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The European Small Enterprise Information Technology Study

Executive Summary

This report investigates the notion that European Small Enterprises (SE's) have to innovate
from both technological and organisational perspectives and build partnerships with
governmental agencies and other organisations in order to successfully address strategic
opportunities and challenges.

The traditional business model for SE's has always been evolving in incremental steps over
the passage of time, but during the past decade, even the underlying assumptions have been
increasingly challenged, with implementation and integration of new technologies. Factors of
competitiveness which for decades have been taken for granted, are no longer a guarantee of
competitiveness or even of survival.

SE's provide a major portion of the employment in most European countries, with Spain and
Italy having the highest rates at around 80%. More than 90% of the total number of European
Union (EU) businesses are comprised of SE's, accounting for 25% of EU turnover. Thus the
importance of the contribution currently made by SE's, to all European economies, cannot be
ignored with a general reduction in the weight of the contribution made to employment and to
GDP by larger enterprises.

SE's in six different European countries/regions are included in this European Small
Enterprise Information Technology (SEIT) study: Benelux, France, Germany, Italy, Spain
and the UK. Telephone-based interviews were conducted in Fall 1997 with 80 respondents
from these countries with the help of a structured questionnaire. Expected changes in the
perceptions of the respondents by the year 2000 were also analysed.

Growing in the face of global competition is the most important strategic priority for
European SE's. Competition is increasingly seen as coming from firms located outside their
national boundaries. Even the frontiers of business are being expanded with SE's stating that
significantly more business will be done outside their national boundary by the year 2000.
Despite the increased competition, most surveyed SE's are confident that their business will
grow in volume and number of employees by at least 30% by the year 2000.

Regarding IT, by far the most pressing concern of all the companies surveyed, was the fear of
not understanding fully what technology can do to help their businesses succeed. The
majority of managers expressed a feeling that they were incapable of keeping abreast of
technological progress.

The PC revolution has reached SE's with almost all using personal computers. However,
there is limited use of advanced computers such as servers and networks. An interesting
observation was the high importance accorded to moving business on-line. European SE's are
rushing forward to create electronic links with partner organisations and move transactions
with customers and suppliers on-line.
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Motivating employees has the highest importance from an organisational perspective for
SE's, both today and in the year 2000. SE's management faces the challenges of investing in
the skills of employees and helping them to grow as the business grows.

There is a very low emphasis on building links with the EC or governmental agencies. Most
SE's are either not aware of the different ways in which they can benefit from
EC/governmental efforts or are not planning to depend upon their help to be competitive in
the European marketplace. In fact, the need of creating more partnerships with the
EC/govemmental agencies gets the lowest score across the different sections of the SEIT
study.

The level of success of European SE's in recognising that opportunities and challenges have
shifted and will continue to do so. The SEIT study results gives an indication of the strategic
challenges of European SE's from now until the turn of the century.
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The European Small Enterprise Information Technology Study

The Importance of Small Enterprises in Europe

For over a decade, Small sized Enterprises (SE's) have been recognised as playing a very
important role world-wide, making significant contributions to technological progress and
increased competitiveness, the creation of new jobs and the economic revival of regions
within countries where there has been structural unemployment and the decline of traditional
industries.

More than one hundred million people (out of a total of 150 million) are employed in active
non-agricultural enterprises within the European Union (EU). What is not widely recognised
is that of the approximate sixteen million companies within the EU is the very high
proportion being comprised of units employing less than fifty people.

Indeed, over 75% of the total number of enterprises are comprised by those within Germany,
Spain, France, Italy and the UK with 43% employing less than 10 people, but creating 30% of
European employment and 25% of it's turnover.'

COUNTRY	 % SHARE OF SE's*
OF TOTAL EMPLOYMENT

Germany 59.9
Spain 81.1
France 63.4
Italy 78.7
Netherlands 60.9
Belgium 56.2
Luxembourg 71.0
UK 57.7

* SE: 0 - 249 employees
Source: Eurostat - Enterprises in Europe. Fourth Report 1996

From this it is easy to see why SE's should be so highly regarded by Member State and
European authorities as being of prime importance to the well-being of their respective
economies.

Characteristics of European SE's

Although small enterprises have certain features which distinguish them from larger ones,
international comparability is difficult within the EU since the organisation and size of
business is influenced by exogenous factors within their respective Member States, with high
levels of variance, such as the tax system, social contribution and aid available.

' Directorate General XXIII European Commission - Enterprise Policy Unit 1997.

4



Small enterprises have low survival rates

The EU enterprise population is constantly changing, with nearly a million new firms
registered each year within the EU15 2 . However, within the same period, roughly the same
number of firms close down. Some newly created businesses are forced to stop their activities
after only a short period, whilst others continue successfully for some years before ceasing.

Approximately 80% of new enterprises are found in the service sectors and in particular half
are in wholesale, retail, hotel or catering activities. The next largest sector is in business
services, whereas only 10% are accounted for by both manufacturing and construction
combined 3.

Closures affect primarily those enterprises with very few employees. In the Netherlands for
example, the average size of firms ceasing operations has been 1.6 persons. Survival rates
also vary over time:

Year % Still Active
1 80
2 65
3 50

Source: Eurostat. Enterprises in Europe. Fourth Report. 1996.

In general, new businesses in manufacturing are more likely to survive than in other sectors,
with the exception being in the UK which has a lower than average survival rate for
manufacturing based firms than in the rest of the EU.

The initial firm size is correlated with the chances of surviving the first year of operation, for
example in France, start-ups with no salaried staff are 12% less likely to survive than where
there are 1-2 employees, and 15% less than firms with 20 or more 4.

The profile of the European entrepreneur

An EU labour force survey allows a profile of the new entrepreneur to be created. 75% of all
employers and the self employed are men, with an average age for the start-up entrepreneur
being 35-40 years old, with only 33% being over 40. Where there are start-ups created by
women, they tend to be in the trade and service sectors'.

This group of people have university or equivalent levels of education, and those with
particularly high levels favour the trade and service sectors, whilst those with an
apprenticeship tend to favour manufacturing and construction. There is also a correlation to
be found between the amount of previous management responsibility held in previous
professional employment and the probability of survival for the new firm.

2 European Commission. Directorate General XXIII. Enterprise Policy Unit. 1997.
Eurostat. Enterprises in Europe. Fourth Report 1996.

4 Eurostat. Enterprises in Europe. Fourth Report 1996.
Eurostat. Enterprises in Europe. Fourth Report 1996.
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The desire to create a new business does not stem from this being viewed as an alternative to
unemployment, although one third of new entrepreneurs have faced unemployment at some
stage prior to the establishment of their ventures.

The number of employees is small

During the start-up period, in both industry and the service sector, the number of employees
does not grow significantly during the first five years of operation. The average number of
employees in industry is higher: 3-5 persons in industry, less than 3 in the service sector.

In breaking down SE's into very small and small, more than 90% of the total European
enterprise population (16 million businesses) are of very small size, employing less than 10
people. Half of these employ salaried staff, whilst the others are one man businesses. 30% of
all workers in Europe are employed in a very small enterprise, with this sector accounting for
25% of turnover within the EU 6.

There are national differences

Those working in one man businesses totalled 10 million but their importance overall in the
various job markets in each Member State varies throughout, with self employment far more
prevalent in the southern European countries, especially in Spain, with the Netherlands and
Germany at the other end of the scale.

6 Directorate General XXIII European Commission - Enterprise Policy Unit 1997.
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ENTERPRISES
( 000's)

0-9 Employees
10- 49
Employee
s

PERSONS
EMPLOYED
(000's)
0-9 Employees

10-49

Employees

All Sectors
Energy & Extraction

14 628
43

972
9

32 788
116

18 992
182

Manufacturing Industry 1 700 279 4 749 5 811
Construction 1 854 139 4 144 2 625
Trade/Hotel/Restaurants/ 6 005 307 13 910 5 926
Catering
Transport & 758 50 1 561 1 002
Communication
Banking/Finance/ 2 283 104 4 620 1 939
Insurance
Other Services 1 985 84 3 688 1 507

Source: Eurostat. Enterprises in Europe. Fourth Report 1996.

When moving to the small sized enterprises, that is, those employing between 10-49 people,
the surprising figure is that of the total number in the EU of one million such enterprises, over
25% are to be found in Germany. The average of these medium sized enterprises is one
employing a staff of approximately 100 persons. The largest medium sized enterprises can be
found in the mineral oil refining, man-made fibres and insurance sectors, where the average
firm size exceeds 120 persons.

ENTERPRISES

% of SE's

EMPLOYMENT

(%)

SECTORAL AVE
# OF PERSONS

All Sectors 92.7 32.5 6
Construction 92.2 43.5 5
Retail Trade 96.2 53.5 4
Agents 97.4 61.1 3
Hotels/Restaurants/ 95.5 62.2 4
Catering
Aux. Activities to 95.0 45.2 5
Banking/Finance
Renting/Leasing & 94.5 41.8 4
Hiring of
Moveables
Recreational & 96.7 47.5 3
Other Cultural
services
Personal Services 97.7 73.3 3

Source: Eurostat. Enterprises in Europe. Fourth Report 1996.
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And there are sectoral variations

The sectoral distribution of the various sizes of SE's is correlated to where economies of
scale are not large, or where capital intensity is low and is reflected by the high (40%) of the
total level of SE's operating within wholesale/retail trades, hotels and restaurants.

There is a domination by medium sized firms within most areas of manufacturing industry,
with 25% of the total employment in such units being accounted for by metal article
manufacture, mechanical engineering, textiles, rubber and plastics.

The sectors of prime activity for the small enterprise are in wholesale, several areas of
manufacturing industry such as metal manufacture, leather and footwear, which account for
30% of all employed in small enterprises. Of the remainder, 55% are engaged in trade or
services, and the balance being in extractive, energy, manufacturing industry or construction.
Thus it can be recognised that small enterprises play a far more significant role in industry
than do the very small ones, where over 70% are engaged in the trade or service area'.

Productivity rates for SE's vary according to sector. In manufacturing industry, labour
productivity is highest in large enterprises, with the lowest levels overall being found in metal
manufacture, mechanical, electrical and instrument engineering; the highest being in the
chemical and man-made fibres sectors.

Innovation in SE's

As such, SE's are generally considered to lag behind large firms with regard to innovation
and in the use of new production technologies. This trend has been changing in recent years
and a differentiation can be made between modern SE's, who quick in the adoption of new
technologies and production techniques; and traditional SE's who tend to stick to traditional
technologies. They can be differentiated based upon the quality of their resources and the
level of training of staff, and above all in their ability to new acquire and leverage
technological information.

Of the many difficulties facing SE's, the search for innovation is often hampered by a lack of
financial resources required for R&D. In addition, there is generally a lack of necessary
manpower to introduce technological changes. Member State governments have recognised,
belatedly, these problems and have made grants available for technological innovation, but
there is a lack of successful allocation to smaller units and they have been acquired generally
by larger firms, who possess a greater ability to access public programmes.

The Importance of Information Technology to SE's

There are several new developments in the world of IT

The distance between the source of information and the recipient has been rendered irrelevant
by modern data transmission technology. Even where the two parties are on opposite sides of

7 Eurostat. Enterprises in Europe. Fourth Report 1996.
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the planet, the information can be just as quickly and readily available as if they were in
adjacent buildings.

The move away from the fee charging provision of information has increased the
attractiveness of information to the final consumer, who is now also engaged interactively, as
opposed to the traditional one-way activity of the past.

Allied to communications development, has been a dramatic fall in the cost of hardware and
software and has led to an ever-increasing number of users. Data storage costs have fallen
drastically as data mediums have emerged, together with the storage of information in mass
stores, fast computers for processing information, user friendly software, facilitating the
cross-referencing of data, have all been crucial in the spread of technology 8.

The ability to combine and analyse large quantities of data, stored anywhere in the world,
creates the possibility of the formulation of new knowledge which others do not possess and
which has added value. New occupations and markets have been created with this
opportunity, as well as in providing innovative answers to the problems of tomorrow.

