
Job creation in SMEs

‘Support for job creation and (re)allocation of labour should be aimed at growing sustainable
activities, sectors and businesses, particularly among SMEs. Policy must further target
improvements in both productivity and employment, contributing to an allocation of human resources
that corresponds to economic and social needs as identified in the Europe 2020 Strategy.’

European Commission 
‘Towards a job-rich recovery’ COM(2012) 173 Final

Introduction

In light of the recent economic and financial crisis and
its detrimental effects on EU labour markets, both
academics and policymakers are paying increasing
attention to the role of small and medium-sized
enterprises (SMEs) in job creation. SMEs, defined by
the European Commission (2003) as companies with
fewer than 250 employees and turnover of up to €50
million or a balance sheet total of up to €43 million,
constitute 99.8% of all businesses in the European
non-financial business sector (Muller et al, 2015). In
2014, these 22.3 million companies accounted for
67% of total employment and contributed
considerably to job growth despite employment in the
EU being 1.3 percentage points below the 2008 level. 

The observation that smaller firms create more jobs
than their larger counterparts goes back to US
research by Birch in the 1970s and 1980s. In the
European context, Audretsch (2003) and De Kok et al
(2011) similarly concluded that SMEs are the job
engine of Europe. In 2014, SMEs were responsible
for 71% of employment growth in the non-financial
business economy. For 2015 and 2016, a moderate
annual employment growth of 0.8% and 0.9% is
forecast for SMEs in the EU (Muller et al, 2015).

The vastness of the SME population across Europe
suggests a considerable heterogeneity within this
enterprise type, and also as regards their contribution
to job creation. Some SMEs appear reluctant to grow
beyond a handful of employees, while others tend to

rapidly create a larger number of jobs. However,
analyses on the determinants of job creation in SMEs
are scarce. To contribute to closing this knowledge
gap, in 2014–2015 Eurofound conducted a research
project across the EU28, combining a variety of
quantitative and qualitative research methodologies,
to provide some detail about which SME types are
more (or less) dynamic in creating jobs and the main
drivers and barriers behind job creation in these
enterprises. Furthermore, the processes of job
creation in SMEs and some of their effects are
illustrated. Finally, the project looks at the orientation
of public debate on job creation in SMEs across the
EU and describes a number of public support
instruments. On the basis of this analysis, policy
pointers have been derived to pinpoint potential
improvements for better support of SMEs in their
employment growth efforts.

The main findings of the project are summarised in
this document, while the full report will be available in
February 2016 as Eurofound’s annual report of the
European Restructuring Monitor (ERM).

It has to be highlighted that this research focuses
exclusively on dependent employment directly
created in SMEs. The employment effects of self-
employment are not considered, nor are the indirect
employment effects of SMEs outsourcing activities to
other businesses. Similarly, SMEs as discussed in the
report are surviving businesses, and effects of
business closures are not covered.
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Recent labour market and restructuring
trends for SMEs

EU labour market indicators have improved
significantly since mid-2013. There has been a net
increase of 4.9 million in the employment headcount
between the first quarter of 2013 and the first quarter
of 2015. The EU unemployment rate has fallen below
10%, while growth in full-time jobs has resumed.

Recent restructuring data from the ERM show a
balance of job loss and job creation announcements.
There has been sustained employment growth in
particular in the broad categories of professional
services (legal, accounting and engineering) and
administrative services (employment, security, travel
and building maintenance services), sectors in which
SMEs generally account for a large share of
employment – see Figure 1. 
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Figure 1: Annual employment change (%) by sector, 2008–2013 and 2013–2015
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Employment shifts tended to be polarising during and,
to a lesser extent, after the global financial crisis.
Relatively, employment grew more (or contracted
less) in jobs at either end of the wage distribution than
in the middle, which suffered the greatest job losses.
This pattern also holds true for SMEs; however, there
is some variation across different SME size classes,
as illustrated in Figure 2. Notably, during the crisis
period of 2008–2010, establishments with 11–19
workers generated net job creation in the lowest-paid
and mid-high-paid job categories, while entities with
20–49 and with 1–10 workers did so just in the lowest-
paid jobs.

In 2011–2013, however, the picture is more
diversified. Entities with 1–10 employees suffered net
job destruction in all pay categories except mid-high-
paid jobs, and this destruction was considerably
higher than during the crisis. Units with 11–19 workers
followed the same pattern as in the crisis period. In
workplaces with 20 or more workers, the polarisation
of the crisis period continued, but now with a more
positive trend (job creation rather than destruction)
and with some net job creation also in middle-paid
jobs.



Determinants of job creation in SMEs

Job creation in SMEs is influenced by a combination
of factors, both internal to the company and external. 

