Financial support to firms in Portugal

Fernando Alexandre
(University of Minho)

Interregional Innovation Investment (13)
INFODAYS — Agéncia Nacional de Inovacao
4t March 2021



Acknowledgment

The results included in this presentation are part of the project “It’s all about productivity: contributions to the understanding
of the sluggish performance of the Portuguese economy” (Reference PTDC/EGE-EC0O/29822/2017), financed by National
Funds of the FCT — Portuguese Foundation for Science and Technology within the project PTDC/EGE-ECO/29822/2017.

The presentation also benefits from the report on the “Assessment on financial support to undertakings in Portugal” Fernando

Alexandre is doing for DG for Regional and Urban Policy, European Commission and from the data provided by Agéncia para o

Desenvolvimento e Coesdo.



Outline

Financial condition of Portuguese firms
Too small to be productive?
Investment funding through ESIF

s w e

Concluding remarks



1. Financial condition of Portuguese firms

Non-financial firms debt (%GDP)
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Total non-financial firms’ debt as a percentage
of GDP is among the highest in the world.

It reached a maximum of 150% of GDP in 2012,
having decreased 109% in 2019.

Around one third of firms’ banking debt is under
moratorium in the context of the measures
adopted to fight the negative impact of COVID-
19.

The impact of the COVID-19 pandemic is
expected to increase significantly firms’ debt
and to make their financial condition even more
fragile.

This may raise challenges for the Portuguese
firms’ level playing field in the context of the
European Union recovery.
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Share of financially distressed firms in total value added,

Debt

Firms’ financial distress (aka, zombies), is
associated to high leverage and lower
performance, contributing to lower productivity
growth.

Financial distressed firms (FDF) reached a
maximum of 13% in 2012, accounting for 10%
of total value added, 17% of total employment,
41% of total debt and 44% of total interest
expenses.

The economic expansion that followed 2013 has
improved the financial condition of firms.

The exit and the recovery of FDF following 2013
resulted in a reduction of the weight of those
firms in the Portuguese economy.

In 2018, the share of FDF in total employment,
value added and debt decreased to 5%, 4% and
31%, respectively.

FDF = (EBITDA/Interest expenses) < 1 over three consecutive years



1. Financial condition of Portuguese firms

Leverage by firm size, manufacturing, median, 2012 and 2018 * Leverage decreases monotonically with
0.90 firm size, being higher for micro-sized

firms and lower for large-sized firms.
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0.70 * Leverage decreased across all firm sizes
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Leverage = Total liabilities / total assets
Source: Own calculations with data from SCIE (Statistics Portugal)



1. Financial condition of Portuguese firms

Profitability, manufacturing, median, 2012 and 2018
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Profitability increases monotonically with
firm size, being the lowest for micro firms
and the highest to large firms.

Profitability improved significantly across
all sizes between 2012 and 2018.
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2. Too small to be productive?

“... few small businesses intend to bring a new idea to market... (and) most small businesses have little desire
to grow big or to innovate in any observable way.”

Hurst and Pugsley (2012)
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2. Too small to be productive:
Share of employment, assets, value added and exports
(% of total), 2018 *  Micro firms (<10 workers and <10M<€ sales or assets) are
70 pervasive in the Portuguese economy, accounting for 80% of

the total number of firms.

*0 *  Micro firms represent 23% of employment, 13% of assets,

% 15% of value added and 4% of exports.

*  SMEs account for 45% of employment, 27% of assets, 40% of

value added and 31% of exports.
* Large firms account for 32% of employment, 60% of assets,
I I 45% of value added and 65% of exports.
I I I I ]
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Source: Own calculations with firm level data from SCIE (Statistics Portugal)



2. Too small to be productive?

Labour productivity, manufacturing, 2006-2018 (euros)
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In 2018, in the manufacturing sector, large-sized firms’ labour
productivity was, respectively, 2.1 and 2.8 times higher than
SMEs and micro-sized firms.

However, a more granular analysis with a focus on frontier
SMEs provides some insights on the relation between size and
productivity.



2. Too small to be productive?

Labour productivity, manufacturing sectors, 2018 (euros)
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Frontier SMEs are defined as the group of firms in the top 10%
of productivity.

In most manufacturing sectors, Frontier SMEs show higher
labour productivity than large firms.
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2. Too small to be productive?

Share of workers with a college degree, 2018 (%)
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In most manufacturing sectors, Frontier SMEs show a higher
share of workers with a college degree than large firms.
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2. Too small to be productive?

