City of Leipzig 

Key structural and economic characteristics 
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Leipzig, with a population of more than 500.000 and important commercial, industrial and trading functions, is at the core of the central German economic zone in the Free State of Saxony. Some of the advantages attracting investment include its market potential, the proximity of important customers, the presence of local suppliers, flexible human resources, its research expertise in strategic fields, its logistics infrastructure and its geographical position at the heart of Europe.

Three of the main focal points for economic development in the last years are:
· the international fair trade which shows dynamic growth;
· the Leipzig/Halle Airport with an important international air freight hub and DHL – the world’s leading logistics corporation – relocating its central aviation hub for its European express network to the airport (more than 300 Million Euro investment); 

· the freight logistic centre GVZ (Güterverkehrszentrum) Leipzig forming Saxony’s biggest industrial and logistic park with excellent multimodal transport links (junction of two motorways, train, airport) that have prompted more than 100 businesses in logistics, wholesale, services and production to set up shop and thus.

The city of Leipzig has a population of 506.578 inhabitants in 2006. After a period of decrease the city could stabilise its population and – in contrary to the whole Free State that is still loosing population – is even slightly growing since 2001. The factors attracting people to Leipzig include its good infrastructure, vibrant shopping and arts scene, attractive residential qualities following urban regeneration, advantageous employment framework and balanced age structure, not to mention an environment favourable to young people and families.

In 2006, there were 195.672 people in work covered by social security. In June 2007, 42.654 people were registered as unemployed in Leipzig, down from 44,936 a year before making the unemployment rate drop from around 18% to 16.9%. In 2006, the purchasing power per inhabitant in Leipzig was 15.266 Euro (compared to the Saxon average of 14.900 Euro. Despite a slight increase it is still below the national average of 18.110 Euro. One reason for that difference – besides high unemployment rates is that the average income in Eastern Germany is still 22% lower than in Western Germany.
The economic region of Leipzig has an enormous R&D potential at its disposal thanks to the University of Leipzig, six colleges, three Max Planck and two Fraunhofer Research Institutes and a host of non-university research centres. Meanwhile, the University of Leipzig has cemented its reputation as an important centre of research with its interdisciplinary research activities. The University of Applied Sciences devotes itself to fields of research important for future development such as environmental protection and remediation, renewable energies and cogeneration, and the growth of Leipzig as a centre of commerce and the media. Particularly important are the more than 450 joint research projects with business, including 62 with regional companies (figures as of 2006), ensuring that research findings are quickly and profitably translated into practical use. Thus, 26% of the 1.658 research projects of the University of Leipzig (totalling to nearly 53,1 million Euro external funding) were carried out jointly with commercial companies. BioCity Leipzig opened in 2003, including the University’s BBZ Biotechnology-Biomedicine Centre. The foundation chairs at the University and the Graduate School of Management are another area of fruitful cooperation. 

Key business & employment sectors and clusters
To catalyse Leipzig’s economy in the medium term as effectively as possible, the Economic Development Office attaches particular importance to long-term cluster development. Under the motto ‘strengthening the strengths’, key emphasis is placed on five high-growth sectors whose foundations are already in place and which are ripe for further development:

· Enabling technologies and services,

· Car production & automotive components industry (with new Porsche & BMW factories),

· Healthcare, biotech, medical equipment and life sciences,

· Energy and environmental engineering,

· The media, telecoms and IT (with amazon).

Short economic development overview 

Leipzig’s development has been shaped for centuries by the Leipzig Fair, dating back more than eight centuries. In 1409 Leipzig University was established as second-oldest German University. Over centuries, Leipzig also evolved into a prominent centre of printing and publishing. Radio Leipzig, part of the Mitteldeutsche Rundfunk (Central German Broadcasting Corporation), originally went on air in 1924. The Industrial Revolution turned the densely populated economic zone comprising Leipzig and Halle into a prominent centre of heavy industry (mechanical engineering, chemical industry and opencast lignite mining) where 42% of all employees were working in the industrial sector. 

The collapse of the East German state along with its planned economy spelled the end for the ailing large concerns, which had a major impact on the working population. Despite the enormous progress achieved in rebuilding run-down industries, the level of Western Germany has not yet been reached. Instead, however, Leipzig has become a modern service centre and is especially a prominent location for the media sector, science and research (humanities, environmental protection and medicine). Nevertheless, the negative impact of this transformation in both economic and social terms has not yet been overcome. Although development is proceeding positively due to the high proportion of the service sector, the manufacturing industry still harbours problems. The infrastructure of Leipzig and the surrounding area has been substantially improved by EU funding, national, regional and local government action together with plenty of private investment. Due to the conversion of disused opencast mines into lakes tourism is expected to further develop which should enable additional small-scale employment in and around Leipzig. 

