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Abstract  

This article explores Small and Medium Enterprises (SMEs) in a globalized and innovative economy, looking specifically at the 

challenges and opportunities. The establishment and expansion of new firms provide a sizable amount of net new jobs. While 

high-expectation entrepreneurial enterprises and gazelles are usually found among innovative and technology-based new 

organizations, it is also essential that there be a sizable supply for them to play a significant part in economic growth. In other 

words, encouraging all forms of entrepreneurship is likely to increase the number of innovative, fast-growing enterprises as well 

as entrepreneurship. In many European countries, entrepreneurship needs to be encouraged. Findings show the crucial role the 

SME sector plays in the South African economy in tackling sustainable development. About 90% of all official firms in South 

Africa are thought to be small, medium, or micro-enterprises. The study concluded that one of the major contributions to the 

South African economy is the SME sector. The SME is not just viewed as a source of new jobs, but also as a sector that absorbs 

laid-off workers from both the private and public sectors. 
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1. Introduction  

The goal of this study is to synthesize what is currently known about small and medium-sized businesses (SMEs) 
and their benefits to the digitalized economy and social society. It outlines the many traits of SMEs as well as the 
opportunities and difficulties they encounter in a globalized and digital economy. Additionally, it points out areas that 
require additional research and where there are knowledge or data gaps. To assist Members and Partners in adopting a 
consistent approach to policies that affect and/or target SMEs, including across levels of government, the document 
makes the case for starting the future development of an OECD Strategy for SMEs (OECD, 2016a).  

The study also indicated that SMEs aim to improve policy synergies and address potential trade-offs. Governments 
may help SMEs compete on an even playing field and improve their contributions to inclusive growth by developing 
and implementing an OECD strategy in the future. This would happen in various economic and social circumstances. 
It should be emphasized that there is no accepted definition of a small or medium-sized business (SME) on a global 
scale (OECD, 2016a). Because a firm's "small" and "medium" dimensions are correlated with the size of the domestic 
economy, SMEs are classified differently in different nations' legal systems. The OECD defines SMEs as businesses 
with up to 249 employees for statistics purposes, with the following breakdown: micro (1–9), small (10–49), and 
medium (50–249) (OECD, 2017).  

Given the diverse data-gathering methods used in different nations and the fact that some of them have distinct 
norms, this allows for the best comparability. A significant portion of net new jobs is created as a result of the launch 
and growth of new businesses (OCDE 2014). While gazelles and high-expectation entrepreneurial firms are frequently 
found among inventive and technology-based new businesses, it is also crucial that there be a sizable supply for them 
to play a substantial role in economic growth. In other words, promoting general entrepreneurial activities is likely to 
enhance both entrepreneurship and the number of creative, high-growth businesses. There is a need to promote 
entrepreneurship in developing countries. 
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2. The Essentiality of SMEs in Delivering More Inclusive Globalisation and Growth   

The difficulties of sluggish growth, weak trade and investment, and increasing or consistently high inequality are 
being faced by governments in many nations, and particularly in OECD countries (OECD, 2016a). They must also 
contend with rising public discontent with the way things are going, which is also showing itself as a reaction against 
globalization and technological advancement. To make free markets and technological advancement more beneficial 
and widely distributed throughout the economy and society, it is necessary to provide the right circumstances. It is 
critical to recognize that SMEs play a significant role in the economy and the larger business eco-system. 

To accelerate economic growth and bring about a more inclusive globalization, we must provide them the tools 
they need to adapt, prosper in an open environment, and engage more actively in the digital transition. Small and 
medium-sized enterprises (SMEs) play a critical role in achieving the Sustainable Development Goals (SDGs) across 
all nations and levels of development by fostering inclusive and sustainable economic growth, providing employment 
and decent work for all, fostering sustainable industrialization and innovation, and lowering income disparities. 

The ability of SMEs to participate in and benefit from a globalized and digital economy, however, heavily depends 
on supportive regulatory environments and strong competition. SMEs are disproportionately affected by market 
failures, impediments, and inefficiencies in the industry because of internal company restrictions and policy sphere. 
The contributions of SMEs also depend on their access to key resources like knowledge networks, funding, and skills, 
as well as on government investments in infrastructure, innovation, and fields like education and training. A favorable 
environment for the transfer of business ownership or management also constitutes a critical requirement for 
guaranteeing the long-term survival of many SMEs, with consequences for employment, investment, and 
development.  

