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Abstract
The purpose of the dissertation was to investigate the critical issue of funding
SMEs and innovative businesses. One additional purpose of this dissertation
was to examine the characteristics that play a role in accessing external
finance. Literature review and comparative analysis was used as research
method. In particular, the framework of innovation and eco-innovation was
examined as well as the funding conditions that prevail nowadays.
Furthermore, seven studies were reviewed related to the access to finance of
SMEs and innovative SMEs. The analysis of data revealed that government
related firms have not benefited and that transparency of information can play
a vital role in access to finance. Moreover, the data showed that high
competition within a market and inside firms‟ base country causes difficulties
in getting access to funding whereas banking competition inside a country
facilitates access to finance. Finally, product and process innovation affect
positively access to external finance.
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Περίληψη
Ο ζθνπόο ηεο δηαηξηβήο ήηαλ λα εξεπλήζεη ην θξίζηκν δήηεκα ηεο
ρξεκαηνδόηεζεο ησλ κηθξνκεζαίσλ θαη θαηλνηόκσλ επηρεηξήζεσλ. Έλαο
επηπιένλ ζθνπόο απηήο ηεο δηαηξηβήο ήηαλ λα εμεηάζεη ηα ραξαθηεξηζηηθά ησλ
επηρεηξήζεσλ πνπ παίδνπλ ξόιν ζηελ πξόζβαζε ζηελ εμσηεξηθή
ρξεκαηνδόηεζε. Η αλαζθόπεζε ηεο βηβιηνγξαθίαο θαη ε ζπγθξηηηθή αλάιπζε
ρξεζηκνπνηήζεθαλ σο εξεπλεηηθέο κέζνδνη. Σπγθεθξηκέλα, ην πιαίζην ηεο
θαηλνηνκίαο θαη ηεο πεξηβαιινληηθήο θαηλνηνκίαο εμεηάζζεθαλ, όπσο επίζεο
νη ζπλζήθεο ρξεκαηνδόηεζεο πνπ θπξηαξρνύλ ζηηο κέξεο καο. Επηπιένλ,
εθηά έξεπλεο εμεηάζηεθαλ πνπ ζρεηίδνληαη κε ηελ πξόζβαζε ζηελ
ρξεκαηνδόηεζε ησλ κηθξνκεζαίσλ θαη θαηλνηόκσλ επηρεηξήζεσλ. Η αλάιπζε
ησλ δεδνκέλσλ έδεημε όηη νη επηρεηξήζεηο πνπ ζρεηίδνληαη κε ηελ θπβέξλεζε
δελ επσθεινύληαη όζνλ αθνξά ηελ πξόζβαζε ζηελ ρξεκαηνδόηεζε, ελώ ε
δηαθάλεηα ησλ πιεξνθνξηώλ κπνξεί λα παίμεη ζεκαληηθό ξόιν ζηελ
δηεπθόιπλζε ηεο πξόζβαζεο ησλ επηρεηξήζεσλ ζηελ ρξεκαηνδόηεζε.
Επηπξόζζεηα, ηα δεδνκέλα έδεημαλ πσο ν πςειόο αληαγσληζκόο κέζα ζηηο
ρώξεο πνπ έρνπλ ηελ έδξα ηνπο νη επηρεηξήζεηο, πξνθαιεί δπζθνιίεο ζην λα
απνθηήζνπλ πξόζβαζε ζηελ ρξεκαηνδόηεζε. Από ηελ άιιε κεξηά ν πςειόο
αληαγσληζκόο ησλ ηξαπεδώλ ζε κηα ρώξα δηεπθνιύλεη ηελ πξόζβαζε ζηελ
ρξεκαηνδόηεζε. Τέινο, ηα θαηλνηόκα πξντόληα θαη νη θαηλνηόκεο δηαδηθαζίεο
επεξεάδνπλ ζεηηθά ηελ πξόζβαζε ζηελ εμσηεξηθή ρξεκαηνδόηεζε.

6

Acknowledgements
Initially, I would like to thank the supervisor of my dissertation Professor Helen
Louri whose advice was really helpful and her guidance was continuous. In
addition, I would like to thank my husband, my family and my friends, who
supported me in this difficult task.

7

Chapter 1: Introduction
Small and Medium Enterprises (SMEs) play a vital role in the economies
around the world because they are responsible for a great percentage of job
creation and they are part of the factors which enhance development and
innovation. Innovation on the other hand is key to economic growth as it is
responsible for new processes, services and products which enhance the well
being of people around the world.

Furthermore, SMEs play a crucial role for economic growth after the
international financial crisis because they can help economies to respond
quickly to new market and social conditions. Necessary condition for SMEs to
help their economies to overcome the financial crisis is the obtaining of
finance in order either to start or to continue their business cycle. Access to
finance plays a vital role in the beginning of a start up as well as in the
development and the growth of SMEs irrespective of them being innovative or
non-innovative.

There are many factors that hamper not only SMEs but also innovative SMEs.
Some of these factors are lack of management qualifications, limited market
power, assets and collateral, and transaction costs. In addition, SMEs are
characterized by information asymmetries and uncertainty which are
augmented for innovative SMEs. As a matter of fact, innovative SMEs face
more difficulties in getting access to finance through the traditional financial
resources.

SMEs are often not able to meet their needs due to the financial crisis and its
consequences in relation to credit supply conditions which arise from the low
ability of banks and other sectors to provide financing. As a result, the
improvement of access to finance for SMEs should be a priority for European
countries as well as countries all around the world. Solutions should be found
concerning the improvement of entrepreneurship and financial conditions.
Moreover, the attraction of new financial sources and collaboration between
SMEs governments and financial institutions would be of crucial importance.
8

The purpose of my dissertation is to investigate funding of SMEs and
innovative start up businesses. For this purpose I am going to investigate the
field of innovation and eco-innovation as well as the factors that enhance and
hamper innovation (chapter 2). Moreover, I will examine the financial sources
of SMEs and the situation of funding conditions nowadays (chapter 3). In
order to examine in depth the factors that play role in access to finance I will
examine the literature related to this issue (chapter 4). Finally, I will compare
the most relevant and interesting papers with respect to the factors that play
role in access to finance in order to come to conclusions about this issue and
have the chance to understand in depth the characteristics of firms which
have access to external finance (chapter 5).

As a matter of fact, it is clear that there is a need for further research in the
field of funding SMEs which will help entrepreneurs to become aware of the
factors that play role in access to external finance. With the help of such
research government, regulators and financial institutions will have the
chance to become aware of the difficulties that firms face in order to obtain
external finance. So, this research could be a useful tool for entrepreneurs,
governments, regulators and financial institutions in order to reduce the
problems related to obtaining finance, which could help production and
welfare in general.

9

Chapter 2: Innovation Strategy and Eco-Innovation

2.1. The meaning of innovation and eco-innovation
Innovation can play a key role in order to help the world move to a stronger
and sustainable growth path following the financial crisis. It plays a vital role
not only in the growth of individual businesses but also to a nation‟s general
economic growth (Robinson and Anton, 2012).

Innovation involves the creation and diffusion of new products, processes and
methods. Furthermore, as a result innovation provides the foundation for new
businesses, new jobs and productivity growth. Innovation can help address, at
the lowest cost, pressing social and global issues, including demographic
shifts, resource scarcity and the change of climate. Innovative economies are
more productive, more resilient and ready to make easier changes, which will
contribute to make steps forward.

According to Akgun et al (2007), innovative firms are up to twice as profitable
as other firms. This is illustrated in a study of British SMEs, showing that
innovative firms had more chances to operate profitably while non-innovators
just tried to survive (Gray, 2006). As cited in Robinson and Anton (2012),
innovation not only promotes growth but also enhances a variety of
capabilities that improve the ability to enter markets and have more
customers. Product or service development may be the most familiar form of
innovation, but other types include processes, logistics, marketing and
business model innovation (Robinson and Anton, 2012).

In many OECD countries, firms invest not only in the knowledge-based assets
that drive innovation, such as software, databases, research and development
(R&D), firm-specific skills and organisational capital, but also in physical
capital, such as machinery, equipment or buildings. Furthermore, billions of
people all over the world, both in developed and emerging economies, today
have access to the Internet and are connected to one another, enabling
10

knowledge pervasion and the creation of further innovations. As cited in
Robinson and Anton (2012), developments in the internet that have allowed
companies to expand their marketing channels are a prime example of
marketing innovation. Big changes in bio- and nano- technology and the
products that will emerge through these fields of technology, will lead to
changes in the processes of production. In addition, we will see changes in
job, in the locations of economic activities and the roles that every different
sector plays in the economy (OECD, 2015a).

Both technological and non-technological innovations play an important role in
economic growth. There are channels through which innovation contributes to
growth. Firstly, technological progress is embodied in physical capital; this is
illustrated by the fact that OECD studies show that 0.35 of annual average
GDP growth (from 1993 to 2013) is attributed to investment in technologies
such as information and communication technologies (OECD, 2015b).
Secondly, investment in knowledge-based capital, such as R&D and
organizational capital can account for around 0.5 percentage points of annual
GDP growth in EU countries (from 1995 to 2007) and 0.9 percentage points in
the United States of America. Furthermore, according to OECD, increased
multi-factor productivity growth, which is linked with process and
organizational innovations, accounted for 0.7 percentage points of annual
average GDP growth (from 1995 to 2013). Finally, creative destruction that
results from innovation plays a vital role in economic growth. Creative
destruction is the procedure, through which new innovative firms enter the
market and if they grow quickly, they increase their market share and as a
result they replace firms with low productivity (Andrews and Criscuolo, 2013).
According to OECD (2015c) the above procedure results in reallocation of
resources which helps productivity growth.

In order to reclaim innovation, countries should know the main features of
innovation today. Initially, social and organizational innovations like new
business models complement technological innovation. These kinds of
innovations extend beyond technological innovation. Close collaboration
between some actors, is a main feature of innovation. Firms, foundations,
11

entrepreneurs, non-profit foundations, scientific institutes, universities, public
sector agencies and consumers often work together in order to underpin
innovative mechanisms. In addition, economy has facilitated by expanding the
digital economy and by growth of mobile telecommunications. In both
advanced and emerging economies the rapid uptake of data is a feature of
today‟s innovation. Furthermore, emerging economies play a vital role in the
field of Research & Development (R&D). Production together with innovation
can come not only from a global frame but also from unique local and regional
strengths (OECD, 2015).

The combination of some of these features, like the increasing importance of
knowledge-based capital, the expansion of the digital economy, the
technological progress and the spread of global value chains, will lead to the
next step in production revolution. The changes will concern not only the
production chain but also the jobs associated with it, the environmental impact
and the services in the economy. The challenges that innovation has to deal
with are not only economic growth and job creation but also „green growth‟,
well being and fight against poverty (OECD, 2015).

Eco-innovation plays a vital role in the implementation of sustainable
economic growth. As cited in Melece (2015), sustainable development is the
main goal of policies and strategies not only in Europe but also in many
countries globally. Eco-innovation is a main factor for transition to a „green
economy‟ and it can help economies to overcome the current economic
recession (Marin et al (2015)). Furthermore, it can play a major role in order to
eliminate problems which are related to environmental disasters. In spite of
the fact that eco-innovation plays a vital role in the conservation of the
environment, it can also play a key role in sustainable development of
enterprises and societies, it can even improve human health, well being and
employment through new products and services (Melece, 2015); Urbaniec,
2015). Green growth is one of the most innovative processes of economic
evolution (Andersen, 2010).
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There is not a precise and unanimous definition for eco-innovation (Melece,
2015; Urbaniec, 2015; Marin et al 2015). According to Melece (2015), ecoinnovation has many definitions because of its complex concept and its multidimensional meaning. Eco-innovation focuses not only on the developments
which are totally related with the environment but also on organizational
sustainability. As a matter of fact, eco-innovation deals with technological,
social and institutional innovation (Rennings, 2000).

According to Melece (2015), the commonly used definitions of eco-innovation
do not include the effect of eco-innovation (e.g. socio-economic,
environmental or health effect) and consequently the impact of eco-innovation
is difficult to be measured. As cited in Rennings (2000), because of the
increasing importance of the social and institutional eco-innovation, their
impacts should be measured, but due to the fact that there are no common
signs, measurements and indicators of environmental performance it is
complicated to measure it. Furthermore, there are no certain methods for the
evaluation of the eco-innovation‟s impacts (Rennings, 2000; Kemp, 2011).

As cited in Melece (2015), most eco-innovation definitions are based on
definition proposed by OECD/Eurostat. However although this definition refers
to the environmental nature of eco-innovation and refers only to things which
are related with the preservation of the environment, it is also related with
technologies, products and services that reduce environmental risks and
eliminate resource use and pollution. Eco-innovation is a wider term which
takes part both in traditional industries and in eco-industries. In addition,
according to Melece (2015), eco-innovation also occurs in non-industrial
activities and as a matter of fact it includes control policies (like environmental
regulations) and market-based industries (like environmental taxes). So these
non-industrial activities that eco-innovation deals with can change the
corporate environmental strategies or the implementation of new
environmental management tools.

