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Resumo

O objetivo deste artigo € analisar empiricamente o impacto dos Fundos
Estruturais Europeus utilizados no financiamento e competitividade das
pequenas e médias empresas portuguesas. Algum estudo empirico foi ja
efetuado relativamente ao impacto dos Fundos Estruturais Europeus em varios
paises europeus, especialmente em termos macroecondmicos, mas a analise
centrada no impacto microecondmico nas pequenas e médias empresas tem sido
aparentemente menosprezada. Este artigo procura preencher, particularmente
para o caso de Portugal, focando-se nas pequenas e médias empresas elegiveis
para Portugal 2020. Utilizando uma metodologia de dados em painel e
considerando uma amostra nao equilibrada de 228 empresas elegiveis para o
Portugal 2020 no periodo 2015-2019, os resultados indicam que as pequenas e
meédias empresas financiadas pelos Fundos Estruturais Europeus, neste caso o
Portugal 2020, tendem a apresentar um desempenho superior em certos
parametros e, consequentemente, estes fundos aparentam ser uma opgao de
financiamento que as empresas com projetos elegiveis deverdao ativamente
considerar. Assim, os resultados deste trabalho contribuem para esclarecer o
impacto positivo dos Fundos Estruturais da Uniao Europeia na competitividade
das pequenas e médias empresas, o que é uma questao relevante nao apenas para

os gestores, mas para a propria sociedade em geral.

Palavras-chave: consultoria; estrutura de capital; fundos estruturais; dificuldade
de financiamento das pequenas-médias empresas; pequenas-médias empresas;

Portugal 2020






Abstract

The objective of this paper is to empirically determine the impacts of
European Structural Funds used on the competitiveness and financing of
Portuguese Small-Medium Enterprises. Some empirical studies have already
been carried out regarding the impact of European Structural Funds in several
European countries, especially in macroeconomic terms, but the analysis focused
on the microeconomic impact of Small and Medium-sized companies has been
less studied. This paper fills that gap, particularly in the case of Portugal,
focusing on eligible Small-Medium Enterprises for Portugal 2020. Using a panel
data period methodology and considering an unbalanced sample of 228 eligible
firms for Portugal 2020 for the period 2015-2019, the results indicate that Small-
Medium Enterprises financed by European Structural Funds tend to present a
better performance in certain parameters and, consequently, these funds seem
reasonable financing option for companies eligible for Portugal 2020. This paper
gives a contribution to clarify which are the impact of European Union Structural
Funds on Small-Medium Enterprises competitiveness, which is an important

issue not only for managers but for all the stakeholders.

Keywords: consultancy; capital structure; financing difficulties for Small-

Medium enterprises; Small-Medium enterprises; structural funds; Portugal 2020

Numero de Palavras: 9931
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Introduction

The present work constitutes the internship report, at FI-Group Portugal,
carried out in the context of the master’s in finance at the Portuguese Catholic
University of Porto. The internship lasted six months in the Technical
Department.

The paper aimed to describe organizational experienced and to carry out
a reflective observation of the impact of the European Structural Funds on the
financing of Portuguese Small and Medium enterprises.

The objective of the internship is the possibility of acquiring practical
knowledge inherent to financial consultancy, execution of financial and
valuation knowledge, essentially in raising funds (e.g., Portugal 2020), deepening
the theoretical knowledge already acquired during the master’s in finance.

In Portugal, more than 90% of Portuguese companies corresponded to
Small-Medium Enterprises (INE, 2022), in which one of the main difficulties for
them is to obtain financing and set effective management of their resources (R.
Castellanos, 2001), influencing their financial structure.

The one of main alternative funding sources provided is the integration of
criteria from the European Structural Funds to motivate their competitiveness
and minimize the funding gap. A part of that policy is the financing of Small and
Medium-sized enterprises from the structural funds for purposes of their impact
on economic development (V. Sergej, 2016). In this way, companies apply for
these funds to have access to new opportunities.

First, the report will seek to analyze the intern and external environment
of the company, finding key factors and decisions that impact it and the FI-Group
itself. Additionally, it will address an overview of the exercises performed during

the internship in accordance with the established objectives.
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An attempt will be made to understand the impact of these services
provided by the FI-Group, the capture of support on the financing of small and
medium-sized enterprises. To this end, the report will analyze the results of a
sample with projects financed by European Structural Funds, more specifically
Portugal 2020, between 2016 and 2018, with the results before and after the
implementation of the project itself and with a benchmark.

Finally, this report concludes with the systematization of the main
empirical evidence, as well as the limitations and difficulties encountered during

this study.






Chapter 1: The Internship in FI-Group

1. The FI-Group

The FI-Group is a multinational with more than 20 years in the market,
present in more than 10 countries, it is a reference in innovation management and
in raising funding for Research & Development (R&D) projects. Its business aims
to help its customers, from small to large companies that are a reference in the
most diverse areas of activity, to develop their innovative ideas by obtaining

national and international tax incentives or subsidies.

The Presence of the FI Group fi

Figure 1: The presence of the FI-Group around the world

The team counts on the dedication of more than 1200 professionals spread

over 12 countries through 40 international offices (Figure 1). With the group's
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headquarters in Spain, the FI-Group has grown continuously over the last year.
Developing international activity first in France and then in Portugal. Through
the experience gained in Europe, it reinforced its international presence by
providing services in Belgium, United Kingdom, Canada, United States, Brazil,
Chile, Italy, Colombia, and Japan. In Portugal, it has settled two offices in the
cities of Lisbon and Porto, with more than 80 employees.

The FI-Group is committed to Research+Development+Innovation as the key
to changing the present and improving the future of society, allowing to
participate in research, development, and innovation of our country in all sectors.

The company stands out in the Portuguese market because it is part of the
COTEC Innovation Network!, the main Portuguese business association for the
promotion of business technological innovation and cooperation. It is also the
only company in Portugal with authorization to publish the Frascati Manual? that
brings together different methodologies to economically evaluate and promote
R&D.

Additionally, the company is guided by its friendliness, professionalism, and
honesty. The entire team is made up of people who constantly strive to improve

professionally and personally, with enthusiasm and passion.

2. The FI-Group’s structure

The FI-Group, founded by Xavier Cazabon and Frédéric Bouté, in 2000, in
Spain, is present in several countries, as such has a more complex

organizational structure.

! The Small-Medium Enterprise Innovation Network COTEC's mission is to contribute to collaboration
between innovative companies operating in different sectors of activity, through a set of different
instruments made available by COTEC.

2 The Frascati Manual is considered the bible of innovation, a document published by Organization for
Economic Cooperation and Development.
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2.1. The FI-Group’s Portugal Structure

In Portugal, the company's image has changed over time, starting as F-
Iniciativas. Currently, it is called FI-Group Portugal and with a new image

(Figure 2).

group

Figure 2: The current image of FI-Group

In terms of FI-Group’s Portugal structure, the firm has the following (Figure

3):
i
[
= |

[ = i

Figure 3: The FI-Group's Portugal Structure

23




The company has two offices in Portugal, one in the city of Lisbon and the
other in Porto. Lisbon is considered the headquarters of Portugal, where the
Financial, Administrative, IT, and HR departments that rule Lisbon and Porto,
are present. And both offices have commercial and technical departments.

The Commercial Department is responsible for coordinating the company's
services sales activities. From this point, the first contact with the client is
established, the services to be provided, and the provision of the contract is
foreseen.

The Technical Department is responsible for the FI-Group core business, the
consulting service. This department is divided into teams and composed by two
components: the technical and financial components. The technical side, made
up by engineers mainly, seeks to streamline, articulate and, develop solutions
and technical reports of projects by customers from the most varied areas (e.g.,
Information Technology (IT), electronics, chemistry). On the other hand, the
other component carries out the monitoring and consultancy of the financial part
of the project, since feasibility, justification, analysis, and expenses of the project.
Therefore, the FI-Group provides a complete range of services to its customers.
Currently, the company has seven teams, divided by areas and expertise, four
teams in Lisbon (LX2, LX3, LX4, and LX5), two in Porto (PO1 and PO2), and yet
another for European Projects (Figure 3).

The HR department is responsible for the FI-Group's human resources, going
through internal evaluations, recruiting new employees, training, carrying out

interactive activities, etc.

