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SMEs’ international business stagnates – enterprises adapt to a 
changing environment 

The escalation of the conflict in the Middle East and 

the blockade of the Strait of Hormuz are leading to 

rising energy prices and looming supply shortages, 

dampening global growth prospects. For the interna-

tional business of the German SME sector – which is 

already under pressure from US trade policy, grow-

ing competition from China and weakening competi-

tiveness of Germany as a business location – this 

poses an additional challenge. 

After the strong recovery in 2021 and 2022 from the 

pandemic-induced slump, foreign sales of the SME 

sector have been stagnating for several years. After 

amounting to EUR 701 billion in 2022, they declined 

slightly in nominal terms to EUR 698 billion in 2023 

and rose only marginally to EUR 699 billion in 2024. 

Adjusted for prices, the high inflation rates even im-

ply a marked decline. The current weakness in for-

eign sales is primarily attributable to the manufactur-

ing sector. Its cross-border sales fell from EUR 316 

billion to EUR 298 billion in 2024. Declines were also 

seen in wholesale and retail trade. Only the services 

sector was able to significantly increase its foreign 

sales from EUR 194 billion to EUR 227 billion, 

thereby stabilising the overall volume. 

The preliminary results for 2025 suggest rather a 

continuation of this sideways movement. In around 

one third of internationally active enterprises, foreign 

sales in 2025 fell compared with the previous year; 

in only one fifth did they increase.  Even in the me-

dium term, SMEs expect little growth momentum 

from their international business. In January 2026 — 

even before the war in Iran — 24% of companies op-

erating abroad anticipated that their international 

sales would rise over the next three years, while 

30% expected a (further) decline. The positive trend 

in German goods exports in the first half of 2026 and 

the sharp rise in export expectations in the manufac-

turing sector in August 2026 are, against the back-

drop of ongoing structural challenges, likely signs of 

an economic upturn rather than a sustainable turna-

round. 

Even before the coronavirus crisis, declining globali-

sation dynamics confronted enterprises with the 

challenge of reviewing their foreign business and 

tapping new sales potential. The fall in demand and 

slump in sales during the pandemic, which affected 

export-oriented enterprises significantly more often 

and more severely, have called existing export strat-

egies into question. With the geopolitical crises of re-

cent years, the protectionist trade policy of the US 

and increasing headwinds from China, the pressure 

to adjust has risen further. 

In parts of the SME sector, a realignment of interna-

tional business is already discernible. Around one 

quarter of internationally active enterprises have im-

plemented adjustment measures over the past five 

years and another quarter are planning to do so in 

the coming five years. The main focus is on broader 

diversification of export markets, which 16% of all in-

ternationally active SMEs have already implemented  

and a further 7% are planning. Around 8% have re-

sponded by concentrating more strongly on domestic 

customers. A stronger orientation towards the EU in-

ternal market has so far been undertaken by only 5% 

of internationally active SMEs – however, more than 

14% are planning this in the next five years. Only 4% 

of internationally active SMEs have adjusted by (par-

tially) relocating their enterprise abroad, while an-

other 12% are considering this for the future. 

In the manufacturing sector, the pressure to adapt is 

higher and the responses are correspondingly more 

pronounced. Here, 22% have diversified their ex-

ports more strongly, while 10% of internationally ac-

tive enterprises have shifted their regional focus to-

wards the EU internal market. About 15% have 

turned more towards domestic customers. To date, 

8% of industrial enterprises with cross-border sales 

have (partially) relocated abroad. However, a further 

29% of them are planning to do so in future. If only 

every second enterprise implements such plans – a 

realistic assumption in view of past implementation 

of investment plans in the SME sector – this means 

that in the next five years almost 7% of all SME man-

ufacturing enterprises will relocate at least part of 

their operations abroad – significantly more than 

have invested abroad in recent years. In view of the 

particular importance of the manufacturing sector for 

sales and employment and its value-chain connec-

tions with the services sector, this is likely to have 

noticeable effects not only on the SME sector. This 

underlines the urgency of addressing structural loca-

tional disadvantages and seeking appropriate trade 

and industrial policy responses to counteract dein-

dustrialisation trends and secure the external eco-

nomic strength of the German SME sector. 
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The war in Iran poses an additional challenge for 

SMEs international operations 

Following the US attack on Iran in February 2026 and 

the weeks-long blockade of the Strait of Hormuz, ten-

sions in the Middle East continue. Although the two 

countries had in the meantime agreed on a framework 

agreement providing for an extension of the ceasefire 

and further negotiations, this was terminated by Donald 

Trump after mutual attacks. It is uncertain whether the 

conflict can be settled permanently in the near future. 

Navigating the strait is still severely restricted and a 

rapid resolution of the congestion in the Persian Gulf is 

not in sight. In August, about 400 ships with 6,000 sail-

ors were still stranded there.1  

For global value chains, the conflict represents an addi-

tional challenge. Although no significant shares of 

global merchandise trade are routed through the Strait 

of Hormuz, it constitutes a bottleneck for oil and gas 

exports of major producer countries in the region as 

well as for some important industrial raw materials and 

fertilisers. The result is rising energy prices and a short-

age of key intermediate products such as aluminium, 

ethylene and other petrochemical raw materials re-

quired for plastics production, helium, which is needed 

for semiconductor manufacturing, as well as urea and 

ammonia, which are used in fertiliser production.2 This 

is likely to slow global economic growth. In July 2026 

the IMF projected global growth to be only 3.0%, com-

pared with 3.3% in January 2026, still before the esca-

lation of the conflict.3 For SMEs, this represents yet an-

other challenge in their international business opera-

tions—in addition to the U.S.’ restrictive trade policies, 

growing competition from China and the pressure on 

Germany’s competitiveness as a business location. 

SMEs partially withdraw from US business 

Since Donald Trump took office, US trade policy has 

become not only more protectionist but also more un-

predictable. Although the trade agreement concluded 

last year between the EU and the US, which in princi-

ple caps US tariffs on imports from the EU at 15%, en-

tered into force on 1 July 2026, this has not prevented 

the US President from threatening new tariffs – most 

recently after the EU imposed a multi-billion fine on 

Google for abuse of market power. The trade policy 

framework is likely to remain characterised by uncer-

tainty in the future as well. 

For SMEs with transatlantic business relations, this 

poses challenges. Every second enterprise reports 

negative effects of the new US policy on its own busi-

ness. Consequently, many SMEs have withdrawn from 

US business, as shown by the results of a supplemen-

tary survey to the KfW SME Panel in January 2026. 

The share of the 3.9 million SMEs with direct exports to 

the US was only 5.8% in January 2026, compared with 

8.5% when Donald Trump took office one year earlier.4   

Many enterprises are feeling growing competitive 

pressure from China 

In addition, SMEs are exposed to intensified competi-

tion from China. Although some SMEs also benefit 

from imports from China, 19% of the 3.9 million small 

and medium-sized enterprises in Germany perceive 

growing competitive pressure on the prices or quality of 

their products or services (Figure 1). Those particularly 

affected are SMEs in the manufacturing sector but also 

in wholesale and retail trade. Both in domestic and ex-

port markets, Chinese competitors are likely to become 

one of the central challenges in future.5  

Figure 1: Growing competitive pressure from China 

Share of enterprises for which competitive pressure from Chinese ri-

vals has increased over the past three years in per cent  

Note: Figures extrapolated based on the number of enterprises.  

Source: Supplementary survey to the KfW SME Panel in September 

2025. 

Competitiveness of Germany as a business loca-

tion at risk 

While many SMEs currently still consider themselves 

well-positioned, their confidence in their ability to re-

main competitive on the international stage in the future 

is waning. In September 2025, only 23% of enterprises 

expected their competitive position to improve over the 

next three years, compared with 35% in March 2023. 

