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INTRODUCTION

In the last 50 years, micro, small and medium-sized enterprises ("SMEs") have
became valuable actors in the economies of the world, in terms of created jobs and their direct
contribution to raising the living standards of the communities in which they operate. Due to
their small size, SMEs enhance the market’s atomicity, diminishing the power of big business
to influence it. In addition, their large numbers fosters competition by limiting the monopoly
position of big firms and thus reducing their ability to raise prices. Moreover their capability
to respond quickly to local needs because of their production flexibility makes them more
efficient in local markets than their larger counterparts.

The importance of the present research draws from the position occupied by the SMEs
in the private sector of the developed and developing countries. Statistically speaking at the
end of 2011 in the European Union ("EU") there were recorded over 20.8 million such entities
providing approximately 87.5 million jobs (Ecorys, Cambridge Econometrics, 2011).
Improving SMEs access to finance plays a crucial role in promoting entrepreneurship and
increasing competition in the European Union’s Member States. Access to sufficient and
adequate capital to grow and develop is one of the main obstacles that most European SMEs
face nowadays. This situation is heightened by the difficulties encountered by SMEs in
relation to financial intermediaries who consider their funding as a high-cost and high-risk
activity. The financial intermediaries’ reluctance towards SME financing is amplified by a
number of factors such as (World Bank, 2008):

e High administrative costs. Regardless of the loan amount or SMEs size class the
creditors bear a series of fixed costs when lending money (e.g the applicant’s file analysis,
recording, monitoring). From this perspective the high administrative costs associated with
providing small loans make SME financing as a low profitable business for most creditors;

e Lack of tangible goods that could be used as collateral. SMEs are regarded by
creditors and investors as high risk borrowers due to their insufficient assets, their
vulnerability to market fluctuations and high mortality rates;

e The existence of information asymmetry between SMEs acting as borrowers and
lenders / investors. SMEs lack of experience in providing creditors with solid financial

statements or business plans hinders the evaluation of the submitted investment proposals.



Many governments and international financial institutions have attempted to address
the issue regarding the barriers faced by SMEs in seeking finance by developing different
kind of programs to support the small businesses sector. This is the case with the Romanian
government, which, after the country’s entry into the European Union, supported the creation
of financial toolkits (guarantee funds, loan products, etc.) aimed at facilitating SME access to
finance, in line with the European’s best practice. Initiatives in this area, developed so far,
tried to strengthen the capacity of financial intermediaries (microfinance institutions, banks,
venture capital funds, etc.) to support at national and regional level the investments
undertaken by the private sector. In addition the European Union membership status provides
Romania with the benefit of financial transfers aimed at facilitating access to knowledge and
innovation, enhancing clarity and predictability of the business environment, education and
training in business. The financial support is given through structural instruments which
include (UGIR, 2006:6):

a) Structural and Cohesion Funds (European Regional Development Fund (ERDF),

European Social Fund (ESF), the Cohesion Fund (CF));

b) Additional Funds (European Agricultural Fund for Rural Development (EAFRD) and

European Fisheries Fund (EFF)).

SMEs' access to finance is closely linked to the cost of financing arrangements and the
financial structure of the applicant. Often, financial intermediaries question SMEs ability to
present viable projects worth investing in. Business funding sources differ between countries
due to specific factors such as: enterprises characteristics, financial system development and
governing institutional environment. At country level differences in SMEs financing practices
are more pronounced depending on aspects related to profitability, asset tangibility, sales,
development opportunities, bankruptcy costs, etc.. Understanding SMEs financing pattern and
their reaction to the institutional development has important political implications.
Throughout the world, including in the European Union policymakers believe that SMEs have
inadequate access to financing due to market imperfections. As a result, significant resources
are channeled into programs aimed at promoting and supporting small and medium size
enterprises financing.

Generally speaking, SME financing depends on the supply and demand of existing
financial resources. If the offer is exogenous to enterprises the demand depends entirely on
their growth objectives, level of expected return and assumed risks. In this context, analyzing
the factors that influence SMEs capital structure provides clues about their funding matrix by

identifying those features that ease their access to finance.



For nearly three decades, SMEs occupy a significant place on the global economic
scene being one of the main topics of debate among both economists and policy makers.
Neglecting these entities in the literature was somewhat ironic given the fact that in most
countries they dominated the private sector providing jobs and generating added value. SMEs
are important for all economies, especially for those in developing countries which face
employment problems and per capita unequal income distribution.

