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Problems of Romanian SMEs with tapping EU
structural funds
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Abstract

Romanian SMEs can directly benefit from the Sectoral Operational Programme
“Increase of Economic Competitiveness” (SOP IEC) and some parts of the
Regional Operational Programme (ROP) in the 2007-2013 period. There has
been wide interest for these subsidies on behalf of SMEs but major problems
emerged with the implementation of projects. These are mostly related to the
poor preparation of the projects, their cumbersome approval and the
unfavourable general economic conditions in the country. The paper relies on
information compiled by a survey and several focus groups run with SME in
early 2011. These reveal that Romanian SMEs are at a rudimentary stage of
skills, organization and market knowledge. Their development aims are rather
short-term and not very complex. They lack the knowledge, expertise and staff to
participate in complex tenders and in application processes which explains their
high failure rate with EU financed projects. Learning by doing is, however,
improving their skills and capacities. However, the design and structure of the
EU programmes are also deficient in supporting the development of SMEs in
need of more simple and transparent mechanisms which they can understand
and cope with.
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1. Introduction

External funding has been of great importance for the Romania small and
medium size enterprises (SMEs') even if most of their investment activity has
been financed by their own resources. In recent years, bank financing has dried
off and government programmes have been streamlined. But with the EU
accession in 2007, the country has become eligible for EU funds which could
become the primary outside source of investment financing for SMEs.
Companies have rushed to benefit from those funds, but many of them failed in
the application process and faced major difficulties during implementation. The
reasons are only partly related to the difficult conditionality and cumbersome
processes prescribed by the EU, much depending on the poor skills and abilities
of Romanian SMEs and their support organisations.

The objective of this paper is to assess the competences of SMEs
necessary to access EU financed programmes. (See the description of the
programmes in the Appendix.) First the paper presents some specific
characteristics of SMEs in Romania (Section 2) and the economic policy context
of the research (Section 3). Relying on the results of an online survey and focus
group discussions (Section 4), we assess the gap between the programmes
offered under the EU programmes (SOP EIC and ROP) and the needs of SMEs
(Section 5). In the same way, we define the discrepancy between the conditions
of the EU support programmes and the needs of SMEs (Section 6). In the final
section (7) conclusions are provided explaining the low rate of success of
Romanian SMEs in attracting EU funds and their low rate of satisfaction with
the current support schemes.

2. Main characteristics of SMEs in Romania

SMEs in Romania have some peculiar features if compared to their EU
counterparts. Some of these features, such as the relatively low density of SMEs, are
due to general economic backwardness. Others have a historical background such as
the relatively big weight of medium-sized and large companies in output and
employment. The number of SMEs per thousand inhabitants in the non-financial
business economy was 18.9 in 2005, less than half of the EU average. In the
years of fast economic growth in Romania, 2005-2008, conditions were
advantageous for setting up new business activities boosting SME density to

! SMEs are defined according the EU rules (http://ec.europa.eu/enterprise/policies/sme/facts-
figures-analysis/sme-definition/index_en.htm) and enterprises with less than 250 employees and
EUR 50 million of turnover.

2 A set of standard indicators (number of enterprises, turnover, persons employed, value-added,
etc.) is available through the Eurostat’s ‘Annual structural business statistics’ (SBS). The most
recently published data refer to 2006 (for some countries to 2005).


http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-definition/index_en.htm
http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-definition/index_en.htm
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23.6 per inhabitant®. The share of SMEs was lower in the Romanian economy in
terms of value-added and employment than in most other EU members (Table 1)
but increased rapidly in the 2000s.

Table 1. Share of SMEs in the non-financial business economy, 2006, %

Bulgaria |Hungary |Austria |Poland |Romania |EU-27
Number of enterprises 99.7 . 99.7 99.8 99.6 99.8
Value-added 53.2 51.9 . 48.4 49.6 57.7
Persons employed 72.6 72.2 . 69.8 63.6 67.4

Source: Eurostat, Enterprises by size class — overview of SMEs in the EU, Issue
number 31/2008.

SMEs in Romania are characterized by low productivity and low
profitability. Although profit dodging is widespread in Romania, SMEs with
investment plans and those relying on external financing cannot afford reporting
losses. The high and growing regional disparities regarding GDP per capita in
Romania are reflected in the density and performance of SMEs by region.