The problems have gained attention in the policy discussion as SMEs in some countries continue to struggle with 
the long-lasting effects of the global financial crisis of 2007–2008, which disproportionately affected new and small 
businesses and marked a widening of the productivity gap between SMEs and large firms (OECD, 2017a, 2017b). The 
observed growth in inequality, particularly salary disparity, in many nations is largely a result of this difference 
(OECD, 2016a). The SME policy landscape is complex. It consists of general policies that affect SMEs, framework 
conditions, and targeted policies with a particular interest. These sectors frequently cross the lines between 
departments and government organizations as well as across levels of government. 

It is crucial to take into account factors affecting framework conditions at the local level, how policies developed at 
the national level are tailored to local conditions, and how they coordinate with policies that are shaped at the regional 
or territorial level because SMEs are frequently embedded in local eco-systems, which serve as their primary source of 
knowledge, skills, finance, business opportunities, and networks (OECD, 2016e). Additionally, policy plans should 
include how cross-border changes in laws, markets, and technology may impact the prospects for and performance of 
SMEs. 

3. Material and Method 

This study utilizes a qualitative research design to explore the opportunities and challenges faced by Small and 
Medium Enterprises (SMEs) in the context of a globalized and digital economy, with a particular focus on the South 
African scenario. The analysis was informed by the OECD's extensive research on SMEs, incorporating aspects such 
as finance, innovation, taxation, digitalization, and international trade. This comprehensive qualitative analysis 
highlights the critical areas where policy interventions could enhance SME growth and sustainability, informing 
potential strategies for creating a supportive regulatory environment that fosters equitable and sustainable 
development in South Africa and beyond. 

4. Results and Discussion 

4.1. The Opportunities of SMEs in a Globalized Economy 

Based on the OECD's extensive body of research on SMEs conducted across OECD Committees, including on 
finance, innovation, taxation, regulation, digitalization, employment, skills, trade, internationalization and global value 
chains (GVCs), environment, among others, as well as its specialized statistical expertise, the sections below examine 
the opportunities and challenges SMEs face in a global and digital economy. When considered collectively, these 
findings make a compelling argument for creating a cross-cutting OECD Strategy for SMEs, which may advance the 
discussion and spark changes in the regulatory environment and SME policies in Members and Non-Members to 
produce more equitable and sustainable growth.  

4.1.1. SMEs make diverse contributions to economic and social well-being 

SMEs contribute in a variety of ways to the economic and social well-being, which might be improved further. 
Globally, SMEs are important to national economies because they create jobs and contribute value. 8. Small and 
medium-sized businesses (SMEs) make up nearly all businesses in the OECD region, or 99% of all organizations. 
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They are a key contributor to value creation, adding between 50% and 60% of value added on average, and serve as 
the primary source of employment, making up around 70% of jobs on average (Figure 1). (OECD, 2016b). SMEs 
make for up to 45% of all employment and 33% of GDP in emerging economies. In most nations, SMEs account for 
more than 50% of employment and GDP after accounting for the contribution of informal companies, regardless of 
wealth levels (Teima et al., 2010). Additionally, the growth of SME's can support resilience and economic diversity. 
This is especially important for resource-rich nations as they are more susceptible to changes in commodity prices. 

4.1.2. SMEs contribution to innovation  

As income growth, more specialized market demand, and evolving technologies have allowed SMEs to strengthen 
their comparative advantages and reduce the structural disadvantages resulting from resource limitations and limited 
capacity to realize economies of scale, SMEs' contribution to innovation dynamics has increased over the past few 
decades. While not all SMEs are innovative, new and small businesses are frequently the driving force behind the 
kinds of radical innovations that are crucial for economic growth because they can operate outside of dominant 
paradigms. 

