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Abstract
Micro, small and medium-sized enterprises (SMEs) are considered to be the engine
of the European economy. In EU SMEs make up more than 99% of all companies and
provide around 75 million jobs. They are a key source of job creation and stimulation
of entrepreneurial spirit and innovation and are therefore essential for fostering
competitiveness and maintaining employment in the EU. Yet SMEs often have
problems in raising funds to finance fixed investments and inventory and working
capital. SMEs mostly use internal sources while the most important external sources
of SMEs are bank loans, which are not easily accessible. Hence, one of the priorities of
the European Commission is stimulating SMEs through EU funds and programs in order
to enable SMEs development and finally to contribute to economic growth. SMEs
sector also dominates the economic structure of Croatian economy and they have
similar financing problems. However, Croatia in period 2014 – 2020 have at disposal a
total amount of 10.676 billion of euros from European structural and investment funds,
of which 8.397 billion are aimed for cohesion policy objectives and 470 million euros
are aimed for the development and competitiveness of SMEs. Besides, EU programs
COSME and HORIZON 2020 are intended to provide direct support to SMEs and to
create a favorable environment for their development. However, even though the
number of successful project applications for small and medium-sized enterprises in
the total share of Croatian project applications is relatively high, fund absorption has
not reached satisfactory levels. Using the sample of Split-Dalmatia County’s SMEs,
this study finds out reasons for low absorption capacity from SMEs point of view:
SMEs are interested in funds from European Union, but are not sufficiently familiar
with their availability i.e. funds at their disposal, especially programs COSME and
HORIZON 2020; SMEs state that they know how to apply for EU funds but considered
the procedure as complicated and demanding regarding documentation, and that the
needed knowledge and know-how for proposal is beyond their scope; SMEs are not
satisfied with the cooperation with state institutions, especially Ministry of Regional
Development and EU funds and Croatian Chamber of Economy. We point out four main
conclusions: (1) SMEs are not enough aware of EU financing possibilities; (2) additional
promotion of EU programs directly to SMEs is required; (3) additional education of
SMEs regarding project proposal and documentation is needed and (4) more proactive
policy of state institutions and cooperation with local authorities is expected. Finally,
greater awareness and professional help might be a key in strengthening the SMEs,
whose entrepreneurial spirit and innovation process is a prerequisite for economic
growth and development.
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1. Introduction

SMEs are considered as the most important companies in EU, because they make up
more than 99% of all companies and provide around 75 million jobs. Moreover, SMEs
stimulate entrepreneurial spirit and innovation process, foster competitiveness and
maintain employment in the EU [6]. However in their activities they are often limited
with financing possibilities, especially in their creation. Namely, at the first phase of
their business life-cycle SMEs mostly use internal sources, because external sources
are difficult to access. According to [18] a major problem in SMEs access to finance
is their way of doing business that is often not publicly available and transparent as
in large enterprises, which significantly limits their access to traditional capital mar-
kets. Therefore, small businesses cannot be funded by issuing securities directly from
investors, while medium-sized companies have barely 1% securities financing. There-
fore, considering external resources SMEs are highly dependent on bank loans and very
sensitive to changes in the credit market. However, research conducted in the UK in
2004, as one of the problems faced by SMEs considers the lack of financial knowledge
and entrepreneurs skills needed to produce a business plan that is presented to the
bank for loans [15]. Moreover, [16] conducted a survey and concluded that there is
a need to improve communication between banks and SMEs, because on the one
side problem appears to be the lack of transparency and on the other ease access to
finance. Also, owners of small businesses do not want to share control, or ownership of
their company, because they are primarily formed due to their desire for independence
and self-success, and therefore depend on their own finances and help from family and
friends. So, it is evident that there exists a financing gap for SMEs in EU. Hence, one
of the European Commission’s priorities, in order to bridge abovementioned gap, is
stimulation of SMEs through EU funds (structural and investment funds) and programs
i.e. grants awarded directly to end users.

