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 SUMMARY 

Introduction Breaking Down the Barriers to Firm Growth in Europe, written by 

Loris Rubini, Klaus Desmet, Facundo Piguillem and Aránzazu Crespo, 

is an EFIGE Policy Report. It has been prepared by Universidad Carlos 

III (www.eco.uc3m.es) for the project ‘European Firms in the Global 

Economy: Internal Policies for External Competitiveness’ 

(www.efige.org). This brief summarises the report's main results and 

policy implications. 

 

Large firms contribute disproportionately to a country’s economic 

performance: they are more productive, pay higher wages, enjoy 

higher profits, and are more successful in international markets. 

Differences in the firm size profile of different European countries 

are dramatic. Firms in Spain and Italy, for example, are on average 

40 percent smaller than those in Germany. The low average firm size 

translates into a chronic lack of large firms. In Spain and Italy a mere 

5 percent of manufacturing firms have more than 250 employees, 

compared to a much higher 11 percent in Germany. Understanding 

the roots of these differences is key to improving the economic 

performance of Europe’s lagging economies.  

 

So why is there so much variation in firm size in different European 

countries? What are the barriers that keep firms in some countries 

from growing? And which policies are likely to be most effective in 

breaking down those barriers? The policy report develops a multi-

country quantitative framework to answer these questions. In light 

of the current economic crisis, the model is furthermore used to 

analyse the impact of current austerity measures and the possible 



 
 
 
 
 
 
 
 
 
 

 

breakup of the euro area.  

 

This report is the third to explore systematically the interaction 

between firm and country characteristics, using the newly compiled 

EFIGE survey of about 15,000 manufacturing companies in seven EU 

countries (Austria, France, Germany, Hungary, Italy, Spain and the 

United Kingdom).  

 

Evidence and analysis  

The study, Breaking Down the Barriers to Firm Growth in Europe, on 

which this Policy Brief is based, finds:  

 

1. Big differences in firm size in different European countries: Spain 

and Italy have more small firms than the rest of Europe. The average 

firm size in Spain and Italy is, respectively, 49.3 and 42.7 employees, 

compared to 76.4 employees in Germany. The average firm size in 

the other countries covered by the EFIGE survey is similar to that in 

Germany. The relative absence of large firms in Spain and Italy is 

worrying, because large firms are more productive and profitable.  

 

2. Exporters innovate more: In all countries, exporting firms are 

larger and do more R&D. This suggests that barriers to R&D and 

trade are the main culprits that slow down firm growth. Countries 

that face higher trade costs provide fewer opportunities for 

businesses to become large. And a relative absence of R&D spending 

puts a break on firm growth, leading to a size distribution skewed 

towards smaller firms. Trade and innovation are not independent; 

they interact in significant ways. A reduction in trade costs, for 

example, tends to stimulate innovation, because it allows firms to 

become larger, thus making it easier for them to bear the fixed costs 

of R&D. 

 

3. Identification of barriers to firm growth: To identify the barriers 

to firm growth, a model is needed that jointly analyses different 

factors (trade costs, innovation costs and tax distortions). For 



 
 
 
 
 
 
 
 
 
 

 

example, if trade were to be ignored, the model would predict that 

both Italy and Spain have high innovation costs. However, once 

trade is introduced, the model finds that the large proportion of 

small firms in Italy is mainly due to high innovation costs, whereas in 

Spain it is due to a combination of high trade and high innovation 

costs. Therefore, if Italy wants to reduce the barriers to firm growth, 

it should mainly focus on promoting innovation, whereas in Spain 

the emphasis should also be on cutting trade costs and improving 

access to international markets. 

 

Policy implications and 

recommendations 

The findings presented in the Policy Report lends support to:  

 

1. Policies to improve firm growth: If policymakers want to increase 

firm growth, how does action to reduce trade costs compare in 

terms of effectiveness to reductions in innovation costs or lower 

labour taxes? To answer this question, the policy report estimates 

the effect on firm growth and the firm size distribution of a one 

percent reduction in the different barriers (innovation costs, trade 

costs and taxes).  

 

Table 1: Effect on firm growth of a 1% reduction in different costs 

Effect on firm growth of a 1% reduction in… 

  
Austria France Germany Hungary Italy Spain U.K. 

