IVth Summer School on Sustainable Finance
—y JRC community of practice in financial research Ispra 7 8 July

*
* *

*
****

e Prospective analysis of the SME sector

" WE EDIF in the Western Balkans GRETA

Lessons from a study undertaken by the consortium GRETA® under the supervision of
EIB for the Western Balkans Investment Framework’s Enterprise Development and

| :Enuvr:slz:f:nt Innovation Facility (WB EDIF).
Bank S . . .
ank et Massimo Cingolani

Abstract: The study has been conducted between February 2019 and May 2021 to provide prospective analysis on the possible use of EU financial instruments in the Western Balkans during the 2021-27 period=.
The research exploited for the first time a dataset containing the balance sheets and income statements of all Serbian companies over the period 2009-2018. This data was also related to the information available on the financing of
Serbian SMEs through the EIB APEX credit line with the Serbian central bank.

Motivation Quantitative analyses (key lessons)
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Market failure is expected to be endemic in developing countries and it is important to

_ _ _ Development factors of fast-growing sectors
understand what market failures must be addressed by these financial products
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AnCEAe maln Darriers to SMES growth Investments Elasticity to change in profitability

Quantitative analyses of 59 884 Serbian SMEs balance sheet data provided by the Statistical 70 .
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SME:s contribute from 50 percent to 70 percent to value-added -- relatively less, as compared to % SHARE OF TOTAL OPERATING INCOME
the number of firms or employment - lower productivity comparing to larger firms APEX Loans analysis
Some sectors of the economy are particularly prominent in terms of potential for high-growing APEX Firms have a good performance in terms of Investments stability, profitability and
SMESs: e.g. machines and equipment, IT, gaming and audio-visual production in Serbia; food Operating Income

HICUSIrY, SOME SEIVICEs ICl. tOUriSm in other Wh eCconomies. During the years from 2009 and 2018, APEX Firms remain in clusters characterized by a high

: ) i Limited availability of finance: undiversified sources of ] level of profitability and a medium of financial risk
_ _ finance, underdeveloped capital markets, no alternative This suggests that the same analysis applied to APEX loans similar financial instruments and
Financial financing instruments _ _ _ _ _
L ) their performance comparison could be interesting to provide useful lessons for the next
4 ) programming periods
. Y, High cost of capital: higher interest rates and collateral
requirements, thou%gtzlsgfr:%;i?%;?:v ered bank interest Key Recommendations for 2021-27 Cycle of Financial
. y Support to SMEs
~ > SME:s finance investments mostly from (limited) own funds: _ _ o _
indication for a problem on the demand side Importance of implementing application of accounting rules, control of balance sheet data,
L } coherence of account items between them and over time
~ N Estimated need: 1 billion euro package of financing instruments in support to SMEs in WB for
[ the period 2021-2027
~ J Institutional Poor regulatory and business environment This financial support package for SMEs is complementary to the existing financing: own
funding, financial sector, government programs. Instruments: i) Early-stage equity investments;
> ii) Guarantees; iii) Loans; iv) Investment and TA Grants.
~ Knowledge production and funds absorption should be integrated in instrument design: i)
Innovation; ii) Digital solutions; iii) Market intelligence and competence centres; iv) Green
N SMEs ofte_n face a high degree of competitic_)n fljom both large economy; v) Local development
Competitive enterprises that in many sectors have maintained a strong _ _ _ .
market position, and the informal economy All instruments should have a mandatory Technical Assistance component for beneficiary SME
aiming to improve market access, quality standards, business knowledge.
S ’ In addition to the existing intermediation mechanisms (EDIF, previous cycle), additional funds
can be managed by local agencies (state innovation funds, development agencies, export
All these market failures compound into a higher aggregate level of risk, as evidenced by promotion agencies) and should aim to improve local knowledge and expertise for provision of
country risk premia and also by the wide dispersion of profits tailor made instruments responding to the SME needs.

Indirect support to industry clusters and local agglomerations and networks
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