By contrast, the share of enterprises expecting a deteri-

oration in the future more than doubled over this pe-

riod, from 19 to 41%. In addition to challenging external 

economic conditions, the competitiveness of Germany 

as a business location also plays a role here. Enter-

prises view bureaucracy, but also taxes and charges as 

well as energy and labour costs, as key risks. This is 

holding back investment and innovation – which are es-

sential prerequisites for maintaining Germany’s com-

petitiveness.6  
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External economic environment leaves its mark on 

SMEs’ foreign sales 

The difficult external economic environment and the 

challenges to the competitiveness of Germany as a 

business location are also reflected in SMEs’ foreign 

sales. In 2025 these declined year-on-year in one third 

of internationally active enterprises, as a first estimate 

based on the supplementary survey to the KfW SME 

Panel in January 2026 shows (Figure 2). By contrast, 

only a good fifth of enterprises were able to record ris-

ing foreign sales. The manufacturing sector saw de-

clines in foreign sales particularly often, in 41% of all in-

ternationally active enterprises, although 29% here 

were also able to increase their foreign sales. In whole-

sale and retail trade, too, a comparatively large number 

of enterprises had to accept falling foreign sales. The 

services sector was somewhat less severely affected, 

although here as well foreign sales declined markedly 

more often than they increased (Figure 2). For the de-

velopment of the overall volume of foreign sales in 

2025, which is being collected in the ongoing main sur-

vey of the KfW SME Panel, this points at best to stag-

nation. 

Figure 2: Development of SMEs’ foreign sales in 
2025 

Year-on-year, share of internationally active enterprises in per cent  

Note: Values extrapolated based on the number of enterprises. Con-

struction sector not shown separately due to the low number of ob-
servations. 

Source: Supplementary survey to the KfW SME Panel in January 

2026. 

The sideways movement of recent years is therefore 

likely to continue for the time being (Figure 3). After the 

pandemic-induced slump in 2020 (EUR 533 billion), 

nominal foreign sales of the SME sector initially recov-

ered strongly and, in 2021 (EUR 617 billion) and 2022 

(EUR 701 billion), clearly exceeded the pre-crisis level 

of 2019 (EUR 596 billion). In 2023, foreign sales were 

unable to rise further but even fell by -0.4% to  

EUR 698 billion and for 2024 only minimal nominal 

growth of 0.2% to EUR 699 billion can be observed.7 

Real growth is negative in view of the high inflation 

rates in recent years and stood at -2.9% in 2024, fol-

lowing -6.5% in 2023.8 

Figure 3: SMEs’ foreign sales  

Total foreign sales in EUR billions 

Source: KfW SME Panel 2017–2025. 

Services sector offsets declining foreign sales of 

the manufacturing sector 

A look at SMEs’ foreign sales by sector shows that the 

development emerging for 2025 – particularly weak for-

eign business in manufacturing and trade – was al-

ready becoming apparent in 2024. Cross-border sales 

of the manufacturing sector fell from EUR 316 billion to 

EUR 298 billion in 2024. In wholesale and retail trade 

they declined from EUR 179 billion to EUR 166 billion. 

By contrast, the services sector was able to increase its 

foreign sales from EUR 194 billion to EUR 227 billion 

and thus contribute to stabilising SMEs’ foreign busi-

ness (Figure 4). In the construction sector, which tradi-

tionally exhibits low international activity, foreign sales 

remained largely unchanged. 

Figure 4: Foreign sales by sector  

SMEs’ foreign sales by sector in EUR billions 

Source: KfW SME Panel 2017-2025.  
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Figure 5: Germany’s exports of goods and services 

Nominal values 

Source: German Federal Statistical Office, Deutsche Bundesbank

In this respect, the SME sector mirrors the overall 

economy: After recovering from the coronavirus crisis, 

total exports of goods and services have also remained 

flat and, at EUR 1,812 billion in 2025, were only slightly 

above the previous year’s figure of EUR 1,810 billion. 

Here too, service exports have developed markedly 

more positively after the pandemic than goods exports, 

which are driven by the manufacturing sector and have 

recorded negative nominal growth rates since 2023 

Here too, service exports have developed markedly 

more positively after the pandemic than goods exports, 

which are driven by the manufacturing sector and have 

recorded negative nominal growth rates since 2023. 

(Figure 5).  

This reflects a long-standing trend towards greater 

trade in services, which is increasingly facilitated by on-

going digitalisation. It also expresses the current weak-

ness of German industry, which is being hit much 

harder than the services sector by the protectionist 

trade policy of the US, growing competitive pressure 

from China and unfavourable locational conditions such 

as high energy costs.9 

Nevertheless, the manufacturing sector remains an im-

portant pillar of foreign business in the SME sector as 

well. Although it accounts for only 6% of the total num-

ber of small and medium-sized enterprises in Germany 

and no more than 13% of the total number of interna-

tionally active small and medium-sized enterprises, the 

manufacturing sector contributes around 43% of total 

SMEs’ foreign sales (Figure 6). 

The services sector constitutes a large share of the 

SME sector and accounts for the majority of interna-

tionally active enterprises. However, as enterprises in 

this sector are generally smaller and generate compar-

atively low foreign sales, they are responsible for only 

around 32% of total SMEs’ foreign sales. 

Figure 6: Sectoral distribution in international busi-

ness 

Share of the respective sector in 2024 in per cent 

 

Source: KfW SME Panel 2025. 

Non-European foreign markets up to 2024 an im-

portant driver of SME exports 

In 2024, Europe continued to account for by far the 

largest share of small and medium-sized enterprises’ 

foreign sales, amounting to approximately 461 billion 

EUR, or two-thirds. Sales generated in non-European 

countries totalled 238 billion EUR, accounting for only 

about one-third (Figure 7). 
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Figure 7: Regional distribution of foreign sales  

Share of the respective region in total SMEs’ foreign sales in 2024 in 

per cent  

Source: KfW SME Panel 2025. 

During the coronavirus pandemic in 2020, sales gener-

ated in non-European foreign markets slumped much 

more sharply than sales generated in European foreign 

markets, but they also recovered more quickly from the 

crisis in 2021 and 2022 (Figure 8). In 2023 and 2024, 

non-European foreign markets contributed, with posi-

tive growth rates, to stabilising SME foreign business, 

while sales in European foreign markets declined, not 

least because of weak demand due to the more restric-

tive monetary policy of the European Central Bank. 

Figure 8: Growth rates of SMEs’ foreign sales by 
region 

In per cent 

Source: KfW SME Panel 2020–2025. 

In 2025 this development is likely to have reversed as a 

result of aggressive US tariff policy and weak business 

with China, combined with increasing competition.10 At 

the aggregate economic level this is already evident in 

the figures: Germany’s exports of goods and services 

to other European countries grew slightly by 2.4% in 

2025, whereas exports to the US fell by 3.5% and ex-

ports to China even declined by 15.6%.11 

Slightly more SMEs active abroad … 

In 2024 around 21% of all small and medium-sized en-

terprises were active abroad – slightly more than in the 

previous year and about as many as in the long-term 

average (Figure 9). With just under 3.9 million SMEs in 

Germany, this corresponds to around 819,000 enter-

prises. This trend is driven particularly by the services 

sector, to which more than two thirds of all SMEs be-

long and in which the share of internationally active en-

terprises rose by around 1.4 percentage points (from 

17.1% to just under 18.5%). In the manufacturing sec-

tor, by contrast, the share of internationally active en-

terprises fell marginally by 0.5 percentage points (from 

46.1 to 45.6%). Despite declining sales, the manufac-

turing sector has not yet seen a widespread withdrawal 

from the export business. This suggests that interna-

tional business could quickly rebound if economic and 

structural conditions improve. 

