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EXECUTIVE SUMMARY

SMEs display a lot of growth potential, while they face hurdles
SMEs in the national economy make up:
99%
of total number of enterprises
65%
of total persons employed
57%
of total turnover
41%
of total export
Source: CE analysis based on Eurostat data

Economic distance raises the costs of exports, thus a barrier to export growth,
especially for SMEs
Unit cost

Unit cost of reach for SMEs

Unit cost of reach for large firms

Distance

Digital platforms & social media are well placed to help SMEs grow
An increasing choice of advertising channels is available to firms; while
business models differ, old & new are converging to online media

Businesses

Traditional
media

Online presence
of traditional
media

Newspapers

Online newspapers

Magazines

Online magazines

Radio

Web radio and related
websites

Outdoor
advertisement

Location-based, smart
marketing on outdoor
media

Direct mail

QR-code based
campaigns, converged
digital&print marketing

Digital
platforms
Social media

Platform economics helps consumers and firms interact
efficiently
1. Social media reduce the cost of outreach by giving SMEs
access to high performing platforms at a low costs. The
amount of capital required to start and grow a business is
therefore kept at a relatively low level.
2. Social media enable SMEs to reach more consumers
because by reducing consumers search costs as well as
transaction costs. Consumers can access information quickly
and locate sellers regardless of geographic location.
3. Social media reduce complexity and deliver a familiar
framework and context for SMEs to interact and build a
trusting relationship with their customers – trust that is so
crucial for online transactions.
WITHOUT SOCIAL
MEDIA

Entertainment
services

High cost
of
outreach

Reach few
consumers

Little trust

Reach
many
consumers

Trust built

€€

E-commerce
platforms

Search providers

WITH SOCIAL
MEDIA

Low cost
of
outreach

Consumers

Source: Copenhagen Economics

Source: Copenhagen Economics

Source: Based on Copenhagen Economics (2015) Online Intermediaries – Impact on the EU economy, a study for European Digital
Media Association (EDiMA)
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Social media enables SMEs to reach out nationally and internationally
International reach
Danish SMEs are able to reach via Facebook foreign
consumers: but is this a smaller or larger market opportunity
than the national consumers?
New evidence shows that Danish SMEs are reaching via
Facebook 60 million consumers based outside of Denmark
• This is already 24 times larger than the reach to
consumers based nationally.
Since Denmark is a relatively small country, being able to
reach consumers abroad represents for SMEs a large
opportunity for growth via export activity.

60

3.3
People living in Denmark
are connected to Danish SMEs on Facebook

People living outside of Denmark
are connected to Danish SMEs on Facebook

National reach
Danish SMEs that are on Facebook are able to reach
Danish consumers: but how many?

1

USA

New evidence shows that, as of 2018, 3 Million Danish
consumers were connected (by following or liking) one or
more Danish SME on Facebook.

2

India

3

Brazil

4

Mexico

5

UK

Thus Danish SMEs are able to reach via Facebook a large
share of the national population, corresponding:
• to 87% of all active Facebook users
• to 57% of the Danish population

New trade lanes opening up via Facebook
Danish SMEs can reach out to the entire world via
Facebook: but where exactly are the consumers with
whom they are making connections?
Foreign consumers connected to Danish SMEs are based in
a wide set of locations and not only neighbouring
countries. The top 5 countries in terms of number of
consumers connected to Danish SMEs via Facebook are
USA, India, Brazil, Mexico and the UK. These are countries
with large populations and large potential in terms of
economic growth. This represents a large opportunity for
Danish SMEs in terms of potential new markets for export.
Via social media, the additional cost of reaching
consumers further away is lower than via traditional
channels.
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SME CHARACTERISTICS AND CHALLENGES
• SMES ARE AN IMPORTANT PART OF THE ECONOMY
• SMES FACE GROWTH CONSTRAINTS, COMPARED TO LARGE FIRMS
• SMES LAG BEHIND LARGE FIRMS IN DIGITAL ADOPTION

Why care about promoting SME export? Large employment potential
Public policy has sought to
promote SME exports

Can digital platforms and social
media promote exports too?

In many countries, export promotion activities are
run by Trade/Export Councils under the Ministry of
Foreign Affairs. Public funds are deployed to offer
subsidised trade-promotion consultancy hours. The
majority of the services involve partner search,
recruitment, and other forms of market entry
assistance, also offered for Small and medium size
enterprises (SMEs).