Technology is playing an important role in SE's

Technology is playing an increasingly important role in all aspects of the competitiveness of
SE's. The ability of an SE to obtain and use appropriate technological information is linked to
it's attentiveness to the environment and the ability of management to keep pace with
technological developments which may be of interest to their firm and the market in which it
operates (a phenomenon termed as 'technology watch'9).

The use of modern technologies cannot be combined with older methods of management. It is
critical therefore, to have the involvement of the workforce in a technological change, calling
for its participation and know-how in the reorganisation of tasks and reallocation of activities.
This can lead to improved productivity and profitability whilst simultaneously allowing
retention of initiative and motivation amongst the workforce.

Frequently, the motivation for investment in new technologies is based upon the need for
technological excellence. However, this does not necessarily guarantee a strong competitive
position, since a firms' competitive advantage may not be based upon the mastery of
technology. While some businesses have succumbed as a result of obsolete technologies,
others have failed through inputs of technology which were never mastered.

The penetration of IT varies across sectors and firm size

The variance in the penetration of technologies, according to sector and firm, have been put
down to various macro-economic factors 10, such as the simple availability of technologies to
certain types of firm, with some sectors being particularly well served (for example

' European Commission Publication ISBN 92-827-6238-6. The Information Society. 1996.
9 OECD. Small and medium-sized businesses: Technology and competitiveness. 1993.
' Lefebvre E., Lefebvre L. A. and D. Cloin. Facteurs d'adoption de nouvelles technologies de production dans
les PME manufacturieres innovatrices. Revue Internationale PME. Vol 3. No. 2. 1990.
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CAD/CAM and robotics), while others have to make do with traditional machines which
have had little modernisation made to them.

The proportion of computerised equipment has the highest level of implementation in the
electrical and electrical products industry, followed by the plastics products industry,
transportation equipment, with the clothing industry towards the bottom of the
implementation list. Between 1987 and 1990 the average penetration of automation in
manufacturing SE's rose from 45% to 60% within the EU generally".

In addition to this, the adaptability of certain technologies for SE's, created initially for large
firm usage, has been low. There is also a correlation between the size of the firm and the level
of understanding and use of new technologies.

The lack of IT usage in businesses with less than ten employees, has been demonstrated to be
inhibiting the growth of IT in SE's through the introduction of computerised processes for
regulation compliance. It was the intention last year (1996) in the UK for the use of on-line
tax compliance for use by Chartered accountants handling corporate taxation, which had been
developed from the early 1990's. However, the implementation programme was suspended in
late 1996, due to a lack of acceptance and readiness of members of the Chartered Institute,
with no new implementation date having been proposed 12.

The Forum of Private Business 13 surveys have confirmed that usage is correlated with the
size of the business, but there is still a low level of use of information and network systems
within smaller businesses and can still possibly be attributable to a lack of resources within
SE's.

" OECD. Small and medium-sized businesses: Technology and competitiveness. 1993.
12 Chartered Institute of Accountants for England and Wales. Press Office 1997.
" The Forum of Private Business is a wholly independent, non-profit seeking company, with approximately 23
000 members throughout the UK, with the aims of co-ordinating representation of the problems, aspirations
and opportunities of the privately owned business sector.
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The Small Enterprise Information Technology (SEIT) Study

The model underlying the SEIT study is shown in the following figure. The SEIT model is
based on the notion that European SE's have to innovate from both technological and
organisational perspectives and build strategic partnerships with governmental agencies and
other organisations in order to successfully address external opportunities and challenges.

Organizational

Innovation

Strategic

	

	 External Opportunities
European Small

Partnerships	
risesEnterp	

and Challenges

Technological
Innovation

A questionnaire was designed to investigate different dimensions of the above model.
Appendix A outlines the precise contents of the questionnaire.

Six countries were included in the study: France, the UK, Germany, Benelux, Spain and Italy.
Companies were selected at random from the INSEAD database of contacts. Any company
with more than 100 persons was excluded from the sample, as were any organisations which
had a formal information technology department or person whose sole activities were directed
to this activity.

A telephone survey was adopted, with a sample, from each of the countries under study,
being taken across a broad range of sectors. A total of 80 firms from the six chosen countries
were surveyed during the period, Sep 1st - 5th, 1997. The distribution of the breakdown of
responses from the various countries is as shown below.
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Consulting

Marketing/Advertising

Financial Services

Retail/Wholesale

Industry

Other Services

0
	

5
	

10	 15	 20
	

25
	

30
	

35

Number of respondents

A sectoral distribution of the respondents is indicated in the graph below. In the other services
category, there was a diverse number of activities, which could not be divided into further
subgroups due to the sample sizes.

The number of persons employed was defined as the total number of persons who work in the
firm, including part time workers who are regarded as such under the laws of the country
concerned and who are on the payroll. The distribution of the size of the responding
organisations is indicated in the following figure.
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Business
Manager

30%

Owner/Partner
70%

The survey was directed solely at those in positions of management/company control as they
were deemed to have the most knowledgeable strategic view of the film. The distribution of
the position of the respondents within their firms is depicted below.

Monetary data such as turnover, labour costs and investment levels were collected in the
respective national currencies and converted into US$. The distribution of respondents by
turnover (in USS) is as follows.
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Sales volume (US$)

< 50k
50-75k

75-100k5%
%

100-250k
16%

250-500k
1 -1 .5m 500k-1m	 11%

4%	 5%

8%

>1.5m
50%

Confirmation of the requirements for each section was achieved through the initial question,
together with a repetition of the instructions prior to commencing questioning for the relevant
sections. Clarification of issues was provided in the same manner to each respondent, but was
generally not required. At each stage, the questions were formulated in the same manner, in
that a response for both the current expectations and those for the period until the year 2000
were required. The ratin g of applicability importance remained as constant measures
through the key sections of the model, these being;

Low importance/applicability - 1
Average importance/applicability - 2
High importance/applicability - 3

The rest of the description is structured as follows. First the results are detailed for the entire
set of surveyed respondents (total of 80 firms). Next, specific details of each of the six
countries are described individually.
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Finding and retaining
employees

Finding opportunities for
growth and expansion

Employee
motivation/morale

Improving Productivity

Responding to increased
competition

Responding to EC and
governmental policies

■ Year 2000
• Today

1.2	 1.4	 1.6	 1.8	 2	 2.2	 2.4	 2.6	 2.8

Rating of importance of business challenge

External Challenges and Opportunities

The SEIT study surveyed a number of challenges faced by European SE's as they strive to
succeed in the competitive global marketplace. Questions included within this section aimed
to.

• Determine the importance of different business challenges today and in the year 2000, as
perceived by the surveyed respondents; and

• Sought to establish the nature of changes in the business fundamentals of SE's as they
evolve towards the start of the next millennium.

The following graph summarises the business challenges faced by SE's today and in the year
2000.

Legend: 1-low importance; 2 - average importance; 3 - high importance

Several dimensions of the possible nature of European SE's in the year 2000 were
investigated in the SEIT questionnaire. The results are summarised in the following figure.
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Investments in IT will increase
by more than than 30%

Business revenues will
increase by more than 30%

A significant part of business
will be conducted on-line

Major competition from outside
the national boundary

More business will be done
outside the national boundary

The number of employees will
increase by more than 30%

More government/EC help in
business

1	 1.2	 1.4	 1.6	 1.8	 2	 2.2	 2.4	 2.6	 2.8	 3

Likelihood of statement being true in year 2000

Legend: 1-low likelihood; 2 - average likelihood; 3 - high likelihood

Growing in the face of global competition is a strategic priority

The foundations of competitiveness and economic performance have been transformed with
the increase in g lobalisation of markets and increased interdependence between world
players. Thus it is not surprising to note that the need to respond to increased competition and
find opportunities for growth and expansion ranks as one of the most important challenges for
SE's, both today (scores of 2.4 and 2.5 respectively) and in the year 2000 (scores of 2.5 and
3.0 respectively).

Without doubt, g lobal competition from American and Japanese firms has intensified over the
last decade and all indications are that these competitive pressures are not going to decrease
anytime soon. What is worse, is that the EU Member States are not just competing with these
two economic giants, but now increasingly with the emerging countries in central and eastern
Europe, who are seizing the opportunities proffered by a clean start in the development of
business.

Despite the high levels of competition faced by SE's, it is useful to note that the respondents
feel that there is a high likelihood (score 2.3) that their business revenues will grow by more
than 30% by the year 2000. To achieve this, many SE's will have to successfully compete
against larger firms.

The size of large firms gives them the power to guide or even endorse and to be on the
leading edge of technology, whether in producing or using it; but flexibility enables SE's to
offset the major films' advantages based upon their economies of scale and their technical
and financial resources. This flexibility in SE's lies in their ability to create the right
networking connections, seize the opportunities provided by the markets and to adjust rapidly
to changes in demand. This has been demonstrated by research on a number of occasions.

Compared with major firms, SE's are in fact at an advantage since their factors of production
are less specialised, their management is centralised and their strategic thinking more
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intuitive, but in the long term, their possibilities of adapting to new kinds of production or to
anticipating them, depends upon their ability to incorporate technological changes and
innovation in their competitive strategies.

To grow, SE's have to be resourceful in competing in the European marketplace

The respondents acknowledge the importance of competing in the pan-European marketplace
when they state that by the year 2000, there is a good chance of their major competition
coming from outside their national boundary (score 2.0) and of them conducting more
business outside their national boundary as compared to their local national market (score
2.0).

The literature reports that there has been a shift from the primary objective of SE's from the
development of new markets at a national level, to that of development of new ones in cross-
border markets, particularly in Belgium, France and the Netherlands. This is despite the fact
that creation and development of new markets is usually seen as the domain of large
companies.

The general reason given for SE's focusing solely on the domestic market is the overall lack
of resources necessary to target cross-border markets, linked with the greater risk exposure
created by market diversification 14 . It is worth noting that the creation of the single market,
together with the harmonisation process of taxation and duties, the gradual elimination of
cross-border formalities, has assisted the cause of many SE's located in countries where the
neighbouring country has always offered the opportunity to target the market, but previously
has necessitated such administrative work as to render the opportunity too daunting a task for
most.

Productivity gains are crucial for sustained competitivity

Improving productivity is high on the strategic agenda for SE's, both today (score 2.6) and in
the year 2000 (score 2.6). Productivity gains are generally associated with reduced production
costs and increased price competitiveness. The traditional SME competitiveness, based upon
competitive cost, can be obtained by using high-tech equipment, and based upon
differentiation through quality or through specific products and niches.

However, price competitiveness alone is no longer sufficient for ensuring market success,
with SE's facing the duality of globalisation and segmentation. There has to be a continual
process of a renewal of products and services, brought about through innovation and the use
of IT. Studies also show that SE's have used other methods for obtaining competitive unit
costs 15:

• Getting the workforce to offset obsolescence of equipment through increased productivity
• Using spontaneous innovations to improve the efficiency of old equipment
• The use of special agreements or privileged relations with purchasers or customers

14 OECD. Small and medium-sized businesses: Technology and competitiveness. 1993.
15 OECD Small and medium- sized enterprises: Technology and competitiveness. 1993.
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It is more of a challenge to motivate employees than to hire them

It is interesting to note that most respondents do not feel that that it is very difficult to find
and retain employees both today (score 1.8) and in the year 2000 (score 2.0). However, they
find it much more challenging to motivate employees and keep their morale up (scores of 2.5
and 2.6 for today and year 2000 respectively). This is specially significant when one notes the
fact that they think that there is a good chance (score 1.9) that the total number of employees
within their firms will increase by 30% by the year 2000.

The ease of finding employees is linked to the slow growth in Europe over the last few years.
Data gathered at the beginning of the 1990's 16 about the European recession, indicates that
small and large enterprises were affected in different ways in the same sector and with clear
differences across sectors. In manufacturing, large enterprises were hit worse than SE's, and
in the service sectors, in particular in banking, finance and the retail trade, large enterprises
were the most dynamic.

It is clear that decreasing industrial employment during the recessionary period was mainly
due to major absolute job losses in large enterprises. In the industrial sector nearly 50% of
employment is in large enterprises, while they account for only 2% of firms in total.