They take advantage of technological or commercial opportunities that more established businesses have 
overlooked or facilitate the commercialization of knowledge that would otherwise remain uncommercialized in 
universities and research organizations (Baumol, 2002; OECD, 2010a). For instance, in Europe's biotechnology-
related disciplines, SMEs account for around 20% of patents, which is one indicator of innovation (Enaifoghe, 2016). 
SMEs also contribute to value creation by embracing innovations created elsewhere, incrementally adapting them to 
new contexts, and offering new or specialized goods that address a range of client demands.  

They also help by providing services in areas that lack the size to draw bigger businesses. Additionally, new and 
small businesses have been able to boost their contributions to innovation thanks to the knowledge-based economy, 
growth in non-technological innovation, and the advent of open or network-based forms of invention (OECD, 2010a). 
Knowledge transfers, network access, and chances for collaboration with other parties, especially larger companies, all 
have a significant impact on how innovative SMEs are. To receive innovation's inputs (ideas, financing, skills, and 
technologies) from abroad and to capitalize on its outputs (products and services, patents, licenses, etc.) in foreign 
markets, cross-border collaboration in innovation has become more crucial as a result of globalization. The 
identification of appropriate knowledge partners and networks at the local, national, and international levels as well as 
the development of suitable management practices and skills for coordinating and integrating knowledge created by 
external partners with internal practices and innovation processes present significant challenges for many SMEs 
(OECD, 2013b). 

4.1.3. SMEs are central to the efforts to achieve environmental sustainability 

 The greening of economic development depends on SME engagement in the shift to more sustainable patterns of 
production and consumption. Small firms may have minimal individual environmental footprints, but their combined 
effects in particular industries may be greater than those of major corporations. A critical element of the success of the 
green transformation is reducing the environmental effect of SMEs by attaining and exceeding environmental 
compliance with current rules and regulations in both manufacturing and services. This is especially important for 
SMEs in the manufacturing sector, which is responsible for a significant portion of the world's resource consumption, 
air and water pollution, and waste creation (OECD, 2013a). Small and medium-sized enterprises (SMEs) can benefit 
from the green transition as significant providers of green commodities and services.  

Innovative SMEs are crucial players in the eco-industry and clean-tech marketplaces in several OECD nations. For 
instance, SMEs account for 90% and 70% of clean technology companies, respectively, in the UK and Finland 
(Carbon Trust, 2013; ETLA, 2015). Small and medium-sized businesses (SMEs) are particularly well-positioned to 
take advantage of opportunities presented by greener supply chains in local clean technology markets, which may be 
unattractive or inaccessible for large global corporations, including those in emerging economies and low-income 
countries (Ehst et al., 2014). Additionally, small "green entrepreneurs," motivated by financial gain and environmental 
awareness, can promote a bottom-up transformation and the creation of jobs by creating new business models and 
setting the standard for green business practices that eventually influence mass markets and are embraced by the larger 
business community (OECD, 2013a).  

However, due to their size, SMEs frequently encounter resource limits, talent gaps, and knowledge barriers that 
limit their motivation and capacity to embrace sustainable practices and take advantage of green business prospects. 
SMEs are frequently prevented from making environmentally friendly upgrades due to perceived technical difficulties, 
expenses, and hassles as well as a lack of knowledge about lucrative business alternatives. Additionally, SMEs 
frequently lack the necessary skills and knowledge to take advantage of win-win chances, and resource limitations 
cause SMEs to be more risk-averse and less inclined to invest in new technology than bigger enterprises (EaP Green, 
2016; Mazur, 2012). 
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4.1.4. SMEs offer more inclusive growth  

SMEs generate employment possibilities across industries and geographies, utilizing large portions of the labour 
pool, including unskilled labour, and offering chances for skill advancement. Additionally, they assist in facilitating 
the access of their workers to social and medical services. To increase participation and reduce poverty, SMEs that 
provide employment and value-added are crucial, albeit not only in developing and low-income countries. In this 
regard, increasing productivity in a sizable number of small businesses, including those in traditional industries and 
the informal economy, can assist governments in achieving their goals of economic growth and social inclusion, 
including escaping productivity traps and enhancing the quality of employment opportunities for low-skilled workers 
(OECD, 2009, 2017b). 

