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Dear Minister of Economy and dear State Secretary,

Dear President of the Slovenian Chamber of Commerce

Dear Excellences,

Dear entrepreneurs, dear participants,

Ladies and Gentlemen,
It is a pleasure to be here with you today and to address you on the issue of small businesses and their financing. This is one of the most important issues in the economic policy of any country, because small businesses are the key building blocks of any economy. 

This is true for Europe overall, where SMEs represent over two thirds of private sector employment and account for some 60% of gross value added. 
And it is even more true for Slovenia, where the SMEs' contribution both to employment and value creation is about 5 percentage points higher than the EU average. 

[image: image2.png]SMEs in the EU

all companies
= employ 66.5% of all private-
sectorworkforce.

= Slovenia
= 115,000 SMES
= 72% of all private-

Sector workforce
= Very flexible

= Stable employer, source of organic
‘growth and innovation

Share aftotal number of €U companies





In short SMEs are the backbone of the economy - in Slovenia, as well as in all other European countries.

And SMEs are a very good backbone of the economy. 
By definition, they are small which makes them flexible. 
They can react fast to a changing environment and they can adopt innovations quickly. 
And they are a stable source of employment with close ties to local communities. 

In short, SMEs are the engine of growth and job creation – and, just as a parenthesis, I was very pleased to see in the Commission's spring economic forecast published on 5 May that Slovenian economic growth for 2015 should reach a very solid 2.3%, undoubtedly also thanks to the contribution of Slovenian SMEs.

This is why SMEs are – and rightly so – in the centre of policy-makers attention. 

If we, as policy makers, wish to design policies that improve employment and make it more stable; if we want innovative, flexible and resilient economies; we must work with the key employers, innovators and stabilisers of our economies – we must work with – and for –  SMEs. 

It is therefore essential to make sure that SMEs have the right environment and appropriate access to financing – to get established easily, to start operations and to fund their day-to-day activities, investments and growth. Then, they will be able to organically grow, create jobs and innovate, for the benefit of the whole economy. 
Our surveys, as well as independent studies show that limited access to finance, both for working capital and for investments, is a key problem for approximately 20% of European SMEs. 
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The magnitude of this problem is different for companies of different sizes and in different sectors. It also varies significantly from one EU member state to another. 
Generally however, the smaller or younger the companies are, the bigger are the problems they face with access to finance. 

The studies also show us that the problem has become more severe with the financial crisis, and it had not improved substantially afterwards. 

It is a little bit of a paradox: Nowadays, banks have access to very cheap liquidity thanks to very favourable ECB rates. And yet, this does not translate into an abundance of cheap loans to SMEs in many EU economies.
In fact, banks have become more risk-averse, as they deleverage, repair their balance sheets adapt to regulatory changes and deal with large volumes of non-performing loans. They seek collateral, and often tend to avoid small businesses where they cannot assess the risk profile easily. Or they charge high risk premia, so that the resulting interest rate on loans is high.
This is a situation that affects many European countries, unfortunately including also Slovenia. This is partly linked to a reduced cash-flow capacity and high indebtness of the Slovenian corporate sector and also a relatively high level of corporate non-performing loans on banks' balance sheets. 
The Commission's country report on Slovenia, published on 25 March, concluded that: "bank lending continues to deteriorate for SMEs" and noted that "the number of SMEs reporting a deterioration in the willingness of banks to provide loans has increased substantially and is one of the highest in the EU."
To tackle the problems SMEs face in getting access to finance in the EU, we have a dual approach. 
Firstly, we focus on the eco-system in which SMEs live and obtain financing. And secondly, we help with the financing itself.
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As regards the eco-system, the Commission endeavours to make sure that the macroeconomic environment in Europe is conducive for strong financial markets. In this respect, key macro-economic policies and structural reforms have been put in place in reaction to the crisis, that allowed the euro area and Europe to come out of the crisis with a much healthier and capable fiscal and regulatory environment. This creates the right environment for stronger banks and other market players. 
This issue also resonates in Slovenia, as the Commission's country report notes in one of its conclusions that boosting long-term profitability and reducing non-performing loans in the corporate sector will make for a healthier banking sector. 

