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The future of SMEs in Europe: merge, cooperate or die 
 
By Saro Capozzoli, Vincenzo Gazzaneo – Jesa 
 
According to the European Commission’s “Annual Report on European 
SMEs” published in 2015, SMEs represent 99% of the total 23 billion 
companies in the European Union (EU). SMEs guarantee approx-
imately 75 million of workplaces, 2/3 of the employment rate. More-
over, they created 80% of new job roles in the last five years. For these 
reasons, SMEs’ growth and development is one of the most urgent 
points in the EU economic agenda. 
 
The biggest challenges SMEs are nowadays facing include looking 
beyond traditional market’s horizons in order to expand towards 
emerging ones, revamping competitiveness, and increasing EU’s em-
ployment rate in today’s global competition context.  
 
Indeed, currently, just 13% of SMEs work with international markets. 
The cause has to be researched in companies’ dimensions, and in their 
quirk to remain small for a long time. This entails consequences, such 
as: 

• The exclusion from venture capital targets and M&A operations; 
 

• The strong demand for bank loans; a sweet and sour relation 
with banks, especially if considering the recent bank crisis and 
the agreement pledged in Basel, which made banks reluctant 
regarding loans; 

 
 

 
• Difficulties in employing and training young talents; 

 
• The failure in accessing emerging markets: only 14% of man-

ufacturing SMEs’ turnover derives from export; 
 

• Paternalism and narrow management mindset. 
 
The following graph based on OCSE, Cribis, Statista, Altares and 
Trading Economics data, which refers to the percentage of firms that 
went into bankruptcy, from 2009 until 2015, in Italy, France, Germany 
and the USA. It is possible to underline a great difference among 
European countries and the USA. Also, the scarce competitiveness of 
Italian firms is pretty clear: Italy, in fact, is still over pre-crisis levels, 
with a negative escalation that was about to stop in 2015. 
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Why European SMEs are not as competitive as the efficient American 
counterpart?  
Reasons lay not only on linguistic and cultural barriers that we can find 
amid different European regions, but also on the weight of regulations 
and bureaucracy ruling Europe. Moreover, one strong reason behind 
EU’s scarce efficiency is the marketplace’s characteristics. The Euro-
pean market is smaller if compared to the American one, and less 
homogeneous.  
 
The European Commission, until last year, did not fully support the 
situation. As a matter of facts, the majority of SMEs was discouraged. 
Procedures to ask for a loan or a subsidy were difficult and complex; 
they were even delayed in the European contribution projects. Fur-
thermore, the universality of European laws represents an obstacle to 
the flexibility of operations and to specific problems’ comprehension. 
 
In order to build a long term strategy that can focus on international 
development, the culture on risk and innovation should be incenti-
vized.  
Nowadays, the paths that SMEs can undertake in order to avoid being 
overwhelmed by international giants, are basically two.  
 
The first is to resort to capital market and M&A to access new resources. 
The second path consists in accepting flexible cooperation, partner-
ships and strategic alliances. 

 

 
 

 

 

 
1. Research of alternative financing forms: 

The access to new equity forms is nowadays a requirement. SMEs work 
in a bank oriented system. The number of loans granted by banks to 
European firms is three times bigger than the one allowed to American 
companies by American banks. In Europe, SMEs resort to bank loans in 
70% of cases.  Therefore, it’s possible to deduct that the European 
economic and political context is far more complicated under diverse 
aspects than the USA one.  
In the USA, private actors play a crucial role in financial activities. 
Private investors participate in company acquisitions through in-
vestments aimed at equity asset and M&A, while in Europe we are 
stuck at 9%. Indeed, taking into consideration the private equity 
sector could be worth it. Companies could open doors to big investors  
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that can take over a company share, in order to increase competi-
tiveness and create growth.  
Despite cultural obstacles (some family-run business do not want to 
open the company to new investors), this direction seems now more 
feasible: European firms are starting to understand that a minority 
investment in a big company has more value than a majority in-
vestment in a small and closed company. 
 