With no need for public expenditure, new digital
technologies and business models can also create a
bridge between SMEs and consumers abroad, as we
review throughout this study. Thus it is conceivable
that over time digital business may lead to effects
similar to public policies targeting export promotion.

The rationale for spending public funds on export
promotion is that additional export activity holds
large potential for the economy. Indeed, foreign
services are increasingly framing their role as
enablers of export promotion. Research has found
that bilateral exports rise by 6-10% for each
additional consulate abroad.1

What is at stake for employment?
To assess how important the job impact of SME
export can be, we run a simple simulation,
estimating what would happen – all else equal – in a
scenario where public initiatives or new digital
technologies would promote SME export to grow by
10%. This estimate is based on existing information
on the amount of national employment supported by
export activity, as well as the share of SME.

A simulation: what jobs impact of a 10% increase in SME export?

10 per cent increase
in the number of
exporting SMEs

Smaller firms export to a lesser extent, compared to
large firms. Thus SMEs’ ability to export may
therefore be an opportunity for the economy that can
lead to more jobs in the future.
Export promotion activities have been shown to give
returns, especially when targeted at SMEs. A study in
the American Economic Journal measures the effects
of trade promotion for firms with 20-50 employees
as an increase in export value of about 12 and 16
percentage points over a two and three year period.2
Several studies have found effects on exports from
trade-promotion in a ballpark around 10 percent
(depending on the extent of time for the impact). The
significant effect of trade promotion has been found
not just in developed economies but also in
developing countries. 3

17.000-19.000
jobs

32.000-35.000
jobs

directly supported
by export

directly+indirectly
supported by export

(i.e. 1.5%-1.7% of all private sector
employment, currently at 2.1m)
Source: Copenhagen Economics analysis based on Eurostat and Dansk Industri Analyse4, which estimates that exports
support nearly forty per cent of Danish employment (sum of direct and indirect jobs supported).
1
2
3 Volpe

Rose (2007) The Foreign Service and Foreign Trade: Embassies as Export Promotion.

Munch and Schaur (2018) The Effect of Export Promotion on Firm-Level Performance

et al. (2010) Public Programs to Promote Firms’ Export in Developing Countries: Are There Heterogeneous Effects by Size Categories?
4

8
DI Analyse (2017) 775.000 danske job er knyttet til eksport__

SMEs are an important part of the Danish economy
2. % of total persons employed, 2015

1. % of total number of enterprises, 2015

Large enterprises

0,3%

Large enterprises

SMEs

99,7%

36%

SMEs

64%

Source: CE analysis based on Eurostat data

Source: CE analysis based on Eurostat data

3. % of total turnover, 2016

Large enterprises

SMEs

4. % of total export, 2015

41%

Large enterprises

59%

Source: CE analysis based on Eurostat data

SMEs

51%

49%

Source: CE analysis based on Eurostat data
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A smaller share of SMEs engage in export of goods
Fraction of total number of SMEs exporting goods,
2016

Fraction of total number of large firms exporting
goods, 2016
% of total large enterprises, 2016

Exporting
11%
Exporting

68%

Domestic only

Domestic only

Source: CE analysis based on Eurostat data
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There are many barriers to connect to customers abroad
Barriers to trade reflect the
economic and cultural distance

Will the seller understand my language?
Do I trust the goods to arrive safely to my country?
Is the product/service done in a way that meets
my specific preferences and use even if the seller is
foreign?
Will I receive good customer care even if the seller
is abroad?

There is a large body of evidence showing that
enterprises selling only domestically are dwarfed by
competitors operating on the global market in terms
of total revenues, revenues growth and labour
productivity.
Other indicators display that SMEs tend to export
less than larger competitors. This can be traced back
to a greater challenge for SMEs to undertake critical
investments and incur the fixed costs enabling them
to sell outside their national boarders.
The burden of economic distance entails various
factors which are peculiar to trade. In particular,
enterprises are required to collect specific market
information in order to be able to export. Then, trust
has to be created among the foreign business
network. This process can be very costly in terms of
search costs and requires multiple interactions with
local business agents.