3. Legal, economic and institutional context

The research carried out among SMEs in Romania was, to a large extent,
influenced by the macroeconomic environment. The main findings and opinions
heard on the spot mostly confirm the results of the macro-economic analysis
(Hunya, 2009, Hunya, 2009a, Hunya, 2010; IMF, 2009). These can be
summarized as follows®.

While the basic legal and regulatory framework is well in place, the
implementation of the legislative framework is often cumbersome and
contradictory in Romania. Administrative procedures and formalities represent a
resource-consuming burden for SMEs. Another pressing problem is the mutual
indebtedness of companies and especially the payment arrears of the public to
the private sector. The average taxation rate of 28% of the GDP in 2008 was the
lowest in the EU®. This leaves little room to speak of an excessive tax burden in
Romania from the ‘outside perspective’. SMEs claim, however, that taxes are
too high, and this refers first of all to the social security contributions. In fact,
Romania relies more heavily on indirect than on direct taxes, the social security
contribution in particular is relatively high as compared with the EU average,
and this gives companies the impression of over-taxation. The tax rate hikes as
of 1 July 2010° and the decline in GDP will have the joint effect of increasing

3National Institute for Statistics, Anuarul Statistic 2009.

* For a detailed presentation see Hunya, 2011.

5 Eurostat, Taxation Trends in the European Union, 2010.

The measures include a mix of expenditure side measures (cut of public employee salaries by
25%) and revenue-side measures (increase of VAT and tax on interests).
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the fiscal burden to about 31% of GDP, which is considerably higher than two
years earlier but still low as compared with the EU average.

As a result of the current financial and economic crisis, profitability has
declined and the number of SMEs going out of business increased. Most of the
rest fight for survival. Low profits constitute a serious problem for future growth
as retained profits and other own resources are the most important sources of
financing. Also, own resources are very limited in Romania as the net financial
asset position of the population is very weak. The contraction of domestic
demand, aggravated by fiscal austerity measures in 2010, imposes a shift from
the domestic market to exports in the case of SMEs producing tradable goods
and services. However, most Romanian SMEs depend solely on the domestic
market and have no experience with selling abroad.

Romania is in a competitiveness crisis which shows up in a wide foreign
trade deficit. Raising international competitiveness is therefore a target for all
segments of economic policy. Raising the competitiveness of SMEs is part of it.
Nevertheless, small and especially micro-enterprises are characterized by lower
productivity and slower growth of productivity than medium-sized or larger
companies. SMEs, in particular micro- and small enterprises, are not export
oriented and in general not innovative. Support spent on the non-innovative and
domestic market-oriented SME segment may yield lower overall productivity
increases of the economy than support spent on larger entities. Support to micro-
and small enterprises is generally of local importance and part of labour market
policy rather than a competitiveness policy issue. Support to larger projects of
SMEs may be conceived in a way that they provide special support for
participating in innovation and internationalization.

Romania is in an economic recession due to contracting domestic demand.
SMEs are particularly affected as they primarily supply the domestic market.
Development aims targeting an increase in employment or output are often not
feasible for them. The support they need in the present circumstance may aim at
consolidation and not at expansion, i.e. at an increase in efficiency by means of
production cost saving restructuring, adjustment of production to demand and
exploring new markets and products. In this process, neither the output nor the
employment of the company may increase — in fact, it may decrease.

Romania is in a fiscal crisis. Soaring budget deficits prompted a
stabilization policy which introduced austerity across the whole public sector.
The government has also cut spending on SME support programmes, and, in the
current situation, it cannot be reasonably expected to allocate more money to
those programmes in the near future. The budget of the EU support programmes
is given for the whole seven-year period of the financial perspective and may not
be increased to fill the gap left by the vanishing domestic programmes. But
Romania can improve institutions and procedures in order to benefit from a
more rapid flow of support under the EU programmes. To this end, it has to
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ensure the co-financing in those projects where the public sector is the
beneficiary. It may also need to help SMEs accessing loans to ensure their co-
financing. There is a danger that the lack of finances on the part of the
government or the companies may hinder the access to the EU funds. Due to the
financial constraints, a request of SMEs and stakeholders for an increase in
public support to the sector is not really feasible. Raising the volume of support
money from domestic sources is unrealistic on the short run. But international
support may be redirected to cover some of the needs. For the next financial
perspective of the EU starting in 2014, an increase in funds for SME support
could be feasible both from the EU and government resources.

