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(i‘.r‘) In brief

Survey: Second half of 2013 - Key findings

» The gradual improvement in business sentiment observed over the past two years is beginning to help
mitigate the liquidity problem. The steady turnaround in business outlook is also reflected by the fact that
all the indicators measuring the level of vulnerability among SMEs appear to have hit their highest level at the
end of 2012.

» Concerning the various individual sectors we note that:

v Manufacturing continues to be the sector presenting the best picture and the best expectations for
demand.

v Trade is posting the greatest improvement in terms of business confidence.
v' Services have sustained their improved picture that emerged at the beginning of the year.

v Construction, though still the weakest sector, shows positive signs, mainly in respect of liquidity and
delayed payments.

» Improved business sentiment is reflected in SMEs’ more aggressive investment plans. Specifically, 80% of
SMEs intend to carry out some kind of investment in the course of the next two years, compared with 67% at
the end of 2012. Access to new markets or products continues to be an investment priority.

» When it comes to financing, the situation is improved — with 31% of the SME segment applying for financing,
of which 70% are granted the full or part of the amount.

» Likewise, SMEs with uncovered financing needs (42% compared with 33% in H1.2013) seem for the most part
to avoid external financing, which partly explains the shift towards financing via their own resources (50%
of SMEs intend to finance their future investments using equity, compared with 40% the previous year). We
note that just 5% of the SME segment stated that unfavourable borrowing terms deter them from applying for
financing. Moreover, our survey indicates that a lack of adequate solutions and information deters 1/3 of
SMEs from using financing tools they consider significant (the figure exceeds 2 in the case of smaller
enterprises). 2
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Special Issue: Innovation — Key findings

Our survey focused on the innovation activity of Greek SMEs, which notably they have been pursuing within
a far from supportive environment (as reflected by international and European innovation indices).
Combining our findings with the general literature on innovation, we note the following:

» According to international innovation indices, Greece is in a weak position. A mere 15% of SMEs are
strategically innovative, 50% do not innovate, and the other 35% innovate only sporadically. The
relatively strong position of the Greek services sector based on European indicators for innovation
(mainly thanks to computer services) is not the case when it comes to the SME segment, which is
dominated by tourism enterprises and freelancers.

» 33% of Greek medium-sized enterprises innovate compared with 50% of European medium-sized
enterprises Technological innovation is undertaken by 20% of Greek medium-sized enterprises
compared with 35% on average in Europe. We note that since there is no available data for a sample of
small enterprises (i.e. with turnover below €1 million) on the European level, it’s not possible to compare
across SMEs as a whole.

» Innovation is a critical parameter for economic growth and it offers sustainable competitive advantages.
According to the findings of our survey, innovation enhances the financial health of SMEs, through a
multitude of impacts:

v' Innovative SMEs are more dynamic: 40% of them aim at business growth (compared with 23% of
non-innovative SMEs).

v' They display greater resilience in the face of the crisis: 70% are not facing liquidity problems
(compared with 60% of non-innovative SMEs).

v' They are more export-oriented: 48% produce sales abroad (compared with 31% of non-innovative

SMEs). 3
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» The problems of the wider innovation environment identified in Greece by international and European
indicators are indeed reflected in the behaviour of SMEs. Specifically:

v

v

Low business spending on R&D is the case in the economy as a whole as well as for SMEs. The same
applies to applications for patents and intellectual property protection.

Our survey confirms that a large part of Greek innovative activity (around '%2) is not primary, but
merely an adaptation of innovations by other enterprises.

v' The relatively good level of research activity in Greece lacks adequate channels for feeding through to

the business sector, meaning that only a small portion of innovative activity by SMEs (20%) arises
from collaboration outside the firm. This provides an explanation for why Greece’s good level of
research activity is not reflected in respective economic outcomes.

» Nonetheless, our survey highlights two features of recent SME behaviour that could under certain
conditions prove beneficial in future:

v

v

While the wider innovation environment seems to have become more hostile over the past five years,
the percentage of SMEs that innovate has increased (to 30% in 2013 from 20% in 2008) — most likely
because they have realized that this strategy offers a way out of the crisis.

Although exports of innovative products and services continue to be low (reflecting the low level of
SME investments in the previous years in new products and services in the international market), our
survey indicates a shift of SMEs towards developing such new products and services as a way to
increase their exporting activity.

» Accordingly, the desire for innovation seems to exist among SMEs (combined with an export orientation). If

policies (and, by extension, the business environment) become more supportive, innovation by SMEs has

the potential to increase significantly. It is worth noting that 26% of SMEs state they intend to innovate in
future. If we add to that the 16% of SMEs who still remain uncertain, the percentage of innovative SMEs
could exceed 40% in the next two years (from 30% in the last five years and 20% in the period prior to
2008). .



4
({-r‘) In brief

Policies that enhance innovation

Innovation is a complex process that goes hand in hand with many other aspects of enterpreneurship.
Consequently, key policies that help to foster its growth include the creation of a stable business
environment, enhancing access to funds, and the reduction of unnecessary administrative and bureaucratic
procedures. However, a significant role is also played by policies related specifically to innovative business
activity:

» Fostering interaction between the forces of innovation (mainly universities and research centers)
and enterprises should be a top priority.

» It is also very important to target public R&D expenditure so that it better supports business R&D
activity. We note here that business R&D expenditure, although generating higher economic returns
compared with public R&D expenditure, is extremely low in Greece.

> Intellectual property rights need to be better protected by a reliable and stable legal framework.
Indicatively, we note that the property rights index of the World Economic Forum is 3.7/7 for Greece,
compared with an average 4.6/7 for Europe.

» Another way to enhance innovation activity could be through policies that promote and foster business
clusters. It should be noted that the role of business clusters is dual:
v" Clusters can be particularly effective in helping small enterprises produce primary innovation,
which involves high fixed costs.
v" They can help SMEs adopt innovations rapidly by transferring and adapting technology from
abroad, providing small businesses with information on technological advances and support
regarding the transfer of technology.



£
(i‘.r‘) Table of contents

» Current economic environment and business confidence index for SMEs
v Key findings of NBG’s survey for the SME segment as a whole
v' Variations by size
v' Variations by sector

» Investments and financing of SMEs
v Investments for the next two years
v' Covering financing needs
v' Financing tools

» Innovation activity of SMEs
v Innovation Environment
v’ Findings of NBG’s survey for SMEs

> Annex
v' Mapping the SME segment in Greece
v' Sample description
v' Constructing the business confidence index for SMEs
v Survey ID



CURRENT ECONOMIC ENVIRONMENT &
BUSINESS CONFIDENCE INDEX FOR SMEs:
Second half of 2013




SMEs Confidence Index
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Improvement in the business climate is starting to help
mitigate liquidity problems

The Confidence Index for SMEs indicates gradual
improvement in the business climate over the past

two years (up 24 points in 2012-2013).

Even more promising is the fact that this better picture
regarding demand is starting to give a boost to the
financial health of SMEs. With a delay of six months
(i.e. since mid 2012), the severity of the liquidity
problem becomes milder, in line with the improvement
of the confidence index. For example, it is notable that
in a period where financing conditions essentially
remained unchanged (see p. 42), the percentage of
SMEs stating that they are facing severe liquidity
problems dropped to 33% in H2.2013, from 40% in
H2.2012.

Besides the liquidity problems, our survey shows that
the other indices measuring the level of vulnerability
among SMEs (percentage of SMEs pursuing mere
survival strategies or encumbered by excessive debt
problems) hit their highest levels in H2.2012, and since
then have been falling.



However, on the shorter 6-month horizon, SMEs present more
reserved expectations

%"

SMEs demand estimates > The improvement in the confidence index over the past
six months reflects improvement in activity during the
previous 6-month period (with 24% of SMEs presenting
an increase in activity, compared with 19% in H1.2013).

» However, the component of the confidence index

Index (from-100to 100)

concerning estimates for demand in the next 6 months

Past 6 months Next 6 months

2012H1 ®2012H2 =2013H1 ®2013H2 expecting an increase in activity, compared with 25% in
* The index corresponds to the net balance of H1'2013)‘
answers for decrease (-100), stability (0) or
increase (100). » The relatively more reserved expectations of SMEs are
. . also reflected in a number of other indicators:
Activity estimates
bout th t 6 month : . .
aboutThe next > months v 14% of SMEs are planning to increase investments
Activityabroad o1 within the next 6 months (compared with 17% in
Activityin Greece 0.21 H1.201 3).
Investment 0,00 v 10% of SMEs state that they will increase
Employment 0,08 employment within the next 6 months (compared
prices  “0r19 with 13% in H1.2013).
04 02 0,0 0,2 0,4 v’ 22% of SMEs estimate increased activity in Greece
Net balance of answers for S+ 3 o/, 1
increase (1) stabiity (O) or decrease (-1) within the next 6 months (compared with 26% in
H1.2013). 9
B2013H2 ®2013H1  2012H2




(’/ %) Variations by size: The larger SMEs look more dynamic and more

resilient to the crisis

» The expectations of SMEs show a positive correlation with their turnover, as reflected in the confidence
index** (divergence of around 30 points between larger and smaller SMESs). In addition, the larger SMEs
present greater resilience to the crisis, pursue growth strategies to a greater extent and have fewer liquidity

problems.