While the same type of SME should in theory have the same access to funding anywhere in the euro area, we see huge differences among Member States. 
And we are tackling this fragmentation of the European banking market with our work on the Banking Union, which aims to create a truly single market for lending across all of the 28 EU Member States. 
In a similar vein the Commission is also working on the Capital Markets Union, and one of the work strands is to establish a truly European venture capital market that would provide equity to SMEs. To achieve this, legislation that makes pan-European fundraising much easier for European venture capital funds was adopted in 2013, and a regulation on Long Term Investment Funds will enter into force in the coming weeks. In fact today, another Commission colleague is presenting the Capital Markets Union at another Finance conference here in Slovenia, in Portoroz.
In fact, looking at the capital markets we see very positive development in venture capital activities in Slovenia, and an impressive level of start-up activity in this country, with a very positive impact on jobs and growth. To enhance it even further, I hope Slovenia will be able to attract greater inflows of cross-border venture investments and that given the constraints on bank financing, other financing models, such as business angel investment will gain ground. And just to confirm that there is vibrant activity in this sector in Slovenia, as there is yet another conference, the PODIM conference in Maribor, starting tomorrow, where start-up financing will be covered by other Commission speakers, and many finance and business professionals. 
One of the key issues for SMEs is to have access to relevant information and networking possibilities. 
In this respect, the Commission very much appreciates the work of organisations such as our host today – the Chamber of Commerce and Industry of Slovenia, and its peer organisations all over Europe. 
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We are proud that Chambers of Commerce, including the Slovenian Chamber, alongside other partners, are members of the Enterprise Europe Network. This network, originated by the Commission, interconnects more than 600 business support organisations, technology centres, research institutes and development agencies from over 50 countries. 
Most of them have been supporting local businesses for a long time. They know their clients' strengths and needs - and they know the EU. 
Through this network, local business support organisations can help SMEs find business partners in Europe but also in other parts of the world, inform them about access to finance and public support programmes or assist them in licensing or sourcing new technologies.

But I think I have said enough about creating conducive ecosystems and environments. 
They are key, but we also need to focus on the actual provision of financing to SMEs. 
In the last five years, European SMEs have faced a substantial annual market gap in debt financing, in an order of 100 billion euros. The gap has become wider with the financial crisis. In addition, the European venture capital industry has shrunk in the recent years, to only one quarter of its 2006 size. 
Our task is to fill these gaps, at least partly. 
Since 1958, the European Union has had the European Investment Bank, a long-term financing institution that has support to SMEs as one of its objectives. Since 1994, the EU also has the European Investment Fund which focuses on support to lending and equity investments, exclusively targeting SMEs and small mid-caps. 
These are key institutions for SME financing at the EU level. Just to give you an example, in 2014, the European Investment Bank provided more than 22 billion euro in loans to SMEs and small mid-caps. 
In the same year the European Investment Fund issued some 1.6 billion of guarantees on SME lending and securitisation and invested 1.7 billion in funds targeting SMEs, and these activities mobilised approximately 14 billion of funding to European SMEs. 
And both these institutions are actively cooperating with their Slovenian partners, the Slovenian Development Bank and the Slovenian Enterprise Fund.
But we do not rely on the EIB and EIF balance sheets to take care of SME financing. A significant part of the EU budget is dedicated to finance SMEs. 
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I could, of course, speak about grants to SMEs: grants for particular purposes such as research or environmental projects, et cetera. 
Grants are useful in many areas and they are the primary way through which the EU delivers financing. But today I wish to specifically look at a different way of financing ----- financing that we deliver to European SMEs in partnership with the financial markets.
I wish to focus on what we call financial instruments. 
By this we mean guarantees stimulating the provision of debt finance to SMEs. 
By this we also mean investments in funds that provide equity to SMEs. 
And last but not least, we also mean various types of risk-sharing arrangements that bring together public and private resources to support funding of SMEs. 
The challenge for us is that public budgets in the EU have constrained resources to help SMEs. 

Under these conditions, we need to achieve more in terms of access to finance with less money available.

We believe that the use of financial instruments provides a good response to this challenge, because they provide 3 kinds of leverage.

Firstly, they provide Financial leverage – this means they manage to multiply our public resources by attracting private money.

Secondly, they provide Policy Leverage – this means they are implemented through a cascade of intermediaries and these market players act in line with public policy objectives.

And thirdly, they provide Institutional leverage – this means that they can mobilise resources – human and other – and the know-how and technical expertise of that the financial markets have, for the benefit of implementing EU policies.