The supporters of SME economic development model use three main arguments to
sustain their ideas (Beck et.al, 2005:1):

1. SMEs capacity to stimulate competition and develop entrepreneurship. From this
perspective, SMEs support oriented towards facilitating their access to finance represents the
main tool in endorsing economic growth, innovation and aggregate productivity at country
level.

2. SMEs productive flexibility which makes them capable of producing more
sophisticated, varied and innovative goods, than their larger counterparts who bound by rigid
production cycles, do not always meet customers’ needs. SMEs ability to seize market
opportunities and adapt quickly to its changes has been extensively studied. In this respect
there are numerous papers showing that enterprises flexibility is inversely related to the size
of the enterprise (Somes C., 2010: 9).

3. SMEs significant contribution to increase employment due to reduced costs
associated with job creation. Thus SME financing leads to poverty reduction fostering the
necessary conditions for sustained economic growth.

Assuring a framework for SMEs growth and development has become a European
Commission’s goal set out on several occasions. This has culminated, in June 2008, with the
publication of the Small Business Act (SBA). The SBA recognized the central role occupied
by SMEs in the EU economy emphasizing their importance in insuring the economic and
social cohesion and innovation. In this context the principle promoted by the Small Business
Act "Think Small" aims at encouraging Member States to define policies for promoting
entrepreneurship and SMEs growth by creating the necessary tools which can help them
overcome the problems that hamper their development. Out of these the most difficult relates
to SMEs access to finance. EU statistics shows that every third enterprise faces problems
when it comes to attracting the necessary financial resources for its investment projects.

The lack of adequate funding opportunities together with the financial institutions
reluctance towards SMEs capital requirements (regardless of their stage of development)

leads to a slow down their development with negative repercussions on productive sectors



remodeling, job creation and innovation. These issues are more evident in Romania’s case,
where according to a recent survey conducted by the European Commission SMEs "Access to
finance" has manifested a significant deterioration especially in recent years (e.g. from 2009-
2011) (European Commission , 2011).

In the light of these findings, the proposed scientific approach aims at examining
Romanian SMEs financing options and the main features governing their financial statements
which reveal their capacity to become in debt. The research purpose is understanding the
actual situation that micro, small and medium enterprises face when it comes to financing
their investment projects and in base of the main findings formulating practical solutions that
can help alleviate some of their main problems by following the examples of good practices in
other European Union Member States.

The importance of this work lies in the way it addresses the issues related to Romania
SMEs financing. Until the development of this study discussions on how SMEs funding
works in Romania have not focused on a thorough examination of both SMEs financing
options and the features which increase the indebtedness of small and medium-sized
enterprises by size and sectors of activity. Furthermore empirical studies centered on
identifying the factors that influence micro, SMEs capital structure or those that allow the
ranking of funding options in terms of their contribution to firms’ created value added are
completely lacking.

In this context, the novelty of the thesis lies in the conducted investigations which fills
the existent Romanian literature gap and brings to the fore key issues related to SMEs
financing such as:

. The gap between demand and supply of financial instruments available to
SMEs in Romania between 2005-2011;

. The validation of an econometric model meant to identify and prioritize those
financing options which have contributed the most to the increase of Romanian SMEs gross
added value during the 2007-2011 period;

J An empirical analysis of the key factors influencing Romanian’s SMEs capital
structure by size class and sectors of activity.

The thesis research objectives include:

1. A literature review of SMEs contribution to economic growth and how the financial system
supports the growth of sectors dominated by SMEs. In carrying this work I have studied the
works of the following authors: Lucar Acs and Audretsch the authors (1987), Little, et al.,
(1987), Carlsson (1989), King and Levine (1992), Glaeser et al. (1992), Jovanovic (1993),



Thurik (1994), You, (1995) Hart and Hanvey (1995), Nickell (1996), Nickell et al. (1997),
Carree and Thurik (1998), Lever and Nieuwenhuijsen (1999), Rajan and Zingales (1998),
Cetorelli and Gambera (1999), Wurgler (2000), Kumar, et al., (2001), Pagano and Schivardi ,
(2001), Audretsch et. al, (2002), Carree (2002), Beck, et al., (2003), Claessens and Laeven
(2003), Guiso et. al (2004), Beck et al. al (2005), Berkowitz and DeJong (2005), Davidsson
et. al, (2006), Aghion et. al (2007) and Keilbach Audretsch (2008), Beck et al. al (2008),
Hutchinson and Xavier (2006), Fagiolo and Luzzi (2006), Coluzzi et. al (2009);