Of the six countries within this study, the service sectors were hardly affected, and some
countries even recorded rises, for example in Spain (6%), with the overall growth in
employment in services being sustained mainly by enterprises in banking, insurance and
finance. This increase was accounted for by large and medium sized firms, rather than by
small ones. Even where SE's were involved, their size was towards the upper bracket, i.e. 200
employees 17.

In the distribution, hotel, restaurant and catering sector, it has been the experience that large
enterprises were again less affected than the small ones. In particular, very small firms
employing fewer than 10 persons reduced their staff during the recessionary period.

Similarly, in the retail trade, very small firms lost employment weight in all the countries
reviewed, whereas large enterprises appeared to gain weight and reflect a structural change
which has taken place within the European retail trade. Increasing competition in the Single
European Market, more complex business relations between retailers and suppliers and
changing customer attitudes have led to different business forms in the retail trade. This
tendency has reduced the number of independent enterprises and has been accompanied by an
increase in franchising ".

Therefore, large firms had a disproportionate impact on the decrease in industrial
employment, with employment per unit of production also decreasing, with a shift in
employment from large to medium sized ones.

Eurostat. Enterprises in Europe. Fourth Report 1996.
17 Eurostat. Enterprises in Europe. Fourth Report 1996.
" Eurostat. Enterprises in Europe. Fourth Report 1996.
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Technology investments will increase

The most striking aspect of change in SE's by the year 2000 is a significant increase in the
investment levels in IT. The study respondents note that there is an above-average (score 2.4)
likelihood of total investments in IT increasing by more than 30% within the next couple of
years.

Such a rapid increase is easily justified when one notes that IT forms the back-bone of several
sectors such as banking, insurance, travel and publishing, and is an increasingly important
value-adding component of consumer products such as television sets, cameras, and mobile
cellular devices. IT is today a dominant force in enabling companies to exploit new
distribution channels, create new products and deliver differentiated value-added services to
customers. In reality, there is often little difference between an organisation's software
strategy and its business strategy. In addition to the ubiquitous nature of IT, the amount of
software code in most consumer products and systems is doubling every two to three years.
This increase is being driven both by escalating demands placed on the functionality of
systems and the rapid pace of progress in the enabling technology.

And business will also move on-line

The study respondents note that there is good chance that a significant part of business will be
conducted on-line (score 2.0). This is not surprising given ongoing developments related to
the Internet and Intranets. However, there are risks in the drive towards electronic commerce
as the EU attempts to catch up with the USA 19:

• New electronic services may not be used be used by consumers as envisaged
• Employers and employees may fail to agree upon new forms of working
• Jobs may be lost to countries with lower business costs and lower levels of data protection
• There may be a consequent imbalance in the distribution in the access to information within
the EU
• Knowledge can be used as an instrument of abuse of power.

A survey in 1995 was conducted to assess the level and extent of knowledge within the EU of
the information society and the information superhighway, with 8000 persons being
questioned. 50% stated a knowledge of one or the other of the terms (information
superhighway being the more popular). Additional questions revealed differences in opinion
as to the application and use of advanced IT 20:

• 71% would accept using an on-board computer in a car to find the best routes
• Only 55% would accept an on-line consultation with a doctor
• Over 80% of those questioned expressed concern that information security measures were
inadequate
• 'Poorer' Member States attach hope to the information and communication technologies as
a means of linking up with their more prosperous partners via the information superhighway

19 Directorate General XXIII Enterprise Policy Unit. European Commission 1996.
" European Commission Document ISBN 92-827-6238-6. The Information Society 1996.
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The above illustrates that the application of IT is dependent upon the perceived sensitivity
attached by EU citizens.

But the importance of the role of the EC/government is expected to decrease

The role of the EC or national governments is not of much concern to the surveyed SE's. The
respondents did not feel that responding to EU integration or governmental policies was a
major business challenge either today (score 1.5) or in the year 2000 (score 1.6). In fact, the
firms participating in this study accorded the lowest score (1.1) to the likelihood that they
shall receive more governmental/EC help in the year 2000.

The challenges of competing in open European markets seems to be an accepted norm of life
with the surveyed SE's. However, this is not deterring the EC or other national agencies in
trying to devise actions plans of different kinds. For example, the European Commission has
set up a group of experts, chaired by Martin Bangemann, to create an action plan for the
promotion, spread and implementation of information technology within EU business and in
society in general'. The Bangemann Report proposed ten pilot projects concerning
experimental applications of new information technologies within business and of particular
interest to SE's have been:

• Distance learning, where pilot projects in five countries with at least 10% of the sample
involved being small businesses, to increase the workforce's willingness to participate in the
lifelong learning process, which is seen as important for Europe's competitiveness.

• Remote processing services for small businesses. Large companies have been using remote
processing facilities for some time now and in some cases the facilities are provided by
themselves. Small businesses could also benefit from the new technology and currently,
according to the Commission, 40% of small businesses with more than 50 employees are
connected to networks, with links having been established with authorities, associations,
customers and suppliers.

• Electronic tendering as a means of transforming the process of tendering for public contracts
on a Community-wide scale are supposed to have been made easier and therefore more
attractive by use of the communication networks. Member States have still not agreed on
common standards and must require that awarding authorities use computers to process the
information they receive. By the year 2000 the objective is to have 10% of awarding
authorities using electronic procedures. This methodology should increase access to such
contracts for small and medium sized firms, whilst simultaneously increasing the level of
transparency in the awards.

21 The Bangemann Group Report. 'Europe and the Information Society'. May 1994.
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Technological Innovation

The growth in the information technology sector during the past decade alone, has had a
dramatic impact on business on a world-wide scale. The view from the outside is generally
that all businesses have grasped and understood the implications of new technologies on an
ongoing basis.

The actuality of the situation is somewhat different, with discrepancies in terms of utilisation
rates of the various new capabilities available. The survey results indicate that the overall
level of satisfaction among small enterprises with the use of IT to help their business goals is
relatively low - a score of 3.3 on a scale of 5 where a score of 1 represents 'very happy' and a
score of 5 indicates 'very happy'.

The annual spend on information technology hardware, software and networks within the
surveyed organisations is described below. More than 50% of the respondents spend below
USS 10,000 on IT annually. Almost all of the IT spend is funded by the firms themselves.
None of the respondents mentioned receiving any funds from either the EC or governmental
agencies. One respondent mentioned that the IT expenditure was largely funded by business
partners.

The PC Revolution has reached SE's

The PC revolution has reached European SE's. This is the conclusion from the SEIT study
which found that a majority (95%) of the surveyed SE's use personal computers. However,
only about half (51%) of the respondents are using work stations/servers.
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It is interesting to note that while IBM dominates as the leading brand among companies
using PCs, the category 'Other [brand]' comes in at the highest score with 58% of the
respondents stating that they used personal computers from a company other than one of the
leading manufacturers surveyed. The relatively high proportion of SE's using Macintoshes is
noteworthy.

However, the adoption of technology increases with firm size and turnover

Analysing the adoption of computers by the size of the firm, while nearly all firms, regardless
of size. had adopted personal computers, only the larger organisations had moved ahead in
the adoption of workstations/servers.

T



50-100 persons

10-49 persons
E

0
2-9 persons

in

1 person

100

100

0
	

20
	

40
	

60
	

80
	

100
■ Workstations/Server
• PCs

% of respondents using IT

While recent data on the penetration of computers in small enterprises in the surveyed
European countries is not easily available, studies conducted in the UK by the Forum of
Private Business provides some comparative data.

The Forum of Private Business (FPB) has carried out surveys on small businesses in the
UK'. The results of the FPB study are summarised in the following table. As evident there is
a definite correlation between the size of the organisation and its adoption of IT. The FPB
states that there should be an acknowledgement that the 'technological revolution' is by no
means universal, specially in the proportion of the business in the below 10 employee sector.

Number of employees % Having a computer

1-4 55
5-9 68

10-19 80
20-49 90
50-99 95
100+ 100

Source: Department of Trade and Industry (UK). Small Firms in Britain Report 1995

% of UK Businesses Using Computers

While the 1995 study figures described below show a definite correlation between the size of
companies and the adoption of computers, our study indicates that personal computers have
today been adopted by a majority of SE's. However, there is a need for increased penetration
of workstations and more powerful server technology within SE's.

The adoption of computers by turnover of firm and annual IT spend as determined from our
study is depicted in the following figure. There is again a positive correlation between
turnover of firm/annual IT spend and the increased adoption of computers.

The Forum of Private Business. 39th quarterly survey of small firms Quarter 3. 1995.
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Note: % figures are calculated on the base of respondents within each annual sales volume
category

Note: % figures are calculated on the base of respondents within each IT spending category

Our results are supported by studies from the Forum of Private Business' which indicate a
significant increase in the adoption of computers within small enterprises in 1997 as

FPB Quarterly survey of small firms. 46th quarterly survey of small firms Quarter 2. 1997.
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compared to 1995. However, the Forum emphasise that in the £21 - 150K turnover group, a
significant percentage of UK small businesses do not use a computer, although at the top end
of the scale it is to be expected that all businesses now have computerised systems.

of UK Businesses Using Information Technology

Turnover (£) % of Firms using
Computers (1995)

% of Firms using
Computers (1997)

Growth (%)

< 21k 35 82 47
21-44k 45 82 37
45-89k 52 83 31
90-149k 57 84 27
150-499k 68 88 20
500-999k 85 93 8
1.0m-4.9m 93 99 7
5.0m-9.9m 100 100 -

10m-4- 100 100 -
SOURCE: Forum of Private Business

And the use of networks and the Internet is growing

While personal computers are used by most SE's, only about 60% of the surveyed SE's have
adopted networks and the Internet is used by about half (56%) of the respondents.

The distribution of the use of networks and the Internet increases across the size of the
responding companies as shown below. The percentage figures are relatively high for 1
person firms due to the small sample sizes. Out of a sample size of six, only two 1-person
films were using networks and only one 1-person firm was found to be using the Internet.
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Note: % figures are calculated on the base of respondents within each IT spending category

The above trends are supported by the results of the Forum of Private Business as indicated
below. Other studies show that the lowest utilisation of IT is again in the use of networks by
companies. Even in the highest usage groups of financial services and printing/publications,
the level was only low at less than 40%, with an overall average of less than 15% utilisation
of networks 24

of UK Businesses Using Information Technology

Turnover (£) % of Firms using
Networks (1995)

% of Firms using
Networks (1997)

% of Firms having
own website

< 21k 12 18 5.1
21-44k 15 18 5.1
45-89k 15 15 11.0
90-149k 15 18 9.6
150-499k 15 20 10.3
500-999k 19 26 13.2
1.0m-4.9m 28 39 25.9
5.0m-9.9m 38 49 41.0

10m+ 50 58 38.5
* Networks:- Internet connection or LAN
SOURCE: Forum of Private Business

Studies carried out by the Forum of Private Business indicate however, that there is little
difference between the ownership and level of connectivity when the gender of the owner is

24 Forum of Private Business. 46th Quarterly Survey of Private Business. Quarter 2. 1997.
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regarded, except in LAN connectivity levels, thereby dispelling many myths as to the
technophobia of women in general and women in business in particular:

Connectivity of SME IT by Gender of Ownership (%)

Gender of Ownership	 Internet	 Own Web Site	 LAN

Male 34.5 14.8 18.0
Female 35.6 12.3 6.8
Mixed 30.3 15.0 17.7

Source: Forum of Private Business. 46th Quarterly Survey of Private Business. Quarter 2.
1997.

From our survey, the most common reason for not using networks is the small size of
company with 81% of the respondents who are not currently using networks (31 out of a total
of 80 films) choosin g, this option. A smaller proportion of firms either do not know the
benefits of networkin g, or do not see any benefits.

The Internet is used by about half the surveyed firms. The major uses of the Internet is for
communication (email) and researching information as shown below. About a quarter of the
respondents use the Internet for marketing. The use of the Internet for conducting business
transactions with customers and suppliers/partners is small but significant. This use can
expected to increase in the future as the respondents felt that there was an average degree of
likelihood that a significant portion of their business would be conducted on-line by the year
2000.
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The customer is the prime focus for IT applications

The SEIT study contained a number of statements about the different ways in which
technology helps SE's to succeed in business. The survey respondents were asked to rate the
degree to which the statements were true for their firms today and the perception of their
relevance for their businesses in the year 2000. Their responses are summarised in the
following graph.