Barriers to connect abroad:

Language

Businesses
Without export
promotion tools

Also, the first step to overcome cultural barriers
consists in communicating in the local language. This
involves translating websites and documentation as
well as agreement and contracts, further increasing
the fixed costs necessary to start a business
relationship abroad.
It is straightforward that the capacity to engage with
foreign business partners is strictly related to the
amount of resources which are at disposal to cover
the initial fixed costs.
Export promotion tools (including all policies,
technologies and support) can reduce the impact of
these barriers

Culture

Customers

Physical
distance

Time-zone

Businesses
With export promotion
tools

Currency

Customers

Sources: McDaniel & Parks (2019), Businesses on Facebook and Propensity to Export: Australia; WTO (2016), World Trade Report 2016: Levelling the trading field for SMEs, World Trade
Organization.
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Economic distance is larger for SMEs, compared to large firms
Economic distance is commonly thought of as one of
the main barriers to trade. Although a wide concept,
there is a vast body of economic literature covering
the mechanisms of economic distance.

The unit cost of reaching consumers further increases faster for SMEs
than for large firms

While physical distance still remains an important
factor1, studies have shown that other factors such as
information frictions are one of the main
components of economic distance. That is, the ability
to reach out, communicate and spread information
reduces the cost of trade by lowering the economic
distance.2
The internet has for this reason been an important
technology to facilitate trade. Communicating across
long distances and spread of information is an
important contribution of the internet.
Use of internet and use of digital services can be key
for small firms to be able to reduce economic
distance. There is indications that Small firms are
less digital, which may be key to understanding why
small firms also have a lower propensity to export,
compared to large firms.

Note: Stylised chart
Source: Copenhagen Economics

1
2

See e.g. Disdier & Head (2008), The Puzzling Persistence of the Distance Effect on Bilateral Trade

Rauch (1999), Networks versus Markets in International Trade; Allen (2014), Information Frictions in Trade
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Smaller firms are less digitally mature
Digital maturity is important because it enables firm
to take advantage of the available technology to
promote growth. However, several research findings
indicate that smaller firms are lagging behind large
firms in terms of digital adoption.

Digital maturity score (0-100), by firm size

The comprehensive picture emerging from the
analysis presented in Det Digitale Vækstpanel (2017)
by means of a composite indicator suggests that
Danish SMEs are lagging behind larger enterprises in
terms of digital adoption.
The indicator is showing the share of firms that are
considered digitally advanced, sorted by firm size.
According to Det Digitale Vækstpanel, 75% of
Danish largest firms have an advanced degree of
digitalization, while this is only the case for 30% of
the smaller firms. Degree of digitalization is
measured across six business processes (production,
administration and operation, analytics, marketing,
sales and supply). Firms are considered advanced
digital if they have digitalized 5-6 of their business
processes

75
60
47
30

10-19

36

20-49

50-99

100-249

250+

Source: https://bm.dk/media/6128/digitalt-vaekstpanel-anbefalinger.pdf, p 15.
Note:
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Missed potential for SMEs in cloud computing
Cloud computing is a particular kind of digital
service used by many businesses. Cloud computing
refers to computing services, such as servers, storage
of data, software etc. over the internet, as supposed
to via physical hardware.

Per cent, share of enterprises buying cloud computing services, 20142016
68

70

Cloud computing services are a interesting litmus
test for digital adoption in small firms. This is
because cloud can be particularly enhancing and
cost-efficient for SMEs. For example, SMEs may
incur more difficulties and relative costs, compared
to large firms, to store large amounts of data on local
servers. Cloud computing services can bring
economies of scale to small businesses, something
that should match SMEs priorities in theory.

65

The adoption of cloud computing services among
national firms has grown across the board in recent
years, see figure. However, SMEs are still lagging
behind significantly in the utilisation of cloud
computing services, with only 50 per cent of firms
having purchased cloud computing service in 2016.
This can be compared to large firms where 68 per
cent of firms have purchased cloud computing
services in 2017.

45

Large enterprises

60
55
50

50

SMEs

40
35
30
25
20
15
2014

2015

2016

2017

Note: SMEs are defined as enterprises with 10-249 persons employed, excluding the financial sector
Source: CE analysis based on Eurostat data
.
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E-commerce is important for SMEs
E-commerce is a particularly important sales channel
for SMEs. Being able to sell online can drastically
reduce the importance of physical distance between
the firm and the consumer. However, not all SMEs
are able to make the most of the opportunity that ecommerce presents.