» The significant improvement presented by the largest SMEs in H1.2013 (much greater than that of smaller
SMESs) shows a tendency to return to the general course of the business sector. Specifically — though
presenting a small downward correction over the past 6 months — the largest SMEs will close 2013 with a
confidence index about 20 points higher than a year earlier (an improvement roughly in line with the other

SMEs).

Confidence index by size class Strategic priority: Growth
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s 0 ] . : —— S 40% 33%
g -10 . -2,5 W 17%
- 20 -10 = 20%

-15 )
§ 30 25 5
£ X0 3532 30 SR ' '
5 0 Size* 1 Sizes* 2-5 Size* 6
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*The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 5=(2.5-5] and 6=(SIbO]'
**The business confidence index corresponds to the net balance of answers for decrease (-100), stability (0) or increase (100).



4 % Variations by sector: In 2013 all sectors presented higher
(4% ) confidence index compared with 2012

» The confidence index in H2.2013 increased for SMEs in the trade and services sector, while it remained
unchanged in the segments of industry and construction. Note that all sectors posted an increase compared

with the same period in 2012.

» SMESs across all sectors demonstrate higher resilience in the face of the crisis and have fewer liquidity
problems compared with H1.2013, with manufacturing presenting the best picture.

» The construction sector continues remains the most vulnerable in terms of resilience and liquidity, leading to
a relatively smaller percentage of construction companies to purse growth strategies (20% compared with 1/3

of other SMEs).

Confidence index per sector Strategic priority: Growth
o 40% 9 34%
S Manufacturing ~ Trade Services  Construction S ’ 34% ’ 31%
S 0 . € 30%
5 = B ) 7 0%
8 -7 -6 LIu:I) 20%
= -20 1 - _1e-13 =
c 1 16 o 10%
o -29 °
< 40 1 -35-35 = 0%
9 -44 -46 Manufactuing ~ Trade Services  Construction
S 60 -
2012H2 ®2013H1 ®2013H2 2012H2  =2013H1 = 2013H2
Resilience to the crisis Liquidity problem
20 - 7 18 1718 2 §50% 1 5 40%
o5 40% - . 38%
15 13132 X 30% 31%
2 &+ 30%
S 10 - Yo
2 S 20% -
= n o °
- Y= m
5 © S 10% -
g
0 0% T
Manufacturlng Services Trade Constructlon Manufactunng Trade Services  Construction
2012H2 =2013H1 ®=2013H2 2012H2 =2013H1 ®2013H2 11

* The confidence index is not comparable by sector (only over time) due to its different calculation methods (cf. p. 52).



Manufacturing: The sector presenting the best conditions of
current activity and the best expectations for demand

Confidence Index: Manufacturing
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* The manufacturing confidence index corresponds to the
net balance of positiveand negative answers conceming
the level of orders, the level of stock and the estimated
trend of future production.

Sector indicators

Resilience to the crisis

Exportoriented SMEs

Increased activity in Greece
inthe next 6 months

Increaseininvestmentsin
the next 6 months
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» In H2.2013 manufacturing continues to be the sector
presenting the best picture regarding current and future
demand. Specifically, 34% of manufacturing SMEs posted
increased activity in the past semester (compared with 21%
for other SMEs), while 31% have positive expectations for the
next semester (compared with 20% for the other SMEs).

» The confidence index for manufacturing SMEs remained
unchanged. Across the various individual segments, clothing
and food SMEs stand out (these also display a strong export
orientation), while heavy manufacturing (metals and
equipment) suffers from decreased orders and increased
inventories.

» At the same time, note that manufacturing SMEs:

v remain the most export oriented, with 60% being active in
foreign sales (compared with 28% of other SMEs),

v' show a greater tendency to increase investments (20%
compared with 13% for other SMEs) and

v anticipate further growth in domestic activity in the next
six months (1/3 of manufacturing SMEs compared with
1/4 of other SMEs).

12



Trade: First signs of recovery after the severe setbacks brought
about by the crisis

» The trade sector posted the biggest improvement in the
Confidence Index: Trade confidence index in H2.2013 (up by 6 points compared with

Wholesale  Motor vehicles Retail an average 1 point for other SMES)'

10 6

—

— - - > Although SMEs stating that they have been severely hit by the
-10 -1 i
-5 . .
rz: crisis are still over 1/2 of the trade sector, there are some
-30
26 -30 signs that they have now found more effective ways to
-50
react:
2012H2 ®2013H1 ®2013H2
* The trade confidence indexcorresponds to the net v 34% of trade SMEs are now planning for growth, compared
balance of positive and negative answers concerning the . o
level of stock and the trend of past and future demand. with 25% a year ago.

v' 31% of trade SMEs claim to be facing severe liquidity

Sector indicators .
problems, compared with 42% a year ago.
Greatimpact ofthe 56%
e » All trade sectors report a steady rise in confidence, with two

Liquidity problem particular sub-sectors standing out:

Growthas a priority v Wholesale trade presents increased past activity, as well

Increase ininvestments as expectations for further growth in H1.2014.

inthe next 6 months

o v/ Car trade shows an impressive recovery, with the
0% 25% 50% 75% 100%
confidence index up by 21 points during H2.2013.

% of trade SME segment

B2013H2  ®2013H1 2012H2
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f‘ Services: Maintain the improved picture that emerged at the
(3 ) beginning of the year

i : » The confidence index for services SMEs remains unchanged at
Confidence Index: Services

the improved level it achieved at the beginning of 2013 (with the

Transport  Tourism Other Freelancers

] 2
-10 - ._4 . -5
13 -11 I-11 I >
23 -20

-25

index up by 32 points on average in 2013 compared with 2012).

If we take a look at the various individual service segments,

transport presents the most favorable business climate.

0 According to our survey, expectations of tourism SMEs for the

-55 - . .
2012H2 ®W2013H1 ®2013H2 weaker future demand during the winter semester (due to

* The services confidence index corresponds to the seasonality) seem to limit the index to low levels — however over
net balance of positiveand negative answers . . .
concerning the business situation and the trend of the respective 2012 level. At the same time, the confidence index
pastand future demand.

for freelancers seems to be adversely affected by the reduced

Sector indicators activity in summer 2013 — however remaining at a higher level

than the respective semester in 2012 and indicating
44%

Resilience to the crisis significantly improved future expectations.
, 37% _ : .
Export oriented SMEs » Along with manufacturing, services SMEs demonstrate the
L] L] L] L] O

% of sales abroad (for 36% greatest resilience to the crisis (44% can hold out for more
exporting SMEsonly) than a year compared with 35% for other SMEs). At the same
Increase ininvestments 17% : s 3

e tho mext 6 monthe time, they are boosted by a significant degree of export

' ' ' ' ' activity, with exporting SMEs in the services sector producing
0% 25% 50% 75% 100%
: about 36% of annual turnover abroad (compared with 20% for
% of services SME segment
other exporting SMEs).

B2013H2  ®2013H1 2012H2
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Construction: Though still the weakest sector, shows positive
signs, mainly in respect of liquidity and investment plans

%"

Confidence Index: Construction > The confidence index for construction SMEs remained low

Public projects Buildings in H2.2013, showing just a limited improvement compared

0 .
-10 . with the previous year (up by just 12 points on average in
20 2013).
-30 -25

-46

-40

-50 » In the case of construction of public projects, expectations

are relatively better than for construction of buildings, as

* The construction confidence index corresponds to the they are boosted by the restart of projects financed by NSRF.
net balance of positiveand negative answers

concerning the current baaklog and the estimated trend

orfuture demand. > Construction SMEs still present the lowest resilience in the

face of the crisis (just 14.5 months compared with 18.5
Sector indicators months for other SMEs) and the highest rate of enterprises

56% struggling to survive (56% of construction compared with
38% of other SMEs).

Survival as a priority

40%

Liquidity problem . . ..
» However, the moderation of liquidity problems has enabled
Delayed payments o% them to reduce delayed payments for loans and suppliers in
» 119 H2.2013, while more construction SMEs plan to increase
In_crease ininvestments 0
Inthe next 6 months their investments in the next semester (11% compared with
0% 25% 50% 75% 100% 8% at the beginning of 2012).

% of construction SME segment

E2013H2 ®2013H1 = 2012H2
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INVESTMENTS AND FINANCING OF SMEs
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The improvement in the business climate is prompting SMEs
to adopt more aggressive investment plans

» The general improvement in the business climate in 2013 is

reflected in the investment plans of SMEs. In particular, 80% of
SMEs intend to embark on some kind of investment in the next
two years (in new markets or products, equipment or
infrastructures) compared with 67% at the end of 2012. A more
impressive change in expectations is observed in the trade sector
— 82% of trade SMEs state intentions to invest, compared with
64% at the end of 2012.