As cited in Melece (2015), there are some more recent definitions proposed
by politicians, experts and academics which illustrate the broader meaning of
13

eco-innovation. These definitions are presented in Table 1.1 According to
Melece (2015) the best definition of eco-innovation is „the production,
assimilation or exploitation of a product, production process, service or
management or business method that is novel to the organisation (developing
or adopting it) and through the development of ecological improvements
benefits the environment by preventing or reducing the impact, or by more
efficient and responsible use of natural resources.‟

Table 1.1:
Some of eco-innovation‟s definitions recently used by officials and scholars

Source: Melece (2015)
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Similarly, according to Urbaniec (2015), we can put the different definitions of
eco-innovation into three groups (the definitions come from OECD, European
Commission and scientific literature). The first category has to do with the
environmental dimension of eco-innovation and it contains definitions which
have to do with sustainable development. The second category has to do with
the life cycle of products and it contains definitions which have to do with ecoinnovation as a process. The third and last category contains the definitions of
eco-innovation which have to do with the environmental and economic
benefits that derive from the focus on eco-innovation. As cited in Urbaniec
(2015), the categorization of the definitions of eco-innovation should not be
regarded as the only way to put the definitions into categories but as a way to
present the multifaceted meaning of eco-innovation.

The first category has to do with definitions of eco-innovation which perceive
eco-innovation as an instrument for the reduction of negative environmental
impacts such as environmental pollution. This is illustrated by the fact that
Rennings presents eco-innovation as “…all measures of relevant actors
(firms, politicians, unions, associations, churches, private households) which:
develop new ideas, behaviours, products and processes, apply or introduce
them and which contribute to the reduction of environmental burdens or to
ecologically specified sustainability targets” (Rennings, 2000, p. 322).
Furthermore, according to the Eco-Innovation Action Plan eco-innovations
include “… any form of innovation resulting in or aimed at significant and
demonstrable progress towards the goal of sustainable development, through
reducing impacts on the environment, enhancing resilience to environmental
pressures, or achieving more efficient and responsible use of natural
resources” (European Commission, 2011a, p. 2). As a result, we can
conclude that according to these definitions eco-innovation is the tool to
succeed sustainable development at the level of businesses.

The second category includes definitions that have to do with the life- cycle of
products. More specifically, it contains definitions of eco-innovation which
perceive it like a tool for reduction of resources consumption during the entire
life-cycle of products. This is illustrated by the fact that Eco-Innovation
15

Observatory (EIO), defines eco-innovation as “…the introduction of any new
or significantly improved product (good or service), process, organizational
change or marketing solution that reduces the use of natural resources
(including materials, energy, water, and land) and decreases the release of
harmful substances across the life-cycle” (Eco-Innovation Observatory, 2010,
p. 10). As a result this definition puts emphasis not only to better and cleaner
technologies for the environment but also to the reduction of use of raw
materials through the entire product life cycle.

The third and last category according to Urbaniec (2015), contains definitions
that have to do with the environmental and economic benefits which come
from eco-innovation. As an example we can present the definition of Oltra and
Jean (2009), who define eco-innovation “...as innovation that consists of new
or modified processes, practices, systems and products which benefit the
environment and thus contribute to environmental sustainability”. There is
another definition of eco-innovation which relates it with the economic benefits
of eco-innovation. According to Andersen (2010) there are two ways to
achieve benefits in the market which are related with eco-innovation practises.
The first way has to do with the higher price that every company should put in
an eco-friendly product and the other way to have an economic benefit is by
reducing production costs due to the fact that these companies use more
efficiently the energy and the resources and as a result they reduce the
material costs. Urbaniec (2015), concludes that „Taking into account the wide
range of different interpretations, eco-innovation can be defined as a
sustainable development tool used during the entire life-cycle of a product or
service, contributing to numerous environmental and economic
benefits.‟(Urbaniec, 2015, p.183)

2.2. Factors that enhance innovation

As cited in Samson and Gloet (2014) sustained innovation can be achieved
through a business strategy that continuously supports innovation. This is
illustrated by the fact that business strategies which support the
implementation of innovation contain development and research as well as
16

creativity, oblique thinking and the willingness to change (Samson and Gloet,
2014). Innovation is also supported by a culture of learning and a commitment
to quality philosophy (Lages, Silva and Styles, 2009). Business strategies
which focus on sustainable innovation have to include staff training and
external projects and partnerships related to innovation. Strategies which are
focused on innovation lead to employee recognition and rewards and as a
result an innovative culture can be created. This culture transforms
employees into creative people who strive for continuous improvement and
innovative solutions to complicated problems (Samson and Gloet, 2014).

According to OECD Innovation Strategy 2015 there are certain features which
enhance innovation. Skilled employees play a vital role in the creation of new
ideas and technologies (Samson and Gloet, 2014; OECD, 2015). Employees
can implement these innovative ideas and technologies in the workplace and
can be adapted to technological and structural changes across society
(OECD, 2015). According to Fallon-Byrne and Harney (2017) employee
communication and empowered employees play a vital role in the support of
innovation strategies. There is a strong link between employees‟ collaboration
and innovation outcomes (Fallon-Byrne and Harney, 2017).
Furthermore, innovative firms can increase their market share through a
business environment which enhances investment in technology and in
knowledge-based capital (OECD, 2015). In addition, innovation can be
enhanced by an efficient system of knowledge creation and diffusion (OECD,
2015). This is illustrated by the fact that an innovative efficient system diffuses
knowledge with the help of the society which uses mechanisms such as
human resources and technology sharing (OECD, 2015). According to FallonByrne and Harney (2017), relational capital is a process which relates
innovation with knowledge creation and exchange, and as a result there is a
strong link between innovation outcomes and relational capital. Cavagnou
(2011) argues that „innovation reflects a process of learning‟ (p. 122) and
according to Fallon-Byrne and Harney (2017) innovative businesses are
dynamic living learning organisations. As a result human capital should be
developed through workforce training for sustainable innovation to succeed.
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Also policies which are needed to eliminate barriers to innovation, they end up
enhancing innovation and entrepreneurial activity (OECD, 2015). Well
informed consumers who are engaged and updated can help the
enhancement of innovation (OECD, 2015). Finally, the success of the
implementation of innovation policies depends on the governance which
includes government actions (OECD, 2015). In addition the evaluation of
policies plays a vital role in the enhancement of innovation (OECD, 2015).
It is important to highlight the role of innovation climate inside every business.
As cited in Fallon-Byrne and Harney (2017), in order to put together the needs
of every business and the needs of every employee, you have to go beyond
the understanding of strategies for innovation. „The intermediate sociocognitive environment, resulting from innovative strategies, provides evidence
that they are effective to employee innovation behaviour‟ (Fallon-Byrne and
Harney, 2017, p.25). The climate of every business can be influenced by
human resource strategies. Human resource practices can influence the
perception and the behaviour of every employee by formulating and
communicating key organizational values (Fallon-Byrne and Harney, 2017).
As a result, an innovative climate indicates that innovative strategies are
being enacted. According to Zhou and Hoever (2014), innovation climate
plays a vital role for creativity and creativity can help organisations thrive in
complicated environments and respond efficiently to challenges by developing
new capabilities. In addition, an innovative climate includes positive
relationships between supervisors and employees and attention to customers,
as well as risk taking and flexibility (Fallon-Byrne and Harney, 2017).
Fallon-Byrne and Harney (2017) argue that dynamic capabilities for innovation
are a firm‟s ability to create new products and markets by combining
innovative orientation with innovative behaviour. The innovative climate is the
key element that helps innovation strategies to be combined with the
perceptions and feelings of employees. According to Montag et al. (2012), an
innovative climate indicates how much the innovative strategies have
influenced the employees‟ minds in order to encourage the development of
innovative work behaviour. Table 2.1 explains dynamic capabilities for
18

innovation and illustrates the relation between innovation strategies,
innovation climate and employees‟ behaviour.
Figure 2.1:
From microfoundations to dynamic capabilities organisational innovation
strategies climate: innovation and affective behaviours dynamic capabilities
outcomes microfoundations dynamic capabilities innovation outcomes

Source: Fallon-Byrne and Harney (2017)
2.3. Factors that hamper innovation
As cited in Krause (2016) there are several barriers to innovation which can
be grouped in five categories. The factors which hamper innovation are cost
factors, market factors, knowledge factors, institutional factors and there are
some other reasons for not innovating. According to Krause (2016), cost
factors are for example lack of funds not only within the company but also
outside the company. Furthermore market factors include barriers due to well
19

established firms, which dominate the market and uncertain demand for
innovative goods. In addition, knowledge factors include lack of information
about new technologies and markets as well as the difficulty in finding
partners for implementing innovation strategies. Institutional factors have to
do with the lack of legislation which protects property rights. Finally as cited in
Krause (2016) other reasons which hamper innovation are earlier innovations
which deter new innovations to come. Krause (2016) examined small firms
(businesses with 10 – 49 employees), medium sized firms (businesses with
50 – 249 employees) and large firms (businesses with 250 or more
employees) in the Czech Republic during the period 2010 –2012. All three
groups of firms make more innovative activities in the area of technical
innovation than in the area non-technical innovation. According to Krause
(2016) who conducted research in relation to the factors which hamper
innovation activities, the most significant barrier to innovation is insufficient
funding. This is illustrated by the fact that not only small companies but also
large ones faced the problem of insufficient funding. In addition, small and
large enterprises find high costs and the lack of qualified workers as another
barrier to their innovation activities, although they are not as important as the
insufficient funding. Finally an uncertain demand for innovative products is
more significant for large enterprises than for small enterprise.

Table 2.3:

Source: Krause (2016)
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Guijarro et al. (2009), also point out the lack of financial resources as one of
the main barriers to innovation, especially for small enterprises. In addition,
Guijarro et al. (2009), relate firm differences in barriers to innovation with the
differences in cost, human resources, organizational structure, institutional
constraints and government policy that every firm face.
According to Guijarro et al. (2009) cost is one of the main barriers to
innovation. This is illustrated by the fact that high monitoring costs as well as
the viability of the innovative activity and the uncertainty of the innovation
outcomes create conflicts between managers and funders. Small firms face
these kinds of conflicts due to their limited financial resources. Furthermore,
according to Souitaris (2001), most innovative firms had managers who were
risk lovers. Higher risk is being associated with higher financial exposure
whereas lower risk is being associated with lower financial exposure. So,
innovative activities which increase risk and as a result financial exposure
constitute barriers to innovation (Guijarro et al, 2009). Finally, debt financing
can lead to lower financial activities. This is illustrated by the fact that
transaction costs related with investment in technology could prevent firms
from financing innovation with debt.
According to Guijarro et al. (2009), the organisational structure of every firm
which does not support the climate of innovation can become a serious barrier
of innovation activities. As cited in Mosey et al. (2002), employees often
question the usage of innovation strategy due to a management style which is
always driven by an owner-management relationship. As cited in Guijarro et
al. (2009), employees‟ negative behaviour towards innovative strategies is
influenced by poor communication, weak human resources practises. As a
result of employees‟ negative behaviour, enterprises may miss the opportunity
to pursue new market innovative ideas and developments. Hence, adoption of
innovation strategies requires employees‟ commitment and support as well as
adequate training and skills (Guijarro et al, 2009). This is illustrated by the fact
that managers of small firms usually lack the education and training that are
linked with good innovation practices (Hausman, 2005). In addition, many
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enterprises cannot hire or train the suitable managers who are qualified
appropriately for implementing innovative strategies (Guijarro et al. (2009)).

Finally, as cited in Guijarro et al. (2009), external environment influences the
implementation of innovation strategies. The external environment includes
government policy, economic uncertainty and global competition. As long as
the firm communicates to managers the need of innovation in order to
maintain market competitiveness, the firm will be innovative. In order to be
competitive firms adopt new technologies which often give cost and
competitive advantages. In addition, according to Guijarro et al. (2009), there
is a positive relationship between economic uncertainty and innovative
practices. This is illustrated by the fact that an uncertain environment pushes
firms to become innovatively in order to remain competitive and survive.
Knowing customer needs, government policy and changes in technology, can
help managers to be more innovative. This information is vital for the
enhancement of innovation. Without this kind of information barriers to
innovation are being created. According to Guijarro et al. (2009), the
uncertainty of government policy is a barrier to innovative strategy. Especially
in Europe, it is vital for every innovative firm to have the support of
government.