E-commerce is a significant sales channel for Danish SMEs, 2017

E-commerce
turnover as
share of SMEs
total turnover

Share of SMEs
selling online

According to statistics compiled by the European
Commission, 28 per cent of the Danish SMEs are
selling online. The turnover from this e-commerce
activity represents 15 per cent of the total turnover
for SMEs, according to the report. In addition, a
subset of SMEs selling online have reported that they
are selling online cross-border.

Share of SMEs
selling online
cross-border
8%

15%

28%

Source: CE analysis based on data from Digital Economy and Society Index (DESI)1 2018 Country Report – Denmark.

Per cent, share of enterprises with web sales in their own country and abroad,
2017
Domestic

41

Export

30
20
12

SMEs

Large enterprises

Source: CE analysis based on Eurostat data.
Note: The share of enterprises selling cross-border has remained stable over the period 2015-2017, here we report only the most recent data
available.
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Correlation between digitisation and international market reach
According to a study on Danish SMEs, conducted by
Tillväxtverket (2018), firms that only focus on a local
market score lower on a digitization index compared
to the group of firms that have a focus on national or
international markets.
In addition, firms that export score higher on the
digitization index, compared to firms that do not.
Firms that report to be exporters score 6.2 on the
index, while firms that do not export score 3.9.
This corroborates the notion of a correlation between
use of digital technologies and export activity. As in
any correlation, causal relationships may exist both
ways – it is both possible at once that
• export activity gives a spur to invest in digital
tools; and also
• the availability of digital tools unlocks export
opportunities

Digitalisation index, by firm size, 2017

Firm’s main market

Digitalisation index

Local

3.6

National

5.4

International

6.0

Less digital

More digital

Digitalisation index, by whether firm is exporting, 2017

Is the firm exporting?

Digitalisation index

No

3.9

Yes

6.2

Less digital
More digital

Source: Tillväxtverket (2018), Digitalisering i svenska företag, Rapport 0253, page 29.
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Chapter 1 – Concluding remarks
• Most firms in the national economy are SMEs and they provide a vast share of job opportunities in the
economy. SMEs thus make up a large growth opportunity for the national economy.
• Firms face barriers to enter new markets and to reach customers further from the local market. SMEs have
particular challenges to overcome these barriers because they lack the economies of scale that it takes to break
into new markets. The economic distance is therefore increasing faster for SMEs than for large firms.
• One of the drawbacks for SMEs is the fact that they lag behind in digital adoption. Smaller firms are often less
digitally mature. Firms which are less digitally mature are also less likely to reach markets far away.
Digitisation and export activity go hand in hand
• The job impact of SME export is significant. We run a scenario simulation: if SME export were to grow by 10%,
this would add 17-19k jobs directly supported by new SME export (31-35k jobs directly and indirectly
supported)
• Next: what role can digital platforms, and in particular social media, play for SMEs to overcome barriers to
growth and reach new markets?

2

SOCIAL MEDIA EMPOWERS SMES
• SOCIAL MEDIA CONNECTS PEOPLE
• SOCIAL MEDIA ENABLES SMES TO OPEN NEW MARKETS

Digital platforms connect people and firms in different ways
Digital platforms are constantly
evolving
Digital platforms use a variety of business models
and their classification and definition is an open,
evolving question, just as online business models
keep evolving.
There are hundreds of examples of digital platforms,
a few depicted in the figure to the right, and the
digital landscape is constantly changing. The
common feature for all digital platforms is that they
facilitate interaction. Digital platforms are merely
facilitators and do not take title of the items or
information exchanged, just like a shopping mall
offline.

Social media evolves towards firms
Digital platforms such as social media, serve as both
sales facilitators and digital media providers.
Facebook started out as a social network facilitating
interaction between private individuals. It has since
developed to facilitate also interactions between
digital media content producers and readers, as well
as an important resource for sellers to advertise and
for consumers to search for commercial information.

