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Summary

The Small Business Act for Europe (2008) is not an act, per se, as understood in the United States. It is a European Commission initiative, endorsed by the Council of the European Union, that provides 10 "guiding principles" to promote the growth of small- and medium-sized enterprises (SMEs) in Europe (e.g., "Create an environment in which entrepreneurs and family businesses can thrive and entrepreneurship is rewarded," "Design rules according to the 'Think Small First' principle," and "Facilitate SMEs' access to finance and develop a legal and business environment supportive to timely payments in commercial transactions.")

The European Commission was very aware of the United States' Small Business Act, the various programs offered by the U.S. Small Business Administration (SBA), and the SBA's definitions used to determine small business eligibility for assistance as it crafted its Small Business Act for Europe and designed its small business programs and size standard. It also examined small business policy in other nations, including Japan and China. In some instances, the European Commission enacted policies that are relatively similar to those found in the United States (e.g., both have programs designed to reduce small business regulatory burdens and enhance their access to capital). In others, the European Commission went in a different direction (e.g., size standards).

The Small Business Act for Europe was the product of the political and economic context in which it was created. For example, both the Small Business Act for Europe and the U.S. Small Business Act (1953) indicate that their primary purposes are to assist small businesses in fostering competitive markets (e.g., by preventing large businesses from forming market oligopolies and monopolies) and to address market failures (e.g., the difficulties faced by small businesses in accessing capital). However, the Small Business Act for Europe and the European Commission's subsequent implementing policies and programs were crafted during one of Europe's most severe economic recessions in modern times. This may help to explain why the Small Business Act for Europe (1) is much more explicit in its language concerning the need to focus on supporting SMEs as a means to create jobs than the U.S. Small Business Act; (2) has a greater focus on assisting small businesses engaged in specific industries deemed essential to Europe's economic recovery and its competitive position in the world, such as international trade, tourism, and technology-related industries, including space exploration and satellite-based telecommunications and global environmental monitoring; and (3) has a greater focus on assisting small businesses offering products and services related to combating climate change, a relatively new issue not on the American political agenda during the 1950s.

This report opens with a discussion of the European Commission's decision to use a size standard that is very different than the size standard used in the United States. It then examines the Small Business Act for Europe's various provisions and the major programs the European Commission has implemented to achieve the act's objectives. Next, it compares and contrasts the European and American approaches to assisting SMEs. This report provides information and analysis useful to Congress as it crafts small business policy for the United States.

Given their differing political and economic circumstances, what works well for Europe may not work as well in the United States, and vice versa. Nevertheless, as the Europeans have demonstrated, examining what other developed countries are doing to assist smaller enterprises can be useful as each nation considers which policies may work best for them.











The European Economy

This report examines the Small Business Act for Europe (2008), which was adopted by the European Commission and endorsed by the Council of the European Union during the "Great Recession" of 2008-2009.1 The recession affected many nations across the world, and it hit many European countries particularly hard. For example, in 2009 the United States experienced a 2.8% decline in real gross domestic product (GDP). The European Union (EU) as a whole experienced a 4.4% decline, and nine of its then-27 member states experienced a decline in real GDP exceeding 6% (Estonia, Finland, Hungry, Iceland, Ireland, Latvia, Lithuania, Romania, and Slovenia).2 Reflecting the economic challenges facing Europe at that time, the European Commission declared in the Small Business Act for Europe's introduction that

Managing the transition towards a knowledge-based economy is the key challenge for the EU today. Success will ensure a competitive and dynamic economy with more and better jobs and a higher level of social cohesion.

Dynamic entrepreneurs are particularly well placed to reap opportunities from globalisation and from the acceleration of technological change. Our capacity to build on the growth and innovation potential of small and medium-sized enterprises (SMEs) will therefore be decisive for the future prosperity of the EU. In a globally changing landscape characterised by continuous structural changes and enhanced competitive pressures, the role of SMEs in our society has become even more important as providers of employment opportunities and key players for the wellbeing of local and regional communities. Vibrant SMEs will make Europe more robust to stand against the uncertainty thrown up in the globalised world of today.3

Since then, the EU's economy as a whole has grown, but more slowly than that of the United States. For example, the EU's average unemployment rate in 2016 is nearly twice that of the United States (8.9% versus 4.8%).4 Moreover, the extent of the economic recovery varies considerably within the EU, with some nations still contracting or experiencing very high levels of unemployment. For example, Greece's and Spain's unemployment rates in June 2016 were 23.3% and 19.9% respectively.5 Overall, the EU's economy is somewhat smaller than the United States' economy (EU's GDP is $14,861 billion whereas the U.S.'s GDP is $18,628 billion).6 The EU also has fewer businesses (about 22 million) than the United States (about 29 million).7

This report opens with a discussion of the European Commission's decision to recommend the use of a size standard that is very different than the size standard used in the United States. It then examines the Small Business Act for Europe's various provisions and the major programs the European Commission has implemented to achieve the act's objectives. Next, it compares and contrasts the European and American approaches to assisting small- and medium-sized businesses. This report provides information and analysis useful to Congress as it crafts small business policy for the United States.