The structure of preferences of SMEs remains unchanged, with
expansion into new markets and products being an
investment priority (concerning 60% of SMEs at the end of 2013
compared with 50% a year earlier).

As far as financing of future investments is concerned, SMEs
show a shift to equity funds (50% of SMEs compared with 42% a
year earlier) and subsidies (31% compared with 25% a year
earlier). In total, financing through loans and profits remains at
similar levels as in 2012. However, it is important to note that the
manufacturing and trade sectors show a higher preference to
loans (almost 45% of SMEs intend to borrow), whereas the
services and construction sectors tend to depend less on loans for
their investment plans (with just 25% of SMEs intending to invest

through loans). .



Applications for financing by SMEs remained unchanged - at a
relatively low level in the case of small businesses

SMEs' applications for financing » 31% of the SME segment requested financing over the past
during the past 6 months six months™ (down from 35% at the beginning of the year).
= B 23%23% Specifically:
Q 20% A
£
g 15% - 11% v Applications for bank loans and bank overdraft
= 10% 8% %% » remained unchanged (at 23% and 7% of SMEs,
5 5% 1 . . ’ tivel
2 | | m respectively).
Bankloan Trade credit OVBefggﬁ Other v" Applications for trade credit declined (8% of SMEs
compared with 11% at the beginning of the year).
2013H1 ®2013H2
» The size of enterprises seems to affect the decision
SMEs' applications for financing regarding financing. Specifically:
during the past 6 months
100 - by size class v Although facing the biggest liquidity problems, just
2 o006 - 15% of smaller SMEs applied for financing over the
ag,‘ 60% { B 69% > past six months.
5 0% v" On the other hand, 45% of larger SMEs applied for
& 22:;0 ] e 26% financing, demonstrating a stronger preference for
Size* 1 Sizes* 2-5 Size* 6 bank loans.
HBank loan “Tradecredit ™ Bank overdraft
Other B No appliation

* The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 5=(2.5-5] and
6=(5-10].

** Note that almost 7.5% of SMEs (or 25% of the ones that applied for financing) applied for more than one type of financing.
Hereinafter, all references to total financing reflect the answers of enterprises by order of priority: for bank loans, trade credit, bank
overdraft and other financing. 18
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(&) About 2/3 of SMEs got approval for their financing applications

» In H2.2013, 70% of SMEs got approvals for their financing

Outcome of applications applications (for all or part of the amount), with most

of SMEs' financing enterprises receiving the full requested financing (49%

100% - compared with 47% in the first semester).
80% -
60% -
40% -
20% -
0% -

9% » Despite the increased rejections for larger SMEs, the share of
their approvals is higher than the respective one for smaller
SMEs (79% compared with 53%).

24% 25%

% of SME segment
that applied for financing

» Bank loan applications demonstrate higher shares of approvals

. 201.3H.1 : 2ot compared with other forms of financing, while the highest level
Application rejected

W Refused because cost too high of rejection is presented by bank overdraft facilities with 1/2 of

© Applicationgrantedin part , . . . . . o/ :
= Application granted in full SMEs' applications being rejected (compared with 36% in the

first semester).

Outcome of applications of SMEs' financing Outcome of applications of SMEs' financing
per company size o per type of financing
()} =
2 § 100% g ElOO%
c 0,
£ 2 80% 50% 9 56% Ec 80% 1 EBB 50% 31% P S
2L 60% e ° 25 60%
HEY S8 40%
=g 0% 25 209 36%
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Size* 1 | | Sizes* 2-5 | | Size* 6 Bank Loan | | Trade Credit | | Bank Overdraft
B Application rejected B Refused because cost too high = Application rejected m Refused because cost too high
" Applicationgrantedinpart ~ ® Application granted in full W Application grantedin part B Application grantedinfull
* The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 19

5=(2.5-5] and 6=(5-10)].



(;&) 3/4 of larger SMEs that didn't apply for financing stated that they had no

financing needs - the respective share for smaller SMEs is just 1/3

» The different attitude of small and medium enterprises is reflected

Reason for not applying for financing in the reasons why such enterprises didn't apply for financing
over the last six months. In total, 55% of SMEs that didn't appl
2
100% - . . . .
e for any kind of financing considered it unnecessary.
29 80%
S® 0 0 . . . .
28 60% A e - v Larger SMEs decided they didn't need financing at a rate of
78 75%
& © 40% - 0.
© . .
25 20% - v Just 34% of smaller SMEs considered that they were in fact
£ 15% 19% . . .
REg 0% - in no need of financing, whereas an increased share stated
2013H1 2013H2 . . .
that they generally avoid external financing (1/3 compared
B Avoidance of external financing . .
¥ Fear of possible rejection with 1 /4 in H1.20 13)'
Unfavourable terms .
¥ Economic uncertainty » Note that only 5% of the SME segment stated that it was the
® No need for financing unfavourable borrowing terms that deterred them from applying
for financing.
Reason for not applying for financing Reason for not applying for financing
per company size per type of financing
c -
= _% 100% - o 5 100%
GEJg 80% - o 34% gg 80% 1
S's 80% 1 [ > 53% o8 o | LE 59% 66% 66% 63% 64%
o9 62% > 5 0 a 60%
w o 60% - 14% 77% 75% n g
W s 13% =5 40% -
25 0% - 55
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0% - . 15% I d | 2% m_ S 0% - : : :
2013H1 2013H2 | 2013H1 2013H2 | 2013H1 2013H2 2013H1  2013H2 | 2013H1  2013H2 | 2013H1  2013H2
[ size'1 | | [ sizest25 || [ sizer6 | | Bankloan |I| Tradecredit || | BankOverdraft |
B Avoidance of external financing ¥ Fear of possible rejection B Avoidance of external financing ™ Fear of possible rejection
Unfavourable terms B Economic uncertainty Unfavourable terms ® Economic uncertainty
No need for financing =No need forfinancing
* The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 20

5=(2.5-5] and 6=(5-10].



Although approvals remain unchanged, there is a higher share of SMEs with
uncovered financing needs, due to the general tendency to avoid borrowing

%"

» To sum up the financing needs of SMEs:

v 40% of the SME segment still state that they don't need

Financing needs of SMEs financing.
. 100% - v' 20% of the sector received financing (corresponding to 70%
c
g 80% 1 of SMEs that applied), compared with 26% in H1.2013.
()]
g 60% A
g 40% | v' 42% of the sector in need of financing didn't get it,
2 20% | compared with 33% in the H1, mainly because they didn’t
=) . .
S 0% - apply for it (largely due to the general tendency to avoid
2013H1 2013H2 external financing and the shift towards funding through own
EGot financing M Had no need forfinancing resources) .
B Unmet financing needs
» Smaller SMEs continue to report the higher rate of uncovered
financing needs.
Financing needs of SMEs Financing needs of SMEs
by company size by type of financing
L 100% - 100% -
g . 23% € 349 o 0 0,
IS 80% - 639% 43% g 80% - 38% o 34% 38% 38%
g 60% 1 > g 60% -
S 40% W 40% -
v 7]
‘S 20% A o 32% S5 20%
S 0% - : . 19% . 2 g | . 16%
2013H1  2013H2 | 2013H1  2013H2 | 2013H1  2013H2 2013H1  2013H2 | 2013H1  2013H2 | 2013H1  2013H2
size*t | | sizes*25 | | Size*6 Bank Loan | | Trade Credit | | Bank Overdraft
B Gotfinancing ™ Had no need forfinancing ™ Unmet financing needs = Gotfinancing ™ Had no need for financing ® Unmet financing needs

* The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 5=(2.5-5] 21

and 6=(5-10].



The most important financing tool for 1/2 of SMEs is low
interest loans through the NSRF

Most important financing tool

— —
S 800/0 - I -
£ | :|
3 60% }
?2 40% 66% 12%
(o]
< 20% 30%

0% T T
All SMEs Size* 1 Sizes* 2-5 Size* 6
100% -
° m— gy —

£ 80% - 1% n— .
E 12% } J J
060% 1 L 9%
u‘/_l’ 8% -]
Z 40%
s 57%
2 20% 49% 0

Manufact. Trade Services Construction

= | oans with low interest rates (NSRF)

B Factoring

¥ Discounting of receivables
Pre-financing of receivables

¥ Guarantees

W Credit risk insurance

® pre-paymentof trade credit

» Taking a close look at the various financing tools, SMEs
clearly prefer low interest loans through NSRF projects
(first preference for 54% of SMEs). This preference is stronger
among smaller SMEs (2/3 compared with 1/3 of larger), while
larger SMEs' preferences present a higher variety.