No one-size-fits-all for digital platforms: illustrative examples

In the words of the OECD, digital platforms “bring
together or facilitate transactions between third
parties on the Internet. They give access to, host,
transmit and index content, products and services
originated by third parties on the Internet or
provide Internet-based services to third parties.”1
This definition of digital platforms is inherently
blurry, and they continue to evolve. For example,
some are both an online store; a platform for third
parties to sell their products; a host for third party
content (since it allows users to post their own
comments); and provide search functionality that
enables users to search through their site or their
network. Digital platforms are information location
tools, and now also provide functionalities allowing
to search and discover information online through
their network.
Source: Selection based on Copenhagen Economics (2015) Online Intermediaries – Impact on the EU economy, a study for
European Digital Media Association (EDiMA)
1 OECD (2010) The Economic and Social Role of Internet Intermediaries, page 39
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Digital advertising is a key resource for SMEs
DIGITAL PLATFORMS INCREASE
OPTIONS FOR ADVERTISERS

Convergence between different ways of advertising
Businesses

A key function of many online platforms is the
possibility for firms to place ads in connection
with these online meeting places. In fact, for many
online intermediaries, ads are at the core of their
business model.
When firms, whether SMEs or large enterprises,
want to reach out to clients via advertisement they
have more choices today then they did a decade
ago. Traditional media channels such as TV, radio,
print media, outdoor display or direct mail remain
available options for many businesses.

Online platforms have introduced advertising
options that give additional choice to firms
wishing to reach consumers. In doing so, these
new channels are becoming an integral part of the
advertisement landscape. Besides, the traditional
media channels have also evolved have a digital
component (magazines often have an online
version, most media stations have a website, etc.)
– as traditional and digital media converge.
Economic research have stressed the difficulty of
SMEs to carry out conventional marketing due to
limited resources but also the different behavior of
smaller firms. Networking is brought forward as
an essential tool of marketing, but that it can be a
more difficult for small firms.1

Traditional media

Online presence of
traditional media

Newspapers

Online newspapers

Magazines

Online magazines

Radio

Web radio and
related websites

Outdoor
advertisement

Location-based, smart
marketing on outdoor
media

Direct mail

QR-code based
campaigns, converged
digital&print marketing

Consumers
1 Gilmore

Digital platforms
Social media

Entertainment services
E-commerce
platforms
Search providers

Source: Copenhagen Economics

et.al. (2001), SME Marketing in Practice
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Advertising on Facebook made easy – a description of the ad tool
Through the platform ‘Ads manager’, Facebook
offers the opportunity to create ad campaigns and
track activity related to the campaign. When setting
up a campaign, firms choose between three overall
marketing objectives:

1
Awareness

2
Consideration

3
Conversion

Involves e.g. reach (showing
the firm’s ad campaign to
maximum number of people)
Involves e.g. traffic,
engagement, (have people
interact more with the firm’s
website or service provided)
Involves e.g. increasing sales
and store visits (drive valuable
actions for the firm’s business)

Firms can choose within a set of objectives for the ad
and then track the ad outcome ad, based on a range
of different variables.

A firm can track hundreds of different metrics to measure the performance of
its ad, while it can break down these metrics into who/when/what.

Can be
divided into
the categories:

Business
outcomes

Age

Can be
divided into
the categories:

• Performance

Reach

Gender

• Time

• Engagement

Frequency

Country

• Delivery

• Conversions

Link clicks

Business
Location

• Actions

Website
purchases

Reactions

Metrics

Breakdowns

Consumer data helps efficient ad
use for firms aiming for exports
The advertising tool can be particularly useful for
firms seeking to reach out abroad, since:
1. One of the ad fields is the consumer location
(city, country stated); this gives a direct means to
the firm to select which country’s consumers to
target with its ad campaign. For SMEs, this can
allow a step-by step marketing strategy, testing
export efforts in a selective way
2. Firms usually know well the key features of their
consumers in their home markets (age, gender,
hobbies, urban/rural). With the ad tool, they can
target ads to consumers abroad with features
similar to the existing domestic consumers

Requires Facebook ‘pixel’
Facebook pixel
A firm can learn more about the performance of its ad by placing software code (pixel) on its
website. The pixel serves as an analytics tool that reports when, based on the ad, consumers visit
the firm’s website and its actions (e.g. purchasing a firm’s product). This helps the firm and
Facebook learn what ads are more relevant to consumers and work better. The pixel also allows a
firm to measure costs per result, i.e. how cost-efficiently the firm achieves its campaign objectives.
Source: Facebook Ads manager tool
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Social media enables SMEs to break barriers
SMEs face various barriers to growth. Social media
can help SMEs overcome these barriers by making it
easier to reach consumers.
1.