Importance of the SMEs in the local economy 

The local economic policy attaches a high importance to the support of medium-sized employers, as the regional business structure is largely dominated by SMEs. The SMEs in and around Leipzig are especially small with the lion’s share being accounted for by firms with less than ten employees. The staffing, material and financial resources are correspondingly low which means that the given business structure together with the sectors in which the SMEs operate impede both access to loans and the financial support currently available in the region. 

Key challenges for a successful and sustainable development of the SME community

From a social perspective the key challenge is to reduce unemployment currently ranging at 16,9% and especially cutting numbers of young jobless people. Thus, the main aim is to create additional jobs and traineeships. Particular attention is also paid to the difficult item of business succession and the encouragement of female entrepreneurs and employers.

A main financial difficulty for many companies represents their shortage of equity which especially limits their possibilities to get access to further private financing. This is even reinforced as a considerable number of their customers are bad payers (new regulations are planned in the SME Campaign to tackle this problem). In this respect and taking into account the small-scale business structure in Leipzig, financing plays a key role. However, local authorities’ financial scope for local business development is being reduced by funding cuts which make it necessary to use new, non-subsidised financial instruments (loans, guarantees, venture capital) alongside traditional grants. The creation of innovative, sustainable partnerships between public and private institutions is hence of central importance for stabilising and developing local SME economic structures. The development of special SME micro-loans at a local level is designed to create a lead-in to this new level of cooperation.

One current task in the field of access to innovation, knowledge and R&D is to bring business and research closer together especially in the field of humanities, environment and medicine where the number of business foundations and ventures is much smaller than in the traditional technical sphere. Improvement is anticipated from the further upturn of the entrepreneurial climate, particularly the simplification of access to funding. Also the closer involvement of SMEs in training and research is of key importance – but not easy due to the regional business structure. Finally, one important challenge is also to make innovations and innovative companies and institutions from in and around Leipzig better known. In this regard, new practical training opportunities were set up for the logistics sector along with additional media training courses. In general, pioneering training opportunities by colleges and universities in Leipzig are acknowledged and have been well accepted (i.e. for international management, PR, logistics and media).
Existing policies and programs to improve SMEs’ access to finance and innovation

Concerning SME development policies there is a repartition of tasks between the different levels of government in Germany with most important responsibilities on regional level (Länder). However, also national SME framework and funding policies exist and also Municipalities take especially care of their local business community with locally targeted support. 
The goals and specific measures are set by the German government’s Medium-Sized Business Initiative, which includes the following areas:

· improving the financial situation of medium-sized businesses,

· strengthening the innovative skills of medium-sized businesses, 

· mobilising venture capital for innovation.

The national funding bank KfW (Kreditanstalt für Wiederaufbau), for example, provides specific financing facilities for start-ups and micro businesses, e.g. the ‘KfW Start Geld’ as a low interest loan of up to 50.000 Euro. The loan is processed via the local credit institutes, but are unattractive for very small  amounts (< 10.000 Euro) due to quite high bureaucratic burden and also know relatively long decision procedures.    

At the heart of the Saxon economic policy are the improvement of local conditions in Saxony and the development of competitive economic structures. Due to the size and structure of the business sector, economic policy primarily concentrates on medium-sized companies. In order to strengthen their competitiveness, special support schemes are organised by the regional government. The aim is to improve the conditions for start-ups and investment by external companies in order to fuel the growth of local SMEs and to strengthen businesses’ technological competitiveness. These measures are accompanied by non-investment support within the framework of the Medium-Sized Business Guidelines for Saxony.