Romania is also in a governance crisis with a weak government, limited
institutional capacity and weak ownership of policies agreed with international
organizations. The economic policy steps are often taken ad hoc, with no impact
analysis, and there is no ex-post evaluation of most of the policy steps either. In
the framework of the current austerity policy, expenditures for government
administration have been cut, salaries reduced. The motivation and efficiency of
civil servants and government offices may have suffered.

4. Research methodology

In order to get an up-to-date view of the needs and capacities of SMEs
manager in Romania we applied a complex research methodology. First, we
went through the available literature and conducted interviews with SME
representatives, consultant companies and public authorities at national and
regional level. Interviews were taken, among others, with representatives of the
national and several regional (judet) chambers of commerce and industry as well
as of local business clubs and consultant organizations. Then, to assess the
opinion of SME leaders, a standardized survey was carried out as an important
instrument for the collection of primary data on the situation, the demands of
and the development barriers to Romanian SMEs. The results of the survey were
verified in standardized interviews and focus groups with consultants and SME
administrators. These focus groups have been organized in the development
regions. In addition, the major commercial banks working with SMEs were
asked about their experience with SMEs in general and about their activities
supporting SMEs in accessing EU funds. The results of the surveys, focus
groups and interviews have been summarized and confronted with the aims,
requirements and implementation practice of the EU funded projects. The gaps
between the needs of SMEs and the EU programmes provided the basis for
policy recommendations.

The companies targeted by the wiiw Survey of March 2010 were about
3500 SMEs recorded on the disk ‘Pro-Business Romania 2010’ of the Romanian
Chamber of Commerce and Industry as well as about 1000 micro-enterprises in
the database of the regional operational programme. The total number of 332
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responses was subject to evaluation. The specific features of the survey sample
ensure that the answers are significant and representative for the purpose of
research (Table 2)’.

Table 2. Size structure of the sample by number of SMESs

Size category % of SMEs in sample 9% of SME in total”
Micro, 1-9 employees 53.9 89.5
Small, 10-49 employees 29.8 8.7
Medium, 50-249 employees 16.3 1.8

1) Active enterprises from industry, construction, trade and other services.
Source: wiiw Survey and Anuarul Statistic 2009, Table 15.3.

The survey contains no loss-makers, it comprises more companies active
in manufacturing and none in trade and financial intermediation and represent
both the more advanced and backward regions of the country.

5. Discrepancy between the conditions of the EU support programmes and
the needs of SMEs

After having assessed the various needs of SME, the research team
weighed the SMEs’ development requirements against the support offered to
them under the SOP IEC and ROP for the period 2007-2013. Gaps were
identified concerning the general design of the programmes, their regional
accessibility and the way the programmes were implemented. These gaps reflect
not only the perceived shortcomings of the programmes listed in this section but
also the weaknesses of SMEs in drafting and implementing programmes (Graph
1).

Gaps were identified between the development needs of SMEs and the
design of support programmes. The needs of SMEs to increase their
competitiveness cover a whole range of areas with very diverse objectives. If
weighing the identified needs of SMEs against the key areas of interventions
(KAISs) and indicative operations (10s) of the EU support programmes, one can
conclude that most needs of SMEs are covered by the current interventions
within the two operational programmes in one way or the other. However, the
way the overall support package was designed and structured is deficient in
supporting the real development of an SME. Basic structural discrepancies
between the needs of SMEs and the design of the support programmes call for a
new design of the programmes.

" For a more detailed presentation of the sample see Hunya, 2011.
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Graph 1. Problems related to accessing structural funds, % of respondents
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Source: wiiw Survey, March 2010.