3. The Services of FI-Group in Portugal

The services provide by FI-Group essentially involve three dimensions:

Business Intelligence, Tax Management, and Grants Management.
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The Business Intelligence service consists of monitoring, advising, and
helping in the management of intangible assets’ internal development
processes®. The FI-Group ranges from the recognition of innovation and
uncertainty activities, listed in the Frascati manual, to the management of its
expenses and tax benefits that may arise from it.

The FI-Group is also intended for Tax Management, essentially based on
tax benefits, and seeks to assist in project eligibility, calculation of incentives,
and report writing. The tax benefits that the company works with essential
support for job creation?, deduction from the Corporate Income Tax (IRC)
collection from retained earnings’, investment in assets allocated to
exploration® and non-current assets (tangible and intangible)’, R&D expenses®
and process of recognition of aptitude acquired through practice®.

Finally, the group of services offered by Grant Management involves the
application, management, monitoring, and closing of projects. These projects
are essentially aimed at the application of government and European funds to
invest in companies if they are eligible (e.g., Recovery and Resilience Plan

(PRR) and Portugal 2020).

3 The R&D expenses can be considered as a tax expense in the tax period in which they are incurred.

4 The “Criagdo Liquida de Emprego” is a fiscal instrument supporting the job creation.

5> The “Deducdo por Lucros Retidos e Reinvestidos” is an incentive for SME that allows the deduction from the
IRC collection of retained earnings that are reinvested.

¢ The “Crédito Fiscal Extraordindrio de Investimento” is an incentive that allows a deduction from the IRC
collection of 20% of charges for investing in assets allocated to exploration.

7 The “Regime Fiscal de Apoio ao Investimento” is a tax benefit, which allows companies to deduct part of the
investment made in non-current assets from the tax collected.

8 The “SIFIDE II” aims to support R&D activities related to the creation or improvement of a product and,
process, which substantial improvement.

° The recognition of “Processo de Idoneidade” consists of the recognition of R&D activities in certain areas of
activity, allowing the entity to stand out from its competitors, including access to R&D support funds.
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4. The FI-Group’s External Environment

4.1. Characterization of CEA 7022010

The FI-Group is present in Classification of Economic Activities (CEA) 70220,
called for other consulting activities for business and management. This CEA

comprises consultancy, guidance and operational assistance to companies or

bodies.

The evolution of Number of Companies in CAE 70220
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Figure 4: The evolution of number of companies in CEA 70220 between 2016 and 2020

The age and Sales by age from CEA 70220 companies
Age of CEA 70220 Sales by Age of CEA

companies 2020 companies 2020
<5 years 52,73% 30,94%
6-10 years 20,03% 16,17%
11-20 19,00% 25,15%

years

=20 years B,24% 27.74%

Table 1: The age and Sales by age of CEA 70220 companies in 2016 and 2020

10 The data used in this section is sourced from the Bank of Portugal.
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The size of CEA 702220 companies in 2020
Micro-enterprises ' 96,33%
Small enterprises . 2,93%
Medium enterprises 0,57%
Large enterprises 0,25%

Table 2: The size of CEA 70220 companies in 2020

The CEA 70220 is characterized by a sector in continuous growth, since 2016
(Figure 4), in which it is predominantly based on relatively recent micro-

enterprises, in which they are increasingly gaining market share (Tables 1 and 2).

The evolution of CAE 70220 Sales
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Figure 5: The evolution of CEA 70220 sales between 2016 and 2020

There is an increasing trend in sales, except 2020, but it is reasonable to

consider the atypical year 2020 to analyze, due to the Covid-19 crisis (Figure 5).
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The evolution of CAE 722020 Sales destination
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Figure 6: The evolution of CEA 70220 sales destination between 2016 and 2020

The domestic market has a very relevant weight for CEA companies, despite

the values of the foreign market having a slight tendency to grow (Figure 6).

4.2. The SWOT Analysis

The following table (Table 3) briefly explains the opportunities and threats as

well as the strengths and weaknesses that affect FI-Group Portugal.
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STRENGTHS

WEAKNESS

Effectiveness of the projects presented (success
rate around 100% for tax benefits and 60% for
financial incentives).

Regarded as one of the best places to work and
has won several awards!!.

Extensive geographical reach with a presence in
over 10 countries.

Strong organizational culture and environment.
Coworking space allows the stimulation of
creativity.

Corporate social responsibility policies.

High productivity level.
Specialized, motivated, and participatory

human resources.

The consulting sector is very a saturated
market, in which the Big 4 have a very
relevant weight in the market share.

The activity of the FI-Group is very dependent
on legal notices issued and public entities such
as (e.g., ANI, Authority,
IAPMEI).

Shifting trend in the number of workers
(SABI, 2022).

Management

OPPORTUNITIES

THREATS

Increase of startups in the sector and their
power in the market.

Benefits of increasingly accepted consulting
services.

Introduction of the PRR!? funds and Portugal
2030.

Introduction of the first platform in Portugal

capable of manage R&D projects in 202213,

Recession resulting from the ongoing Euro
crisis can affect the business.

Fluctuating global economy & financial
recessions can affect operations.

Lack of credibility attributed to

companies in the sector.

small

Strength of the “Do it yourself” movement.

Very high bargaining power of customers.

Table 3: The FI-Group Portugal SWOT Analysis

11 The FI-Group was awarded the 14t company for best SME to work for in 2021, given by EXAME.

12 The Recovery and Resilience Plan (PRR) is a program, with an implementation period until 2026, which
aims to restore sustained economic growth, after the pandemic, reinforcing the convergence objective.

13 The FI-Group launched, in 2022, R&D Platform Portugal. It is a pioneering tool in the market that results
from the FI Group's commitment to innovation, associated with the tax incentive application, the real-time
monitoring of the entire process and the digital generation that replaces the previous ones of physical

incentives, normally to this system of tax documents.
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4.3. The PESTEL Analysis

- Political Dimension

The consultancy sector, especially those specialized in incentives and
fundraising, where the FI-Group operates, is very dependent on political forces,
conditioned by European Union (EU) and Portuguese government policies.

There are five types of funds that operate in Portugal'* and they are managed
by EU countries through Partnership Agreements (PA)®. Therefore, if the pillars
of the funds and the very form of the government's approach change, companies
in the sector must constantly adapt to the “Avisos” and objectives issued
(Portugal 2020).

The current situation is favorable for the application of the funds since the PRR
program was introduced in 2021, a set of measures and reforms to ensure an exit
from the pandemic crisis and guarantee a resilient future for Portugal.
Additionally, at the end of 2022, the Portugal 2030 program will take place, where
new funds, incentives, and measures can be applied within Portugal. Despite the
political instability that took place in November 2021, when the state budget
failed, it caused the application of the Portugal 2030 program to be postponed.
However, currently, the State Agreement for the program has already been
vetoed and Portugal is prepared to apply these incentives.

On the other hand, R&D incentives have been growing (e.g., SIFIDE), both on
the demand side for this type of incentives and on the allocation side for the

investments of these projects (ANI, 2021).

14 European Funds aim at balanced development between EU regions, investment in employment and
human capital, rural and agricultural potential, fishing activities, and coastal areas.

15 The PA defines the strategy and investment priorities, aiming to Europe 2020 strategy for interventions
from the Structural and Investment Funds. Each country draws up an agreement, in collaboration with the
European Commission, that sets out how the funds will be used during the current funding period.

30



- Economic Dimension

The Portuguese economy is affected and is still experiencing the impact of the
Covid-19 crisis. Many consulting clients, and even the consulting companies
themselves, had moments of suspension of activities, greatly impacting business
activities (Bank of Portugal, 2022).

On the other hand, due to economic weakness and the increasing measures
and demand for mechanisms to combat the impact. These incentive measures
allow companies to seek financing for their projects, impacting the company
micro-economically, in terms of the company's capital structure and to present
the necessary investments to sustain and grow the companies. In this way, there
is a growing demand for financing and raising capital (Government of Portugal,
2021).

From the consumer point of view in the sector, whether individuals or
organizations, they are increasingly demanding, looking for differentiated
products and services, with unique characteristics. Quality and efficiency are
increasingly sought after at the expense of low prices, especially in specialized

services (Sharma & Patterson, 1999).

- Social Dimension

Consultancies are increasing their position in the role of companies; their
services are increasingly well regarded. Currently, it is considered an important
part of modern organizations. It notes that research on management consultancy
is an interdisciplinary effort and can help identify some crucial issues that have

surrounded social science for the past half-decade (Kipping & Clark, 2012).

