European
Commission
I

2021 SME COUNTRY FACT SHEET’S BACKGROUND DOCUMENT

ROMANIA

1. Introduction

Romania has a vibrant entrepreneurial environment and a large pool of IT talent that could further
contribute to its development. Despite these strengths, Romanian SMEs are significantly lagging
behind in innovation and digitalisation and face major challenges in terms of administrative
burden. In addition, Romanian SMEs face both a lack of skilled workers and an overall lack of
manpower.

Small and medium-sized enterprises (SMEs) in Romania have experienced an economic slowdown
due to the COVID-19 pandemic. However, the slowdown was relatively mild, because of national
and EU policy measures taken to fight the pandemic and to support the economy. In 2020, SME
value added declined by 0.5% and SME employment increased by 1.1% compared to 2019.
However, several sectors were badly affected, such as manufacturing, where both SME value
added and SME employment dropped by 10.5% and 5.4%, respectively. In accommodation and
food services, SME value added fell by 36.0%, although SME employment grew by 1.1%. In
contrast, the information and communication sector performed very strongly, with SME value
added increasing by 13.0%, although SME employment declined by 2.6%:".

For 2021, SME value added is expected to increase by 6.3% and SME employment is forecast to
grow by 1.1%. Combined with the fact that 2020 did not show a sharp overall downturn either,
Romanian SMEs are expected to exceed their 2019 level by 5.8% in value added and by 2.1% in
employment in 20212,

SMEs play an important role in Romania’s ‘non-financial business economy’. In 2020, their
contribution to total value added was 55.9%, slightly higher than the EU average of 53.0%, while
their contribution to employment was 66.1%, roughly in line with the EU average of 65.2%.
However, SME productivity, measured as value added per person employed, was only EUR 16 500,
less than half the EU average of EUR 40 000. SMEs in Romania are relatively larger than the EU
average - in 2019, they employed an average of 5.2 people compared with the EU average of
3.73.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2020

Number of persons employed Value added

Number of enterprises

Romania EU-27
Number Share

Romania EU-27 Romania EU-27

Number Share € Billion Share Share
Micro 466 507 89.6% | 93.3% 983 278 24.2% | 29.6% 16.0 20.1% | 18.7%
Small 45022  8.6% | 5.7% 905 280 22.2% | 19.7% 14.5 18.2% | 17.0%
Medium-
sized 7 674 1.5% 0.9% 801 687 19.7% 15.8% 13.9 17.6% 17.3%
SMEs 519 99.7% 99.8% 2 690 66.1% 65.2% 44.4 55.9% 53.0%
203 245
Large 1525 0.3% 0.2% 1379 371 33.9% 34.8% 35.0 44.1% 47.0%
Total 520 100.0% | 100.0% 4 069 100.0% 100.0% 79.4 100.0% 100.0%
728 616

Source: These are estimates for 2020 produced by DIW Econ, based on 2008-2018 figures from the Structural Business
Statistics Database as well as provisional data for 2019-2020 from the National Accounts Database and the Short-Term
Business Statistics Database (Eurostat). The data cover the 'non-financial business economy’, which includes industry,
construction, trade, and services (NACE Rev. 2 sections B to J, L, M and N), but not enterprises in agriculture, forestry and
fisheries and the largely non-market service sectors such as education and health. The following size-class definitions are
applied: micro firms (0-9 persons employed), small firms (10-49 persons employed), medium-sized firms (50-249 persons
employed), and large firms (250+ persons employed).

2. Key strengths

Romania performs above the EU average in entrepreneurship

Romania performs well in early-stage entrepreneurial activity, which has seen a very positive trend
over the last decade*. Appetite for entrepreneurship is growing, especially among young people,
with one in two wanting to become an entrepreneur®. The World Bank’s Doing Business (DB) 2020
study also assessed the entrepreneurial performance of the country.

