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Competitiveness and SMEs

* What are the factors that make Germany
competitiver

* How do Germany‘s SMEs contribute to
competitivenessr?

* Why has German competitiveness helped
SMEs?
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Competitiveness translates into trade

* Germany recovered after WW II by becoming
an expofrter

* Germany has maintained its status as a top
export nation

* Much of this 1s based on a strong manufacturing
sector that is larger than that of most
industrialized countries
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Development of German foreign trade
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Table 1.8

Leading exporters and importers in world merchandise trade, 2007

Annual
percentage
Value  Share change Share

1 Germany 1326.4 95 20 1 United States 20204 14.2 5
2 China 12178 B7 26 2 Germany 1058.6 74 17
3 United States 1162.5 B3 12 3 China 956.0 6.7 21
4 Japan 7128 51 10 4 Japan 621.1 4.4 T
] France 5534 4.0 12 5 United Kingdom 619.6 4.4 3
) MNetherands 2513 4.0 19 ) France 6152 43 14
7 Italy 4915 35 18 Fi ltaly 504.5 3.5 14
] United Kingdom 4378 31 -2 ] Netherdands 4916 3.5 18
9 Belgium 4308 31 17 9 Belgium 4132 29 17
10 Canada 4190 3.0 B 10 Canada 389.6 27 9
11 Korea, Republic of 3715 27 14 11 Spain 3726 26 13
12 Russian Federation 355.2 25 17 12 Hong Kong, China 3701 26 10
retained imports 833 07 B
13 Hong Kong, China 3494 25 B 13 Korea, Republic of 356.8 25 15

domestic exports 18.1 0.1 -20

re-exports 3313 24 10
14 Singapare 2993 21 10 14 Mexico a 296.3 21 11

domestic exports 156.0 14 9

re-exports 1433 1.0 11
15 Mexico 2720 20 9 15 Singapore 2632 1.8 10

Source: World Trade Developments (http://www.wto.org/english/res_e/statis_e/its2008_e/its08_world_trade_dev_e.pdf)



gaerene FUR DIE FREIHEIT

The role of SMEs

* There is a strong presence of SMEs in foreign
trade; they produce more than 20% of German
exXports

* Germany has around 1,100 ,,Hidden
Champions®

* The share of SMEs in the economy has not
changed much in 100 years



iivrvve FUR DIE FREIHEIT

Definition of SMEs

Classification Scheme for Small and Medium-Sized Enterprises used by
IfM Bonn

Size of Enterprise Number of Employees Turnover (€/Year)
small up to 9 up to 1 Million
medium-sized 10 to 499 1 to 50 Million
large 500 and more 50 Million and more

@ |fM Bonn



4. The Economic Weight of the German "Mittelstand"”

2003

3.38 million SMEs
with approximately 19.98 million employees

1 2._
These are They realise lis
99.7 % 41.2%
of all enterprises of all rnovers
subject to VAT. subject to VAT

3.

They employ
o T102%

H = Share of SMEs
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Table 10: Exporting enterprises and their export based turnover, Germany,
2002 - absolute figures and export-ratios

Exporting mE;gﬂn
Enterprises with SHISTONSes  overrel. to
furnaver from Exporting enterprises’  Export based turnover” | ' '© the total
£ tobelow total nUMBEr ¢ \er of
of ﬂ]l_eniﬂr- R et
prises co
abs. in % in Mill. € in % in % in %
16 620 - 50 000 19 417 6.0 165.9 0.0 2.4 07
50 000 - 100 000 25 235 7.8 387.0 0.1 4.4 0.5
100 00O - 250 000 51 832 16.0 14397 0.2 7.3 1.4
250 000 - 500 000 43 BR2 15.1 2477 4 0.3 140 20
500 000 - 1 Mill. 50 246 15.5 4 5496 0.7 218 30
1 Mill_ - 2. Mill. 43 761 13.5 87497 1.2 1.3 45
2 Mil. - 5 Mill 40 166 124 205063 28 442 7.3
5 Mill. - 10 Mili. 18 940 58 250834 34 57 4 10.9
10 Mill. - 25 Mill. 13 549 43 446054 6.1 65.0 13.8
25 Mill. - 50 M. 5 556 17 454317 6.2 127 17.1
50 Mill, a.m. & 255 15 5823384 79.1 7889 23.3
Total 324 089 1000 7360144 1000 11.1 17.3
SME= 317 834 a81 1536760 20.9 109 5.8
=1 Basn

1) Only enterprises liable to VAT with annual deliveries and other perffomances (turmover)
exceeding Euro 16 620.
2) Excl. VAT.