The purpose statement of the programmes deviates from the business
philosophy of SMEs. It requires that entrepreneurs follow the European, national
and regional strategies and horizontal objectives and be interested in
implementing them. SMEs are required to set up development strategies that
help to reach the socio-economic objectives of the EU, the government or the
local authorities. SMEs are not aware of and cannot follow such goals. They
need to be supported in developing and implementing their own business
strategies to become more competitive and more profitable. Competitiveness and
regional equity could be the general goal of the support programme as the
common denominator for both business needs and government.

SMEs need more comprehensive programmes. Most companies wish to
apply for grants with their real business plan which integrates several needs and
seeks a complex solution. At present, such plans cannot be financed under one
programme but only separately, in the framework of different programmes.
Applying in several KAIs or 10s makes SMEs difficult to keep track,
particularly because the two programmes (ROP and SOP EIC) have different
eligibility criteria and rules are not uniform. For the future financial
programming period more comprehensive programmes would be necessary.

Since currently SMEs have to apply under several programmes, they need
calls that are available in a well-structured order. Currently, the opening of calls
on different 10s under the SOP IEC is not harmonized in time and content. They
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do not provide applicants the possibility to get support in accordance with the
logical time sequence associated with reaching their business objectives. For
instance, permanent application for “support for consultancy for SMEs” would
be needed in order to allow access to this support in parallel with the application
and the implementation of investment projects.

The SMEs’ activities are rather diverse and flexible, which often does not
fit into the predetermined rules of eligibility. SMEs do not see why certain
NACE codes of activity are not eligible. Funds allocated to SMEs are
insufficient for most of the operations as compared to the needs. Romania
spends a relatively small part of the EU funds on SME support. Meanwhile, the
government’s OWn support programmes are weakened due to the lack of budget
financing. Investment financing in particular is in great demand despite the
current financial crisis.

The support of innovative SMEs is insufficient. R&D-related support
programmes finance primarily public institutions with weak relations to practical
implementation. Although SMEs are mostly unaware of the importance of R&D
in their future success, this awareness could be raised by government
programmes.

A gap has been identified between the needs of SMEs and the regional
accessibility of the EU programmes. The high number of projects submitted
under many of the operations addressed to SMEs within both programmes
proves that companies are interested in the financing opportunities offered by the
EU in spite of the problems they face in the application stage and further, during
implementation.

Regional differences in the applications and success rate reveal that more
backward regions need more support to access funds. Backward areas are
particularly undersupplied with information and consultancy. A decentralization
of the funds management of the SOP IEC programmes could bring information
closer to the beneficiaries.

The large size of the Romanian development regions conceals the problem
which is mainly SMEs from regional centres that apply while more remote areas
and smaller towns are in a disadvantageous position.

Technical improvements in the operational procedures are necessary in
the SMEs’ perception. Complaints are mainly addressed to the authorities
responsible for the structural funds and are linked to the information service
provided: difficult communication with authorities and between authorities,
insufficient support and guidance, unclear implementation procedures. SMEs
identify the following major problems (in order of importance):

o reimbursement procedures take too long, which has a negative impact on
the cash-flow;

e itisdifficult to cope with complex application forms and procedures;

o difficulties in obtaining the financial resources to co-finance projects;
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e public acquisition processes are too complicated and are not interpreted
in a unitary way;

o eligibility criteria for financial support are too restrictive in terms of
economic activity;

e starting and closing dates for the calls for proposals are not set in
advance and the time for application may be too short;

e the project evaluation period stated in the guidelines is not respected,

e problems with the cash-flow emerge during the long period of project
assessment;

e implementation procedures are not clear enough.

6. Weaknesses of SMEs in drafting applications for funds and implementing
projects

The process of drafting applications and the implementation of the EU-
financed projects call for a set of abilities and competences on the part of the
SMEs. They must be familiar and comply with precise and strict rules governing
this form of financial support. Before looking for funding sources, potential
beneficiaries have to identify what are their real needs and to define clear and
coherent ideas of what they want to achieve and how. That means that SMEs
need the ability to think strategically and to develop feasible business plans.
From the various sources of information like surveys, focus groups, and
consultations, the research team reached the conclusion that SMEs have major
weaknesses in applying and implementing EU financed projects.