» For other types of financing we note that:

v" Second in order of preference are tools for the
management of receivables (factoring, discounting and
pre-financing of receivables) that are considered
important mainly by larger SMEs.

v' Third are letters of guarantee, which tend to be
preferred by larger SMEs, the construction sector
(mainly public projects) and heavy manufacturing.

v' Credit risk insurance (mainly for accessing new
markets or new partnerships) concerns principally the
heavy manufacturing and the services sector.

v Provision of liquidity for pre-payment of trade credit is
preferred mainly by smaller SMEs and the sectors of
services and wholesale trade.

* The 1-6 scale in the above diagrams refers to scales of turnover. Specifically, (in € millions): 1=(0-0.1], 2=(0.1-0.5], 3=(0.5- 29
1], 4=(1-2.5], 5=(2.5-5] and 6=(5-10].
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SMEs' characteristics
by financing tool they prefer

Credit risk insurance
Guarantees

Factoring

Loans with low interest rates
(NSRF)

Discounting of receivables
Pre-financing of receivables

Pre-paymentof trade credit

58%

0% 15% 30% 45% 60%
% of SME segment

B | jquidity problem ¥ Survival as a priority

Attitude of SMEs by type of financing tool

Guarantees 10% 12%

Loans with low interest ®
rates (NSRF) 15%
Factoring 16% .
Discounting of receivables 16%
Pre-paymentof trade
credit 14%
Credit risk insurance 13%

Pre-financing of
receivables

20%

0% 20% 40% 60% 80%

100%

B Users* % of SME segment

B Rejected
Lack information
® Not satisfied with current solutions

Risk insurance is principally used by the more robust enterprises,
while pre-payment of trade credit mainly by weaker enterprises

» The importance attached to each financing tool also
depends on the enterprises’ financial condition:

v' Credit risk insurance is mostly sought by the more
robust enterprises pursuing growth strategies (partly
because of the higher degree of export orientation).

v' Provision of liquidity for more early payment of trade
credit is considered important by the financially weaker
businesses experiencing serious liquidity problems and
substantial survival needs - and therefore limited access
to credit by their suppliers.

» Having examined the preferences of SMEs, a second issue is
to identify the extent to which SMEs use financing tools
they consider important:

v' Guarantees present the highest percentage of users
(nearly 70% of SMEs that consider them a useful tool),
with low information gaps or lack of solutions.

v On the other hand, pre-financing of receivables present
the most issues regarding lack of information and
unsatisfying available solutions (discouraging 40% of
potential users, i.e. SMEs that consider it a useful tool).

v Rejected applications are most common in the cases of
factoring and credit rick insurance.

*Users in the above diagram are called SMEs that either used the financing tool they consider important over the last five 23

years or intent to use it in the future.



1/3 of SMEs do not use the desired financing tools due to lack of
information or satisfactory solutions

Attitude of SMES toward » Having analyzed the behavior of potential users of each
Icu S towards
the financing tools they prefer financing tool, it is important to examine the overall
100% - 5 11% situation in the SME segment concerning the use of
2 23% d . .
S 80% ° 15% desired tools for each enterprise:
o 10%
& 60% 31% : v' 60% of the SME segment are — current or future -
% 31% : . .
& 0% o : users of desired financing tools.
S 20% 28% 20% £
ES v o
8 oo | | 31% of the SME segment cannot use a specific
All SMEs Size*1  Sizes*25  Size*6 financing tool despite considering it important (half of
them due to inadequate solutions offered by banks
and the other half due to lack of information).

100% - ; :
o ’ 12% 16% 15% 13% v 9% of the SME segment have tried to use the desired
3 80% 17% . . . . .
1= (o] (o]

S 0% TR - financing tool but their application was rejected.
[1N]
30% .
& 0% ’ 50% » 3/4 of the larger SMEs use the desired tools (15% on a
S 20% :
S 19% regular basis). On the other hand, smaller SMEs use
0% T = T *
: o : . :
Manufacturing  Trade Services  Construction desired tools at a rate of 37% (mainly referring to their
. : intention for future use), while 31% claim they are not
Useonaregularbasis
® Have used during the past 5 years satisfied by the available solutions offered by banks.
Will usein the future
B Their application was rejected . . .. .
B Not satisfied with current solutions » With regard to individual sectors, note that the highest
Lack information rates of information gaps or unsatisfactory solutions

* The scale of 1-6 in the graphs above indicates are observed in trade and services.

turnover in € millions: 1=(0-0.1], 2=(0.1-0.5],
3=(0.5-1], 4=(1-2.5], 5=(2.5-5] and 6=(5-10].
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INNOVATION ACTIVITY OF SMEs

Innovation Environment




7
Hh) INTERNATIONAL TERMINOLOGY FOR INNOVATION MEASUREMENT CONCEPTS

Before proceeding with the detailed presentation of the results of our survey, it is useful to define the
basic terms used for measuring innovation (given the breadth and complexity of innovation as a
concept).

> Innovative Businesses: Businesses with innovative activity during the reference period (the current
period includes the last five years). With regard to what innovation is, we discern the following
forms:

I. Technological innovation:

v New or significantly improved product/service as to its fundamental characteristics, technical

specifications and other immaterial features, ways or ease of use. Changes in appearance or
simple resale of goods/services of other businesses are not considered innovative
products/services. In the framework of the present survey a further distinction is made
according to whether the product/service is new for the international market, the Greek

market (at national level), the local market or just for the enterprise itself.

v New or significantly improved processes regarding either the production technology or the
provision of products/services, which should have a significant impact on the volume, quality
or cost of production. The innovative processes do not include just organizational or
management changes.

II. Non-technological innovation:

v New or significantly improved organizational method of the business, which may be relevant

to business practices, working environment or relationships with third parties.

v New or significantly improved marketing strategy for products/services with regard to a

product's design or packaging, its placement, marketing or pricing.
26
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({_’_‘) INTERNATIONAL TERMINOLOGY FOR INNOVATION MEASUREMENT CONCEPTS

> Sources of innovation, i.e. the channels through which innovation is generated, include:

v' Primary innovation, generated for the first time, either exclusively by the business or in

collaboration with other businesses and institutions.

v' Adaptation of some already existing innovation, i.e. the copying of original innovation from

Greece or abroad.

> Collaborations in which SMEs engage so as to generate innovation can arise from:

v' Enterprise network, including suppliers, customers and competitors

v External partners, including universities, public or private research institutions, and

consultants.

> Patenting of innovation is the legal protection of innovative inventions, designs and creative projects
and may be provided by national, European or international institutions. The main types of industrial
property rights are:

v' Patent: Protection certificate valid for 20 years which is granted to the creator of innovations
that involve an inventive activity and are open to industrial application. It may concern a
product, method or industrial application.

v Trademark: Mark or characteristic design which is applied or relates to products/services and
makes them stand out from those of other companies (e.g. name of the company).

v' Industrial design: The external image of a product, which arises from the special technical

features of the product (e.g. shape, color, material).
27
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ﬁr‘) Innovation activity in Greece lags behind Europe

Innovation Union Scoreboard

0’6 1 0.50 0,54
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o
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2
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— Greece === Europe

Source: Innovation Union Scoreboard, NBG estimates

Innovation index by sector

Greece Europe

Total Industry 0,34 0,54
Manufacturing 0,34 0,59
Chemicals 0,50 0,73
Electrical equipment 0,42 0,79
Machinery 0,41 0,68
Rubber and plastic 0,39 0,60
Metalic products 0,36 0,49
Basic metals 0,34 0,57
Paper and publishing 0,29 0,50
Food and beverages 0,29 0,48
Transport equipment 0,26 0,69
Textiles 0,24 0,43
Services 0,38 0,49
Computer services 0,70 0,74
Rer'1t1.n.g and business 0.59 0.70
activities

Information and 0,54 0,77
Transport - communications 0,25 0,36
Wholesale trade 0,36 0,44

Source: European Sector Innovation Scoreboards
2005, NBG estimates

» Innovation offers a strong and sustainable strategic

advantage for the economy and the corporate sector - a
critical parameter in which Greece unfortunately lags well
behind. According to the Innovation Union Scoreboard,
Greece is ranked among the moderate innovators, with the
score being 35% below the European average (0.34 compared
with 0.54). Even more alarming is the fact that this gap
between Greece and the European average has been growing
in the past five years (to 0.20 points in 2012 from 0.14 in
2008).

The lag in Greek innovation is most prominent the
manufacturing sector (42% lower than Europe). On the
other hand, Greece shows a relatively smaller divergence from
Europe in the trade and services sectors, with computer
services posting the highest score.

According to Eurobarometer (European Commission, 2013)
innovative enterprises in Greece account for 34% compared
with the average 42% in Europe*. Although this difference is
not very significant, Greece's lag is further aggravated by the
fact that most innovative businesses in Greece do not
generate primary innovation but just adapt innovation
developed by other businesses (36% compared with 21% in
Europe).

* These rates concern businesses that developed technological innovation in 28
the period 2009-201 1.
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(.;&) The business environment is not favorable for innovation...

