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The public discourse around administrative burdens on
businesses has been conducted intensively by associations,
policymakers and the media. SMEs see bureaucracy as by far
the greatest risk to competitiveness at their German location.
The specific amount of time spent by small and medium-sized
enterprises on administrative processes has now been
surveyed and quantified for the first time on the basis of the
KfW SME Panel. The focus of the work was on the effectively
measurable working hours and did not consider any other
stress factors.

In the past year, the SME workforce spent on average around
seven per cent of their working time on administrative pro-
cesses. That amounted to 32 hours per month on average per
business. Among half the 3.8 million small and medium-sized
enterprises (SMEs), the amount of time expended was 15
hours per month or less. External service providers accounted
for roughly one third of the working hours spent on compliance
with bureaucratic obligations.

The special survey also revealed that last year around 1.5
billion working hours were dedicated to compliance with legal
requirements in the SME sector. That was around EUR 61
billion in labour costs. Thus, work carried out to meet legal
requirements accounted for around 3.9% of the annual
personnel costs of small and medium-sized enterprises.
Complying with tax obligations, retention and documentation
obligations and requirements in the area of accounting were
mentioned as the most burdensome.

The desire for less bureaucracy is ever-present and shared by
all economic players. SMEs see bureaucracy as by far the
greatest risk to competitiveness at their German location.* It
tops the list of adverse and inhibiting factors. Surveys con-
ducted recently — for example by Creditreform?, DIHKS, DZ
Bank* or DSGV® — revealed that SMEs regard cutting red tape

as the most pressing economic policy issue today. As such,
effectively reducing the administrative burden by simplifying
and cutting bureaucratic requirements would generally be wel-
comed as a way of strengthening Germany’s competitiveness
as a business location.

At the same time, bureaucracy is a key foundation of our
economic system. Standardised and formalised rules and
procedures for public-sector and administrative activities have
a purpose. They help to avoid mistakes and misunder-
standings, make decisions more transparent and comprehen-
sible and administrative processes more efficient. In short,
bureaucracy is a prerequisite for rules-based action that
enables legal safety and fair competition. But the risk that the
costs exceed the benefits rises with increasing bureaucracy.

All businesses are subject to laws and regulations and
regulatory compliance involves time and effort and therefore
incurs costs. The scope of work required from businesses is
broad. It extends from documentation and information obliga-
tions (for example, filling in forms, proofs or reports to tax or
social security agencies) to the whole spectrum of costs of
materials and personnel incurred by a business in the course
of complying with laws, regulations and rules of procedure.
This can include, for example, data protection, labour law and
occupational safety, environmental and climate protection,
packaging or meeting minimum technical standards.

Not all businesses are equally affected or subject to the same
set of requirements. Still, this by no means exhaustive list
illustrates how much of a burden they may have to shoulder.
To be sure, the administrative burden index of the Federal
Statistical Office, which depicts ‘only’ the effort involved in
completing traditional ‘red tape’ obligations, shows that the
burden (documentation requirements, forms to be sent and
information obligations) has been declining since 2012.6

Overview: Time and money spent by SMEs on legal compliance in the year 2023
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Note: The specific question was: ‘How much time do you estimate that your business spends on complying with all legal requirements?’

Source: KfW SME Panel 2024

Note: This paper contains the opinion of the authors and does not necessarily represent the position of Kfw.
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The burden index as a specific sub-indicator of expenditure on
performing official statistical duties (surveys by the federal and
state statistical services) is heading the same direction.” By
contrast, the much more wide-ranging compliance costs have
grown in recent years, according to the National Council for
the Review of Legal Norms.® Besides ‘traditional red tape’
obligations and official statistical duties, these include, among
others, labelling requirements and obligations to cooperate, as
well as occupational safety requirements, animal welfare
obligations and fire protection. Compliance costs are regarded
as the most comprehensive measure of bureaucratic burden.

In order to provide a reliable and quantitative data base to
supplement these predominantly qualitative survey findings,
the Kf\W SME Panel has for the first time undertaken a
representative analysis of the specific amount of time spent by
small and medium-sized enterprises on administrative pro-
cesses. It covered the whole spectrum of Germany’s business
landscape from solo entrepreneurs to small skilled trades
businesses to larger, family-led manufacturing enterprises.

Specifically, businesses were asked: ‘How much time (in
working hours per month) do you estimate that your business
spends on complying with all legal requirements?’ Reference
was made to all legal requirements that involve compliance
costs. Apart from documentation obligations and information
requirements (e.qg. filling in forms, proofs, natifications to,
among others, tax and social security agencies), reference
was also made to the effort expended by businesses on
complying with laws, regulations and procedural rules (e.g.
data protection, labour law and occupational safety,
environmental and climate protection, packaging or meeting
minimum technical standards, etc.).