The SMEs’ main weakness is the absence of a coherent development
strategy. Only one fifth of the SMEs have the necessary strategy at hand when
they start the application process for the EU funds. This turns out as a handicap
as compared with those SMEs that have had complete development projects at
hand. Only larger SMEs are having adequate development strategies, while
smaller ones produce — often unrealistic — strategy documents only for the sake
of accessing funds.

Micro-enterprises or smaller SMEs see their main business opportunity in
flexibility and fast reaction to market opportunities. They consider this
behaviour as an asset and see this opinion confirmed in the rapidly changing
circumstances of the financial crisis. They do not agree with the restrictive and
segmented structuring of the support programmes and with the cumbersome
terms and process of accessing them.

What is on the one hand the dissatisfaction of SMEs with the current
support programmes reveals on the other hand their weakness in terms of
thinking strategically. This weakness of SMEs to develop realistic business
strategies and development projects has repercussions for the EU funding.
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Most SMEs lack the experience and internal capacity to do a SWOT
analysis or to write a strategy or a business plan. The development strategies and
projects written only with the purpose of obtaining external grants distort the
support policies and lead to failures in the implementation phase.

The present situation calls for action from both sides: (i) to make at least a
part of the support programmes more flexible and to meet the needs of smaller
SMEs faster; (ii) to increase the capacity of SMEs and of their consultants to
improve the quality of business plans and development projects.

It is a widely held perception that information on the different support
programmes is spread over very many uncoordinated sources, thus not really
accessible for SMEs. Information is worded in a way not understandable for
managers and they receive unsatisfactory explanations from the Managing
Authorities. While the knowledge and skills of SMEs have been developing by
experience, the management of support programmes may also be improved.
Easily accessible information available close to the SMEs and stable, transparent
conditionality could improve the functioning of the support programmes and
support the learning process of SMEs.

Consultants have a key role in the success of applications and
implementation of projects. When applying for funding, SMEs need to ask for
consultancy because they do not understand the requirements stated in the
guidelines and because in most cases those requirements surpass the capacity of
the SMEs to prepare the application in-house. Problems with the availability of
such support can be regional, qualitative and cost related. The weakness of
consultant services may aggravate the weaknesses of SMEs.

The strongest providers are concentrated in Bucharest and in large cities
of the more developed regions. In less developed regions and outside the
regional centres the offer is quite poor. Also, the Managing Authorities and
Intermediate Bodies are centralized in Bucharest, and the ROP-related bodies in
the regional centres. Businesses located outside the centres are not only less
informed but usually also has lower-quality advice for money. The location of
SMEs determines the quality of consultation available.

The cost of consultants, especially of good ones, is too high for micro and
small enterprises. In the ROP, 5% of the eligible cost usually does not cover the
fees asked by consultants for supporting the enterprise in the application and
implementation process. In the SOP IEC project application, 10% of the eligible
cost can cover the consultants’ fees although not entirely in case of smaller
projects.

SMEs have generally weak capacity to draft applications. The lack of
trained staff in the field of application for EU funds (a procedure relatively new
to SMEs) is one of the reasons why so many projects are rejected in the first
stages of the evaluation process. Based on the experience of SMEs and
consultants, the best-quality applications can be prepared by a mixed team
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formed by the company’s experts who will also be in charge of implementing
the project and specialized consultants who know how to write a successful
financing application.

The main problems of SMEs during the elaboration of the projects are
linked to the requirements applicants have to fulfil and to drafting the necessary
documents. As for the requirements, the terminology of the application is only
one of the problems. SMEs have basic shortcomings in identifying themselves
with the development regions and the aims of the EU policies. Instead, SMEs
would prefer to follow their own objective of business development while the
macroeconomic and regional justification should be left to the authorities.

As to drafting the necessary documents, in particular a cost-benefit
analysis, there is a general lack of qualified knowledge in Romania both within
the SMEs and among the consultants. The terminology and the calculation
methods are not properly understood. There is a wide-spread need for capacity
building.

SMEs very often underestimate the collateral problems and risks embedded

in a project application:

e Applicants sign the declaration of engagement to assure their own
contribution to eligible and non-eligible costs and the necessary
financial resources for optimal implementation of the project without
checking before submission the bankability of the project.

o Applicants commit themselves, by signing the application form, to
having the capacity to assure sufficient human resources needed for the
project implementation even if in many cases they do not have it.

e Applicants overestimate their capacity to meet the project’s success
indicators and face major difficulties in achieving them.

e The budget of the project does not usually properly evaluate the risks of
changes in exchange rate, inflation, fiscal conditions.