SMEs sector also dominates the economic structure of Croatian economy with share
of 99.7% of all enterprises. Small enterprises in Croatia are mostly financed from
internal resources, followed by bank loans, leasing and supplier loans, while medium-
sized enterprises have relatively larger share of external funding. So, similar problems
in obtaining funds are evident for Croatian SMEs as well and EU funds are therefore of
great importance. Concretely, Cohesion Fund, European Regional Development Fund
and EU programs COSME and HORIZON 2020 are intended to provide direct support
to SMEs and to create a favorable environment for their development. In period 2014
– 2020 Croatia, from European structural and investment funds, has available a total
amount of 10.676 billion of euros, of which 8.397 billion are aimed for cohesion policy
objectives. Moreover, grants available directly to SMEs (besides agriculture and fish-
eries sector) from the structural and investment funds for the same period amounts to
around 470 million euros and are aimed for the development and competitiveness of
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SMEs [17]. However, albeit the number of successful project applications for SMEs in
the total share of Croatian project applications is relatively high, fund absorption has
not still reached acceptable levels. Therefore, the point of this paper is to, by using a
sample of Split-Dalmatia County SMEs, analyze how well are SMEs informed about EU
funds at their disposal (how well entrepreneurs are acquainted with EU funds, what
funds are entitled to which sectors, where and how they can obtain the necessary
information), whether entrepreneurs know the requirements for EU funds and on what
problems do SMEs encounter in process of application (procedure, documentation,
bureaucracy, disbursement) and finally are they interested in EU funds i.e. do they
even consider EU fund application. Thus the aim of the paper is to, from perception
of SMEs, identify key problems in absorption capacity and to recommend adequate
solutions in order to enhance funds absorption. Besides, we will also try to define EU
funds and programs that are aimed directly for SMEs in Croatia.

The contribution of this paper is to provide insight in possible reasons for relatively
poor absorption capacity of EU funds and to comprehend the most important obstacles
that stand on the EU funds way for SMEs in the Split-Dalmatia County. Namely, EU
funds can be a powerful driver of the SMEs development which can result in economic
growth. Therefore it is vital to eliminate identified problems and tomake EU fundsmore
accessible. The research results can be of great use to decision makers of all countries
whose SMEs have access to EU funds and whose capacities are not satisfactory.

2. Literature Review

The SME sector is of great importance not just for the EU economy, but for Croat-
ian economy as well, covering 99.8% and 99.7% of all companies respectively. The
percentage of micro enterprises prevails in Croatia and the EU - 92.2%, while small
enterprises comprehend 6.5% of all enterprises in the EU and 6.3% of all companies in
Croatia. Medium enterprises cover just over 1% of all business [21]. They also provide
the majority of jobs i.e. two thirds of employment in the private sector. Furthermore
85% of net new jobs in the EU are created and 58% of gross value added by business
sector is produced by SMEs [9]. They dominate also the economy structure of Split-
Dalmatia County (99.7%), and they are also important as a generator of employment
(72% of total employment in the County) and revenue (63% of total revenue).

Yet, despite their importance, they face daily issues regarding their business and
one of the most prominent are sources of financing their projects. [13] also states that
access to finance is a key to business development and that investment and innovation
are not possible without adequate financing, particularly for small and medium sized
enterprises [25]. Moreover, access to finance is still perceived as an important problem
faced by SMEs, especially micro-enterprises (ECB, 2014). Namely, according to [1] SMEs
are constrained by lack of access to financial sources due to financial sector policy
distortions, lack of know-how on the part of banks, information asymmetries and
high risks inherent in lending to SMEs. Financial reason are therefore one of the key
constraints to SMEs growth and investment i.e. financial constraints are affecting the
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smallest firms most adversely. Considering internal and external funds, according to
[20] internal funds includes private equity that is used in the growth phase of the
company and venture capital that is used in the initial phase of start-up. The author
also states that external funds include bank loans, suppliers’ credits and bonded loans.
According to [28] beside long term and short term financing, there is a new form of
financing for SMEs, which includes a hybrid form of financing or funding i.e. mezzanine
financing.

As indicated by 25% of SMEs internal funds play an important role in their financing
(ECB, 2015), but doing business without external sources is not possible. The most
important external source for SMEs are bank loans, particularly in south east EU mem-
ber states i.e. states with less developed financial markets [6]. Namely, bank products
are the most important sources of finance for euro area SMEs i.e. 54% considered
bank loans to be relevant, while 55% includes bank overdrafts. Besides, grants and
subsidized loans from public sources are also perceived as relevant for 37% SMEs.
Leasing (44%), trade credit (34%) and family, friends or related companies sources
(23%) are considered important aswell (ECB, 2015). Furthermore, micro and small firms
mostly use short-term bank finance (credit line/bank overdraft/credit card) and long-
term bank loans, trade credit and leasing. These external, besides internal, sources are
important in order to be able to finance fixed investment and inventory and working
capital. On the other hand debt securities play a relatively minor role in the funding of
corporations in EU.

