Follow up to the European Parliament resolution on improving access to finance for SMEs, adopted by the Commission on 8 May 2013
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5.
Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)

6.
Brief analysis/assessment of the resolution and requests made in it:

Parliament welcomes the Commission Action Plan and calls for a differentiated approach to improve SMEs' access to finance, taking into account the country-specific circumstances. The resolution asks for a thorough implementation of the SME test and the ‘Think Small First’ principle at EU and national level.

Parliament welcomes the new funding programmes proposed by the Commission. However, the Parliament believes that the financial envelope for financial instruments under the COSME Programme and under Horizon 2020 should be substantially increased compared to the Commission proposals. The resolution calls for at least 20% of the Horizon 2020 budget to be allocated to financing innovation in SMEs. The resolution emphasizes the need to develop a broad range of tailored EU programmes and financial instruments, ranging across equity, quasi-equity and debt instruments.

Parliament welcomes the Erasmus for Young Entrepreneurs’ programme and the Late Payments Directive. The European Parliament also considers it essential to inform entrepreneurs about training initiatives, EU funding and programmes for SMEs at national and regional level.
The resolution calls on the Commission to foster the sharing of best practices to increase the transparency of lending practices, to improve the financial knowledge of entrepreneurs as well as to promote incentives to use household savings for the financing of SMEs.

7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:

The Commission welcomes the overall support expressed by this resolution, and shares the ambition of taking appropriate actions to improve access to finance for SMEs.

General issues

The Commission recognises the important role that SMEs play in the European economy and is strongly committed to improving their access to finance. The Commission shares the objective of a thorough implementation of the SME test and the ‘Think Small First’ principle at EU and national level. As announced in the Small Business Act
 and the review thereof the Commission committed itself to assess the impact of forthcoming legislative and administrative initiatives on SMEs (“SME test”).  The Commission encourages Member States to apply the ‘Think Small First’ principle and regularly monitors Member States' progress such as during the Europe 2020 exercise and the European semester.
The future European strategy for SMEs will focus on the promotion of SME-friendly activities across the full range of EU policies and programmes. The next multi-annual financial framework is designed to facilitate the participation of small businesses in funding programmes, for example by simplifying rules, reducing the costs of participation, accelerating award procedures and providing a "one-stop shop" to make life easier for the beneficiaries of EU funding.

Support to SMEs' competitiveness will also be one of the main priorities of the European Structural and Investment (ESI) Funds for period 2014-2020: it will be part of the four thematic objectives on which Member States will have to concentrate a substantial share of their allocation. In parallel and as a prerequisite for programming, Member States will need to fulfil a set of conditions to get support from the European Regional Development Fund to promote entrepreneurship, in particular by facilitating the economic exploitation of new ideas and fostering the creation of new firms, including through business incubator.
The Commission adopted a comprehensive set of measures to address the current tensions in financial markets whilst also safeguarding the flow of credit to the real economy. In the context of implementing the EU State aid guidelines, the Commission regularly assesses the restructuring plans of financial institutions and ensures that their SME lending activity is preserved. In May 2012, the Commission set out an ambitious State aid reform programme. The Commission plans to update a number of state aid guidelines in 2013 and 2014 with a view to support growth, streamline rules and also simplify the treatment of smaller cases – in particular SMEs.

The diversity of Small and Medium Enterprises

Europe has been providing a balanced mix of flexible financial instruments ranging from debt, quasi-equity and equity products under the current programme period (2007-2013), essential in addressing the diverse financing needs of SMEs at the different stages of development.
 As noted by the resolution, EU financial instruments are demand-driven, country specific and tailored to the specific needs of SMEs.

EU financial instruments have provided very positive results so far. By the end of 2012, more than 200.000s SME benefitted from the instruments of the Competitiveness and Innovation Framework Programme. The CIP financial instruments have facilitated a loan volume of EUR 12.5 billion and venture capital investments of more than EUR 2.2 billion. In the field of Cohesion Policy, by the end 2011, a total of 531 financial engineering instruments for enterprises had been set up in almost all Member States
. The total value of operational programmes contributions to all funds amounted to EUR 8 903 million, including EUR 5 753 million of Structural Funds (ERDF+ESF). Financial products offered to enterprises include loans, guarantees, equity/venture capital and other products (such as interest rate and guarantee fee subsidies).

In addition, the European Investment Bank (EIB) provided EUR 13 billion of financing to over 200.000 SMEs in 2012 alone. These operations are complemented by the European Investment Fund’s (EIF) SME equity/mezzanine and risk-sharing operations. In 2009, the EIF launched the €1 billion Mezzanine Facility for Growth to be invested in hybrid debt /equity funds throughout Europe, for high growth SMEs and Midcaps, with a view to playing a catalytic role in this market segment.  In March 2012 the EIF has also launched the European Angels Fund providing equity to Business Angels.

The Commission shares the Parliament’s view on the importance of facilitating access to finance to disadvantaged people. The financial instruments of the Competitiveness and Innovation Framework Programme, Structural Funds and the Progress Microfinance Facility provide financing to micro-companies and disadvantaged people. Technical assistance under JASMINE as well as the promotion of the code of good conduct for microfinance institutions has further helped to improve access to microfinance in Europe. Under the EU Programme for Social Change and Innovation (2014-2020), a specific Microfinance and Social Entrepreneurship Axis will support notably microfinance for micro-enterprises, the build-up of institutional capacity of microcredit providers and financing for the development of social enterprises.

The Commission agrees that for growth-oriented SMEs a revived venture capital market would be essential, and looks forward to the final agreement by the Parliament on the proposal to create a specifically regulated Venture Capital Fund.