Social media reduce the cost of outreach by
giving SMEs access to high performing platforms
at a low costs. The amount of capital required to
start and grow a business is therefore kept at a
relatively low level.
2. Social media enable SMEs to reach more
consumers because by reducing consumers
search costs as well as transaction costs.
Consumers can access information quickly and
locate sellers regardless of geographic location.
3. Social media reduce complexity and deliver a
familiar framework and context for SMEs to
interact and build a trusting relationship with
their customers – trust that is so crucial for
online transactions.
In sum, one may say that social media shorten the
economic distance between users. For example,
without social media, it would still be technically
feasible for an SME to advertise for homemade
jewellery. However, this would either require
expensive flyers, purchases of IT solutions or other
web services, or the SME would have to rely on
conventional word of mouth among potential buyers.
It would also be difficult for the SME to gain trust
among consumers. With social media like Facebook,
SMEs can easily connect to thousands of potential
buyers. Transactions are cheap and trust is
established through for example comments and
peer-reviews. In other words, the distance from SME
to consumer is shortened dramatically.

At the end of the day, digital influence is an
extension of the age-old practice of word of
mouth — now via new virtual platforms to
reach mass audiences in localities around
the world.1

While this effect pertains to several digital platforms
and business models, social media fosters the
consumers–firms connection in a unique way. The
stylised illustration below shows in a simplified way
the effect of social media in facilitating the encounter
between SME and consumer (while of course other
platforms and channels are also available).

This functioning has an impact on consumers and
businesses in all areas of our economies. It provides
better, easier and cheaper access to goods, services,
information and knowledge, and it provides an
“outlet channel” for goods, services, information and
knowledge for both households and businesses
In turn, social media have profound economic
effects: Increased consumer choice; increased
competition; increased productivity; and increased
innovation. Through these channels, digital media
platforms bring value to SMEs (and consumers) by
reducing barriers for growth.

Value creation by social media
WITHOUT SOCIAL
MEDIA

SME

WITH SOCIAL MEDIA

NO DEAL

DEAL!

High transaction costs
High search costs
Low trust

Low transaction costs
Low search costs
Trust

Long distance
between agents

Consumer

SME

Short distance

Consumer

Source: Copenhagen Economics

1 Harvard Business Review (2018) To Grow Your Business Abroad, Partner with Local Influencers
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Social media enable SMEs to enter new markets
SMEs face financial, informational and managerial
barriers to growth and, in particular, to entering new
markets. Social media can enable SMEs to enter new
markets by making it easier to reach consumers
outside of local markets.
They help smaller companies achieve “big company
benefits” from digitalisation. Influential
commentator Thomas Friedman argued that ICT
technologies set the basis to “flatten the world” and
level the playing field, including for small enterprises
to match what previously only large firms could do.1

Previous research indicate that social connectedness
can facilitate trade. One study indicates that
geographical region-pairs that are more socially
connected through social media have higher trade
flows, even after controlling for

Social media lower costs, expands outreach and builds trust
WITHOUT SOCIAL MEDIA
High cost of
outreach

A specific example put forward by the OECD is that
“(…) ad servers and Internet search engines and
portals allow SMEs to advertise their goods and
services even at low advertising budget levels”.2
Social media fits the mould of this ICT-powered
transformation in opportunities available to small
firms. This is in particular since social media reduce
the cost of outreach by shortening the perceived
distance between SME and consumers that could be
located far apart in geographic and economic terms.
This means that the amount of capital required to
start and grow an export activity for a business is
reduced and that the SMEs become more
competitive on exports.

geographic distance and the similarity of regions
along other economic and demographic
measures.3

Reach few
consumers

Little trust

Reach many
consumers

Trust built

€
€

WITH SOCIAL MEDIA
Low cost of
outreach

Further, social media reduce complexity by providing
a familiar and relevant frame for the interaction
between SMEs and current and potential customers.
This supports SMEs in building a trusting
relationship with their customers.
Source: Copenhagen Economics

1
2

Thomas L. Friedman (2005), The World Is Flat: A Brief History of the Twenty-first Century.