2. An empirical analysis of SMEs contribution to the economic growth of European Union
Member States during 2005-2011 by size class and an investigation of how the European
Union’s financial system has supported the European Commission efforts towards SMEs
promotion by facilitating their access to financial resources;

3. A radiography of Romania SMEs financing during 2005-2011 with a focus on highlighting
the gap between the demand and supply of financial instruments in view of our country's
integration into the European Union;

4: An analysis and ranking of Romanian SMEs financing sources which have contributed the
most to the created value added of small and medium-sized enterprises by size class and
sector of activity between 2007 and 2011;

5: A summary of the main conclusions drawn from the literature regarding the enterprises
capital structure determinants. Based on the information retained I have extracted and
examined the annual financial statements for a representative sample of Romanian micro,
small and medium-sized enterprises (1,139 units) between 2005 and 2010.

In achieving the research’s objectives I have used specific methods such as analysis,
synthesis, deduction, historical method and the unit of logical and mathematical modeling.
The whole scientific approach was based on an analysis of the Romanian SMEs financing
phenomenon in the context of existing EU regulations and similar problems faced by these
entities in other Member States. The information gathered was then synthesized and used as
base in formulating the ideas and assumptions applied in developing the research econometric
models.

All the data and information contained in this thesis come from: books written by
Romanian and foreign authors, specialized articles published in internationally recognized
journals, European regulations and national laws, reports and surveys carried out by different
public and/or private bodies. The raw data used in validating the econometric models have
been gathered from official sources such as: Eurostat database, the EU statistical committee,

the Romanian National Institute of Statistics, AMADEUS database, a commercial database



produced by Bureau van Dijk, annual surveys conducted by the National Council of Small
and Medium Sized Private Enterprises in Romania (CNIPMMR), National Bank of Romania
(BNR) statistics, data published by the Managing Authorities of European funds programs in
Romania, etc..

The paper contains five chapters and 18 sections.

In the first chapter entitled "The Economic Importance of SMEs, Theoretical and
Empirical Approach" I have focused on highlighting the SMEs role in promoting economic
growth at the European Union level. Issues concerning the delimitation of enterprises by size
class were brought forward in order to better understand an often used statement in
documents, presentations and articles discussing the topic of private sector development:
"SMEs are the backbone of the economy". Most times, this statement was made in the
absence of accurate data, capable to support it or without a real effort to comprehend what
exactly SMEs are. Currently, throughout the world there are very different ways of defining
SMEs each state or international body sizing SMEs according to specific criteria. At EU level
the problem of SMEs delineation has been addressed by the European Commission
Recommendation 2003/361/EC which imposed uniform size thresholds for each enterprise
class. This has facilitated the development of the SME sector and allowed for the conduction
of comparative reports at country and industry level. Regardless of how SMEs are defined the
enterprise finance literature abounds with topics regarding the pros and cons effects of
developing this sector on the economy. Based on these aspects I have concluded that SMEs
development by facilitating their access to funding creates prerequisites for sustained
economic and social growth, creating jobs and ensuring a suitable development for individual
and society. To test this I conducted a regression analysis, which examined the SMEs’ sector
contribution to GDP growth at the EU level in the 2005-2011 period. Based on the main
results I was able to support the idea of promoting differentiated financing instruments for
SMEs, at EU level, based on their size class. These costumed financing instruments can lead
to a strengthening of SMEs market position by facilitating their transition to higher size
classes (classes that currently contribute to GDP growth).

In Chapter II, entitled "The State of SME Sector Development in the European
Union and its Impact in Romania " I have reviewed the SME sector development in the
European Union and Romania in order to understand the evolution of these entities and the
problems they face.

The presentation of the actions taken at EU level to support small and medium size

enterprises facilitated the understanding of the role played by the SMEs sector in the



