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Abstract

SMEs make up over 99% of European Unf{&i))businesseqdefined on the <250 employment criterion only,

as used in Eurostat Structural Business Statistiaad are therefore the central partof the EU27 economy.

This reportmainly evaluates theireconomic performancén 2022 and 2023,and forecasts theiroutlook for

2024 focusing mainly on three key variables: Value added expressed in both current and constant prices, Em-
ployment and Number of firms

In 2023, real-terms value added declined by 1.6%. Regarding 2024, a furtdecreaseof 1.0% is expected.
Employment increased in 2023 by 1.8%, and for 2024, the growth is predid¢tedlow down a bit, reaching
0.8%. Over the broader period of the last five yeansglue addedin real termsincreased by 9.5% and employ-
ment grew by 5.9% Within the overall SME populatiomicro-SMEgerformed better than small and medium

sized SMEs in both categories, value added and employment in 2023. A similar pattern is expected for the
following year as well.

The reportalso analyses SMEs’ performance through a granular breakdown of the distribution of ER¥ SMEs
across thel4 industrial ecosystems. The contribution of SMEs and large enterprises to the change in value
added and employment across these ecosystems varies greétlgome ecosystems like ‘digital’, ‘tourism’,
‘energy-renewables’ and ‘cultural and creative industries’ SMEgrowthin 2023 was significant while their per-
formance in ‘textiles’ and ‘electronics’ is poor. The indepth exploration across ER7 Member Stategeveals
spatial patterns amongheighbouring countries exhibiting similar performance.

The future SME performance may be influenced by the implementation of the Open Strategic Autonomy (OSA)
paradigm, which seeks to reduce EU’s dependencies with non-EU countries in strategic value chains, while re-
maining open and active in the globalised emony. The analysis shows that SMEs are already significantly
active within specific value chains considered strategic under the OSA frameworkributing essential inno-
vation and dynamism, developing and delivering spestalisolutions, and providing acial support services

The OSA paradigm entails risks for SMEs, but can also represent an opportunity for SMEs to improve their
competitiveness and overall economic performandee Teport therefore,contributes to ongoing policy discus-
sionshby identifying key policy initiatives needed to facilitate the successful integration of SMEs into the OSA
framework.



Executive Summary

European Small and MediuBnterprise{SMEshave gone through significant challenges over the past years.
Following an unprecedentepandemic and the global suppbhaindisruptions during the pospandemic era,
Russia’s war of aggression against Ukraine and surging energy costs led to historically high inflation and put in
jeopardy the economic recovery of EU SM&dditionally, thenew European Industrial Strategipcused on the
twin transition toa green and digital economwnd the Open Strategidutonomy @radigm(OSApose signifi-
cant challenges and opportunities to SMEs that deserve specific atten®&Ais a conceptthat has recently
gained prominence i&U policy discussiongrimarily aimed at ensuring that the EU can pursue its own interests
and values independently while remaining open to global cooperation and interdependersce.riésponse to
increasing global unceainties and dependencies, seeking a balance betweenmiince and international
collaborationSMEs mayenormousy benefit from being part of this new paradigrfor EU policiesbutit also
presents challenges

This challenging economic context continueptd the brakeson EUSMESpotential. In 2023, persistent infla-
tionary pressures jeoparsied the economic robustness of the 25.8 million SMEs in theZZ{Table 1. While
some SMESs are able to pass price @ases onto consumers, many SMEs who are not able to do so saw their
real value added declinevhich led to an overalteal termsdeclinein SME value addeadf -1.6% due to inflation
rates.