Share of firms with R&D

60
50 The share of large firms with R&D is much higher for large-
sized firms.
40
Size matters for R&D.
30
20
) I I I
0 - . I I =u BN BN — .
Chemicals And Computer, Food Products, Motor Vehicles, Other Business  Textiles, Wearing
Pharmaceutical Electronic And Beverages And  Trailers And Semi- Sector Services  Apparel, Leather
Products Optical Products Tobacco Trailers And Related
Products
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R&D: firms that spend at least 1% of total sales in R&D or have at

Source: Own computations based on SCIE (Statistics Portugal) and QPs (MTSSS) least 1 worker dedicated to R&D for two consecutive years



2. Too small to be productive?
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In most manufacturing sectors, there is a high share of
large firms and frontier SMEs that are foreign owned.

Foreign firms are defined as the firms with more than 50% of
foreign capital.
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3. Investment funding through ESIF

ESIF support to firms’ investment in the NRSF and PT2020, mainland Portugal

1w oo oo *In the National trategic Reference Framework (NSRF)

Number of projects 9,540 14,045 6,487.er?t|t|es (including flr.nj\s, entrepreneurlal

N associations and other entities) benefitted from 3,322
Number of entities 6,487 8,394 L
million euros of European Structural Investment Funds

3,322 5,158 . .
i support (th €) (ESIF) investment support, in the context of 9,540
] Average (th €) 348.2 367.2 ) ) .
projects, and corresponding to 8,251 million euros of
] Mode (th €) 15 15 ,
o total investment.
] Standard deviation (th €) 1,281 1,093
P10 (th € 13.5 7.5 . . .
- _ (th €) * InPT2020, in the period 2015-2019, 8,394 entities
] (Median) P50 (th €) 69.8 96 , -~ ,
- E——— £98.3 275 benefitted from 5,158 million euros of ESIF investment
' support, in the context of 14,045 projects,
- P90/P10 51.7 103.3 . -
corresponding to 12,268 million euros of total
Total investment supported by ESIF (th €) 8,251 12,268 .
investment.
] Average (th €) 864.8 873.4
] Mode (th €) 20 20
] Standard deviation (th €) 5,288 2,893
] P10 (th €) 18.6 12
] (Median) P50 (th €) 172.5 257
- P90 (th €) 1434 1718
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3. Investment funding through ESIF

Decile distribution of ESIF support to firms’ investment in the NSRF and in PT2020

NSRF PT2020

40 60 80
1

Percentage of total ESIF
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Source: Own computations with data from Agéncia para o Desenvolvimento e Coesao

The figure shows a high concentration of ESIF support
to undertakings, with 10% of the firms accounting for
69.3% and 65.9% of total ESIF support to firms’
investment in the NSRF and in PT2020, respectively.

On the other hand, 20% of the firms accounted for
82.5% and 80.1% of total ESIF in the NSRF and in
PT2020, respectively.
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3. Investment funding through ESIF — Lo

No. | Total Inv Support by ESIF . .
. entities | (€M o M * Inthe NSRF, the operational program Competitiveness
481

Alentejo 645 263.1 232.8 131.5 Factors represented 69% of total ESIF and 74% of total
Algarve 324 235 181.1 150.7 48.8 investment.

Centro 1,943 1,255 5413 478.2 300.2 * Norte and Centro operational programs represented
Lisboa Lo 217 2867 219.2 93.4 15% and 9%, respectively, of total ESIF in the NSRF.

3,081 1,993  856.4 754.8 467.6
::cr:::'tweness 3.142 1720 6,122.3 52751 22805 * InPT2020, the share of the operational program
9,540 6,487  8,250.9 7110.9 3,322.0 Competitiveness and Internationalization in ESIF and
in total investment was 60%.
_mm * The shares of operational programs Norte and Centro
AL : eotities L_{CV : i in ESIF were 18% and 12%, respectively
978 676 477.6 420.3 241.9 ! '
397 287 253.4 168.6 78.4
3,158 1999  1,461.2 1,203.5 633.1
1,292 897 672.1 554.6 204.8
DEES e 4565 2752 20423 1,756.5 909.1
Competitiveness
and
Internationalization 3,655 1,998 7,361.3 6,514.7 3,090.4
14,045 8,394 12,267.8 10,618.2 5,157.7

Source: Own computations with data from Agéncia para o Desenvolvimento e Coesdo
* Data for PT2020 refers to the period 2015-2019.