All sorts of miscalculations may occur. The production capacity of the
acquired equipment in many cases exceeds the demand for products to be
produced. The planned technology may not be the most advanced. The
consultation fees and banking costs can be higher than assumed.

SMEs show further weaknesses during project implementation. Successful
implementation depends to a large extent on the quality of the project
preparation and the input of a full-time project manager. SMEs have to devote
adequate capacity in terms of human, financial and time resources, follow
properly the specific rules and regulations, meet the objectives and attain the
result indicators to become eligible for the final reimbursement. As a major
obstacle, SMEs lack experienced and dedicated staff for implementing projects.
Among the complex procedures in the implementation process, public
acquisition procedures are usually unknown and therefore, by far, the most
difficult for SMEs.
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Most SMEs (from all regions and all sectors) lack own financial resources
to co-finance projects. They often underestimate their self-financing obligations.
Also, the financing needs due to the ex-post reimbursement of costs are often
disregarded.

Even if since recently the beneficiaries may use as guarantees the assets
acquired by the project and may benefit from a pre-financing mechanism, they
still need to raise a credit. SMEs usually turn to banks too late, only after their
project has been approved by the authorities. The level of financial indicators in
the approved project is usually less demanding than those imposed by the banks
for providing a credit. Thus, a large number of approved projects are not
bankable.

SMEs that have already implemented projects financed from structural
funds are more familiar with the requirements and can use the staff from the
implementation team to write new projects. With the experience gained in the
period 2007-2013, SMEs and consultants will be more experienced and skilled
to apply for and to implement EU-financed projects in the next programming
period. Also, the authorities have to undergo a learning process and realize that
serving the interest of SMEs and meeting their demands is in their good interest.
However, SMEs and their consultants may become skilled during the present
programming period, they will need more accessible funding in a structure they
can more easily cope with as well as on-the-spot support of MOs and IBs. An
assessment of the results of that learning process will be necessary towards the
end of the current programming period in order to adjust the programmes and
processes. As for now, the conclusions of our evaluations call for some general
and also rather urgent corrections.

7. Summary and conclusions

The conclusions refer to the support needs of SMEs surveyed in the
framework of this research. We have assessed neither the institutions designing
and implementing the government’s SME policy, nor the Managing Authorities
and Implementing Bodies of the EU programmes. Our knowledge is based
primarily on the views of the SMEs surveyed and interviewed. From these, the
following conclusions follow:

- Most of the SMEs are at a rudimentary stage of skills, organization and
market knowledge as compared with similar economic units in more
advanced EU member states.

- The SMEs’ development aims are rather short-term and not very
complex.

- SMEs lack the knowledge, expertise and staff to participate in complex
tenders and in application processes.
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- Learning by doing is increasing SMEs’ capacity to access external,
including EU funding. Still, they need more simple and transparent
mechanisms which they can understand and cope with. In addition, they
need the support of competent consultants.

The above points have deeper roots and are also of a lasting nature. They
are linked to the level of economic and social development of the country which
is quite low as compared with the more advanced EU member countries.
Medium-term development forecasts do not expect a swift recovery of the
Romanian economy, even if the catching-up process to the average EU GDP
may resume after 2012 (Hunya, 2010). The next EU financial period will not
find the country in a much better shape than it is currently in, thus development
plans can be realistically based on the present knowledge.

Under such circumstances, one can conclude that the procedures related to
the EU funding are too complex and costly for the authorities and a
simplification would be in their interest as well as in the interest of the
beneficiaries. The SMEs’ main demand related to the EU programmes is
therefore simplification in all respects:

- less segmented programmes;

- clearly formulated and simple conditions of application;
- procedural simplification;

- speedier decision-making;

- more flexible conditions during the implementation;

- faster re-imbursement of costs.

