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1. Introduction: the need for action

Europe's 25 million SM Es are central to the EU's transition to a sustainable and digital economy, including 
its goal of being the first climate neutral continent by 20501

. They employ around 100 million people2, 
account for more than half of Europe's GDP and are part of every value chain in its economy. They 
represent a wide array of sectors, models and approaches, and contribute to the EU's economy and 
society in many different ways. Innovative SMEs bring solutions to global challenges, like climate change, 
resource efficiency and social cohesion. Others help spread this innovation throughout ecosystems and 
value chains, and play a key role In regional development. Without SMEs, Europe cannot achieve 
economic and technological sovereignty nor stay resilient to external shocks3

• 

But Europe's SMEs are still far from achieving their potential. 

With fewer financial and human resources than larger companies, many of them struggle to make the 
twin transition to sustalnablllty and dilftallsatlon; i.e. to adjust to new regulatory and legal requirements 
and. to make the necessary investments in resource efficiency or new technologies which may take 
considerable time to pay off. For example, while 54% of large companies are highly digitalised, only 17% 
of SMEs have successfully integrated digital technologies Into their businesses. 

Compared to larger companies, SMEs also suffer disproportionately from administrative and replatory 
burdens and market barriers. In particular, the absence of a full Single Market for services makes It harder 
for SMEs to export and grow within the EU. One of the obstacles is the paperwork related to the posting 
of workers in another Member State. Furthermore, limited knowledge on Free Trade Agreements slows 
down SMEs' expansion to third country markets. 

Raisins the necessary flnancins for investments in the transition, for start-ups or for expanding businesses 
is another major challenge. These investments are perceived as riskier than comparable ones by large 
companies, and the risk appetite of the European financial sector and by investors is relatively low. 
Compared to American SMEs, European SMEs are still largely reliant on the banking sector for debt 
finance. EU risk capital funds tend to have (on average) only half the size of American funds. Late payments 
by buyers Is also an issue, accounting for one in four bankruptcies in the Ell'. 

Over the last decade, the EU has worked hard to address these challenges, notably throu1h the 2008 Small 
Business Act, its fla15hip programme Competitiveness for Small and Medium Enterprises (COSME), some 

1 "A Union that strives for more: My agenda for Europe" Political Guidelines for the next European Commission 
2019 - 2024 https://ec.europa.eukommisslon/sites/beta-political/flles/oolltical-guldellnes-next-
commission en.pdf 
2 SMEs represent 99.8% of all companies in the non-financial business sector, 54.5% of Europe's GDP, and two­
thirds of jobs, 2019 SME Performance Review 
3 Political Guidelines as above. 
4 See European Parliament resolution on the Late Payment Directive from January 2019: 
http://www.europart.europa.eu/doceo/document/TA-8-2019-0042 EN.htmnredl·rect 
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