4.1.5. Small businesses as an effective tool to address societal needs 

Additionally, small enterprises may be a powerful vehicle for addressing social needs through the market and 
offering public goods and services. This is the situation with social businesses, which provide novel approaches to the 
issues of poverty, social exclusion, and unemployment as well as filling in the gaps in the supply of general-interest 
services (OECD, 2016). The economic importance of the social and solidarity economy, in which social companies 
operate, has gradually risen in recent years, notably in the wake of the financial crisis, in many nations. For instance, 
the social economy contributed 10% to the GDP of France in 2014. Employment in social companies climbed by 12% 
in Belgium between 2008 and 2014, accounting for 17% of all private employment in 2015. (Enterprises, 2016). In 
comparison to SMEs, 41% of social companies in the United Kingdom produced jobs in 2015. (Social Enterprise UK, 
2015).  

Additionally, by enabling disadvantaged or marginalized groups, such as children, women, seniors, immigrants, 
members of racial or ethnic minorities, and people with disabilities, to create opportunities to participate in the 
economy, entrepreneurial opportunities can serve as a significant conduit for economic and social inclusion as well as 
upward mobility. Corporate social responsibility (CSR) is increasingly seen in many nations as a method for firms, 
particularly SMEs, to support societal objectives. Small firms may support sustainable and inclusive growth, 
particularly at the local level, by committing to decent labour and environmental practices as well as excellent 
community ties. Additionally, CSR may strengthen a company's ability to recruit and retain competent and motivated 
personnel as well as the perception that consumers, investors, and other stakeholders have of the company. 

4.1.6. SMEs contributions vary widely across firms 

Corporate diversity is important for inclusive growth, innovation, productivity, and job creation. Even while there 
are significant variations between SMEs and large companies, the SME community as a whole is often made up of 
extremely different enterprises in terms of age, size, ownership, business methods, and the profiles and objectives of 
the entrepreneurs. SMEs are crucial to the larger business eco-system. Young companies, often tiny or micro 
businesses, are the main drivers of net employment growth in many nations. Additionally, business factors play a 
significant role in the rise of productivity (OECD, 2016b). The majority of new businesses either fail in their first few 
years of operation or stay relatively tiny (OECD, 2016c).  

Additionally, high-growth businesses in many industries and age groups make disproportionately large 
contributions to job growth (OECD, 2010b). The main drivers of growth in many OECD economies are established 
medium-sized businesses that innovate and scale up, frequently assuring the coordination, improvement, and 
participation of smaller suppliers in supply chains. For instance, in Switzerland, medium-sized businesses (50-249 
people) account for 23% of employment and 25% of value contributed, although they comprise just 4% of the 
country's company population (OECD, 2016b). 

Additionally, there are many thriving small businesses operating in low- or mid-tech fields that are integrated into 
competitive local production systems, provide innovation—often incrementally—and support employment, social 
inclusion, and territorial cohesion. However, a lot of small businesses stay inside their local marketplaces. These 
businesses frequently stay tiny throughout since they create little innovation and do not have goals for significant 
expansion. 

4.1.7. SMEs are a dynamic and changing population in all nations and industries. 

The population of SMEs is dynamic and ever-changing. Their makeup varies greatly among nations and industries, 
which has an impact on their capacity to prosper in and contribute to a free-flowing, digital economy. Micro-
enterprises (up to 9 employees) account for 70% to 95% of all businesses worldwide, dominating the commercial 
landscape. However, there are noticeable cross-country disparities in how much value produced and employment are 
contributed by microbusinesses. As an illustration, their employment proportion in the services sector varies from 
more than 60% in Greece to 20% in Denmark and Germany, while their value-added share varies from around 45% in 
Luxembourg to 15% in Switzerland (OECD, 2016b).  
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The success of SME also differs by industry. In practically every country, SMEs provide 60% or more of total 

employment and value added in the services sector. Contrarily, although being relatively small in number, large 
manufacturing enterprises contribute disproportionately to employment and value-added. This is mostly because of 
entry obstacles connected to investment as well as growing returns to scale from more capital-intensive operations.  