Innovation enablers
0,56 0,59

E 06 7 051 0,48
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=
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Human Research Finance and
resources systems support
B Greece ¥ Europe

Source: Innovation Union Scoreboard 2013, NBG estimates

Index I. Coefficient of innovation including: Human

Resources: i) PhD holders, ii) third level graduates, iii)

second-level graduates Research: i) international
scientific publications, ii) reports on scientific

publications, iii) PhD students from non-EU countries.
Financing: i) public R&D expenditure, ii) Venture Capital

Investments

Global Competitiveness Index:
Innovation pillar

Pillar: Innovation

Capacity for innovation

Quality of scientific research

institutions 4,9

Company spending on R&D

University-industry
collaboration in R&D
Gov't procurement of

advanced tech products
Availability of scientists and 5,4
engineers 45

Patents 2,5

0 1 2 3 4 5 6
Index (from 1 to 7)
Source: WEF/Global Competitiveness Index 2013-2014

B Greece WEurope

» According to the Innovation Survey of the European Commission
external factors that enhance the development of innovative
activity are:

v" A key parameter for the generation of innovation is the
availability of high-skilled human resources. In terms of
education, Greece stands near the European average, since
29% of its population between 30-34 years old are university-
level graduates (compared with 35% in the EU). However, this
labor force is not involved in R&D activities of the corporate
sector, with R&D personnel amounting to just 28% of
employees in Greece, compared with 67% in the EU.

v Research activity is satisfactory in terms of international
publications (550/mil. of population compared with an
average of 300 in the EU), but research infrastructure fails to
attract postgrad students from outside Europe.

v Financing presents the biggest lag, with limited investments
such as venture capital to support innovative enterprises and
low public spending on R&D (0.4% of GDP compared with
0.8% in the EU).

» Although the research sector is relatively strong, its impact on
innovation is limited by weak links and cooperation between
universities and enterprises for R&D. In particular, the World
Economic Forum index for university-industry collaboration in
R&D presents the highest deviation from the European mean
compared with other innovation indicators. 29



economic effects

... while low business R&D expenditure lead to limited

R&D expenditures

Europe (27)

North Europe

West Europe

South Europe

East Europe

Greece (24th from 27)

0% 50%
B Business Sector

100%
¥ Public Sector

Mnyn: Innovation Union Scoreboard 2013, Epejergas;ia ETE

Firm innovation activities

Firm investments 0,22 0,41
Linkages &entrepreneurship O'?)?53
Intellectualassets 0,56
Economiceffects

00 0,102 0304 05 06 0,7
Index(fromOto 1)
M Greece
Source: Innovation Union Scoreboard 2013, NBG estimates

M Europe

Index II Business Activities includes: Firm investments: i)
businesses R&D, expenditure, ii) other corporate costs for
innovation, Linkages & Entrepreneurship: i) SMEs with
innovative activity outside their business, ii) SMEs with
innovative activity through cooperation, iii) publications of
private-public sector, Intellectual Assets: i) patents, ii)
patents in health and environment, iii) Community
trademarks, iv) Community industrial designs, Economic
Effects: i) employment in knowledge intensive sectors, ii)
contribution of exports of high technology products in the
trade balance, iii) exports of knowledge intensive services,
iv) sales of new products/services for the enterprise or the
market, v) income from patents in other countries.

> The business sector in Greece accounts for only 28% of
total R&D spending (compared with 63% in the EU). As a
result, the already low total R&D expenditure in Greece (0.6%
of GDP in 2011, compared with 2% in the EU) basically relies
on the public sector.

» Furthermore, innovation by Greek enterprises is to a large
extent not primary:

v The protection of intellectual property rights for
innovation by Greek enterprises is limited, while the few
existing patents derive mainly from collaboration with foreign
enterprises (30% in Greece compared with 8.5% in the EU).

v Greek enterprises present higher non-R&D innovation
expenditure (0.74% of their turnover compared with 0.56%
in the EU), such as purchases of equipment or intellectual
property rights.

» The limited innovation activity of Greek enterprises is reflected
in its weak impact on the economy:

v The balance of trade concerning high technology
products in Greece is negative (-5.7% of exports compared
with 1.3% in the EU), whereas exports of knowledge intensive
services cover just 5.4% of services exports (compared with
45.1% in the EU).

v Limited patent protection means low income from their use
(0.02% of GDP compared with the average 0.58% in the g%)U).



INNOVATION ACTIVITY OF SMEs
Findings of NBG’s survey for SMEs
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30% of Greek SMEs innovate, while half of them incorporate
innovation in their ongoing strategy

100%

Mapping of SMEs innovation activity

2
S 80% - 36%
£ 47%
(2]
60% -
g ° 19%
0,
S5 40% | 0% 13%
S 11%
20% -
15%
0% -
AlISMEs | Size*1  Sizes*2-5  Size*6
100% -
5 :
0, 4
£ 80% £ 48% 48% -
Q 0 _
o, 60% 18% .
& 40% | [EECA 18% ° 11%
s 11% . 9%
© 20% A
Il 1°% 14% ] 17% 13%

0%

Manufacturing  Trade

B Strategicinnovators
¥ Future innovators

Services Construction

B Innovators who willstop in the future
Uncertain about future innovation

B Non-innovators

» According to our findings, 30% of Greek SMEs have developed
innovative activity in the past five years**. Half of these firms
(15% of SMEs) innovate on a regular basis (strategic
innovators), given that they started their innovative activity
before the crisis, continued this activity over the last five
years, and intend to carry on for the next two years as well.

» Almost 1/2 of Greek SMEs are not engaged in innovation
(now or in the future). We note that a small percentage (3% of
SMEs) innovated before 2008, but didn't continue probably
because of the crisis.

» 11% of SMEs are enterprises that intend to start
innovating in the next two years, while a similar percentage
intends to stop innovating in the same period. The other 16%
of SMEs state uncertainty about their future moves (38% of
them currently innovate).

» Consequently, 26% of Greek SMEs plan to innovate in the
next two years — however, in practice it could be higher
assuming that some of the still uncertain SMEs (16%) will end

up innovating.

* The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 5=(2.5-95]
and 6=(5-10].
** Innovative SMEs for the current period are the ones that stated that during the last five yeras they have introduced a new 32
or significantly improved product, service, process, organizational method or marketing strategy.
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Innovation activity progression
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X
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¥ Innovation activity before the past 5 years
B Innovation activity during the past 5 years
Innovation activityin the next 2 years (expectations)

* The scale of 1-6 in the graphs above
indicates turnover in € millions: 1=(0-0.1],
2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 5=(2.5-5]
and 6=(5-10].

Innovative activity by SMEs increased significantly in the last

» The tendency to innovate is positively associated with the

size of the business, as it concerns 20% of the smaller SMEs
(scale 1) compared with 32% of larger SMEs (scale 6). On a
sectoral level, manufacturing stands out (39% of
manufacturing SMEs innovate compared with an average of
28% for other SMEs), mainly chemicals and heavy
manufacturing (metals, fossils, equipment).

It is very encouraging that innovative activity by SMEs has
increased during the past five years compared with the
pre-crisis period (30% of SMEs are innovative compared with
19% before 2008). This positive trend is evident through all
sectors and sizes — the biggest increase being posted by
larger

SMEs and the trade sector.

However, it is possible that there will be a reduction in
innovative activity by SMEs in the next two years, since
only 26% of SMEs (1/2 of innovators and 17% of non-
innovators) intend to embark on some kind of innovation
compared with 30% in the past five years. Note that this
decrease is a result of the uncertainty of a considerable
number of SMEs as to their future stategy concerning

innovation.
33



Main type of innovation
Half of the innovative SMEs developed new products or services

%"

Main type of innovation activity » Focusing on the specific types of innovation introduced by
during the past 5 years SMEs in the past five years, we note that:
1:2;: | v" The majority of innovative SMEs (61%) focused mainly on
o, | 13% 149 120 ] the development of technological innovation** (45% in
13% | the area of products and services and 16% in processes).

40% 1 B

28%
18% o

Innovative Size*1 Sizes* 2-5 Size* 6 . . .. . .
SMEs Significant activity in the development of products/services

43% This mainly concerned the national market, while just 6%

20% of SMEs chose to launch new products/services in the

0
0% - 10% NI

% of innovative SMEs segment

international market as their main type of innovation.

in the international and domestic market was reported by

100% - larger SMEs (scale 6) and the manufacturing sector (with

80% -

13%

18% wood and heavy manufacturing focusing on international

0% A innovation). By contrast, smaller SMEs (scale 1) limit
o 15%

0% - themselves mostly to the development of processes and
products or services at local and enterprise level.
20%

22%

% of innovative SMEs segment

0% A 9% I _ 1 v" The remaining 39% of SMEs focused mostly on non
Manufactuing Trade  Services Construction technological innovation**. The activity that stands out
™ New product/service in the international market in this respect is the development of marketing strategies,
B New product/serv!ce in the national market
¥ New product/service in the local market mostly by trade SMEs (mainly cars) and services (mainly
New product/service for the enterprise
" New process tourism), because of the nature of their activities.