Saxony also uses EU Structural Funds for addressing financing loopholes and obstacles affecting particularly SMEs. As stated in the ERDF OP one aim is to improve the access of SMEs to financial instruments, stimulate investment, and improve competitiveness. The Free State of Saxony therefore is also examining ways of making greater use of other innovative financing instruments and methods such as revolving funds, loans secured by junior security and interest subsidies. At this stage, however, the OP does not intend to apply the JEREMIE approach and to use EIB/EIF funding to co-finance ERDF money. But if further approaches for those market-based innovative financing instruments emerge from the JEREMIE initiative and there is a corresponding need in Saxony, these shall also be pursued.
One of the main tasks of Leipzig’s ‘Office for Economic Development’ is the support of SMEs located in Leipzig. Thus, the City of Leipzig and its partners intend to attract new businesses to the area, operating on the basis of a local cluster-orientated economic strategy. The aim is to help start-ups and companies overcoming their difficulties on the road to economic success. One important part of this work is to make available subsidies accessible to SMEs. For those SMEs not sufficiently covered by the existing programmes the City of Leipzig and its partners are especially active in developing alternatives. For improving the innovation and technological capacities of SMEs Leipzig is involved in the Business Meets Science initiative in which local scientific establishments, universities and funding institutions are joining forces with regional SMEs in order to establish and intensify R&D relationships. The objective is to help entrepreneurs benefit as effectively as possible from the additive subsidies available from regional government and possibly other partners. One useful approach is to also put start-ups in touch with potential future partners from outside Leipzig. Every year, prizes are awarded for the best start-up concepts in the “ugb Start-up Competition” or the “Sparkasse Leipzig Innovation Prize” going to the most innovative entrepreneur.

Assessment of possibilities for local SMEs to get access to finance

Although the current subsidy programmes for Saxony cover a wide range of areas, closer examination reveals that they are mainly reserved for strong, stable companies. Very small companies already in existence with low equity need to exert themselves enormously and shoulder considerable risks, if they are to tackle extensive projects. Economic policy has so far failed to adequately tap (and possibly also underestimated) the potential of small businesses to create additional jobs and traineeships. This potential was revealed by the findings of the small subsidy programmes within URBAN II in Leipzig. In the context of the integrated urban development initiative, more compact SME assistance and support than usual without the stipulation of a minimum size was realised, including small-scale grants to encourage investment and create new jobs and traineeships. More than 1.200 businesses and employers took up the offered assistance. Direct support was provided to 245 firms. A total of 628 new jobs and traineeships were created. On average, the total assistance provided to each firm was some 15.000 Euro (5.500 Euro for each new job or traineeship). The URBAN projects have shown that the considerable resources and risks involved in providing intensive support for SMEs pay off and have a strong mobilising effect – as long as suitable regional and local instruments are applied and networks established in connection with economic/financial assistance and the provision of premises. What is needed are local partnerships and minimised bureaucratic procedures within a compact setting. 
Yet, many SMEs experience enormous problems when devising projects and trying to find the external finance required. This is mainly due to the rules applied by existing national / regional programs leading to a number of problems. So far, the majority of businesses wishing to expand have been unable to participate in the programs, partly because they are unable to meet the requirements (for example their particular sector is excluded or the total investment is too small – which is frequently in the case in connection with funding available under the GA Regional/National Economic Structural Improvement Schemes). Another reason is the lack of suitable external lending, especially if compliance with the Basel II Accord is required. Consequently, SMEs often lack the necessary equity in order to undertake substantial development steps.

Due to this, the key aspects of local SME support have to include:

· qualified advice and assistance;

· offers of micro-financing geared to their development needs (for new & existing SMEs);

· if possible, the development of strategies for additional relief for very small companies (e.g. ERDF/ESF) in connection with the creation of new jobs and traineeships, large investment projects and major individual projects (in conjunction with higher authorities).

Foreseen Local Action Plan and Local Support Group

Overall objectives for addressing specific problems and topics 

As rules and procedures applied in existing support programmes on national and regional level are not adapted to the situation of a large part of the micro and small businesses, the City of Leipzig and its partners plan to develop alternatives for those SMEs not sufficiently covered by existing programmes. The actors gathered experience with URBAN II and the URBACT I network ECO-FIN-NET, which also addressed the issue of access to finance and was coordinated by the city of Leipzig as Lead Partner. The Municipality has identified the financial and non-financial support to small and micro businesses and especially the assistance to start-ups and self-employment as one of the main issues that deserve specific local action under the new URBACT II FIN-URB-ACT project. Generally, the small and micro business community is characterised by a very drastic equity situation and especially business founders have major difficulties in terms of access to finance. In this respect, there two main problems to address by the Local Action Plan were identified: 

· loans for new projects of existing small and micro companies as well as start-ups and self-employed, because of their small size, the lack of track record and collaterals as well as high processing costs of small credits, are typically not really covered by banks and also the existing public support schemes do not include this specific business clientele and are too bureaucratic. Moreover, there is a lack in special advise and especially follow up service for new entrepreneurs to improve their success rate and thus consequently also to ease their access to private and public funding.  