Large manufacturing groupings account for a sizeable portion of overall employment and value-added in several 
nations, like Germany and Mexico. There are certain exceptions, though. These include both bigger and smaller 
economies where SMEs historically dominate manufacturing activity, such as Italy, as well as smaller economies like 
Latvia and Estonia (OECD, 2017c: 24). A better comprehension of the contributions and difficulties of various types 
of "SMEs (i.e. a typology of firms) is needed to guide structural and targeted policies". 

4.1.8. Better access to international markets and knowledge networks is made possible by SMEs. 

The contributions of SMEs can be strengthened via improved access to international markets and knowledge 
networks. By fostering opportunities for scaling up, accelerating innovation, facilitating spillovers of technology and 
managerial know-how, extending and deepening skill sets, and increasing productivity, a greater presence of SMEs in 
global markets can support their contributions to economic development and social well-being. Additionally, SMEs 
may have a competitive advantage over larger companies in international markets due to their increased flexibility and 
capacity to customize and differentiate products. This is because SMEs are better able to react quickly to shifting 
market conditions and products with shorter life cycles.  

SMEs dominate several specialized worldwide markets, and creative small businesses are frequently important 
partners of bigger multinationals in creating new items or providing services to new markets. Additionally, as a result 
of greater local market rivalry for SMEs and, in certain circumstances, disruptive consequences, and tighter global 
integration, small enterprises that do not do foreign commerce must also become more competitive.  SME 
representation in international trade is generally lacking. Few SMEs export directly between OECD and non-OECD 
Members, and for those that do, exports often constitute a lesser percentage of trade turnover (compared to bigger 
enterprises), and typically target neighboring nations (OECD, 2016b). 

However, SMEs in OECD nations can account for more than half of overall exports in value added terms when 
taking into account their indirect contribution to exports as suppliers to bigger domestic enterprises or multinational 
corporations (MNCs) that export. Links with bigger enterprises upstream and downstream are essential for SMEs 
(OECD and World Bank Group, 2015). Since the quality and responsiveness of specialized suppliers, who are mainly 
SMEs or even micro firms, can be crucial for the competitiveness of entire supply chains. 

At both local and global levels, as well as of larger groups who are directly engaged in fierce global competition, 
the advantages of these inter-firm links run in both directions. Close collaboration and dependency between large and 
small enterprises may, in this regard, be a significant source of value and competitiveness along supply chains. 

4.1.9. SME participation in global value chains and marketplaces 

The SME community participates in global marketplaces and value chains in varying degrees. A limited number of 
"born global" companies and highly innovative SMEs that are completely integrated into global markets (small 
multinationals) as well as a sizable portion of SMEs that export or are entrenched in GVCs as suppliers of exporters 
make up the small multinationals category. However, for many SMEs, export connections may be transient, with new 
exporters stopping their operations in many countries after a year or two and longer-term exporters frequently altering 
their goods and destinations (Wagner, 2015).  

Smaller and less seasoned exporters are frequently more susceptible to a sudden decline in external demand, such 
as in the wake of a worldwide crisis (Hoekman and Porto, 2010; Beverelli et al., 2011). Additionally, recent research 
indicates that SMEs in developing nations may find it difficult to take advantage of the new opportunities presented by 
the changing GVC scenario. Many SMEs may incorporate GVCs at the low-value end, where connections between 
MNCs and their local suppliers can be sparse and challenging to forge, even when the MNC has a commercial interest 
in doing so and aggressively pursues the goal (OECD and World Bank Group, 2015).  

Data shows that SME indirect exports from underdeveloped countries may be smaller than those from wealthy 
countries (OECD, 2017d). A better understanding of how SMEs interact with larger companies and MNCs in various 
contexts and along different value chains, the function of clusters for SME participation and upgrading, as well as how 
GVCs are evolving, including as a result of the digital transition, is required to develop policies that can support SMEs 
in taking advantage of the new opportunities offered by GVCs. 