Our focus was on the factually measurable number of hours
worked as a measure of the administrative burden (for
example, the time required to fill in forms). Thus, it did not
cover other stress factors which businesses experience in
addressing bureaucratic requirements and are reflected in
many studies. These include time-consuming application,
planning and approval procedures, lack of digital services,
poor accessibility of authorities, the level of fees and (social
security) contributions, length of retention periods as well as
disputed interpretations of regulations. Specific psychological
costs of dealing with red tape also play a critical role for many
businesses.? What all these factors have in common is that
they cause greater awareness of bureaucracy as being a
problem but cannot or can hardly be measured in terms of
workload.

SME employees spent nearly 7 per cent of working hours
on meeting bureaucratic obligations

Last year, employees of SMEs on average spent around
seven per cent of their working hours on complying with all
legal requirements — based on the average 34.3 weekly
working hours of employees in Germany in 2023'° and taking
into account the businesses’ numbers of employees. The
median, however, was considerably lower at around three per
cent, which means that employees in around half the SMEs in
Germany spent not more than this share of their working
hours on meeting administrative requirements. In around one
quarter of businesses, employees spent not more than two per
cent on these duties, and in one in ten enterprises 15% and
more.*!

Page 2

Figure 1: Proportion of working time spent by all employees on
meeting legal obligations, by segment

All SMEs

Solo entrepreneurs*
Micro-businesses**
Small SMEs
Medium SMEs
Larger SMEs

R&D-intensive manufacturing
Other manufacturing
Construction
Knowledge-intensive services

Other services

In per cent, average per business in the segment

Note: Micro-businesses <5 employees, small SMEs 5 to <10 employees,
medium SMEs 10 to <50 employees, larger SMEs with 50 and more employees
up to an annual turnover of not more than EUR 500 million. * Solo
entrepreneurs: only one owner and no employees.** Micro-businesses including
solo entrepreneurs.

Source: KfW SME Panel.

The larger the business, the lower the relative administrative
burden (Figure 1). Accordingly, solo entrepreneurs devote the
most time to it — 9% on average. The size correlation is due to
the fact that administrative tasks do not grow in proportion to a
company’s headcount, as enterprises benefit from size de-
gression effects. Solo entrepreneurs, on the other hand, must
perform all relevant tasks themselves. In terms of economic
sectors, micro-businesses, small and medium-sized
enterprises providing other services'? and SME construction
firms stand out with around 8%.

What exactly do these shares mean? On average, small and
medium-sized enterprises spent around 32 working hours per
month on complying with all legal requirements. In the case
under consideration, however, the average value for the SME
sector as a whole was heavily driven by very large enterprises
(Figure 2). Whereas the time spent on meeting obligations
averaged 11 working hours per month for solo entrepreneurs
and 18 for micro-businesses, that figure was many times
higher among larger SMEs, with 310 working hours per month
on average.

The median therefore provides a more reliable picture here.
Accordingly, around half of SMEs spend a maximum of
around 15 working hours per month on compliance work. In
one quarter of enterprises it is not more than eight hours and
in one in ten it is at least 100 working hours per month.

On balance, last year the approx. 3.8 million SMEs devoted
around 124 million working hours per month overall to meeting
all legal requirements.*® That was roughly 1.5 billion working
hours for the year as a whole.



Figure 2: Compliance work to meet legal requirements by
segment in number of working hours per month in absolute
terms
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Source: KfW SME Panel.

Tax obligations cause large amounts of compliance work
for most businesses

Small and medium-sized enterprises rank the bureaucratic
areas that require the greatest effort from them in a relatively
clear order (Figure 3). Meeting tax obligations is clearly the
legal requirement that most often requires a great amount of
compliance work for SMEs, with 70% of all businesses
mentioning this factor. Trade tax, turnover tax, value added
tax, income tax and corporation tax are likely the most
common. Company audits are also included in this aspect.'*

Retention and documentation obligations ranks second,
although at some distance, with a frequency of 52%.
Accounting requirements follow at 41%. The three areas
mentioned first share the common feature that smaller
businesses describe them as a burden significantly more
often.

There are variations in the intensity of the burden on busi-
nesses, with larger SMEs reporting greater effort in fulfilling
statistical information and reporting obligations than small
SMEs. Requirements from social security providers also pose
a higher burden for larger businesses.

External service providers perform more than one third of
the compliance work

Not all work that needs to be undertaken to fulfil legal
requirements is performed by the affected businesses
themselves. Many are unable or unwilling to shoulder the
effort alone. Some may also lack specific in-house knowledge
or deliberately forego hiring suitably qualified workers for cost
reasons. Smaller businesses in particular usually have fewer
specialist employees, while larger ones often have entire
specialised departments (for example, in the areas of data
protection, accounting and law). On the other hand, the
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Figure 3: The ten areas causing the greatest amount of

compliance work for SMEs
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Note: Further categories that were considered in the survey but are not shown
here because they were very rarely mentioned: ‘climate and environmental
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Source: KfW SME Panel.

business models of larger enterprises are often more complex
and may require specialised support more often (for example,
when they are more internationally active or undertake
construction projects).