The Commission agrees that stock markets play an important role but notes that SME listings are very small in terms of number of trades, turnover and liquidity.
 To improve SMEs' access to capital markets, the Commission proposed a number of regulatory initiatives. The reviews of MiFID, the Market Abuse, Transparency and the Prospectus Directives make SME markets more visible as well as reduce burdens and costs on SMEs by simplifying reporting requirements.

In addition, the Commission, together with the stakeholders, will launch in 2013 an online information guide for companies aspiring to go public and a European small cap awards to promote SMEs' access to capital markets. By the end of 2013 the Commission will also assess viable business models that could be used on a commercial basis for the provision of research on listed SMEs.

Vulnerability of SMEs

In order to accelerate the implementation of the Late Payments Directive, the Commission has launched in 2012 an information campaign in all EU Member States. The Commission has also established a structured dialogue with financial institutions and SME organisations under the SME Finance Forum to monitor financing trends, discuss new ideas to improve access to finance and exchange good practice. The Commission has also established the Network of SME Envoys to promote SMEs' interests, monitor implementation of the SBA at national level and exchange good practice
.

Professionalising entrepreneurship

The Entrepreneurship 2020 Action Plan adopted by the Commission in January 2013 is a call for joint action on the part of the Commission and by administrations at all levels across Europe to reignite the culture of entrepreneurship across Europe.

Female entrepreneurship is clearly a source of untapped potential for jobs and growth and the Action Plan proposes a range of measures to support women who want to found and run their own businesses, including a European on-line portal and measures to be taken at Member State level. The Action Plan underlines the need for honest bankrupt entrepreneurs to have a 'second chance' and anticipates further work in this area jointly with the Member States.

The Commission shares the view that SMEs would greatly benefit from easier access to information about EU and national funding programmes at local and regional level. The Commission recently launched a single multilingual web portal covering all sources of EU finance and information about national sources of finance.
 In 2013 the Commission will launch an information campaign in the Member States to promote the use of guarantees and venture capital with a particular focus on new EU financial instruments (2014-2020). In May 2012 the Commission organised a training session on access to finance for members of the Enterprise Europe Network. Further steps will be taken to reinforce the financial advisory capacity of the Enterprise Europe Network in order to provide SMEs with better information about the different sources of finance.

Transparency

Several Member States have taken action in order to enhance the transparency of the lending process, such as national lending codes or credit mediation. In some Member States, the scope of the Consumer Credit Directive has been extended to small enterprises.
 While these various models may reflect different national circumstances, there is scope for an overall enhancement of their functioning. The Commission will promote the exchange of good practice within the SME Finance Forum and Network of SME Envoys. Member States as well as financial institutions are encouraged to adopt national codes of conduct and guidelines to improve transparency in the lending process.
There are already provisions in place that allow SMEs to request information from banks about their rating and scores
. It would be important to fully implement these provisions in practice. By the end of 2013 the Commission will assess the functioning of national measures to allow SMEs to request from the banks their rating, as well as evaluate different rating methods including qualitative rating to improve the lending process.

The Commission does not plan to create a single identification number nor a single European database for the more than 20 million European SMEs
. However, the Commission recently proposed to study the possibility of introducing an EU Tax Identification Number
. Moreover, Directive 2012/17/EU
 of the European Parliament and of the Council requires the establishment of a unique identifier for limited liability companies. This identifier is aimed at ensuring the interoperability of central, commercial and companies registers and the cross-border electronic communication between them.

New ways of funding

The Commission welcomes the support of the European Parliament for the proposed EU financial instruments in 2014-2020. The Commission shares the view of the Parliament that EU funding for SMEs and the provision of a wide range of financial instruments to address the specific financing needs of SMEs tailored to national circumstances and different stages of development should be further developed.

The Commission has proposed a Loan Guarantee Facility which will provide guarantees and other forms of risk-sharing to improve lending to SMEs under the COSME Programme and an SME window under Horizon 2020's Debt facility. The EU debt financial instrument will also enhance access to finance in the European cultural and creative sectors under the Creative Europe Programme, as well as support microfinance under the EU Programme for Social Change and Innovation.

The Commission has proposed a reinforced and expanded Equity Financial Instrument to improve SMEs' access to venture capital, mezzanine financing and other risk financing, from their early stage (including seed) to their growth stage. The equity financial instrument will be funded by the COSME Programme and by Horizon 2020. The Council reached a partial general agreement for COSME and Horizon 2020 in 2012.

Furthermore, the scope of the financial instruments under the Cohesion Policy 2014-2020 will be enhanced, by extending their scope and by rendering their implementation frameworks more flexible and effective.

The EIB Group promised to continue supporting the growth of SMEs through its wide range of debt and equity products. Following the decision of Member States to increase the EIB’s paid-in capital by EUR 10 billion, the EIB Group will significantly step up its lending activities for the 2013 to 2015 period to support the recovery of growth in Europe. The EIB will lend an additional EUR 60 billion over the next three years to promote sustainable growth and jobs, bringing annual lending volumes to EUR 65-70 billion. In particular, the EIB Group will strive to expand its support for SMEs to the range of EUR 10-15 billion and to broaden the variety of its distribution channels and products.

The Commission together with stakeholders will look at ways to address the opportunities and the challenges offered by new forms of financing such as crowd-funding, including whether and to what extent regulatory action at EU level may be needed and useful.

The Commission will further discuss the proposals made by the European Parliament within the SME Finance Forum and Network of SME Envoys.
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