Looking at enterprise size, micro-enterprises with fewer 

than five employees have the greatest influence on the 

share of internationally active enterprises in the SME 

sector, as they account for more than 80% of the total 

number of enterprises in the SME sector. Of these, 

around 19.1% were active abroad in 2024, compared 

with 17.6% in the previous year. Larger SMEs with 50 

or more employees, however, remain particularly inter-

nationalised, with almost half of them (48.7%) being ac-

tive abroad in 2024. This confirms the long-term stable 

relationship between size and internationalisation: the 

larger the enterprise, the more frequently it is present in 

foreign markets. 
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Figure 9: Share of internationally active enterprises by size class and sector 

Shares of internationally active enterprises in per cent 

 

Note: Values extrapolated based on the number of enterprises. Size classes by number of full-time equivalent employees. 

Source: KfW SME Panel 2017–2025. 
 

Figure 10: Share of foreign sales in total sales of internationally active enterprises by size class and sec-
tor 

Share of foreign sales in total sales of internationally active enterprises in per cent 

 

 

Note: Values extrapolated based on the number of employees. Size classes by number of full-time equivalent employees.  

Source: KfW SME Panel 2017–2025. 

… but they generate lower sales 

The fact that total SMEs’ foreign sales barely increased 

in 2024 despite the slightly higher share of internation-

ally active enterprises is due to a decline in average 

foreign sales per internationally active enterprise from 

around EUR 915,000 in 2023 to around EUR 853,000 

in 2024.  

This is also reflected in the share of foreign sales in to-

tal sales, which fell across virtually all sectors and size 

classes (Figure 10). For the SME sector as a whole, 

the foreign share of sales of internationally active enter-

prises declined from 29.3 to 27.3% between 2023 and 

2024. 

If one considers not only enterprises with international 

business but at all of the roughly 3.9 million SMEs in 

Germany, the share of foreign sales in total sales 

amounted to around 13.1% in 2024, after 14.2% in the 

previous year. The SME sector thus generates around 

one in every eight euros of revenues abroad. There are 

marked sectoral differences here as well: in the manu-

facturing sector almost every third euro, in the services 
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sector only around every twelfth euro of sales is gener-

ated abroad. The nominally moderate growth of total 

sales in the SME sector – which rose slightly by 2% to 

EUR 5,179 billion in 2024 compared with the previous 

year – was driven almost exclusively by domestic 

sales.12 

Exports are unlikely to provide much of a boost to 

growth in the coming years either 

In the first half of 2026, German exports were up 3.9% 

from the same period a year earlier, primarily due to an 

increase in exports to other EU countries.13 After a pro-

longed slump, export expectations in the manufacturing 

sector also surged in August 2026 – to 8.6 net points 

among large companies and -1.7 net points among 

small and medium-sized enterprises (Figure 11). As a 

result, export expectations for the coming three months 

are more positive than they have been since February 

2022, before the start of the war in Ukraine. Both ex-

ports and short-term expectations have risen particu-

larly sharply among manufacturers of data-processing 

equipment as well as electronic and optical products, 

suggesting that the global boom in artificial intelligence 

is also taking hold among German suppliers.14 

However, it would be premature to interpret the current 

upturn as a sustained turnaround. Geopolitical crises 

and conflicts, trade policy uncertainties regarding the 

United States, and growing competitive pressure from 

China are likely to continue to shape the external eco-

nomic environment in the coming years, and far-reach-

ing reforms to strengthen Germany’s competitiveness 

as a business location are likely to be implemented 

only slowly. 

Consequently, the expectations of many small and me-

dium-sized enterprises regarding international business 

in the medium term are subdued. A total of 30% of all 

companies active abroad expect their cross-border 

sales to decline over the next three years; of these, 6% 

even anticipate a sharp decline. Only 24% of all com-

panies active abroad expect growth in their interna-

tional sales. About one in two expects to be able to 

keep its sales largely stable (Figure 12). The conflict 

between the U.S. and Iran, which escalated in late Feb-

ruary 2026 – and thus after the survey period in Janu-

ary 2026 – and for which there is no end in sight, is 

likely to have further dampened expectations in light of 

rising energy prices and looming supply bottlenecks. 

Figure 11: Export expectations of the manufactur-
ing factor   

Note: Balance (in percentage points) of the percentage shares of 

positive and negative responses on export expectations for the com-

ing three months (seasonally and mean-adjusted). The SME sector 
comprises enterprises with no more than 500 employees and annual 
turnover of no more than EUR 50 million. 

Source: KfW Research, ifo Institute. 

Shifts are likely to occur primarily l in the manufacturing 

sector but are also likely in the services sector: here, 

more than 40% of enterprises expect a decline, while at 

the same time more than 30% of industrial enterprises 

and around 20% of services enterprises anticipate an 

increase in their foreign sales. These heterogeneous 

expectations reflect, not least, the structural transfor-

mation currently under way, which is calling existing 

business models into question while at the same time 

opening growth opportunities for new technologies, 

products and services.15  

Figure 12: Expected development of foreign sales 
in the next three years  

Share of internationally active enterprises in per cent that expect their 

foreign sales in the coming three years to …  

 

Note: Values extrapolated based on the number of enterprises. Con-

struction sector not shown separately owing due to low number of ob-

servations. 

Source: Special survey for the KfW SME Panel in January 2026. 
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The automotive industry, which is being tested by the 

transformation towards electromobility, is losing market 

share, as are mechanical engineering and the electrical 

industry, which are facing growing competition from 

China in the high-technology segment and, not least, 

the energy-intensive chemicals and metals industries, 

which are particularly affected by rising energy prices.16 

New export opportunities are emerging, for example, in 

the security and defence industry or in the field of cli-

mate and environmental protection goods, for which 

globally growing demand can be expected to con-

tinue.17 In the services sector, digital technologies are a 

key growth driver. However, it is above all the US that 

occupies a strong position here, particularly in business 

models based on artificial intelligence. By contrast, 

transport and logistics services, which – alongside re-

search and development services – play a central role 

in German service exports, depend heavily on German 

goods exports and thus indirectly on the future of Ger-

man industry.18      

SMEs adapt to changing framework conditions 

Even before the coronavirus crisis, the slowing pace of 

globalisation confronted enterprises with the challenge 

of reviewing growth strategies focused on international 

business and tapping new sales potential.19 As a result 

of the fall in demand and the slump in sales during the 

pandemic – which affected internationally active enter-

prises significantly more often and more severely than 

purely domestic enterprises – many internationally ac-

tive enterprises considered broader diversification of 

their export activities, while others contemplated a 

stronger focus on domestic customers.20 With the geo-

political crises and conflicts of recent years, the protec-

tionist trade policy of the US and the increasing head-

winds from China, the pressure to adapt has risen fur-

ther. 

In parts of the SME sector, a realignment of foreign 

business is already discernible (Figure 13). The main 

focus is on stronger diversification of exports: almost 

16% of all internationally active enterprises have 

opened up new export markets or gained new custom-

ers abroad in the past five years and another 7% are 

planning to do so in the next five years. In the manufac-

turing sector, where the pressure to adapt is higher due 

to US tariffs but also declines in business with China, 

22% of internationally active enterprises have already 

implemented corresponding measures, and another 

19% are planning stronger diversification of their ex-

ports in the medium term. 

Many enterprises are thus continuing to rely on foreign 

sales but are seeking to strengthen their resilience by 

reducing risks arising from external economic depend-

encies. With broader diversification of export markets, 

revenue declines in individual markets due to regional 

shocks – such as drastic tariff increases by the US – 

can be partially offset by revenue increases in other 

markets.21 However, opening up new export markets 

requires financial and human resources that not all 

SMEs possess. For smaller enterprises in particular, 

with only low output volumes, the investments neces-

sary for market entry – such as those in product adap-

tations or the establishment of a new distribution net-

work abroad – pose a challenge. 