The EU's Recommended Small Business Size Standard

During the 1980s, there was growing consensus in Europe that providing financial and technical assistance to small- and medium-sized enterprises (SMEs) would help to ensure competitive markets and contribute to economic growth and job creation. There was also general agreement that SMEs often had a difficult time accessing capital for a host of reasons (such as the business was relatively new or the owner did not have sufficient collateral).8 As a result, many European nations and financial institutions, including the European Investment Bank and European Investment Fund, implemented programs and policies to assist SMEs. They each also crafted their own size standard definitions to determine which businesses would qualify for assistance reserved for SMEs.

In March 1985, the EU's Council of Ministers indicated its support of policies designed to assist SMEs as a means to create jobs and promote economic growth. In response, the European Commission established a task force in June 1986 to examine the commission's relevant activities (community laws, financing programs, etc.); assist "in the harmonization of national and community policies;" establish "a system for association with organizations representing SMEs;" and recommend "structures and programmes, at the European level, for solving SMEs' practical problems and, in particular, developing communications and training strategies for SMEs."9

Later that year, as part of its effort to reduce barriers in the creation of a single, unified market within the EU and to assist in the "harmonization of national and community policies," the European Commission proposed, and the Council of Ministers adopted, the Action  Programme for SMEs.10 It was designed to assist SMEs by

encouraging the spirit of enterprise; improving the administrative environment; monitoring the completion of the Internal Market with a view to helping SMEs (i.e. removal of physical, technical and legal barriers and giving SMEs real access to public procurement contracts); adapting company law (i.e. the European Economic Interest Grouping framework);11 creating a sound competitive structure; creating a favourable tax environment; and improving the social environment of SMEs by involving SME cooperatives at the planning stage.12

One of the more noteworthy actions arising from the Action Programme for SMEs was imposing a requirement that impact assessments of proposed legislation and policies under consideration by the European Commission and the Council of Ministers take into account the needs of business, especially the needs of SMEs.13

On July 28, 1989, the European Commission reaffirmed its commitment to assisting SMEs, emphasizing "the removal of undue administrative, financial and legal constraints which check the development and creation of enterprises, and in particular SMEs."14 As part of its continuing effort to address legal constraints on SMEs, the commission inventoried its member state's SME definitions and found wide differences in the definitions used. On May 28, 1992, the commission proposed "limiting the proliferation of definitions used" by its member states to determine SME status. It recommended a single, EU-wide size standard based on four criteria: (1) number of persons employed, (2) turnover (revenue), (3) balance sheet-total and (4) independence (to ensure that the small business is not controlled by a large business or jointly controlled by several large businesses).15 The European Commission solicited input from its member states, interested organizations, and financial institutions as it determined the specific thresholds to be used for each of the criteria.16 As a starting point, its initially recommended employment thresholds of 50 employees and 250 employees for small- and for medium-sized enterprises, respectively.

On April 3, 1996, the European Commission approved an official, EU-wide recommended definition for SMEs, formally recognizing SMEs as a distinct category of businesses in Europe.17 The commission indicated that it took this action to "improve the consistency and effectiveness of policies targeting SMEs," and "limit the risk of distortion of competition" among its members.18 Although member states are not required to adopt the European Commission's definition, all of them "make use of it, sometimes exclusively and in other cases in parallel to and complementing national definitions."19 The thresholds are "to be regarded as ceilings."20

The formal EU-wide recommended definition for SMEs was updated in 2005 to account for inflation and to include a new micro enterprise category (see Table 1).21



Table 1. The EU's Recommended SME Size Standard



Enterprise Category







Employee Head Count

and either

Annual Turnover (revenue) or Balance Sheet Total

Medium

< 250

≤ €50 million

≤ €43 million

Small

< 50

≤ €10 million

≤ €10 million

Micro

< 10

≤ €2 million

≤ €2 million


Source: Centre for Strategy & Evaluation Services, "Final Report: Evaluation of the SME Definition," September 2012, p. ii, at http://ec.europa.eu/enterprise/policies/sme/files/studies/evaluation-sme-definition_en.pdf.