OECD (2010) THE ECONOMIC AND SOCIAL ROLE OF INTERNET INTERMEDIARIES, page 39
3 Bailey

et al (2017), Measuring Social Connectedness
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Digital platforms reduce economic distance
E-commerce case study: Digital platforms turn SMEs into exporters

More SMEs can
engage in
exporting:

Each SME can
serve more
markets:

More resilient
export
performance:

•

In the EU, 93 per cent of the SMEs using the eBay marketplace
engage in exporting, compared to an average of 26 per cent for
traditional companies.

•

In 2014, the top 5 per cent of the SMEs (by size) using eBay’s
platform account for 58 per cent of the exports, compared to
roughly 82 per cent among traditional companies.

•

The share of new entrepreneurs is four times higher in the eBay
Marketplace compared to the traditional marketplace.

•

The small online businesses on eBay’s platform in the EU reach on
average 18 different countries annually, and 10 of those are EU
countries.

•

Some 77 per cent sell to five or more foreign countries.

•

The number of European SMEs on eBay exporting to 15 or more
countries increased by over 48 per cent between 2010 and 2014.

•

The World Bank has found that across six EU countries only 16 per
cent of exporting companies were still exporting after three years.
On eBay it is very different. As many as 71 per cent of eBay SMEs
continue exporting after three years, more than four times the
percentage of offline companies

Note: analysis of transactions on the eBay Marketplace in Europe from 2010 to 2014, by sellers with ,marketplace sales over
USD 10,000 annually (“Commercial Sellers”), i.e. small online businesses.
Source: Lendle et al. (2013), eBay (2012; 2015).

1 WTO (2016) World Trade Report 2016. Levelling the trading field for SMEs
2 Lendle et al. (2012), There Goes Gravity: How Ebay Reduces Trade Costs

Lessons learned from platforms
facilitating cross-border e-commerce
A key channel by which social media can enable SME
export activity is by promoting e-commerce exports.
While the use of social media for firms (and in particular
SMEs) is still relatively recent, lessons can be learned by
the effect of other digital platforms in promoting SME ecommerce exports.
In fact, previous research on online e-commerce
marketplaces, found that this type of digital platform
reduced the economic distance between SMEs and
consumers. International organisations such as WTO and
OECD have been promoting digital platforms for their
ability to facilitate exports for SMEs. In addition,
governments in developing countries have embraced
digital platforms for the ability to bring SMEs to
international markets.1
Great geographical distance between the exporter and the
consumer normally reduces trade. However, Lendle et al.
show that online marketplaces reduce the impact of
geographical distance on trade. They estimate that the
“distance effect” on trade flows is 65 per cent smaller on
eBay than for total trade due to the effect of an online
marketplace and intermediary in reducing information
frictions associated with geographical distance.2
We consider that this type of trade cost-reduction effect
applies broadly across different types of digital platforms,
including social media. Thus, SMEs using digital
platforms will face lower market entry barriers, which
provides better opportunities to start and grow
businesses. Indeed, because of online marketplaces,
online SMEs across Europe are exporting to more
countries than ever before, both in Europe and beyond,
gaining market share more quickly, and showing better
resilience in the face of tough trading conditions, than
small businesses offline.
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Chapter 2 – Concluding remarks
• Digital platforms have the unique capability to bring people together in various settings. An important aspect
of digital platforms is bringing businesses closer to consumers.
• There are several ways in which firms, and in particular SMEs, can reach consumers. Beyond word of mouth,
digital platforms have introduced new options for firms to advertise in a way that meets efficiently their
business needs.
• For example, firms can select precisely what types of consumers they want to reach with their ads and which
country to target – which helps to try and develop export strategies at low cost.
• Social media and other digital platforms thus can help SMEs overcome some of the barriers that they face
when trying to reach to far-away markets.
• Next: what does the empirical evidence show as to the use of social media, and in particular Facebook, for
national SMEs and is this consistent with the export opportunity identified based on the economic literature?