Innovation costs 
1.16 1.19 1.19 1.22 1.16 1.17 1.24 

Trade costs 
1.24 0.62 0.42 0.21 0.69 0.68 0.49 

Profit taxes 
0.2 0.11 0.28 0.21 0.34 0.01 0.37 

Labour taxes 
0.13 0.11 0.11 0.1 0.14 0.09 0.16 

 

As Table 1 shows, in all countries, with the exception of Austria, 

reducing innovation costs has a substantially greater impact than 

reducing trade costs. On average, a one percent reduction in 

innovation costs is predicted to lead to an approximately 1.2 percent 

increase in firm growth, whereas a one percent drop in trade cost 

would increase firm growth by about 0.6 percent. This implies that 



 
 
 
 
 
 
 
 
 
 

 

policymakers, who need to find a trade off between 

reducing certain barriers and the potential returns 

would achieve a much greater impact by focusing on 

barriers to innovation. 

 

2. Policies to improve the firm size distribution

to a country’s economic performance. Policymakers therefore need 

to know which policies are more effective in increasing the share of 

large firms in an economy. Focusing on Germany, F

effect of a 5 percent reduction of innovation costs and trade costs 

on the firm size distribution. The vertical axis shows the proportion 

of firms (in logs) with a size larger than the one given on the

horizontal axis (also in logs). A higher line reflects a 

large firms. As can be seen, the effect of a reduction of 

costs is substantially greater than the effect of a 

costs.  

 

Figure 1: Effects of reducing innovation and trade costs 

 

 

In the EFIGE survey, 10.7 percent of German firms 

than 250 employees. Reducing the innovation cost by 5

between the difficulty of 

the potential returns from doing so, 

focusing on reducing the 

Policies to improve the firm size distribution: Large firms are key 

Policymakers therefore need 

to know which policies are more effective in increasing the share of 

in an economy. Focusing on Germany, Figure 1 shows the 

innovation costs and trade costs 

The vertical axis shows the proportion 

of firms (in logs) with a size larger than the one given on the 

line reflects a greater share of 

reduction of innovation 

than the effect of a reduction of trade 

trade costs in Germany 

 

of German firms reported more 

than 250 employees. Reducing the innovation cost by 5 percent 



 
 
 
 
 
 
 
 
 
 

 

would increase that share to 12.6 percent, compared to an increase 

to 11.0 percent when reducing the trade cost by 5 percent.  

 

3. The effect of the crisis: Europe is in the midst of the most severe 

economic crisis since the Great Depression. Fiscal austerity 

programmes are biting hard. The breakup of the euro area, once 

considered a far-off doomsday scenario, is becoming a real 

possibility. Unfortunately, few models are able to shed light on the 

economic impact of these shocks. The framework developed in this 

policy report is well equipped to analyse these questions.  

 

Austerity measures: The Policy Report estimates the effect of a 20 

percent drop in government expenditure on R&D in Spain. Although 

this drop only amounts to 0.1 percent of GDP, the model predicts it 

will lead to a welfare drop in terms of consumption of 2.7 percent.  

 

Breakup of the euro area: Assuming that trade would drop by 10 

percent, the model predicts that abandoning the common currency 

would lead to a welfare drop in consumption of between 7 percent 

and 15 percent. Larger countries, such as Germany, have larger 

domestic markets, and would lose less (around 7 percent), 

compared to smaller countries, such as Austria, which rely more on 

international trade, and would lose more (around 15 percent). These 

estimates, already substantial, should be viewed as a lower bound, 

since they only capture the negative effect the breakup of the euro 

area would have on trade flows, thus ignoring many other factors. 

 

 

Research parameters Scientific approach 

• Investigate the interaction between the strategic decisions of 

European firms determining their international 

competitiveness. 

• Study the feedback between the ability of firms to compete in 

foreign markets and their reliance on local and global 



 
 
 
 
 
 
 
 
 
 

 

production networks. 

• Identify the bottlenecks to internationalisation stemming from 

firm size, innovation, access to financial markets, governance 

and organisational modes, the skill composition of the labour 

force, regional characteristics. 

• Understand the impact of European integration on the external 

competitiveness of European firms with a special focus on the 

effects of the single currency on firms’ trade and production 

decisions. 

The EFIGE survey 

The EFIGE survey gathered both qualitative and quantitative 

information at the firm level through a detailed questionnaire 

containing more than 150 items related to the international operations 

of firms and collected via CATI (Computer Assisted Telephone 

Interview) and CAWI (Computer Assisted Web Interview) approaches. 

In order to ensure that the collected data is standardised and 

statistically representative, an initial target was set of around 3,000 

firms for France, Germany, Italy and Spain, 2,100 firms for the UK, and 

500 firms for smaller countries (Austria and Hungary), i.e. a total of 

15,100 valid questionnaires. The exact numbers by country deviated 

slightly from the targets as the result of appropriate sampling 

procedures. Survey questions cover the following drivers of the 

competitiveness of European manufacturing firms: size and 

productivity; organisation; geographical scope; skills and tasks; 

innovation; financial constraints; and use of the euro. 
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