Figure 2: Starting a Business in Romania and comparator economies — ranking and score

DB 2020 Starting a Business Score
100

95.7: Moldova (Rank: 13)
90.5: Regional Average (Europe & Central Asia)
88.2: Hungary (Rank: 87)
87.7: Romania (Rank: 91)

85.4: Bulgaria (Rank: 113)
82.1: Czech Republic (Rank: 134)

Source: World Bank Group, Doing Business (DB) 2020, Economy Profile of Romania, 2019%



The study shows that Romania has increased its score in ‘Starting a Business’ by almost 4 points,
from 83.9 points 2019 to 87.7 points in 20207.

Policy efforts have been introduced to support entrepreneurial activity. Romania introduced a
reform making it easier to do business: voluntary value added tax registration was allowed, which
is less time consuming than mandatory registration®. Policymakers also specifically target young
people through the programme 'INNOTECH Student’ - launched in 2020 - which offers Romanian
college students financial support to carry out their entrepreneurial projects®.

Romanian SMEs now enjoy better access to public funding

Public financial support to businesses has significantly improved over the last decade, and is now
in line with the other EU countries'®. Public support to companies and SMEs has greatly benefited
from access to the European Structural and Investment Fund (ESIF). In the 2014-2020 period,
Romania received EUR 30.8 billion from the ESIF, of which 5.3% was allocated to thematic
objectives 01-03 supporting SMEs (including support to R&D activities or the ICT sector) through
two operational programmes - the ‘Competitiveness’ programme and the Regional programme -
amounting to approximately EUR 1.64 billion!!. An additional EUR 550 million has been mobilised
under the European Regional and Development Fund for financial support to SMEs through the
provision of working capital and capital for productive investments.

Despite progress in this area, Romanian SMEs and entrepreneurs face many difficulties in financing
their businesses. These include Romania having the highest average interest rate for small loans
in the EU'? and an underdeveloped alternative finance ecosystem, with little access to equity
funding, business angels or crowdfunding?3.

The Romanian Government is trying to improve access to finance and it is offering several financial
support schemes to SMEs to help them improve their economic competitiveness and strengthen
their market position. For example, the National Credit Guarantee Fund for small and medium-
sized enterprises — together with the Ministry of Public Finance and in cooperation with financing
partners — designed three new programmes to help SMEs overcome the economic consequences
of the pandemic: i) SME INVEST Romania; ii) SME Leasing of equipment and machinery; and iii)
SME Factor!?.

Romania has a large pool of IT talent

According to the European Commission’s Digital Economy and Society Index (DESI), Romania
ranks 5th in the EU for the number of ICT graduates — 5.6% of all graduates, above the EU average
of 3.6%1*>. The country has a pool of 139 000 developers, the 2nd largest in Central and Eastern
Europe, which could herald the start of a new generation of successful ICT start-upst®.

However, Romania still has an annual shortage of over 15 400 programmers. The ICT sector is
affected by the migration and ‘brain drain’ trends in the country, which may be partly caused by
comparatively low salaries - high by Romanian standards, but among the lowest in the sector
globally!”.



3. Key challenges

Romanian SMEs perform below the EU average in innovation

Romania is considered a modest innovator, performing 50% below the EU average in the European
Innovation Scoreboard 2020. Romania is among the countries in the EU whose innovation
performance has decreased the most, i.e. 5.7 percentage points. Romania is the worst EU
performer in the *Human Resources’ innovation dimension. However, Romania outperforms three
other moderate innovators in the EU in the ‘Innovation-Friendly Environment’ innovation
dimension. Romania also performs better than five moderate innovators in the EU in the ‘Finance
and Support’ innovation dimension'g,

Romania's greatest barriers in its transition to an innovation-based economy are the lack of human
resources, and insufficient investment in R&D, as the country has low amounts of public and
private expenditure in R&D°. Having spent just 0.48% of GDP in R&D activities in 2019, against
the 2020 country target of 2%, Romania remains the EU’s worst performer in R&D spending. Public
R&D investment was 0.2% of GDP while private expenditure was only 0.28% of GDP. According
to the latest Community Innovation Survey (CIS), Romania has the lowest share of innovative
businesses in the EU, including the lowest share of innovative SMEs, and only 2.1% of the country’s
businesses undertake R&D activities, far below the EU average (22.6%).