Legend: 1- Low degree of truth; 2 - Average degree of truth; 3- High degree of truth

The major focus of European small enterprises is to use IT to deliver a higher level of
customer service and communicate with distant partners/customers. This is in alignment with
their expressed strategic challenge to become more competitive in the European marketplace.
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The focus on customers in the application of IT is also evident in studies conducted by the
Forum of Private Business as shown below.

RANKING OF BUSINESS ACTIVITIES UTILISING IT (ranking 1-8)

ACTIVITIES USE ACCORDING USE ACCORDING % USE (TOTAL) BY
TO TURNOVER TO NUMBER OF FPB MEMBERS

EMPLOYEES

1995 1995 1997
ACCOUNTS 1 1 81.8

VAT 3 3 81.8
WAGES 4 4 52.2

STAFF RECORDS 5 5 52.2
CUST/SUPPLIER 2 2 69.9

NETWORK* 6 6 17.9
INFORMATION 8 8 22.5

EDUCATION 7 7 18.5

* Network:- Internet connection or LAN
SOURCE: FORUM OF PRIVATE BUSINESS QUARTERLY SURVEY
(Quarter 3-1995 Quarter 2-1997).

IT is also used for administration and to cut costs

The Forum of Private Business study results (above), while only based on firms from the UK,
shows that IT is also used to a large degree for back office administration within small
enterprises. This focus on the use of IT to reduce costs and improve productivity appears in
our study also where we observe respondents according a high degree of importance to this
particular benefit both today (2.4) and in the future (score 2.3). Note that the expected benefit
from IT in reducing costs is expected to decrease slightly over the next three years.

The Forum of Private Business study found no differences in usage based upon turnover or
number of employees. Similarly, when sectoral variations in IT usage were regarded, the
same patterns of use were apparent, whether sectors as diverse as agriculture, financial
services or manufacturing were concerned'.

On-line electronic commerce is expected to increase

The biggest increase in the perceived benefit of IT to SE's by the year 2000 as compared to
today is in the area of electronic commerce. The SEIT survey respondents scored this benefit
of IT as 1.5 today and 2.0 in the year 2000. This is aligned with their expectations that a
significant part of their business will be conducted on-line by the year 2000 (score of 2.0 -
Section on External Challenges).

FPB Quarterly survey of small firms. 39th quarterly survey of small firms Quarter 3. 1995.
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This is not surprising when one considers the ongoing developments related to the Internet.
Pioneer organisations are today using the Internet to adapt, and in some cases revolutionise,
their business models and create innovative forms of customer relationships. A lot of these
pioneers are actually small enterprises. Consider the example of stock trading by individual
investors. The traditional model has long been based on a trading firm having direct access to
current stock market activity data and extensive historical data about company and industry
performance. Individual customers approached these firms for all information and advice
regarding stock trades. The business has been filled with commissions, fees and other
expenses which went to pay for the time of analysts, portfolio managers and other experts.
Today in the Marketspace, information is widely and (frequently) freely available to all.
Individual customers can act, if they choose to, as the analyst, the portfolio manager and the
broker. Through small Web-based firms, anyone with an extra $1000 to invest and the right
inclination can take charge of his own investment choices.

Formulating an effective IT strategy is the most important concern

The SEIT study also aimed to determine the possible concerns that SE's may be facing in
their ability to leverage IT successfully for business value. The following graph summarises
the ratings accorded by the respondents to the surveyed concerns as perceived today and as
expected in the year 2000.

Legend: 1- Low degree of importance; 2 - Average degree of importance; 3- High degree of
importance

The most important challenge faced by SE's in leveraging IT is to be able to understand what
IT can do to help business (scores of 2.5 and 2.6 for today and the year 2000 respectively)
and to formulate effective IT strategies.
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A number of studies in France 26 have shown that two main reasons dividing SE's using new
technologies from those using more traditional equipment are the quality of management and
it's ability to obtain or deal with technological information. Therefore small enterprises using
new production technologies are generally

• Those headed by an owner/director who is more educated or a graduate usually in technical
subjects;

• Those whose supervisory staff have had a higher education, who use more sophisticated
management practices, such as recourse to market surveys, or a management committee and
maintain an effective technology watch.

Thus, the quality of the internal resources, but particularly manpower and primarily the
control of technological information explain partially the differences between SE's which are
able to leverage IT and those which are not. A study in 1991 27 in The Netherlands of nearly
200 firms of SE's of 10-199 employees indicated that the difficulty of finding technological
information was one of the major parameters in which there was a significant difference
between the small and larger firms in terms of innovation.

Keeping pace with technology is also a challenge

The surveyed SE's note that an important concern is to keep pace with progress in technology
(scores of 2.3 and 2.4 for today and the year 2000 respectively). This is an important issue
specially given the difficulty that even larger organisations, with more resources at their
disposal, have in keeping pace with technology (witness the challenges of managing isolated
islands of computing and legacy applications within companies).

Associated with the impact of changing technologies is the importance of training business
staff to use the IT systems properly (scores of 2.1 and 2.2 respectively for today and the year
2000). The literature reports that often systems within organisations are either not used at all
or are used in the wrong manner. In either case, the investment in IT systems does not lead to
the generation of business value.

IT providers could help to lower the barriers to investment in IT within SE's

Only a small proportion (26%) of the respondents said that they had an ongoing partnership
with an IT provider. However, the overall degree of satisfaction with the level of support
provided by the IT providers was rated as average (score of 3.05 on a scale of 5, where a
score of 1 indicated 'very unhappy' and a score of 5 indicated 'very happy'). While not
individually significant, the surveyed respondents noted a number of concerns with using IT
more effectively which cumulatively can be addressed by IT providers.

• The lack of adequate support from IT vendors (scores of 1.8 for both today and the year
2000): IT providers could aim to provide more training and support to SE's, specially in the
areas of helping them to formulate appropriate IT strategies and train their staff to use IT
properly.

26 Eurostat. Enterprises in Europe. Fourth Report 1996.
• Kleinknecht. Firm size and innovation. Small business economics. Vol 1. No 2.
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• The lack of adequate products for small businesses (scores of 1.6 and 1.7 for today and the
year 2000 respectively): It is true that much of the efforts of IT vendors thus far has been
focused on larger corporations. However, small enterprises have different needs than large
businesses and often lack the right set of resources, both capital and human, to make the right
level of investments. For example, it would be both infeasible and useless for a small
enterprise to implement the popular SAP software. Given the importance of small enterprises
in Europe, IT vendors should spend more time analysing their specific needs and develop
products which are better suited to the special situation faced by small enterprises.

The need for support from IT vendors is supported by prior studies which shows that
technology providers play an extremely important role in providing information to SE's in the
different phases of adopting new technologies.

The general sources of technological information for SE's consists primarily of the median;
general media, technical papers and journals, audio-visual media, specialised media; trade or
industry specific journals, but also includes institutions ranging from general libraries to
databanks. Personalised networks of friends and bankers, alumni associations etc. are also
responsible for the information reaching SE's.

However, the literature shows that SE's are wary of a single source, preferring to check the
information they want and are particularly suspicious of consultancy firms and equipment
suppliers, believing that they wish to impose unsuitable technologies, particularly if it is a
question of equipment or IT from the suppliers they represent.

They are also wary of information that is too technical or biased by the desire to sell. Bonds
of trust therefore need to be established and can only be done so gradually and this need for
trust is the reason why it is often important that the location of information or transfer should
be relatively close to the SE's, geographically and sectorally.

Studies carried out in Spain, Italy and France have demonstrated this need for proximity. The
choice among the different sources stems, not only from the capability of supplying good
information and inspire confidence, but also from the factor of cost. SE's often lack the
necessary funds to work with sources of information which are perhaps more effective, since
they are also more costly'.

Assistance in the shape of consultancy firms is similarly low and again is linked to a lack of
willingness and/or capacity to pay for such services and this is particularly the case where
firms operate in very highly specialised sectors or where they possess a great deal of
experience.

Lack of adequate financing is of some concern

The lack of adequate financing is also of some concern to the respondents (scores of 1.6 and
1.7 for today and the year 2000). However, research in the literature shows that while

European Commission. Directorate General for information, communication, culture and audio-visual. 1996.
Tinacci-Mossello M. and F. Dini. Innovation et communication sociale dans les districts industriels. Revue

Internationale PME. Vol 2. No 2/3. 1989.
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financing is an important barrier for technology-based innovation in SE's, it is not the most
important one. However, most problems such as the lack of capital and difficulties in finding
technological information, are higher for smaller firms. Thus IT vendors should focus on
providing special help to the smallest firms as they attempt to implement IT-based innovation
and compete successfully in the European marketplace.

Few small enterprises are tackling the Euro and Year 2000 problems

The coming of the Euro and Year 2000 are time-bombs which are set to detonate in European
businesses. The level of awareness of the existence of these problems is average with 76%
and 63% of the respondents claiming to be aware about the Euro and Year 2000 problems
respectively. Even fewer respondents are actually taking concrete actions to solve these
problems. The distribution of responses is as follows.

Have a plan to rectify
problem (%)

Do not have any plan (%)

Aware of Year 2000
problem (%)

32 43

Not aware of Year 2000
problem (%)

0 12

Note: all % figures in table are computed on base of entire sample (80 responses)

Have a plan to rectify
problem (%)

Do not have any plan (%)

Aware of EURO problem
(%)

27 36

Not aware of EURO
problem %)

0 22

Note: all % figures in table are computed on base of entire sample (80 responses)

Comparisons with the USA

Some comparisons can be made with respect to the state of technological innovation within
American SE's based upon the results of the Small Business Technology Survey (SBTS)
prepared by the Global Strategy Group in April 1997.

The SBTS confirms that most small businesses in the USA are starting to use PCs and
computing technology, much like their European counterparts. The use of computing
technology also increased in sophistication with the size of the company. Larger firms tend to
make more extensive use of networks and communication. The major PC brand of choice
both for American and European SE's is IBM. On the whole a larger proportion of SE's in
Europe are using the Internet but this higher figure could be due to the time gaps between the
two surveys.

Computing is seen to help American and European SE's in a number of different ways.
Smaller firms tend to use computers more for back office administration like their European
counterparts. But there is a higher emphasis on using computers to deliver better customer
service and communicate with distant partners/customers within European SE's as compared
to those in the USA.
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Organisational Innovation 

The SEIT questionnaire aimed to determine the importance of a number of organisational
factors which are relevant for the success of European small enterprises. The responses of the
surveyed firms is shown below for both today and the year 2000.

Legend: 1-low importance; 2 - average importance; 3 - high importance

Motivating employees is a strategic priority

The study respondents clearly assign the highest importance both today (score 2.5) and in the
year 2000 (score 2.7) to help their employees grow with the business and to keep their morale
up. This is wise because employees are the most important asset for small enterprises, even
more so than for large corporations.

The literature shows that innovation and business success within small enterprises is driven
more by the quality of management and employees than by other factors. Successful small
and medium sized enterprises call upon external sources in a relatively systematic manner
with employees taking the lead in contacting and searching sources of information such as
other competing firms, customers, suppliers and business associations.

There are moderate concerns about managing employee turnover (scores of 1.8 and 1.9 for
today and the year 2000 respectively) and integrating part-time employees and independent
contractors within the responding SE's (scores of 1.9 and 2.0 for today and the year 2000
respectively). Due to their small sizes, entrepreneurial cultures and lack of formally defined
functional boundaries, SE's tend to put enormous pressures on their employees to keep up a
frenetic pace of activity, often in multiple functional areas. Further, given the high failure
rates among small enterprises and the extensive use of new and part-time staff within them,
SE's managers have to actively tend to the morale of their employees. The management of
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SE's face the challenge of making life within the firm rewarding for their employees, both
personally and professionally.