- Environment Dimension

Consumer demand has been increasingly demanding, in which the growing
demand for eco-friendly companies stands out. And, as such, companies must

keep up, thus providing a growing environmental awareness (Perron et al., 2006).
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Regarding the activity of the companies, there are more incentives for projects
implementation for companies going green (e.g., incentives for the

decarbonization of industries).

-  Technology Dimension

In the consultancy sector, there is a more demanding demand in terms of
innovation and technology (IT) (e.g., digitalization, industry 3.0). These
mechanisms bring down walls and the chain becomes a completely integrated
ecosystem that is fully transparent to all the players involved (Schrauf and
Berttram, 2017). However, this growth was forced and developed with the
Covid-19 crisis, where many companies went into remote work, and to respond
to the work, these mechanisms were also implemented in many companies.

Additionally, in Portugal, there is a growth of IT companies (INE, 2022),
therefore the consultancy sector needs to innovate to captivate IT companies and

to understand and provide the best solutions for those companies.

- Legal

The measures and incentives for the implementation and eligibility of projects
are transmitted in terms of laws or decrees of law. In this way, the legal
dimension has a direct impact on how these are drafted, and the measures taken

for all legal incentives and regulations.

5. The activities performed and objectives of the

professional internship
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The curricular internship at the FI-Group took place at the PO1 technical team
in Porto, from September 2021 to March 2022'¢. The described objective of the
internship comprised activities related to support for consulting activities on tax
benefits and financial incentives.

The internship areas were essentially divided into four areas: acquisition of
knowledge and training, Portugal 2020 funds, SIFIDE tax benefits, and
administrative functions.

At an early stage of the internship, training was carried out essentially at the
FI-University, recordings of old and relevant training courses. This phase was
essential to be able to prepare future tasks with the necessary background and
knowledge. However, it should be noted that the training period took place
during the entire 6 months of the internship, the FI-Group constantly invests in
the knowledge of its employees.

Regarding the areas of Portugal 2020, the internship went through the
different notices and project typologies, from qualification', internalization’®,
TR&D", and SI2E® projects. Within this area, the internship aimed at consulting
branches; monitoring projects, preparing payment requests, organizing proof of
expenses, filling in forms and expenses samples of the project; and in a final
phase, the preparation of the end of the investment to the end of the project.

In the area of tax benefits, the only benefit that was highlighted during the
internship was “SIFIDE II”. The internship consisted of the elaboration of mission
opening tools for the following year's campaign, started at the end of 2021, from

information about customers and financial information. Additionally, there were

16 Consult Appendix I — Internship Agreement.

17 Qualification projects aim to strengthen the business capacity of SME through organizational innovation,
applying new organizational methods and processes and increasing flexibility.

18 Internationalization Projects is presented as a means of strengthening the competitiveness and exports of
Portuguese companies, identifying business opportunities in international markets through a structured
plan.

19 The research and technological development (TR&D) projects aim to strengthen their competitiveness and
international insertion by carrying out industrial research and experimental development activities.

20 The SI2E - Entrepreneurship and Employment Incentive System was launched with the main objective of
promoting SME entrepreneurship and job creation.
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also consultation tasks for National Information Agency areas to analyze final
decisions for 2020 and submission of applications to SIFIDE 2020.

Finally, there was also an administrative dimension, which consisted of
organizing and sending physical and digital dossiers to the customers, filling in
the companies' histories in the FI-Group's R&D Platform and collecting
documents.

Regarding the organization of the team, there were weekly meetings to outline
what had to be done and the objectives of each employee for that week; and a
monthly meeting with the Oporto Manager to see the status and evolution of the

projects during the previous month.
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Chapter 2: Literature Review

1. The European Structural Funds allocated to Portugal

The European Structural and Investment Funds are the main instrument of the
EU to promote convergence, economic growth and reduce imbalances between
members.

The European Operational Programs (OP) support Portugal throughout tools
whose ultimate objective is to promote the country's economic, social, and
territorial development, with a focus on creating added value, whether through
the creation of tradable and non-rationalizable goods and services, job creation,
promotion of developing sustainable, among other factors. These goals are
designed and aligned between the priorities defined in the Europe 2020 Strategy?!

and Council recommendations to Portugal (European Commission, 2021).

1.1. The Historical European Structural Funds Allocated to

Portugal

Over the last 20 years, the structural and cohesion funds have contributed as

a privileged factor to the country's evolution, whose importance is measured by

21 The Europe 2020 Strategy priorities are Smart, Sustainable, and Inclusive Growth.
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the direct and indirect impacts, which they had and will continue to have, on the

development of the economy and the modernization of society (AD&C, 2021).

1.1.1. The Previous Regulation and Former Fund 1986-1988

The European Commission transferred to Portugal approximately 237 billion
escudos, oriented for public infrastructure and studies projects?, training and

employment?, and agricultural and fisheries area®.

1.1.2. The Community Support Frameworks (CSF)

The CSF was an instrument that regulated the application of community funds
in each country, approved by the European Commission, in common agreement
with a Member State. It describes the strategy and priorities for multiannual
action of the European Structural Funds and the Member State, specific
objectives, the financial participation of the Funds and the remaining financial
resources to be mobilized. The instrument was divided into priority axes and
implemented through various OPs (Cardoso & Machado, 2017).

Based on the general objective of increasing productivity, as a necessary
condition for the recovery of Portugal's structural economic and social
backwardness, three priority areas of intervention were defined for the
Portuguese CSF: the enhancement of human potential, support for productive
activity, and the structuring of the territory. The OPs of these priority areas were
divided into four axes: Raising the level of qualification of the Portuguese,

promoting employment and social cohesion; Changing the productive profile

22 The European Regional Development Fund (ERDF) provides funding to reduce economic, social, and
territorial disparities. The Fund supports investments through dedicated national or regional programs
oriented toward public infrastructure and studies projects.

2 The European Social Fund (ESF) aims supporting the labor market, and ensuring fairer living standards
for all EU citizens. It is doing this by investing in Europe’s human capital — its workers, its young people,
disadvantaged groups and all those seeking a job. Portugal is deploying ESF funding to improve the skills
of its workforce and create more job opportunities for all citizens

2 The European Agricultural Guidance and Guarantee Fund (EAGGF) was a fund within the overall
European Union budget for the financing of the Common Agricultural Policy (CAP).
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towards future activities; Affirming the value of the territory and the country's
geo-economic position; Promoting the sustainable development of regions and
national cohesion.

The first CSF-I took effect between 1989-1993, with an investment amount of
3.441 billion escudos. Professional training was by far the area with the higher
endowment, followed by industry and services, transport and agriculture, and
fisheries (AD&C, 2021). During the period of CSF-I, there was a gain of 10.5
percentage points in terms of convergence of GDP per capita® about the
community average.

The CSF-II (1994-1999) main objectives were to draw closer to the EU and
reduce internal regional asymmetries (AD&C, 2021). Therefore, in 1994, the
Cohesion Fund (CF) was created which, was applicable to countries that had a
GDP per capita less than 90% of the community average and who, as part of the
Economic and Monetary Union, had to meet the criteria for membership
(Portugal, Spain, Greece, and Ireland). The CF was an application and
management fund at a national level and was aimed at environmental and
transport infrastructures (CCDRC, 2021).

The CSE-III (2000-2006) enshrined a set of reforms to respond to the new
challenges that the European Union would face in subsequent years, due to the
accession of new countries. These reforms considered the integration of
environmental aspects into sectoral policies, framing relevant investments for
minimizing the environmental impact resulting from the different sectors of
activity in the respective OP.

However, between 2007 and 2013, the CSF was replaced, in generating the
application of the Structural Funds, by the document called the National
Strategic Reference Framework. It constitutes the framework for the application

of the community policy of economic and social cohesion in Portugal for the

% In terms of convergence of GDP per capita in purchasing power parity.
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period 2007-2013. This had a reduction in the number of intervening structural
funds (ERDF, ESF, and CF) and there was also a reduction in priority objectives:
convergence, employment, and regional competitiveness, and European
territorial cooperation, compared to the previous community frameworks. It
assumes as a great strategic purpose the qualification, valuing knowledge,
science, technology, and innovation, as well as the promotion of high and
sustained levels of economic and socio-cultural development and territorial
qualification, within a framework of valuing equal opportunities and increasing

the efficiency and quality of public institutions.