Source: Federal Statistical Office Germany, VAT-Statistics 2002, Wiesbaden, 2004; own
calculations by IfM Bonn
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Table 12: R&D-expenditures of the business sector in relation to turnover by
employment size-classes, Germany, 1991 - 2001

Enterprizes with R&D-Expenditures’’
_employees 1291 1993 1995 1997 1999 2001
in % in % in % in % in % in %
less than 20 13.9
20 -4 ae  tss  Fer  lez  }sr 6.8
50 - 59 49
100 - 249 35 35 36
250 - 499 } 26 } 29 } 27 27 27 29
500 - 999 21 3.4 a0 35 31 35
1000 - 1999 29 29 25 35 16 45
2 000 - 4 999 24 25 25 29 26 22
5 000 - 9 999 43 3.3 3.5 34 43 3.4
10 000 and more 50 53 48 47 55 59
Total 3.8 4.0 37 3.9 4.2 42

& I 2o

1} Internal and external R&D-expenditures.
source: Science-3tatistics (Wissenschafisstatistik GmbH), Essen, various volumes
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Competitiveness by definition

* The set of institutions, policies and factors that
determine the level of productivity of a country
(World Economic Forum)

* There is no single overriding element but a
complex interplay
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The twelve pillars of competitiveness

Basic requirements

* Institutions : Key for
* Infrastructure factor-driven
* Macroeconomic stability economies

* Health and primary education

Efficiency enhancers
* Higher education and training

» Goods market efficiency Key for
 Labor market efficiency efficiency-driven
* Financial market sophistication economies

s Technological readiness
* Market size

Innovation and sophistication factors Key for
« Business sophistication innovation-driven
* Innovation economies

Source: World Economic Forum: Global Competitiveness Report 2008-2009
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Global Competitiveness Index rankings and 2007-2008 comparisons

GCI 2008-2009 GCI 2008—2009 rank el 20072008
Country/Econ Rank  Score {among 2007 countries)®

United States 1 5.4 1 1

Denmark 3 5.58 3 3

Singapore 5 553 5 7

Germany 7 5.46 7 5

Japan 9 5.38 9 8

Hong Kong SAR 11 5.33 n 12

Korea, Rep. 13 5.28 13 1

Norway 15 5.22 15 16

Taiwan, China 17 5.22 17 14

Belgium 19 5.14 19 20

Malaysia 21 5.04 21 21

Israel 23 4,97 23 17

mbnurg 5 4.85 25 25

Saudi Arabia 27 472 77 35

Spain 2 472 29 |

* Dne country that was included last year is not shown because of the lack of
Survey data (Uzbekistan). This explains why the lowest rank in this column

Source: World Economic Forum: Global Competitiveness Report 2008-2009
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Global Competitiveness Index

Rank  Score

foutof 134)  {1-7)

GCI 2008-2009...............c oo cmreseenmsesmsnesesnd senecid D
BEL 2007-D08 ot of 130) .o B 5.5
GCI 2006—2007 (out of 122).........occemrcmrceeeencneeeneeessnaenas y SR 5.5
Bagio requirememtsi. ...k LiciliD
1st pillar: INSEULIONS ......cveeece e e 1800 5.7
2nd pillar: INfrastruCture ... | 6.6
3rd pillar: Macroeconomic stability.......cecooeienecenecinnd 40........ 5.4
4th pillar: Health and primary education .........ceen..e.... 24....... 6.1
Efficiency enhancers ... 1. 5.2
5th pillar: Higher education and training..........ceeue...... 21....... 5.2
6th pillar: Goods market efficiency.....ooeeeeceeeveeerevene. 15....... 5.2
Tth pillar: Labor market efficiency......cooceecceeveeeeeevnes 58....... 4.4
8th pillar: Financial market sophistication.........cc........... 19....... 5.3
gth pillar: Technological readiness.......c.cccoeecveeveveene. 18........ 5.2
10th pillar: Market Size........ccoevivcnvc i e e g... 6.0
Innovation and sophistication factors ...  JUSI Y.
11th pillar: Business sophistication ..........ccoveeeeeiveennns Tioseois 5.9
12th pillar: INNOVALON........cec e e L P 5.2