Especially for smaller exporters, a stronger focus on 

domestic customers may therefore be the conse-

quence of the changing conditions. Overall, around 8% 

of SME enterprises that are currently still generating 

cross-border sales have oriented themselves more to-

wards the domestic market, and a further 7% intend to 

do so in future. 
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Figure 13: Adaptation to changed framework conditions 

Share of internationally active enterprises in per cent that have implemented the respective measure in the past five years or are planning it for 

the next five years 

Note: Values extrapolated based on the number of enterprises. 

Source: Supplementary survey to the KfW SME Panel in January 2026. 

In the manufacturing sector, the shares are around 

twice as high (Figure 13). Although enterprises that 

have completely discontinued their foreign activities in 

recent years are not included here, the relatively stable 

share of internationally active enterprises of 21% (Fig-

ure 9) indicates that a stronger focus on domestic cus-

tomers has so far only rarely gone hand in hand with a 

complete withdrawal from export business. 

Stronger orientation towards the EU internal mar-

ket has so far barely occurred – but is widely 

planned 

To date, only 5% of all internationally active enterprises 

have focused their exports more heavily on the EU in-

ternal market. However, around 14% of internationally 

active enterprises are planning to shift their regional fo-

cus there in future. This is thus the most frequently 

planned adjustment measure in the SME sector (Figure 

13). Sales markets in Central and Eastern Europe are 

likely to be particularly interesting in this context, to 

which small and medium-sized enterprises attribute 

growing importance.22 

Even today, the SME sector generates two thirds of its 

foreign sales in Europe (Figure 7). At the same time, 

significant non-tariff trade barriers still exist between 

EU Member States: for example, trade in goods is 

hampered by product safety requirements or certifica-

tion regulations which differ from one country to an-

other, while trade in services is impaired, among other 

things, by national reporting obligations or the lack of 

mutual recognition of professional qualifications. The 

negative effects of such non-tariff trade barriers to 

trade are significant – particularly in the services sec-

tor.23 Consistent dismantling of administrative and reg-

ulatory hurdles and further strengthening of the EU in-

ternal market harbour considerable growth potential for 

Germany, from which small and medium-sized enter-

prises in particular could benefit. 

However, an overly strong focus on the EU internal 

market runs counter to broad diversification and risk 

spreading, as EU Member States often display syn-

chronised economic cycles. In addition, an excessively 

one-sided orientation towards the EU internal market 

leaves opportunities in particularly dynamic growth 

markets – especially in emerging and developing econ-

omies – untapped. This is likely to be one reason why a 

stronger focus on the EU internal market does not rank 

first in the manufacturing sector when it comes to 

adapting to the changing economic environment. 

Enterprises in the manufacturing sector more fre-

quently consider (partial) relocation abroad  

Some SMEs also see (partial) relocation of their enter-

prise abroad as a way of adapting to the changing in-

ternational economic environment. So far, only few 

have implemented this: only 4% of all SMEs that gener-

ate sales abroad have relocated activities from their do-

mestic locations to locations abroad in the past five 

years. In the manufacturing sector, the share is around 

8%. In the future this number could increase: an addi-

tional 12% of all SMEs that already generate sales 

abroad are planning (partial) relocation of their enter-

prise abroad over the next five years; in the manufac-

turing sector the figure is as high as 29%. 
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These figures need to be seen in relation: they refer 

only to small and medium-sized enterprises in Ger-

many that generated at least part of their sales abroad 

in 2024 and thus already have an international pres-

ence. They account for around 21% of the just under 

3.9 million SMEs. 

By contrast, the manufacturing sector is significantly 

more internationally oriented, with around 46% of all 

enterprises generating sales abroad. If almost one in 

three of these intends (partial) relocation abroad in the 

medium term, this suggests perceptible effects for the 

sector as a whole. Not all enterprises will, however, 

carry out their plans, as analyses of corporate invest-

ment behaviour indicate: in 2024 only 68% of enter-

prises actually implemented, as planned, the invest-

ments they had envisaged at the beginning of the year, 

whether at home or abroad.24 If one assumes that only 

every second enterprise which has plans for (partial) 

relocation abroad actually implements them – and if 

one assumes further that enterprises which generate 

sales exclusively in the domestic market and thus have 

hardly any international experience do not consider re-

location at all – this would mean that within the next 

five years around 7% of all manufacturing SMEs could 

relocate part of their production abroad.  

Although the figures are not directly comparable, be-

tween 2019 and 2022, only around 2.9% of all manu-

facturing SMEs invested abroad – and they did so not 

solely  to relocate parts of their production but above all 

to tap new sales markets for their domestic produc-

tion.25 This is an indication that, more than in the past, 

relocation of a significant share of manufacturing SMEs 

is looming – which account for only a small part of the 

just under 3.9 million small and medium-sized enter-

prises in Germany, but contribute disproportionately to 

sales and employment. 

The DIHK also noted a rising share of German indus-

trial enterprises with plans to invest abroad in its eco-

nomic survey conducted in early 2026. Whereas mo-

tives relating to market entry and sales had previously 

been clearly predominant, cost savings have now be-

come the main reason for planned foreign investments. 

In addition, plans to invest abroad are significantly 

more frequently accompanied by declining investment 

plans and job cuts in Germany.26 

Enterprises and policymakers must face new reali-

ties  

War in Ukraine and the Middle East, import tariffs in the 

US, growing competition from China – the external eco-

nomic environment has become significantly more diffi-

cult in recent years. At the same time, enterprises’ 

competitiveness in Germany is increasingly coming un-

der pressure. This is also being felt by the SME sector, 

whose foreign sales have been stagnating since the re-

covery from the coronavirus crisis. Enterprises are 

adapting to this new reality – through greater diversifi-

cation of exports, stronger orientation towards the EU 

internal market or a stronger focus on domestic cus-

tomers: one quarter of all internationally active enter-

prises have already implemented adjustment measures 

in the past five years. A further quarter are planning 

corresponding measures in the near future. In the man-

ufacturing sector, dependence on foreign markets is 

greater and the pressure to adapt is stronger. Here, al-

most three quarters of all small and medium-sized en-

terprises have already reacted or intend to do so in the 

coming five years. 

(Partial) relocation of production capacities abroad as a 

way of circumventing import tariffs and benefiting from 

better locational conditions is understandable from a 

corporate perspective. For growth and prosperity in 

Germany, however, increasing deindustrialisation is a 

worrying development, particularly when it is driven by 

market-distorting industrial and trade policies of other 

countries. It leads to growing dependencies and shrink-

ing room for manoeuvre in negotiations in a world in 

which a rules-based order and cooperation are losing 

importance.27 Moreover, the German industry is closely 

intertwined with the services sector via its value chains 

– maintenance and repair services, legal, tax and busi-

ness advisory services, transport and logistics services 

as well as personnel services depend to a large extent 

on the manufacturing sector.28 A departure of industrial 

enterprises would thus have indirect effects reaching 

deep into the breadth of the SME sector.  

Where policymakers have the power to shape condi-

tions, they should use it to counter deindustrialisation. 

A key lever is strengthening Germany’s competitive-

ness as a business location. Bureaucracy, energy and 

labour costs and the burden of taxes and charges are 

the factors where – also from the perspective of the 

SME sector – there is greatest need for action. For the 

manufacturing sector in particular, ensuring the supply 

of raw materials and addressing the shortage of skilled 

labour are of major importance to be able to compete 

on global markets from Germany in the future. At the 

same time, it is essential to drive forward digitalisation, 

avoid falling behind in key future technologies and 

strengthen investment and innovation.29 In relation to 

the US and China, Germany and Europe need to re-

duce dependencies and regain geopolitical influence. 