1.2. The Portugal 2020

The Portugal 2020 is the main European community support framework for
Portugal (Figure 7). It corresponds to the PA adopted between Portugal and the
European Commission, which establishes the programming principles and
priorities for the economic, social, and territorial development policy in Portugal
between 2014 and 2020 (Portugal 2020, 2021). The main concerns regarding
Portugal 2020 are increasing the goods and services tradable productions,
economy internalization, investing in education?, reducing the population at risk
poverty, promoting the territorial cohesion and competitiveness, contributing to
modernization and institutional capacity of the Public Administration”” (FI-

Group Portugal, 2020).

2 The education investment includes advanced training, measures, and initiatives aimed at employability.
27 The support for the State reform program, ensuring that the funds can contribute to the rationalization,
modernization, and institutional capacity of the Public Administration and to the reorganization of models
for the provision of public goods and services.
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Figure 7: The Portugal 2020 Image

Portugal is expected to receive 25 billion euros by 2020, for all the funds,
which will be allocated within the scope of each of the sixteen OPs (Portugal 2020,
2021).
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Figure 8: The Portugal 2020 Thematic Domain and goals
Source: Portugal 2020, 2021

The application of EU funds for Portugal 2020 is carried out around four
major thematic areas (coinciding with the OPs) and two transversal dimensions
(public administration reform and territorialization of policies), contributing to

the goals of the Europe 2020 Strategy: Competitiveness and internationalization
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of the Portuguese economy?; Sustainability and efficiency in the use of

resources”; Social Inclusion and employment; Human Capital Resources®

(Figure 8).
Distribution of Investment by Portugal 2020 Domain
BCompetiveness and Internationalization
B 5Sodal Indusion and emplovment
BHuman Capital
O Sustainabifiity and Efficiency in the use of resouroes
B Rural Dcsul.-.rpmmt
DO Technical Assistance
B Maritime and Fisheries
Figure 9: Distribution of investment by Portugal 2020 domain
Source: AD&C, Portugal 2020, 2021
Competitiveness and Internalization
Sub-area of investment Sub-topic dotation Percentage

Small-Medium Enterprises 33%

Research and Development 31%

Transports 7%

Employment 3%

Public Administration 3%

Systems of Information and Technology 2%

Entrepreneurship 1%

Table 4: Dotation Percentage inside Competitive and Internalization investment area
Source: Portugal 2020, 2021

8 The “Competitiveness and internationalization” aims to improve the competitiveness of enterprises and
their internationalization, creating jobs and generating growth, launching calls using public support
incentives to improve the Portuguese economy and global situation.

» Sustainability and efficiency in the use of resources aims to support the transition to a low carbon
economy, as well as promote adaptation to climate change and protect the environment.

% Human capital resources domain aims to support education, strengthen the qualifications of young
people, and promote higher education and advanced training.
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The thematic area of competitiveness and internationalization occupies the
most relevant place with 32% of the funds (Figure 9). The largest amount of
funds, this area aims to create wealth for the companies, improving the
competitiveness of companies and their internationalization, as well as research,

technological development, and innovation (European Commission, 2021).

Within this thematic area, 53% of its funds are allocated to SME (Table 4).

This community support aims into two approaches to funding (Table 5):

Financial Instrument

The Loan Guarantee

Facility

A debt instrument suggested by the European Investment Fund (EIF) which
consists in offering free guarantees to financial institutions (guarantee funds,
banks) which offer a range of financial products for SME.
The risk is shared, resulting in an expansion in the range of products and
services for the SME sector. For example, a bank will have the option of
offering a product at a lower price and with a longer repayment period and
less strict requirements regarding the collateral and private financial
contribubtion;

Counter-guarantees are also offered as part of this instrument. These depend
on the EIF granting guarantees to guarantee funds, which, in turn, grant their

own guarantees to those financial institutions which offer products to SME.

The Equity Facility

The EIF offers equity financing to venture capital funds or funds which
proposes intermediate financing to developing SME. This mainly concerns

for Growth elevated risk funds and provides co-investment instruments for business
angels, It focuses on aiding research projects and investment activity,
Table 5: Financial Instruments used to fund Portugal 2020 projects

1.2. The Portugal 2030

The Portugal 2030 is the next community support framework to be

implemented after Portugal 2020. It materializes the PA to be established
between Portugal and the European Commission, setting the main strategic
objectives for the application, between 2021 and 2027, of the global amount of
€24.182 million.

Its programs revolve around five strategic objectives of the European Union:
a smarter, greener, more connected, more social, and closer to its citizens. The

program is implemented through 12 programs: four with thematic scope
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corresponding to demography, qualifications, and inclusion; Innovation and
digital transition; Climate Action and Sustainability and Sea; five Regionals
matching to NUTS II on the Mainland, two from the Autonomous Regions and

one for Technical Assistance. To these are added the European Territorial

Cooperation Programs (Portugal 2030, 2021) (Figure 10).
PORTUGAL
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Figure 10: The Portugal 2030’s current image

2. The Portuguese Enterprise Framework

2.1. The Portuguese Enterprise Demography

In recent years, the demography of Portuguese companies has remained
stable, but the number of active companies has been growing continuously, in

which SME play a relevant role in the Portuguese economy (Banco de Portugal,

2021).

Total of SME in Portugal in 2019 Total sales in Portugal in 2019
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Figure 11: Total of Small-Medium Enterprises in Portugal  Fjgure 12: Total Sales in Portugal in 2019

in 2019 Source: Pordata, 2021
Source: INE, Pordata, 2021
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In 2019, there were 1.318 million non-financial companies in Portugal, this
number had increased around 20%, since 2013 (Pordata, 2021). This increase was
justified mainly by the increasing number of micro-enterprises (Figure 12). The
statistical analysis shows that both the number and role of SME in Portugal are
growing, increasing the importance of minimizing the inherent issue of funding
(Figure 11). The average size of companies created decreased between 2013 and

2017 (Banco de Portugal, 2021).

Personnel employed for firm size in Portugal
in 2019

m|SME

O Remaining enterprises

Figure 13: Personnel employed for firm size in Portugal in 2019
Source: Pordata, 2021
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Figure 14: Labor Productivity per hour in 2019 (PPS)
Source: Pordata, 2021
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In Portugal, 99,90% of total Portuguese enterprises were considered Small-
Medium Enterprises (SME) (Pordata, 2021), which represents around 77% of total
employment in Portugal (Figure 13). Its role in the economy represented more
than 50% of Portuguese total sales in 2019 (Figure 11), increasing its role in the
economy. However, Portugal still had lower productivity compared to European

Union in 2019, around a lower 33% of labor productivity per hour (Figure 14).

2.2. The Main Problems of Portuguese Companies

Portugal faced several important external and internal shocks in recent
decades, thus the adoption of the euro, the accession of China to the World Trade
Organization, the EU enlargement to Eastern countries, and, more recently, the
financial and sovereign debt crisis highlighted the weaknesses of the Portuguese
economy and questioned the ability of the country to grow. In this sense, the
number of companies established in Portugal are continuously obligated to role
this dynamism, adapting themselves through the adversities (Gabinete de
Planeamento e Planeamento, 2021).

Due to this high dynamism, Portugal is continuously increasing its role in
innovation around the world. According to the Global Innovation Index,
Portugal is in a status of “in line with the level of development”, in 31st ranking
place. This index highlights the high skill Portuguese human capital, good
infrastructures, entrepreneur ideas, technology knowledge?, however, deplores
the market sophistication, due to the lack of capital that companies have available
to invest in its business, resulting in structural bases on the Portuguese economy
(WIPO, 2021).

The Portuguese market censures firms by rationing them the credit available

and conditions, affecting their corporate finance. During 2012 and 2015, 32% of

31 Portugal is on 25 ranking place in Human capital and Research criterion, 26t place in Infrastructure and
Creative output, 3 place in technology knowledge (WIPO, 2021).
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Portuguese SME were affected by credit restrictions and did not get a loan even
though their credit latent demand® was positive. Smaller firms are the most
affected, but the estimates for the remaining dimension categories indicate that
those were also considerably affected (Farinha & Félix, 2015). This insufficient
access to external financing means that these types of companies are finding
themselves through self-funding with limited resources (Lewandowska et al.,
2015). One of the main problems for SME is obtaining financing and to set
effective management of their resources (R. Castellanos, 2001), influencing their
financial structure. The SME lack of capital for its investments and to extend
business is a significant barrier to its improvement and development.

Therefore, the Portuguese economy faces a severe problem, once more than
99% of Portuguese non-financial firms are SME, which have a lack of capital

available to fund themselves and set efficient resources to operate.