The EU financial instruments have existed in various forms for some 20 years. 
They come in two forms: one is guarantees or risk-sharing for bank loans to SMEs, and the other is venture capital that stimulates the provision of equity to highly innovative SMEs in the early and expansion stages of their life-cycle. 

[image: image7.png]1998-2013: EU Financial Instruments for SMEs

Debt Financing
O7SHE Cuarantes Facility
2007.2013:Sofar sppr EUR 355 f U budgegenaread EUR 10,30 ofending to
365,000 SHES, velumesare increasng fast.

0 Risk-Sharing Finance Faciity (RSFF)
'2007-2013: Dedatedguarante for SHE, supporig lending of 2.8bn toresearch and
nnovation mtense HES and small mid cape;

B estments in venture captal funds
'2007-2013: Sofar, EUR 553m of EUrasources generated EUR 3bn of total investment.
‘olume 3vailble, amourts growing ast 458highly innovatve SES coverad sofar.

In addition
T Structural Funds

'2007-2013: EUR 11, bilion dadiatad ofinancil nstrmentsfor SMES




In the previous financing period, that is between 2007 and 2013, the EU budget allocated some 1.5 billion euros to financial instruments to help SMEs get access to finance. 
The implementation of these instruments is still ongoing and it is expected that these instruments will mobilise new finance of EUR 32 billion and support about 400,000 SMEs including start-ups, micro-enterprises, innovative and high-growth businesses as well as mainstream SMEs. 
And this support has been available in Slovenia and has been used. 
We have a good cooperation with the Slovenian Enterprise Fund, that benefits from an EU guarantee to support lending to SMEs, and so far, under the EU guarantee, some 900 Slovenian SMEs have received loans for more than 240 million euro through the Fund. 
Looking ahead, we hope that more Slovenian businesses will be able to benefit from the EU support. We have now the new generation of financial instruments for SMEs in the EU, that are financed by the EU budget in the period 2014-2020.
Three main sources of EU support for SME financing are available in this period.
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Firstly, it’s the support provided under the European Structural and Investment Funds. Secondly, there are the centrally managed EU-level instruments. And thirdly, substantial support will be available under the new Investment Plan for Europe, with dedicated support to SMEs.

Under the Structural Funds, up to 20% or 57 billion euros from the European Regional Development Fund can be used for SMEs, including their access to finance. The implementation is decentralised and in the competence of national or regional Managing Authorities, but we see a clear trend in an increase of the use of financial instruments. While under the previous generation some 11.5 billion euros of Structural Funds money was channelled through financial instruments, now already 23 billion is earmarked for financial instruments, and the aim is to reach 30 billion for financial instruments.
As regards EU-level instruments, this concerns in particular the COSME and the Horizon 2020 programmes which have more budget available than their predecessors to support SMEs. 
COSME should commit some 1.4 billion euros to financial instruments for SMEs by the end of 2020, and Horizon 2020 may even have a slightly higher amount for SMEs, at least 1.5 billion.
Currently, three financial instruments are operational under these programmes. 

Firstly, COSME provides guarantees or counter-guarantees that aim to boost lending to riskier SMEs in all sectors of the economy.
Secondly, COSME also invests in equity funds that provide funding to SMEs in their growth and expansion stages.

Thirdly, Horizon 2020 supports a guarantee facility that is known as the InnovFin SME Guarantee, which provides guarantee on lending or leasing to SMEs and small mid-caps that are involved in research or that are innovative.

These three financial instruments will soon be complemented by another facility under Horizon 2020 that will support equity investments in SMEs in the start-up and early stages of their lifecycle. COSME and Horizon 2020 together will therefore soon cover the full spectrum of financing needs of businesses with a high growth potential, from their start up, all the way to the expansion stage.

Furthermore, in the coming months facilities focusing on microfinance and socially responsible investments will also be added, supported by another EU programme called EaSI.
All of these financial instruments are implemented through a cascade of intermediaries. The Commission entrusts the day-to-day management of the instruments to the European Investment Fund and the European Investment Fund then signs agreements with financial intermediaries such as banks, leasing companies or equity funds, which then provide financing to SMEs.