The economic crisis pushed SMEs to dare, to export, to innovate and to 
be creative: we see nowadays new opportunities and ideas. And Eu-
rope is always one of the most desirable markets for foreign investors,  
This is especially true for Asian investors.  
China should be considered a real strong power. According to CESIF, 
Beijing will become a “net investor” in 2016.  This means capital funds 
that will flow from China to other countries will be more than the ones 
directed to China. Its presence in Europe has remarkably increased in 
the last two years: investments to Europe grew 82% in 2014, and in 
2015 they reached USD 20 billion, with a keen eye on Made in Italy 
brands. According to Jesa Capital’s study, in the last two years more 
than 25 acquisition operations have been completed by Chinese firms 
in Italy, with a total value that exceeds EUR 13 billion. 
 
One investment in a SME has a double significance. From the company 
point of view, it can integrate the company in the global marketplace, 
it can allow a qualitative and technologic upgrade; from the investor 
point of view, it can create direct channel to the European market, to 
the existing supply chain, as well as to logistics infrastructures.  
 
 

 
Moreover, the small targets’ dimension, even if it’s not a crucial point, 
makes a Chinese investment easy. As for Chinese preferences, in-
vestors are focusing on the entertainment sector, tourism and football, 
aiming at achieving a “western” lifestyle and bring it to China. 
 

2. Flexible and strategic partnerships 
An excessive traditional mindset makes European SMEs short-sighted 
when it comes to recognizing opportunities. Leadership creation and 
exploitation of synergies are considered as fundamental element in 
order to stay competitive in the global economic challenge. Just 5% of 
SMEs is currently involved in foreign partnerships, and the level of 
cooperation in the R&D sector among European firms is also very low.  

 
 
For this purpose, the European Commission is finally trying to un-
dertake concrete initiatives. In 2013, the seven-year project COSME 
allocated EUR 2.3billion aimed at helping SMEs to grab global oppor-
tunities. The services provided by COSME include as follows: 
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• The Enterprise Europe Network, which provides support to 

SMEs through partnerships’ creation and the share of innova-
tion, technologies, and know-how; 
 

• The Erasmus Project for entrepreneurs, a mobility program that 
let young entrepreneurs spend a period of time working with a 
successful entrepreneur in another country, in order to enrich 
experiences, learn and work in a culturally different environ-
ment; 

• The portal for SMEs internationalization that offers customized 
solutions and information regarding expansion opportunities in 
foreign countries; 
 

• The internationalization cluster, aimed at intensifying network 
and strategic partnerships in order to lead international coop-
eration in new sectors at a global level. 

 
It is clear that the EU’s aim is to incentivize the fulfillment of co-
operation initiatives, as well as to maintain the flexibility needed to 
remain competitive, and to exploit synergies which can facilitate a 
greater information flow. If companies share risks, they can in-
novate, access to unexplored markets and reduce costs. 
 
With globalized and interconnected businesses, and with the ap-
pearance of new credit access scenarios, SMEs have a lot of 
chances to grow and develop fast and strong. 

 
 
 

 
New filling system for Foreign Invested Enterprises in China 
 
As of October 1st 2016, foreign investments in China head towards 
significant reform.  
The Standing Committee of the National People’s Congress revised the 
People’s Republic of China Law on Wholly Foreign-Owned Enterprise 
(“FIE”). The modifications on the later will optimize the incorporation 
procedure for foreign invested enterprises by substituting the “Ap-
proval filing” procedure for foreign investments with a less- compli-
cated filing system, named “Record-Filing Draft”. 
 
The Ministry of Commerce (“MOFCOM”) approval won’t be any longer 
required, and a record filing will suffice. The amendments will take 
effect on all foreign invested companies whose industry have no spe-
cial restriction or make part of the Negative List. The Negative List is 
the official document listing the restricted and prohibited foreign in-
vestments business scopes. A new Negative List will be issued by the 
state Council, details are yet to be disclosed, but it is sure to take effect 
on a national level.  
 
The filing method involves fewer documents than the current approval 
filing, and it will be submitted online via the “Foreign Investment  
Comprehensive Management Information System”. Feedback and  
results will also be provided by the online system. 
 