3. The implication of Lack of Capital on SME

The availability of finance has been highlighted as a major factor in the
development, growth, and success of SME (Freel et al., 2012; Ou & Haynes, 2006).
Inadequate access to capital to finance working capital and fixed assets, both in
quantity and quality, is a huge contributor to a business’s lack of success and
ultimate failure. Lack of capital can result in not having enough to cover
overhead expenses, funding expansion opportunities, or launching a new
product to market (Ackah & Vuvor, 2010; Chittenden et al., 1996).

The effectiveness of financial management is reflected in the results of

corporate financial activities as an objective measure of the effectiveness of asset

32 The credit latent demand is the demand for credit that the user cannot satisfy because do not enough
condition to access.
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use and the company’s policies that generate maximum profits (Vu Thi & Phung,

2021).

3.1. The Capital Structure of SME

The Financial structure has proved to be a perennial puzzle in finance (Myers,
1984).

In the early days of the capital structure, it was argued that the resource of
debt should be used because it was the cheapest resource, reducing the cost of
capital (Modigliani & Miller, 1963).

The Trade-Off and Pecking Order Theories have often been placed in
opposition, seeking to identify which of them offers the best explanation
regarding capital structure decisions. The difficulty in accessing debt, because of
asymmetric information problems is considered relevant in SME.

Besides these theories mentioned, there are other theories, such as Timing

theory® but whose applicability to SME and the work in question are tenuous.

3.1.1. The Trade-off Theory

The Trade-Off Theory claims that firms have an incentive to turn to debt as
the generation of annual profits allows benefiting from the debt tax shields, a
positive relationship is expected between the effective tax rate and debt (Fama &
French, 2002; Masulis, 1980). On other hand, the theory states that as bankruptcy
and agency costs are greater for firms with high expectations of growth
opportunities, given that greater investment opportunities increase the
possibility of agency problems, firms can be reluctant to use high amounts of
debt so as not to increase their likelihood of bankruptcy, because the former have

a great incentive to underinvest (Myers, 1977).

3 The Timing theory captures the capital structure that is the cumulative outcome of past attempts to time
the equity markets.
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Therefore, SME are subject to higher business risk, and a greater probability
of bankruptcy, increasing their costs of credit, tending to reduce their level of

debt (Serrasqueiro & Caetano, 2015).

3.1.2. The Pecking Order Theory

According to the Pecking Order Theory, firms may be financially constrained
due to the information asymmetry®, and so firms adopt a hierarchy in selecting
sources of finance. In the first place, firms use retained profits; if it is necessary
to turn to external finance, also use debt with little or no risk, which usually
corresponds to short-term debt; in last resource, firms will select external equity.

The more profitable is the firm, the greater is its capacity to accumulate
retained profits, and so there is less needed to turn to external finance, meaning
that negative relationship between profitability and debt, in accordance with the
Pecking Order approach (Sogorb-Mira, 2005; Sogorb-Mira & Lopez-Gracia,
2005). However, companies with high growth opportunities must undertake
major investment projects, which generate greater needs for finance. When
internal finance is exhausted, firms prefer debt rather than external equity for
funding growth opportunities, which are associated with a greater risk than do
investment in assets in place (Shyam-Sunder & C. Myers, 1999).

On one hand, Pecking Order Theory predicts a negative relationship between
profitability and the need for debt (Sogorb-Mira, 2005). On the other hand, this
theory predicts a positive relationship between size and access to debt (Michaelas
et al., 1999; MYERS, 1984), making it difficult for firms with lower profitability,
which have a greater need for debt. Therefore, SME have lower access to debt

due to lower level of transparency, but they need more debt to survive.

3.2. The Funding Gap

3% The information asymmetry between managers/owners and investors.
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3.2.1. The Lack of Debt

Empirically, many small firms do not use any debt (Chittenden et al., 1996).
SME are generally considered to be more sensitive to changes in financial
conditions. External funds tend to be relatively more expensive to SME due to
information asymmetric®, once providers of finance have less information about
their creditworthiness (Kadapakkam et al., 1998; Myers, 1977). Moreover, the
limited financial track records, also exists the issue of lack of adequate collateral,
thus banks often decline credits to SME as they are not able to evaluate their
creditworthiness or to assess risk of credits for such firms to be too high (Berger
& Udell, 1990).

Thus, small firms, compared to large ones, tended to be more self-financing,
had lower liquidity and leverage, and were seen as starting out using only
owners' resources and retained profits (Bate, 1971; Wu et al., 2008), once that cash
flows may be an important and sometimes unique source of funds for
investment. This difference can create a financing gap for small firms in the
economy, a situation where the firm can use a short-term resource (i.e., retained
profits, short-term loans) but it is not big enough to be a long-term resource

(Frost, 1954), atfecting the firms’ performance.

3.2.2. The Lack of Equity Capital

Europe’s SME are heavily reliant on bank loans with limited access to other
types of finance. Yet equity finance is often more suitable for startups and growth
companies and is available from diverse sources, such as family and friends,
business angels, crowdfunders, venture capitalists, and public markets (Ric,
2021). These investors may be wealthy individuals, private pension funds,

investment companies, and others.

% The SME are more vulnerable to asymmetric information problems and hence more likely to face a higher
external finance premium (Fazzari et al., 1988).
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The fostering of equity financing could overcome some funding constraints
stemming from overreliance on banking. This is particularly relevant for young
and small companies, given that these firms tend to be more difficult to value,
and they have greater difficulty accessing capital markets than larger firms. A
higher proportion of equity funding could help reduce companies' dependence
on debt, making it imperative to find ways to deleverage and improve resilience.
Additionally, it also attracts private investment, by encouraging the participation
of retail and institutional investors (Allotti et al., 2021).

However, the strategy followed by the EU thus far has been less than effective.
Compared to US start-ups with no financial history and companies looking to
expand with negative forecasted cash flows, these have access to a wider and
more diverse pool of equity investors who may finance their initial or expansion
projects compared with just 9% in Europe. This phenomenon happens due to the
higher US culture of the risk and the regulation approach (Ric, 2021).

Equity issuances remain of marginal importance for SME compared with other
sources of funding, however, the EU SME have much less incentives to raise
equity capital, due to the higher costs and the complexity of capital markets
regulations are among the main reasons why SME are hesitant to seeking a
resource to capital markets (Allotti et al., 2021).

This difference can intensify the financing gap between the small firms and
the larges one, in the economy. The situation increases the problem of the lack of
capital to invest, in once the biggest enterprises can capture investors to raise

their equity capital, easily.

3.3. The Implication on firms’ Performance

Firms depend on a variety of sources of financing, both internal and external
for performance (Terungwa, 2012). Firm performance is constrained by internal

factors (e.g., resources and strategic choices) and external factors (e.g., the
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carrying capacity of the environment or competition) (Eniola & Entebang, 2015).
One of the most common reasons for a firm failure is not having available an
efficient source of capital, which can result in firm operating issues (Chittenden
et al., 1996).

The lack of capital can negatively impact the business operations, not being
able to have working capital efficiently due the lack of resources, affecting the
firm’s performance. This inefficient financial management and bad performance
can discourage investors, which could be considered another source of capital.
The scape of investors can lead to an opportunity cost of being resources
available (Maher & Andersson, 2005). Therefore, it’s a difficult cycle to break.

On the other hand, internal financial conditions are important determinants
of firms” investments (Fazzari & Petersen, 1993; Lewellen & Lewellen, 2016). The
lack of resources can make it difficult for the firm to grow, leading to the
impossibility of investing to extrapolate and gain other markets, products,
innovations, and differentiation (Chittenden et al., 1996). These factors are crucial
to the existence of a company because they can be considered a competitive
advantage in the business world, dictating if the firm is capable of surviving or
not (Alvarez & Busenitz, 2001).

Empirically, there is a negative correlation between the lack of access to
finance resources and a firm’s decision to invest. This indicates that the firms
have more financial constraints, have less incentive to invest in self-generation
(Abdisa & Hawitibo, 2021). Consequently, some authors debate the positive
relationship between investment and profitability (Pacheco, 2017), for instance,
if the lack of capital negatively affects the investment, it will affect the firm’s
profitability.