Investing in people skills is critical

Closely related to their desire to help employees grow, the respondents assign a high degree
of importance both today (score 2.5) and in the year 2000 (score 2.6) to the need to continue
investing in the skills development of their employees. There is also a high degree of
emphasis both today (score 2.1) and in the year 2000 (score 2.2) on helping staff to develop
the right level of skills to be comfortable with the use of IT.

Training and skills development are critical aspects of helping employees grow
professionally. They are also vital for maintaining the competitivity of SE's. SE's rely less on
internal sources because of their limited size and hence depend much more on external
sources. The lack of time and specialist staff means that the younger and/or smaller SE's are
vulnerable, since they are not able to control information, are not yet familiar with the best
approaches or effective networks and may therefore be strongly disadvantaged when
compared with competitors. Training, experience and the learning processes are therefore pre-
requisites for an effective search for, and use of technology and information.

Reengineering business processes is a low priority

Though improving productivity is high on the strategic agenda of SE's managers, process
reengineering is perceived to be of low importance for business success (scores of 1.8 for
both today and in the year 2000).

There are different possible explanations for such a perception. For a start, small enterprises
typically lack strong functional boundaries. Functional silos and the resulting delays and costs
are often the target of reengineering efforts. With most employees undertaking multi-
functional tasks in a fluid environment, perhaps SE's do not need process reengineering to the
same degree as larger corporations.

The low assigned importance can also be due to a lack of maturity about the appropriate
method of applying technology within business. As mentioned in the previous section, there
is a focus on using technology to improve productivity and on doing work faster. But,
perhaps managers of SE's are yet to realise that this can be done by either automating existing
processes or by completely starting with a blank sheet and redesigning new processes. IT
providers and external specialists can help them to realise this more innovative mechanism
for using technology within SE's.

Managing across cultures is not perceived as a problem

While the SEIT respondents feel that there will be a significant increase in their business with
partners/customers outside their national boundaries, they did not perceive that managing
across these cultural differences is an issue, either today (score 1.4) or in the year 2000 (score
1.5). Perhaps the concept of 'one Europe' does exist after all!
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Strategic Partnerships

The SEIT study contained a number of statements about strategic partnerships which could be
critical for the success of European small enterprises. The responses of the surveyed firms are
summarised below.

Legend: 1-low importance; 2 - average importance; 3 - high importance

Moving partnerships on-line is the top strategic priority

The impact of IT on SE's is on the rise. Beside noting that their investments in IT are going
to increase significantly over the next few years, European small enterprises are in a rush to
move partnerships on-line, this aspect getting the highest rating both today (score 2.3) and in
the year 2000 (score 2.5).

As the respondents expect to create many more partnerships with both national (scores of 1.9
and 2.0 for today and the year 2000) and international firms (scores of 1.9 and 2.1 for today
and the year 2000), they clearly expect most of these partnerships to be enabled and
supported electronically.

There is a certain strategic logic in this drive to increase the level of overall partnerships.
`Globalisation of markets, growing interpenetration of economies and increased
interdependence between players, are changing the conditions of competition, obliging
enterprises to alter the foundations of their competitiveness and economic performance'.'
SE's are being forced to become more effective in their environmental scans and search for
information/technologies which can lead to a competitive advantage.

European Commission Directorate General XXIII Enterprise Policy Unit 1997.
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Creating more effective partnerships is key

European small enterprises recognise the need for and value in creating more effective
partnerships (scores of 2.3 and 2.4 for today and the year 2000). A key element in this is to
change traditional client/supplier links to more co-operative partnerships (scores of 1.9 and
2.1 for today and the year 2000 respectively).

The restructuring of industry since the late 1980's has led to an increasing tendency for major
industrial organisations to concentrate upon their core competencies, with outsourcing the
fabrication of complex products to SE's with whom they have sought to collaborate and in
particular to outsource to those capable of not only the manufacture of products, but also in
the development of parts of their products.

This spread of restructuring through subcontracting, where competitiveness in all links in the
chain of production have been squeezed as hard as possible in an attempt to increase overall
competitiveness, in various sectors, has led to the consequence of a reduction in the total
number of enterprises active in each market, as the least competitive are forced out of
business.

Although on the face of it the trend may be seen by some as an increase in concentration of
SE's, and a consequent reduction in competition between them, SE's are in a strategic
position to benefit from greater opportunities offered to them through the increase in overall
standards being forced upon major European companies, for example, with the incorporation
of options into a standard package which previously had been reserved for lower volume,
higher priced products, thereby increasing the number of markets for SE's to operate within.

The requisite investment necessary for maintaining competitiveness and innovation may be
forthcoming through the creation of long lasting relationships with major companies and the
move towards increasing specialisation creates niche markets which are less exposed to
economic fluctuation than where SE's operate in more general fields of activity.

Partnerships with the EC and/or governmental agencies are a low priority

The study results illustrate that the surveyed SE's have a commonality of opinion in that there
would be no additional help for their businesses forthcoming from their respective
governments and the European Commission. The respondents assigned a low degree of
importance to forming more strategic relationships with governmental or EC agencies both
today (score 1.3) and in the year 2000.

This can be interpreted cautiously as 'good news' indicative of the fact that SE's are weaning
themselves off state support and are moving forward to compete in the European
marketplace. Alternatively, this indicates the presence of other adoption barriers in the
mechanisms used by the EC/governmental agencies to help SE's with their business.

Given the importance of SE's to all economies, as highlighted earlier, Member State
governments and institutions have sought to assist SE's in the transfer and implementation of
technology through increasing public spending on technology projects, in an attempt to
enhance innovation, strengthen the performance of companies and thus contribute to the
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economy. It has been viewed as critical to support SE's due to the quickening pace of
technological change, with which SE's are unable to maintain pace with, due to their limited
resources.

In an attempt to promote the use of information technology within EU enterprises, the Heads
of State and Government of the Member States within the EU have launched major
initiatives, particularly in the field of vocational training to familiarise the workforce with the
new job possibilities created by the information society, such as the ADAPT programme,
aimed at supporting vocational training in industries where fundamental changes and job
losses are expected.

The effectiveness of such aid is limited, partially because of a limited knowledge within SE's
of the existence of such aid, but also because there appear to be a number of other barriers
such as:

• Increased indirect costs as a result of using aid programmes (calculated in Germany to reach
up to 30% of the R&D cost);

• A lack of the specific information required by SE's - that information given is frequently
viewed by SE's as being too general for their purposes;

• Technologies may not correspond with the needs of the SME or to market conditions;

• Requests by SE's for assistance are frequently poorly thought out and badly presented.

As a consequence, studies show that in France for example, aid programmes affect less than
5% of SE's 31 . This contrasts with the European Commissions' view that SE's participate in
70% of all ESPRIT Phase 1 & 2 projects, including 30% of all projects on information and
communication technologies n.

31 Rallet A. 'Les entreprise et l'innovation en matiere de reseaux de communication', in L 'innovation dans les
entreprises et les regions, Atelier interregional, Luxembourg.
32 European Commission; Esprit Review Board 1996 Report Ref:ISBN 92-828-0193-4 1997. "Making progress
happen through development, application and diffusion of information technologies ".
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Benelux

Responding to increased competition is a high priority for Benelux SE's. While they do not
perceive the primary competition as coming from outside Benelux, they do believe that they
will be doing a large proportion of their business outside the Benelux by the year 2000.
Hence there is a high emphasis on improving productivity and becoming competitive in the
European marketplace. Such a focus on responding to increased competition is also shared by
SE's in other European countries.

Legend: 1-low; 2 - average; 3 - high
Business Challenges for Benelux SE's

Benelux SE's also wish to grow and increase their business revenues by more than 30% by
the year 2000. Thus, they place a high degree of emphasis on finding opportunities for
growth. They realise that a lot of their growth opportunities will arise from outside the
Benelux and this complements their strong focus on improving productivity and becoming
more competitive. As they look outside the Benelux, the SE's also realise that the importance
of being  able to manage across cultures will increase by the year 2000.

The focus on lookin g, for additional business outside the national boundary is shared by SE's
in most other European countries. The European marketplace is a reality for these SE's. A
notable exception is France. where there is a relatively lower emphasis on looking outside
France for additional growth.
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Legend: 1-low; 2 - average; 3 - high
Future business nature of Benelux SE's

While they wish to become more competitive, Benelux SE's also place a low degree of
importance to responding to EC and governmental policies. In fact, they do not expect any
help from the EC or national government to further their business goals in the year 2000.
Consequently, it is not surprising to note that they place a low emphasis on creating more
partnerships with the EC or governmental agencies. This is a touch surprising when one notes
that Brussels serves as the locus for a large majority of the EC's regulatory activities and is
home to several EC bodies.

Technology is seen as playing a major role in the future business success of Benelux SE's.
They strongly believe that their IT investments will increase by more than 30% by the year
2000. Technology is seen as helping them to reduce cycle times, communicate with distant
partners and deliver higher levels of customer service. It is interesting to note that there is an
emphasis on using IT effectively in both the front office (for customer service) and the back
office (improving productivity).

The largest single increase in the business benefit of IT is seen to be in the arena of electronic
commerce. It is likely that they perceive electronic commerce as facilitating the conduct of
on-line business with customers outside the Benelux. IT is also seen as helping them to Rhin
electronic links with partners and open new channels for communication and the leverage of
competencies across a network.

41



Work more quickly

Communicate with
distant partners

Deliver better customer
service

Reduce costs and
improve productivity

Conduct electronic
commerce

Compete with larger
competitors

3

Rating of degree to which IT helps business

1.2
	

1.4
	

1.6
	

1.8
	

2
	

2.2
	

2.4
	

2.6
	

2.8

Rating of importance of concern in using IT

Understanding what IT can d
to help business

Keeping pace with progres
in IT

Training business staff to use
IT properly

Lack of adequate products foi
business

Inability to hire appropriate
IT staff

Lack of financing for making
IT investments	 1.8

Lack of support from IT
providers

Legend: 1-low; 2 - average; 3 - high
Business help provided by IT to Benelux SE's

Despite the increasing investments in IT, Benelux SE's have strong concerns about
understanding how IT can help them to achieve their business goals and to keep pace with
progress in technology. Clearly, there is an increased role for technology providers along this
dimension. Most SE's lack staff with the right set of IT skills. Technology vendors can both
help in training their staff on technology systems and assist them in the formulation of the
right IT strategy.

Legend: 1-low; 2 - average; 3 - high
Concerns about using IT effectively for Benelux SE's

Benelux SE's express a moderate concern about the lack of adequate support from technology
providers and about the paucity of appropriate products suited for their special needs. Such
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concerns are significantly higher than those expressed by some of their European
counterparts, such as UK SE's. It is interesting to observe that they expect these concerns to
decrease by the year 2000. Presumably, this will occur by the creation of partnerships with IT
providers. These partnerships should provide technology providers with a better
understanding of the special computing needs of SE's. Many IT providers are startin g to
focus a significant part of their efforts on SE's and this is creating expectations for improved
service within Benelux SE's. While the lack of financing is of some concern to Benelux SE's
this is also expected to decrease by the year 2000. This reflects decreasing price trends in the
technology market.

More than some of their European counterparts, notably Italy, Benelux SE's wish to
reen gineer their business processes. This reflects increased sophistication in the use of IT
within Benelux SE's who are no longer content with simple automation of existing processes.
This supports their desire to use technology to work more quickly and improve productivity.
However, it is interesting to note that Benelux SE's assign a relatively low degree of
importance of the benefit of using IT to compete effectively against larger competitors. In
contrast, SE's from other countries such as the UK think that IT will play an extremely
important role in levelling the competitive field across small and larger companies.

Legend: 1-low; 2 - average; 3 - high
Organisational concerns for Benelux SE's

Small enterprises (SE's) in the Benelux assign a high degree of importance to motivating
employees. This is going to be a continuing challenge for them as they expect the number of
employees within their organisations to increase by more than 30% by the year 2000. They
are concerned about finding the right employees to sustain this growth. This is reflected in the
largest increase from today till the year 2000 in the business challenge of finding and
retaining employees. Coupled with the increased challenge of finding the right employees,
Benelux SE's expect to use more part-time staff and independent contractors over the next
few years. Thus, the challenges associated with managing and integrating them within their
firms is expected to increase from today till the year 2000.
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Benelux SE's view the growth of employees as a critical element of their efforts to motivate
employees and manage employee turnover. They hope to achieve this by investing in the
training of their employees and in particular, helping them to become more comfortable with
the use of IT. A focus on employee motivation also becomes important in the context of
greater use of part-time staff and increased turnover.