economies of European Union’s Member States. From the beginning, the founders of the
European Community have realized the vital role that small and medium-sized enterprises
play in assuring economic competitiveness and growth in Europe. In this regard, supporting
the SME sector has had its legal basis on Articles 157, Title XVI of the Treaty establishing
the European Community which stated, that the Community and Member States will follow to
ensure an ‘“‘environment favorable to initiative and to the development of undertakings
throughout the Community, particularly small and medium-sized enterprises ". Subsequently
the article’s full text was taken and included in the Treaty on European Union signed in
Maastricht on February 1992. A first attempt to define a common European regulatory
framework regarding SMEs financing, was the Integrated Program for SMEs and the Craft
Sector, accepted in 1994 by the European Commission. The program was based on the White
Paper on Growth, Competitiveness and Employment launched by the European Commission
in 1993 which established a close collaboration between all parties involved in SMEs
financing and development. Thanks to the elements regarding the support of the SME sector
included in the integrated program, the European Commission set forth the priority actions to
support European business during the 1994-1999 programming period. Thus the March 2000
Lisbon European Council defined its objectives in terms of employment, economic reform
and social cohesion. The main purpose of the new strategy was to transform the European
Union by 2010 into "the most competitive and dynamic knowledge-based economy in the
world, capable of sustainable economic growth with more and better jobs and greater social
cohesion ". Connected to the implementation of the Lisbon strategy at the enterprise level, in
June 2000 the European Council adopted the "European Charter for Small Enterprises", which
facilitated the entry into force, in December 2000, of the Multiannual Programme for
Enterprise and Entrepreneurship for 2001 -2005. The program’s objective was to strengthen
entrepreneurship, ease business development, provide services to improve business
opportunities and prepare firms for EU accession. In late 2005, the European Commission’s
objective to support entrepreneurial initiatives and increase SMEs competitiveness was made
possible by a) extending the Multiannual Programme for Enterprise and Entrepreneurship to
December 31, 2006, b) entering into force since 2007 of the Competitiveness and Innovation
Framework Programme 2007-2013 and c¢) promoting initiatives to facilitate SMEs access to
finance. The European Commission's efforts have led to a positive and constant evolution in
the number of SMEs by size class and industry presence, especially in the 2005 and 2009
period. However the financial crisis has taken its toll on these entities leading to a decrease of

2.1% in their number in the 2008 and 2009 period and a 2.8% reduction in their employees in



the same period. The largest decreases in employment were recorded by SMEs active in
manufacturing, construction and real estate. Unlike the EU average, in 2010, the Romanian
SME:s increased their created value added and permanent employees, matching in this respect
countries like Austria, Germany, Luxembourg, Malta, Sweden and United Kingdom (Ecorys,
Cambridge Econometrics 2011: 27).

Chapter III ""SMEs Financing in Romania" presents a review of the main sources of
Romanian SMEs funding during 2005-2011 period based on the premise that business
financing options depends on the sector in which firms operate and their lifecycle stage.
Special emphasis was placed on the EU funding assistance administered by the European
Commission. In this context the main programs ensuring SME sector development set out in
the National Strategic Reference Framework have been presented. The investigation
conducted found that, in terms of the earmarked, requested and contracted funds aimed at
providing financial assistance to SMEs the situation is quite poor. Discrepancies in the
structural funds absorption are due to the combined actions of inadequate management
regarding Operational Programmes implementation (for example, the Structural Operational
Programme Increase of Economic Competitiveness’s, launched its first call for projects only
in 2008 sem. I) and the way in which the applicants have failed to provide viable investment
projects.

Generally speaking on all programs related directly or indirectly to the support and
development of SMEs it was noticed that the number of projects submitted is significantly
higher than those contracted, indicating SMEs growing interest to benefit from structural
funds financial assistance. However according to monitoring reports completed by December
31, 2011 the amount of signed contracts is well below the amount allocated to Romania in
2007-2013.

In addition to European and government SMEs financing various other ways of
funding have been analyzed. These were classified in two main categories: direct sources of
financing (loan banking, venture capital funds, leasing, factoring, microcredit, European
funding, government assistance programs, etc..) and indirect sources of funding (guarantee
schemes). For each category I exposed the main features governing their access and where
possible by using the statistical data I have presented their usability.

In Chapter IV, entitled "An Empirical Study of Romanian SMEs Financing
Options” | have empirically analyzed the impact of different financing sources to which

Romanian SMEs have had access in the 2007-2011 period on their created value added.



The purpose of the analysis was to create an external financing arrangements ranking
for Romanian SMEs during the 2007-2011 period, in terms of their contribution to the growth
of created value added. To achieve this I have combined the analysis based on questionnaires
with the statistical analysis of data. More specifically I have collected statistical data
regarding the amounts of external financing arrangements accessed by SMEs in Romania
between 2007 and 2011. Next, for the same time I have sorted and retained the answers given
by Romanian SMEs to the survey conducted annually by The National Council of Small and
Medium Sized Private Enterprises in Romania (and published annually in the White Paper of
SMEs). Then by SME:s size categories and sectors of activity I have weighted the percentages
of businesses surveyed responses (which according to the National Council of Small and
Medium Sized Private Enterprises in Romania formed a representative sample in each year)
with the collected statistical data. Thus for each SMEs category I have obtained a separate
statistical series, series that I have then used as base to study the impact of the external
funding sources to the created value added of SMEs by size classes and sector of activity.