In this context, industrial and trade policy instruments 

are increasingly moving centre stage.30 In view of the 

plans of small and medium-sized enterprises, there is 

no time to waste here.
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KfW SME Panel 

The KfW SME Panel (KfW-Mittelstandspanel) has been conducted since 2003 as a recurring postal survey of 

small and medium-sized enterprises in Germany with annual turnover of up to EUR 500 million.  

With data based on up to 15,000 enterprises per year, the KfW SME Panel is the only representative survey of 

the German SME sector, making it the most important source of data on issues relevant to the SME sector. As 

it is representative of SMEs of all sizes and across all sectors in Germany, the KfW SME Panel offers the possi-

bility to make projections even for micro-enterprises with fewer than five employees. In the current wave, a total 

of 13,079 SMEs took part. 

The KfW SME Panel is used as the basis for analyses of long-term structural developments in the SME sector.  

It provides a representative picture of the current situation and the needs and plans of SMEs in Germany. Its 

focus is on annually recurring information on corporate performance, investment activity and financing structure. 

This instrument offers the unique possibility of determining quantitative indicators for SMEs such as investment 

expenditure, loan demand or equity ratios. 

The population of the KfW SME Panel comprises all SMEs in Germany. This includes private enterprises in all 

sectors of the economy with annual turnover of not more than EUR 500 million. Excluded are the public sector, 

banks and non-profit organisations. At present there are no official statistics providing adequate information the 

number of SMEs or the number of their employees. To determine the population of SMEs as well as the popula-

tion of employees in SMEs in 2024, the German business register (Unternehmensregister) and the employment 

accounts (Erwerbstätigenrechnung) were used as a basis for the 2025 survey.  

The sample of the KfW SME Panel is designed to generate representative and reliable data. To this end, the 

sample is split into four stratification groups: type of promotion, sector affiliation, enterprise size class and re-

gion. To be able to infer from the sample to the population, the survey results are extrapolated (weighted). To 

determine the extrapolation factors, the four central stratification characteristics are used: The extrapolation fac-

tors relate the distribution of the net sample according to the four stratification characteristics to the distribution 

in the population. Overall, two extrapolation factors are calculated: an unbound factor for extrapolating qualita-

tive variables to the number of SMEs in Germany, and a bound factor for extrapolating quantitative variables to 

the number of employees in SMEs in Germany. 

The survey is carried out by GfK GmbH on behalf of KfW Group. The project has received scientific advice from 

the Leibniz Centre for European Economic Research (ZEW) in Mannheim. The survey period for the main sur-

vey of the 23rd wave of the KfW SME Panel ran from 10 February 2025 to 20 June 2025. 

Supplementary survey to the KfW SME Panel  

The analyses of the development of foreign sales in 2025 and of the adjustment of international activities to 

changing economic conditions are based on for a supplementary survey to the KfW SME Panel 2025, which 

was carried out in the period from 12 to 21 January 2026. All enterprises that had previously taken part in a 

wave of the KfW SME Panel and had provided a valid e-mail address was available were surveyed. In total, re-

sponses from around 1,700 SMEs, including some 600 internationally active enterprises, could be taken into 

account. Due to the linkage to the main dataset of the KfW SME Panel, these results also provide a representa-

tive picture of the German SME sector.  

 

Further information is available here. 

https://www.kfw.de/About-KfW/KfW-Research/KfW-Mittelstandspanel.html
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	The escalation of the conflict in the Middle East and the blockade of the Strait of Hormuz are leading to rising energy prices and looming supply shortages, dampening global growth prospects. For the international business of the German SME sector – which is already under pressure from US trade policy, growing competition from China and weakening competitiveness of Germany as a business location – this poses an additional challenge.
	After the strong recovery in 2021 and 2022 from the pandemic-induced slump, foreign sales of the SME sector have been stagnating for several years. After amounting to EUR 701 billion in 2022, they declined slightly in nominal terms to EUR 698 billion in 2023 and rose only marginally to EUR 699 billion in 2024. Adjusted for prices, the high inflation rates even imply a marked decline. The current weakness in foreign sales is primarily attributable to the manufacturing sector. Its cross-border sales fell from EUR 316 billion to EUR 298 billion in 2024. Declines were also seen in wholesale and retail trade. Only the services sector was able to significantly increase its foreign sales from EUR 194 billion to EUR 227 billion, thereby stabilising the overall volume.
	The preliminary results for 2025 suggest rather a continuation of this sideways movement. In around one third of internationally active enterprises, foreign sales in 2025 fell compared with the previous year; in only one fifth did they increase.  Even in the medium term, SMEs expect little growth momentum from their international business. In January 2026 — even before the war in Iran — 24% of companies operating abroad anticipated that their international sales would rise over the next three years, while 30% expected a (further) decline. The positive trend in German goods exports in the first half of 2026 and the sharp rise in export expectations in the manufacturing sector in August 2026 are, against the backdrop of ongoing structural challenges, likely signs of an economic upturn rather than a sustainable turnaround.
	Even before the coronavirus crisis, declining globalisation dynamics confronted enterprises with the challenge of reviewing their foreign business and tapping new sales potential. The fall in demand and slump in sales during the pandemic, which affected export-oriented enterprises significantly more often and more severely, have called existing export strategies into question. With the geopolitical crises of recent years, the protectionist trade policy of the US and increasing headwinds from China, the pressure to adjust has risen further.
	In parts of the SME sector, a realignment of international business is already discernible. Around one quarter of internationally active enterprises have implemented adjustment measures over the past five years and another quarter are planning to do so in the coming five years. The main focus is on broader diversification of export markets, which 16% of all internationally active SMEs have already implemented  and a further 7% are planning. Around 8% have responded by concentrating more strongly on domestic customers. A stronger orientation towards the EU internal market has so far been undertaken by only 5% of internationally active SMEs – however, more than 14% are planning this in the next five years. Only 4% of internationally active SMEs have adjusted by (partially) relocating their enterprise abroad, while another 12% are considering this for the future.
	In the manufacturing sector, the pressure to adapt is higher and the responses are correspondingly more pronounced. Here, 22% have diversified their exports more strongly, while 10% of internationally active enterprises have shifted their regional focus towards the EU internal market. About 15% have turned more towards domestic customers. To date, 8% of industrial enterprises with cross-border sales have (partially) relocated abroad. However, a further 29% of them are planning to do so in future. If only every second enterprise implements such plans – a realistic assumption in view of past implementation of investment plans in the SME sector – this means that in the next five years almost 7% of all SME manufacturing enterprises will relocate at least part of their operations abroad – significantly more than have invested abroad in recent years. In view of the particular importance of the manufacturing sector for sales and employment and its value-chain connections with the services sector, this is likely to have noticeable effects not only on the SME sector. This underlines the urgency of addressing structural locational disadvantages and seeking appropriate trade and industrial policy responses to counteract deindustrialisation trends and secure the external economic strength of the German SME sector.
	The war in Iran poses an additional challenge for SMEs international operations

	Following the US attack on Iran in February 2026 and the weeks-long blockade of the Strait of Hormuz, tensions in the Middle East continue. Although the two countries had in the meantime agreed on a framework agreement providing for an extension of the ceasefire and further negotiations, this was terminated by Donald Trump after mutual attacks. It is uncertain whether the conflict can be settled permanently in the near future. Navigating the strait is still severely restricted and a rapid resolution of the congestion in the Persian Gulf is not in sight. In August, about 400 ships with 6,000 sailors were still stranded there.� 
	For global value chains, the conflict represents an additional challenge. Although no significant shares of global merchandise trade are routed through the Strait of Hormuz, it constitutes a bottleneck for oil and gas exports of major producer countries in the region as well as for some important industrial raw materials and fertilisers. The result is rising energy prices and a shortage of key intermediate products such as aluminium, ethylene and other petrochemical raw materials required for plastics production, helium, which is needed for semiconductor manufacturing, as well as urea and ammonia, which are used in fertiliser production.� This is likely to slow global economic growth. In July 2026 the IMF projected global growth to be only 3.0%, compared with 3.3% in January 2026, still before the escalation of the conflict.� For SMEs, this represents yet another challenge in their international business operations—in addition to the U.S.’ restrictive trade policies, growing competition from China and the pressure on Germany’s competitiveness as a business location.
	SMEs partially withdraw from US business

