anyway. Yet, for any more conscious policy considerations this, in fact, is not so self-evi-

dent; it rather does call for continued awareness to assure that underlying resilience and 

adjustment capabilities are constantly safeguarded. 

Such adjustment capabilities to changing business conditions and, at times, volatile 

cyclical movements, quite typically are characterised also by structural permeability both 

upwards and downwards: that is to say, by way of adjusting – and in today’s scenario the 

more relevant – to forces of regional (or even global) integration with implicit restructuring 

of business sizes. Such restructuring, by its very nature, is not to be interpreted one-sidedly 

as simply a tendency towards ‘concentration’ only; rather, and more objectively so, it is 

equally to be seen as a process of opening up opportunities also ‘downstream’ in terms of 

structural deepening as markets and, in particular, the size of markets change. 

The insights of modern industrial economics give credence to such complexities in the 

course of structural adjustment with, in part, new evidence as to criteria of ‘optimal’ business 

sizes being induced, e.g., by technological developments. Thereby, placing emphasis not so 

much on economies of ‘scale’; but rather more on elements such as SME-specific diversifica-

tion or differentiation rendering classical returns to ‘scale’ no longer so valid an argument as 

against economies of ‘scope’. More pointedly still, it implies conscious recognition of such 

complexities as, e.g., regional specifics and market differentiation, locational spread, including 

relative density of businesses relating to given demand and supply patterns, with implications 

again for product/market orientation and diversification of size structures as relevant for both 

forward and backward linkages of respective business activities. 

Any SME policy addressing such complexities finally has to do with what one might 

subsume under contributing to ‘quality of life’ and to conditions of welfare in 

a broader sense. Endowment with diversified business structures and, thereby, with 

enhanced economic opportunities, productive capacities and increased potential for 

catering to differentiated, individualised patterns of demand finally needs to be 

judged with a view to such qualitative aspects (a study to this effect conducted in 

Austria, for example, depicts regional differences in relative SME density between 40 

and 80 per 1000 inhabitants as clearly correlating with respectively higher or lower 

levels of economic welfare, incomes and purchasing power.) 

Socio-Economic Dimension of the Environment 

Over and above mere economic considerations, relevance of SMEs, finally, is to be 

viewed also from a more broadly based socio-economic point of view; that is, SMEs 

being seen as a driving force of structural change on the one hand, and as a stabilising 

factor for safeguarding a given economic setting with its institutional framework in 

the dynamics of change on the other hand. 

For any freedom- and as such market-oriented socio-economic order as a form of life, 

this unequivocally implies commitment to entrepreneurial initiative, to guarantee both 

free and autonomous pursuit of business opportunities; furthermore, it implies commit-

ment to market criteria of performance with quite a legitimate claim for an adequate re-

turn under due consideration of social (including environmental) responsibility in the con-

duct of business as such. It also means that any such policy inescapably becomes part and 
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parcel of shaping socio-economic conditions as a conducive framework wherein SMEs, 

with their diversified structures and patterns of performance, can thrive as indispensable 

for guaranteeing and sustaining welfare conditions for society as a whole – constituting 

undoubtedly a policy challenge at any time anywhere. 

Such a policy ought not to shy away from the very ‘nitty gritty’, either: such as, e.g., 

avoiding to burden SMEs in a discriminatory manner with unremunerated administrative 

tasks by public authorities. A study to that effect in Germany demonstrates that the rela-

tive impact in terms of cost and manpower to be allocated proves up to 22 times (!) and, 

thus, quite disproportionately higher for SMEs as compared to larger enterprises. In 

a somewhat more sarcastic vain, but pointing essentially in the same direction, the US 

Small Business Administration some time back undertook to illustrate that roughly 10 mil-

lion businesses under its constituency got inundated yearly by well over 300 million forms 

with up to one billion pages containing more than 7 billion questions; altogether entailing 

unremunerated costs averaging some 3000 USD.- or more per firm. Gracefully perhaps, 

a similar EU related assessment has not, as yet, been carried out! 

If on the other hand – as it is often quite ‘liberally’ claimed – it is to be recognised that 

SMEs indeed represent the mainstay or very ‘trade mark’ of any market oriented econ-

omy; and if it is true further, as variously being claimed, that – due simply to the existence 

of more diversified SME structures – economies over and over again were able to prove 

their adaptive capabilities for both overcoming even severe policy mistakes and at the 

same time taking on new challenges, then it would be only consequential for any related 

policy to attain a certain measure of ‘natural’ legitimacy of its own. 

CONCLUSIONS 

Upon closer scrutiny of such pronouncements and arguments though, one might be 

left wondering whether this kind of demands and recommendations do not remain 

pretty much on the surface and, thus, tend to fall way short of recognising more pro-

found issues involved; whether not – if argued from a systems-related point of view – 

indeed more deeply probing questions as to the really crucial ‘building stones’ of any 

SME-specific policy were to be addressed, as e.g.: 

− Questioning, with a view not the least to prevailing structures, whether ‘classically’ de-

fined strategies of blatant ‘marketeering’ indeed make for adequate and sensitive 

enough a policy taking proper cognisance of underlying diversities and complexities? 

− Questioning further whether sheer prevalence of SME diversification with related institu-

tional structures not might rather call for an equally differentiated policy; a policy which – 

within an essentially market based framework – just as well allows for appropriate multi-

plicity of cooperative (corporatist) or in various ways subsidiary forms of business organisa-

tion and relationships as a kind of ‘natural’ ingredient, if not enrichment of any economic 

system pointing beyond simple supply and demand mechanisms at the very micro level? 

− Considering lastly, and without wanting to seem ‘heretical’, whether not – and possibly 

quite legitimately so – to foster and thereby acknowledge intermediate forms of busi-

ness associations at the meso level as a simply inescapable feature of institutionalisa-

tion for any sound SME policy recognising, in principle: 
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o for one, that competition as a coordinating ‘mechanism’ via markets constitutes 

only one – but not the only one – criterion or instrument governing business 

conduct and, depending on given sectoral or structural conditions, not neces-

sarily is to take centre stage; or putting it more bluntly: that the acceptance of 

an essentially competitive, market-oriented economic order for SMEs equally re-

quires an appropriate framework of institutions going along with, 

o furthermore, that the cognisance of such specifics with implicit forms of institu-

tionalisation may prove more conducive to SME-related business conduct than any 

undifferentiated plea for cut-throat competition at micro level, by emphasising 

and bringing to bear economies of ‘scope’ rather than of ‘scale’; or in short: con-

sidering SMEs not merely as ‘beautiful’, but also as being ‘efficient’ in a more com-

prehensive sector-specific understanding, 

o and finally, that necessary autonomy of SMEs within a spectre of larger entities is to 

be constantly safeguarded, not the least by way of sector-related forms of institu-

tionalization in duly recognising role and relevance of the SME sector as a whole from 

an overriding socio-economic perspective. 

Any self-conscious, as such not to be confused with self-righteous, SME policy con-

ceived under such auspices clearly needs – in view of legitimate claims and issues involved 

– to be articulated more aggressively still, as quite an essential element within the realm 

of any really effective policy formulation wherever. 
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