The obtained results allowed for SMEs external financing arrangements to be ranked
in accordance to their contribution to the created value added at enterprise level in the 2007-
2011 period. Thus, the guarantees products, factoring and long-term bank loans contributed
positively and significantly to the increase of the value added created by SMEs while leasing
and European funds have adversely affected the created business value.

In Chapter V, entitled "Empirical Research on the Determinants of Romanian
SMEs Capital Structure" 1 sought to identify, based on previous study results, the main
factors that influence the capital structure of Romania SMEs by size categories and sectors of
activity. To achieve this investigation I have collected and analyzed the financial statements
of 1.139 SMEs in Romania between 2005 and 2010. The representativeness of the sample
extracted from the Amadeus database, database commonly used in scientific research was
provided by the application of objective criteria for the selection of entities considered in
relation to the research purpose. Thus, geographical location, to SMEs definition, activities,
financial statements and reporting structure size categories and sectors of business have
allowed capturing the main features of Romanian SMEs ensuring that the undertaken analysis
leads to the formulation of generally accepted opinions. Research methodology in this case
was based on the two-part fractional regression model presented and validated in the literature
by Ramahlo and da Silva (2009). Unlike the above-mentioned authors, whose study is based
on a static model analysis, the research conducted in Chapter 5 is based on a dynamic model

(it was conducted over a period of time) and includes a number of new elements: the



introduction of additional variables and combined analyzes: by sector and size categories of
SMEs.

The undertaken investigation through the sample chosen, the research methodology
and the variables construction, allowed the identification of the following features at
Romanian SMEs level:

e The average long-term indebtedness of Romanian SMEs decreases
proportionally with the increasing of the business size

e Tangible fixed assets rate, sales volume, and growth exerts a positive influence
on long-term indebtedness of SMEs regardless of their size class. Tangibility is an important
factor in determining the proportion of debt in the capital structure of SMEs regardless of
theirsize. This is in line with the economic reality of the conditions governing the SMEs long-
term loan granting. Information asymmetry leads creditors to require SMEs to post collateral
thus making tangibility a "ticket" for capital loan access.

e Profitability has a negative impact on leverage and Ani and LC variables effect
is increasing with the passage from one size class to another.

e The sectors determinants of Romanian SMEs capital structure differ in
significance and sign. Long-term indebtedness of SMEs active in industry, trade and services
is positively influenced by the rate of tangible assets while profitability, the number of years
on the market and the current liquidity exert an opposite impact. Thus for microenterprises in
industry, trade and services increased profitability causes a decrease in long-term
indebtedness while for small enterprises active in construction and medium sized enterprises
in industry the impact is the opposite. The number of years on the market exerts a significant
negative impact on the leverage ratio of micro and medium sized enterprises active in the
service sector emphasizing that companies with a history on the market have an increased
capacity compared to the newly established self-financing. Current liquidity increases long-
term indebtedness of micro and small enterprises in industry indicating that for these the value
of this indicator is important in obtaining long-term financing. On the opposite side there are
the medium-sized enterprises in industry and services for which an increase in the current

liability ratio leads to a diminish in their long-term indebtedness level.



CONCLUSIONS AND PERSPECTIVES

A common statement in works dealing with the economic importance of SME:s is that
"SMEs are the main engine of economic growth". Unfortunately in support of the above
mentioned statement there is little existing empirical work turning this affirmation into an
unfounded automatism when considering the role that SMEs play in the economy.

Empirical studies addressing the significance of SMEs in developed and developing
countries are limited by the lack of data and the difficulty of making accurate comparisons
regarding SMEs role in the economy due to deficiencies in defining these entities. Most
authors speak of the existence of a positive link between SME growth and economic growth,
although this link is not causal. This is because most of the work deals with the role of SMEs
in economic growth through the contribution of SMEs to create new jobs. Thus, Audretsch
and Fritsch (2002) showed that during 1980-1990, most German regions experienced
significant growth due to the increasing share of SMEs in terms of number of employees in
most industries.

A reference analysis regarding the link between SMEs and economic growth is Beck
et.al.’s (2003) paper which highlights the fact that SMEs prevalence is a characteristic of
those economies which record significant growth and not a cause of that growth.