3. Investment funding through ESIF

ESIF support to firms’ investment in the NSRF by NUTS2 regions (% of total)

9 12 12 11

Alentejo 8

Algarve 3 3 2 2 1
Centro 32 32 38 37 35
Lisboa 4 4 4 3 3
Norte 52 52 45 46 50

ESIF support to firms’ investment in PT2020 by NUTS2 regions (% of total)
9 10 10

Alentejo 9 9

Algarve 3 3 2 2 1
Centro 32 33 35 35 36
Lisboa 8 9 5 5 4
Norte 48 46 48 49 49

Source: Own computations with data from Agéncia para o Desenvolvimento e Coesao
* Data for PT2020 refers to the period 2015-2019.
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The distribution of ESIF support to firms’ investment
across NUTS 2 regions is very similar in NSRF and in
PT2020.

ESIF is highly concentrated in convergence regions —
Alentejo, Centro and Norte — which account,
respectively, for 96% and 95% of total ESIF support to
firms’ investment in mainland Portugal.

Regions Centro and Norte account for approximately
35% and 50%, respectively, of total ESIF support to
firms’ investment in the NSRF and in PT2020.
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3. Investment funding through ESIF

ESIF support to undertakings by sectors in the NSRF (% of total)
Manufacturing accounted for 69% and 73% of ESIF

No. °
s Total Inv (EM : J respectively.
Manuracturing R 47 72 73 69

Manufacturing

27 26 13 12 14 » The sector of Services ranks second, accounting for
Jourism 6 / 12 1 12 14% and 9% of ESIF support to undertakings in the

15 16 3 3 4 : .

NSRF and in PT2020, respectively.

Other sectors 4 4 0 1 1 ’ P Y
TOTAL 100 100 100 100 100

* The share of the Retail sector in ESIF was 4% in the
NSRF and 3% in PT2020.

ESIF support to undertakings by sectors in PT2020 (% of total)

No.
I R N e =
s Total Inv (EM g oD
52 49 73 74 73

19 20 9 9 9
Tourism 6 7 8 8 8

14 15 3 3 3
Other sectors 9 9 7 6 7
TOTAL 100 100 100 100 100

Source: Own computations with data from Agéncia para o Desenvolvimento e Coesdo
* Data for PT2020 refers to the period 2015-2019.



3. Investment funding through ESIF S

* Firms’ investment supported by ESIF, both in the NSRF
and in PT2020, is concentrated in low- and medium-

ESIF support to undertakings by technological intensity in the NSRF (% of total) low technology sectors, which accounted for
Low-technology 47.9 39.3 40 39.1 eligible investment.
Medium-low-technol 31.4 30.2 30.1 33.8 .

- * Those sectors accounted for approximately 80% of
U I 0 S el o1 LoD 2L LIS 22 total firms’ investment projects funded by ESIF, both in
High-technology 4.2 8.1 8.3 6.9 the NSRF and in PT2020.

* Onthe other hand, firms in high-technology sectors
accounted for only 7% of total ESIF support.
ESIF support to undertakings by technological intensity in PT2020 (% of total)

o projects | o.firms | Totalny () | _Eigible iny () |

Low-technology 48.2 37.4 37.7 37.6
Medium-low-technology 32.1 34.7 34.2 36.2
Medium-high-technology 16.3 19.8 19.7 19

High-technology 3 8.1 8.5 7.2

The distribution of ESIF across technological intensity
is very similar in the NSRF and in PT2020.

Source: Own computations with data from Agéncia para o Desenvolvimento e Coesdo and SCIE (Statistics Portugal)
* Data for PT2020 refers to the period 2015-2019.
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3. Investment funding through ESIF

* Approximately 40% of ESIF was allocated to non-

ESIF support to undertakings by exporting intensity in the NSRF (% of total) exporters, both in the NSRF and in PT2020 (2015-
| Export ntensity | No.projects | _inv(em) | Eliginv (€M) | EsiF (€M) 2018).