Therefore, decisions on financial resources have a major impact on the
operation of each company in every aspect of its business, so the search for the
most convenient sources of financing for SME is an important part of their

financial policy.
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4. The influence of EU structural funds on SME in

Portugal

4.1. The EU structural funds on SME

Financial instruments including loan guarantee programs®* (p.e., Portugal
2020) have been successfully implemented in numerous countries (Boschi et al.,
2014; Honohan, 2010). A decision about the choice of sources of finance belongs
to crucial decisions. Various criteria that can be taken into consideration include
a strategy for the development, the level of resource demand, the cost and the
general conditions of obtaining capital, the level of indebtedness, local financial
infrastructure, and the system of SME support and assistance able to promote
entrepreneurship, increasing SME competitiveness, providing improved access
to EU markets and increasing SME access to financing.

According to regional disparities theories, supporting SME, in an economy,
could be considered one of the most effective pro-development factors. In this
perspective, it is necessary to support business development in the regions, thus
affecting the competitive position of SME, and increasing employment, the tax
base of the regions, and regional development (Beck et al., 2005; Boldrin &
Canova, 2001). This approach can be considered a basic platform for increasing
production capacity on the one hand and contributing to addressing the
problems of poverty and unemployment on the other (Mohammed Elhassan,
2019; Vandenberg, 2006).

The SME create and sustain jobs necessary for most of the population to work
and earn the income needed to purchase goods and services (Vandenberg, 2006).

Therefore, the promotion of entrepreneurship, research, innovation, vocational

% A Loan Guarantee Program enables small businesses to obtain term loans or lines of credit to help them
grow their businesses, providing a lender with the necessary security, in the form of a partial guarantee, for
the lender to approve a loan or line of credit.
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training, creation and development of SME have become the most important
areas of public intervention in regional development (Klosters, 2014). In practice,
this means that activities such as stimulating entrepreneurship, supporting the
development of SME and the creation of a favorable investment climate should,
at least theoretically, strengthen the growth of the region’s competitiveness
(Lewandowska et al., 2015). It includes wider access to finance for SME in the
form of loans (Enright & Ffowes-Williams, 2000), mainly by the European
Investment Bank and EIF. These activities are always aimed at stimulating the
economic activity of the SME sector, thus contributing to employment growth,
increasing its competitiveness, and resulting in the development of individual
regions (European Commission, 2021).

One of the EU structural funds goals is to motivate SME competitiveness and
minimize the funding gap to overcome this same problem. The policy is
financing of SME from the Structural Funds for the purposes of their impact on
the economic development of underdeveloped regions and to increase their
competitiveness (V. Sergej, 2016). This assistance from the EU structural funds
seems to corroborate the EU Cohesion Policy thesis, since, in general, there seems
to be a positive link between the efficiency of the implementation of these funds
and the more favorable socioeconomic conditions of the countries where the
implementation of the programs is taking place, specifying the collection of funds

for SME (Gouveia et al., 2021).

4.2. The influence of Portugal 2020 funds on Portuguese
SME

The SME need assistance in financing their activity because they are more
affected by an economic change in their activity and are of key importance in
enhancing the entire economy of the EU (Gwizdata, 2018). Usually, internal cash

flow is insufficient to finance their decisions (Mendes et al., 2014).
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In Portugal, more than 5.6 billion euros, 19% of Portugal 2020 funds, were
allocated to SME competitiveness and internationalization (Portugal 2020). The
statistical analysis shows that both the number and role of SME in Portuguese
economy are growing (Figures 12, 13, and 14), increasing the importance of
minimizing inherent issue of funding.

Additionally, low productivity is an issue for Portuguese firms in all size
classes. Portugal’s productivity was less than 30% of the EU average (Figure 15).
This phenomenon is partly explained by the fact that Portuguese companies tend
to be run with relatively little capital. Their asset base is usually relatively small
and their investment in expanding and modernizing their asset base is typically
limited (European Commission, 2020).

The structural funds are considered an external source of resources able to
finance and support Portuguese SME to minimize their inherent issues. The SME
endowment is allocated to finance those firms to support their business, acquire
new assets, innovate itself to achieve the best position in the market, or

extrapolating to other markets.
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Chapter 3: Methodology

1. Research Question

This paper proposes to analyze the impact of the EU Structural Funds on
Portuguese SME. The goal is to focus on the Financial Statement Analysis of the
Portugal 2020 eligible firms to evaluate whether EU Structural funds have an
impact on the performance of companies.

Financial statement analysis is an important and integral part of business
analysis (Babalola & Abiola, 2013), through this approach, it is possible to
measure relevant ratios related to firms’ performance to capture some of the
firms” dynamics.

Through this approach, certain variables will be evaluated to understand the
implementation of this external capital on the performance of certain economic
and financial dimensions of the firm.

First, the paper will assess the hypothesis whether of structural funds have a
significant impact on the company's sales and growth. The sales account is the
core business of the firm, and it is directly related to the firm’s profit. The focus
is to analyze whether the EU structural funds financing will increase the
company's sales, assets to improve company's performance and the number of

jobs created.
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Another hypothesis that will be analyzed will be whether the EU Structural
Funds have an impact on economic profitability. Under this hypothesis, the
return on assets (ROA) of the selected companies will be measured, analyzing if
the funds would influence their assets to generate profit and consequently the
company's performance.

Next, the paper will check whether the EU Structural Funds have an impact
on global profitability. For this, the return on equity (ROE) of the companies will
be measured to assess whether they are efficient in using capital and generating
profit for shareholders.

The fourth hypothesis aims to investigate whether the EU Structural Funds
have an impact on the level of indebtedness and liquidity in the company. To
accomplish this, we measure the weight of the company's borrowing and
traditional liquidity ratios to scrutinize the influence of the implementation of

projects financed by European funds.

2. Data

The objective is to analyze a sample® of Portuguese SME which are funded
with EU Structural Funds, more specifically Portugal 2020. The list of companies
and their data were selected under the principle of Portugal 2020 transparency
fund. Throughout this selection, the remaining data was obtained from SAB]I, a
financial database powered by Bureau van Dijk.

In preparing the data, firstly it was considered the criteria for companies that
were eligible for SME projects, under the sub-area of investment of the Small-
Medium Enterprises. Secondly, to obtain a robust sample, trying to minimize

external impacts, it was considered eligible firms with a project starting in 2016

37 Consult the Appendix II - Decomposition of the Dissertation Sample.
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and ending in 2018. These projects were considered until 2018 to avoid the bias
from the Covid-19 crisis. Companies whose Sales were equal to 0 before and in
2015 were excluded.

Therefore, the data used in this study consists of an unbalanced panel data of
3.420 observations, corresponding to 228 firms, observed between 2015 to 2019.
Although the eligible projects are from 2016 to 2018, the observations have a
period from the year before, 2015, and the year after the project, 2019, to try to
measure the implications that the projects financed by the structural funds have

on the company.

3. Methodology

The methodology used in this paper will be based on the comparison of the
panel data.

In the first instance, the comparison of individual companies before the project
and after the project stage will be used, to evaluate the evolution of the indicators
with the implementation of the structural funds in the project.

Then, in an aggregated value of the sample, the acquired results will be

compared with the benchmark values.

3.1. Benchmark

The benchmark used is a group of companies from CEAs 25%, 28%, 46*, and

624, which are the most comprehensive CEAs in sample*>. To be a reliable

% Manufacture of metal products, except machinery and equipment.

% Manufacture of machinery and equipment.

4 Wholesale (includes agents), except for motor vehicles and motorcycles.

# 1T Consultancy and related activities.

42 Consult the Appendix III - Decomposition of the Dissertation Sample used divided by CEA.
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benchmark, it is composed of companies with access to structural funds and

without structural to not be a biased benchmark®.

43 Consult the Appendix IV - Benchmark used in Dissertation.
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Chapter 4: Results

The following results rely on the data and methodology referred in the
previous chapter. It is important to note that during the analysis of the data could
exist external determinants that affect the value. Additionally, as mentioned
previously, the SME are more exposed to external environment dependence, thus

chocks affect them with a higher amplitude.

Analysis of the ratio between project funds received and total
project expenses

Mean 48%
Median 45%
Standard Deviation 9

Maximum 75%
Minimum 40%

*The statistics presented are computed across 228 firms from 2015 to 2019.

Table 6: Ratio between Project Funds Received and Total Project Expenses from Dissertation
Sample

The data was gathered by the funding of Portugal 2020 funding projects.
Companies applied for EU Structural Funds (Portugal 2020) projects to be
financed. However, this financially is not 100%, it depends on the projects and
the open tenders. On average, the EU Structural Funds are 48% of overall project
expenses, where the maximum percentage is 75% and the minimum is 40% of the

Dissertation data (Table 6).
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In terms of company evolution analysis, the number of Sales and Assets
before and after the Structural Funds applied to the company project were

compared, computing new variables: Sales and Assets Growth Rate.