A simplified support scheme would fit Romania’s development needs
better than the current segmented and complex one. At the same time, the
capacity of SMEs can be improved to apply for and to implement development
funding by targeted and interactive support. Simplification means bringing the
demands and conditions of the financing programmes closer to the capacities of
the SMEs. This would also be in line with the limited administrative capacity of
government offices. But simplification has its profound limits. Development
support can only go to viable companies where the money is effectively used.
This has to be ensured by the conditions of support. At the same time, one can
also expect an improvement of knowledge based on learning by doing. Both
SMEs and authorities may learn to deal with complex issues while implementing
the EU programmes.
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Appendix: overview of the EU programmes supporting SMEs in Romania

Romanian small and medium size enterprises can directly benefit from the
Sectoral Operational Programme “Increase of Economic Competitiveness” (SOP
IEC) which is one of the seven instruments under the convergence objective for
achieving the priorities of the National Strategic Reference Framework. SMEs
are also the target of parts of the Regional Operational Programme (ROP) the
objective of which is “to support and promote a sustainable balanced economic
and social development of the Romanian regions by improving business
environment and infrastructure for economic growth”. Support goes mainly to
infrastructure and support projects to improve the physical, human and social
conditions but also micro-enterprises of local and regional importance can
access funding.

Priority Axis 1 of the SOP IEC is targeting SMEs directly. The
Framework Document (MEF, 2008) outlines for what purposes SMEs can
receive funding in the following Key Areas on Intervention (KAI):

KAI 1.1 finances productive investments including

- Small investment projects;

- Large investment projects;

- Introduction of international standards;
- Access to new foreign markets;

- Technical assistance, consultancy support to improve the efficiency of
companies.
KAI 1.2 offers access to leveraged financing (JEREMIE) (not functional yet);
KAI 1.3 finances business support services like competitiveness poles,
consultation, clusters.

SMEs are eligible also for the following Indicative Operations in the SOP IEC:
2.3.1. Support for high-tech start-ups and spin-offs;

2.3.2. Development of R&D infrastructure in enterprises and creation of new
R&D jobs;

2.3.3. Promoting innovation in enterprises;

3.1.1. Supporting access to internet and to connected services;

3.3.1. Support for integrated ICT business systems and other electronic business
applications;

3.3.2. Sustaining the development of e-commerce systems, and other internet
based solutions for businesses;

4.2. Valorisation of renewable energy resources for producing green energy.

The ROP segments available for the enterprise sector aim at setting up
enterprises, rehabilitate industrial sites, support micro-enterprises and develop
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tourism. Priority axis 4 of the ROP, “Strengthening the regional and local
business environment™ includes three key areas of intervention:

4.1 Development of sustainable business support structures of regional and
local importance,

4.2  Rehabilitation of unused polluted industrial sites and preparation for new
activities,

4.3 Support the development of micro-enterprises.

While the first two areas improve the local and regional business
infrastructure, the third provides support directly to the smallest SMESs in key
areas of activities like manufacturing, construction and business services. In
addition the ROP Priority Axis 5, “Sustainable development and promotion of
tourism”, the key area of intervention 5.2 “Setting-up, development and
modernization of the tourism infrastructure” can address SMEs among other
eligible entities.

A high number of projects has been submitted under the operations
addressed to SMEs within both programmes by mid-2010 and the total budget
claimed by the submitted projects has been well above the amount allocated for
the support of SMEs. But the amount of funds approved and contracted was only
4.3% of the claimed project value (Appendix Table). The poor results are due to
the inefficient and long project assessment process and to the weaknesses of
SMEs to write proposals fulfilling the requirements impost by the managing
authorities. The latter aspect will be subject to the main part of this paper.

Appendix Table

Value and number of project submitted and contracted in the SOP IEC by
development region, 31 June 2010

Total Sud Sud- Sud- Vest Nord- | Nord- | Centr Bucur
Est Vest Vest Est u esti-
lifov

Value of projects 19985 | 1407 1717 2293 8262 1771 1353 1832 1350
submitted, RON million
Value of projects 868 112 229 105 85 94 15 122 106
contracted, RON
million
Number of projects 3750 377 387 316 302 617 542 721 488
submitted
Number of projects 929 91 95 98 61 139 142 176 127
contracted

Source: Managing Authority for SOP EIC.