	Since Donald Trump took office, US trade policy has become not only more protectionist but also more unpredictable. Although the trade agreement concluded last year between the EU and the US, which in principle caps US tariffs on imports from the EU at 15%, entered into force on 1 July 2026, this has not prevented the US President from threatening new tariffs – most recently after the EU imposed a multi-billion fine on Google for abuse of market power. The trade policy framework is likely to remain characterised by uncertainty in the future as well.
	For SMEs with transatlantic business relations, this poses challenges. Every second enterprise reports negative effects of the new US policy on its own business. Consequently, many SMEs have withdrawn from US business, as shown by the results of a supplementary survey to the KfW SME Panel in January 2026. The share of the 3.9 million SMEs with direct exports to the US was only 5.8% in January 2026, compared with 8.5% when Donald Trump took office one year earlier.�  
	Many enterprises are feeling growing competitive pressure from China

	In addition, SMEs are exposed to intensified competition from China. Although some SMEs also benefit from imports from China, 19% of the 3.9 million small and medium-sized enterprises in Germany perceive growing competitive pressure on the prices or quality of their products or services (Figure 1). Those particularly affected are SMEs in the manufacturing sector but also in wholesale and retail trade. Both in domestic and export markets, Chinese competitors are likely to become one of the central challenges in future.� 
	Figure 1: Growing competitive pressure from China
	Share of enterprises for which competitive pressure from Chinese rivals has increased over the past three years in per cent 
	Note: Figures extrapolated based on the number of enterprises. 
	Source: Supplementary survey to the KfW SME Panel in September 2025.
	Competitiveness of Germany as a business location at risk

	While many SMEs currently still consider themselves well-positioned, their confidence in their ability to remain competitive on the international stage in the future is waning. In September 2025, only 23% of enterprises expected their competitive position to improve over the next three years, compared with 35% in March 2023. By contrast, the share of enterprises expecting a deterioration in the future more than doubled over this period, from 19 to 41%. In addition to challenging external economic conditions, the competitiveness of Germany as a business location also plays a role here. Enterprises view bureaucracy, but also taxes and charges as well as energy and labour costs, as key risks. This is holding back investment and innovation – which are essential prerequisites for maintaining Germany’s competitiveness.� 
	External economic environment leaves its mark on SMEs’ foreign sales

	The difficult external economic environment and the challenges to the competitiveness of Germany as a business location are also reflected in SMEs’ foreign sales. In 2025 these declined year-on-year in one third of internationally active enterprises, as a first estimate based on the supplementary survey to the KfW SME Panel in January 2026 shows (Figure 2). By contrast, only a good fifth of enterprises were able to record rising foreign sales. The manufacturing sector saw declines in foreign sales particularly often, in 41% of all internationally active enterprises, although 29% here were also able to increase their foreign sales. In wholesale and retail trade, too, a comparatively large number of enterprises had to accept falling foreign sales. The services sector was somewhat less severely affected, although here as well foreign sales declined markedly more often than they increased (Figure 2). For the development of the overall volume of foreign sales in 2025, which is being collected in the ongoing main survey of the KfW SME Panel, this points at best to stagnation.
	Figure 2: Development of SMEs’ foreign sales in 2025
	Year-on-year, share of internationally active enterprises in per cent 
	Note: Values extrapolated based on the number of enterprises. Construction sector not shown separately due to the low number of observations.
	Source: Supplementary survey to the KfW SME Panel in January 2026.
	The sideways movement of recent years is therefore likely to continue for the time being (Figure 3). After the pandemic-induced slump in 2020 (EUR 533 billion), nominal foreign sales of the SME sector initially recovered strongly and, in 2021 (EUR 617 billion) and 2022 (EUR 701 billion), clearly exceeded the pre-crisis level of 2019 (EUR 596 billion). In 2023, foreign sales were unable to rise further but even fell by -0.4% to EUR 698 billion and for 2024 only minimal nominal growth of 0.2% to EUR 699 billion can be observed.� Real growth is negative in view of the high inflation rates in recent years and stood at -2.9% in 2024, following -6.5% in 2023.�
	Figure 3: SMEs’ foreign sales 
	Total foreign sales in EUR billions
	Source: KfW SME Panel 2017–2025.
	Services sector offsets declining foreign sales of the manufacturing sector

	A look at SMEs’ foreign sales by sector shows that the development emerging for 2025 – particularly weak foreign business in manufacturing and trade – was already becoming apparent in 2024. Cross-border sales of the manufacturing sector fell from EUR 316 billion to EUR 298 billion in 2024. In wholesale and retail trade they declined from EUR 179 billion to EUR 166 billion. By contrast, the services sector was able to increase its foreign sales from EUR 194 billion to EUR 227 billion and thus contribute to stabilising SMEs’ foreign business (Figure 4). In the construction sector, which traditionally exhibits low international activity, foreign sales remained largely unchanged.
	Figure 4: Foreign sales by sector 
	SMEs’ foreign sales by sector in EUR billions
	Source: KfW SME Panel 2017-2025. 
	Figure 5: Germany’s exports of goods and services
	Nominal values
	Source: German Federal Statistical Office, Deutsche Bundesbank
	In this respect, the SME sector mirrors the overall economy: After recovering from the coronavirus crisis, total exports of goods and services have also remained flat and, at EUR 1,812 billion in 2025, were only slightly above the previous year’s figure of EUR 1,810 billion. Here too, service exports have developed markedly more positively after the pandemic than goods exports, which are driven by the manufacturing sector and have recorded negative nominal growth rates since 2023 Here too, service exports have developed markedly more positively after the pandemic than goods exports, which are driven by the manufacturing sector and have recorded negative nominal growth rates since 2023. (Figure 5). 
	This reflects a long-standing trend towards greater trade in services, which is increasingly facilitated by ongoing digitalisation. It also expresses the current weakness of German industry, which is being hit much harder than the services sector by the protectionist trade policy of the US, growing competitive pressure from China and unfavourable locational conditions such as high energy costs.�
	Nevertheless, the manufacturing sector remains an important pillar of foreign business in the SME sector as well. Although it accounts for only 6% of the total number of small and medium-sized enterprises in Germany and no more than 13% of the total number of internationally active small and medium-sized enterprises, the manufacturing sector contributes around 43% of total SMEs’ foreign sales (Figure 6).
	The services sector constitutes a large share of the SME sector and accounts for the majority of internationally active enterprises. However, as enterprises in this sector are generally smaller and generate comparatively low foreign sales, they are responsible for only around 32% of total SMEs’ foreign sales.
	Figure 6: Sectoral distribution in international business
	Share of the respective sector in 2024 in per cent
	/
	Source: KfW SME Panel 2025.
	Non-European foreign markets up to 2024 an important driver of SME exports