4.2. The Challenges Faced by Smes in a Digitalized Global Economy 

4.2.1. Trade and investment barriers undermine SME participation 

Openness to trade and investment, as well as trade facilitation, protection of intellectual property, infrastructure, 
and institutional quality, are essential for SME participation in international markets. Due to their limited resources 
and managerial capabilities, SMEs are less equipped than large corporations to handle the expenditures associated 
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with conducting international business. The ability to decrease regulation and institutionalize other excellent 
regulatory practices can help SME competitors in both developed and developing markets by reducing regulatory 
costs and burdens. Since many of the expenditures associated with entering foreign markets are fixed and frequently 
sunk costs, independent of a firm's size or sales, compliance with a variety of standards, technical laws, and 
conformity assessment procedures can be expensive for SMEs.  

For SMEs, which may find the associated administrative and financial responsibilities particularly onerous, 
predictable and effective customs processes and logistical services are essential (OECD, 2015a; USITC, 2014). The 
new WTO Facilitation Agreement's National Trade Facilitation Committees are a great mechanism for obtaining SME 
feedback. Additionally, SMEs may not be able to profit from the advantages of more efficient sourcing due to import 
restrictions. For instance, SMEs tend to source less of their value added from abroad than bigger companies in 
Southeast Asia, an area that has welcomed GVCs (OECD, 2017d). 

4.2.2. Poor physical and ICT infrastructure and SMEs international markets competitiveness 

SME operations are hindered by inadequate physical and ICT infrastructure, which also makes it more expensive 
for them to reach foreign markets. Time is a key factor in competitiveness in a world where just-in-time delivery is the 
norm, when transportation is quick and storage is expensive. For firms to expand internationally and take part in 
GVCs, the physical infrastructure—such as roads, ports, and airports—as well as the operational practices used at 
these facilities must be of a high standard. These are frequently the most significant negative aspects that SMEs 
looking to take advantage of international prospects highlight in emerging markets (COMCEC, 2013). Accessing 
global markets requires the creation of an effective information and communication technology (ICT) infrastructure, 
as well as improved interoperability and standards since they enable communication and information sharing as well 
as participation in e-commerce platforms (BIAC et al., 2016; OECD, 2017a).  

4.2.3. Digitalisation of Global Economy: Opportunity for SMEs?  

New opportunities for SMEs to engage in the global economy have been created by digitization. With the aid of 
digital technologies, SMEs can gain a better understanding of the industry, expand without going worldwide, and have 
access to knowledge networks for comparatively little money. The shift to a digital economy promotes the formation 
of "born global" small enterprises and offers SMEs new chances to improve their competitiveness in local and 
international markets through the innovation of products or services and enhanced production techniques. It also 
makes it easier for "lean start-ups" to emerge, which use the Internet to save fixed costs and outsource a lot of their 
operations to stay flexible and responsive to the market (OECD, 122017f). 

Moreover, Big Data and data analytics provide SMEs a variety of alternatives that allow for a deeper 
comprehension of internal processes. The procedures used by the company, the requirements of their clients and 
business partners, and the general business environment. "The use of digital technologies can also ease SMEs’ access 
to skills and talent, through better job recruitment sites, outsourcing and online task hiring, as well as connection with 
knowledge partners"  (OECD, 2017f). Also, it might make it easier to access a variety of funding options. 

4.2.4. SMEs are lagging behind in the digital transition  

While digitalization gives SMEs new ways to connect with global markets, the truth is that many SMEs have not 
been able to benefit from the technology change. Research suggests that SMEs are embracing digital technology more 
slowly than larger companies. While the gap is generally small for basic connectivity and web presence, it widens 
when taking into account involvement in e-commerce and, particularly, more advanced apps. For instance, in OECD 
nations, large companies are more likely to employ enterprise resource planning (ERP) software tools to manage 
company information flows (more than 75% adoption rate in 2014) than SMEs (less than 20%). 

A significant adoption gap is also seen for cloud computing, or the renting of computer power, in several nations 
from an outside source, which can help smaller businesses leverage Big Data while getting around some of the 
difficulties brought on by the large fixed costs of ICT investment. The adoption lag of SMEs is mainly due to lack of 
investment in complementary knowledgebased assets, such as R&D, people resources, organisational reforms and 
process innovation, and has repercussions for their capacity to turn technical change into innovation and productivity 
growth. 