Business
sophistication [~z

Market size | A

Technological =~

Stage of development

Transition 2 Transition
1-2 2-3

Factor Efficiency Innovation
driven driven driven
Institutions

Innovation _ Infrastructure

Macroeconomic
stability

Health and

—  primary
education

-/ Higher education

readiness and training
Financial markal\ R " Goods market
sophistication efficiency

Labor market efficiency

=Cm Germany — =QOm Innovation-driven economies

Source: World Economic Forum: Global Competitiveness Report 2008-2009
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Institutions: some 1nsights

* Eftficient property rights:
Medieval times
* Independent judiciary and

professional bureaucracy:

19th century

* 'Traditionally very
decentralized administration
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Institutions: some 1nsights

* Key institutions were in place before the
industrial revolution started

* Strong public support for independent
institutions
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Institutions and SMEs

* Strong institutions limit political patronage

* Strong local government works to the advantage

of SMEs
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Infrastructure: some insights

Internalized as key government task at all levels,
esp. Municipalities
Strong public demand

Aided by clean bureaucracy and a strong
tradition of spatial planning

Early use of public-private partnership
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Infrastructure and SMEs

e (Good infrastructure
allows SMEs to grow all
over the country

* Developed commercial

land cheap and plentiful

e Good infrastructure
lowers transaction costs,
again favouring SMEs
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Goods market etficiency: some insights

Competition breeds Competitiveness

The intensity of competition reflects market
openness and a strong competition policy

Germany has strong anti-monopoly institutions

This helps SMEs
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Labor market etficiency: some insights
* The biggest drag on competitiveness

* Bright spot: cooperative tradition between
labour and management
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Business Sophistication: some insights

Family tirms with long-term committment play a

big role

Combination of entrepreneurship and technical

knowledge
Cluster development important

Chambers of Commerce provide competent
support
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Higher Education and Training: some
1nsights

* Science and engineering
were a key factor in
Germany‘s development

* Still a key ingredient in
innovative character of
German exporters
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What's missing: vocational training

Default option for most except university
students

Enterprise-based

One day a week 1s reserved for public vocational
school

Chambers of Commerce are responsible for
curricula and certificates
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FEttects of Vocational Training

* Source of cheap labor, esp.
for SMEs

* Companies‘ need dictate
content of training

e Non-academic workforce is
highly trained to uniform
standards
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Flaig Carpenters — an 1illustration

* Family firm

* Managers are all master
carpenters, boss studied
interior architecture

* Located in small village,
finance from local bank

e (Customers: from local to

global
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Conclusions

Back to basics

Good basics will allow industry to emerge all over the

place

Good basics more important for SMEs than
government subsidies

SMEs need technical as well as entrepreneurial skills

Vocational training has potentially huge benefits



Appendix: Details on Germany's
competitiveness
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(Germany

The Global Competitiveness Index in detail M Competitive Advantage ™ Competitive Disadvantage
INDICATOR RANK/134
1st pillar: Institutions 2nd pillar: Infrastructure