Table 1: Economic structure of enterprises per size class, in EU-27 for 2023

Number of enterprises Number of persons employed Value added

Micro 24,209,297 93.6% 40,803,310 30.0% 1,799 19.8%

Small 1,387,888 5.4% 26,770,763 19.7% 1,527 16.8%
Mediumsized 210,551 0.8% 21,156,339 15.5% 1,512 16.6%
SMEs 25,807,736 99.8% 88,730,412 65.2% 4,839 53.1%
Large 43,420 0.2% 47,355,823 34.8% 4,265 46.9%

Total 25,851,156 100.0% 136,086,235 100.0% 9,104 100.0%

Source: Calculations by the JRC, based on Eurostat’s Structural Business Statistics, Short-Term Business Statistics and Na-
tional Accounts Database

Although inflation fell to more moderate levels during late 2023 and in 2024tétnainsabove theEuropean
Central BankECBs 2% target and continues to weigh on SMEs’ economic performance. This implies thaeven
in 2024 SMEs’ inflation-adjusted value a@ded will drop by a further1.0%. A positive aspect is that in 2024 the
inflation in the EU is expected to fall furthethough remaining abee 2%.

SME employment increased by 1.8% in 2023, following its already significant growth in 2022, when the increase
of persons employed reached 2.9%. According to the forecasts, 2024wiinother growth year, witla 0.8%
increase in employment, signalling three years of consecutive employment growth. Hovagtiee, same time
many SMEs have experiencadsharp rise in skill shortages. The SAFE sul(@yvey on the Access to Finance

of Enterprise¥indicates the lack ofavailability of skilled staff or experienced managers” as the most signifi-

cant problem SMEfaced in 2023.

A longerterm analysis also highlights some challenges for SME productivity. While in absolute terms, SME
productivity has remained largely stablever the past years ands slightly higher in 2024than it was in 2019

their productivity growth has consistently lagged behind that of large enterprig@2008, SMEs were about

68% as productive as large enterprisdsyt in 2024 this figure had fallen 6 60%. This represents a significant
missed potential, and reversing this trend could lead to substantial productivity gains for the EU economy as a
whole.



Regardless othe challenges, certain segments of the EU SME population have successfully overbese t
tough conditions. Firstly, the group aficro-SMEswith less than 10 employees have outperformed all other
SME size classes. In particular, their employment performance was impresstiiea growth of 2.3% in 2023,
outpacing all other sizeclasses,cluding large enterprisedlicro enterprises showethe most resilientperfor-
mance of allsize clasgs regarding real value addedVhile their inflationadjusted value still declingdwith a
declineof only -0.4%, their decline was less pronounceéldan all other size classes.

Despite the fact thatthe size classes of “small” and “medium-sized” businesseqi.e. enterprises between 10
249 employeeshre forecasted to performess wellthan large enterprises, the aggregated ‘all SMEs’ category
will grow faster than large enterprisg thanksto the contribution of micro firmswhich are predicted to grow
by 1.4% in terms of employment and by 1.1% in terms of number of enterprisékhoudn there was the
contribution of a “technical” factor, i.e. the so-called sizeband effect (meaning that in times when many com-
panies shrinkthe ranks of micro firms are bolstered as previously smaized firms are reclassified as micro
firms), the datasuggests that micro firms have proven their resilience in the face of current challenges.

SMEs are alsproving to beesngines behind the EU’s industrial ecosystems. In 2023, SME employment expanded
in all 14 industrial ecosystems, and inllout of 14 their employment growth was higher than that of large
enterprises. The highest growth rates are visible in the ‘tourism’ and ‘digital’ ecosystems (4.5% and 3.8%, re-
spectively). For 2024, SMEs aegpected to outperform large enterprises in 11 out of 14 ecosyste both in
terms of employment and value added.

Even amid the current challenging environment, SME growth invakleaddedremains possible, as evidenced
by sevenMember States Malta, Spain GreecePortuga) Belgium Denmark andCyprus which achéved actual
growth in 2023, withtwo of them surpassing 4%Malta (6.8%), andSpain(4.9%). Concerning 2028MEs in

sixMember StategMalta, Greecelreland Denmark CyprusBelgium are expected to achieve redaérms value
added growth

Anotherpositive aspect of SME performance is the fact thahen looking at the period 2022023, SMEs have
grown on all indicators, includingeal value added, whichvas 4.5% higher by the end of 2023 than in 2021.
SMEemploymenthas fully recovered from the pademicand continues at a stable growth pace. Similarly, the
number of enterprisehias grown by a total of 5.4% compared to 2021. On all these indicators, SMEs have also
outperformed large enterprises, showing once again that the paoshdemic recovery haseen driven by SMEs
particulaty micro enterprisesOver the broader period of the last five yeanSigurel clearly shows that firms

of all sizes experienced growtim both real value added and employment. The most significant increase was
once again seen in micro firms, showing their essential role in driving economic growth.