About 99.8% of all EU businesses qualify as a SME (about 92.7% qualify as a micro business, 6.1% as a small business, and 1.0% as a medium-sized business).22 In comparison, about 98% of all American businesses qualify as small under the U.S. Small Business Administration's (SBA) size standards; and about 99.7% of all employer firms in the United States have 500 or fewer employees (the small business size standard typically used for research purposes).23

Over the next several years, the European Commission enacted policies to reduce regulatory burdens on SMEs and increase "the SME focus in major EU support programs."24 In 2008, the European Commission declared that it was time to "cement the needs of SMEs in the forefront of the EU's policy" and to make "the EU a world-class environment for SMEs" by adopting a Small Business Act for Europe.25


The EU's Small Business Act

The Small Business Act for Europe is not an act, per se, as understood in the United States. It is a European Commission initiative, endorsed by the Council of the European Union, which provides 10 "guiding principles" for its own policies, and those of its member states.26 As mentioned previously, it states in its introduction that it is based on the premise that "vibrant SMEs will make Europe more robust to stand against the uncertainty thrown up in the globalised world of today."27 It later mentions that

The symbolic name of an "Act" given to this initiative underlines the political will to recognise the central role of SMEs in the EU economy and to put in place for the first time a comprehensive policy framework for the EU and its Member states through a set of 10 principles to guide the conception and implementation of policies both at EU and Member State level.28

The Small Business Act for Europe established the following guiding principles:


	1. Create an environment in which entrepreneurs and family businesses can thrive and entrepreneurship is rewarded.

	2. Ensure that honest entrepreneurs who have faced bankruptcy quickly get a second chance.

	3. Design rules according to the "Think Small First" principle.

	4. Make public administrations responsive to SMEs' needs.

	5. Adapt public policy tools to SME needs: facilitate SMEs' participation in public procurement and better use State Aid possibilities for SMEs.

	6. Facilitate SMEs' access to finance and develop a legal and business environment supportive to timely payments in commercial transactions.

	7. Help SMEs to benefit more from the opportunities offered by the Single Market.29

	8. Promote the upgrading of skills in SMEs and all forms of innovation.

	9. Enable SMEs to turn environmental challenges into opportunities.

	10. Encourage and support SMEs to benefit from the growth of markets.30



The European Commission included in the Small Business Act for Europe examples of policies that it had adopted or was planning to adopt to achieve the act's guiding principles. It invited member states to take similar actions. For example, the commission announced that it would "simplify and harmonise existing rules for SMEs and increase investment aid intensities for SMEs, offer member states the option of applying reduced VAT [value added tax] rates principally for locally supplied services, which are mainly provided by SMEs, and consult stakeholders, including SME organisations, for at least eight weeks prior to making any legislative of administrative proposal that has an impact on businesses."31

In 2011, the commission reviewed the Small Business Act for Europe's implementation from 2008 to 2010 and concluded that some progress had been achieved in meeting its objectives. For example, it found that "a recent Commission survey suggests that SMEs now experience fewer administrative burdens when accessing public procurement and have better opportunities for joint bidding" and more than 100,000 SMEs had received financial support from its SME programs, primarily guaranteed loans.32 However, it also noted that "the approach taken and the results achieved vary considerably between member states" and while most member states had adopted measures to enhance SMEs' access to capital through subordinated loans, loan guarantees or microcredit programs, "a stronger approach is warranted."33 Specifically, the European Commission proposed five new priority areas:


	1. Making smart regulation a reality for European SMEs, including "a further strengthening of the application of the 'SME test' in its impact assessment procedure to ensure that impacts on SMEs are thoroughly analysed and taken into account in all relevant legislative and policy proposals, with a clear indication of quantified effects on SMEs, whenever possible and proportionate."34

	2. Paying specific attention to SMEs' financing needs, including encouraging member states to "provide incentives for investing revenue in equity, keeping in mind that the needs of entrepreneurial growth companies and established mainstream European SMEs are different and particular attention should be paid to the problem of financing the first growth phase of firms."35

	3. Taking a broad-based approach to enhancing market access for SMEs, including measures to facilitate cross-border payments and a single set of rules regarding a Common Consolidated Corporate Tax Base to make it simpler for SMEs to expand their activities within the single market.36

	4. Helping SMEs to contribute to a resource-efficient economy, including developing incentives to encourage energy and resource audits and promoting low-carbon technologies and resource-efficient innovation.37

	5. Promoting entrepreneurship, job creation and inclusive growth, by simplifying administrative requirements, ensuring that educational systems "truly provide the right skills to start and manage an SME," and removing barriers for entrepreneurs to "bring ideas to market."38





European Commission's SME Programs

The two primary ways the European Commission assists SMEs are providing regulatory relief from EU legislation and financing various programs to enhance SME access to capital.


Regulatory Relief

In an effort to lead by example, the European Commission issued an action plan in 2007 designed to reduce regulatory burdens on businesses resulting from EU legislation by 25% by the end of 2012. The following year, in addition to approving the Small Business Act for Europe, the European Commission re-emphasized its commitment to reducing the regulatory impact of its actions on all businesses, but "particularly for micro-enterprises including the self-employed ... who are especially vulnerable to the burdens of bureaucracy due to their smaller size and limited human and financial resources."39 As part of that effort, the European Commission issued guidance concerning the application of the SME test during required impact assessment analyses, which examine the likely economic, environmental, and social effects of its legislative proposals.