Foxon and Person (2008) tried to specify some factors which hamper
innovation and created some categories for the barriers to eco-innovation.
According to Foxon and Person (2008), some of the several categories of
barriers to eco-innovation are: failures in infrastructure provision and
investment, institutional failures or transition failures According to Marin et al
(2015), the above barriers have to do with issues which are systematic and
not with barriers which concern the internal business. Runhaar et al. (2008),
attempted to present barriers to eco-innovation with the help of a case study,
particularly, they focus on the barriers to environmental leadership which have
to do with the differentiation of incentives and generally the obstacles that
every firm faces.
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Marin et al. (2015) have dealt with the literature on technological innovation,
have made great work to innovation barriers and have compared some
factors, which hamper innovation with the factors that hamper eco-innovation.
There is availability of data which concern innovation and as a result every
researcher has the opportunity to gather empirical data for the subject. The
focus of the literature has been on two main categories∙ the first has to do with
the firm characteristics which affect negatively innovation and the second has
to do with external factors (not within-firm factors) which affect innovation.
Apart from financial barriers there are barriers which hamper innovation and
they are non financial. Non-financial barriers have to do with factors which
concern the market such as the market structure and regulations, as well as
organizational and technological capabilities (Marin et al., 2015). All in all,
there is an idea that innovation is hampered by different types of factors and
as a result attention has been paid to the investigation of the
complementarities that go along with the different obstacles which hamper
innovation (Marin et al., 2015). These complementarities have made it difficult
for policy instruments to help the reduction of the obstacles which hamper
innovation.

According to Marin et al. (2015), researchers should take into account an
important issue when dealing with data on barriers to innovation, something
that has been revealed by evidence concerning innovation. There is a reverse
causality issue between innovation and barriers that hamper innovation. This
is perfectly illustrated by Galia and Legreos (2004; p. 1189) «it is plausible
that certain problems are not effectively encountered until firms face them.
[…] Innovative firms face problems and more innovative firms have more
problems». As in Marin et al. (2015), it could be a good conclusion that every
successful innovative firm is a firm that can overcome innovation obstacles. D‟
Este et al. (2012) recognized the reverse causality issue of innovation and
barriers and as a result they suggested two categories of innovation barriers
„revealed‟ and „deterring‟ barriers. The first type of obstacles has to do with
barriers which result when firms are innovative. When firms practise
innovative tasks tend to become aware of the difficulties that can be related
with innovation. This experiential process can help firms to be aware and deal
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easier with factors that hamper innovation (Marin et al., 2015). Revealed
barriers are totally different from deterring barriers, because revealed barriers
disclose information which helps firms to deal with problems and on the
contrary deterring ones prevent firms from practising innovative tasks (Marin,
G. et al. (2015).

The analysis of barriers to eco-innovation is totally related to the previous
mentioned barriers to innovation. In addition, it relies also on evolutionary
economics (Marin, G. et al. (2015). Evolutionary economics found that
barriers to eco-innovation are not related with „environmental-related
phenomena‟. According to Marin et al. (2015), in order to investigate the
barriers of eco-innovation, one has to deal with the heterogeneity of
enterprises concerning their eco-innovation profile. In addition, one should
take into consideration the fact that enterprises have certain limits of
knowledge which come from their bounded rationality. As a result of limited
knowledge, the perception of barriers that every firm has is being affected
(Marin et al., 2015). In addition, eco-innovation engagement of an enterprise
is related with the knowledge of the firm concerning the barriers and the
difficulties to eco-innovation. This can also be inferred from the literature that
concerns barriers to technological innovations (Marin et al., 2015).
All in all, eco-innovation is one of the main goals of most European countries‟
policy strategies. According to Marin et al. (2015), many policies which
concern the environment oblige firms to comply with the rules that have to do
with the preservation of environment along with the need of innovation.
Simultaneously, the relation between policy-driven and market-driven ecoinnovation strategies is increasingly important for most of the European firms.
As a result, barriers to eco-innovation can play a vital role in enhancing or
restricting Europe‟s strategies, the environmental concerned policies of
enterprises or finally the policy implementation.
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Chapter 3: Funding of startups and SMEs

3.1. Funding of startups and SMEs
Not only venture capital but also seed capital is vital for start ups and SMEs in
order to enable enterprises to move from ideas to real action. Entrepreneurs,
in order to start their businesses, rely on own and family funds as well as
more recently on crowdfunding. The growth of crowdfunding shows that the
financial market underfunctions. However there is need to improve startups‟
access to financing sources in order to help sustainable development and
well-capitalised SMEs. In addition, well financed firms by diverse funding
sources beyond bank financing, create financial stability and broad-based
economic growth.
This chapter presents the basic sources of funding for an enterprise in order
to deal with its financial needs. Every firm needs funding for its current needs,
contingent expenses and fixed costs. There are several ways for enterprises
to deal with their financial needs. They can use their equity, as well as
borrowing facilities and bank loans.
A. Initially, the bank funding will be presented. The type of bank funding that
will be used by enterprises depends on the aim or the needs of every firm.
There are two categories of funding:


The first category covers the needs for working capital that helps
current needs. These current needs come from the daily operations of
the enterprises. Short term funding can cover the working capital.
Enterprises use joint accounts in order to repay the short term funding.



The second category covers the needs for capital expenditures,
machinery and emergency needs. These needs are covered by long
term funding because they have long duration. Loans are used for the
disbursement and the repayment of the dept.

25

Loans are one of the most common ways of funding. Furthermore, they are
most commonly used for long term lending. According to the way of
repayment there are five kinds of loans:
1. Simple loans: enterprises are obliged to pay this kind of loans, not only
the capital but also the interest, in a certain future time. Interests are
calculated at the time period that the contract mentions.
2. Fully amortised loan: enterprises repay this kind of loans in equal
mortgage payments (installments) and the amount of interest can be
changed during the time period that the loan is paid. Every mortgage
payment includes not only interest but also part of the principal.
3. Amortised loan: enterprises repay this kind of loans in equal payments
at regular intervals. Payments of principal are equal and come from the
division of the total amount of loan with the number of the installments.
The amount of interest is different at every installment as long as it is
applied to different and lower amount of the loan.
4. Interest loans: These kinds of loans are long term loans and their
interest does not show fluctuations.
o American system: Enterprises do not pay interest at regular intervals.
The principal together with the interests are paid at the end of the
contract.
o Sinking fund: Enterprises pay only the interest at regular intervals. The
principal is fully paid back at the end of the contract. The amount of the
final deposit is the installment of the loan.
Furthermore, according to the loans’ carrier there are three kinds of
loans:
1. Bank loans, one creditor
2. Debenture bonds, creditors are more than one: These kinds of loans
are issued by public companies. The loans are divided in bonds, which
represent the rights of the bondholders, according to the terms of the
contract. Debenture bonds can cover the financial needs of a country
or the financial needs of enterprises. In order to work they have a
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coupon rate that is paid or collected every interest period and the face
value is paid at the maturity of the debenture bond.
3. Syndicated loans, creditors are two or more credit institutions:
Institutions take a specific percentage of the funding, usually to cover
investments and needs of working capital of a more permanent nature.
Syndicated loans can be big and are used not only by big enterprises,
funds and group of companies but also by developing countries which
need to support way high growth rates. The contract and the terms of
the loan is being formed by the credit institutions, which initially operate
as underwriters of the loan. Afterwards, underwriters sell parts of the
loan in other institutions. The contractor takes over the management of
the syndicated loan and the coordination of the credit institutions which
take part at this loan. The contractor, for this management, usually
takes an extra fee from the other credit institutions and the borrower.
The terms and the characteristics of the syndicated loans depend on
the different situations that they have to deal with.
Finally, the overdraft account is one of the most widespread ways of bank
funding, especially for enterprises. Together with bank loans, overdraft
accounts constitute the most important ways of funding.
The contract that is signed between the bank and the borrower assumes that
the counterparties will have series of transactions. These transactions are
integrated in an undivided account, so they lose their individuality.
The balance of the account fluctuates continuously. As a matter of fact, this
situation allows enterprises to cover their short term financial needs such as
working capital or other financial needs which occur during the production.
B. In addition, apart from bank funding, there are several alternative ways of
funding. Leasing is an alternative way of funding with which enterprises
manage to acquire assets and equipment. According to this way of funding,
the owner of the asset is the lesser who grants to the lessee the use of the
asset for a particular time period and in exchange for a certain amount of
money. The lease payment is agreed at the beginning of the transaction and
is paid at the beginning of every time period. The contract of the leasing
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consists of the terms for the time period of the leasing, the counterparty who
covers the expenses for the insurance and the maintenance of the asset and
the payment of possible taxes. Furthermore there are several criteria in order
for a funding to be characterized as leasing: 1. First of all, the lesser should
be the owner of the asset at the end of the leasing. 2. The present value of
the rental should cover at least the 80%-90% of the acquisition value of the
asset or the present value of the market. 3. The obligation of the lessees to
pay the rentals whether they use the asset or not.
There are different forms of leasing:
1. Financial Leasing: It is the main form of leasing. The leasing company
in order to acquire an asset from the constructor pays an amount of
money and then it rents it to the lessee. At the end of the rental period
the lesser takes back the asset.
2. Sale and Lease back: The leasing company buys the asset from the
constructor company by paying an amount of money and soon after the
leasing company rents the asset to the constructor for a rental that is
related to the value of the market.
3. Leveraged Lease: The participants of the leasing are three or more as
long as there are one or more participants who pay an amount of
money for the leasing. In particular, the leasing company pays a part of
the amount of money which is required for the asset. The rest of the
capital that is needed for the acquisition of the asset is paid by a bank
or another financial institution. There is also a chance for the bank or
the financial institution to take the credit risk and as a result they
evaluate the creditworthiness both of the lesser and of the lessee.
Finally the financial institutions cover the funding with collateral.
4. Vendor leasing: The lesser acquires the asset and the leasing
company takes over the obligation to deal with the contract of the two
parts of the procedure. In addition, the leasing company guarantees to
the lesser the right at the end of the transaction.
5. Cross-Border Leasing: The lesser and the lessee of the transaction
come from different countries.
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6. Sub Leasing-Operating Leasing: The leasing company rents the asset
from the constructor and sooner after it rents the asset to the lessee.
Another alternative way of funding is factoring. Factoring is a contract
between a factoring company or alternatively between a factor and a
company which plays the role of the supplier to possible buyers. The supplier
assigns to factor the buyers‟ receivables which concern contracts of selling
products. Factoring is not only one service but a package of services. The
supplier company which assigns to a Factor Company the buyers receivables
can choose from a combination of services.
There are several forms of factoring:
Domestic Factoring: It concerns domestic credit, when the supplier and the
debtor can be companies whose remit is retailing or wholesale:
Factoring with reduction:
The Factor Company funds, manages and collects money without taking over
the credit risk. The supplier takes over the credit risk and the factor company
funds deposits in exchange for receivables, keeps to the ledger of the clients
whose receivables have been delegated, manages the receivables and
evaluates the credibility of the clients of the supplier.
Factoring without reduction:
The Factor Company funds, manages and collects money by taking over the
credit risk when debtors are unable to pay. The Factor Company covers the
credit risk and additionally deposits in exchange for receivables, keeps to the
ledger of the clients whose receivables have been delegated, manages the
receivables and evaluates the credibility of the clients of the supplier.
Discounting Invoices:
The Factor Company does not take over the credit risk and does not manage
suppliers‟ receivables. In that case the supplier collects the receivables that
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have been delegated. However, the supplier is obligated to pay the
receivables according to the agreed time and way of paying.
International Factoring: It concerns enterprises which trade products
internationally.
Export Factoring:
Factor companies collaborate with foreign factor companies all around the
world and fund enterprises in exchange of foreign receivables that have been
delegated. Usually, factor companies take over the credit risk (without
reduction). It works with the collaboration of two agents, the one is from the
domestic factor company and the other is from the foreign factor company
which comes from the importer‟s country. The factor company takes over
importer‟s collateral through the foreign agent.
The Import factoring concerns companies from abroad which export to a
country and need factoring from an agent of their country. By using this
procedure the importer ensures favorable market terms and bargaining of the
value of the imported goods.
Consumer Factoring
Consumer factoring concerns enterprises which sell goods or provide services
to consumers. By consumer factoring enterprises have the opportunity to offer
to their clients another way of paying apart from consumer loans or credit
cards. This way of funding offers flexibility and low burden as long as it does
not obligate consumers and sellers to deal with time consuming processes
like the issuance of a credit card or the use of property as collateral in case of
lending.
Finally, at no financing factoring the supplier does not have financing needs
but this enterprise needs coverage of credit risk and management of covered
receivables. The factor company offers the coverage of credit risk and the
assessment of buyers‟ credibility, the management and the collection of the
receivables which are delegated and the yield of the collected receivables.
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In addition, forfeiting is used for transactions which have to do with
mechanical equipment or equipment in general. Forfeiting is used by
exporters in order to receive their clients‟ debts quickly. The exporters sell
their medium-term receivables to the forfeiter at a discount in order to
eliminate the risk because after the selling the exporter has no liability
regarding possible default by the importer on paying the receivables. As a
result the importer pays the receivables to the forfeiter who is a bank or a
financial firm.
Crowdfunding is a widespread way of fundraising, usually via the Internet,
whereby start ups or mature companies raise money, more often small
individual contributions, in order to support the companies. Nowadays there is
increased attention in crowdfunding by regulators, investors, founders and
policy makers. Small investors are often the first target of start ups in order to
raise money, but small investors have not the ability to research and assess
potential investments. As a result companies which want to raise money
through an equity crowdfunding platform should find ways to signal their value
to the investors.
According to Graham (2016), crowdfunding is a practice of gathering a large
number of small financial contributions in order for a common project of a start
up or mature company to be supported, usually via the Internet. By gathering
many small amounts of money from a large number of donors, project
initiators have the opportunity to finance a project, which otherwise they could
not deal with (Graham, 2016). Project initiators use either a website or a
platform in order to gain attention and convince their potential investors for
their project‟s worthiness. Through the website or the platform, companies
have the opportunity to give information about their project and as a result
potential donors can assess the projects in the funding platform in order to
decide which one of them to support and for how much (Graham, 2016). Only
truly worthy ideas will receive donations from a large amount of donors and as
a result will be fully funded. According to Graham (2016), the „the wisdom of
the crowd‟ will decide which project is worth funding.
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As cited in Graham (2016), the idea of funding a project through a large
number of small donors has started since 18th century in Germany.
Praenumaration was a common practise of funding an unpublished
newspaper or an unpublished book. The idea behind that type of
crowdfunding, was that publishers wanted to see the potential subscribers of
the newspaper before they printed it. Another example of early crowdfunding
is the funding of a pedestal for the Statue of Liberty. According to Graham
(2016), Joseph Pulitzer in order to raise a large amount of money, he made a
campaign through newspaper advertisements with which he managed to
receive funds from 160.000 donors. Crowdfunding via the internet began
more recently. Particularly, in 1997, a British rock band Marillion started an
internet campaign in order to raise money for a band tour and some years
later the same band managed to raise money for the production of a studio
album. The same practice of funding was followed by many artists in order to
finance several projects. The first website which was dealing with
crowdfunding, was first introduced in United States in 2003 and its name was
ArtistShare. The site has the aim to raise money for artists who want to fund
projects. Artistshare was a successful website and as result it showed the way
for new crowdfunding platforms such as Indiegogo in 2008 and Kickstarter in
2009 which support a broader range of projects. Many artists, film producers,
musicians and small enterprises have used crowdfunding campaigns in order
to fund artistic endeavours and new products (Graham, R. (2016)).
According to Graham (2016), there is an „All- Or-Nothing‟ (AON) system, by
which the start-ups or the mature companies which require funds from
crowdfunding platforms receive funds only if they reach their funding target.
As a result of this system, the total amount of money that is gathered through
the platform is transferred to the company only if the amount of money has
reached a certain level. Otherwise, the gathered funds are returned to the
donors and the company does not take any of the funds. In addition, donors
take back their donated funds but they do not receive rewards for their
contributions.
Furthermore, project initiators should rely on successful promotional
campaigns in order to receive funds from a crowdfunding platform. It is vital
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for the companies to gain the trust of the donors, and as a result to become
famous in order to be funded. A safe way for a crowdfunded project to be
promoted is through social media or word of mouth, because large advertising
campaigns are expensive. The initial donors of the project try their best in
order to promote the project to other donors and as a result to get the reward
as long as the project will be fully funded. So initial donors do their best in
order to get the reward and as a result a pyramid effect is generated which
influences successfully a larger number of people. Initiators of the project will
do their best in order to promote it but the committed donors of the project
may do most of the work of the promotion.