Figure 1: Evolution of real value added (left) and employment (right) per size class

120 112

110

-
—
[

108

2019

-
—
o

106
104

[
=)
o

102

loyment, Index

[
(=]
(=)

100

o
w
Em

Real Value Added, Index 2019 = 100

®

] O " L ] > 9 Q Ny 9% i i
N S ) % v v S b L % v Vv
P P 0 P P 0 03 P P P P P
micro small —@—medium —e—large micro small —e—medium —e—large

Source: Calculations by the JRC based on the European Commission’s Winter 2024 Economic Forecast, Eurostat’s Structural
Business Statistics, Short -Term Business Statistics and National Accounts Database



Looking ahead, strategic dependencies and vulnerabilities have been identified in several industrial ecosystems.
These challenges originate from dependency on imported inputs, lack of domestic production, and low innova-
tion autonomy and digital svereignty Key areas of concern include semiconductors and microelectronics, tel-
ecommunication and digital infrastructure and technologies, renewable energy technologies, pharmaceutical
ingredients, drones and robotics for both civil and military appliicas, technical textiles, fertilisers and high
protein crops, and new technologies for clean and sustainable mobility.

Anin-depth analysis othe ecosystemsavhere such vulnerabilities have bedtentified revealedthat SMEs are
pervasive in #d value chains analysedven if they araisuallynot directlyinvolved in core value addehanu-
facturing activities they dominate in niche markets and ancillary servicashich are essential for the smooth
functioning of the marketMost importantly SMEsre involved iressentialresearch and developmeiaictivities

andin developing critical innovation in all value chains analys&tley alsglay an important role irsome new

and emerging markets, such dke recovery ofritical raw materials fromwaste, or the developmenof carbon
capture technologies, cybersecurity, edge computing, or very specialised solutions that compete with more con-
solidated ones (e.g. multiloud platforms and biofertilisers).

The EU its Member Statesnd most nonEUcounties haverecentlyimplementedvariouspoliciesto achieve
strategic autonomy goals. These measures span from trade initiatives to traditimaistrialpolicy instruments

such asdirect subsidiesand loansto bolster production in strategic sectafdotably, existing OSA policies have
placed limited emphasis on supporting SMBsweverijt is clear that SMEs are essential drivers of economic
recoveryand competitiveness and they can contribute to the succaad longterm sustainability of OSA initi-
atives. Policymakers need to recogeiSMESs as catalysts for the change that Eurapeedsto meet the objec-

tives set out by the OSA paradigm. Turning SMEs from followers into leaders of radical change necessitates
embedding SME policy at the heart of EU policymaking.

Overall,movingfrom an SMEfriendly to an SMEocused approacllemands a firmcommitmentfrom all the
stakeholdersto preserve the European way of life and be fit, atated by Mario Draghi in his smeh on the
future of European competitivenesfor today’s and tomorrow’s world.



1 Introduction

This report forms part of the SME performance review (SRRjch consists otwo parts: anAnnual report on
European SMEs and SME country fact shegliscalculations which led to the dataresentedon both parts are
describedn detail in the relevant technical repagrpublished on the SPR webslte

SMEs play a key role in the EU economy,sttthe second chapter of this report provides a snapshot of the
contribution of SMEs to the ER7 economy, with the data presented referring to the year 2023. A brief de-
scription of the evolution of new business registrations and bankruptcies is alsodadlu

The third chapter focuses on the performance of EU SMEs over the past years. It presents information on the
economic environment faced by EX¥ SMEs over the last few years and the performance of SMEs during that
period, regarding the key economic indtors, such as number of enterprises, employment and value added
expressed in both current and real prices.

The fourth chapter presents a projection of the performance of EUSMESs in 2024 focusing again on the
indicators cited above.