Similar situation is also evident in Croatia. [2] confirm that as for funding, in Croatia
and in other EU countries, the typical source is lending of mainly short-term loans.
According to [4, 27] SMEs mostly use internal funds, because internal sources are most
easily available to SMEs. Moreover, the traditional sources of financing or bank loans,
according to CEPOR (2013), are the main sources of financing. Vidučić (2012) confirms
the importance of internal funds and loans i.e. the percentage of internal funding is
37%, the share of short-term loans 28%, commercial loans 26%, and the funds from
friends and family amounted to 9%. Additionally considering external sources financial
institutions provide 73% of funds, investment funds 7.9%, while leasing companies
provide 7% [27]. Besides abovementioned sources, government incentive programs
and subsidized credit lines are also important fund source for SMEs. On the other hand
non-traditional sources of financing, such as venture capital and business angels are
still insignificant and poorly used source of financing for development and growth
of SMEs in Croatia (CEPOR, 2013). Due to undeveloped capital market, considering
issuing securities, SMEs in Croatia do not use this possibility of funding. Although
banks in Croatia recognize the importance of SMEs, SMEs nevertheless, due to agency
costs, information asymmetry and collateral requirements such as type of collateral,
collateral-to-loan ratio, insufficient collateral or guarantees, and similar, still face with
many problems and obstacles to obtain a loan. However, owners are also unwilling
and averse to external sources, because of unwillingness of giving up the part of
ownership.
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Furthermore, SMEs in Split-Dalmatia County have similar problems as other SMEs in
Croatia and across EU. Research on the attitudes of SMEs in Split-Dalmatia County con-
firmed their dissatisfaction with the conditions considering obtaining a loan (interest
rates, administrative costs, costs of processing loan applications, collateral require-
ments, procedures and requested documentation), and 1/5 of managers identified
insufficient information about loans as a problem. Also, they pointed out the problems
of financing their projects and low state and local grants and incentives to small and
medium businesses i.e. just 0.05% of total budget expenditures [26].

[13], due to all the financing problems, pointed out the importance of SMEs and
confirmed that European Union supports entrepreneurship through a wide range of
programs. [8] in their memo stated that improving access to finance for SMEs is the key
to economic recovery boosting competitiveness and innovation. Besides EU Funds and
Programs, EU is taking additional steps to develop innovative financing instruments,
such as risk-sharing schemes and guarantees, in order to mobilize venture and equity
investors. Regarding the financial assistance SMEs can apply for EU funds via sev-
eral sources. Grants from the European Structural and Investment Funds, that include
co-financing of projects, can be accessed through calls for application published by
national and regional authorities who manage the funds. Moreover, European Invest-
ment Bank and European Investment Fund provide various financial instruments that
are available through local financial intermediaries (banks, credit institutions, private
equity and venture capital funds), that finally provide loans to SMEs on preferential
terms; aiming to stimulate the supply of credit that is available for SMEs and to increase
the lending capacities of financial intermediaries. Finally, SMEs can apply directly for
funding by programs, such as Horizon 2020 and COSME, managed by the European
Commission and, in some cases, the Executive Agency for Small and Medium-sized
Enterprises [6]. All of these funds and programs include grants, loans, microcredits,
guarantees, venture capital and equity, and should enable access to finance for SMEs
and resolve the market imperfections that limit SMEs development and growth. Finan-
cial assistance is also in line with EU’s growth strategy called Europe 2020 that is based
on smart, sustainable and inclusive growth, that complementary should provide high
levels of employment, productivity and social cohesion. Concretely the main goals are
to increase employment (75% of the 20-64 year-olds should be employed), innovation
(3% of EU GDP should be invested in research and development), to reach climate
and energy objectives (energy goals ”20/20/20”, including a greenhouse gas emis-
sions 20% lower than 1990, 20% of energy from renewables, 20% increase in energy
efficiency), to improve the education level (the percentage of early school leaving
should be under 10% and at least 40% of 30-34–year-olds should complete third level
education) and finally to reduce the risk of poverty (20 million fewer people should
be at risk of poverty and socially excluded), whereas each Member State adopted
its own national targets [7]. In order to achieve these objectives European Union has
defined guidelines that among others are: 80 billion euros will be invested in the area
of science and innovation, 88 billion in employment, 386 billion euros in agriculture
and rural development as well as 376 billion euros for economic, social and territorial
cohesion; the administrative barriers EU funds will be reduced and finally most of the
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funds will be directed to countries whose GDP is lower than 75% of the European
average.