Finally, there are two categories of crowdfunding: reward-based crowdfunding
and credit-based crowdfunding. Reward-based crowdfunding is the most
prevalent way of growdfunding. By this way of crowdfunding donors receive
small rewards for their contribution to a project and the reward depends on
the level of contribution. Donors may receive back their contributions if the
project fails to become fully funded. Credit-based crowdfunding is a way of
funding which grows rapidly after the first launch of the platform Lending Club
in 2007. Trough crowdfunding platforms lenders can often get a higher return
than a treasury security or junk bond might offer, and borrowers can often get
funds for a lower interest rate than they get on a typical loan. Donors who
choose either reward-based or credit-based crowdfunding do not have the
option of a continuing ownership stake in the project they have chosen to
support. Equity-based crowdfunding allows donors to get larger rewards as
long as they function like small-scale venture capitalists. In addition, equitybased crowdfunding allows many people to invest in growing business at an
early stage. So, equity-based crowdfunding allows businesses to
communicate directly with potential investors and as a result they do not need
a fund manager to intervene (Graham, 2016).

Finally, another way of financing start ups and SMEs is venture capital.
According to Bocken (2015), especially for the emergence of a business,
venture capital is the key. This is illustrated by the fact that venture capital can
make start ups grow faster, generate new jobs, create more value and help
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businesses to become more innovative. According to Marcus et al. (2013),
venture capitalists have the role to select venture ideas which are presented
to them by entrepreneurs. Venture capitalists identify and select investments
which fit their investment portfolio. As cited in Bocken (2015), venture
capitalists invest in riskier businesses and tend to support start ups by using
their networks and expertise. Usually, venture capitalists invest in start ups
after „friends and family‟, angel investors or crowdfunding who are the first to
contribute in the new business, and before banks, stock market or private
equity (Table ).

Figure 3.1:
The role of venture capital and emerging roles of other actors in growing
businesses.

Source: Marcus et al. (2013)

The main aim of venture capitalists is to sell their shares in ventures, through
mergers or initial public offering (Bocken, 2015). As a result the relationship
between venture capitalists and businesses is long term and vital for the
survival of their companies (Marcus et al., 2013). As cited in Bocken (2015)
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there is a timeline of ten years between raising money and leaving the
business by venture capitalists. So, venture capitalists invest in sustainable
businesses, because they have the opportunity to deal with businesses which
have bottom line returns.

In more detail, venture capitalists have to identify the businesses which have
the potential to create economic growth while at the same time they create
positive environmental and social impacts. As a result, capital investors in
order to evaluate in the right way their potential investment, they set
boundaries and integrate a heterogeneous range of factors such as social and
environmental. All in all, venture capitalists prefer businesses which display
an overall positive behaviour. According to Bocken (2015), the line with
venture capitalists' vision of what fits their portfolio is the investment thesis
which refers to how a specific investment will create impact.

3.2 Funding of startups and SMEs nowadays
According to Jagtiani and Lemieux (2016), in the United States of America,
community banks which are the main lenders for small businesses loans face
tough competition. The competition comes from large banks as well as
„nonbank lenders‟ which is a fast growing field (Jagtiani and Lemieux, 2016).
Community banks showed a decline in small business loans before the crisis
too but according to Jagtiani‟s and Lemieux‟s research, the crisis along with
technological developments helped further the decline in community banks‟
share in small business loans. Furthermore, according to Jagtiani‟s and
Lemieux‟s research, „nonbank lenders‟ become partners with banks. When
banks do not provide the appropriate loan for their business clients, they refer
customers to alternative lenders which assess the client is credibility. In
addition, many loans have originated by banks and then are sold back to the
„nonbank lenders‟ (Jagtiani and Lemieux, 2016). This is illustrated by the fact
that Paypal assesses the credibility of a client who asks for a loan by
leveraging the proprietary sales transaction data. Regulators are trying to
monitor these trends in order to deal with possible risks. All in all, alternative
lenders can become both a challenge and an opportunity for community
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banks as long as they use technology in order to offer to borrowers, faster
processing times, automatic applications and small demands for financial
documents. As a result, alternative lenders fund their clients‟ business within a
day in contrast to community banks that need longer for the approval of a loan
(Jagtiani and Lemieux, 2016).
According to the 17th round of the Survey on the Access to Finance of
Enterprises (SAFE) which covers the period from April to September 2017
and consists of a total euro area sample size of 11,202 enterprises, of which
10,210 (91%) had fewer than 250 employees, there are several issues which
deserve to be mentioned and most of them concern the finance of companies.
One of the main issues that the survey asked entrepreneurs was to address
the most pressing problem, which their enterprise had. The problem of finding
customers was the main concern for the largest share of SMEs and the
second closest concern was the availability of skilled labour. Access to
finance was one of the least important problems of SMEs apart from Greece
where entrepreneurs continued to find it one of their biggest problems (from
27% to 23%).
More generally, according to the Survey on the Access to Finance of
Enterprises, euro area SMEs reported better state in their overall situation
during the period from April to September 2017. Particularly, an 27% of SMEs
from 19%, reported higher turnover than the previous examined period
without taking into consideration the size, the class or the country of the
company. Furthermore, in Greece, a positive net percentage of SMEs (5%,
from -13%) indicated an increase in turnover since 2009 when the first survey
was conducted. There was also a positive turnover in profits (5%, from 0%),
which was observed for the first time since 2009 when the first SAFE was
conducted. Labour costs were reported to remain constant from 49% net
firms. In addition, other costs declined slightly as reported from entrepreneurs
(48% from 50%). The debt-to- total asset ratio declined (-10% from -8%)
which is a fact that shows deleveraging efforts. Furthermore a slight increase
was reported in fixed investments (17% from 16%).
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The need for external financing increased over the period from April to
September 2017. In particular, euro area SMEs indicated no changes
according to their bank loans needs (0%, from 3%) and 4% (from 6%)
reported demand for bank overdrafts. In addition the 9% (from 8%) of SMEs
indicated the need for trade credit and 11% (from 10%) reported demand for
leasing or hire-purchase. The bigger the size of the company the larger the
amount of money which is spent for fixed investments, inventory and working
capital. As a result all SMEs used their total internal and external financing for
fixed investments, inventory and working capital. An increase in availability of
bank loans and bank overdrafts was reported which is a fact that is consistent
with the euro area bank lending survey for the third quarter of 2017. The
survey reported an easing of bank lending standards, which is a fact that
coincides with the answer of entrepreneurs who claimed an increase of
availability in bank loans and bank overdrafts. On the one hand, the
availability of bank loans mostly improved in Spain and Portugal, Greece was
the only country where SMEs reported a net deterioration in the availability of
bank loans but in reduced extent. SMEs attribute the increase in the
availability of bank loans and bank overdrafts to the improvement in the
willingness of banks to provide credit (18% from 16%) and the positive effect
from the general economic outlook (Italy and France have indicated positive
net effects for the first time since 2009). In addition the net percentage of the
euro area SMEs indicated improvements in their firm-specific outlook (22%,
from 18%), capital position (22%, from 19%) and credit history (21%, from
20%). External financing gap is the difference between the need for external
financing and the access to external funds. The external financing gap,
according to the SAFE (2017) was negative something that means that the
increase in the need for external financing is smaller than the improvement in
the access to external funds. Financing gap was negative in the euro area
countries apart from Belgium, France and Greece. Greece had the biggest
financing gap but recorded the biggest improvement compared with the
previous Survey. Furthermore, euro area SMEs reported a decline in
financing obstacles and the percentage of SMEs which applied for bank loan
declined from 32% to 27%. In addition, the amount of SMEs, which received a
full loan funding remained the same with the previous report, around 74%
37

percent and the 5% of the applications were rejected (5%, from 6%).
Financing obstacles increased only in Austria, Portugal and Slovakia.
Entrepreneurs (the net percentage) reported that the terms and conditions
related to the bank finance improved and the interest rates declined. On the
contrary, a positive net percentage of SME reported a tightening in the
collateral and other requirements of banks in order for a company to get full
loan funding. The 30% of entrepreneurs reported increased charges, fees and
commissions which are related with the costs of financing.
Large enterprises reported better financial condition than that of SMEs, as
they indicated marked increases in both turnover and profits. In addition, the
amount of large companies which succeeded to get full loan funding was
around 85% and the 1% of the applications was rejected. The success rate
was higher and the rejection rate was lower than those of SMEs. According to
the SAFE results, the average interest rate charged to large enterprises on
credit lines and bank overdrafts was lower than that paid by SMEs. Large
companies therefore benefited from better access to finance than SMEs.

All in all, according to the Survey on the Access to Finance of Enterprises
euro area firms reported further improvements in their external financing
conditions, which support the ongoing economic growth.