	In 2024, Europe continued to account for by far the largest share of small and medium-sized enterprises’ foreign sales, amounting to approximately 461 billion EUR, or two-thirds. Sales generated in non-European countries totalled 238 billion EUR, accounting for only about one-third (Figure 7).
	Figure 7: Regional distribution of foreign sales 
	Share of the respective region in total SMEs’ foreign sales in 2024 in per cent 
	Source: KfW SME Panel 2025.
	During the coronavirus pandemic in 2020, sales generated in non-European foreign markets slumped much more sharply than sales generated in European foreign markets, but they also recovered more quickly from the crisis in 2021 and 2022 (Figure 8). In 2023 and 2024, non-European foreign markets contributed, with positive growth rates, to stabilising SME foreign business, while sales in European foreign markets declined, not least because of weak demand due to the more restrictive monetary policy of the European Central Bank.
	Figure 8: Growth rates of SMEs’ foreign sales by region
	In per cent
	Source: KfW SME Panel 2020–2025.
	In 2025 this development is likely to have reversed as a result of aggressive US tariff policy and weak business with China, combined with increasing competition.� At the aggregate economic level this is already evident in the figures: Germany’s exports of goods and services to other European countries grew slightly by 2.4% in 2025, whereas exports to the US fell by 3.5% and exports to China even declined by 15.6%.�
	Slightly more SMEs active abroad …

	In 2024 around 21% of all small and medium-sized enterprises were active abroad – slightly more than in the previous year and about as many as in the long-term average (Figure 9). With just under 3.9 million SMEs in Germany, this corresponds to around 819,000 enterprises. This trend is driven particularly by the services sector, to which more than two thirds of all SMEs belong and in which the share of internationally active enterprises rose by around 1.4 percentage points (from 17.1% to just under 18.5%). In the manufacturing sector, by contrast, the share of internationally active enterprises fell marginally by 0.5 percentage points (from 46.1 to 45.6%). Despite declining sales, the manufacturing sector has not yet seen a widespread withdrawal from the export business. This suggests that international business could quickly rebound if economic and structural conditions improve.
	Looking at enterprise size, micro-enterprises with fewer than five employees have the greatest influence on the share of internationally active enterprises in the SME sector, as they account for more than 80% of the total number of enterprises in the SME sector. Of these, around 19.1% were active abroad in 2024, compared with 17.6% in the previous year. Larger SMEs with 50 or more employees, however, remain particularly internationalised, with almost half of them (48.7%) being active abroad in 2024. This confirms the long-term stable relationship between size and internationalisation: the larger the enterprise, the more frequently it is present in foreign markets.
	Figure 9: Share of internationally active enterprises by size class and sector
	Shares of internationally active enterprises in per cent
	/
	Note: Values extrapolated based on the number of enterprises. Size classes by number of full-time equivalent employees.
	Source: KfW SME Panel 2017–2025.
	Figure 10: Share of foreign sales in total sales of internationally active enterprises by size class and sector
	Share of foreign sales in total sales of internationally active enterprises in per cent
	/
	Note: Values extrapolated based on the number of employees. Size classes by number of full-time equivalent employees. 
	Source: KfW SME Panel 2017–2025.
	… but they generate lower sales

	The fact that total SMEs’ foreign sales barely increased in 2024 despite the slightly higher share of internationally active enterprises is due to a decline in average foreign sales per internationally active enterprise from around EUR 915,000 in 2023 to around EUR 853,000 in 2024. 
	This is also reflected in the share of foreign sales in total sales, which fell across virtually all sectors and size classes (Figure 10). For the SME sector as a whole, the foreign share of sales of internationally active enterprises declined from 29.3 to 27.3% between 2023 and 2024.
	If one considers not only enterprises with international business but at all of the roughly 3.9 million SMEs in Germany, the share of foreign sales in total sales amounted to around 13.1% in 2024, after 14.2% in the previous year. The SME sector thus generates around one in every eight euros of revenues abroad. There are marked sectoral differences here as well: in the manufacturing sector almost every third euro, in the services sector only around every twelfth euro of sales is generated abroad. The nominally moderate growth of total sales in the SME sector – which rose slightly by 2% to EUR 5,179 billion in 2024 compared with the previous year – was driven almost exclusively by domestic sales.�
	Exports are unlikely to provide much of a boost to growth in the coming years either

	In the first half of 2026, German exports were up 3.9% from the same period a year earlier, primarily due to an increase in exports to other EU countries.� After a prolonged slump, export expectations in the manufacturing sector also surged in August 2026 – to 8.6 net points among large companies and -1.7 net points among small and medium-sized enterprises (Figure 11). As a result, export expectations for the coming three months are more positive than they have been since February 2022, before the start of the war in Ukraine. Both exports and short-term expectations have risen particularly sharply among manufacturers of data-processing equipment as well as electronic and optical products, suggesting that the global boom in artificial intelligence is also taking hold among German suppliers.�
	However, it would be premature to interpret the current upturn as a sustained turnaround. Geopolitical crises and conflicts, trade policy uncertainties regarding the United States, and growing competitive pressure from China are likely to continue to shape the external economic environment in the coming years, and far-reaching reforms to strengthen Germany’s competitiveness as a business location are likely to be implemented only slowly.
	Consequently, the expectations of many small and medium-sized enterprises regarding international business in the medium term are subdued. A total of 30% of all companies active abroad expect their cross-border sales to decline over the next three years; of these, 6% even anticipate a sharp decline. Only 24% of all companies active abroad expect growth in their international sales. About one in two expects to be able to keep its sales largely stable (Figure 12). The conflict between the U.S. and Iran, which escalated in late February 2026 – and thus after the survey period in January 2026 – and for which there is no end in sight, is likely to have further dampened expectations in light of rising energy prices and looming supply bottlenecks.
	Figure 11: Export expectations of the manufacturing factor  
	Note: Balance (in percentage points) of the percentage shares of positive and negative responses on export expectations for the coming three months (seasonally and mean-adjusted). The SME sector comprises enterprises with no more than 500 employees and annual turnover of no more than EUR 50 million.
	Source: KfW Research, ifo Institute.
	Shifts are likely to occur primarily l in the manufacturing sector but are also likely in the services sector: here, more than 40% of enterprises expect a decline, while at the same time more than 30% of industrial enterprises and around 20% of services enterprises anticipate an increase in their foreign sales. These heterogeneous expectations reflect, not least, the structural transformation currently under way, which is calling existing business models into question while at the same time opening growth opportunities for new technologies, products and services.� 
	Figure 12: Expected development of foreign sales in the next three years 
	Share of internationally active enterprises in per cent that expect their foreign sales in the coming three years to … 
	Note: Values extrapolated based on the number of enterprises. Construction sector not shown separately owing due to low number of observations.
	Source: Special survey for the KfW SME Panel in January 2026.
	The automotive industry, which is being tested by the transformation towards electromobility, is losing market share, as are mechanical engineering and the electrical industry, which are facing growing competition from China in the high-technology segment and, not least, the energy-intensive chemicals and metals industries, which are particularly affected by rising energy prices.� New export opportunities are emerging, for example, in the security and defence industry or in the field of climate and environmental protection goods, for which globally growing demand can be expected to continue.� In the services sector, digital technologies are a key growth driver. However, it is above all the US that occupies a strong position here, particularly in business models based on artificial intelligence. By contrast, transport and logistics services, which – alongside research and development services – play a central role in German service exports, depend heavily on German goods exports and thus indirectly on the future of German industry.�     
	SMEs adapt to changing framework conditions