The fifth chapteroffers an overview of thestudyresultson SMEs an@SA andpresents a list of policy actions
proposed to maxinse the opportunities that OSA can offer to SMEs

Finally,ten annexes provide detailed information on a range of topics discussed in the madly bf this report
like a profound analysis of NFBS industries, an overview across industries of different knowledge and technol-
ogy intensity and the exploration of certain SMP countries’ performance.

1 All relevant publications can be found dtttps://ec.europa.eu/growth/smes/siatrategy/performancereview en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

2 The role of SMEs in the EU

In 2023, SMEs played a atial role in the BropeanUnion's (EU) economy, accounting for 99.8% of all enter-
prises in the norfinancial business sector. Witb.8 million SMEs employing 88.7 million people, they contrib-
uted significantly to the Et27 employment and value added. Micro enterprises were the most prevalent, ac-
counting for94% of SME in 2023. The strong presence of micfioms was observed across allE27 Member
Statesand all 14 ecosystemsWhile newSMEbusiness registrations increased by 2.6% in 2023, the number
of SMEbankruptcies also rosby 13% which isin line with thechallengingsituation of SMEs in the EU

2.1 Snapshot of the importance of SMEsn the EU economy

According to the official BropeanCommission (ECJefinitior?, SMEs are enterprisébat have fewer than 250
employeesand either an annual turnovef up to EUR 50 millioror a balance sheet totabf up to EUR 43
million. The analysis in this report is based only on the employnegitéria, since this is the definition used by

the Structural Business Statistics (SBS) database maintained by Eurostat, the main data source for the report.
Within the SME populmn, micro-SMEsare enterprises which employ fewer than 10 staff, while small SMEs
employ 10 to 49 staff, and mediurrsized SMEs employ between 50 and 249 staff (s€able6 in Annexi for
details).

SMEs & avibrant component othe EU societyand deeply embedded in local communitjess visualisedin
Map 1. Across the B-27, for every 1000 inhabitants there are 57 SMEs. The Member State (MS) with the
highest ratiois CZ (102 SMEs per,d00 inhabitants).On the other handthe lowest proportion is in DE (31 SMEs
per 1,000 inhabitants).

In 20232, about25.8 million SMEs were active in the E2F, accounting for 99.8% of all enterprises in the non
financial business sectoNFBS) Kigure2)*®. These SMEs employe®.8 million peopleaccounting for just
under twethirds of the EU27 NFBS employment, and slightly more than half of the-EUNFBS value added

2 CommissiorRecommendation of 6 May 2003 concerning the definitiohnaicro, small, and mediunrsized enterprises (2003/361/EC),
Official Journal of the European Union, L 124/36, 20 May 2003.

3 The 2023 data are based on estimates derived from economic data available in December 2023.

4 The nonfinancial business sector ihades all sectors of the economy except the following: ‘agriculture, forestry, and fishing’ (NACE section
A), ‘financial and insurance activities’ (NACE section K), ‘public administration and defence; compulsory social security’ (NACE section O),
‘education’ (NACE section P), ‘human health and social work activities’ (NACE section Q), ‘arts, entertainment and recreation’ (NACE section
R), ‘other service activities’ (NACE section S), ‘activities of households as employers; undifferentiated goods-and servicesproducing activities
of households for own use’ (NACE section T) and ‘activities of extraterritorial organisations and bodies’ (NACE section U). NACE is the
Eurostat statistical classification of economic activities in the European Union.

5 Information onthe number of SMEs, their value added and their employment in various countries outside the EU is providbtir8s.



Map 1: Number of SMEs per Member State on per capita basis in 2023
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The vast majority of SMEs in 2023 wergicro SME . i
(Figure3), accouning for 37% of SME value added Figure 2 Share of EU-27 SMES by number of
and 46% of SME employment in the NFBS in 20: erjtgrprlses, emp!oyment, and value added

In terms of employment, micro enterprises a¢ Within the NFBS in 2023

countedfor a greater share of total SME employmer 99.8%

than small SMEs (46 and 30%espectively), and

small SMEs accounted for more employment thi

mediumsized SMEs (24%). The three SME size ¢ 65.2%

ses generated about the same proportion of SN
value added in the EA27 NFBS in 2023, with the
share of value added generated bynicroSMEs
(37%) being only slightly larger than the share gel
erated by small and mediursized SMEs (32% an
31% respectively).