· The traditional advisory and counselling support does not address the specific needs of innovative small and micro businesses and start ups in the high tech sector Standardised seminars or training courses and individual counselling is limited to standard business management issues. However, innovative founders often need specific additional expertise or even research and advice to proceed with their business plans and also to get access to public and/or private funding. This expertise can only be provided by industry experts. Typically start-ups cannot purchase such expertise and unfortunately it is not eligible for existing support schemes.
Therefore, the Local Action Plan of the City of Leipzig and the Start-up Centre (ugb,  Unternehmensgründerbüro), together with local and regional partners will offer new sources of micro funding in order to capitalise small business projects and self employment, and improve the advisory support for standard and innovative start-ups and existing small companies. Following an examination of the current conditions, the Leipzig Savings Bank (represented by the ugb and the Office for Economic Development) realised that new opportunities were available for the implementation of the micro-financing strategies developed under ECO-FIN-NET.
Single activities and steps within the Local Action Plan 

By a close cooperation with the Savings Bank (represented by the management of the ‘ugb business start-up centre’ and the Savings Bank venture company) and in cooperation with the Chamber of Commerce, new concepts for SME financing have been elaborated in Leipzig. They represent the basis for the FIN-URB-ACT Local Action Plan, which is jointly initiated by the City of Leipzig’s Department of Economic Affairs and Employment, represented by the ‘Office for Economic Development’, and the ugb start up centre. Following the described deficits intended activities concentrate on two issues: 

· Access to finance by micro loan funds combined with additional follow-up advise for start-ups, self employed and existing small and micro businesses;

· Access to specialised knowledge and expertise through additional advisory support.  
· Access to finance by micro loan fund combined with additional follow-up advise for start-ups, self employed and existing small and micro businesses;

· Access to specialised knowledge and expertise through additional advisory support.  

Access to finance: Set up of a local micro loan funds and adapted follow up advise

The partners of the Leipzig entrepreneurs support network united around the “ugb start up centre”, including the City of Leipzig, the Leipzig Savings Bank and the Chamber of Commerce want to establish a micro loan fund on the local level. For this purpose the ‘Micro Finance Fund Germany’ – a national micro finance fund, using European Social Fund resources, established by the Federal Ministry of Economics and Technology, and managed by the KfW – shall be used as financial resource. For this, local and national capital needs have to be pooled.  

· 20% of the initial fund capital is to be raised by the partners directly (City, Savings Bank, other partners like Chamber of Commerce) 

· 80% of the fund capital is made available by the German Micro Finance Fund.

Consequently, the project gathers various sources of funding (including EU Structural Funds) for the new micro-loan fund and thus includes a dual leverage for the municipality budget (which is constantly under pressure): the first leverage is achieved by accessing the existing national micro finance initiative, secondly by pooling local resources from public and private actors. 

The City of Leipzig and the ‘ugb’ together with the other local partners forming the Local Support Group will jointly prepare and agree on their cooperation for setting up the micro loan fund including the 20% of the local micro fund capital to be raised, the given structures and procedures for managing the fund, as well as defining tasks of the involved institutions. Based on the cooperation agreement the City of Leipzig will apply for accreditation at the German micro-financing fund of the KfW. After the local micro loan fund is set up information, communication and marketing activities via the network of partners, job centres, local media and higher authorities play an important role in order to serve the entrepreneurs. Based on the experiences of providing the micro loans to the entrepreneurs, a constant process control and monitoring of the demands will lead to readjusting the given procedures. 

With a planned volume of 200.000 Euro per year, the provision of 50 - 100 micro loans for start-ups (up to 5 years after founding the company) is expected. The micro loans will be distributed by the network of the Leipzig Savings Bank, which  is supposed tomanage the local micro loan fund.

One important issue of the micro loan scheme is a constant follow-up, assistance and monitoring for all funded entrepreneurs, in order to enhance their sustainability and economic success. Thus, the ‘ugb’ network intends to improve and extend its existing follow-up services for new businesses to supporting more projects of self employment and providing special follow-up assistance and monitoring for the entrepreneurs receiving the micro loan. The provided services will not only cover the preparation of the micro loan application, but especially a constant and tight support and advise by a personal consultant who helps to detect and solve business problems at an early stage and to discuss management questions. 