100 CPropar Habtss s ssamanpmnannne s Bt ] 2.01 Quality of overall infrastructure..........cccoiiinevciiinicinn, ot B |
1.02 Intellectual property protection........cccoceevvveiiieecceeee. 6....... | 2.02 Quality of roads......ccocoiiiviieeeece e d........ |
1.083 Diversion of public funds ..o, [ PERRIRER B 2.03 Quality of railroad infrastructure .........ccooivivviiineee [, EREL |
1.04 Public trust of politicians. ..o P 2.04 Quality of port infrastructure. ..o o, |
1.05 Judicial independence ... " N ] 2.06 Quality of air transport infrastructure........coocviiiviinnncs Bz |
1.06 Favoritism in decisions of government officials .......... [ RAECE i 2.06 Available seat kilometars® ... B ||
1.07 Wastefulness of government spending..............cccc.... 27 e - 2.07 Quality of electricity SUPPIY ..o B...... |
1.08 Burden of government regulation..........ccoceviiiiiiinn Tzl : 208 Telophene lines® .ooumnnnnnnmimsismssaaamie Piiizaaad =
1.09 Efficiency of legal framework .......ccccovieniiieiiiieciceecnen, F: S |
1.10 Transparency of government policymaking ................. v : 3rd pillar: Macroeconomic stahility
1.11 Business costs of termonism........cociiiiniiseiiena 620l 3.01 Govemment surplusfdeficit® ... B8
1.12 Business costs of crime and violence .........ccvveicennne 2 T : 3.02 National savings rate™.......c.ccvvivcciiiiii s &4
A Drganiod: eiimomssemaannnnnemnssrnn ke ER F0F INTEtONE connnnrnnnsnnnnnrmmsERRnTRn S ot o SRR N
1.14 Reliability of police services.........ccccciniiiesiiiescceeinn, F | 3.04 Interest rate spread® ..o 10....... |
1.15 Ethical behavior of firms ... 15000 i 3.05 Government debt® ..., 105........
1.16 Strength of auditing and reporting standards .............. 140
1.17 FEfficacy of corporate boards...........cccoovviiiciininiicci 13,
1.18 Protection of minority shareholders’ interests .............. B Bl

* Hard data

Mote: For further details and explanation, please refer to the section "How to
Read the Country/Economy Profiles”™ at the beginning of this chapter.

Source: World Economic Forum: Global Competitiveness Report 2008-2009
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(Germany

The Global Competitiveness Index in detail

4th pillar: Health and primary education
4.01 Business impact of malaria.........ccccoecoiiiiiiiinicciinn 16........ I
4.02 Malbrs inCidence™ ... e T ]
4.03 Business impact of tuberculosis........ccoovviiviiiinicciin e R ;
4.04 Tuberculosis incidence® ... B |
4.05 Business impact of HIVIAIDS ... T8
A4.06 HIV prevalance® ... 23.......1
O | BPEME ORI e s s TR B
408 |ifoaxpoctaney®:ioaiinnninnnnninnanny | [ R I
4.09 Quality of primary education...........cccoooiivnianiiieeenns 36........1 .
410 Primary enrollment™ ... [ P i
4.11 Education expenditurg® ... B2....... ]

5th pillar: Higher education and training

5.01 Secondary enmollmant® ..., 8.l
502 Tertiary enrollment® ... 43........ ;
5.03 Cuality of the educational system........ccccoccivviiiieeen 23l -
5.04 Quality of math and science education ............cceece A
5.06 Quality of management schools........c..ccccociiviiciieenn, 21
5.06 Internet access in schools ... 30........ '
5.07 Local availability of research and training services........ B [ ]
5.08 Extent of staff training.....c.cocccvvccccniiicc e, o :
* Hard data

Mote: For further details and explanation, please refer to the section "How to
Read the Country/Economy Profiles” at the beginning of this chapter.

B Competitive Advantage = Competitive Disadvantage

INDICATOR RANK/134

6th pillar: Goods market efficiency
6.01 Intensity of local competition ........cceceviiveccicniiciene, y R =
6.02 Extent of market dominance ........cccveeiviiecccciiiiiennne, : S—_— m
6.03 Effectiveness of antimonopoly policy.......ccocviiiiieene. P ot &
6.04 Extent and effect of taxation ..o 106........ d
B05 = Tote] e ANE™ .. v smsmiasssvssinss ss ssw s 89....1
6.06 MNo. of procedures required to start a business®......... 58....... i
6.07 Time required to start a business® ..., 3.
6.08 Agricultural policy COSIS.......ccciiiiiiini 84 B
6.09 Prevalence of trade barmiers. ..., 3. Z
6.10 Trade-weighted tariff rate®. ..o, (e ||
6.11 Prevalence of foreign ownership........ccocoiiiiiccnnnn. s il
6.12 Business impact of rules on FDI v, 46.......1
6.13 Burden of customs proceduras........ccoovvecceiiniiiiinenns v E i
6.14 Degree of customer orientation ........ccovvecciiiiiiiinens 4.
6.15 Buyer sophistication ........cccceceiiiiiniiiiiniccciiiens p [ T— i