Legend: 1-low; 2 - average; 3 - high
Partnership concerns for Benelux SE's

Benelux SE's realise the importance of creating more partnerships with entities both locally
and internationally. A network of partnerships helps these SE's to acquire new skills,
leverage the competencies of their partners and become more competitive in the European
marketplace. Thus there is a strong focus on changing traditional client/supplier links into
partnerships and increasing the effectiveness of these partnerships. Complementing their
focus on electronic commerce, Benelux SE's wish to base many of these partnerships on
electronic links. The desire to establish electronic links with partners emerges as one of the
most important strategic concerns for Benelux SE's as they look towards enhancing their
current network of partnerships.
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France

The slow economic conditions in France are reflected in the highest priority assigned by
French SE's to the need to find opportunities for growth, both today and in the year 2000.
While they have an average level of confidence (but lower than many of their European
counterparts) that their business revenues will grow more than 30% by the year 2000, they
perceive that proportionately less of this growth will come from business outside their
national boundary as compared to the views of SE's in other European nations such as the
Benelux and the UK. Consequently, there is a lower emphasis on creating international
partnerships as compared to national partnerships within French SE's.

Legend: 1-low; 2 - average; 3 - high
Business challenges for French SE's

While French SE's assign a high degree of importance to respond to increased competition,
they do not think that this increased competition will emerge from outside their national
boundary. This aspect, coupled with their relatively lower emphasis on generating business
revenue outside the national boundary leads one to suspect that French SE's are adopting the
strategic position to maintain the status quo and are focusing to a large degree on the national
market. This is in sharp contrast to most other SE's who while wishing to maintain a primary
focus on their national markets, are also aiming to generate increasing proportions of their
revenues outside their national markets by the year 2000. This is true for both SE's both in
smaller countries such as the Benelux and in larger countries such as Germany.
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Legend: 1-low; 2 - average; 3 - high
Future business nature of French SE's

Aligned with their preoccupation with the national market, French SE's also assign a higher
degree of importance today to EC and governmental policies as compared to most of their
European counterparts. However, this is expected to change rapidly over the next few years.
In fact. French SE's assign the lowest emphasis on creating links with EC and governmental
agencies in the year 2000. They also feel that there are negligible chances of obtaining
additional governmental help to succeed in business over the next few years. Perhaps these
expectations are the result of a slow acceptance of the harsh realities of the common
European market.

In congruence with their other European counterparts, French SE's believe that technology
plays a critical role in their business success, both today and in the future. They expect their
investment levels in IT to increase by more than 30% by the year 2000. Today, they see IT
playing a crucial role in delivering better customer service, working more quickly, reducin g
costs and improving productivity.
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Business help provided by IT to French SE's

Legend: 1-low; 2 - average; 3 - high
Concerns about using IT effectively for French SE's

While these emphases are not surprising when compared to most other European SE's, it is
interesting to note that French SE's have a significantly lower emphasis on using technology
for electronic commerce (both today and in the future) and do not see the ability to
communicate with other partners/customers as a major benefit of the use of IT. This is
partially linked to the low adoption of the Internet within France. The results are nevertheless
surprising because France already has the Minitel system, which though primitive as
compared to the Internet, does facilitate elementary forms of electronic commerce. French
SE's have a relatively high focus today on reengineering processes (although this is expected
to drop sharply by the year 2000) to reduce cycle times and improve productivity.
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French SE's express a moderate concern about the lack of adequate support from technology
providers and about the paucity of appropriate products suited for their special needs. Like in
other European countries, French SE's realise the need to create partnerships with IT
providers. These partnerships should provide technology providers with a better
understanding of the special computing needs of SE's. The lack of adequate financing is of
low concern to French SE's today but is expected to increase sharply by the year 2000. This
is again in contrast to the views of some other European SE's (such as those in the Benelux)
where the financing concerns are expected to decrease over the next few years. However,
these views of French SE's are linked to their concerns about keeping pace with progress in
technology and their expectations that overall investment levels in IT will increase by more
than 30% by the year 2000.

Legend: 1-low; 2 - average; 3 - high
Organisational concerns for French SE's

Employee motivation is key for French SE's both today and in the future. However, they
assign a relatively lower degree of emphasis on finding and retaining employees as compared
to some other European countries such as the Benelux and the UK. There is also a low degree
of concern about managing employee turnover and about managing part-time staff and
contractors. These perceptions are probably affected by the prevalent high unemployment
rates in France where it is relatively easy to find personnel.

Even though it is relatively easy to hire employees and part-time staff, French SE's realise the
importance of investing in their employees. In fact, they assign the highest degree of
importance to investing in the skills of their employees and to help them grow professionally.
Of particular importance is the need to train employees to use IT properly, given the
increasing importance of IT to their business success.
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Legend: 1-low; 2 - average; 3 - high
Partnership concerns for French SE's

French SE's realise the importance of creating more effective partnerships, but they have a
much lower emphasis on creating new partnerships when compared to other European SE's
such as those in the UK and Germany. Further, in keeping with their domestic focus, they
have a distinct bias towards creating more partnerships with national entities as opposed to
international organisations. There is also only a moderate focus on changing traditional
client/supplier links into partnerships. Thus it is not obvious that French SE's have realised
the value of leveraging competencies within a network of partners. In particular, they have a
very low emphasis today on forming electronic links, though this is expected to increase
significantly by the year 2000.
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Germany

Responding to increased competition ranks highest on the strategic agenda of German SE's.
German SE's perceive that most of the increased competition will arise from within
Germany. Despite the increased competition, German SE's expect to grow their business by
more than 30% by the year 2000. Most of this growth is seen as coming from outside
Germany as, like SE's in other European countries such as the UK, they assign a high
probability to doing significantly more business outside the national boundary by the year
2000. Analogous to their European counterparts, they assign a low degree of probability of
obtaining more governmental or EC help to grow and succeed in their businesses over the
next few years.

Legend: 1-low; 2-average; 3-high
Business Challenges for German SE's

While both Geinian and French SE's assign a high degree of importance to finding
opportunities for further growth and expansion, there is a marked difference within their
attitudes. French SE's seem to be adopting a primarily pro-domestic posture in which the
focus is more on maintaining the status quo in the domestic market and less on proactively
expanding abroad. In contrast, German SE's see international opportunities as the prime
source for their ambitious growth plans as they look towards the year 2000.
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Legend: 1-low; 2-average; 3-high
Future business nature of German SE's

In their struggle to remain competitive and grow the business, German SE's give prime
importance to the challenge of improving productivity. It is obvious that a lot of these
productivity improvements will be enabled by technology. Gelman SE's expect their
investments in IT to increase by more than 30% by the year 2000 and productivity
improvements are seen as an important benefit from using IT within their organisations.

German SE's are focusing on reengineering business processes to reduce costs, decrease
cycle times and enhance the levels of service delivered to customers. By focusing on the
obtaining sustained performance improvements along the critical business dimensions of cost,
quality and time, German SE's expect to leverage IT to compete more effectively against
larger competitors. Such a focus is also to be found among UK SE's but is different from
most other European SE's who do not seem to have realised the potential of IT to level the
competitive playing field between larger and smaller enterprises.
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Legend: 1-low; 2-average; 3-high
Concerns about using IT effectively for German SE's

German SE's assign high importance to the benefit of using IT to communicate with distant
partners and customers. This is supported by their strong focus on establishing electronic
links with partners. Much of this focus seems to emerge from a desire to leverage partner
competencies as they assign a moderate (but increasing over the next years) degree of
emphasis on using IT for electronic commerce. A network of links is seen as helping them to
operate within a larger network where they are able to leverage the skills and competencies of
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their partners and reduce some of the traditional strengths of larger competitors in this
domain.

Like other European SE's, the most pressing concerns for German SE's with regard to the
management of IT are being able to foimulate appropriate IT strategies and technological
obsolescence. German SE's assign the highest degree of importance today and in the future to
the challenge of understanding how IT can help their business and to keeping pace with the
relentless progress of IT. They also have strong concerns about being able to train their
employees to use IT effectively.

Legend: 1-low; 2-average; 3-high
Organisational concerns for German SE's

German SE's are worried about receiving adequate support from IT vendors, There is
relatively low and in fact, decreasing concern that adequate products for their business will be
available today and over the next few years. This is probably due to a greater availability of
packaged software. There is also a below average concern about the lack of adequate
financing for making IT investments. Decreasing price trends in the IT market are making
cost issues less important (in relative terms) than the overall issue of how to best use IT to
support business strategy. However, IT vendors could play an important role in helping
German SE's train their business staff to use IT properly as this is an area of high concern for
the surveyed German SE's.

German SE's assi gn the highest degree of importance to investing in the training and
education of their staff. They intend to put a significant emphasis on making their staff more
IT-comfortable. The management of German SE's wish to help their employees grow
professionally as their businesses grow over the next few years. This is a wise choice in terms
of management attention as the literature shows that the quality of management and staff
skills are the prime determinants for the success or failure of SE's. Despite the focus on
finding international growth opportunities, German SE's assign a low degree of importance to
the challenge of managing across cultures.
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Getman SE's express a moderate degree of concern about managing employee turnover. This
is similar to the view of UK SE's but is different from the views of SE's in countries such as
France, where high unemployment rates makes this a low concern for the management of
SE's. Getman SE's also expect to be using more part-time staff and contractors over the next
few years and assign a moderate degree of importance to the challenge of managing and
integrating them within their businesses.
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Legend: 1-low; 2-average; 3-high
Partnership concerns for German SE's

German SE's assign a high degree of importance to forming more links with partners, both
domestic and international. Like their Spanish and Italian counterparts, they wish to form
more partnerships with partners outside the national boundary as opposed to other domestic
firms. This stands in sharp contrast to French SE's who express a desire to form more
partnerships with French firms as opposed to other international firms. This focus on looking
outside Germany complements the belief of Getman SE's that a major part of their growth in
the future will come from opportunities outside Germany. German SE's also wish to increase
the effectiveness of their partnerships by changing traditional client/supplier links into
mutually beneficial partnerships. Like most of their European counterparts, German SE's
express a low desire to build more partnerships with governmental or EC agencies.
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Italy

Improvin g, productivity ranks high on the strategic agenda for Italian SE's, both today and in
the year 2000. Productivity gains are generally associated with reduced production costs and
increased price competitiveness. IT can help Italian SE's to reduce costs and become
competitive in the European marketplace. Italian SE's recognise that there will be increased
competition from across their national boundary by the year 2000. Simultaneously, they
assign a high degree of confidence in the belief that they will be conducting more business
with firms outside Italy by the year 2000.

Supporting the above focus on improving productivity, a striking aspect of change in Italian
SE's by the year 2000 is a significant increase in the investment levels in IT. The study
respondents note that there is an above-average likelihood of total investments in IT
increasing by more than 30% by the year 2000.

Legend: 1-low; 2 - average; 3 - high
Business Challenges for Italian SE's

Price competitiveness alone is no longer sufficient for ensuring market success, with Italian
SE's facing the duality of globalisation and segmentation. Thus it is not surprising to observe
that the need to respond to increased competition and find opportunities for growth and
expansion ranks as one of the most important challenges for Italian SE's, both today and in
the year 2000._Despite high levels of competition, Italian SE's feel that there is a more than
average likelihood that their business revenues will grow by more than 30% by the year
2000.
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Legend: 1-low; 2 - average; 3 - high
Future business nature of Italian SE's

Italian SE's do not feel that that it is very difficult to find and retain employees. However,
they find it more challenging to motivate employees and keep their morale up. This is
specially significant when one notes the fact that they think that there is a good chance that
the total number of employees within Italian SE's will increase by 30% by the year 2000.