SMEs tend to create jobs if they: 

• are young (usually defined as up to five years in
existence); 

• are innovative (both product and process
innovation seem to matter); 

• operate internationally;

• are located in urban areas; 

• are run by skilled managers; 

• are competitive and perform well in terms of
productivity and profitability due to sufficient
market demand and sound management; 

• have active growth strategies (that include a
reasonable level of optimism and willingness to
take risks, a sense of responsibility for
employees and a disposition to share control);

• have sound investment strategies (referring to
sufficient assets, diversified funding sources and
the willingness to invest when needed);

• have the relevant capacities (quantitatively and
qualitatively) to flexibly adapt to external changes
and to internal growth (for example, as regards
company structure or work organisation), as well
as to innovate, internationalise and attract the
workers they need. 

Little can be said about the influence of company size
and sector affiliation on job creation in SMEs as
variation across Member States is considerable,
indicating that other factors have more (or parallel)
influence. However, there are some indications that
employment dynamism decreases with increasing
firm size and that, in general, service sector SMEs
tend to create more jobs than those in manufacturing
or construction.

Similarly, other than that the skills or expertise and
personality of the owner/manager affects SMEs’
employment growth, information about how other
demographic characteristics of this individual (such as
age, gender and nationality) potentially affect job
creation is scant.

3

Figure 2: Employment change in thousands by job-wage quintile and size of establishment, EU25, 2008–2010 
and 2011–2013
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The internal company factors above supporting job
creation need to be matched by external factors,
including: 

• a macroeconomic or sector situation that
generates sufficient demand, manageable
competition (notably from large multinational
companies but also from the shadow economy)
and some level of certainty of future
developments;

• a favourable entrepreneurship image;

• feasible business regulations and taxation;

• effective public administration (particularly as
regards administrative burden, the quality of
institutions and the lengths of procedures) and
public support;

• labour legislation and labour costs (notably non-
wage labour costs, but also wage competition
among firms) that are feasible for SMEs; 

• access to external finance; 

• availability of sufficient workers with the required
skills in the labour market.

The individual internal and external elements are at
least partly interrelated and hence can influence each
other. The strength and direction of the influence (that
is, whether it is a driver or hindering factor) can vary
from company to company. What is important to
consider, however, is that it is always a bundle of
elements that determines whether or not an SME
creates jobs, not a single factor.
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Figure 3: Determinants of job creation in SMEs

External factors Internal factors

Source: Eurofound

Availability of
required

workforce

Macro-
economic
situation

Business
environment

Labour costs Public support

Labour law Access to
finance

Performance

Market Strategy

Governance

Location

Sector

Capacities,
skills

Owner/
manager

Attractive-
ness on the

labour market

Age

Size

Recruitment processes in SMEs

Recruitment in SMEs is conducted rather informally
by the owner/manager. The process tends not to
follow standardised procedures or selection criteria,
but rather operates on an ad-hoc and case-by-case
basis. Those with established procedures formalise
these gradually, drawing on their experience of
repeatedly recruiting and increased company size
over time.

Nevertheless, processes do not vary considerably as
recruitment (and more generally, human resources
(HR) tasks) is mainly done by the owner/manager in
addition to diverse other responsibilities. In some
cases, the owner/manager also involves other staff
members, notably senior staff or future colleagues of
the new worker to get their feedback regarding HR
needs and evaluation of candidates’ hard or soft skills
in the job interview. The necessity to seek colleagues’
opinions arises from the importance given to the



candidate’s soft skills and personality, which has to ‘fit
the team’. For this reason, (several rounds of)
interviews are commonly conducted, while
competency tests are less common. 

SMEs’ hiring decisions are based on comparing the
current and assumed future workload with the
available staff resources. Management then checks
the feasibility of hiring in terms of whether – in the
longer run – financial resources are available to
cover it.

Easy-to-handle and cost-effective recruitment
channels are important for SMEs, with considerable
emphasis on personal and professional networks.
This holds particularly true for vacancies for more
junior or lower-skilled jobs. For jobs involving high
levels of responsibility or requiring higher skills, a
greater number of and more sophisticated channels
are considered. Young, innovative and international
SMEs also often use social media and internet job
search tools.

SMEs tend to reach fewer potential candidates than
larger businesses, resulting sometimes in rather
limited numbers of applications. These are screened
for the required qualifications, where less emphasis is
placed on specific diplomas or certificates than on
skills and competences (De Kok et al, 2011), including
transversal ones.

The informal approach to recruitment is beneficial for
SMEs as it decreases the time used to find applicants
(Barrett and Mayson, 2008). On average, it takes
about two months from the decision to start a
recruitment process to the decision to hire a specific
candidate.

The main challenges encountered during the
recruitment process seem to be difficulty in reaching
potential candidates and the unsatisfactory quality of
applicants. Some business owners also mention that
it is time-consuming, but at the same time highlight
that they find it worthwhile spending time and effort on
recruitment themselves rather than delegating the
task, because they consider staff to be the company’s
most important resource. Hence, ‘getting it right’ is of
utmost importance for the company’s success.

Quality of jobs in SMEs

Surprisingly little is known about the characteristics of
jobs created by SMEs. There is some evidence that
some aspects of working conditions tend to be of
lower quality than in larger firms, such as job security,
income, formal training and career options, and
representation (Eurofound, 2013). 