Cohesion policy is one of the main policies for SMEs. Namely, European Structural
and Investment Funds are the EU’s main sources of investment and financial assistance
with a budget of 454 billion € for period 2014-2020. In order to economically develop
regions, by job and wealth creation, EU via funds creates a business friendly environ-
ment and boost SMEs’ competitiveness. Moreover, European Regional Development
Fund (ERDF), with 57 billion € earmarked specifically for SMEs is oriented towards SME
competitiveness, research and innovation, information and communication technolo-
gies (ICT) and a low-carbon economy. European Social Fund (ESF) finances education
and training for entrepreneurs and their employees. Specifically, SMEs in rural and
maritime regions can also raise funds from the European Agricultural Fund for Rural
Development (EARDF) and European Maritime and Fisheries Fund (EMFF).

European Investment Bank Group supports SMEs growth and innovation providing
various financial instruments, such as loans and microcredits, developing its products
and taking measures that will encourage entrepreneurs to invest, innovate and create
new jobs.

The Horizon 2020 Framework Programme for Research and Innovation is the biggest
EU Research and Innovation programme with a budget of 78.6 billion € available over
7 years i.e. for 2014-2020 period. Horizon 2010 has several sections where SMEs can
directly apply for funding - projects supporting innovation, industrial technologies,
environment, and advanced technology.

COSME (Competitiveness of Enterprises and Small and Medium-sized Enterprises)
with a budget of 2.3 billion € for period 2014-2020 is primarily oriented to supporting
SMEs by facilitating access in all phases of their lifecycle – creation, expansion, or
business transfer. Thanks to COSME SMEs have easier access to guarantees, loans and
equity capital and financial instruments are channeled through local financial institu-
tions. The main objectives of the program are facilitating access to finance for SMEs,
creating a stimulating entrepreneurial environment, promoting an entrepreneurial
culture in Europe, increasing the competitiveness of European companies, improving
SMEs access to markets, reducing unemployment, and developing entrepreneurship
[8].

European structural and investment funds at disposal for Croatia in period 2014-2020
are: European Regional Development Fund, European Social Fund, Cohesion Fund, Euro-
pean Agricultural Fund for Regional Development and the EuropeanMaritime and Fish-
eries Fund. Available programs are COSME, Horizon 2020, Life, Erasmus and Creative
Europe. For 2014-2020 period 10.676 billion of euros available from EU funds - 8.397
billion for the objectives of cohesion policy, 2.026 billion euros for agriculture and rural
development and 253 million euros for the development of fisheries. Grants available
directly to SMEs (besides agriculture and fisheries sector) amount around 470 million
€ and are aimed for the development and competitiveness of SMEs. Grants for SMEs
development are awarded through the Ministries of entrepreneurship, tourism and
economy, state agency - HAMAG BICRO, counties, cities and municipalities. However,
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even though the number of successful project applications for small andmedium-sized
enterprises in the total share of Croatian project applications is relatively high, fund
absorption has not reached satisfactory levels.

Similar problem regarding absorption in Croatia is noticeable in Romania as well,
where SMEs does not succeed in successfully absorbing EU funds. The reason of low
absorption capacities are absence of a public-private partnership. Moreover, bureau-
cracy and lack of information are considered by SME as main obstacles in the way
of accessing grants. Besides, 50% of projects are completed exceeding the budget,
25% fail completely, and only 25% of projects are successfully completed [23]. Also,
according to [22], very low level of absorption of EU funds was recorded in Bulgaria
(only 37%), Romania (45%) and Slovenia (48%), while Baltic countries, Slovakia, the
Czech Republic and Polandwere successful. Moreover European Commission data state
that Croatia is at bottom regarding the successful absorption of EU funds for budget
period 2007-2013 with just 51.08% of IPA funds utilized. However it is important to
emphasize that Croatia then was still not EU member. Additionally, another important
fact to emphasize is that the absorption capacity differs at the county level i.e. that the
number of employees in the preparation and implementation of projects on a county
level is crucial in absorbing funds [24].