Italian SE's note that there is good chance that a si gnificant part of their business will be
conducted on-line by the year 2000. This also complements their view that by the year 2000,
they will he doin g much more business with partners/customers outside their national
boundaries as compared to today.

The role of the EC or the national governments is not of high strategic priority to Italian SE's.
The respondents did not feel that responding to EU integration or governmental policies was
a major business challenge either today or in the year 2000. In fact, the firms participating in
this study accorded the lowest score to the likelihood that they shall receive more
governmental 'EC help in the year 2000. The challenges of competing in open markets, free of
governmental interventions seems to be an accepted reality with the surveyed Italian SE's.

The major focus of Italian SE's is to use IT to deliver a higher level of customer service and
communicate with distant partners/customers. This supports the earlier mentioned emphasis
within Italian SE's on responding to competition and growing the business. There is also a
hi gh emphasis on usin g IT to reduce costs and improve productivity. Technology applications
are linked to speeding up internal processes and enabling work to be done more quickly
within the firm. The focus on using IT to improve productivity and work faster supports their
previously mentioned strategic challenge to improve productivity within their organisations.

Italian SE's do not perceive technology as helping them more in competing against larger
competitors. In fact, this is the only aspect whose importance is expected to decrease from
today till the year 2000. This is surprising when one considers the importance assigned to this
benefit of IT by SE's from other countries such as Germany.

r
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Legend: 1-low; 2 - average; 3 - high
Business help provided by IT to Italian SE's

The single largest increase in the degree of importance from today till the year 2000 of how
technology will help business is in the domain of electronic commerce. In accordance with
their earlier mentioned belief that a major part of their business will move on-line by the year
2000, the Italian SE's note that IT will help them conduct electronic commerce more
efficiently and effectively by the year 2000.

When polled about the challenges they face today and those that they expect to face by the
year 2000 with regard to leveraging IT for business success, the Italian SE's were almost
unanimous in their concerns with understanding what IT can do to help their business and in
keeping pace with the rapid pace of technology progress. These results pose a strategic
challenge to IT vendors as they aim to help and support small enterprises. However, is
interesting to note that Italian SE's expect the level of support from IT providers and the
availability of suitable products to become less of a concern from today till the year 2000.
This reflects the growing maturity of IT vendors, the attention which they are putting on
small enterprises today and the increased use of software packages in firms.
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Concerns about using IT effectively for Italian SE's

Also expected to decrease in importance from now till the year 2000 are concerns about
trainin g!, end users to use IT properly and the ability to finance IT investments. The former is
perhaps explained by the increased penetration of PCs within society and the resulting
familiarity of younger employees with technology. The latter is probably explained by the
decreasing trends in the costs of hardware and software. Hiring of IT staff is also expected to
become less of a concern for Italian SE's.

Though improving productivity is high on the strategic agenda of Italian managers, process
reengineering is perceived to be of low importance for business success. The low score
reflects a lack of maturity about the appropriate method of applying technology within
business.

The greatest organisational challenge being faced by the managers of Italian SE's is to help
employees grow as the business grows and to invest adequately in improving their skills.
Both of these factors were assigned the highest possible score by the respondents for today
and the year 2000. These concerns are aligned with the high importance of the strategic
challenge of motivating employees within Italian SE's.

The importance of managing employee turnover is expected to decrease slightly over the next
few years. This can be partially explained due to a low turnover rate caused by the slow
economic growth of the last years. There is also a decrease over time in the importance of the
challenge of managing part-time employees and independent contractors.

While the Italian SE's felt that there would be a significant increase in their business with
partners/customers outside Italy, they did not perceive that managing across these cultural
differences was an issue, either today or in the year 2000.
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Organisational concerns for Italian SE's

Italian small enterprises recognise the need to create more effective partnerships. They feel
the need to change traditional client-supplier relationships to more co-operative partnerships.
There is a high recognition of the need to improve the effectiveness of these partnerships.
While many more partnerships are expected to be formed with firms outside Italy, there is
almost no emphasis on increasing partnerships with either the EC or governmental agencies.

Legend: 1-low; 2 - average; 3 - high
Partnership concerns for Italian SE's

The value of IT is expected to transcend internal applications and help Italian SE's engage in
electronic links with partners and suppliers. This aspect gets the highest score from the
respondents both for today and the year 2000. This supports the previously mentioned
emphasis on electronic commerce. However, given the low degree of use of networks
currently within Italian firms, more help from either IT providers and/or industry associations
is required to make these on-line partnerships a reality.
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Spain

Responding to increased competition is rated the highest in the strategic agenda for Spanish
SE's both for the future and for the present. Expectations are that a major concern in the year
2000 will be from competition from outside the national boundary which correlates with the
expressed strategic focus. This is also different from most other surveyed SE's in countries
such as France and Germany who expect most competition as emerging from within the
national boundary.

Despite the concern expressed over increased competition, Spanish SE's expect that their
business revenues will increase substantially by the year 2000. Spanish SE's place high
importance to finding opportunities for growth and expansion. Such growth is seen as coming
from cross-border business being transacted on a far larger proportion in the year 2000 than at
present.

Legend: 1- low; 2- medium; 3 - high.
Business Challenges for Spanish SE's

Improving productivity is seen as very important for the business success of Spanish SE's.
Technology is seen as playing a critical role in enabling the future success of Spanish SE's by
improving productivity and enabling on-line electronic commerce. Thus, it is not surprising
to note that Spanish SE's expect their investments in IT to increase by more than 30% by the
year 2000. Some Spanish SE's noted that they viewed IT as a means of linking with more
prosperous members of the EU and as a means of reducing the performance gap between
North and South.
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Future business nature of Spanish SE's

Although Spanish enterprises resoundingly rated their expectation of additional
EU/governmental help for their businesses as the lowest overall ranking, they do express the
view that the European integration programme and government policies will need
increasingly to be addressed. This is in contrast to some of their European counterparts such
as Benelux and Italy. Such a view may be a reflection of the cohesiveness of the single
European market being ranked higher in importance in the eyes of Spanish SE's than some of
their neighbours.

There is only an average expectation of growth in employment numbers by the year 2000 and
finding and retaining employees is an average consideration for the present and future. Like
in France, this is probably a result of the high unemployment rates within Spain. Of more
importance to the enterprises and increasingly so, is the motivation of those within the
organisation, The above average levels of importance attached and the anticipated increase
may indicate that the desired improvements in productivity will also be sought through output
per worker increases.

Technology is seen as playing a major role in the future business success of Benelux SE's.
They strongly believe that their IT investments will increase by more than 30% by the year
2000. Technology is seen as helping them to reduce cycle times, communicate with distant
partners and deliver higher levels of customer service. It is interesting to note that there is an
emphasis on using IT effectively in both the front office (for customer service) and the back
office (improving productivity). There is also a large jump (from today till the year 2000) in
the perceived need of Spanish SE's to reengineer processes.
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Business help provided by IT to Spanish SE's

Rating of importance of concern in using IT

Legend: 1- low; 2- medium; 3 - high.
Concerns about using IT effectively for Spanish SE's

The largest single increase in the business benefit of IT is seen to be in the arena of electronic
commerce. Like the Benelux SE's, it is likely that Spanish SE's perceive electronic
commerce as facilitating the conduct of on-line business with customers outside the national
boundary. IT is also seen as helping them to form electronic links with partners and open new
channels for communication and the leverage of competencies across a network. Thus it is
not surprising to note that Spanish SE's also assign a high degree of importance to
establishing electronic links with partners.
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The importance of understanding how technology can help business is of high strategic
importance to Spanish SE's both today and in the year 2000. The closely matched concern
over keeping pace with technology indicates that Spanish enterprises may feel that the return
on their investment in IT is lower than expected given the low current use for on-line
commerce and the high penetration of personal computers.

Spanish SE's are worried about receiving adequate support from IT vendors. The study shows
that much of these concerns are directed at the lack of appropriate products for small firms, an
inability to train employees to use IT systems properly and the lack of adequate financing for
IT systems. While there is increased availability of cheaper hardware and packaged software
in the IT market, IT providers should build better partnerships with Spanish SE's and learn
more about their special needs. It is interesting to note that unlike many of their European
counterparts, Spanish SE's see their concerns about receiving adequate support from IT
vendors increasing from now till the year 2000. This places a special responsibility for IT
vendors operating in the Spanish market.

There is no major difficulty in sourcing suitably skilled staff at present, however the
expectations of difficulties in keeping pace with technology may reflect the increasing
difficulty which companies expect in the year 2000 to find suitable personnel.

Like the UK and Gelman SE's, Spanish SE's realise the importance of IT to help them
compete more effectively against larger competitors. Spanish SE's are focusing on
establishing electronic links with partners. Electronic links will help them to operate within a
larger network where they are more able to leverage the skills and competencies of their
partners and reduce some of the traditional strengths of larger competitors in this domain.
Spanish SE's also see their currently moderate focus on reengineering business processes,
increasing over the next few years. By rethinking processes before utilising IT to automate
them, Spanish SE's expect to obtain competitive costs, higher quality and reduced cycle times
as compared to their larger competitors.

Legend: 1- low; 2- medium; 3 - high.
Organisational concerns for Spanish SE's
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Employee motivation is key for Spanish SE's both today and in the future. However, they
assign a relatively lower degree of emphasis on finding and retaining employees as compared
to some other European countries such as the Benelux and the UK. There is also a low degree
of concern about managing employee turnover. These perceptions are probably affected by
the prevalent high unemployment rates in Spain where it is relatively easy to find personnel.
In fact, their views on finding and retaining employees and on managing employee turnover
are shared by the surveyed French SE's.

Even though it is relatively easy to hire employees and part-time staff, Spanish SE's realise
the importance of investing in their employees. In fact, they assign the highest degree of
importance to investing in the skills of their employees and to help them grow professionally.
Of particular importance is the need to train employees to use IT properly, given the
increasing importance of IT to their business success. Spanish SE's expect to use more part-
time staff and independent contractors and they assign a high degree of importance to the
challenge of managing and integrating them within their businesses.

Legend: 1- low; 2- medium; 3 - high.
Partnership concerns for Spanish SE's

Spanish SE's wish to create more partnerships with both domestic and international partners,
although they see the focus shifting to international partnerships by the year 2000. While
Spanish SE's wish to increase the effectiveness of their partnerships, they have a relatively
low focus on changing traditional client/supplier links into partnerships. This perhaps is
influenced by the hierarchical nature of Southern European societies.

Spanish SE's assign an average degree of importance to forming more partnerships with EC
and/or governmental agencies. While not very high, nevertheless, this score contrasts starkly
with the views expressed by many of their Northern European counterparts, such as SE's in
the UK, who assigned the lowest possible importance to this aspect of their portfolio of
strategic partnerships.
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United Kingdom

The most pressing concern for UK SE's is to respond to increased competition. Analogous to
their European counterparts, they perceive that most of this increased competition will come
from within the national boundary. However, in contrast to French SE's they assign a much
higher probability to them doing significantly more business outside the national boundary
by the year 2000. Thus, they consider it very important to find opportunities for growth and
expansion as they look towards the year 2000.
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Finding and retaining
employees

Responding to EU
integration/govt policies 

1.2	 1.4	 1.6	 1,8	 2	 2.2	 2.4	 2.6	 2.8	 3

Rating of importance w Year 2000
w Today

Legend: 1-low; 2-average; 3-high
Business Challenges for UK SE's

The above concerns reflect the highly competitive environment within which most UK SE's
operate and the fact that they are increasingly looking outside the UK for future growth. By
doing so, UK SE's expect to grow by more than 30% by the year 2000. As most of this
growth is expected to emerge from outside the UK, they assign a low but increasing
importance to the challenge of being able to manage across cultures over the next few years.
Analogous to their European counterparts, they assign a low degree of probability of
obtaining more governmental or EC help to grow and succeed in their businesses over the
next few years.