The SME test guidance requires that SMEs' needs are considered in each of the analytical steps taken when carrying out an impact assessment.40 Specifically, the guidance required (1) consultation with SMEs representatives; (2) a preliminary assessment of businesses likely to be affected, including number of businesses and their size; (3) measurement of the impact on SMEs, including "the distribution of the potential costs and of the benefits of the proposals with respect to the business size, differentiating between micro, small, medium and large enterprises;" and (4) an assessment of alternative options and mitigating measures, including whether a temporary or permanent complete or partial size-related exemption for SMEs or micro-businesses is warranted.41

The European Commission strengthened the SME test, effective January 2012, by requiring all of its legislative proposals to be "based on the premise that in particular micro-entities should be excluded from the scope of the proposed legislation unless the proportionality of their being covered can be demonstrated."42 As the European Commission put it, "Thus modified, the [SME] test will de facto reverse the burden of proof and focus the preparation of EU law on the specific situation of SMEs and micro companies."43

In 2013, the European Commission announced that it had achieved its goal of reducing its regulatory burdens on businesses by 25%, noting that much of the savings was realized "in the areas of tax law (moving from paper to electronic billing) and company law (exceptions for micro-enterprises from some provisions on financial reporting obligations)."44 The commission also reiterated that "reducing unnecessary or excessive regulatory burden remains on the top of the Commission's political agenda."45



Access to Capital

The European Commissioner for Internal Market, Industry, Entrepreneurship and SMEs (currently Elzbieta Bienkowska) and its Directorate-General is responsible for "fostering entrepreneurship and growth by reducing the administrative burden on small businesses; facilitating access to funding for small and medium-sized enterprises; and supporting access to global markets for EU companies."46 Its stated objectives are to


	ensure an open internal market for goods and services in the EU;

	improve the range, quality, and competitiveness of products and services on the internal market;

	strengthen the industrial base in Europe;

	provide sector-specific and business-friendly policies;

	promote industrial innovation to generate new sources of growth;

	ensure a modernised system for public procurement, which provides better access to public contracts on an EU-wide basis;

	encourage the growth of SMEs and promote an entrepreneurial culture;

	support the internationalisation of EU businesses;

	facilitate access to finance for SMEs;

	support the free movement of professionals in EU;

	support the development of global satellite-based navigation infrastructure and services (Galileo); and

	promote the use of EU earth observation-based services (Copernicus).47




COSME

The European Commission's Directorate-General for Internal Market, Industry, Entrepreneurship and SMEs oversees the implementation of the Programme for the Competitiveness of Enterprises and Small and Medium-Sized Enterprises (COSME).48 COSME's goals are "to strengthen the competitiveness and sustainability of the Union's enterprises and to encourage an entrepreneurial culture and promote the creation and growth or SMEs" by "improving access to finance for SMEs in the form of equity and debt; improving access to markets, particularly inside the Union but also at [the] global level; improving framework conditions for the competitiveness and sustainability of Union enterprises, particularly, SMEs, including in the tourism sector; and promoting entrepreneurism and entrepreneurial culture."49 COSME was provided €2.3 billion for 2014 through 2020.50

COSME has two programs (budgeted at €167 million in 2016) to assist SMEs with access to capital:


	1. The Loan Guarantee Facility provides loan guarantees (up to 50% of the transaction) to financial institutions to enable them to provide SMEs access to capital that otherwise would not be available due to the SME's perceived higher risk or lack of sufficient collateral. It is expected to assist between 220,000 and 330,000 SMEs obtain financing totaling between €14 billion and €21 billion (from 2014 through 2020).51

	2. The Equity Facility for Growth provides risk capital to equity funds investing in SMEs, primarily in the expansion and growth-stage phases. It is expected to provide between 360 and 560 equity firms between €2.6 billion and €4 billion (from 2014 through 2020).52



COSME also has several programs to assist SMEs access EU member state and international markets (budgeted at €52 million in 2016), including the following:


	The Enterprise Europe Network consists of more than 600 member organizations, including chambers of commerce and industry, technology centers, universities and development agencies, located in more than 50 countries. These organizations assist SMEs and entrepreneurs access market information, address legal obstacles, and locate potential business partners across Europe. They also advise SMEs applying for Horizon 2020 research and innovation grants (see the following section for additional program details).53

	Your Europe Business Portal provides SMEs and entrepreneurs on-line access to web links and information about support service providers in the EU that focus on the needs of companies interested in developing markets in other member states.54