[12] states that absorption capacity of a country is determined by several elements
and these are macro-economic, administrative and financial element of the absorption
capacity. The amount of funds that, under the Structural Funds, are available to a
country is determined by the extent of the macroeconomic capacity of the country.
Administrative capacity can be defined as the ability and skill of central and local
authorities to prepare appropriate plans, programs and projects within the stipulated
deadlines, decide on programs and projects, organizing coordination between key
partners, to cope with the administrative requirements, supervise their implementa-
tion, avoiding irregularities as far as possible. The financial factor is evaluated through
the co-financing capacity. [19] point out that coordination and cooperation across the
relevant ministries, sub-national authorities and agencies are essential for the effec-
tive management and implementation of EU structural funds. Which of these elements
might be crucial for better absorption of funds in Croatia? Therefore, the point of this
paper is to investigate reasons for relatively low absorption capacity from SMEs point
of view and results are given in following section.

3. Research Design and Results

Empirical research was conducted by online survey that was sent to 1000 SMEs in
Split - Dalmatia County via e-mail addresses available at the web site of the Croat-
ian Chamber of Economy. The survey was anonymous and consisted of 24 questions
that were divided into three groups. The first set of questions was related to general
information about the company (number of employees, annual turnover, the business
sector, etc.), second group referred to the current sources of financing and the last
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Figure 1: Financing sources of SMEs. Source: research results.

group of questions regarded the awareness and use of EU funds. Surveywas answered
by 45 respondents.

Regarding general information about company most of SMEs have headquarters in
Split (62.2%), followed by Kaštela, Solin and Supetar with 6.7%, then Makarska, Omiš
and Stari Grad (4.4%) and finally Hvar and Trogir (2.2%). Most respondents are own-
ers of micro enterprises (46.7%), followed by small (40%) and medium enterprises
(13.3%). More than a half (51.5%) is engaged in service sector, 26.7% in industry and
11.1% relates to trade.

Considering the financing sources, where respondents had possibility of multi choice
answers, almost all respondents (93.3%) defined internal funds as one of the used
source of funds (Figure 1.). This response was expected, because there are still many
obstacles of getting a loan and non-traditional sources are still not developed. Other
sources of funding are: funds of family and friends (6.7%), bank loans (40%), leasing
(22.2%), supplier loans (8.9%), resources from European funds (4.4%) and operating
income (2.2%),what is in linewith research of Vidučić (2012) and European Commission
(2015). As a key problems regarding the access to finance entrepreneurs point out
complicated administrative procedures (75.6%), lack of financial knowledge and skills
(43%), high financing costs (35%), lack of information about the company (30%),
the inadequacy of collateral (22%), insufficient supply of funds (17.8%) and non-
transparent way of doing business (4.4%), what was generally concluded in research
of [1, 15].

Contrary to expectations not all entrepreneurs are interested in financingwith the EU
funds. However, majority i.e. 88.9% have affirmatively answered the question regard-
ing interest. Furthermore, 66.7% of entrepreneurs know how to apply for EU funds.
Most of them are partially familiar with the procedures and requirements (53.3%),
24.4% of them have no idea how to apply and 22.2% are fully aware of the whole
procedure.

Regarding the responsibility of informing the entrepreneurs about EU funds and
programs they perceive Ministry of Regional Development and EU Funds (48.9%) as a
key place to inform themselves about EU funds and the application procedure. Except
Ministry, Croatian Chamber of Economy is also expected to be on disposition (33.3%).
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Figure 2: Responsibility of informing the entrepreneurs about EU funds. Source: research results.

Croatian Employer’s Association (4.4%), Institute for Entrepreneurship Development
and European Projects (6.7%), cities andmunicipalities (4.4%) and counties (2.2%) are
not perceived as responsible for informing. This result should be taken very seriously,
because for SMEs in Split-Dalmatia County municipalities are not considered as impor-
tant partner for the effective management and implementation of EU structural funds.
On the other hand [19] pointed out the need for coordination and cooperation across
the relevant ministries, sub-national authorities and agencies is a key for effective
implementation of EU funds.