As for companies registered before October 1st they won’t be required 
to comply immediately to the new filing method, but in case of con-
siderable company structure changes, the established enterprise will 
need to file these with the relevant Commerce Committee.  
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The possibility to obtain the business license from the commerce 
authorities in a faster way shows less governmental embroilment for 
companies’ incorporation in China, and subsequently, an easier and 
smoother path to enroll. All though further on- site inspections and 
supervisory from the Commerce Committee will take place for com-
panies not rigorously meeting the filing requirements.  
 
Registered Capital in China, undertaking the best strategy 
 
By Saro Capozzoli, Beatrice Bin - Jesa 
 
The accurate planning of a company’s cash-flow is always crucial.  
With specific regard to a Wholly Foreign-Owned Enterprises (WFOE) in 
China, this aspect strictly links with the registered capital as well as 
with company loans and profits repatriation. 
In this article, we’d like to focus on the accurate planning of the 
Registered Capital and on other relevant aspects that are currently in 
force in China. 
 
When setting up a new company in the Middle Kingdom, foreign in-
vestors shall define both the registered capital (operational capital) 
and the total investment.  
The Registered Capital must not be confused with the Total Investment, 
which refers to the decided amount of funds dedicated to production 
and operations in order to achieve the levels stated in the Articles of 
Association (AoA). While the Registered Capital is actually the “op-
erational or working capital”, that allows daily activities.  
 
 

 
A WFOE, during his whole life period, is allowed to apply for foreign 
loans based on the statutory ratios stated between the Total In-
vestment and the Registered Capital. 
 
For instance, if the Total Investment is less than - or equal to - USD 
3ML, the foreign company loan shall be equal to 30% of the Total 
Investment; while the Registered Capital shall be at least 70% of the 
Total Investment. This means that, if the WFOE's Registered Capital is  
85% of the Total Investment, the WFOE can demand an amount equal 
to 15% when needed.  
 
In general, except for special cases, a company has no requirements in 
terms of minimum contribution: the decision on the Registered Capital 
amount and on the time period to inject it is currently an investors’ 
responsibility.  
The new P.R.C. Company Law, issued in March 1st, 2014, abolishes the 
registered capital system. Specific changes made to the Law included 
the abolition of minimum Registered Capital requirements, as well as 
the abolition of the period of contribution requirements. These changes 
mean that foreign investors are now “free” to decide both the amount 
to inject and the time period they need to inject it.  
 
Even if the Law makes the investor “free” to decide the best for its own 
company, a proper Registered Capital and Total Investment’ definition 
is vital. One of the best ways to accurately calculate those amounts is 
by structuring a medium-long term Business Plan. It should be as 
much precise as possible, since it will predetermine the WFOE's life.  
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Once the two amounts have been identified, the capital contribution 
plan should be included in the WFOE's Articles of Association. 
As one of the preliminary step of the incorporation procedures
contribution plan in the AoA is verified by the Chinese 
Commerce (MOFCOM). Once MOFCOM approves it, the 
Capital amount is then stated in the WFOE's Business License. 
 
procedure can make any change on the amount difficult to modify. I
the majority of cases the full Registered Capital amount 
injected before the WFOE's dividends are issued. In the worst 
scenario, it shall be fully injected before the company’s liquid
 
What should an investor do if the declared registered capital is not 
enough to face the WFOE's business needs?  
If the working capital runs out, it is possible to carry out a specific 
procedure aimed at increasing the Registered Capital. Nevertheless, 
the procedure can take time and, in order to update 
governmental registrations (i.e. AoA; Business License; 
of diverse authorities should be involved. 
Therefore, the Registered Capital and Total Investment’s increase
be defined on the basis of an updated and accurate Business Plan; 
consequently, the WFOE’s ratios to apply for foreign loans wil
fined accordingly. 
 
Investors should keep a constant keen eye on these aspects along with 
financial statements. The definition of an up-to-date Registered 
strategy is essential for the WFOE healthy life-cycle. 
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*Social Insurance in China* 
 

For the rest of other countries, it is essential to reach a social security 
agreement with China. 
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