For instance, SMEs' ability to fully exploit new technologies to boost data analytics and increase their engagement 
in knowledge networks is constrained by a lack of investment in internal innovation processes and organizational 
capacities. The ICT revolution has actually made it simpler for businesses to innovate through networks of 
cooperation with other companies, especially multinationals, universities and research organisations. To effectively 
coordinate with outside knowledge partners and incorporate outside knowledge into internal processes, this calls for 
organizational and management skills as well as innovative talents (OECD, 2010a, 2015b). 
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4.2.5. Disruptive effects need to be considered 

Digitalization has also caused market disruption for many SMEs, including increased local market competition, 
quick obsolescence of knowledge, skills, and business models, as well as increased complexity in the business 
environment. Moreover, "winner-takes-all" dynamics, where digital technology enable full and immediate upgrading 
of the winning product or idea, frequently at the global level, might have significant ramifications for dividend 
distribution and participation of new businesses and SMEs in markets. It is necessary to have a clearer grasp of how 
these various digital advances will affect SMEs. 3. SME involvement in and advantages from an open and 
interconnected economy depend on the business environment. 

For nations and regions to encourage SME participation in a globalized economy, a healthy business climate and an 
entrepreneurial "eco-system" for business, even at the local level, matter. This is even more crucial in the 
contemporary environment because of the heightened pressures of competition and the rapid pace of technological 
development, which call for adaptability, innovative behavior in all spheres of public government, and simple access 
to strategic resources. While framework circumstances influence overall business investment, innovation, and growth, 
some aspects have a disproportionately negative impact on newly founded SMEs (OECD, 2017a). The institutional 
and regulatory framework's specific elements place disproportionate obligations on SMEs. 

Regulation ambiguity, complexity, and inconsistency disproportionately harm SMBs. Typically, SMEs are less 
effective than large companies at examining the regulatory environment and addressing pertinent standards. SMEs 
frequently incur other indirect costs, such as paying for the expertise of external advisers or investing in particular 
staff training to comply with new requirements, because they may lack information or skills in-house. As a result, 
SMEs should pay special attention to the complexity of regulatory processes and requirements for regulatory 
compliance. One explanation for the prevalence of informality in some nations is administrative costs that enterprises, 
especially small ones, find difficult to manage (OECD, 2015a). 

Divergence in regulatory requirements between nations can also make it more challenging for SMEs to participate 
in global marketplaces and GVCs. Ineffective insolvency procedures restrict company dynamism, viable enterprises' 
ability to restructure, and SMEs' access to external financing 40. 

Reduced incentives for the effective exit of less productive enterprises and the reallocation of resources to more 
productive purposes are caused by bankruptcy regulations that overly penalize or stigmatize failure. The penalty for 
individual defaulters is quite harsh in several nations when it comes to unincorporated micro and small businesses, 
leaving full personal accountability for many years after the business has been liquidated (Bergthaler et al., 2015). 
Long and difficult processes can negatively impact small business owners' capital and reputation, thus reducing their 
chances of beginning a business again. Legal uncertainty also increases the risk for lenders and limits the availability 
of financing for SMEs (OECD, 2017a). 

4.2.6. Public sector integrity and transparency, public administration efficiency 

A fair playing field depends on the honesty and transparency of the public sector, the effectiveness of public 
administration, and the standard of public services. Companies engage in a variety of interactions with the 
government, whose honesty, openness, and effectiveness have an impact on the development and expansion of 
businesses. For SMEs compared to large businesses, the costs of administrative hassles and red tape are comparatively 
higher. Additionally, while a lack of transparency and corruption in the public sector hurt all businesses, they 
particularly hurt SMEs because they frequently lack the resources to deal with an opaque public sector, develop and 
put into practice anti-corruption strategies, and advocate for their needs in the absence of a set framework for 
participation in public decision-making. 

4.2.7. The ability to access strategic resources is critical for SME competitiveness  

Small and medium-sized enterprises (SMEs) may face specific obstacles and market failures that limit their ability 
to access critical resources like funding, management capacity and skills, and knowledge networks, which puts them 
at a competitive disadvantage in the global and digitalized economy. Many demand- and supply-side barriers make it 
difficult for many start-ups and SMEs to acquire financing in the right forms. SMEs and start-ups typically have 
limited access to credit due to failures in financial markets caused by asymmetric information and agency issues. 
These businesses are frequently undercollateralized, have a limited credit history, and may lack the expertise 
necessary to produce sophisticated financial statements (OECD, 2013c). The need for policy involvement to address 
these shortcomings is well understood in this domain. 