	Even before the coronavirus crisis, the slowing pace of globalisation confronted enterprises with the challenge of reviewing growth strategies focused on international business and tapping new sales potential.� As a result of the fall in demand and the slump in sales during the pandemic – which affected internationally active enterprises significantly more often and more severely than purely domestic enterprises – many internationally active enterprises considered broader diversification of their export activities, while others contemplated a stronger focus on domestic customers.� With the geopolitical crises and conflicts of recent years, the protectionist trade policy of the US and the increasing headwinds from China, the pressure to adapt has risen further.
	In parts of the SME sector, a realignment of foreign business is already discernible (Figure 13). The main focus is on stronger diversification of exports: almost 16% of all internationally active enterprises have opened up new export markets or gained new customers abroad in the past five years and another 7% are planning to do so in the next five years. In the manufacturing sector, where the pressure to adapt is higher due to US tariffs but also declines in business with China, 22% of internationally active enterprises have already implemented corresponding measures, and another 19% are planning stronger diversification of their exports in the medium term.
	Many enterprises are thus continuing to rely on foreign sales but are seeking to strengthen their resilience by reducing risks arising from external economic dependencies. With broader diversification of export markets, revenue declines in individual markets due to regional shocks – such as drastic tariff increases by the US – can be partially offset by revenue increases in other markets.� However, opening up new export markets requires financial and human resources that not all SMEs possess. For smaller enterprises in particular, with only low output volumes, the investments necessary for market entry – such as those in product adaptations or the establishment of a new distribution network abroad – pose a challenge.
	Especially for smaller exporters, a stronger focus on domestic customers may therefore be the consequence of the changing conditions. Overall, around 8% of SME enterprises that are currently still generating cross-border sales have oriented themselves more towards the domestic market, and a further 7% intend to do so in future.
	Figure 13: Adaptation to changed framework conditions
	Share of internationally active enterprises in per cent that have implemented the respective measure in the past five years or are planning it for the next five years
	Note: Values extrapolated based on the number of enterprises.
	Source: Supplementary survey to the KfW SME Panel in January 2026.
	In the manufacturing sector, the shares are around twice as high (Figure 13). Although enterprises that have completely discontinued their foreign activities in recent years are not included here, the relatively stable share of internationally active enterprises of 21% (Figure 9) indicates that a stronger focus on domestic customers has so far only rarely gone hand in hand with a complete withdrawal from export business.
	Stronger orientation towards the EU internal market has so far barely occurred – but is widely planned

	To date, only 5% of all internationally active enterprises have focused their exports more heavily on the EU internal market. However, around 14% of internationally active enterprises are planning to shift their regional focus there in future. This is thus the most frequently planned adjustment measure in the SME sector (Figure 13). Sales markets in Central and Eastern Europe are likely to be particularly interesting in this context, to which small and medium-sized enterprises attribute growing importance.�
	Even today, the SME sector generates two thirds of its foreign sales in Europe (Figure 7). At the same time, significant non-tariff trade barriers still exist between EU Member States: for example, trade in goods is hampered by product safety requirements or certification regulations which differ from one country to another, while trade in services is impaired, among other things, by national reporting obligations or the lack of mutual recognition of professional qualifications. The negative effects of such non-tariff trade barriers to trade are significant – particularly in the services sector.� Consistent dismantling of administrative and regulatory hurdles and further strengthening of the EU internal market harbour considerable growth potential for Germany, from which small and medium-sized enterprises in particular could benefit.
	However, an overly strong focus on the EU internal market runs counter to broad diversification and risk spreading, as EU Member States often display synchronised economic cycles. In addition, an excessively one-sided orientation towards the EU internal market leaves opportunities in particularly dynamic growth markets – especially in emerging and developing economies – untapped. This is likely to be one reason why a stronger focus on the EU internal market does not rank first in the manufacturing sector when it comes to adapting to the changing economic environment.
	Enterprises in the manufacturing sector more frequently consider (partial) relocation abroad 

	Some SMEs also see (partial) relocation of their enterprise abroad as a way of adapting to the changing international economic environment. So far, only few have implemented this: only 4% of all SMEs that generate sales abroad have relocated activities from their domestic locations to locations abroad in the past five years. In the manufacturing sector, the share is around 8%. In the future this number could increase: an additional 12% of all SMEs that already generate sales abroad are planning (partial) relocation of their enterprise abroad over the next five years; in the manufacturing sector the figure is as high as 29%.
	These figures need to be seen in relation: they refer only to small and medium-sized enterprises in Germany that generated at least part of their sales abroad in 2024 and thus already have an international presence. They account for around 21% of the just under 3.9 million SMEs.
	By contrast, the manufacturing sector is significantly more internationally oriented, with around 46% of all enterprises generating sales abroad. If almost one in three of these intends (partial) relocation abroad in the medium term, this suggests perceptible effects for the sector as a whole. Not all enterprises will, however, carry out their plans, as analyses of corporate investment behaviour indicate: in 2024 only 68% of enterprises actually implemented, as planned, the investments they had envisaged at the beginning of the year, whether at home or abroad.� If one assumes that only every second enterprise which has plans for (partial) relocation abroad actually implements them – and if one assumes further that enterprises which generate sales exclusively in the domestic market and thus have hardly any international experience do not consider relocation at all – this would mean that within the next five years around 7% of all manufacturing SMEs could relocate part of their production abroad. 
	Although the figures are not directly comparable, between 2019 and 2022, only around 2.9% of all manufacturing SMEs invested abroad – and they did so not solely  to relocate parts of their production but above all to tap new sales markets for their domestic production.� This is an indication that, more than in the past, relocation of a significant share of manufacturing SMEs is looming – which account for only a small part of the just under 3.9 million small and medium-sized enterprises in Germany, but contribute disproportionately to sales and employment.
	The DIHK also noted a rising share of German industrial enterprises with plans to invest abroad in its economic survey conducted in early 2026. Whereas motives relating to market entry and sales had previously been clearly predominant, cost savings have now become the main reason for planned foreign investments. In addition, plans to invest abroad are significantly more frequently accompanied by declining investment plans and job cuts in Germany.�
	Enterprises and policymakers must face new realities 

	War in Ukraine and the Middle East, import tariffs in the US, growing competition from China – the external economic environment has become significantly more difficult in recent years. At the same time, enterprises’ competitiveness in Germany is increasingly coming under pressure. This is also being felt by the SME sector, whose foreign sales have been stagnating since the recovery from the coronavirus crisis. Enterprises are adapting to this new reality – through greater diversification of exports, stronger orientation towards the EU internal market or a stronger focus on domestic customers: one quarter of all internationally active enterprises have already implemented adjustment measures in the past five years. A further quarter are planning corresponding measures in the near future. In the manufacturing sector, dependence on foreign markets is greater and the pressure to adapt is stronger. Here, almost three quarters of all small and medium-sized enterprises have already reacted or intend to do so in the coming five years.
	(Partial) relocation of production capacities abroad as a way of circumventing import tariffs and benefiting from better locational conditions is understandable from a corporate perspective. For growth and prosperity in Germany, however, increasing deindustrialisation is a worrying development, particularly when it is driven by market-distorting industrial and trade policies of other countries. It leads to growing dependencies and shrinking room for manoeuvre in negotiations in a world in which a rules-based order and cooperation are losing importance.� Moreover, the German industry is closely intertwined with the services sector via its value chains – maintenance and repair services, legal, tax and business advisory services, transport and logistics services as well as personnel services depend to a large extent on the manufacturing sector.� A departure of industrial enterprises would thus have indirect effects reaching deep into the breadth of the SME sector. 
	Where policymakers have the power to shape conditions, they should use it to counter deindustrialisation. A key lever is strengthening Germany’s competitiveness as a business location. Bureaucracy, energy and labour costs and the burden of taxes and charges are the factors where – also from the perspective of the SME sector – there is greatest need for action. For the manufacturing sector in particular, ensuring the supply of raw materials and addressing the shortage of skilled labour are of major importance to be able to compete on global markets from Germany in the future. At the same time, it is essential to drive forward digitalisation, avoid falling behind in key future technologies and strengthen investment and innovation.� In relation to the US and China, Germany and Europe need to reduce dependencies and regain geopolitical influence. In this context, industrial and trade policy instruments are increasingly moving centre stage.� In view of the plans of small and medium-sized enterprises, there is no time to waste here.
	KfW SME Panel
	The KfW SME Panel (KfW-Mittelstandspanel) has been conducted since 2003 as a recurring postal survey of small and medium-sized enterprises in Germany with annual turnover of up to EUR 500 million. 
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