New organisational method
® New marketing strategy

* The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5],

5=(2.5-5] and 6=(5-10].

** Technological innovation includes new or significantly improved products/services and processes, while non 34
technological innovation includes new or significantly improved organizational methods and marketing strategies.



Main type of innovation
More innovative products in the international market are expected in the next 2 years

%"

] » As far as future innovation of SMEs is concerned, we note a
Types of innovation activity . . . . .
shift of innovative enterprises towards technological
35% . . . . :
S0 32%32% innovation, which leads to more sustainable comparative
g 25% advantages.
2 20%
W 15% . . . . . .
= 100/: » The expected increase in technological innovation arises
S 5% mainly from the shift of SMEs towards innovative products
00/0 ° ° .
22 s e e LEo 8o in the international market (up from 6% now to 16% of
c OO 35 c O 35 c O 3 c O 35
gz gz "Eg3 TES3 SMEs in the next two years), while innovation in the
domestic market is also rising (this still being the main type
All SMEs Size*1 Sizes* 2-5 Size*6 of innovation)
» A decrease in technological innovation is seen only in
40%
o manufacturing SMEs (as the higher willingness for
o 30% - : . . L .
05), international innovation is offset by the expected decrease in
o 20% - . : . .
w TP innovative products in Greece) and in smaller SMEs (scale 1)
w0
2 10% - . o
S ’ due to a substantial decline in new processes.
< 0% -
o ) e 1) o 1) e 1) . . . N
g o5 895 885 80985 > It is worth noting that in the past SMEs tended to stick to
o 3 g 3 o 3 g 3 ,
e e e e the same type of innovation (53%). By contrast, in the
Manufacturing ~ Trade Services  Construction future the minority of SMEs intends to stick to the same kind
. . o : : .
= Nontechnological ® Technological of innovation (38%), posting a clear shift towards the creation
of new products/services on the international or Greek

*The past takes into account: the period before the market
last five years (pre-crisis); the present: the past five
years; and the future: the next two years. 35



Just 20% of innovative SMEs secure intellectual property
rights for their innovative activities

%"

» 20% of innovative SMEs have applied for intellectual rights protection for their innovation, a trend that
correlates positively with the size of the business (28% of larger compared with 10% of smaller SMEs).

» The most common type of intellectual property rights protection is the trademark, while patents and
industrial design are mainly preferred by manufacturers (heavy manufacturing and wood), which is the sector
reporting the highest degree of rights protection.

» The securing of innovation rights applies mainly to the domestic market (60% of SMEs), while protection on an
international level is saught by larger SMEs. The safeguarding of innovation rights at the European level is
preferred by the manufacturing and trade sectors, while services and construction prefer protection on the
broader international level.

Intellectual property rights protection - Highest level of intellectual property
from innovation T rights protection
30% - . €D
L 25% - [ 2% ] T8 100%
SE 20% | mua 10% Do 0% | P 60%
()} (9]
€% 15% - vgg 0% 100% 5%
W 00 - 290 40%
oz 10% 6% CTa 24% 300/
S 5% - . 3E 20% o
0% - . . . £5 0%
==
=
Innovativel Size*1  Sizes*2-5  Size*6 o\g Innovative| Size*1  Sizes*2-5  Size*6
SMEs SMEs
35% - e o
o 0% | 2 100%
= _ () o/ -
g é 25% - 8 g 8% 0% =i
= = 20% A 9% N ac 60% - 74% 70%
£ & 15% - — =38
= 10% - 029 40% -
= 0% > O 5
R 59 A 235 o 36%
o o © 20% -
6% > 9 26% 30%
0% - ' 2E o, | FUA ’
Manufact. Trade Services Construction E = 0 ' '
o 2 Manufact.  Trade Services Construction
L
BT k 71 trial desi B patent ©
rademar ndustrial design aren B International European ®Greek
* The scale of 1-6 in the graphs above indicates turnover in € millions: I=(0-U. 1], 2=(0.[-0.5[, 3=(0.5-1], 4=(1-2.5], 5=(2.5-5] 36

and 6=(5-10].
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Sources of innovation

(3 Only half of innovative activities concern primary innovation

Main source of innovation

60% -
18%
40% 12%
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8L 60% A
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o=
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XD 20% - 9
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®m Adopted pre-existing foreign innovation
Adopted pre-existing Greek innovation

= Development through collaborations

® Development within the enterprise
Outsourcing

* Small enterprises are those reporting turnover of
(0-1)€ million and medium-size enterprises are
those reporting turnover of (1-10] € million.

To a large extent (around 46%) the innovative activities
of SMEs arise from adaptation of existing models,
mainly from international markets. This practice is
implemented mostly by small enterprises, while medium-
size ones resort mainly to development of primary
innovation (65% compared with 43% of small
enterprises), mainly through collaboration and, to a
smaller extent, internally (via the firm’s employees).

With regard to individual sectors, adaptation of pre-
existing foreign innovation is mainly the case for trade
(mainly wholesale traders, at 70%), transport services
and metals and equipment manufacturing (heavy
industry). By contrast, construction SMEs resort least of
all to adaptation of models (1/3 of construction firms
against % of the other SMEs) and instead tend to resort
the most to outsourcing in order to develop innovation.

The contribution of individuals within the enterprise to
innovation development is more common in the sectors
of food manufacturing and car trade, while
collaborations serve to enhance innovation in tourism
services and chemical manufacturing.
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Sources of innovation
70% of collaborations arise from the enterprise network

Most useful type of collaboration » The collaborations promoted by SMEs for innovation

for innovation activity development are mainly through the enterprise network in
100% | ssmm | m— — — which they operate (given that 70% of enterprises resort to
80% 1 | 5% % suppliers, customers and to a smaller extent competitors),
2 10% while collaboration with external partners (universities,

research institutions and consultants) is sought by 20% of

% of innovative
SME segment
()}
o
X

innovative SMEs.

| 10%
40% -
20% 1
0% -

Innstafztive Size*1  Sizes*2-5  Size*6 » The kind of collaboration does not appear to be associated
S
with the enterprise size, beyond the fact that larger SMEs

prefer cooperating with suppliers, and smaller firms with

customers.

» More differences can be seen in terms of sectors. Specifically:
v Suppliers tend to strengthen mainly innovative activities

in trade (retailers) and manufacturing (mainly food).

v’ Manufacturers (especially clothing), freelancers and

% of innovative
SME segment
D
o
X

Manufact.  Trade  Services Construction wholesale traders appear to collaborate with customers.
= Suppliers = Customers v Competitors and to a greater extent external partners
Competito ® External partners** : . . .
O::ZEE * _NOE:‘"" partners seem to contribute to innovation by construction SMEs

(at a rate of 40%, compared with 20% among the other

* * External partners include universities, public SMEs) and metal and equipment manufacturing.
and private research institutions, and consultants.

* The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 5=(2.5-5] 38

and 6=(5-10].



Sources of innovation
Primary innovation leads mainly to new products for the domestic market or the enterprise

&0

» Irrespective of the type of innovation, almost %2 of SMEs adapt existing innovations mainly from abroad —
apart from innovation in the local market where adaptation accounts for just 24% of innovative SMEs. With
respect to sources of primary innovation, employees contribute mainly to new products for the business
and the local market, collaborations contribute to the development of new processes, while external partners

contribute mainly to organizational innovation.

» Concerning the main collaborations that enhance the development of innovation, enterprise networks
(mainly suppliers and customers) dominate in all the types of innovation. External partnerships
(universities, research centers and advisors) are used mainly in respect of organizational innovation and to a

smaller extent for new products at national and local levels.

Sources of innovation activity Main cooperations
by type of innovation by type of innovation

New product/service in the national o | 0 g
— 2 New organisational method

market
22% 17% New product/service in the international
market

0, [0} 0,
ELA 12%) 37% New marketing strategy

19% 15%

New organisational method
worgan: 7%  23%

Ne oce
Wprocess 20% 16% [N

New product/service in the international 20%
market 2 New product/service for the enterprise 21% 14%
New marketing strat 1%
9 9y B New process 32% 11%

15% New product/service inthe national

et 39% 1% B

New product/service for the enterprise

New product/service inthe local market [ 9
P / - 8% | New product/service in the local market 36%  14%
0%  20% 40% 60% 80%  100% ' ' ' ' ' '
° ° ? ? ’ ° 0% 20% 40% 60% 80% 100%
% of innovative SME segment % of innovative SME segment
B Adopted pre-existing foreign innovation “ Adopted pre-existing Greek innovation
B Development within the enterprise Development through collaborations B External partners** B Suppliers ¥ Customers = Competitors © Other ®None
Outsourcing
* * External bodies include universities, public or private 39

research centers and advisors.
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Innovation expenditure and contribution to turnover
More than 1/ 3 of the innovative enterprises’ turnover arises from innovative products

Sales from innovative products/services
(% of innovative SMEs' turnover)

60% -

D
o
ES

20% A

% turnover of innovative
SME segment

37%
35%

52%

o 39%
31% 34%

36%
26%

0%

Innovative

SMEs

Size*1  Sizes*2-5

2008H2  ®2013H2

Size* 6

16% A

12% -+

8% -

4% -

% turnover of innovative
SME segment

Innovation expenditure

14% 14%
12% 1194

0%

11% 10%
6%
4°/ol
Innovative Size* 1 Sizes* 2-5 Size* 6
SMEs
2008H2 H2013H2

* The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 5=(2.5-5]

and 6=(5-10]].