	The SME Internationalisation Portal provides SMEs and entrepreneurs on-line access to web links and information about support service providers in the EU and beyond that focus on the needs of companies interested in developing international markets.55

	The Internationalisation of Clusters Initiative is designed to promote international cluster cooperation by encouraging "European cluster consortia to work concretely together, notably across sectoral boundaries, to exploit synergies and develop a joint 'European' strategic vision with a global perspective and common goals towards specific third markets, especially in key areas for EU industries."56 More than 950 clusters have registered to participate in the initiative, which, among other activities, sponsors international cluster matchmaking events to offer opportunities for European cluster organizations to partner with other clusters located within and beyond Europe.57

	The European Small Business Portal provides SMEs and entrepreneurs on-line access to information about the EU's SME policies and programs to assist SMEs access capital and international markets.58



In addition, COSME sponsors research on the status of SMEs and entrepreneurship; supports the diffusion of best practices among the EU's member states; conducts the annual SME Performance Review, which includes an overview of European SMEs and summarizes recent policy developments affecting SMEs; and monitors the implementation of the Small Business Act for Europe among member states.



Programme for Research and Innovation (Horizon 2020)

Horizon 2020 is the European Union's largest research and innovation grants and financing program, with a 2014-2020 operating budget of over €77.0 billion.59 It serves as the financial instrument implementing the Innovation Union, one of the European Commission's seven "flagship" initiatives within its Europe 2020 economic plan for sustainable economic growth.60

Horizon 2020 is designed to enhance Europe's global competitiveness by increasing funding for research and development and promoting "the strategic use of public procurement budgets to finance innovation."61 About €2.3 billion in Horizon 2020 funding for 2014 through 2020 has been set aside for the European Commission's Directorate-General for Internal Market, Industry, Entrepreneurship and SMEs to provide competitive research and innovation awards to SMEs (€353 million in 2016).62 Specifically, Horizon 2020's SME instrument "addresses the financing needs of internationally oriented SMEs, in implementing high-risk and high-potential innovation ideas."63  It supports projects "with a European dimension that lead to radical changes in how business (product, processes, services, marketing etc.) is done."64 It offers SMEs


	business innovation grants to explore and assess the project's technical feasibility and commercial potential (phase I): €50,000 (lump sum) per project (70% of total project cost);

	business innovation grants for development and demonstration purposes, such as prototyping, scaling-up, and testing (possible phase II): generally €500,000 to €2.5 million (typically 70% of total project cost);

	commercialization assistance, including access to innovative support services and risk finance, to facilitate the project's commercial exploitation (possible phase III); and

	free business coaching to support and enhance the SME's innovation capacity and help align the project to strategic business needs (optional in phases I and II).65



Horizon 2020 also sponsors the InnovFin SME Guarantee Program. It provides approved financial intermediaries a guaranty of up to 50% of incurred losses on loans, leases and guarantees between €25,000 and €7.5 million to research-based and innovative SMEs and Small Mid-caps (businesses with up to 499 employees). It enables financial institutions to provide SMEs and Small Mid-caps access to capital that otherwise would not be available because the business or project deals with (1) complex products and technologies that lenders have difficulty determining the financial risks involved, (2) unproven markets, or (3) intangible assets that are difficult to value for collateral purposes. The program offers borrowers below market interest rates.66 By 2020, the InnovFin SME Guarantee program is expected to make more than €24 billion of debt and equity financing available to innovative SMEs and Small Mid-caps.67





Comparisons with the United States

The European Commission was very aware of the United States' Small Business Act, the SBA's various programs, and the SBA's definitions used to determine small business eligibility for assistance as it crafted its Small Business Act for Europe and designed its small business programs and size standards. It also examined SME policy in other nations, including Japan and China. In some instances, the European Commission enacted policies that are relatively similar to those found in the United States. In others, the European Commission went in a different direction.


Similarities

Both the United States and Europe have policies in place to mitigate or eliminate regulatory burdens on small businesses. As mentioned previously, the European Commission requires its SME test to be applied during the impact analyses of its legislative proposals. It also encourages its member states to do the same as part of its "Think Small First" initiative. In the United States, the SBA's Office of Advocacy is responsible for monitoring and reporting on federal agency compliance with the Regulatory Flexibility Act of 1980 (RFA, as amended) and Executive Order 13272, Proper Consideration of Small Entities in Agency Rulemaking (August 13, 2002).68 The RFA establishes in law the principle that government agencies must analyze the effects of their regulatory actions on small entities (small businesses, small nonprofits, and small governments) and consider alternatives that would be effective in achieving their regulatory objectives without unduly burdening these small entities.69