Source: World Economic Forum: Global
Competitiveness Report 2008-2009
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(Germany

The Global Competitiveness Index in detail

Tth pillar: Labor market efficiency
7.01 Cooperation in laboremployer relations .........ccccceee D 8.01
7.02 Flexibility of wage determination...........cccovvvveeeeen. S I [— 5 8.02
7.03 Non-wage labor costs® ... B0....... I B.03
7.04 Rigidity of employment® ... 87 ... 8.04
7.05 Hiring and firing practices ......ccoocciieeeiiiiiicciceenns 130........ 8.05
TOB Finng CoSTS® o 93... . 8.06
7.07  Pay and productivity.........ccoeiininssmeiisesesosinss L) P 8.07
7.08 Reliance on professional management ..........ccccoeennn. B | 8.08
Z09 BrRin dmiR . o s s e P i p—— 5 8.09
7.10 Female participation in labor force® ... Y B :
* Hard data

Mote: For further details and explanation, please refer to the section "How to
Read the Country/Economy Profiles” at the beginning of this chapter.

B Competitive Advantage & Competitive Disadvantage

INDICATOR RANK/134

8th pillar: Financial market sophistication

Financial market sophistication.......ccccocv v, 14........ I
Financing through local equity market..........cccceeeeee B0 k
Ease of 80CosS 10 J0BNS ... e v | il
Venture capital availability ..........ooveeeieeecieeeeee. e ¢ C,
Restriction on capital flows ........ccveeeerccee, B ]
Strength of investor protection® ..., 67 ...
Soundness of banks ..., e B :
Regulation of securities exchanges ..., 14.......| .
Legal rights imdek™. ... oo s i e s s e s s ; — =

Source: World Economic Forum: Global Competitiveness Report 2008-2009
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(Germany

The Global Enmpetitiveness Index in detail M Competitive Advantage ™ Competitive Disadvantage
INDICATOR RANK/134
9th pillar: Technological readiness 11th pillar: Business sophistication
9.01 Availability of latest technologies............occviiiien. Bi....... m 11.01 Local supplier quamtify...........cecieecieec e 2o 2]
9.02 Firm-level technology absorption............. 12.......H 11.02 Local supplier quality ... i l
9.03 Laws relating 1o ICT .. - - ' 11.03 State of cluster development ... 10........ m
9.04 FDI and technology tTransfer .......ccocvecvvivccccicecieees BiLsvoves - 11.04 Mature of competitive advantage ..., Toseacen &
9.05 Mobile telephone subscribers® ... 26........ Al 11.05 Value chain breadth...........ooooiiiee e, d...... m
06 IMBINBLUSEIBY ... cvvviimimmisiiiauiminssiniains s sissssssisis e | § SRR, 11.06 Control of international distribution ...........cccceeiciiiieene, " ]
9.07 Personal computers® ..., s 11.07 Production process sophistication ...........ccciiciiieenne, Freiawd |
9.08 Broadband Internet subscribers® ..., 23 11.08 Exiont of markoting........ccceminimnnicrinsisisssresssseemins 1 FE— B
11.09 Willingness to delegate authority ........cooeeececiiiiiiiens TO i &
10th pillar: Market size
1001 Domestic markel 8™ ... i T | 12th pillar: Innovation
10.02 Foreign market Size® ... Bl il 12.01 Capacity for innovation ... ) S |
12.02 Quality of scientific research institutions.........c.cccooveevne. ; p— H
12.023 Company spending on R&D .........cecvevicciiiiniene, bt il
12.04 University-industry research collaboration .............c.e..... BE...... m
12.05 Gov't procurement of advanced tech products........... o 1) S ;
12.06 Availability of scientists and engineers..........ccccceen.. 26.......1 i
1207 ULy PAEIONTE™ .. ionammnrianstotinissiasssase o is sasminnns s smswisinis [+ P |
* Hard data

Mote: For further details and explanation, please refer to the section "How to
Read the Country/Economy Profiles” at the beginning of this chapter.

Source: World Economic Forum: Global Competitiveness Report 2008-2009