Expansion of support services towards more specialised advisory and consultation

The second issue addressed by the Local Action Plan is to improve and expand the established consultation and support services offered by the ‘ugb’ and its partner organisations. Thus, additional services will be introduced, for example the currently insufficient consultation of innovative businesses in the high tech sector. Therefore two issues are to be addressed by future activities:  
· setting up a local network to pool existing specialised expertise on innovative projects and complementing this network with additional external expertise;

· making better use of existing regional advisory support schemes for the targeted SMEs.
The experts of the ‘ugb’ currently provide general information and consultancy services to standard businesses. The increasing number of high-tech businesses, the extension of the required expertise competences (due to the natural growth of the businesses and more innovative fields of activities) and the foreseen development of activities in the start-up support, call for an increase in the provision of advisory support services by specialised partners: this increase can be met only by a pool of professional consultants cooperating with ‘ugb’ staff according to the businesses demands. This strategy leads to more flexibility and professionalism, because specific business expertise can be provided. Moreover, the current ‘ugb’ staff could concentrate their activity on their core competences that are supporting standard businesses.
The costs could be covered partly by the businesses themselves and by a contribution of the regional SME advisory support schemes, managed at regional level by the institutions of the Free State of Saxony and funded by the EU Structural Funds. Therefore, it is intended to increase the cooperation and exchange of the relevant institutions at regional level, in order to seize and capture the opportunities to fund specific SME support by existing schemes and also to bring in the specific needs of local start ups for the organisation of the regional Structural Funds programs. 
Specific Example:  Local bio-tech pole

One specific innovative branch, for which this new advisory and consultation model could be used is seen in the bio-tech industries. A number of businesses active in this sector have settled in Leipzig and the Municipality intends to encourage the development of these activities, as it could lead to the formation of a cluster in a very promising sector. Since 2002 BIO CITY LEIPZIG, the biotech incubator, the main pillar for establishing Leipzig as a national and international centre for biotechnology and health, building on the foundations of an economically successful cluster of start-ups, established biotech companies, the University of Leipzig and non-university research institutions such as clinics and hospitals.

Actually Leipzig faces the challenge of having a number of institutions with strong founding activities that each has a small team or single person (with individual competence) supporting technology transfer into start-ups and/or existing companies. In order to establish a structured support and service chain it is particularly effective to pool this expertise in a local network: this requires organising a form of cooperation between various independent public and private organisations and businesses. In May 2008 the individual consultants and teams established the task force “TechTransfer Life Sciences Leipzig”. During the last 3 meetings every member presented one or several show cases and the individual challenges. The task force secondly is describing its competencies and weaknesses regarding the TT and wants to optimize its communication and cooperation within the task force, as well as regional, national and international expert networks, and concerning the standard business support of the City of Leipzig, the ugb, and the Chamber of Commerce. Therefore in a 2nd step a communication campaign will be prepared to give visibility to this network and attract complementary expertise. 

Expected input from FIN-URB-ACT exchange

One of the findings of the ECO-FIN-NET project work was that international cooperation actually provides inspiration and support to local activities. Related to the stated objectives the City of Leipzig expects to get input from the European exchange and transfer activities within the FIN-URB-ACT network in the following thematic areas:

· Innovative advisory, communication and financing models especially for small and micro companies, including innovative companies (both newly established and existing ones);

· Existing ways of combining regional SME support programs with local financing and advisory services and related to this specific cooperation models between authorities on upper levels and local partners;

· Information on using JEREMIE in other countries as well as in other German regions.

Composition of the Local Support Group

Local partners

Within the Municipality of Leipzig the Office for Economic Development is the responsible body organising the FIN-URB-ACT participation and the Local Support Group. Besides the City administration, also the political level is involved. A meeting chaired by the Mayor of Leipzig in 2008 voted to take part in the project and also the City Council expressed its approval on 21 May 2008. The Construction Committee and the Trade and Industry Committee have been thoroughly briefed about the project and will monitor progress as they did in the preceding ECO-FIN-NET project. 

Moreover, also the responsible officers as well as the decision-making bodies of the other partners will be involved (e.g. professional chambers, banks, etc.) for monitoring how the new strategies for financing and supporting SMEs are to be implemented and in particular the part to be played by local authority staff. The following local organisations will by involved in the Local Support Group: 

· City of Leipzig

· Leipziger Unternehmensgründerbüro – ugb

· Industrie und Handelskammer

· Handwerkskammer

· BIC Leipzig GmbH

· BIO-NET LEIPZIG Technologietransfer GmbH 
Regional Partners 

Besides the regional managing authority of the ERDF program, the Saxon Ministry for Economics and Labour, the regional funding bank (SAB – Sächsische Aufbaubank), and the supervisory body (the Regierungspräsidium as Regional Administration Office) will be kept abreast concerning the new opportunities available to SMEs to augment existing regional opportunities. Whenever possible, the Regional Administration Office will also be involved in the process.