In mid- and low-income nations, where finance deficits are frequently the principal impediment to formalization 
and the growth of SME, credit restrictions are particularly severe. With the global financial crisis, credit conditions for 
many SMEs across OECD and non-OECD Members worsened, aggravating the consequences of long-standing issues 
like a lack of collateral and fixed costs for banks to process loan applications. Although if the cost of financing has 
been continuously declining in recent years, the difference between the average interest rates charged to small and 
large businesses has significantly increased since the pre-crisis period, indicating a higher credit risk for SMEs. 
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4.2.8. Recognising financial needs 

There is need to expand SME access to credit while also encouraging the diversification of their financing sources, 
acknowledging that financing requirements and constraints vary greatly across the company population and along the 
life cycle of enterprises. In actuality, the majority of SMEs, especially fresh, inventive, and quickly expanding 
businesses, continue to rely primarily on internal resources and conventional bank financing. Contrary to major 
enterprises, small businesses are restricted from entering the market, making long-term investments, expanding, and 
innovating due to a lack of suitable forms of financing, particularly of the equity variety (OECD, 2015d). 

A mixture of demand-side constraints, most notably limits in financial expertise, strategic vision, resources, and 
occasionally even the willingness or awareness, prevent the availability of bank loans and alternative sources of credit 
to successfully attract sources. This is in addition to supply-side obstacles like the SME finance market's overall 
opaqueness, the lack of investor exit options, ongoing regulatory obstacles like those preventing the expansion of the 
investor base to include retail and institutional investors, and the costs of regulatory compliance (OECD, 2016d). SME 
productivity and innovation are constrained by a lack of skills, inadequate management, and staff training.  

Inadequate internal management procedures, a lack of staff training, and a lack of skills are all factors preventing 
SME involvement in the knowledge-based economy. Evidence suggests that SMEs have greater skill gaps than large 
businesses, and SME training efforts are generally far weaker per employee than those of larger businesses (OECD, 
2013b). SMEs frequently struggle to find and keep highly qualified employees and employees with the necessary 
abilities, and they have more trouble finding employees with in-demand talents on the job market. SMEs also seem to 
be lagging when it comes to forming partnerships with educational and training institutions and implementing 
company-level learning strategies, that is, employing managerial techniques and approaches that encourage autonomy 
and learning (OECD, 2015b).  

The adoption of digital technologies and their efficient usage to increase productivity and gain access to markets are 
also constrained by a lack of investment in this sector. Moreover, Businesses and entrepreneurs may find it difficult to 
adapt to and participate more fully in the "new world of work" brought on by increased digitalization and industrial 
process fragmentation if they lack entrepreneurial abilities. Business transfer and management transition processes are 
complicated in many SMEs, especially family businesses, because of poor management practices and a lack of an 
acceptable corporate governance structure. Financing restrictions, legal impediments, paperwork requirements, tax 
loads, and tiny transfer markets can occasionally exacerbate managerial limits. In many nations, especially those 
where the entrepreneur population is aging quickly, this is an increasing policy concern; nevertheless, policy action is 
hampered by the paucity of data on business transfers in many areas. 

5. Conclusion 

By providing a thorough framework, an OECD Strategy for SMEs would add value by identifying key levers for 
increasing SME contributions to sustainable and equitable growth. It would also offer recommendations to enhance 
policy-making in Members and Non-Members and establish benchmarks for gauging progress. This framework would 
also include specific issues that have been determined to be crucial for SMEs in a globalized and digital economy. In 
this sense, an OECD strategy would assist nations in creating their own plans that are suited to particular national 
settings, conditions, and company kinds. Additionally, it would build on the expertise accumulated via involvement in 
the creation and execution of SME initiatives at the supranational and national levels. It would try to provide more 
convincing evidence, such as addressing SME data gaps. 
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