Romanian SMEs are lagging behind in digitalisation

According to European Commission’s DESI, Romanian businesses have low levels of digitalisation
- with only 23% of businesses sharing information electronically, and only 8% using social media,
below the EU averages of 34% and 25% respectively?°.

Romanian SMEs’ participation in e-commerce also needs to be stepped-up significantly, as only
11% are selling online and only 6% are selling online cross-border, below the respective EU
averages of 18% and 8%?2!.

Romania has directed significant policy efforts specifically towards supporting SME digitalisation.
In 2020, it launched several support programmes, among others, the National Programme for SME
Digitalisation (Pogramului national de digitalizare a microintreprinderilor, intreprinderilor mici si
mijlocii), providing financial support for SME digitalisation in all sectors??.

Romanian SMEs suffer from both a lack of skilled workers and an overall lack of
manpower

For years, SMEs in Romania have experienced a lack of manpower. One million workers are needed
to cover the employment needs of businesses?3.

Romania shares this challenge with many other Central Eastern Europe markets - an issue caused
by migration and the current ‘brain drain’. The need to reskill the workforce, to boost the quality
of higher and vocational education and increase low salaries are extra factors?*.

In 2020, Romania launched a programme to improve the digital skills of SME employees
(Programului national Competente digitale pentru angajatii din sectorul intreprinderilor mici si
mijlocii), to help SMEs address this issue?>.



Administrative burden remain a major challenge for SMEs in Romania

Both regulatory and administrative burden continue to be a significant problem for Romanian
businesses. 89% consider the complexity of administrative procedures a problem when doing
business and 96% consider fast-changing legislation a barrier — the highest rates in the EU, well
above the average of 62% and 63% respectively?®. Furthermore, these figures have

increasing since 2017.

Figure 3: Fast changing legislation and complexity of administrative procedures as problems for doing business (% of
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4. Other key SME-related brief insights
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Due to the COVID-19 crisis, over 100 000 SMEs needed support during
202028, The hospitality sector saw a decrease in turnover by approx. 80%
compared to 20192, To activate the economy, the Romanian government
published its National Plan for Investment and Economic Recovery. This
proposed investments worth EUR 100 billion be made until 2030 in
various sectors (including infrastructure, agriculture and health)>*

Romania performs below the EU average in Environment. It continues to
underperform in the Eco-Innovation Index with a slightly worsening
performance compared to previous years, performing below the average
in all indicators. The country fares better and is closer to the EU average
in terms of socio-economic outcomes and resource efficiency outcomes,
but this performance has worsened since the last report period®". In 2020,
the ‘Electric Up’ programme was launched to finance the installation of
photovoltaic and charging stations for electric and plug-in hybrid electric
vehicle panel systems for SMEs and the hospitality (HORECA) sector3?.

Romanian SMEs face high regulatory and administrative burden. Political
instability is also negatively affecting the business environment and
increasing regulatory burden: proposed plans are not always followed
through and too many emergency government decisions forgo public

been
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consultation requirements33. Romania introduced a reform to make the
payment of taxes less costly by eliminating five employer-paid taxes and
contributions. At the same time, Romania introduced a new work
insurance contribution paid by the employer34.

Romania performs significantly below the EU average in terms of
digitalisation of businesses and in digital public services. However, in
2020 the government set up the ‘Authority for the Digitalization of
Romania’, responsible for developing electronic public services in
Romania and implementing the National Strategy on the Digital Agenda
2020%. This reflects the government’s commitment to stepping up action
in this area.

The country performs significantly below the EU average in terms of
access to finance — with access to risk capital for innovative start-ups and
scale-ups remaining very limited. The National SME Credit Guarantee
Fund helps SMEs access financing by providing guarantees for financing
instruments contracted from commercial banks or other sources3®

Romania is among the weakest performers in Single market and
Internationalisation. Romania is one of the two Member States with the
highest transposition deficit of in Single market-related directives®.
Romanian SMEs account for a low share of the value of exports to non-
EU countries.?® According to a European Commission report, there is a
lack of suitable transport infrastructure, which hampers international
business.®
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