According to the same Survey, loans related with banks were for this period
the most relevant financial source for entrepreneurs. In particular, bank based
instruments and other sources of finance remained for a continued period the
most relevant financing source.
During the period examined, from April to September 2017, SMEs mostly
reported bank overdrafts as a relevant financial tool (53%), and after that 52%
bank loans. In addition, leasing or hire-purchase was a potential source of
finance for 46% of SMEs. But 36% of SMEs considered as potential source of
finance grants or subsidised loans which are supported by public sources in
the form of guarantees. The 31% of entrepreneurs considered trade credit as
a relevant source of finance and 25% considered internal funds as the most
relevant financial tool. Furthermore, 20% of SMEs considered as potential
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source of finance other loans such as family loans, friends‟ loans or related
companies‟ loans. On the contrary, equity, debt securities and factoring, which
are considered market based instruments were reported by fewer firms as a
relevant source of finance (12%, 3% and 9% respectively). According to
SAFE, the bigger the size of the firm the greater the use of all financial
instruments. Large firms also reported having used whatever financial source
it was given to them. All in all, short term bank finance such as bank overdraft
and credit lines are the most popular ways of finance among SMEs. Leasing
and long term bank loans are the next most popular ways of funding for
entrepreneurs who took part in the survey. On the contrary, equity and debt
securities were the least popular sources of finance for SMEs. These results
concern not only SMEs but also large firms.
According to the same Survey, except for bank loans the need for external
finance has increased slightly. In particular, demand for bank loans remained
the same for enterprises (around 3%), but demand for bank overdrafts
increased from 4% to 6%. Furthermore, a higher percentage reported a higher
demand for instruments which are not banking related instruments. So, 9% of
SMEs reported a higher need for trade credit and 11% reported an increase in
their need for leasing or hire-purchase. SMEs which reported a higher
demand for other loans such as family loans, friends‟ loans or related
companies‟ loans were around 4% (from 8%) . Large firms demanded more
often external funding than SMEs. 5% net percentage of large enterprises
demanded bank loans (from -1%) and 8% (from 6%) reported higher demand
for bank overdrafts. In addition, the net percentage of firms that increased the
demand for trade credit, other loans and leasing was12%, from 8%, 3%, from
4%, 15%, from 9%, respectively. All in all, most of the large firms reported
increased demand for external financing from April to September 2017 in
comparison to the previous period, apart from the demand for other loans.
There are differences across euro area countries concerning demand for bank
finance. Spain and Germany reduced the need for bank loans, but in France
and Italy the need for bank loans increased (9%, from 12% and 4%, from 8%
respectively). In addition, German firms reduced the need for bank overdrafts,
on the other hand the demand for bank overdrafts increased in France (12%,
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from 17%), Italy (5%, from 10%) and Spain (5%, from 11%). Furthermore, all
large firms reported increased needs for trade and leasing in contrast to
SMEs which reported lower need for these financial instruments. In Greece,
there was a strong demand for bank loans and bank overdrafts (19% and
23% respectively), something that indicates high demand for external
financing. Compared to the previous survey on the Access to Finance of
Enterprises, there was weaker demand for external financing in Greece from
April to September 2017.
According to the same Survey, firms mainly used external finance for fixed
investments, inventory and working capital. Particularly, fixed investments
were reported as the main purpose of external and internal funds and after the
fixed investments, inventory and working capital were the most frequently
mentioned purpose of funding. Around 40% of SMEs used financial
instruments for fixed investments and 33% reported inventory and working
capital as the main aim of external finance. Fixed investments were higher in
large enterprises then in SMEs. The 59% of large firms reported use of funds
for fixed investments, on the other hand only the 30% of SMEs reported the
use of external finance for fixed investment. In addition, the use of external
finance in working capital and inventories was also correlated with firm size.
Particularly, SMEs reported the use of external finance in order to hire
employees (16%, from 15%), develop new products (15%) and refinance
obligations (12%, from 13%). According to SAFE, German is the country
which used the biggest amount of money from external finance in fixed
investment, among large euro area countries. 54% of German SMEs used
external finance for fixed investments; on the other hand only 32% of SMEs
used funding for that purpose. Spanish enterprises reported the use of finance
for inventory and working capital (43%). In addition, German SMEs frequently
use funds for the development of new products, hiring of employees and
refinancing of obligations, while SMEs in the other large euro area economies
do not use so frequently external funds for these purposes.
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Chapter 4: Literature review of researches related to funding
start ups and SMEs

4.1 Cowling et al. (2015)
A factor that plays a role in funding of SMEs is innovation. Cowling et al.
(2015) with their research tried to investigate at which level innovation can
influence the funding of a SME. Sources of funding find it difficult to assess
innovative firms because, according to Cowling at al. (2015), innovative firms
have more risky business plans than other firms. On the one hand risky
business plans help firms to gain market share in new markets but on the
other it is difficult for financial sources to evaluate the risky business plans of
a firm. In addition, innovative firms depend on intangible assets and as a
result this fact makes it difficult for innovative firms to offer collateral in case of
funding by loans.
Cowling et al. (2015) used for their research data from the government:
„Research for small firms in the United Kingdom‟. The sample consisted of
10.708 employers of SMEs and it was derived from the data base Dun and
Bradsheet. Three groups of data were used for the research: before the
financial crisis of 2007/2008, after the financial crisis of 2010 and after the
financial crisis of 2012. In the sample that was used, innovative firms were
those that had provided in the market a new product in the last twelve months.
The product should be new not only for the firm but also for the market. The
11% of the sample is innovative firms (1.381 innovative firms out of 10.708
firms).
The dependent variable is the submission of the application for funding or one
of the four levels of difficulty of access to funding. The first three levels of
difficulty of access to funding answer to the question: „Did you have difficulties
in getting funding from the first funding source?‟. The three first levels are the
following:
1) Enterprises that found difficulties in getting funding from the first source of
funding.
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2) Enterprises that did not take full funding from the first source of funding.
3) Enterprises that did not get funding from the first source of funding.
The fourth level of difficulty in getting funding consists the absolute „credit
rationing‟ is the following:
4) At which level enterprises cannot get funding from any source of funding.
The independent variables that were used in the research consist of many
characteristics of the enterprises. Some independent variables are the size,
the age and the sector of the firm. In addition, some other independent
variables were the gender, the nationality and the qualifications of the owners
as well as the number of the managers and the changes in the turnover of the
firms.
Particularly, the dummy variable „innovator‟ takes the value 1 if the firm has
imported a new product in the market the last twelve months and 0 if has no.
This dummy variable is the centre of some more independent variables which
enrich the regressions. These variables are dummy variables: „Non Innovator
(2010/2012)‟ which concern the non innovative firms for the years 2010 and
2012 and „Innovator (2010/2012)‟ which concern the innovative firms for the
years 2010 and 2012. In addition, there is the dummy variable „2010/2012‟
which concern the innovative and non innovative firms of these two years
(after crisis) and „Innovator (2007/2008)‟ which concern the innovative firms
for the years 2007 and 2008. In order for researchers to check if the size of
the firm plays a role in access to funding, they entered three dummy
variables: „micro (1-9)‟ when firms occupy 1 to 9 employees, „small (10-49)‟
when firms occupy 10 to 49 employees, while big firms occupy 50 plus
employees which is the base category. In order for the researchers to check if
the gender or the nationality of the owners play a role in access to funding,
they entered the dummy variables: „Female led‟ takes the value 1 if the firm
has a female owner and „Ethnic led‟ takes the value 1 if the firms‟ owner has a
nationality of the minority, respectively. These two dummy variables take the
value 0 for the opposite situations. The qualifications of the managers, the
number of the managers and the aims to grow of the enterprises described
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from the variables: „Qualified‟, „Number of directors‟ and „Aims to grow‟
respectively. For the firms‟ work cycles two variables were used: „Turnover
increasing‟ if the work cycle increases and „Turnover decreasing‟ if the work
cycle decreases. The age of the firms concerns the years of operation from
the beginning of their operation, and is expressed with the use of two dummy
variables: „Age 5-9‟ was the first dummy, „Age 10+‟ was the second dummy
and firms which operate less than five years was the base category.
Furthermore, researchers used 13 more dummy variables in order to express
the different sector that every firm works in. Table 4.1 shows every variable
that was used in the research.
Cowling et al. (2015) used a probit econometric model in order to conduct
their research. They run ten regressions. We can see from table 4.1 that the
regressions (1) and (2) had as dependent variable: if the enterprises had
applied for access to funding and regressions (3) until (10) had as dependent
variable: one of the four levels of difficulty in getting access to funding. In
addition, models (1), (3), (5), (7) and (9) contain all the innovative firms but
models (2), (4), (6), (8) and (10) discriminate innovative and non innovative
firms before and after crisis.
Probit models (1) and (2) represent the probability of firms to apply for
finance. In the statistical model (1), the coefficient of dummy variable
„Innovator‟ is positive and statistically significant; something that means that it
is more possible for innovative firms to apply for finance than for non
innovative firms. The coefficient of dummy variable „2010/2012‟ is positive but
statistically insignificant. In the statistical model (2), the sample is divided in
categories of the innovative firms before and after the crisis. The coefficients
of the dummy variables „Innovator (2007/2008)‟ and „Innovator (2010/2012)‟
are positive but statistically insignificant. Innovative firms are influenced a little
more, concerning the access to finance, because their coefficient is a little
bigger than those of non innovative firms.
In addition, in regressions (1) and (2) we can see that „micro‟ and „small‟ firms
are more likely to apply for finance because their coefficients are positive and
statistically significant. Furthermore, „Qualified‟ owners, enterprises with more
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managers „Number of directors‟ and enterprises with the aim to grow „Aims to
grow‟, are more likely to apply for finance. Both firms, which had „Turnover
increasing‟ and firms with „Turnover decreasing‟ have positive and statistically
significant coefficients. This fact indicates that both categories are equally
likely to apply for finance (as their coefficients have same values too).
The coefficient of dummy variable „Innovator‟ is positive and statistically
significant for models (1), (3), (5), (7) and (9), something that indicates that
innovative firms find it more difficult to get access to finance. Particularly in
regression (9), the coefficient is statistically significant only for the 10% level
of significance; firms are more likely to face rejection to finance from all the
possible sources of finance. In addition, the difficulties of innovative firms to
get access to finance show a great structural problem. In the statistical
models (3), (5), (7) and (9) the coefficient of dummy variable „2010/2012‟ is
positive and statistical significant; this fact shows that firms were more likely to
get funding in 2010/2012 than in 2007/2008.
In statistical models (4), (6), (8) and (10) it is easier to see the discrimination
between innovative and non innovative firms before and after crisis. The
coefficient of the dummy variable „Non Innovator (2010/2012)‟ is positive and
statistically significant in all models. In addition, its value is bigger than the
value of the coefficient of the dummy variable „Innovator (2007/2008)‟,
something that indicates that access to finance became more difficult for non
innovative firms after the crisis. In addition, the coefficient of innovative firms
during 2010/2012 („Innovator (2010/2012)‟) is positive, statistically significant
and bigger than the coefficient of non innovative firms during 2010/2012; this
fact indicates that it was more possible for innovative firms to face bigger
difficulties in access to finance than for non innovative firms in 2010/2012.
Furthermore, we can draw from the regressions some further conclusions
about the characteristics of firms that face difficulties in access to finance.
Particularly, only in regressions (1) and (2) we can see that the coefficients of
small and micro firms are positive and statistically significant. This fact
indicates that was more possible for micro and small firms to face difficulties
in access to finance. In addition, the coefficient of the variable „Female led‟ is
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positive and statistically significant in regression (5); we can conclude from
this fact that enterprises with a female manager face more difficulties in
getting full funding. Furthermore, enterprises with the characteristics
„Qualified‟, „Number of directors‟ and „Aims to grow‟ face more difficulties in
access to finance because their coefficients are positive and statistically
significant in most regressions. Finally, enterprises with declining turnover
face more difficulties in getting access to finance because the coefficient of
the dummy variable „Turnover decreasing‟ is positive and statistically
significant in all statistical models.
All in all, we can conclude that innovative firms face more obstacles in their
access to finance, especially in the period after financial crisis.
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Table 4.1: Probit regression results: Problems accessing finance.

Source: Cowling et al. (2015)
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4.2 Beck et al (2008)
Beck et al. (2008) conducted a research in order to find out how economic
growth can influence the finance of enterprises. The research uses data from
48 countries around the world based on the Word Bank Enterprise Surveys.
The most interesting statistical model in the research is the following:
Financing source= a0+a1Government+a2Foreign+a3Exporter+a4Subsidized
+a5Manufactoring+a6Services+a7Firm growth+a8Small
+a9Medium+a10Corporation+a11Financing obstacle
+a12Interaction terms ε + u
This econometric model investigates how different characteristics of an
enterprise or enterprise‟s environment can affect the financial source. Where
a0 is the constant of the model, a1- a12 are the estimated coefficients of the
independent variables and u are the residuals of the regression.
The dependent variable is the „Financing source‟. Particularly, dependent
variable is the percentage of investments which is funded by external finance,
bank loans, equity, leasing, supplier credit, development bank or other
sources (informal). Bank finance includes not only domestic banks but also
foreign banks. Development banks include not only finance from development
banks but also from public sector‟s banks. Informal sources of finance include
different borrowers (except from banks) and other informal sources of finance.
A dummy variable „Government‟ and „Foreign‟ show if a firm has government
or foreign ownership. A dummy variable „Exporter‟ and „Subsidized‟ show if a
firm exports goods and if a firm gets subsidies, respectively. In addition,
dummy variables „Manufacturing‟, „Services‟, „Small‟, „Medium‟ and
„Corporation‟ show if an enterprise is active in the field of manufacturing or in
the field of services, if the firm is small or medium sized and if the firm belongs
to a corporation or not, respectively. The variable „Firm Growth‟ expresses the
growth of sales of a company and the variable „Financing Obstacle‟ is an
index which counts how doubtful is financing in a firm.
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The variables that are used in the interaction terms are separated in three
panels. Panel A refers to „Private Credit‟ which is the following:

0,5 ∗[
Private Credit =

𝐹 𝑡
𝑃𝑒 𝑡

𝐹 𝑡−1
𝑃 𝑒 𝑡−1

+

)

𝐺𝐷𝑃(𝑡)/𝑃_a(t)

Where F is credit from deposit money to banks and other financial institutions
in the private sector, P_a is the average CPI (Consumer Price Index) of the
year and P_e is the consumer index at the end of the period.
Panel B refers to „Value added‟ which is the value of stocks that are dealing in
the stock market to GDP (market to GDP).
Finally, panel C refers to „Property Rights‟ graded from one to five. „Property
Rights‟ show the level at which the property rights are being protected in a
nation.
All regressions are estimated as tobit regressions and take into account
country effects. So they are estimated as Fixed Effect models, which check or
leave outside the effects of stable variables.
Initially, from table 4.2 we can see that Private Credit increases the use of
external sources of finance, especially banks and development banks as
terms of interaction are statistical significant in the related regressions. While,
small companies are benefiting more by leasing and development banks and
less by informal financial sources. Medium sized enterprises prefer to use
more informal financial sources as the coefficient of the variable is positive
and statistical significant.
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Table 4.2: Determinants of financing patterns: impact of firm size.