If entrepreneurs would obtain EU funding they would mostly invested it in new
products/services (60%) and infrastructure (20%). This confirms ECB (2015) statement
that financial sources are important in order to be able to finance fixed investment.
Besides new products and infrastructure some of them would invest in marketing
(2.2%), system management (4.4%), training/education of employees (8.9%), start
a new business (2.2%) and 2.2% of respondents do not even need EU funds. Only
9.9% of respondents have already financed from EU funds and had applied for IPA
Regional Development IIIc, Framework Programme 7 (FP7), Framework Programme
for Competitiveness and Innovation (CIP). So it is obvious that there is a vast majority
of SMEs that should be informed and motivated to apply for funds.

In the next part of the survey entrepreneurs were given claims, and they were able
to evaluate them as strongly disagree, disagree, neither disagree nor agree, disagree
and strongly agree. Firstly they were evaluating how clear the procedure for obtaining
funds is. Respondents consider the project preparation, finding appropriate tender,
business plan and project reporting clear, while as the most ambiguous part they con-
sider preparation of documentation in accordance with the requirements of the tender.
Uncertain deadlines and funds disbursement, signing a contract and implementation
of the project were mostly noted as neither disagree nor agree.

Moreover, considering the accessibility of funds respondents consider that it would
increase if the procedurewas simplified i.e. the amount of required documentationwas
reduced (15.6%) and entire procedure of applying for the tender simplified (15.6%).
Greater help and cooperation of responsible institutions (4.4%) and the publication of
tenders on one unique website (2.2%) would also improve their absorption capacity.
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 Strongly 

disagre
Disagree

Neither 

agree nor 

disagree

Agree
Strongly 

agre

Project preparation for tender 4,40% 4,40% 4,40% 8,90% 0

Finding the appropriate tender 4,40% 4,40% 6,70% 8,90% 0

The business plan/investment study 2,20% 2,20% 11,10% 6,70% 2,20%

Preparation of documentation in accordance with the requirements of the tender 4,40% 4,40% 11,10% 2,20% 2,20%

Loan approval 2,20% 4,40% 11,10% 6,70% 0

Uncertain deadlines and funds disbursement 2,20% 2,20% 15,60% 4,40% 0

Signing a contract with the granting institution 2,20% 0 15,60% 4,40% 0

Implementation of the project in accordance with the contract 2,20% 0 15,60% 6,70% 0

Project reporting 2,20% 2,20% 11,10% 8,90% 0

T˔˕˟˘ 1: Understanding the procedures for obtaining EU funds. Source: research results.

 Strongly 

disagre
Disagree

Neither 

agree nor 

disagree

Agree
Strongly 

agre

You're familiar with the types of funds that are available 26,70% 8,90% 26,70% 26,70% 4,40%

Information about EU funds are easily accessible and understandable. 24,40% 26,70% 26,70% 13,30% 2,20%

You are aware to which institutions you can turn to for questions and information. 20% 22,20% 22,20% 22,20% 6,70%

The Ministry of entrepreneurship has done enough to inform entrepreneurs about the EU funds. 22,20% 28,90% 28,90% 13,30% 0

Documentation and preparation of projects for funds withdrawal is not complicated. 42,20% 28,90% 20% 2,20% 0

Sufficient funds in EU funding is available. 15,60% 15,60% 33,30% 20% 8,90%

T˔˕˟˘ 2: Opinion of entrepreneurs on the following statements. Source: research results.

Considering the source of information on EU funds, most surveyed entrepreneurs
did not even answer the question (66%). However, 33% of them responded that
they inform themselves using the websites (22.2%) followed by professional journals
(4.4%) and television/radio (4.4%), while the least number of respondents inform
from state institutions (2.2%).

In the next part of the survey entrepreneurs were again given claims, and they
were able to evaluate them. The statement that documentation and preparation of the
project to attract funds is not complicated was mostly rated fully disagree (42.2%). On
the other hand the most positively denoted statement i.e. fully agrees were EU funds
making sufficient funds available (8.9%). They are generally familiar with the types
of available funds. Considering information about funds and institutions which they
should address themselves to results indicate possible room for improvement.