Analysis of the Sales Growth Rate
Dissertation Sample* | Benchmark
Mean 306% 63%
Median 35% 31%
Standard Deviation | 29,16% | 2,61%
N. of companies that increased 192 -
Percentile 10% -11% -45%
Percentile 90% 189% -130%
*The statistics presented are computed across 228 firms from 2015 to 2019.

Table 7: The Sales Growth Rate from Dissertation sample and Benchmark performance

Analysis of the Asset Growth Rate

| i Dissertation Sample* Benchmark
Mean 123% 101%
Median ' 40% 31%
Standard Deviation ' 2,61% 2,15%
N. of companies that increased 184 -
Percentile 10% -10% -15%
Percentile 90% 305% -218%

*The statistics presented are computed across 228 firms from 2015 to 2019.

Table 8: The Assets Growth Rate from Dissertation sample and Benchmark performance

According to the results, the mean firm of the dissertation sample had
increased, on average, its sales and assets by 306% and 123% respectively, with
the implementation of the project by using the structural funds. According to the
sample data, 84% of the firms had increased its sales and 123% its assets. These
firms had a better performance compared to the benchmark, the mean

benchmark had increased by 63% its sales and 101% its assets, on average, during
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the same period. It seems reasonable that the firms that had available structural
funds were able to implement them to increase their company’s performance, in

terms of sales and assets (Tables 7 and 8).

Analysis of Jobs Growth Rate Analysis
Dissertation Sample* Benchmark
Mean 68% 71%
Median 22% 40%
Standard Deviation . 2,16% 0,86%
N. of companies that increased 178 -
Percentile 10% 3% | 2%
Percentile 90% 142% 200%
- *The statistics presented are mmputed across 228 firms from 2015 to 2019,

Table 9: The Analysis of Jobs Growth Rate from Dissertation sample and Benchmark
performance

According to the Jobs Growth Rate Analysis, it can be concluded that the
mean firm creates more than 68% jobs, on average, after the implementation of
the project. Across all the 228 firms, 178 firms had created new jobs compared to
the after-implementation project stage. Despite the results, these are lower than

the benchmark considered (Table 9).
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Analysis of Economic Profitability*

Dissertation Sample* Benchmark
Economic Economic Profitability Economic Economic Profitability
Profitability 2019 Growth Rate Profitability 2019 Growth Rate
Mean 5,84% 260% 6,05% 147%
Median 3,89% 3% 3,92% 14%
Standard 8,66% 15,78% 7,35% 4,08%
Deviation
N. of companies - 119 - -
that increased
Percentile 10% -0,326% -99% 0,44% -86%
Percentile 90% 15,852% 452% 17,8% 615%

*The statistics presented are computed across 228 firms from 2015 to 2019.

Table 10: The Economic Profitability Growth Rate from Dissertation Sample and Benchmark

Performance

Analysis of Global Profitability*

Dissertation Sample* Benchmark
Global Profitability | Global Profitability Global Global Profitability
2019 Growth Rate Profitability 2019 Growth Rate
Mean 11,43% 761% 21,21% 150%
Median 10,39% -1% 11,97% 20%
Standard 69,33% 93,45% 24,16% 3,31%
Deviation
N. of companies - 114 - -
that increased
Percentile 10% 0,33% -95% 1,70% -86%
Percentile 90% 35,31% 417% 59,42% 552%

*The statistics presented are computed across 228 firms from 2015 to 2019.

Table 11: The Financial Profitability Growth Rate from Dissertation Sample and Benchmark

Performance

Analyzing the economic and global profitability, the results suggest a higher

fluctuation. The median firm had 3,89% and 10,39%, on average, of economic and

# The Economic profitability is portrayed through ROA indicator, a financial ratio that indicates how
efficiently a company uses its assets to generate profit.
4 The Global Profitability is measured using the ROE indicator, which consider the return on net assets and
how efficient the company is in generating profits.
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global profitability in 2019, evolving by 3% and -1%, on average, from 2015 to

2019 (Tables 10 and 11). Despite the negative evolution of global profitability, its

values are still positive. In 2019, the median company for every euro of assets, on

average, the company achieves a return of 10,39 cents, however the benchmark

exceeds the sample median values (Table 11).

In terms of the mean firm of the sample, the companies in the sample show

a greater tendency for higher ROA and ROE growth rates when compared to the

benchmark. Additionally, it can be concluded that 119 and 114 firms had

increased the efficiency of their assets and net assets, respectively, to generate

profit with the implementation of the project financed by the structural funds

(Tables 10 and 11).
Analysis of the Debt Weight
Dissertation Sample* Benchmark

Mean 4% 2%
Median -4% 8%
Standard Deviation 2,20% 0,32%
N. of companies that increased 171 -
Percentile 10% 5% -39%
Percentile 90% 141% 33%

*The statistics presented are computed across 228 firms from 2015 to 2019.

Table 12: The Debt Weight Growth Rate from Dissertation sample and Benchmark

performance
Liquidity Status
Dissertation Sample* Benchmark
Optimal Excess Liquidity Liquidity Need Optimal Excess Liquidity Liguidity Need
N. of companies 82 146 0 - . -
Rate 36% 64% 0% 33% 67% 0%

Table 13: Liquidity Status from Dissertation Sample
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Analyzing the company's indebtedness level, it is shown that the mean firm
of the sample had increased by 4% its debt weight, on average, between 2015 and
2019, higher than the benchmark results for the same period (Table 12). This may
be reasonable with the project funding that is not fully covered by EU Structural
Funds. Nonetheless, across the 223 firms in the data, 82 had an Optimal Status
of* and 146 had Excess of Liquidity (Table 13). Despite the higher debt weight
growth rate compared to the benchmark, these results seem reasonable that

companies had still sustained their liquidity.

4 The Liquidity ratio was considered: “Optimal” when the ratio is between the narrow of 0 and 1; “Excess
Liquidity” the ratio is equal or above 1; otherwise, is considered a “Need Liquidity” status.
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Chapter 5: Discussion

Following the results provided above, the following discussion can be

achieved:

1Y)

The ratio between total eligible spending*” and total eligible costs* allows
to measure the financial execution of the structural funds received.
Admittedly, the higher its value, the higher the capacity for financial
execution, thus this indicator should be maximized. The percentage of this
variable is in the range of 40% and 75% (Table 6). To maximize this ratio,
the expenses presented by the beneficiary must be considered eligible by
the public entities; as well as, on the company side, the agreed and eligible
projects in the application process should be almost entirely or entirely
implemented. Therefore, both the government and the companies
themselves can influence this ratio.

The sample shows a significant increase in the size of the companies. In
terms of sales and asset growth rate, the companies in the sample have a
positive growth rate and are higher than the benchmark. However, the
impact on jobs is ambiguous, the sample shows a growth trend as well, but
this growth is lower than the benchmark rate (Tables 7, 8, and 9). These
results may be due to the high number of IT companies in the benchmark,

as it is a representative CEA in the sample, and during the analysis period,

47 The eligible costs are the approved and financed costs of the project at the time of application or after the
application.

48 The total project costs are the expenses that the company had in the execution of the project, whether they
are eligible or not.
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3)

4)

6)

7)

there has been a marked evolution in the size of companies in this sector,
which seems reasonable to influence the comparison.

The sample shows a significant increase in sales and asset value.
Admittedly, it seems reasonable that these variables show a similar trend,
since the value of sales will largely influence the asset value itself, namely
in terms of the value of current assets (Tables 7 and 8).

Regarding the analysis of the financial and global profitability of the
sample, it can be observed that the absolute mean and median values of
ROA and ROE, in the years after the project, are lower than the values of
the benchmark, thus showing worse results (Tables 10 and 11). However,
the mean growth rate of the financial and global profitability of the sample
is higher than benchmark, so it seems reasonable to consider that the EU
Structural Funds are a support for greater growth of these variables of
Portuguese SME.

The company's indebtedness component shows that the value of the mean
firm of the sample is higher than the results for the same period of
benchmark. The results seem reasonable to consider because the project
funding is not fully covered by EU Structural funds and the companies
need to inject capital to sustain their projects (Table 12).

Despite the higher debt weight growth rate compared to the benchmark,
across the 228 firms of the data, 82 had an Optimal Status and 146 had
Excess of Liquidity (Table 13). These results seem reasonable that
companies had sustained their liquidity during the project
implementation.