Source: Beck et al. (2008)
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In addition, according to the empirical results better „Property Rights‟ favor
more the use of external funding, especially bank funding because the
interaction terms of Property Rights and Size are positive and statistical
significant. From the positive correlation of Property Rights and Size we can
conclude that small firms are benefiting more than medium sized firms. Big
firms are benefiting less than small and medium sized firms.
The results differ for the different sizes of enterprises when financial obstacles
are being examined. Big financial obstacles increase the external funding for
big firms more than medium sized firms and even more than small firms. This
is illustrated by the fact that the coefficients of Financial Obstacles * Size are
positive and statistical significant for big enterprises in Panel A, B and C
respectively.
The increase of financial obstacles drives medium sized and large sized
enterprises to informal sources of financing. This is illustrated by the fact that
the coefficients of interaction terms in seventh regression were more positive
and bigger.
When financial sources are being examined it seems that there is a monotone
increase in the relation of financial obstacles and banking finance. In addition,
constrained big firms use more leasing, supplier credit and informal financing.
Estimations show that enterprises with bigger financial needs are more
possible to count on different sources of external financing.
All in all, the size of a firm plays vital role in the understanding of funding
standards. Small firms use less external financing, mainly banking finance,
but they are benefiting from better protection of Property rights.
4.3 Costa et al. (2014)
According to Costa et al. (2014), lending conditions are an issue of great
interest, especially after the beginning of the financial crisis because they can
influence the real economy and as a result through the lending conditions the
crisis can be spread to the real sectors of the economy. Particularly, in Italy
this case is true because banking credit is the main channel of financing for
enterprises. Because of the above considerations, since March 2008 in the
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Italian ISTAT Confidence surveys an additional section was added. The
section contains information on enterprises‟ perceptions (enterprises which
are active in Manufacturing and Services sector) about access to finance.
Since May 2009, the Construction sector was included into the survey.
Surveys contain enterprises‟ perceptions about their access to financial
sources, which are data that are related with credit demand. In addition, data
are derived from the Bank Lending Survey, which are data that are related
with credit supply.

According to Costa et al. (2014), the aim of the research is to analyze what
influences the probability for a firm to face worsened conditions in access to
finance, credit restrictions or credit rationing. In order to achieve the above
mentioned goal, researchers chose to use several firms‟ characteristics
derived from the surveys. The characteristics that were used are the size of
the firm (which is related with the number of employees), the sector that the
firm operates and the location of the activity, the demand and production
activity of a firm, the amount of exports and off-shoring of a firm. In particular,
according to Costa et al. (2014), the research has the aim to estimate the
probability that a healthy firm with good economic conditions will receive in the
future credit supply or not. According to Costa et al. (2014), their research is a
first attempt to provide a timely analysis for the relationship between bank
lending and firms from a borrower perspective in Italy. Researchers did not fail
to take into consideration the important role of SMEs in the Italian economy
and the „effects of the crisis on their credit conditions and perspectives‟.
The research is based on monthly ISTAT Confidence surveys‟ data related to
Manufacturing, Construction and Services sector. The samples consist of
4000, 500 and 2000 enterprises from Manufacturing, Construction and
Services sectors respectively. Particularly, the survey about manufacturing
sector covers the whole sector, the Construction survey covers the whole
construction industry and finally the survey about Services sector covers the
whole sector apart from financial services. Every survey contains qualitative
data on the characteristics of the firms such as number of employees, sector
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and location of activity. In addition, the survey for the manufacturing sector
consists of information on pro productive internationalization.

The research estimates three models:
Pr(yit=1|xit,β)= F(β΄ xit)

(1)

Pr(qit=x|xit,β)= F(β΄ xit)

(2)

Pr(zit=1|xit,β)= F(β΄ xit)

(3)

In the first model yit is a binary dependent variable. When the dependent
variable takes the value 1, enterprises evaluate that credit conditions are
becoming worse and when the dependent variable takes the value 0
enterprises estimate that credit conditions are „getting better‟ or are „stable‟. In
order to take into consideration the replies of the actual granting of the credit,
researchers used two different labels „credit restriction‟ and „credit rationing‟.
For the first label „credit restriction‟ we consider as dependent variable the
ordinal dependent variable qit which takes values from 1 to 4. According to
Costa et al. (2014), when qit takes the value 1 the firm has received credit at
the same conditions as before. When qit takes the value 2 the enterprise had
access to a finance source but with worsening conditions. When qit takes the
value 3 the firm has refused the credit because the credit conditions were not
good. Finally, when qit takes the value 4 the financial source has refused the
funding of an enterprise. The last model consists of another dummy
dependent variable the zit which takes values 1 and 0. The dummy credit
variable takes the value 1, if the firm gets access to finance and value 0 if the
firm does not get access to finance.
For models (1) and (3) researchers used Probit models and for model (2) they
used an Ordered Probit model. In addition, researchers had to deal with the
problem of heteroskedasticity in the data. In each model F is the cumulative
distribution where i= 1,2,.. N is each firm which is part of the sample and t =
1,2,… T is the month in which the survey took place.

Costa et al. (2014) conducted the estimation for models (1) and (3) for
Manufacturing, Services and Construction sectors together and separately for
each one of them. Model (2) is estimated only for the Manufacturing and
Services sectors again together and separately. Estimations for models (1)
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and (3) were conducted from March 2008 to September 2011 for
Manufacturing and Services sectors and from May 2009 to September 2011
for Construction. Estimations for model (2) were conducted from August 2009
to September 2011 only for the Manufacturing and Services sectors. The set
of xit independent variables contains information which has to do with the
firms‟ characteristics and the lending policies over the operation‟s cycle. In
the first category of variables there are firm-specific and sector-specific
variables. Particularly, there are variables which concern the sector, the
region and the size of the firm (related to the number of the employees). In
addition, there are variables which concern the firms‟-specific opinions on
production, demand and employment. The firms‟ opinions on the above
issues can be favourable, neutral or unfavourable. When the models are
estimated separately for the manufacturing sector there are some more
variables which are taken into consideration. The first group includes
variables which concern firm-specific opinions on the financial situation and
labour costs. The second group includes variables which concern firm-specific
opinions on production capacity and finally the third group includes variables
which concern firm-specific opinions on competitive position and
internationalisation. The following table (4.3.a) shows analytically the
variables which concern the firms‟ characteristics:
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Table 4.3.a:
Regression Variables.

Source: Costa et al. (2014)
For sector specific information researchers defined business sectors
according to the Italian version of the standard Classification of Economic
Activity adopted at the European level. In addition, in order to find a way to
represent credit worthiness at the sectoral level they used Confidence Climate
Indicators (CCI) which is the same for all the firms of a given sector but vary
across sectors. So CCIs are different across sectors and over time, and as a
result they are a „possibly significant indicator of sector-specific factors
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influencing credit quality of the firms comprised in that sector‟. Finally, T-1
time dummy variables (T is the number of time periods which take part in the
analysis) are included in the regressions. Concerning the results of the
estimations in the three models there are some conclusions which are worth
to be mentioned. In model (1) (see table 4.3.b), where the dependent variable
is enterprises‟ evaluation for credit conditions, joint estimation for the three
business sectors is based in 145.000 observations and coefficients are
generally statistically significant. Particularly, the probability of evaluating
negatively credit conditions is higher in the South compared to the Northern
areas of the country and for small firms compared to the medium size and
large firms (medium or a large-size firm reduces the probability of evaluating
negatively the credit conditions by 4 and 7% respectively). In addition,
enterprises‟ evaluations on credit conditions worsening according to the
current and expected demand, production and employment (positive and
statistically significant coefficients). Also, the coefficients of the time dummies
are statistically significant and follow a clear cyclical pattern (see figure 4.3.a).
The pattern implies that access to finance has been evaluated well in 20092010 compared to mid-2008 and to recent months (for a given quality of the
firm and for a given condition of the sector that the firm belongs to).
The results that emerge when the sectors are considered separately are
similar to the results when we have joint estimation. Particularly, large firms
evaluate positively credit conditions in the construction sector but the
coefficient is not statistically significant in the Manufacturing sector. In
addition, firms evaluate better the credit conditions in the North West
compared to the South in all sectors Firms related to the Manufacturing sector
which are in the Centre consider credit conditions worse compared to any
other region. Furthermore, there is a strong relationship between firms‟
opinions on production, demand and employment and their evaluation of
credit conditions (most of the coefficients are positive and statistically
significant). Some conclusions can be drawn from the additional variables of
the Manufacturing sector. Initially, if a firm has cash problems and if it has
higher unit labour costs, it is more possible to have a negative opinion on
credit conditions. In the same way firms are negatively influenced about the
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credit conditions because of obstacles to production activity and low
production capacity. A surprising result is that the higher the exports are the
more negative the opinion on credit conditions is. Finally the number of
employees abroad does not affect firms‟ opinions on credit conditions
(statistically insignificant coefficient). The coefficients of time dummy variables
show similar results for each and every sector. Firms‟ evaluations about credit
conditions worsen for the last periods of the research (see figure 4.3.a).
Table 4.3.b: Results of the probit estimation of Model (1)

Source: Costa et al. (2014)
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Figure 4.3.a:
Coefficients on time dummies – Model (1)

Source: Costa et al. (2014)
According to Costa et al. (2014), the Ordered Probit estimation of Model (2)
evaluates „the probability of a progressive restriction of credit conditions‟ (of
Manufacturing and Services sectors) (see table 4.3.c). The joint estimation for
the two business sectors is based in 42.000 observations and coefficients are
generally statistically significant. The probability not to have access to finance
is higher for small firms which are in the South, being respectively equal to 12
and 15% in Manufacturing and Services (which are higher percentages than
these of Model (1)). Results are similar when we consider sectors separately,
apart from the fact that size has statistically insignificant coefficient only for
Manufacturing. For Services firms, the probability of being credit constrained
is 30% lower if they are medium size and 15% lower if they are large. In the
Manufacturing sector, it will be less probable for firms to have access to
finance when it is not facing obstacles in production, with higher levels of
capacity utilization and higher export turnover. In model (2), the coefficient of
the variable „number of employees in foreign countries‟ is statistically
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significant and shows a negative influence on access to finance. Concerning
the time dummy variables we can observe (see figure 4.3.b) that refusal to
access to finance becomes weak from the third quarter of 2009 until the half
of 2010, while it becomes stable until the first months of 2011.
Table 4.3.c:
Results of the ordered probit estimation of Model (2).

Source: Costa et al. (2014)
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Figure 4.3.b:
Coefficients on time dummies – Model (2).

Source: Costa et al. (2014)
According Costa et al. (2014), Model (3) includes the dependent variable zit
which takes value 1, if a firm has access to finance and value 0 if firm does
not have access to finance. In this model coefficients are statistically
significant most of the times too (see 4.3.d). Again firms which are in the
South and are small, do not have access to finance. The size of the firm plays
a role in the access to finance of enterprises which are active in Construction
and Services in contrast to Manufacturing where the size of the firm does not
play a vital role in access to finance. In addition, the financial situation as well
as the production capacity of a firm which is active in Manufacturing plays a
vital role in access to finance. Furthermore, the higher the number of
employees who work abroad is the harder the access to finance for the firm.
According to the figure 4.3.c, we can conclude from the coefficients of time
dummy variables that conditions have began to get worse, but the number of
firms which did not receive the finance has not increased significantly.
However, there is some first evidence of refusal to access in the very last
month, especially in the Services sector.

59

Table 4.3.d:
Results of the probit estimation of Model (3).

Source: Costa et al. (2014)
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Figure 4.3.c:
Coefficients on time dummies – Model (3).