» Innovative products and services contribute 37% of innovative
SMESs’ turnover. 10% of SMEs’ turnover is earmarked for
innovation expenditure, of which just 8% concerns R&D.

» The crisis seems to have made the introduction of innovation
less feasible for smaller SMEs. Specifically, while in the past
higher expenditure led to a greater contribution by innovation
to turnover, over the last 5 years (despite stable expenditure)
the respective contribution fell from 51% to 31%.

» Innovative activity by smaller SMEs requires more sources
over time (as a percentage of turnover) compared with larger
SMEs — which indicates the existence of high fixed costs for
innovation development.

R&D expenditure

14% -
12% -
10% -
8% A
6% -
4% A
2% A
0%

11% 12%
9% 8% 9% 8o

50, 6%

% innovation expenditure
of innovative SMEsegment

Innovative Size* 1 Sizes* 2-5 Size* 6

SMEs

2008H2 ®2013H2
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Innovation expenditure and contribution to turnover
The return on investment in innovation is higher in manufacturing and trade

%"

» Innovative activity appears to generate a greater return in

Sales from innovative products/services manufacturing (especially heavy manufacturing and wood)
(% of innovative SMEs' turnover) . .
and trade (wholesale and motor vehicles), where SMEs with

[y 0 42% 41%
e 0% 30, ’

349 36% . . ) )
31% 33% contribution to turnover (as well as an increase compared with
the previous 5 year period).
» By contrast, in the services and construction sectors, despite

the higher innovation expenditure of the last 5 years

relatively lower innovation expenditure achieved a higher

w

)

>
1

._.

3

ES
1

% turnover of innovative
SME segment

Manufact. Trade  Services Construction (especially by freelancers), innovative products and services

made a lower contribution to turnover.
2008H2 = 2013H2

» Note that the sectors with the highest innovation expenditure
(as % of sales) also place greater emphasis on R&D
expenditure (as % of innovation expenditure).

Innovation expenditure R&D expenditure
2 16% 1 14% pT 16% 14%
e 12% 0 2 E 12%
oL 1 - 11% 11% =R
25 12% 10% 10% oo 12% 1 10% 109
52 a0, 7% 95 8% 7% 0
5 E 8% 5 3 8% 1 6%
3= ® 5
g 0N 4% A S g 4% -
e €€
° 0% - - ; G 0% - - ;
Manufact.  Trade Services  Construction Manufact.  Trade Services Construction
2008H2 H2013H2 2008H2 = 2013H2
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Sales from innovative products/services
(% turnover of innovative SME segment)
by type of innovation

New product/service in the national

market 39%

New process 39%

New product/service inthe

0,
international market 38%

New organisational method 37%

New marketing strategy

New product/service inthe local
market

New product/service for the enterprise

0% 15% 30% 45%

% turnover of innovative
SME segment

Innovation expenditures
by type of innovation

New product/service for the enterprise 13%

New marketing strategy 11%

New product/service inthe

international market 11%

New process 11%

New product/service in the national
market
New product/service inthe local
market

9%
9%

New organisational method 8%

0% 5% 10% 15%

% turnover of innovative
SME segment

Innovation expenditure and contribution to turnover
The return on investment in new products for the national or international market is high

» Innovations that concern the launch of new products
at national and international markets, as well as the
launch of new processes have a higher impact on the
innovative SMEs’ turnover (circa 40%).

» The development of new products for the enterprise
seems to require the highest innovation spending
(13% of turnover), despite their lower contribution to
turnover (just 17% of innovative products).

» Innovation expenditure focuses mostly on R&D when
international innovation is concerned, while such
spending is hardly used for innovations at local level.

R&D expenditure
by type of innovation

New product/service inthe
international market
New product/service for the
enterprise

16%

New marketing strategy

New product/service in the national
market

New organisational method

New process
New product/service in the local
market | : .
0% 10% 20%
% of innovation expenditure 42

of innovative SME segment
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Main objective of innovation activity

=
11%

80% -
19% 18%

v)
22%
? 31%

% of innovative
SME segment

14%

Innovative | Size*1 Sizes* 2-5 Size* 6
SMEs

100% -
[— -
0,
| 14%

19%
32% 37%

4 20%

o o)
L 2
> >

% of innovative
SME segment
NN
o
X

14%

23%

10%

38%

12%
20% - 40% Lk
=
0% - " " "
Manufact. Trade Services

B Increase in market share
Access to new marketsin Greece
Access to new international markets
= Improvement in product quality
Decrease in production cost per unit
= Increase in production capacity
= Other
= No effect

Construction

The business results of innovation
Increase in market share the key benefit of innovation

» The key benefits gained by SMEs that pursued innovative activity
over the last 5 years were the increase in market share within
existing markets (32% of innovative SMEs) and access to new
markets (especially in Greece), while a considerable share of
SMESs sought improvement in product quality (19% of
innovative SMEs).

» The impact of innovation on SMEs shows variations from the
mean, depending on the size of the business, the sector, and type
of innovation they chose. Specifically:

v' An increase in market share was achieved by 55% of larger
SMEs (scale 6), against 10% of the smaller ones (scale 1),
which may be linked to the greater emphasis placed on the
development of new products in Greece and abroad. On the
other hand, smaller SMEs have focused more on process
innovation, which has led to improvement in production
quality and reduction in unit production costs. Note that
innovation activity had no impact for 13% of smaller SMEs.

v' Concerning the individual sectors, manufacturing SMEs
(mainly food and wood) gained the most access to new
international markets. Access to new markets in Greece was
reported mostly by trade SMEs, while improvement in

production quality was the result of innovation by service
SMEs.

* The scale of 1-6 in the graphs above indicates turnover in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5], 5=(2.5-5] 43

and 6=(5-10].



The business results of innovation
A strong trend towards export activity through innovation is expected in the next 2 years

%"

» The primary targets of innovative activity over time are

Main objective of innovation activity the increase in market share and the access to new
markets in Greece (concerning more than half of SMEs).
100% - — —
80% | oo 10% .1‘2%5- > For the next 2-year period we identify a marked shift
18% by SMEs to innovation in international markets, while
— 24% the target of quality (the importance of which had

40% - 17% el . ..
increased after the crisis) has now been downgraded.
20% 1

% of innovative SME segment

31% 32% 34% . ' ‘ ' .
0% | » Despite the different impacts of innovation on each sector
past present future in the past, future targets seem to be similar for all
| All innovative SMEs | sectors. Note, however, that:

v Manufacturing SMEs are focusing even more on new
100% l. - mEr .-- --— products in the international market, reducing

80% - —

60% . .

40%

innovation for quality improvement and increase in

production capacity.

| n
-ILIILIILIII

g5 5 ®B55 w55 &E S v Services (mainly freelancers and transport) in the
T8 3 > 83 > 8 3 > 8 3 : . o
s S S S past placed greater emphasis on quality, while in the
Manufacturing  Trade services  Construdtion future they look to increase their market share.
EIncreasein market share Access to new markets in Greece v Construction SMEs increase their focus on new

o v' Trade presents the highest stability in terms of

0% Innovation impacts.

% of innovative SME segment

Access to new international markets ® Improvementin product quality
Decrease in production cost per unit ™ Increase in production capacity
® Other = No effect buildings).

markets, especially in Greece (mainly construction of

* We take into account for the past: the period before the
last 5 years (before crisis), for the present: the last 5
years and for the future: the targets for the next 2 years. 44



The business results of innovation
Exporting activity requires innovative products for the international market

%"

» The type of innovative activity pursued is linked to a large extent to its impact on the business or

the anticipated objective. Specifically:
v" The development of new products and services for the international market is a
prerequisite for exporting activity.

v" The development of non-technological innovation (mainly through new marketing strategies)
is used mostly to increase market share, access new markets in Greece and reduce unit
production costs.

v" Finally, innovation through the development of new processes contributes mainly to improved
quality and capacity of production.