Non-exporter 46.6 35.9 35.9 40.9
* Concerning exporters, the analysis of the distribution

Q1 3.2 1.0 1.0 1.3
by exporting intensity of the firms financed by ESIF
>7 1.9 19 2.4 show that around 50% are in the 4th quartile, that is,
10.1 4.6 5.6 5.5 belong to the group of the 25% with a higher ratio of
34.4 56.6 56.7 49.8 exports to sales, both in the NSRF and in PT2020.
* The distribution of ESIF across exporting intensity has
ESIF support to undertakings by exporting intensity in PT2020 (% of total) been very similar in the NSRF and in PT2020.
Export intensity | No.projects | _inv (€M) | Eliginv (€M) | _EsiF(em) |

Non-exporter 40 37.1 36.7 39.2
o] 3.6 1.0 1.0 1.3
5.8 3 3 3.3
12.3 6.5 6.4 6.9
38.3 52.1 52.5 49

Source: Own computations with data from Agéncia para o Desenvolvimento e Coesdo and SCIE (Statistics Portugal)
* Data for PT2020 refers to the period 2015-2019.
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3. Investment funding through ESIF

* Inthe NSREF, large firms accounted for 5.9% of total projects and
firms, but received 29.3% of total financial support by ESIF,
ESIF support to undertakings by firm size in the NSRF (% of total) corresponding to 41.1% of total investment.
* In PT2020, the share of projects by large firms was only 4.1% of

-mm_- ESIF support the total, accounting for 20.4% and 16% of total investment and
' Totallnv (€M) L Eligible Iny (EM) (€M) of ESIF incentive, respectively.

(Micro  |BEIW] 35.6 12.4 12.3 16.6

small  [EEYK 42.8 24.8 25.1 31.2 +  Medium-sized firms accounted for 22.8% and 26.7% of total
(Medium  [BEERAL 16.4 21.9 215 22.8 ESIF support to undertakings in the NSRF and in PT2020,
[large X 5.2 40.9 41.1 29.3 respectively.

ToTAL  [BTAN 100 100 100 100

. Micro and small-sized firms, together, accounted for 47.8% and
57.4% of total ESIF support to firms’ investment in the NSRF

ESIF support to undertakings by firm size in PT2020 (% of total) andin PT2020, respectively.

ESIF support *  This analysis show that the most significant change from the
-mm NSRF to PT2020 is the decrease in the share of ESIF support to
‘Micro  EEL 36.5 201 205 21.8 large-sized firms’ investment and the increase in all the other
m 18.1 433 330 321 356 size-classes. Therefore, in PT2020, ESIF support to undertakings
m 18.1 16.4 271 27.0 26.7 is more concentrated in micro and small-sized firms.

4.1 3.8 19.9 20.4 16.0
100 100 100 100 100

Source: Own computations with data from Agéncia para o Desenvolvimento e Coesdo and SCIE (Statistics Portugal)
* Data for PT2020 refers to the period 2015-2019.



3. Investment funding through ESIF

Transition across productivity deciles by firms funded by ESIF

between t and t+3 (% of total firms)

2008

2011

deciles decile deciles

36.8
36.9
34.0
32.2
27.4
29.6
31.7
26.7

44.9
41.7
42.1
41.4
40.3
35.4
25.7
38.5

18.3
215
24.0
26.3
32.3
35.0
42.6
34.8

N-s /s
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Data in the table show that the percentage of firms
supported by ESIF that moved to higher productivity
deciles three years after receiving the ESIF incentive
decreased through time, from 36.8% in 2008 to 26.7%
in 2015.

On the other hand, the percentage of firms that
moved to lower productivity deciles three years after
receiving the ESIF incentive increased from 18.3% in
2008 to 42.6% in 2014 (34.8% for firms financed by
ESIF in 2015).

Finally, a very high share of firms funded by ESIF
remained in the same productivity decile three years
after receiving the ESIF support.

Source: Own computations with data from Agéncia para o Desenvolvimento e Coesdo and SCIE (Statistics Portugal)
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4. Concluding remarks

* Portuguese firms are highly indebted. The impact of the COVID-19 pandemic is expected to increase firms’ debt

significantly, interrupting the improvement in the financial condition of Portuguese firms in the period 2013-2019.

* High debt may diminish firms’ investment capacity and, therefore, their crucial role in the recovery of the Portuguese
economy and in its structural transformation towards a knowledge-based and high-value added internationally integrated

economy.

* Micro firms are pervasive in the Portuguese economy and few small businesses intend to bring innovations to the market

and to grow.

* To foster productivity growth through public financial support, namely through European Structural Investment Funds, is

crucial to select firms that are financially constrained on their ambition to innovate and to grow.



4. Concluding remarks

* European Structural Investment Funds in the NSRF and in PT2020 have been highly concentrated: 20% of the firms

account for approximately 80% of ESIF, both in the NSRF and in PT2020.

* The most significant change from the NSRF to PT2020 seems to be the decrease in the share of ESIF support to large-sized

firms and the increase in all the other size-classes. Therefore, in PT2020, ESIF support to undertakings is more

concentrated in micro and small-sized firms.