At the same time, SME workers benefit from some
advantages inherent to the smaller scale of the
employer, including better working time flexibility,
autonomy, meaningful tasks and involvement in
company decisions. Nevertheless, considerable
differences seem to persist across the SME
population, so more differentiated analysis is required
to produce more concrete evidence.

Some anecdotal evidence suggests that SMEs
support the labour market integration of more
disadvantaged workers (for example, the long-term
unemployed, older employees and first-time job-
seekers). However, the available evidence does not
allow an assessment of whether this is a deliberate
decision, that is, whether SMEs are better suited to
employ such workers, or whether it is a result of their
weaker labour market position.

Policy debate on and public support for
job creation in SMEs

The European Commission has a policy focus on job
creation, stating that its top priority in terms of social
and employment policy is ‘to get Europe growing
again and to increase the number of jobs without
creating new debt’ (European Commission, 2015). At
the same time, and given the evidence of SMEs as
job creators, the European institutions are focusing on
supporting SMEs, not least since the launch of the
European Commission’s Small Business Act for
Europe (European Commission, 2008). 

However, the job creation effect seems to be touched
upon only indirectly: one key focus is on encouraging
Europeans to set up their own business, in recognition
of the employment-generating potential of start-ups,
which may grow in the future and provide jobs for
dependent workers. 

In addition, the EU-level social partners work together
on some of the issues that are relevant to job creation
and SMEs. Again, the relevant initiatives focus on
matters such as promoting entrepreneurship,
supporting SMEs or helping young people into the
labour market, where the link with job creation is part
of the overall aims of the initiative rather than being
the main focus. 

At Member State level, SMEs generally rank high on
the policy agenda. An explicit focus on SMEs’
contribution to job creation is, however, not too
widespread. In the current research, it could be
identified only in nine countries, namely Austria,
Bulgaria, Finland, Ireland, Portugal, Slovakia, Spain,
Sweden and the United Kingdom. 
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Nevertheless, topics at least implicitly related to job
creation in SMEs are discussed across Europe. In
practice, this refers to a combination of business-
related and labour market issues, particularly:

• access to finance;

• administrative burden;

• innovation;

• labour law and flexibility of employment relations;

• reduction of (non-wage) labour costs;

• training and skills development.

Conclusions and policy pointers

The current research highlights that while both job
creation and SMEs rank highly on the policy agenda
both at EU and Member State level, the two issues
are explicitly linked to just a limited extent.
Consequently, raising awareness of the need for a
more explicit focus as a precondition for better
targeted strategies and action is recommended. This
also implies that further research and micro data
provision is necessary, as specific information is not
widespread. In this context, the subject of job creation
by (in addition to in) SMEs should also be explored,
referring to the effects of SME outsourcing or
cooperation on employment with other firms. Similarly,
cross-SME job creation deserves further
consideration as agglomerations such as business
clusters or industrial districts have long been proven
to be relevant for SME development but have been
barely discussed in terms of employment effects.
Also, recently emerging forms of cooperative HR
management such as employee sharing, where HR
needs of several firms are combined to establish a
permanent, full-time employment relationship
between one employee and a group of employers,
could be given more attention by policymakers
(Eurofound, 2015).

The fact that job creation in SMEs is determined by a
combination of factors external and internal to the
company highlights the importance of comprehensive
public support packages and one-stop shops that do
not focus on individual issues only, but provide a
range of coordinated assistance for the challenges
faced by SMEs. Such support could include:

• improvement of the general business environment
(for example, enhancing the entrepreneurial image,
reducing the administrative burden, fostering
demand and improving public procurement);

• addressing labour law and (non-wage) labour
costs;

• access to finance;

• early-phase (rather than just start-up) support;

• innovation support;

• internationalisation support;

• support to build up management and leadership
competences; 

• matching SMEs’ skill needs with the labour market
supply, including apprenticeships and internships,
as well as on-the-job training;

• support regarding the choice and use of recruitment
channels.

At the same time, the large variety across the SME
population should be considered and tailor-made
instruments offered for the various SME types to suit
their characteristics and needs. 

Support for job creation in SMEs does not necessarily
need to be exclusively provided by governmental
actors. Rather, SME organisations that are well
placed to assist their target groups could be supported
in their efforts to provide suitable services to SMEs.

Finally, job creation in SMEs should not be discussed
exclusively in the context of employment and social
policy or SME policy. As employment growth is
determined by a combination of heterogeneous
factors that are, nevertheless, interrelated and
influence each other, more attention to other policy
fields might be beneficial. Regional policies, for
example, could integrate such discussions, as
location has been identified as playing a role in SMEs’
job creation efforts. Similarly, as there is some
evidence that instruments established in the field of
industrial policy (such as ‘greening’ initiatives) have
some effects on job creation, this link could be better
considered. The digital agenda might also be an
interesting area in which to consider the employment
potential of SMEs.

The full report on job creation in SMEs will be
published as the ERM annual report 2015 in February
2016 on Eurofound’s website at:
www.eurofound.europa.eu/publications
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