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Why do many countries see the German SME sector – the Mittelstand –
as a role model? And why is it that, up
to now, SMEs here in Germany have
come through the current crisis relatively unscathed? In brief: What
makes up the German Mittelstand?
This paper demonstrates that, above
all, diversity is crucial. Large, evenly
distributed,
industrial,
innovative
– these are just some of the ingredients in the success of the Mittelstand.
In Europe, small and medium-sized
enterprises (SMEs) are receiving particularly close attention at present. Germany’s success in tackling both the
current crisis and previous ones – a
success in which the Mittelstand has
played a significant part – is pushing this
sector more and more into the spotlight
of European economic policy. The German SME sector is proving to be strong
and in robust health, and access to financing here remains largely unaffected.
In contrast, SMEs in Southern Europe
are forced to struggle with difficulties in
financing.1 It is for this reason, at least in
part, that the public debate is now primarily focused on approaches to mitigate
the effects of the credit crunch for SMEs
in Southern Europe.
Large SME sectors in virtually every
country in Europe
SMEs are ubiquitous throughout Europe.
In virtually every part of the continent,
the proportion of SMEs stands at over
99 %. Furthermore, based on current EU
data2, there are more small and mediumsized enterprises in other large European states than in Germany – such as

Spain (+16 %), Italy (+80 %), and France
(+12 %). Clearly, the existence of SMEs
does not in itself suffice to explain the
strength of the German Mittelstand. So
why is it that SMEs here in Germany
managed comparatively better during the
crisis? The German Mittelstand has
certainly benefited substantially from the
country’s credit rating, which has been
consistently at the top level, as well as
from investor confidence. Wage restraint
and labour market reforms have also
made a contribution over the last decade.
However, there are also structural differences between small and medium-sized
enterprises in Europe. And a particularly
important difference is diversity.
Diversity in size: on average, German
SMEs are twice as large
Micro-enterprises dominate the SME
sector everywhere. And this is true here
in Germany as well. But Germany has a
far greater proportion of larger SMEs
than other EU countries (Figure 1): 17 %
of SMEs here are classified as medium
to large, whereas the average for the
EU-27 is 8 %. The other countries considered in this comparison have an even
lower proportion of around 6 %. At the
same time, the proportion of microenterprises in Germany is, at 84 %,
some ten percentage points lower than
elsewhere.
In other words, the average size of
SMEs is higher in Germany than in other
countries. At around 7.4 employees, it is
almost double that of the other three
countries. The sales situation is similar.
According to EU figures, average turn-
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over is significantly higher in Germany
(EUR 1.3 million)
than
in
France
(EUR 0.9 million), Spain (EUR 0.5 million), and Italy (also EUR 0.5 million).
Value added contribution from larger
SMEs is at 150 percent in Germany
The diversity in size strengthens the
vertical value chain and ensures a continuity of flow down that chain. Large
corporations can shift parts of their value
chain onto large SMEs; these can in turn
move parts of theirs to medium-sized
SMEs, which can pass parts of theirs to
small businesses.
Comparing added value contributions
underscores the substantially greater
significance of larger SMEs in Germany
(Figure 2). Whereas in Spain, Italy and
France larger SMEs contribute around a
quarter of the value added in the SME
Figure 1: Size distribution within the
SME sector in 2013
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sector of each country (and 15 % of the
value added in the corporate sector as a
whole), the corresponding proportion in
Germany is 38 % (and 21 % for value
added in the corporate sector overall).
More balanced distribution over different sectors provides better cushioning against external shocks
Despite the continuing trend across the
world to concentrate on the service sec-
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Figure 2: The value added contribution made by different sizes of SMEs to
total SME value added in 2013
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tor (“tertiarisation”), the German SME
sector still retains a strong industrial
focus. Whilst within the EU-27 an average of 41 % of SME revenue comes
from industrial activity, the figure in Germany is 46 %. This small difference
masks a major beneficial effect: in Germany, there is a more even distribution
across different sectors – and this provides stability against external shocks. If
individual branches of the economy are
adversely affected by external shocks –
as were export-oriented sectors during
the 2008/2009 crisis – then other sectors
(which, in this case, were those focusing
on the domestic market, such as the
craft sector, construction and services)
can, to a large extent, provide a buffer
against potential detrimental consequences.3
A high-quality, industrially focused
SME sector as an engine of growth
The ongoing process of industrialisation
in emerging countries demands highquality “industrialisation tools”. Industrial
companies in the German Mittelstand
produce these too and market them with
considerable success. Those segments
of the Mittelstand which are strongly
focused on exports grow alongside the
emerging nations. The whole economy
benefits as a result. But this also presents a risk if there is a slowdown in
these emerging countries.
Manufacturing businesses (which are
heavily engaged in R&D) feature strongly
among larger SMEs in Germany. The
proportion of such businesses among
larger SMEs is almost nine times higher
than it is for the rest of the Mittelstand.
These companies are not only highly
productive (out-performing the SME
sector as a whole by a factor of 1.3);
they also have a higher investment ratio
(by a factor of 1.9), and they are particu-