531%

Number of enterprises Employment Value added

Source: Calculations by the JRC based on Eurostat’s Struc-
tural Business Statistics, Short -Term Business Statistics
and National Accounts Database

Box 1: SME population in the EU-27 and data provided by Eurostat
Traditionally, the annual report on European SMEs focuses on thdinancial business sector (NFBS), which
includes all sectors of the economy except the following: ‘agriculture, forestry, and fishing’ (NACE section A),
‘financial and insurance activities’ (NACE section K), ‘public administration and defence; compulsory social
security’ (NACE section 0), ‘education’ (NACE section P), ‘human health and social work activities’ (NACE sec-
tion Q), ‘arts, entertainment and recreation’ (NACE section R), ‘other service activities’ (NACE section S), ‘ac-
tivities of households as employers; undifferentiated goealsd servicesproducing activities of households
for own use’ (NACE section T), and ‘activities of extraterritorial organisations and bodies’ (NACE section U).
NACE is the Eurostat statistical classification of economic activities in the European Union.

For many years, the statistical authority of thEU Eurostat, provided Structural Business Statistics data
exclusively for the NFBS, narrowing the populatiminenterprises captured by the data. Since November
2023, Eurostat has expanded the diversity of available NACE codes beyond the limitation of the NFBS, and
now includes the entire NACE section K and its level 2 activities (K64, K65, and K66), NAGERactibits
unique code P85, NACE section Q with all three relevant level 2 activities (Q86, Q87, and Q88) and NACE
section R and codes R90, R91, R92, and R93 respectively. Regarding NACE section S, only the segment refer-
ring to activities S95 and S96 habecome availablelncluding these additional NACE sections, Eurostat
counts a total of nearly 31 million SMEs in 2021. Howevien; all these recently included NACE sections,

data is only available for 2021, agarlieryears have not been updated. Furtheone, some NACE sections
like A, O, T and U are still not available.
The current report analyses nowcasted and forecasted figures for 2022, 2023, and 2024, the calculation of
which is based on several factors, including the actual values of previous yearartunately, the absence
of relevant data, including from National Statistics Organisations, means our model coulyetdie ex-
panded to include the new NACE sections. In conclusion, the current (2021) SME population provided by
Eurostat is not comparale to the population referring to previous yeats.the future analysis, oncese have
adequate data to backcast the figures for the period 20@®20, we willprovideour aggregates accordingly.




Figure 3: Share of different EU -27 SME size classes in the number of enterprises in the NFBS and
of NFBS employment and value added in 2023

211 (08%) 15122(313%) 21.2(239%)
1,388 (54%) 15271 (316%) 268 (30.2%)
24,209 (93 8%) 17994 (37 2%) 408 (459%)
Enterprises (thousands) Value Added (EUR billion) Employees (million)

Micro SMEs © Small SMEs Medium-sized SMEs

Source: Calculations by the JRC based on Eurostat’s Structural Business Statistics, Short-Term Business Statistics and N a-
tional Accounts Database

Additional information about the predominant share oficro SMEsand the different proportions of SMES in
terms of value added and employment among the 2@ Member StatesNIS9, is available inMap 15(Annex
3).

Map 2 illustrates the “productivity” of SMEs in terms of value addedcreatedper person employed. Northern
and CentraMSs outperform EasterrMSs, while southerrMSs like IT and E$50 and 46 thousand EURespec-
tively) are close tothe EU27 averageof 55 thousand EUR per person employétie highest value adakper
employment isobservedin IE (2Ok EUR), almost six tingebigger than the lowst value that belongs to BG
(22k EUR).



Map 2: SMEs Value added per person employed for 2023 in the NFBS of Member States in 2023

Source: Calculations by the JRC based on Eurostat’s Structural Business Statistics, Short-Term Business Statistics and Na-
tional Accounts Database
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