Source: Costa et al. (2014)
All in all, for Italian firms access to finance is easier in the North compared to
the South. Furthermore, when a firm which activates in Services or
Construction has better access to finance than those firms which are active in
Manufacturing. The size of the firm does not play a significant role in the
access to finance of Manufacturing firms. The crisis has hit the Manufacturing
sector much harder, and as a matter of fact all the firms of this sector have
been affected either they are big, medium or small (concerning the number of
employees). In addition, easier access to credit depends on the credit
worthiness of a firm (concerning demand, production and employment).
Furthermore, firms which have number of employees abroad seem to face
more difficulties to access credit. A possible reason why these firms face
credit rationing is that firms tend to have a number of employees especially in
Eastern European countries, which have been hit by the crisis.
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According to the sector-specific variables, results show that more “confident”
markets can help firms to have positive access to financial sources.
Finally, the research also provides estimations which contain time dummy
variables. The results of these estimations give information about credit
conditions. In particular, credit conditions are negative during the financial
crisis, and have improved in 2009-2010. The situation started to worsen again
since the beginning of 2011, „when both firms‟ perceptions on the credit
situation and the probability of being restricted in one way or the other started
to worsen again‟. However, firms‟ perceptions about negative assessment and
of being restricted to access finance are becoming worse, but not the actual
denial to finance.
4.4 Botrić and Božić (2017)
According to Botrić and Božić (2017), innovators perceive obstacles in a
different way than non-innovators do. However, enterprises manage to
overcome obstacles which are distinguished in obstacles that are related to
absence of innovation and those that make innovation difficult. In addition,
access to finance is an issue that is important not only for academic literature
but also for public discussions. As a result policy actions have been made in
order to deal with obstacles of access to finance (especially for SMEs and
innovative firms). According to Botrić and Božić (2017), obstacles of access to
finance are common across Europe, especially for SMEs; researchers focus
the analysis on post transition EU member countries, due to the fact that
these countries have to catch up with other EU countries. According to Botrić
and Božić (2017), perceived access to finance influences decisions which
concern business expansion and innovation. The researchers with their paper
„try to identify if a gap in perceptions on access to finance between innovating
and non-innovating firms in post-transition economies exists‟. The
understanding of this gap can help researchers to understand why firms are
not innovative. In order to indentify this gap, researchers tried to find whether
characteristics of firms such as size of the firm or educational attainment of
the employees play a role in the differences in access to finance perceptions
between innovative and non innovative firms.
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The sample that was used in the research consists of 3,393 firms from eleven
central and eastern European countries which are EU members. Researchers
analysed the period 2012-2013, when the consequences of economic crisis
were still present, and distinguished innovative and non-innovative firms.
According to Botrić and Božić (2017) (p.132), Innovative firms are „those that
during the last 3 years have successfully developed new or significantly
improved product, production/supply practice, organisational/management
practices or structures, marketing methods and logistical or business process,
and/or have invested in (R&D and and/or gave employees time to develop or
try out a new approach or new idea about products or services, business
process, firm management or marketing‟. Non-innovative firms are those that
do not attempt an innovative action. The variables of the regression are the
following (see also table 4.4.a): The size of the firm is represented by a
dummy variable for micro, medium and large firms. The type of the firm is
another dummy variable which includes firms which became private but they
previously were public, originally private firms, and a private subsidiary of a
formerly state-owned firm.
In addition joint ventures with foreign partners or state owned firms have been
taken into consideration. Another dummy variable of the regression is the one
for the activity of the enterprise. The dummy variable for the sector of activity
of the firm contains manufacturing, retail and services sector. Furthermore,
there are two dummy variables the first one concerns female or male
manager and the other dummy variable concerns the share of female
employees in the enterprise. The gender has relation to access to finance
according to previous researches so it is worth to be researched again in
post-transition economies. Also, the age of the firm and the education of
employees have been included in the research because both of them play
role in access to finance.
According to Botrić and Božić (2017), young firms face more frequently
difficulties on getting finance because they are not experienced in getting
access to financing sources. Furthermore, firms with educated employees can
prepare the documentation (related to access to finance) properly and easier
than firms with less educated employees. Firms that have experienced growth
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(when the last three years have increased their employees) or firms which
expect an increase in their sales are less likely to face difficulties in their
access to finance. These variables have been included in the research too.
Table 4.4.a:
Regression variables.

Source: Botrić and Božić (2017)

Researchers, in order to estimate the gap in perceptions on relative difficulties
in access to finance between innovators and non-innovators, used the Fairlie
procedure which uses logit model to perform one to one matching. The
dependent variable is the dummy variable „perceptions related to access to
finance‟. According to the results of the estimations (see table 4.4.b.), the
female management dummy variable is an important predictor for access to
finance. This is illustrated by the fact that the coefficient is negative and
statistically significant. The meaning of the coefficient is that female managers
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are less likely to perceive access to finance. In addition some country
dummies are statistically significant which means that are important
contributors to the gap and reflects different financing conditions in the
countries. This fact is related to the perceptions of micro firms that might have
difficulties in getting finance especially during crisis.
Table 4.4.b:
Contributions to the gap: estimated coefficients and percentage of total gap.

Source: Botrić and Božić (2017)
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According to the results of the estimations only female management and
country dummies are statistically significant, most of the variables which
represent characteristics of the firms are statistically insignificant. Thus, we
could expect that a micro firm, or start ups or even the firms, which are
activate in the manufacturing sector face more difficulties in getting proper
financial resources for their projects, but the results show that most important
factor relates to the country where the firms are active. As a result, innovative
firms which are active in countries that have a better business environment
expect less financing difficulties. The previous experience of a firm plays also
a vital role in expecting access to finance. Researchers explored if there are
differences in the approval rate of prior loan requesting attempts in innovative
and non-innovative firms across country. The outcome is that innovative firms
have higher approval rates. The results show that previous denial of credit
does not affect the continuation of a project.

Figure 4.4.a:
Approval of finance rate to innovators vs non-innovators (in percent).

Source: Botrić and Božić (2017)

All in all, the aim of the research is to investigate the gap in perceptions on
access to finance difficulties in post-transition economies. We can conclude
that country differences and female management play an important role in
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explaining the gap between innovative and non-innovative firms in relation to
their perceptions about access to finance. Particularly, female managers are
less likely to perceive access to finance as a difficulty. In addition several
other variables which represent several characteristics of firms such as size
and age of the firm, sector of activity, growth prospects, and education of
employees were found statistically insignificant, this finding indicates that
difficulties in access to finance is an important obstacle for every enterprise
(regardless the characteristics of the firms and whether they are innovative or
not). Finally, the gap which is related with the access to finance perceptions
between innovative and non-innovative firms comes from „the national policy
in promoting available financing sources‟. This fact reveals the need of
rescheduling the national policies in order to enhance the access to finance of
innovative projects.

4.5 Ardic et al. (2012)

According to Ardic et al. (2012), small and medium sized enterprises find
access to finance challenging, especially after the global financial crisis. In
most countries small and medium sized enterprises are the largest amount of
the total number of enterprises and as a result they play a vital role in growth
of countries and job creation. According to Ardic et al. (2012), there are not
common indicators in order to achieve a cross-country analysis about access
to finance of SMEs. Ardic et al. (2012) tried to eliminate this problem with a
supply-side dataset, which they used for their research.

According to Ardic et al. (2012), there is a need to harmonize the definitions of
SMEs within each country, because across countries maybe this goal is
unfeasible. In order to monitor SMEs‟ lending route financial institutions and
regulators should collect and maintain information about SMEs‟ employees
and sales volume.

In the data set, data were provided from 50 out of 142 regulators on the total
value of outstanding loans to SMEs. In particular, 30 are middle income and
14 are high income countries. It is common for regulators to collect data on
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the value of outstanding loans to SMEs. According to Ardic et al. (2012),
regulators do not collect frequently data on the number of outstanding loans to
SMEs or the number of SMEs with loans. In addition, 26 countries provided
data on the number of outstanding loans to SMEs and 16 countries provided
data on the number of SMEs with outstanding loans. From the countries that
provided data on the number of SMEs with outstanding loans 4 are high
income countries, 8 middle income countries and 4 low income countries.

The cross-country data were derived from the Financial Access database and
researchers used the standard cross-country regression framework. With this
framework researchers have the ability to investigate SME lending volume
across the world but they cannot take into consideration within-country
variations in SME lending. According to the researchers, after a data analysis
that they conducted, it is right to perform cross-country analyses of SME
finance data using national definitions. Even if there is a degree of
heterogeneity in the data, it does influence the volume of SME financing
reported by countries in order to prevent cross-country comparison (see table
4.5.a).

Table 4.5.a:

Source: Ardic et al. (2012)

Furthermore, there are factors which are associated with higher levels of SME
financing. Researchers found a positive correlation between „the overall levels
of economic development which was measured by income per capita with the
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level of SME lending as a share of GDP‟. SME loans to GDP are negatively
correlated but statistically insignificant (see table 4.5.b).

Table 4.5.b:

Source: Ardic et al. (2012)
In addition, the legal framework as well as the business environment play a
vital role for SME financing and especially for young and small enterprises.
Particularly, some factors of business environment such as „number of days it
takes to start and close a business‟ are statistically significant and negatively
correlated with SME financing as a percentage to GDP. Furthermore, credit
information index and the creditor legal rights index have positive coefficients
(concerning the correlation with SME financing to GDP) but they are not
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statistically significant. Net interest margins as well as overall costs to total
assets which indicate features of banking structure have statistically
significant and negative correlations with SME financing to GDP. In addition,
researchers did not find statistically significant correlation between SME
funding and the share of state owned and foreign owned banks as well as
with the level of bank concentration like in Beck et al. (2005).

Researchers after the above estimations proceeded in a specification in order
to use the explanatory variables to estimate the SME financing. The variables
were: private credit to GDP ratio, the number of days to start a business and a
control for offshore financial centres. The first variable, private credit to GDP
ratio can capture the macroeconomic conditions that affect the extension of
credit in a country. The second variable, number of days to start a business
can show whether the beginning of a business is easy, a factor that indicates
high levels of access to finance for SMEs. The last variable, control for
offshore financial centres can indicate whether there are „high levels of credit
as a percentage of GDP‟ but low access to finance for SMEs. After the
estimation of this model researchers found the following coefficients:

ln

SME loans
GDP

= -5,27 + 0,90 ln
(0,87) (0,18)

𝐷𝑜𝑚 .𝑐𝑟𝑒𝑑𝑖𝑡
𝐺𝐷𝑃

- 1,18 Offshore – 0,38 Indays_start_bus.
(0,68)

(0,15)

Thus, when it is more difficult to start a business the dependent variable is
lower. In addition, the coefficient of domestic credit indicates that developed
financial markets can cause higher levels of SME loans to GDP. Finally,
offshore centres indicate low access to finance for SMEs.

All in all, according to Ardic et al. (2012) since 2009 the most developed
economies in the world (G-20) have stressed financial inclusion in order to
achieve economic growth and better quality of life. Access to finance for
SMEs plays a vital role in the agenda of these countries. Survey by CGAP
and WBG was the first attempt to collect data on access to finance for SMEs.
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According to Ardic et al. (2012), initially, with their paper, they tried to analyze
the data of the survey. The first outcome of the analysis was that SME
definitions vary around the world. There are several factors which can
influence SMEs‟ access to finance such as private credit to GDP, income per
capita, efficiency of the banking system and finally legal and business
environment. According to the data, SME loans are predicted as $US10tn in
2009 and 70% is given in countries with high income. In addition, the ratio of
SME loans to GDP is only 3% in developing countries in contrast to high
income countries where the respective ratio is 13%. Finally, according to Ardic
et al. (2012) there are some issues that have to be improved in their study.
The collected data are gathered by regulators who should harmonize the SME
definition which is not unified. In addition, the collected data on SME lending
come only from financial institutions (especially from commercial banks) and
as a result the volume of lending from other informal institutions is not taken
into account. Finally, Ardic et al. (2012), suggest that an analysis should be
made with differentiated loans in two categories of long term loans and short
term loans because they behave in a different way in financial crisis and
business cycles.
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Chapter 5: Comparative analysis
5.1. Firms’ access to finance in countries around the world

5.1. World Bank (2014)

This research examines the influence of banking competition to access to
finance. Banking competition can influence enterprises as well as financial
markets and as a result for governments and researchers it is a very
interesting issue. In addition, this interest multiplied due to the financial crisis
(after 2008). Furthermore, due to the financial crisis banking sector faced
mergers, recapitalization, and rescues and as a result there are impacts on
the access to finance for enterprises which are worth to be examined.

In the research of World Bank data from surveys which were conducted for
many years have been used. In particular, data from 53 countries were
included and almost 70.000 firms were been used for the 2002–10 period.
The regressions‟ model of the research is:
Accessi,c,t =ac + b1Bank Competitionc,t-1 + b2Fi,c,t + b3X c,t-1 + e i,c,t
„Access‟ is the dependent variable which is a dummy variable. It represents
whether an enterprise i in country c at moment t has a bank loan, line of
credit, or overdraft (access to finance). The independent variable „Bank
Competition‟ concerns the Lerner Index or Boone indicator. Variable F
represents the size of the firm, the sector that is active and the exports. In
addition, variable X represents the inflation and GDP of countries.
Furthermore, ac is the constant of the model which represents the not
observable differences between countries. Coefficients b1-b3 are estimated for
the independent variables and e i,c,t are the residuals of the regressions. We
assume that indexes of banking competition (at country level) are exogenous
to the measures which are related to access to finance (at enterprise level). In
other words every single enterprise cannot influence the indexes of banking
competition at country level. In order to deal with possible reverse causality a
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lag is used to the variables that concern countries and the variables that
concern banking competition. The variables are presented on table 5.1.a and
the results of the linear regression on table 5.1.b.

Table 5.1.a:
Regression Variables.

Source: World Bank (2014)
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Table 5.1.b:
Results of the estimations of model.