Last year, eight in ten SMEs used external service providers
to comply with or implement administrative requirements
(81%, Figure 4), with seven per cent even hiring external
service providers to take care of all bureaucratic processes.
These likely included mostly tax accountants, management
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consultancies, law firms or auditing firms. Outsourcing
compliance work is therefore by no means a niche aspect but
is done all across the SME ecosystem. The use of external
service providers increases with the size of the business. Last
year, a minority of only 19% of SMEs did not use external
service providers for compliance work.

Figure 4: Use of external service providers to fulfil legal
requirements

In per cent
All SMEs
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= Requirements fulfilled by external service providers as a share of total
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Note: Micro-businesses <5 employees, small SMEs 5 to <10 employees,
medium SMEs 10 to <50 employees, larger SMEs with 50 and more employees
up to an annual turnover of not more than EUR 500 million. * Solo
entrepreneurs: only one owner and no employees.** Micro-businesses including
solo entrepreneurs.

Source: KfW SME Panel.

Across all SMEs, service providers on average accounted for
slightly more than one third (34.6%) of the working hours
spent on compliance with bureaucratic obligations. Or, put the
other way around, businesses use their own resources to
complete around two thirds of the work required to comply
with all legal requirements. In this regard, there are no major
differences between the segments. Only among larger SMEs
is the extent of compliance work performed externally
significantly lower.
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What compliance costs do SMEs need to shoulder?
However, a look at the work effort alone does not tell us
enough to estimate the actual burden which compliance
places on businesses. We have already mentioned further
burdens caused by time-consuming application, planning and
approval procedures, lack of digital services, poor accessibility
of authorities, the level of fees and (social security) contribu-
tions, length of retention periods as well as disputed interpre-
tations of regulations and psychological costs not captured in
the present analysis.

However, on the basis of the data collected here we can at
least provide an estimate of the costs incurred from the work
by putting a price on it. In the following, we treat all working
hours incurred the same, whether performed in-house or by
external service providers. It is not possible to make a
differentiation because the costs of using external services are
unknown.

According to the Federal Statistical Office, the average cost of
a working hour in Germany in 2023 was EUR 41.30.%° Based
on this figure, the total personnel costs of the working hours
performed last year in complying with all legal requirements in
the SME sector amounted to approx. EUR 61 billion.

It is true that there are no directly available data on the volume
of personnel costs incurred in the SME sector but these can
be indirectly inferred under the KfW SME Panel on the basis
of the data supplied by businesses on turnover and profits.
This enables the aggregate cost volume to be estimated for
the SME sector as a whole at around EUR 4,701 billion in the
year 2023. Furthermore, we know from earlier analyses by
KfW Research that personnel costs on average make up
around 33% of the total costs incurred by an SME.® Accord-
ingly, personnel costs incurred by SMEs totalled approx.
EUR 1,551 billion.

In other words, the work performed to comply with legal
requirements in the day-to-day running of a business
accounted for around 3.9% of the annual personnel costs of
small and medium-sized enterprises in Germany (EUR 61
billion of EUR 1,551 hillion).” It must be noted here that this is
an approximate value based on aggregate data that may and
will differ (significantly in some cases) between business seg-
ments. It must also be considered that the analysis does not
capture costs of equipment and material incurred as a result
of, for example, the application and implementation of legal
regulations or standards. The total cost burden — that is,
inclusive of costs of equipment and material incurred — will
therefore be higher.



The dataset: The Kf\W SME Panel

The evaluations in this article are based on the KfW SME
Panel 2023 as the main data source. The KfW SME Panel
(Kfw-Mittelstandspanel) has been conducted since 2003 as
a tracking survey of small and medium-sized enterprises in
Germany.

The basic population of the KW SME Panel includes all
private-sector companies from all industries with annual
turnovers of up to EUR 500 million. With a database of up to
15,000 companies a year, the KW SME Panel is the only
representative survey of the German SME sector, making it
the most important source of data on issues relevant to
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the possibility to conduct projections for micro-businesses
with fewer than five employees as well. The KfW SME Panel
is also available to researchers in the context of research
partnerships.'® The survey was conducted by GfK GmbH on
behalf of KW Group. The project received expert advice
from the Leibnitz Centre for European Economic Research
(ZEW) in Mannheim. The main survey of the 22nd wave of
the KW SME Panel was conducted in the period from 12
February to 21 June 2024. A total of 9,556 SMEs took part in
the 22nd wave.

Further information can be obtained at www.kfw-
mittelstandspanel.de.

SMEs. As it is representative of all SMEs of all sizes and
across all industries in Germany, the KfW SME Panel offers
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