Main objective of innovation activity
by type of innovation

Access to new international markets

Access to new markets in Greece - - m_
Increase in market share l _ m‘

Decrease in production cost per unit
Improvement in product quality - -.-
Increase in production capacity -.-

0% 20% 40% 60% 80% 100%
% of innovative SME segment

B New product/service in the international market B New product/service in the national market
“ New product/service inthe local market New product/service for the enterprise
" New process New organisational method

B New marketing strategy 45
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Innovative vs. Non-innovative SMEs

0,
Greatimpact ofthe crisis %54 %o

o 39%
Liquidity problem 30%

0,
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°§;4°/0

%
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the next 6 months
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HB. Innovative
B-i. Innovative with a new product/serv. in the internat. market

Innovation and Exporting activity

% of innovative SME segment

* The scale of 1-6 in the graphs above indicates turnover
in € millions: 1=(0-0.1], 2=(0.1-0.5], 3=(0.5-1], 4=(1-2.5],
5=(2.5-5] and 6=(5-10], while the capital letters indicate
sectors (I=industry, T=trade, S=services and
C=construction).
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The business results of innovation
Innovation enhances SMEs’ financial health

> Innovative activity appears to enhance SMEs’ financial

health, by helping them cope with the harsh economic
environment. Specifically,

v' Innovative firms have suffered a smaller impact from the
crisis (46% of innovative firms compared with 54% of non-
innovative firms) and face less severe liquidity problems.

v' Their better financial health enables them to pursue
growth strategies (40% of innovative SMEs compared
with 23% of non-innovative SMEs) as well as increased
investments over the next 6 months.

% of SME segment » Among the innovative SME segment, we distinguish those that

develop new products and services for the international
market as being the category with the highest degree of
innovation. This particular type of innovation leads to
performance that is better than the average for innovative
SMEs, generating a significant advantage in terms of liquidity.

It is worth noting that innovative SMEs are more export-
oriented than non-innovative ones. Specifically, 48% of
innovative SMEs export, against 31% of non-innovative ones.
Furthermore, it is notable that sectors presenting high
innovation are also the more export-oriented (such as large
manufacturers), while sectors presenting low innovation are the
least export-oriented (such as small trade and construction).
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Limiting factors concerning innovation
LaCkOfﬁnanCing —

Uncertainty of demand for
innovative products
Lack of support from the public
sector

High cost of innovation

Lack of information

Difficulty finding innovation
partners

Lack of qualified personnel

No need

0% 15% 30% 45% 60%

% of SME segment

B Al SMEs Small ®Medium

Lack of financing

Uncertainty of demand for
innovative products i

Lack of support from the
public sector

High cost of innovation

Lack of information

Difficulty finding
innovation partners |

Lack of qualified personnel

No need

0% 15% 30% 45% 60%
% of SME segment
B Manufacturing ™ Trade ™ Services " Construction

*

Factors that impede innovation
Lack of financing identified as the key impediment for innovation

» The key factor impeding innovation by SMEs is the

lack of financing, which concerns about 60% of

SMEs, irrespective of size and sector.

Next comes the uncertainty regarding demand for
innovative products, which concerns 40% of SMEs.
The problem is more acute for small enterprises, as
well as for the construction sector (53% of
construction, against 40% of other SMEs), and the

motor vehicle trade.

Of great importance is also the need for support by
state and European bodies for innovation (this also
concerns 40% of SMEs), mainly for manufacturing
and the construction SMEs.

The high cost of innovation is considered to be of
less importance, and concerns mostly the motor
vehicle trade and freelancers, while difficulty in
finding innovation partners tends to concern the

construction and the wood manufacturing sectors.

Small enterprises are those reporting turnover of (0-1)€ million and

medium-size enterprises are those reporting turnover of (1-10] € 47

million.
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H-r&) Mapping the SME segment in Greece**

[ Number of SMEs ]
578,534 enterprises
1

[ Sole proprlietorships ] [ Complanies ]
79% 21%
[ : | [ : |
Small Medium Small Medium
[ 78% ] [ 1% ] [ 18% ] [ 3% ]

* For the purposes of the survey, small enterprises are those reporting turnover of less than €1 million and medium-size
enterprises are those reporting turnover of between €1 million and €10 million.

Turnover of SMEs
€ 93 billion
1

[ Sole proprlietorships ] [ Coml;anies ]

38% 62%

[ : | [ : |

Small Medium Small Medium
S S B A N

* For the purposes of the survey, small enterprises are those reporting turnover of less than €1 million and medium-size
enterprises are those reporting turnover of between €1 million and €10 million.

** Data correspond to NBG’s estimates for 2012 (Sources: Eurostat, SBA Factsheets, EL.STAT.)

The circa 580,000 SMEs in Greece generate turnover of around €93 billion.

» 4/5 of SMEs are sole proprietorships, which account for a corresponding share of the total domestic business
sector (compared with just 2 of the business sector in Europe).

» Although sole proprietorships comprise the majority of SMEs, the greater share of turnover (over 60%) is
generated by companies of various legal status (SA, limited partnership, limited liability, etc.). 49
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({(&) Sample Description

Sample structure (number of companies) Greek SMEs structure (based on turnover contribution)

Tumover Manufacturing Trade Services Construction Total U

Manufacturing Trade Services Construction Total

(million €) (million €)

(0-0,1] 40 40 40 40 160 (0-0,1] 1% 4% 5% 1% 11%
(0,1 - 0,5] 40 40 40 40 160 (0,1 - 0,5] 3% 14% 6% 2% 24%
(0,5 -1] 40 40 40 40 160 (0,5 -1] 2% 9% 3% 1% 15%
1 -2,5] 40 40 40 40 160 (1 -2,5] 3% 11% 4% 2% 20%
(2,5 - 5] 40 40 40 40 160 (2,5 - 5] 3% 8% 3% 1% 15%
(5-10] 40 40 40 40 160 (5-10] 3% 8% 3% 1% 15%
Total 240 240 240 240 960 Total 15% 53% 23% 8% 100%
=
*Due to changes in the availability of data, there is a possibility of Source: Hellenic Statistical Authority - business register 2007

deviations of circa 10 per cent.

» Our survey examines a sample of enterprises with a turnover of below €10 million, which, for the

purposes of the analysis, we define as small and medium-size enterprises (SMEs).

» Enterprises were selected using a stratified sampling method, in line with the standards of similar
surveys carried out by international organizations. Specifically, a total of 960 enterprises were selected in
such a way as to enable even distribution of the sample on the basis of two key factors: scale of turnover

(6 scales) and activity sector (Manufacturing, Trade, Services, Construction).

» In order to draw conclusions that are representative of the SME segment, answers were weighted
according to the participation of each sub-set in the total turnover of the segment. Thus, findings were
arranged (i) by size, (ii) by sector, and (iii) for the entire SME business sector. In line with the
methodology, the segments are weighted on the basis of their shares in total turnover and not the number

of enterprises.
S0
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(i‘-r‘) Constructing a business confidence index
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In order to construct a confidence index for SMEs, we included a number of basic questions regarding
the level of business activity in the previous and in the coming half year. The model for the questions is
based on the harmonized questionnaire recommended by the OECD and the European Commission,

thereby enhancing the comparability of the index.

The Index questions offer 3 alternative answers: increase (+), no change (=), decrease (-) or above
normal (+), normal (=), below normal (-). To begin with, we convert the number of answers per category
(+,=,-) to percentages and then we calculate the net result by subtracting the (-) from the (+). Last, the
confidence index for each sector is the average of the net results for the following questions:

v' For manufacturing: The level of orders, inventories, and future production trend.

v' For services: The business situation of the firm in the previous half year, past and future demand

trend.
v' For trade: Level of inventories, past and future demand.

v' For construction: Level of backlog, and future employment trend.

For the SME sector, the business confidence index has been estimated as a weighted average of its
subsectors (the weights being the shares of the sectors’ turnover in the economy).

By carrying out the survey on a regular 6-month basis we should be able to form a picture of SMEs’
course over time, as reflected in the index. To draw reliable conclusions, comparison will be made
between the current index level and its long-term average (so as to correct possible over-optimism or
over-pessimism bias).
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(;h) Survey ID

» Company: TNS ICAP

» Methodology: Quantitative research in the form of Computer Aided Telephone Interviewing - C.A.T.L,
using a 20-minute structured questionnaire.

» Sample: A total of 960 interviews:

v' 480 enterprises with annual turnover up to EUR 1 million (freelancers, sole proprietorships,
unlimited companies, limited partnerships, limited liability companies, SAS)

v' 480 enterprises with annual turnover between EUR 1 million and 10 million (unlimited

companies, limited partnerships, SAs, limited liability companies)
» Geographical coverage: Athens, Thessaloniki, Heraklion, loannina, Kavala, Larissa, Patras.

» Sampling: multi-stage, stratified, non-proportional sampling for sector, turnover size and geographical

area in each of the two sets of samples.

» Statistical error: in each of the two sets of samples of 480 enterprises the maximum statistical error is
estimated at +/- 4.5% at a 95% confidence level.

» Period of survey: 20/9/2013-31/10/2013

» Survey framework: The survey was carried out in line with ESOMAR and SEDEA (Association of
Greek Market and Opinion Research Companies) codes of conduct and the quality control
requirements set by PESS (Quality Control in Data Collection). A total of 65 researchers and 4

reviewers with experience and know-how in business surveys participated in the field research.
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