3

SMES CAN REACH FURTHER VIA SOCIAL
MEDIA
• SOCIAL MEDIA HELPS LEVEL THE PLAYING FIELD FOR SMES
• SOCIAL MEDIA ENABLES SME NATIONAL AND INTERNATIONAL REACH
• SOCIAL MEDIA ENABLES NEW EXPORT TRADE LANES

Social media helps level the playing field for SMEs
Economic literature: the cost of reaching further increases less fast for SMEs with social media

Unit
cost

Unit cost of reach for SMEs
without social media
Domestic

Home

Local

Export
National

EU

Global

Unit cost of reach for
SMEs with social media

Distance
Note: The figure Is for illustrative purposes
Source: Copenhagen Economics
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SMEs increasingly use social media, though less than large firms
Per cent, share of enterprises using social networks, 2014-2017
85

Large enterprises
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Note: SMEs are defined as enterprises with 10-249 persons employed, excluding the financial sector
Source: CE analysis based on Eurostat data
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Facebook-enabled SMEs reach nationally
Danish SMEs that are on Facebook are able to reach
a large share of Danish consumers. The latest
available measure from 2018, 3.3 million Danish
consumers were following or liking at least one
Danish SMEs on Facebook.
This means that Danish SMEs that are on Facebook
are able to reach a large share of the national
population. In fact, this corresponds to 87% of the
total number of potential consumers that are active
on Facebook and 57% of the total Danish population.

Facebook-enabled SMEs have significant national reach
Share of national population reached by Facebook-enabled SMEs

3.3 million Danish consumers are
connected to Danish SMEs on
Facebook

…equivalent to:

87%
of the total
number of Danish
consumers on
Facebook
57%
of the total
Danish
population

Note: Calculated as the number of people living in Denmark that are connected to Danish SMEs on Facebook over the
total number of active Facebook members in Denmark; Number of consumers that are connected to SMEs are defined as
a person that has interacted (follow or like) with at least one SME.
Source: CE analysis based on data from Facebook and Danmarks statistik.
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SMEs connect to consumers cross-border via Facebook
A large share of SMEs connections live cross-border

Danish SMEs that are on
Facebook are able to reach a larger
market than only the domestic users on
Facebook. In fact, Danish
Facebook-enabled SMEs are reaching
60 million people outside of Denmark.
Since Denmark is a relatively small country,
being able to reach consumers abroad
represents a large opportunity for growth.
The amount of users reached outside
Denmark is already 24 times larger than
the people that are reached nationally.

60 million people living outside of
Denmark are connected to Danish
SMEs on Facebook
This is:

24x
than the Danish consumers
connected to Danish SMEs on
Facebook

Note: Calculated as the number of people living abroad that are connected to Danish SMEs on Facebook as a share of all people connected to Danish SMEs on Facebook; Number of
consumers that are connected to SMEs are defined as a person that has interacted (follow or like) with at least one SME
Source: CE analysis based on Facebook data
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Exports traditionally go to neighbouring countries
Top 5 export partners for Denmark according to national statistics, 2017

As predicted in the economic literature,
exports more often flow to
neighbouring countries.
For Danish export the top-five countries
making up the largest exporting partners
Are Germany, Sweden, UK, Netherlands
and France. All these markets are
geographically close to Denmark.

1

GERMANY

2

Sweden

3

UK

4
5

Netherlands
France

Source: CE analysis based on Facebook data
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New export trade lanes for Danish SMEs via Facebook
The five countries outside of Denmark with the most people connected to Danish SMEs on Facebook

For the SMEs that are
present on Facebook, the
people that are connected to
them can be found in many places
and not only neighbouring countries.
The top-five countries in terms of
number of people connected to Danish
SMEs are USA, India, Brazil, Mexico and
the UK.
These are countries with large populations
and large potential in terms of economic
growth. This represents a large opportunity
for Danish SMEs in terms of potential new
markets for export. Via social media, the
additional cost of reaching consumers further
away is lower than via traditional channels.

1

USA

2

India

3

Brazil

4

Mexico

5

UK

Note: The United Kingdom is in both sets of top 5 countries
Source: Facebook data
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Chapter 3 – Concluding remarks
• Social media enables SME to reach a large share of domestic consumers – as well as an even bigger market
opportunity via reach to international consumers.
• National SMEs are developing new export trade lanes, compared to the standard export patterns in the
overall national economy.
• As shown in Ch1, there is both (i) a large potential for take-up of digital by SMEs; and (ii) a large job impact
if further SME export can be induced. An important research question is then: can social media be part of
the solution to promote further SME export and jobs via digital tools?
• The novel evidence presented in this study allows a first foray on use of social media and online tools for
exports by national SME. Over time and based on more data, further research can assess the SMEs’ evolving
use of social media and its impact.
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