Both the United States and Europe have also implemented programs to enhance small business access to capital. For example, COSME's Loan Guarantee Facility and Horizon 2020's InnovFin SME Guarantee programs, like the SBA's 7(a) and 504/CDC loan guaranty programs, provide loan guarantees to financial institutions to encourage lending to small businesses that otherwise would not have access to credit.70 Europe's loan guarantee programs typically require lenders to shoulder a greater percentage of the risk of defaults (usually 50% of losses compared to 10% to 50% of losses in the United States), even though they operate on the same principle—to provide an alternative source of capital for smaller enterprises having difficulty accessing credit. Furthermore, Europe's Equity Facility for Growth, like the SBA's Small Business Investment Company program, encourages venture capital investments in smaller enterprises.71

In addition, Europe's Horizon 2020's SME instrument, like Small Business Innovation Research and Small Business Technology Transfer programs in the United States, assists smaller research and technology enterprises conceive and develop commercially viable products.72 Both Europe and the United States have also developed cluster initiatives and web portals to assist small businesses access capital and find information about available governmental assistance.73

The European Commission and the SBA also sponsor research on the economic circumstances of small businesses and facilitate the training of aspiring entrepreneurs. They also tend to report performance measures that emphasize the volume of assistance provided (e.g., the number and amount of loans guaranteed and venture capital investments made) as opposed to the economic impact of that assistance (e.g., on the survival rate of recipients or the amount of wealth created).



Differences

Although the United States and Europe have implemented many programs that look relatively similar, there are important differences in the approaches and focus of the European and American small business policies. These differences derive primarily from the political and economic contexts in which the policies were created. For example, when the Small Business Administration was created in 1953, it inherited from its predecessor federal agency, the Reconstruction Finance Corporation, a role in providing disaster assistance to both small businesses and individuals.74 The European Commission's SME policies do not include disaster assistance.

Both the Small Business Act for Europe (2008) and the U.S. Small Business Act (1953) indicate that its primary purposes are to assist small businesses in fostering competitive markets (e.g., by preventing large businesses from forming market oligopolies and monopolies) and to address market failures (e.g., the difficulties faced by small businesses in accessing capital). However, the Small Business Act for Europe and the European Commission's subsequent implementing policies and programs were created during one of Europe's most severe economic recessions in modern times. This may help to explain why the Small Business Act for Europe is much more explicit in its language concerning the need to focus on supporting SMEs as a means to create jobs than the U.S. Small Business Act.

In addition, reflecting prevailing economic conditions in Europe, the Small Business Act for Europe has a greater focus on assisting small businesses engaged in specific industries deemed essential to Europe's competitive position in the world, such as international trade, tourism, and technology-related industries, including space exploration and satellite-based telecommunications and global environmental monitoring. Europe also has a greater focus on assisting small businesses offering products and services related to combating climate change, a relatively new issue not on the American political agenda during the 1950s. Although the SBA does have targeted programs for small businesses interested in trade and export promotion and offers venture capital support for small businesses that provide products, goods, or services that reduce the use or consumption of non-renewable energy resources, its primary focus is on promoting the interests of small businesses generally as opposed to specific industries.75

The EU is a treaty-based political and economic partnership that represents a unique form of cooperation among 28 sovereign states; in some areas (such as trade), member states have largely pooled their sovereignty—which gives the EU a supranational character—but in other areas (such as foreign policy), decisionmaking is intergovernmental and the EU behaves somewhat more like an international organization based on confederal principles. In contrast, the United States is a republic that is based on a federal system of government. This difference in governmental structure and organizational principles also helps to explain some of the differences between the United States' and the EU's approaches to small business policy. For example, given its supranational structure and deference to the independence of its sovereign member states, the European Commission's Small Business Act for Europe, unlike the United States' Small Business Act, is not legally binding on its member states. Instead, the European Commission must rely on its member states' goodwill in voluntarily adhering to the Small Business Act for Europe's 10 guiding principles.

In addition, given its complex nature, there is an expectation in Europe that the EU's sovereign member states should take the lead in promoting small businesses in Europe and the European Commission should supplement its members' efforts. Given its federal nature, the expectation is reversed in the United States, with the federal government expected to take the lead and the states expected to supplement the federal government's efforts. This difference in expectations, in addition to the slightly smaller size of the European economy, may help to explain why the European Commission's SME programs are on a smaller scale than the SBA's programs.76 For example, COSME's Loan Guarantee Facility's goal is to provide between €14 billion and €21 billion in financing to SMEs over seven years (2014-2020) and Horizon 2020's InnovFin SME Guarantee program's goal is to provide €24 billion of debt and equity financing to innovative SMEs and Small Mid-caps by 2020. The SBA's loan guaranty programs provide between $20 billion and $25 billion in loan guarantees to small businesses each year. In addition, COSME's Equity Facility for Growth program's goal is to provide between €2.6 billion and €4 billion in venture capital financing to SMEs over seven years (2014-2020). The SBA's Small Business Investment Company program provides that amount of venture capital financing to small businesses each year.