Throughout the sample, it is possible to notice that the smaller companies
have a higher rate of growth of the variables. Once the company's leverage
is considered higher, thus a positive impact results in a greater impact on

the company.
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8) Additionally, SME are more exposed to the environment, decisions and
factors that influence them (e.g., sectors, competitors), which is why they

are reflected in large oscillations and a large amplitude between

percentiles.
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Conclusion

The investigation of the master’s Final Assignment occurred for master’s
degree in Finance at the Catolica Porto Business School, which aimed to examine
the internship activity at FI-Group Portugal, between September 2021 and March
2022.

The FI-Group is a multinational and a reference in innovation management
and R&D projects. The main services essentially involve three dimensions:
technical advice consultancy, tax benefits, and financial incentives.

The company is in CEA 70220 which has a growth trend. It could be an
opportunity for evolution for the FI-Group to grow along with the exposed trend.
On the other hand, the company is also very exposed to political, economic, and
legal factors. Internally, the FI-Group highlights the growing concern with its
employees and its R&D Platform. These factors make FI-Group a company that
seeks to innovate and place itself in a strategic position in the market. The
internship took place essentially in financial incentive services, more specifically
Portugal 2020. Therefore, this paper analyzed the impact of the EU Structural
Funds on the financing of Portuguese SME.

In Portugal, more than 90% of Portuguese companies are SME, in which one
of the main difficulties for them is to obtain financing and set effective
management of their resources, influencing their financial structure.

One of the main funding alternatives sources is European Structural Funds to
motivate their competitiveness and minimize the funding gap. The Portugal 2020
is the main European community support framework for Portugal. The
competitive and internalization projects, specifically for SME, occupy one of the
largest endowments of the implementation of Portugal 2020 funds in their

entirety.
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Portuguese economy faces a severe problem due to the lack of capital available
to more than 90% of its companies, issuing funding and setting efficient resources
to operate. In this way, this paper investigated the impact of these types of funds
implemented in Portugal, Portugal 2020, on the financing structure of Portuguese
SME, investigating their performance.

The availability of finance has been highlighted as a major factor in the
development, and success of companies. The effectiveness of financial
management is reflected in the results of corporate financial activities as an
objective measure of the effectiveness of asset use and the company’s policies
that generate maximum profits. In case the firm is not able to collect enough
capital to finance its business through debt or equity, this lack can create a
financing gap for small firms in the economy, affecting their performance.

The structural funds are considered an external source of resources able to
finance and support SME to minimize their inherent issues. The SME dotation is
allocated to finance those firms to support and develop their business.

To assess their impact on Portuguese SME, data from eligible companies
during 2015 and 2018 were used, and their performance was compared to the
benchmark and before and after the project implementation.

The size of the sample companies grew considerably in relation to the
remaining companies, with emphasis on the growth in sales and assets. The
funding of the funds seemed reasonable considering that it had an impact on the
company's profits and assets. In terms of the economic and global profitability of
the companies in the sample, the absolute values of the sample are lower than
the average values of the benchmark, but the mean growth rate of these
profitability is considerably higher. Thus, it seems reasonable to consider that
structural funds can be a support growth for SME to access efficiency in using
assets and capital, respectively, to generate profit. The comparison also can be
influenced by the limitation of the reference company in the benchmark, due to

the high presence of Information Technology (IT) representatives. Finally, after
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the implementation of the project co-financed by the Structural Funds, there was
an increase in the weight of debt of the sample companies, although they still had
apparent liquidity to sustain their business.

To conclude, the companies in the sample showed a better average
performance after project implementation and, in general, a better performance
compared to the benchmark. It seems reasonable to say that the structural funds
present themselves as an engine of growth and an alternative for financing

Portuguese SME.
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Appendix

Appendix I — Internship Agreement

The Internship Agreement signed by the intern, Inés Dias, the entity itself, FI-

Group, and Catolica Porto Business School was attached to this paper.

DosuSign Ervelope 10 BIADASEA-BBCC -1 16F-8114-007 BAR0EESH

e

ACORDO DE ESTAGID

Erire.

Cantn Reponal do Poro de Urermcace Catdacs Pormipaesa, oiravés O Faculdede de Loonomia @
Gegthe/Calica Poms Buseess School, ahain Sesgnads por FEG/CPES, com domeclio na Aud Daoga
Botehic o 1337, 4166005 Porie, comnbuinie B0108IS22. smpresentada neste alo o Gongaio Manue
Apuguenme Persing Cloeinng o Fana, dpsor do 27 Coo.

Fincsgivas Corsuliona & Gestbs, Lda. com sece om dv. da Bodwila, 17E8, repiessriad nesle sio pof
Paun Re, s 0eu graca por Entaacs,

-

inés Elisabete Barbosa Tavares s, com CGPassapone 14317785, ataim desgnada como Estagisio
£ consbrata, o MG Beonds, 0 (resents ACoodo of ESEIgo. nos bermios qus & SEguem:

Objective
O presents Aok (8 pF ebjecitied permdtic 5o Estagdng o conticin g com o Mo profEdond
A N ST @ B Tormacho, Mesrncioss ro piEng 08 SSTucos o0 ssIagino.

L}
Dumglo & looal do esdgio
0 estdpo berd & duraglo OF 8IS MERES, a fer inkoo em OF /08 2021 e fen em 04/03,2002, decomendo
s insteanies de Frascs,

Plana o8 sxtdgls
0 estfigio decorend de acordo com wm plano Ge esthfio previaments definido, que tand parte integrante
‘deste acomdo,
L
Obrignpies da Esonla/Facuidace

L infpree o Extagibng « @ Entadade sobie os contligios de reakinachio do estdgio,
2. Comrsca b Evidede o vrfcegdo de guakges arunsilines que justifyos a contiuslio do estigo
e 00 S 1,
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Appendix III - Decomposition of the Dissertation

Sample.

During the elaboration of the MFA, a sample of eligible companies was used

for the study of the theme, was following;:
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Appendix III - Characterization of the Dissertation

Sample used divided by CEA

During the elaboration of the MFA, a sample of eligible companies was used
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for the study of the theme. The following characterization of these was:
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No. Of

CEA Name of CEA companies
in the
sample
7 Extraction and preparation of metallic ores 1
8 Other Extractives 3
10 Food industries 9
11 Beverage industry 7
12 Tobacco industry 0
13 Textile manufacturing 9
14 Garment industry 11
15 Leather and leather products industry 5
16 Wood and cork industries and articles thereof, except furniture; manufacture of basketwork and wickerwork 6
17 Manufacture of pulp, paper, cardboard and their articles 1
18 Printing and Playing Recorded Media 1
20 Manufacture of chemical products and synthetic or artificial fibers, other than pharmaceuticals 7
21 Manufacture of basic pharmaceutical products and pharmaceutical preparations 1
22 Manufacture of rubber and plastic articles 10
23 Manufacture of other non-metallic mineral products 8
24 Base metallurgical industries 3
25 Manufacture of metal products, except machinery and equipment 28
26 Manufacture of computer equipment, communications equipment and electronic and optical products 2
27 Manufacture of electrical equipment 4
28 Manufacture of machinery and equipment 14
29 Manufacture of motor vehicles, vehicles and semi-trailers components for motor vehicles 5
30 Manufacture of other transport equipment 2
31 Manufacture of furniture and mattresses 7
32 Other transforming people 4
41 Real estate development (development of building projects); building construction 2
42 Civil Engineering 1
43 Specialized Construction Activities 2
46 Wholesale (includes agents), except motor vehicles and motorcycles 19
47 Retail trade, except vehicles and motorcycle 7
49 Land transport and transport by oil or gas pipelines 3
52 Storage and auxiliary transport activities (includes handling) 1
55 Accommodation 7
62 Consultancy and computer programming and related activities 11
63 Information services activities 2
69 Legal and Accounting Activities 2
70 Headquarters and management consulting activities 2
71 Architectural, engineering and related technical activities; rehearsal and technical activities 8
72 Scientific Research and Development Activities 4
74 Other consulting, scientific, technical and similar activities 3
77 Rental Activitie 1

79 Travel agencies, tour operators, other booking services and related activities 1
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82 Activity of administrative and support services provided to companies 1
85 Education 1

93 Sporting, entertainment and recreational activities 2

Appendix IV — Benchmark used in Dissertation

During the Dissertation, the Benchmark considered was the following:
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