Likewise, the majority of respondents are unfortunately not familiar with the EU
program for the competitiveness of SMEs COSME and HORIZON 2020 (77.8%). Possible
explanation is that COSME and HORIZON 2020 are relatively new EU programs whose
first tenders have appeared only last year and are significantly less promoted than EU
funds. The following results were also disappointing. Namely, contrary to expectations,
24.4% of respondents answered that they will not apply for any mentioned programs,
64.4% still do not know, while only 8.9% reported that they plan to apply. These
answers warn authorities that they should implement more aggressive strategy in
promotion of the programs.

In the last question respondents had opportunity to indicate any suggestions regard-
ing EU funds. Following suggestions and problems were reported: frequent changes
of application instructions, deadline changes and tender delays, detailed explanation
when project was rejected in order to improve know-how in applying, corruption, Croa-
tian Chamber of Economy should provide entrepreneurs services that include preparing
projects and documentation, too many different sources of information about funds,
counselors and people trained in project preparation should be on the field, in direct
contact with SMEs.
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Based on the research results we can conclude that, from SMEs perception,
entrepreneurs are not sufficiently familiar with EU funds and programs at their disposal,
that SMEs are not fully familiar with the requirements and how to get EU funds and
finally that respondents are not enough interested for EU funds, especially programs.
However, they expect that ministries and state institutions to be more proactive and
helpful in order to make the project proposal, procedure and documentation more
understandable and approachable. Yet, the paper does not consider the responsibility
of entrepreneurs themselves and questions how well entrepreneurs themselves
motivated and active in informing are.

Finally, we have used binomial test to examine whether there is a larger percentage
of one answer that is statistically significant and whether it can be taken as represen-
tative of the entire sample and tests proved to be right. Also, we used t - test to assess
the difference between samples i.e. to show whether there is a statistically significant
difference between the average of those who agree and those who disagree with
the statements. All statements were significant with a significance of 0.01 (p≈0). With
respect to paper instruction (6,000 words) they are not presented here, but results are
available upon a request.

4. Conclusion

European Union considers SMEs as the engine of economic growth and development.
However, SMEs have problems in access to financial sources. Namely, SMEs mostly use
internal sources, because external sources such as bank loans are not easily accessible.
Hence, one of the European Commission priorities is stimulating SMEs through EU funds
and programs. Though, in new entrant countries, like Bulgaria, Croatia and Romania,
absorption capacity of EU funds is not satisfying. Therefore, the idea of this paper was
to find out what seems to be the reason for such a poor absorption capacity.

Research results show that entrepreneurs are partially interested in funding from EU
funds and programs and moreover that are not fully familiar with them. Also, SMEs are
not satisfied with the quality and quantity of information available to them, and 77.8%
have not ever heard for EU programs COSME and HORIZON 2020 that are intended for
SMEs. Another obstacle on the way to EU funds is the application process. Namely,
most SMEs know how to apply for the funds, but are not familiar with the whole
procedure and its requirements, and they find documentation and preparation of the
project to attract funds complicated i.e. preparation of documentation in accordance
with the requirements of the tender they find as the most ambiguous part. SMEs
consider that the entire process should be facilitated and that SMEs should be offered
free help, advice and assistance in dealing with documentation and writing project,
because many of them cannot afford professional help. SMEs perceive Ministry of
Regional Development and EU funds and Croatian Chamber of Economy as the place
to get informed and consider that abovementioned institutions are not doing enough
to help in informing and simplifying the entire process. Regarding the interest in EU
funds, almost 90% of respondents claim that they are interested in EU structural and
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investment funds and 2/3 know how to apply. However, there is warning small interest
and awareness for programs COSME and HORIZON 2020, which are relatively new and
insufficiently presented to entrepreneurs and 77.8%of respondents did not even heard
about them.

Our paper gives interesting results and insight in possible reasons of relatively low
absorption capacity of EU funds. It can be concluded that SMEs are interested in funds
from European Union, but are not enough familiar with their availability. Also, SMEs
are not satisfied with the proactivity of state institutions. Therefore, we propose addi-
tional promotion of EU funds, especially programs and additional education of SMEs
regarding project proposal and documentation that might be realized via separate
office/agency for EU funds. Namely, greater awareness and professional help might
be a key in strengthening the absorption capacity of SMEs, which is prerequisite for
economic growth. Similar measures might also be incorporated in other EU member
countries whose absorption capacities are poor.

The main limitation of our research is limited database i.e. relatively low feedback
and sample of Split-Dalmatia County SMEs, that is primarily characterized by service
sector.
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