Size Standards

Perhaps the most noticeable difference between the European and American approaches to providing assistance to small businesses is the size standard that is applied to determine if a business is eligible for assistance. With a few exceptions, both Europe and the United States provide small business assistance to independently owned and operated for-profit businesses. Both also have regulations in place to determine eligibility for small business that have affiliations with, or are otherwise linked to, other businesses. Both also provide eligibility to about 98% to 99% of all businesses in their economy. However, beyond these common elements, significant differences exist.


SBA Size Standards

By statute, the SBA employs size standards that account for differences among specific industries, with the goal of promoting competition in all industries and preventing any business that is considered dominant in its field of operations from receiving assistance. As a result, the SBA examines the structural characteristics of all 1,045 industrial classifications in 18 sub-industry activities described in the North American Industry Classification System (NAICS) and provides an industry specific size standard for each industry.77

The SBA generally "prefers to use average annual receipts as a size measure because it measures the value of output of a business and can be easily verified by business tax returns and financial records."78 However, historically, the SBA has used the number of employees to determine if manufacturing and mining companies are small. As a starting point, the SBA

presumes $7.0 million as an appropriate size standard for the services, retail trade, construction, and other industries with receipts based size standards; 500 employees for the manufacturing, mining and other industries with employee based size standards; and 100 employees for the wholesale trade industries. These three levels, referred to as "anchor size standards," are not minimum size standards, but rather benchmarks or starting points. To the extent an industry displays "differing industry characteristics," a size standard higher, or in some cases lower, than an anchor size standard is supportable.79

Before a proposed change to the size standards can take effect, the SBA's Office of Size Standards undertakes an analysis of the change's likely impact on the affected industry, focusing on the industry's overall degree of competition and the competitiveness of the firms within the industry. The analysis includes an assessment of five industry factors: (1) average firm size, (2) degree of competition within the industry, (3) start-up costs and entry barriers, (4) distribution of firms by size, and (5) small business share in federal contracts.80 The SBA also considers several other secondary factors "as they are relevant to the industries and the interests of small businesses, including technological change, competition among industries, industry growth trends, and impacts on SBA programs."81

The SBA currently uses employment size to determine eligibility for 508 of 1,045 industries (48.6%), including all 364 manufacturing industries, 25 of 29 mining industries, and all 71 wholesale trade industries.82 Most manufacturing industries have an upper limit of 500 employees (98 of 364 classifications, or 26.9%), 750 employees (92 of 364 classifications, or 25.3%), or 1,000 employees (90 of 364 classifications, or 24.7%). Some manufacturing industries have an upper limit of 1,250 employees (58 of 364 classifications, or 15.9%) or 1,500 employees (26 of 364 classifications, or 7.2%).83 All 25 of the mining industries that use employment to determine eligibility have an upper limit of 500 employees. All 71 of the wholesale trades industries have an upper limit of 100 employees.84

The SBA currently applies one of nine employee-based industry size standards when determining an industry's small business size threshold (no more than 100, 150, 200, 250, 500, 750, 1,000, 1,250, and 1,500 employees).85

The SBA uses average annual receipts over the three most recently completed fiscal years to determine program eligibility for most other industries (531 of 1,045 industries, or 50.8%).86 The SBA also uses average asset size, as reported in the firm's four quarterly financial statements for the preceding year, to determine eligibility for five finance industries, and a combination of number of employees and barrel per day refining capacity for petroleum refineries.87

The SBA currently has 16 receipt based industry size standards in effect, ranging from $0.75 million or less to $38.5 million or less.88 In some instances, there is considerable variation in the size standards used within each industrial sector. For example, the SBA uses 10 different size standards to determine eligibility for 69 industries in the retail trade sector.89 In general,


	most administrative and support service industries have an upper limit of either $15.0 million or $20.5 million in average annual sales or receipts;

	most agricultural industries have an upper limit of $0.75 million in average annual sales or receipts;

	most construction of buildings and civil engineering construction industries have an upper limit of $36.5 million in average annual sales or receipts, and most construction specialty trade contractors have an upper limit of $15.0 million in average annual sales or receipts;

	most educational services industries have an upper limit of either $7.5 million or $11.0 million in average annual sales or receipts;

	most health care industries have an upper limit of either $7.5 million or $15.0 million in average annual sales or receipts;

	most social assistance industries have an upper limit of $11.0 million in average annual sales or receipts;

	many professional, scientific, and technical service industries have an upper limit of $15.0 million in average annual sales or receipts, but range from $7.5 million to $38.5 million; and

	most finance and insurance industries have an upper limit of $38.5 million in average annual sales or receipts.90