UK SE's have a strong focus on improving productivity and they view technology as a
critical enabler to help them do so. They expect their investments in IT to increase by more
than 30% by the year 2000. Besides helping to reduce costs and improve productivity, IT is
seen as critical for delivering better customer service, reducing cycle times in key processes
and communicating with distant partners/customers. There is a relatively low emphasis on
using IT for electronic commerce today, but this is expected to increase in the future.
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Future business nature of UK SE's

In sharp contrast to most their European counterparts (except for Germany), UK SE's realise
the importance of IT to help them compete more effectively against larger competitors. UK
SE's are more advanced in their use of IT, as supported by their emphases on using IT to
reengineer business processes and establishing electronic links with partners. By rethinking
processes before utilising IT to automate them, UK SE's expect to obtain competitive costs,
higher quality and reduced cycle times as compared to their larger competitors. Electronic
links will help them to operate within a larger network where they are more able to leverage
the skills and competencies of their partners and reduce some of the traditional strengths of
larger competitors in this domain.

Like other European SE's, the most pressing concerns for UK SE's with regard to the
management of IT are being able to foirnulate appropriate IT strategies and technological
obsolescence. UK SE's assign the highest degree of importance today and in the future to the
challenge of understanding how IT can help their business and to keeping pace with the
relentless progress of IT. They also share a moderate concern about being able to hire
appropriate IT staff and to be able to train their employees to use IT effectively.
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Concerns about using IT effectively for UK SE's

UK SE's are worried about receiving adequate support from IT vendors. The study shows
that much of these concerns are directed at the availability of financing for IT systems and the
training of business staff to use these systems properly. There is low and in fact, decreasing
concern that adequate products for their businesses will be available today and over the next
few years. This is probably due to a greater availability of packaged software,
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Organisational concerns for UK SE's

Given the tight labour market in the UK, the surveyed SE's express a high degree of concern
about managing employee turnover. This is in contrast to the views of SE's in some other
European countries such as France, where high unemployment makes this a low concern for
the mana gement of SE's. Due to low unemployment rates, UK SE's also expect to be using
more part-time staff and contractors over the next few years and assign a moderate degree of
importance to the challenge of managing and integrating them within their business.

Despite the concern about high turnover, UK SE's assign the highest degree of importance to
investin g in the training and education of their staff and in motivating them for superior
performance. The management of UK SE's wish to help their employees grow professionally
as their business grows over the next few years and intend to put a significant emphasis on
makin g their staff more IT-comfortable. This is a wise choice in terms of management
attention as the literature shows that the quality of management and staff skills are the prime
determinant for the success or failure of SE's.
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Partnership concerns for UK SE's

UK SE's assign a higher degree of importance to forming electronic links with partners as
compared to many other European SE's. Much of this desire emerges from a desire to
leverage partner competencies as they assign a low (but increasing over the next years) degree
of emphasis on using IT for electronic commerce. Towards the goal of leveraging a network
of partnerships, UK SE's wish to create more partnerships, both with domestic and overseas
partners. It is interesting to note that none of the surveyed UK SE's express a desire to build
more partnerships with governmental or EC agencies. UK SE's also wish to increase the
effectiveness of their partnerships, partially by changing traditional client/supplier links into
mutually beneficial partnerships.
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Appendix A

European Small Enterprise IT (SEIT) Study

Prof. Soumitra Dutta
INSEAD, Fontainebleau, France 77305

The model underlying the SEIT study is shown in the following figure. The SEIT model is
based on the notion that European SMEs have to innovate from both technological and
organisational perspectives and build strategic partnerships with governmental agencies and
other organisations in order to successfully address external opportunities and challenges.

Organizational
Innovation

Specific aspects covered under each of the above categories are detailed in the following
pages.

General Overview Questions

Company Name: 	

Company Address: 	

Interview Contact:	

Date of Interview:	

Interviewed by: 	
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1. Approximately how many employees' does your organisation have?

[] 1
[] 2 - 9
[] 10 - 49
[] 50 - 100

2. Is there someone (or a group or persons) who formally manages the purchase of
information technology (hardware, software and networks) and related services such as
training and support?

[] Yes	 [] No

If yes, then: The proportion of time spent on information technology is:

[] 100% - full time job 	 [] Over 50% - major part 	 [] Less than 50% - minor part

3. What is your position within your organisation?

[] Owner/Partner
Business manager

[] Manager responsible for technology

4. What is your company's approximate sales volume per year?

[] Less than $50k
[] $50k - $75k
[] $75k - $100k
[] $100k - $250k
[] $250k - $500k
[] $500 - $999 million
[] $1 - $1.5 million
[] More than $1.5 million

5. What is the business sector in which your company operates?

[] Lawyer
[] Accountant
[] Architect/Surveyor
[] Financial Services (investment, insurance, etc.)
[] Graphics/design/photography/printing

Consulting
[] Marketing/Advertising
[] Engineering
[] Manufacturing
[] Travel Agency
[] Hotel/Restaurant
[] Trade (import/export, brokerage)
[] Sales (agent, representative, distributor)
[] Non-profit organisation/charity

Retail
[] Association/Club
[] Secretarial/business centre
[] Other (Specify: 	 )

33
	 full time.
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External Challenges

1. I am going to read a number of statements about the challenges which your company may
have to face to succeed in business. Please rate the importance of these challenges for your
business today and your perception of their importance for your business in the year 2000.
(READ ROTATE)

TODAY

Responding to increased competition 0
Low

0
Average

0
High

Improving productivity 0 0 0
Low Average High

Finding and retaining employees [] 0 0
Low Average High

Employee motivation/morale 0 0 0
Low Average High

Finding opportunities for growth and expansion [] 0 0
Low Average High

Responding to European integration and [] 0 0
governmental policies Low Average High

0	 []	 []
Low Average High

0	 0	 0
Low Average High

YEAR 2000

0	 0	 []
Low Average High

0	 []	 []
Low Average High

0	 0	 0
Low Average High

0	 0	 0
Low Average High

2. I am going to read a number of statements about how your business may change by the
year 2000. Please rate the likelihood of these statements being true for your business in the
year 2000. (READ ROTATE)

YEAR 2000

0	 0	 []
Low Average High

The number of employees in your organisation is going to
increase significantly, i.e., by more than 30%.

Your business revenues will increase significantly, i.e., by more
than 30%.

Your investments in information technology will increase
significantly, i.e., by more than 30%.

You will do much more business (as compared to today) with
organisations outside your national boundary.

Competition from outside your national boundary will become a
major concern for your business success.

You will get more governmental/EC help to succeed in your
business.

A significant part of your business will be conducted on-line (via
the Internet and/or other electronic links).
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0	 0	 0
Low Average High

0	 0	 0
Low Average High

[]	 []	 0
Low Average High

0	 0	 0
Low Average High

0	 0	 0
Low Average High

[]	 []	 0
Low Average High



Technological Innovation

1. I am going to read a number of statements about the different ways in which technology
helps you to succeed in business. Please rate the degree to which they are true for your
business today and your perception of their relevance for your business in the year 2000.
(READ ROTATE)

TODAY YEAR 2000

Work more quickly [] 0 0 0 0 []
Low Average High Low Average High

Reduce costs and improve productivity 0 0 0 0 0 []
Low Average High Low Average High

Deliver better customer service [] 0 0 0 0 0
Low Average High Low Average High

Communicate with distant (and international) 0 0 0 0 0 0
partners and customers Low Average High Low Average High

Compete with larger competitors 0 0 0 0 [] 0
Low Average High Low Average High

Conduct electronic commerce 0 0 0 0 0 []
Low Average High Low Average High

2. I am going to read several statements about possible concerns which you may face in using
information technology more effectively to support your business. Please rate their
importance to your business today and in the year 2000? (READ ROTATE)

TODAY YEAR 2000

Keeping pace with progress in technology 0 0 0 0 0 []
Low Average High Low Average High

Understanding what technology can do to help
your business.

0
Low

0
Average

0
High

0
Low

0
Average

[]
High

Training business (i.e., non-IT) staff to use 0 0 0 0 0 0
information technology properly. Low Average High Low Average High

Lack of adequate products suited for your 0 9 0 [] 0 0
business. Low Average High Low Average High

Lack of adequate support from IT suppliers. 0 0 0 0 0 0

Low Average High Low Average High

Inability to hire IT staff within organization. [] 0 0 0 0 0
Low Average High Low Average High

Lack of financing for making investments in 0 0 0 0 0 0
information technology. Low Average High Low Average High
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Organisational Innovation

1. I am going to read a number of statements about organisational factors which may be
critical for your business success. Please rate the importance of these factors for your business
today and your perception of their importance for your business in the year 2000. (READ
ROTATE)

Investing in training and improving the skills of
employees

Helping employees grow professionally as the
business grows

Managing employee turnover

Managing part-time employees and
independent contractors

Reengineering business processes (i.e.,
changing significantly the way you work)

Helping employees be comfortable with the use
of information technology

Managing across national cultures (cross-
cultural management)

TODAY YEAR 2000

[] [] 0 [] 0 []
Low Average High Low Average High

[] 0 [] [] [] []
Low Average High Low Average High

[] [] [] [] [] []
Low Average High Low Average High

[] [] [] [] [] []
Low Average High Low Average High

[] [] [] [] [] []
Low Average High Low Average High

0 0 [] [] [1 []
Low Average High Low Average High

[] [] [] [] [] []
Low Average High Low Average High
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Strategic Partnerships

1. I am going to read a number of statements about strategic partnerships which may be
critical for your business success.. Please rate the importance of these statements for your
business today and your perception of their importance for your business in the year 2000.
(READ ROTATE)

You need to establish electronic links with your
partners.

You need to increase the effectiveness of your
partnerships with other organisations.

TODAY YEAR 2000

[] [] [] [] [] []
Low Average High Low Average High

[] [] [] [] [] []
Low Average High Low Average High

[] [] [] []
Low Average High Low Average High

[] [] [] []
Low Average High Low Average High

[] [] [] [] [] []
Low Average High Low Average High

[] [] [] [] [] []
Low Average High Low Average High

You need to change traditional client/supplier
relationships to partnerships

You need to create more partnerships with
governmental/EC agencies

You need to create more partnerships with
national firms and agencies.

You need to create more partnerships with
firms and agencies outside your national
boundary.



Additional Technology Questions

Now, I am going to read to you several questions related to your investment in information
technology.

1. What kind of information technology do you use (tick all which apply)

[] Personal computers [] Work stations/Servers 	 [] Networks [] Internet

If PCs are used, then: Which brands are used within your business:

[] 1BM	 [] Compaq [] Hewlett Packard [] Dell 	 [] Macintosh [] Other

If Networks are NOT used, then: Why not?

[] Company is too small
[] Don't see any benefits from networking
[] Don't know the benefits from networking
[] Can't afford it
[] Planning to do it within the next year

If Internet is used, then: What for?

[] Communication (emails)
[] Marketing
[] Researching information
[] Business transactions with customers (such as ordering products)
[] Business transactions with suppliers and other partner organisations

2. Approximately, how much do you spend on information technology hardware, software
and networks annually:

[] 0 - $5,000
[] $5,001 - $10,000
[] $10,001 - $25,000
[] $25,001 - $50,000
[] $50,000 - $100,000
[] Don't know

3. Your investments in information technology (hardware/software/networks) are financed by
(Tick all which apply):

[] Your company	 [] National government [] EC	 [] Business partners
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4. Do you currently have a partnership with any IT Supplier?
[] Yes	 [] No

If yes, how happy are you with the level of support that your IT suppliers give you? Please
give your response on a scale of 1 through 5, where 1 indicates very unhappy and 5 stands for
very happy.

1
	

2
	

3	 4	 5
Very
	 Very

unhappy
	 happy

5. On a scale of 1 through 5, how happy are you with your use of information technology to
help your business? As before, 1 indicates very unhappy and 5 stands for very happy.

1
	

2
	

3	 4	 5
Very
	 Very

unhappy
	 happy

6. Is your organisation aware that some of your computer systems may have a problem in the
year 2000?

[] Yes	 [] No

If yes, do you have a plan for rectifying the year 2000 problem?

[] Yes	 [] No

7. Are you aware that some your computer systems may need to be adapted to handle the
Euro?

[] Yes	 [] No

If yes, do you have a plan for the introduction of the EURO?

[] Yes	 [] No

Thank you for your time to answer the questionnaire. Would you like to receive a copy of the
report?

[] Yes	 [] No
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