These instruments are demand driven, with no pre-allocation to any country or sector. That means that financial intermediaries from any country can apply if they consider the conditions interesting and applications will be processed as long as the instruments have budgetary resources still available. 
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So, if I am an SME, how can I find out what is on offer in my country? 
The simplest thing to do is to use the access to EU finance website, which gives an up-to-date overview of all the financing products that benefit from EU support. In just 2 clicks, you will be able to see what is on offer in Slovenia.
It is important to highlight that these instruments are complementary to the financing provided by individual EU Member States and their regions. Therefore similar and substantial financial instruments exist in parallel in many EU countries, including Slovenia where the SID Banka and the Slovenian Enterprise Fund are especially active in this area. 
BUT all these instruments combined, that is those funded from the EU budget, through structural funds or through national or regional budgets, do not have sufficient resources to fill the market gap that SMEs are facing in Europe.

Therefore, the investment plan for Europe, that was announced by Commission President Juncker towards the end of last year, will pay a special attention to SMEs and their access to finance.
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In fact, the plan foresees that the European Fund for Strategic investments, or EFSI, that is one of the pillars of the investment plan, will have a dedicated window for SMEs and small mid-caps.
This window will have a total size of 5 billion euros, with one half, that is 2.5 billion provided by the European Investment Bank at its own risk, and the other 2.5 billion backed by the EU Guarantee under the New Investment Plan.
The basic principles for the support of SMEs under the new investment plan is that the financing will be

· Additional - this means that it will come in addition to the support that the current or already planned programmes would have provided in the same period

and

· It will also be sustainable, that means that it should generate revenues that broadly cover the risk

and

· It will address market gaps and cover the financing needs both in the area of equity as well as debt, and also for all types of SMEs and small mid-caps, in different phases of their development, from start-ups, all the way to more established and mature companies that wish to expand further. 

The set of products that will be offered will draw on the experience the Commission has with financial instruments. 
This means that these products will be offered via financial intermediaries, mostly in the form of guaranteed lending or leasing or equity investments. SMEs will therefore benefit by being able to access guaranteed loans from banks in Member States or equity investments from funds.
The Investment Plan for Europe will give a rapid boost to the loan guarantee products that already exist, but we will also develop new products or use risk-sharing to significantly enhance the volume of products where the Commission's budget is limited.  
So what impact can you expect?

It is foreseen that the SME Window in total will mobilise more than EUR 75 billion of investment by SMEs and small mid-caps and support around 185,000 businesses.
And the Investment Plan is already delivering its first tangible results in SME financing, even before the adoption of the underlying legislative act. Indeed, the European Investment Fund is already approving and warehousing guarantee operations that will later become part of the portfolio of the Investment Plan. 

This means that already in the coming months the first financial intermediaries will start providing loans and leasing to SMEs and Small mid-caps that will be guaranteed by the EIF under the investment plan.
To start with, we will work in tandem with the existing instruments under COSME and Horizon 2020 to roll out support faster. In addition, new products, that will complement COSME and Horizon 2020, will be launched in late 2015 and in 2016. 

Clearly, the new Investment Plan is a great opportunity to enhance SME financing in the EU. It is an ambitious plan with an ambitious timeline, but it has the potential to help SMEs grow and boost job creation. 

The EU has a long tradition of using financial instruments to reach out to SMEs. We will use time-validated mechanisms and instruments that address the most prominent needs. 

However, to succeed in delivering the support under the SME Window, we do not only need the Commission, European Investment Bank or the European Investment Fund to be ready with the products. The success hinges on financial intermediaries such as promotional or commercial banks or venture capital funds applying for the support and on business associations and public policy players providing information and supporting the implementation. 
Let's therefore work together.

Together, we can reach out to SMEs and offer them the support that they deserve. In the same way as their European peers, Slovenian SMEs are doing great things, creating jobs and helping to make the economy more stable and resilient. They are innovating, delivering good products and services and providing local employment.

In this respect, I wish to thank you for the support that you have provided so far. I hope that Slovenian financial intermediaries will find the instruments that are on offer interesting and will actively use them. And I am certain that Slovenian SME associations will keep supporting and informing SMEs about all the support available. 
We all have a common goal: prosperous and thriving SMEs, in Slovenia and elsewhere in Europe. We try to serve them with the Structural funds and with EU financial instruments and I am confident we will serve them even better with the new financing instruments under the investment plan for Europe.
Thank you.
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