Source: World Bank (2014)

According to the results of the linear regression, the exporting firms of
manufacturing sector are more possible to have access to finance because
coefficients are positive and statistically significant. In addition, foreign owned
firms are less possible to have access to finance because their coefficient is
negative and statistically significant. The explanation of this finding is that
foreign firms can get funding from their countries. The same result was found
for government owned firms too. This is illustrated by the fact that government
owned firms are less possible to have access to finance because their
coefficient is negative and statistically significant. In addition, countries‟ GDP
which represents the growth level of a country, and is related to a higher
probability of having access to finance (the coefficient is positive and
statistically significant). The inflation rate of a country is a negative factor in
the access of enterprises to finance.

74

Lerner and Boone indexes are measures of banking competition so they are
of great significance. The coefficients of Lerner and Boone indexes are
negative and statistically significant which indicates that lower competition
(higher concentration) means lower access to finance. Thus, we can infer that
banking competition is good for the access to finance.
There is also one more table (5.1.c) which contains interaction terms for
measures for competition and measures for credit information. In every
country there are three measures for credit information, the first one is the
depth of credit information, the second is the public registry coverage and the
third is the private bureau coverage. The depth of the variable „depth of credit
information‟ is an index which measures the rules which influence the
coverage, the size and the access of the available information.
In regressions d, e and f interaction term concerns private bureau coverage
and the coefficients are positive and statistically significant. These results
show that private credit bureaus can eliminate asymmetries of information in
credit markets and the negative influence of low competition to the access of
finance.
In regressions a, b, c Lerner and Boone indexes have negative and
statistically significant coefficients. In addition, the coefficients of interaction
terms are positive and statistically significant. So, we can conclude from these
results that better credit information can influence positively the bad effects of
the low banking competition and as a matter of fact the possibility of access to
finance increases.
In regressions g, h, I interaction terms are not statistically significant. So,
public registry coverage does not influence the effects of low banking
competition. The results of the regression are in accordance with the fact that
public registries cannot give credit information of good quality in order to
eliminate the asymmetries of information between banks and borrowers.
All in all, the results of the regressions show that higher banking competition
has positive outcomes because it increases the access to finance. In addition,
we can conclude that the effect of banking competition in relation to access to
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finance depends on the exchange systems of credit information. In particular,
better systems of credit information can justify the effects of low banking
competition.
Table 5.1.c:
Regressions Including the Interaction of Competition with Credit Information.

Source: World Bank (2014)
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5.2 Firms’ access to finance in United Kingdom and United States
5.2 Mina et al. (2013)
According to Mina et al. (2013) access to finance is considered to be one of
the obstacles to growth; however the empirical research has not concluded it
yet. In addition, empirical research has not concluded yet whether innovation
is a barrier to access to finance or not. Researchers in this paper try to
investigate whether innovation influences the will of enterprises to seek
external finance and the likelihood to obtain this finance.
Researchers used the data of a survey of UK and US firms which was
conducted by the Centre for Business Research of the University of
Cambridge and the Industrial Performance Center of MIT in 2004 and 2005.
Dun and Bradsheet database was used and the sample contained 1540 US
enterprises and 2129 UK enterprises.
Mina et al. (2013) estimated two different models. The first one is to
investigate the likelihood of enterprises to seek external finance and the
second one the likelihood to obtain access to finance. Table 5.2.a contains
the variables of the models. The „first block of variables‟ includes firm
characteristics, the sector and the country base of the firms.

Moreover, there are variables about the intensity of competition and the level
of internationalization. There is also a dummy variable which indicates
whether the firm is independent or not. The „second block of variables‟
includes variables which are related with financial perspectives of the firm and
its growth opportunities. So, researchers included to the estimation variables
such as government support, replacement investments (which are indicators
for capital requirements), firm‟s growth ambition, leverage and profit margins.
In addition, in order for the researches to investigate the influence of
innovation to external funding, they included variables which are related with
firms‟ innovation process. R&D expenditure, human capital and number of
patents are some of the variables which are related with firms‟ innovation
process. Enterprises with large number of employees may have fewer
tangible assets something that indicates that these firms will face more
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problems with access to finance. Moreover, forms of technology acquisition,
collaborations and long pay-off periods for innovation investments indicate the
need of firms to have access to financial sources.

Researchers used probit models in order to estimate their models. Dependent
variables are two. The first one is a dummy variable „external finance sought‟
which takes value one when the firm answers „Yes‟ to the question „Have you
made attempts to attain additional external finance‟ in 2002-2004 period. The
second variable is dummy too and is „external finance obtained‟. It takes value
one if the firm obtains any amount of external finance during 2002-2004
period. Researchers run a set of estimations for each one of the questions
with control variables R&D and financial variables and a second set of
estimations with control variables intermediate and final innovation output.
In addition, researchers estimated two models both for UK and for United
States in order to find out the differences between the samples of both
countries. Moreover, researchers run estimations to detect if there are country
effects.

Table 5.2.a: Variable Definitions.

Source: Mina et al. (2013)
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The initial set of models estimates the likelihood of enterprises to seek for
external finance Models (1-6). Table 5.2.b contains models 1 and 2 for
subsamples from the UK and the United States and model 3 contains the
whole sample.

Younger firms seek more external finance, especially in the US because the
coefficient of firm age is negative and statistically significant. In addition,
independent firms are more likely to seek finance compared to affiliated firms
as well as manufacturing firms compared to services because their coefficient
is significant except for the US subsample. Enterprises with higher levels of
internationalization do not tend to look for access to finance. UK enterprises
which face foreign competition will be more likely to seek external capital.

The human capital coefficient indicates that the need for external finance of
firms with more human capital is lower than firms with less human capital.
Coefficients of growth ambition, technology acquisition, collaborations and
long pay-off periods are positive and statistically significant. Furthermore profit
margins have negative and statistically significant coefficients something that
indicates that firms with low profit margins do not seek access to finance.
Debt to Assets (leverage) (estimated only for the UK because it was missing
for the US) of firms and government support have positive and significant.
Moreover, firms with higher R&D to Assets are not more likely to seek
external finance compared to firms with lower R&D to Assets. Commonly
other innovative characteristics such as the number of patents, the breadth of
IP protection and firms‟ innovative activities have statistically insignificant
coefficients. Finally, the coefficients of the UK sample which are statistically
significant are statistically significant for US too.

All in all, the researchers point out that the research data that were used were
derived in a time period before the beginning of financial crisis in 2008. As a
result the consequences of financial crisis may not be reflected in the results.
However, researchers can conclude that both R&D intensive enterprises and
R&D less intensive enterprises demand the same external finance. In addition
there are some indications that innovative activities can influence negatively
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the access to external finance. However, Mina et al. (2013) who tried two
types of variables for innovation concluded that product and process
innovation have positive effects on access to external finance, but
organizational innovation does not. In addition, Mina et al. (2013) concluded
that larger firms can have easier access to external finance because there are
not information asymmetries for these firms as well as there is informational
transparency for large firms. External technology acquisition has a positive
relation with the access to finance which is another fact that information
transparency plays vital role in obtaining finance. The coefficients of IP
protection mechanisms indicate that high tech firms might face difficulties in
access to finance compared to firms with tangible assets.
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Table 5.2.b: Seeking finance.

Source: Mina et al. (2013)

The second set of models estimates the likelihood of enterprises to get
access to finance (Models 7-12, Table 5.2.c). Researchers used probit
models for their estimations. The results of the estimations reveal that the size
of the firm, in contrast to the age of the firm, has positive and statistically
significant coefficients something that indicates that the bigger the firm the
easier to have access to finance. In addition, companies with high competition
inside their base country face difficulties in getting access to funding.
Healthier firms get easier access to external finance (debt to assets has
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negative and statistically significant coefficients). Government support does
not has positive effect on access to finance for enterprises and past profits do
not have statistically significant coefficients and as a result they do not play a
role in getting access to finance. R&D expenditures coefficients are negative
something that indicates that lenders are risk averse but simultaneously it is
statistically insignificant. However, pay-off period for innovation has
statistically significant and negative coefficients something that indicates
again that lenders are risk averse. In addition, the number of patents does not
have a statistically significant coefficient but process innovation and product
innovation have statistically and significant coefficients which indicates that
lenders receive innovation as „a signal of future returns‟. As we can see from
the results most statistically significant coefficients are those of the US
samples (lenders can value innovation in US) in contrast to the coefficient of
technology acquisition which is statistically significant for the UK sample (UK
is more likely to get access to finance when firms outsource technology).
Moreover, breadth of IP protection has negative and statistically significant
coefficient something that indicates that these mechanisms influence
negatively the access to finance. Researchers conclude that there is no
relation between seeking and obtaining finance.
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Table 5.2.c: Obtaining Finance.

Source: Mina et al. (2013)
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Table 5.2.c (continued):

Source: Mina et al. (2013)
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Chapter 6: Conclusions
The current economic environment, due to the international financial crisis,
has affected SMEs and especially innovative firms. As a result SMEs‟
financial needs are of great importance. Particularly, the tight credit supply to
SMEs is the outcome of the low ability and eagerness of banks to provide
funding. In addition, banks need more collateral in order to supply to SMEs
credit. Banks‟ credit supply constraints have influenced innovation, growth
and employment.
One of the most common sources of funding SMEs is debt financing and it is
used much more frequently compared to venture capital and other common
sources of financing. In order for SMEs to avoid cyclical fluctuations, SMEs
(both innovative firms and non-innovative firms) should use more venture
capital and other sources of finance.
In this dissertation I examined the literature related to funding SMEs and start
ups. Particularly, I examined seven relevant and interesting papers with
respect to the factors that play role in access to finance in order to understand
in depth the characteristics of firms which have access to external finance.

Following the studies that have been presented some conclusions can be
drawn. Initially, according to Cowling et al. (2015), innovative firms face more
obstacles in their access to finance, especially the period after the financial
crisis. In addition, as cited in Beck et al. (2008), the size of a firm plays a role
in the understanding of funding standards. Small and medium sized firms use
less external financing, mainly banking finance whereas firms with higher
financial needs (which are big firms) are more possible to count on different
sources of external financing such as leasing, supplier credit and informal
financing. Moreover, according to Costa et al. (2014), firms which are activate
in Services or Construction sectors have better access to finance than those
which are active in Manufacturing. Easier access to credit depends on the
credit worthiness of a firm (concerning demand, production and employment).
In addition, according to Botrić and Božić (2017), female managers are less
likely to perceive access to finance as a difficulty. Finally, as cited in Ardic et
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al. (2012), there are some factors, which facilitate access to finance such as
private credit to GDP, income per capita, efficiency of the banking system and
finally legal and business environment.
Also, interesting outcomes were derived from the two studies that have been
examined in the comparative analysis. Particularly, two researches were
examined with dependent variable a dummy variable which represents
whether an enterprise has an external finance source.
The World Bank‟s research included data from 53 countries and almost
70.000 firms for the 2002–10 periods whereas Mina‟s et al. data included UK
and US firms for years 2004 and 2005 and contained 1540 US enterprises
and 2129 UK enterprises. Focusing on access to finance or not as a dummy
variable in both studies interesting conclusions were drawn. Both Word Bank
(2014) and Mina et al. (2014) concluded that government related firms do not
have easier access to finance. In particular, Word Bank (2014) concluded that
government owned firms (foreign owned firms too) are less possible to have
access to finance and Mina et al. (2013) found that Government support does
not have positive effect to access to finance for enterprises. In addition, both
studies concluded that transparency in information can play a vital role in
access to finance. Particularly, World Bank (2014) concluded that better credit
information can influence positively the negative effects of the low banking
competition and as a matter of fact the possibility of access to finance
increases. Mina et al. (2013) concluded that larger firms have easier access
to external finance because there are not information asymmetries for these
firms as well as there is informational transparency for large firms. Moreover,
World Bank (2014) concluded that exporting firms of manufacturing sector are
more possible to have access to finance and Mina‟s et al. (2013) found that
companies with high competition inside their base country face difficulties in
getting access to funding. In relation to competition World Bank (2014)
concluded that banking competition is good for the access to finance.
Finally, an important outcome in World Bank (2014) was that countries‟ GDP
which represents the growth level of a country is related to higher probability
of having access to finance. Another important outcome in Mina et al. (2013)
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was that product and process innovation have positive effects on access to
external finance, but organizational innovation does not.
All in all, we can conclude that transparency of information can facilitate
access to finance whereas government related firms are less possible to have
access to finance. Furthermore, product and process innovation affect
positively access to external finance. Finally, the data showed that high
competition within a market and inside firms‟ base country causes difficulties
in getting access to funding whereas banking competition inside a country
facilitates access to finance.
Finally, policy suggestions could be made at this point. Economies that want
to enhance the growth of their SMEs and innovative firms have to implement
measures facilitating financing programs and entrepreneurship financial
environment. In addition, dialogue between governments, SMEs and financial
institutions should be enhanced. In order for SMEs to overcome the hard
conditions effective short-term measures and long- term structural
improvements are being required. Therefore, the right broader framework
conditions are the key for SME financing.
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