European Commission's Size Standard

When designing its size standard during the 1990s, the European Commission decided not to make distinctions, as the United States does, to account for differences in circumstances among particular industries. Although it recognized advantages to employing a sector-by-sector approach (e.g., taking into account variations across sectors), the European Commission decided to adopt a less complex and more readily understood size standard. As a 2012 European Commission report evaluating its size standard's methodology noted, "the sectoral approach does add a certain amount of complexity to the calculation and revision of ceilings and means that it is not possible to cite a simple, straightforward criterion that apply across the board."91

After deciding to take an across-the-board approach, the European Commission examined existing small business definitions of other countries and its member states. After receiving recommendations from its member states, the European Commission focused on four criteria: (1) number of persons employed, (2) turnover (annual revenue), (3) balance-sheet total, and (4) independence (to ensure that the small business is not controlled by a large business or jointly controlled by several large businesses).

The European Commission stated in its communication announcing its SME size standards in 1996 that "the criterion of number of persons employed is undoubtedly one of the most important and must be regarded as imperative but that introducing a financial criterion is a necessary complement in order to grasp the real importance and performance of an enterprise and its position compared to its competitors."92 It dismissed a threshold of 500 employees because, in its view, 500 employees "is not truly selective, since it encompasses almost all enterprises (99.9% of the 14 million enterprises [at that time]) and almost three-quarters of the European economy in terms of employment and turnover."93 It also dismissed a threshold between 250 and 500 employees because, in its view, businesses of that size not only "often have very strong market positions but they also possess very solid management structures in the fields of production, sales, marketing, research and personnel management, which clearly distinguish them from medium-sized enterprises with up to 250 employees."94 For these reasons, adopting a threshold of 250 employees was viewed as the most appropriate threshold, especially given that a threshold of 250 employees was already "the most prevalent threshold among the definitions used" by its member states at that time.95

The threshold for turnover (revenue) for the last approved 12-month accounting period was initially set at €40 million because "according to Eurostat figures, the turnover of an enterprise with 250 employees does not exceed €40 million (1994 figures)."96 The threshold for balance-sheet total was initially set at €27 million because that amount reflected the average ratio at that time between turnover and balance sheet total for smaller enterprises. It was anticipated that the ceilings would be amended "as the need arises" and "normally every four years from the adoption of this recommendation to take account of changing economic circumstances in the Community."97

Because the SBA's size standard for most manufacturing and mining businesses is 500 employees (or higher), it was initially thought by many observers that the SBA's size standards were "more generous" than the European Commission's size standard. However, while the SBA's employment ceilings for manufacturing and mining industries exceed Europe's 250 employee threshold, the SBA's employment ceilings for wholesale trade (100 employees or fewer) and average annual revenue ceilings for services, retail, construction, and agriculture industries are lower than in Europe. The aforementioned 2012 European Commission report on its size standards concluded that

clearly in opting for a single set of criteria for all sectors covered, the EU has in effect reduced the ceiling in manufacturing, but increased it in services. Given the relative weight of services in the modern European economy, it is not altogether clear, therefore, which definition is more "generous" at the international level.98

Moreover, an economic analysis conducted on behalf of the European Commission found that the United States has "an industrial structure where, taking employment as a reasonable proxy, a greater part of the overall economy takes place in larger enterprises than is the case in Europe."99 That analysis found that more than 40% of people in the United States work for firms with 300 or more employees, "as compared with 33% for firms with more than 250 in the EU."100 The analysis concluded that because of this difference, "the ceilings for defining small business are likely to be higher [in the United States], if the objective is to promote a similar degree of competitive pressure."101






Concluding Observations

The Small Business Act for Europe was the product of the political and economic context in which it was created. For example, its emphasis on creating jobs and targeting SME assistance to industries deemed essential to Europe's competitive position in world commerce was largely a reaction to the growing realization that its economic future was no longer going to be primarily decided by how well its member states competed against one another, but by how well Europe as a whole competed against the rest of the world, particularly with the United States, Japan, and China.

In addition, its emphasis on assisting businesses engaged in research and innovation reflects the prevailing view in Europe that the nature of economic commerce is changing and that government has a role to play in helping European businesses adapt to an increasingly global and technological, knowledge-based economy. As the first sentence of the Small Business Act for Europe put it, "Managing the transition towards a knowledge-based economy is the key challenge for the EU today."102

Given Europe's economic circumstances, and lacking the legal authority to impose small business policies on its member states, the European Commission examined the small business policies in other nations, especially in the United States and Japan, and crafted 10 guiding principles it considered to best fit Europe's needs in an increasingly interdependent and global economy—emulating some policies (e.g., access to capital) and taking a different direction in others (e.g., size standards). Of course, given their differing political and economic circumstances, what works well for Europe may not work as well in the United States, and vice versa. Nevertheless, as the Europeans have demonstrated, examining what other developed countries are doing to assist smaller enterprises can be useful as each nation considers which policies may work best for them.
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