larly active in foreign markets (by a factor
of 3.3). Similarly, they are responsible for
18 % of employees and 28 % of all investments. That provides an important
stimulus for growth, and raises the competitiveness of the economy as a whole.
This group often includes “hidden champions”, companies which are global market leaders in their field.
Regional clusters with a widespread
geographic distribution
German SMEs benefit from the advantages provided by regionally concentrated
supplier-customer
structures,
known as clusters.4 Clusters offer multiple advantages. It has been empirically
demonstrated that companies operating
in clusters enjoy superior growth, survive
longer, and are more actively engaged in
innovation.5 In particular, the favourable
environment which geographic proximity
offers for the exchange of technological
knowledge and know-how is deemed to
have a decisive impact. Furthermore,
key infrastructure facilities – such as
universities and transport infrastructure
(usually of a very high standard) – tend
to develop in regional business agglomerations like these.
Compared to the rest of Europe, Germany has a greater number of such
clusters (many of them in hightechnology areas); moreover, these

clusters are geographically more widely
spread than in other countries.6 Examples of well-known German clusters may
be offered here, such as those in the
areas of biotechnology and life sciences
(e. g. Munich-Martinsried, and the RhineNeckar biotech cluster); aviation (Hamburg); and photovoltaics / solar technology (e. g. Central Germany, BadenWürttemberg).7 These clusters are, not
least, a tangible expression of the support provided explicitly for clusters over
recent decades by Germany’s federal
government, states and municipalities.8
Innovation guarantees long-term
competitiveness
SMEs in Germany are – still – significantly more innovative than those in
other countries. Even though the proportion of innovators in Germany fell during
the 2008/9 crisis and has not yet recovered, it is still higher than in any other
large European country (Figure 3). Innovation ensures that the competitiveness
of individual companies – and hence of
the economy as a whole – is maintained
for the future. Over the past ten years,
innovative manufacturing companies
have achieved an employment growth
rate of 2.2 % – almost double that of
those SMEs which do not innovate
(1.2 %).9
Strategic factors for success from the
Mittelstand perspective
Quality, service, and reliability. In the
opinion of German SMEs, these are the
strategic factors for success, and these
are the strengths on which they build and
expand their competitive advantage.10
Based on its own assessment, the
manufacturing industry in particular,
which is extremely active in R&D and is
of such importance in Germany (see
above), scores highly against interna-

Figure 3: Share of innovators among SMEs, 2006 and 2010
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Figure 4: The top three competitive advantages of the German Mittelstand,
from the companies’ perspective
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tional competition with the quality of its
goods and services (87 %). Combined
with consultancy and other services tied
to the product provided – services which
are nowadays becoming increasingly
important – a successful business model
has developed in this sector. Mittelstand
companies aim to build on this in the
future.
Last but not least: fertile topsoil
The economic (and cultural) context
should not be overlooked. The comparatively comfortable position in which the
German Mittelstand presently finds itself
cannot be explained in isolation from its
setting. A robust domestic market, stable
levels of private consumption and moderate trends in wages and prices have all
contributed to strengthening the competitiveness of the corporate sector.
Another advantage which should not be
underestimated is that Germany was
spared the effects of a real estate price
bubble. In addition, German credit institutions were (and are) better placed than
their European counterparts. Here in

1

Germany, financing costs rose by only a
moderate amount, and then only for a
short time to enable them to recover.
Furthermore, German politicians reacted
very quickly whenever the situation became critical, introducing the “Konjunkturpaket” stimulus package and measures to stabilise the labour market,
thereby making a substantial contribution
to restoring confidence in economic
affairs. Rounding off the list of ingredients for success are a capable education
and innovation system, a low level of
social inequality, and supportive cultural
attitudes. All these factors have had a
positive influence on the diversity of the
Mittelstand and have thereby served to
increase resilience and promote stability.
Europe – promoting growth and increasing diversity
What can other European countries learn
from Germany? Adopting an economic
policy which aims to help SMEs grow
and strengthen their competitiveness will
pay for itself. To this end, it is necessary
to identify the country-specific obstacles
to growth, and to overcome them on a

permanent footing. In most European
countries, a key short-term challenge is
to improve access to financing for small
and medium-sized enterprises, and –
most of all – access to credit on appropriate terms. For small companies in
particular, loan financing offers, in most
cases, the only realistic opportunity of
raising external funding.
Another strategy to foster growth is to
focus on existing regional clusters and
support their development. Setting up
new strategic clusters, which also serves
to stimulate investment in infrastructure
projects, could be a further option.
European SMEs and politicians need to
focus more intensively on innovation as
a long-term driver of growth. Innovation
boosts competitiveness, increases investment, and creates employment.
Economic policies which aim to foster
innovation in small and medium-sized
companies can be – and must be – designed with the long term in mind. Only
then can they be crowned with success.
And last but by no means least: diversity
must be increased. Support for the SME
sector should not have a too narrow
focus on specific branches. It is much
more advisable to support the competitiveness of the SME sector across its full
width. This gives space for SMEs to
evolve and diversity to develop. And
diversity will be crucial in the future as
well. ■
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Review.
3
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See the following by way of example http://www.clusterplattform.de/de/downloads/Clusterpolitische_Massnahmen.pdf.

9

See Zimmermann, V. (2012), Führen Innovationen im Mittelstand zu mehr Beschäftigung? Standpunkt Nr. 17 (May 2012), KfW Bankengruppe,
Frankfurt am Main.
10

A detailed study into the competitive situation in the German Mittelstand will be published in the Summer of 2013.
3

