Industrialization in Europe:
growth is only the result

but size is the goal

An opened letter to
Mr Barroso, President of the European Commission

A collective of Researchers, Professors, and Consultants coming from France,
Germany and Italy have been asked by EUROGROUP CONSULTING to creatively
explore the future of industrialization in Europe. Our collective has brought clear
recommendations which concern the European Commission which, we believe,
is the right level to generate a new and complementary dynamic strengthening
the European industrialized flesh.



The SMEs are the specificity of the European
industrialized fabric.

The European market is specific. It is composed with the greatest number of
small and medium size businesses (SMES): 66% of the companies against less
than 42% in the US. This has consequences:

The mass effect

On one side, this mass looks very dynamic in term of creation; on the other it has
appeared static for years in term of average size.

Small among the small.

Not only the EU SMEs are more numerous but ours are the smallest: 4,2
employees against 10 in the US. The second largest private employers in Europe
after the mega corporate companies are companies with less than 10 employees
(with 30% of the manufacturing employment).

The wall of the 7* year.

Finally, not only our companies are smaller but they don't grow while getting
older. A US company which, after 2 years, is two times bigger than a European
one, becomes ten times bigger after 7 years'.

Obsessed we are by the growth of our SMEs,
we are losing touch that we should rather
concentrate on the real problem: their size.

We cannot bet on the future that the only destiny of our companies is to grow
forever.

We think a a company can be resilient without growth: it is not trivial to look for
size without seeking for growth.

Beyond the development of organic growth of a company stands the issue of
scalability. Growth is a potential result. Size is a condition of survival.

1t is a well known fact that 60% of the largest companies in the US have less than 10 years of existence
against 10% in Europe.
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Why is size such an issue: what are the SMEs missing when being too small
too long?

1) Access to financial engineering: they are out of scope of the capital ventures
and M&A firms.
2) Access to new skills: they cannot recruit or train talents.

3) Access to knowledge and research: except in the German role model, R&D
cooperation between small businesses and universities is very low.

4) Access to outside markets: only 14% of the turnover of the EU manufacturing
SMEs is export. Only 5% of the SMES are committed with foreign partnerships.

5) Access to public help: the majority of SMEs are discouraged by the complexity
and delays of asking grants or loans especially from the EU.

6) Limited capacities of single management: thow to cover alone all the spectrum
of skills needed today to grow a business?

With an average size of 4 employees, is it reasonable to think sustainability is going
to be reached only through organic growth?

Why is size an issue to be raised at European level?

Leaving the problem at each EU member level is not the solution.
Why are the US SMEs bigger?

Because their domestic market is bigger. So, EU would not yet be the domestic
market of the European SMES. Beyond the commonplace of the language barriers,
the weight of regulations, or, outside Euro zone, the question of currency risk,
there is a question of appetence.

The problem is not to grow the SMEs on their domestic market but rather to allow
them to grasp the size of the EU market.

Who can take this challenge but the EC?



Twelve measures to be taken at EU level to
favour bigger size of our SMEs.

Our collective has concentrated only on the issue of size, especially in the area of
manufactured production.
We suggest the EC working in 5 directions:

Educate actual and future generations of entrepreneurs to
adapt their companies to the size of the European Market.

Lo we propose the creation of Entrepreneur BA and MBA identically deployed
among the EU intended for young graduates and for entrepreneurs already on
the job, welcoming entrepreneurs, bankers, and civil servants: 1000 graduates
can create 1000 opportunities of SMEs which could raise up 10 to 50.000 new jobs
opportunities.

& This training should provide entrepreneurs with a significant level of managerial
skills and strategic thinking as well as acculturating a spirit of European teaming.

Make the European entrepreneurs conscious of the strike
capacity they hold as a community.

2+ The EC has to invent new ways of favouring cross-border clustering and networ-
king of SME's.

4. The EC should project an image of an active support to the European SMEs.
How many entrepreneurs know today the existence of the EC SME Envoy?

Leap forward in improving the links between researchers and
entrepreneurs

2. The EC should create an innovative European business model of R&D cooperation
between universities and SMEs.

€. The EC should sustain a focused and selective approach to push certain
technologies on which the EU SMEs can be more efficient than the outside
competition.

L European universities should be challenged to create small business departments
providing services and research projects to SMEs.
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B Make the political choice of financing efficiently the SMEs
directly from the EC level:

8. The EC should spend more money to support the SMEs, not less?. And spend
means cash out: we all know that the absorption of European funds is today
extremely low?.

2 TheEU money should really be accessible to the SMEs:
Understandable: there are too many programs, portals, policies and layers of
information.
Easy to apply: why is the process to get a financing such an obstacle course?
Quick: the average delay between the request and the cash is generally over a
year. Who can work with this delay?

19: The EC should contribute to rationalize the tax policies on the shares of SMEs,
ease cross border sales of SMEs securities, and relieve the fiscal weight on trans-
mission when it favors the sustainability of the company.

Improve the Community infrastructure supporting the SMEs
in Europe:

1L Today the EU stands whether as an information provider whether as a cash
dispenser. It should settle a Small Business Agency inspired from the US one:
having employees experienced in business and development bringing direct
business advices and strategic support to SMEs.

12: The EC should address the very specific issue of funding of companies “hitting
the wall of the 7t year” through the decompartmentalization of capital risk in
Europe or the emergence of new venture capitalists business models.

We are convinced that the EC can have through such actions an essential role in
upsizing the manufacturing companies in Europe.

Paris, December 2012

A European Search Lab*, initiated by EUROGROUP CONSULTING

contact: yves.labat@eurogroupconsulting.fr

2The amount of the funding dedicated to support the capital funding of SMEs in Europe is in decrease:
project COSME 2014/2020: 2,5 billions € instead of 3,6 for the project CIP from 2007 to 2013.

3 The average absorption of the structural funds for the campaign 2007/2012 was 33.4%, end of 2011:
cf Michael Theurer report, June 2011 Absorption of Structural and Cohesion Funds.

4 Members of the Lab: Pr E.Cattaneo, SDA Bocconi ; Pr C.Guerini, Professor in Marketing Cattaneo
University (Varese)) and SDA Bocconi University (Milan); Dr E.P. Gallié, IMRI, Paris Dauphine University
and Observatoire des sciences et des techniques; F. Poma, Partner, Eurogroup Consulting Italia;
Prof. Dr.-Ing. R. Schmitt, (WZL) at RWTH Aachen University; Prof.Dr.T.PREFI; P3 Ingenieurgesellschaft;
Dr. S. Kozielski, Corporate Development, ThyssenKrupp AG; J.P.Brousse, Partner, Eurogroup Consulting
France; Y. Labat, General Delegate, Eurogroup Consulting Holding.
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