In this context, the analysis I made in this paper has demonstrated the existence of a
positive link between the prevalence of SMEs in the EU, in terms of created value added, and
GDP growth, in the period 2005-2011. Looking by size class, the situation is different. While
microenterprises fail to generate increases in GDP, small and medium size enterprises
contribute significantly to the economic welfare of the Member States. The main cause for
this discrepancy at SMEs level is employee productivity. In small firms (with less than 50
employees) we find the largest share of employees, but the lowest labor productivity per
employee. Inefficiency is caused by small firms’ limited access to finance for their investment
projects. According to the literature a way the financial system contributes to economic
growth is by easing private sector constrains and concentrating on increasing firms’ size.
(Thorsten Beck et al., 2008: 1384).

Although in recent years the financial intermediaries have adapted their products and
services in accordance with small businesses requirements, constraints on financing
investment projects continue to exist. As we have seen from the analysis performed during the
2005-2011 the EU Member State financial system has favored the development of industries

dominated by small and medium enterprises at the expense of microenterprises.



In this context the EU SME policy should be directed at changing the share structure
of enterprises by size. If small businesses are contributing to the growth of the European
Union in terms of created value added, then normally their share in total SMEs should surpass
that of the microenterprises. This can be achieved by supporting the growth of
microenterprises, which are the most numerous, and facilitate their transition to higher size
classes. Unfortunately, an impediment in achieving this goal is the SMEs official definition
itself set into force by the European Commission in the Recommendation no. 361/2003. More
specifically it is the number of employees criterion which delimitates SMEs by size class.
Using this classification criterion, the SME definition suggests, that to increase in size an
enterprise just has to hire more staff regardless of the value added created by new employees.
Independent use of this criteria leads to a false classification of businesses allowing them to
"juggle" with the SME status to qualify for government facilities.

The role of SMEs in economic growth remains a highly debated topic in the literature
as long as the "engine" lacks the necessary "fuel" to develop: the funding sources.

In Romania, the analysis of SMEs funding sources in the period 2005-2011, reveals
the following features:

a) Start-up financing poses difficulties. This is demonstrated by the large number of
applications which have been rejected by the business angels (of 100 business proposals
submitted in 2007-2011 period only 3 were funded), the low interest of venture capital funds
to support start-up businesses (in 2005-2010 venture capital funds have invested in Romania
only 10,000 Euro to support the creation of new business) and low uptake of EU funds
allocated to support the creation of new Romanian enterprises (e.g. from 2007 to 2010, the
European Agricultural Fund for Rural Development rate of absorption through the National
Rural Development Programme, Measure 312 "Support for the creation and development of
micro-enterprises” was 3.34%). All this led to a decrease in the average ratio between the
annual number of firms’ registrations and cancelations during the period 2005-2011 from 2-1
in 2005 to 0.6 to 1 in 2011)

b) Initial businesses funding raises many problems for entrepreneurs due to the absence of
business angels’ networks with regional and national coverage and poor development of
venture capital instruments. The only viable option for SMEs in their initial stage of activity is
microfinance (in 2010 the Romanian microfinance market was dominated by 7 organizations
mature (10 years old), large and medium which held an average microcredit portfolio of about

10 million Euro).



c) SMEs business growth financing is relatively easy. Main financing tools in this stage
are bank loans, financing source accessible to more than 25% of SMEs (in particular small
and medium sized enterprises), guarantee schemes, supplier’s credit, government and
European funding, leasing and factoring.

d) Financing of SMEs restructuring through venture capital investment (formal venture
capital funds) or by issuing shares or bonds on the capital market is possible, but highly
selective, due to the relatively high value transactions (over 2 million euro) and rigorous
selection criteria which usually include a history of profitable operation for several years,
exceptional growth potential and a strong position on the market (Ministry of Economy,
Trade and Business Environment, 2010:15).

To correct market failures in SME financing in recent years, national authorities have
implemented a number of measures. Thus, in parallel with the development of 6 multiannual
programs to support small businesses promoted by the Agency for the Implementation of
Projects and Programmes for SMEs, in 2010, the Ministry of Finance established a state aid
scheme exclusively for SME development. In addition, to facilitate SMEs' access to credit for
supporting the investment projects which were partially financed by European funds, in 2009
the Romanian Counter-Guarantee Fund was established. The purpose of the fund which
became operational in March 2010 is to counter-guarantee guarantees awarded from
guarantee funds to Romanian legal persons for loans and other financial instruments extended
by commercial banks and other financial sources to small and medium-sized enterprises.
Moreover in 2010, the National Credit Guarantee Fund for SMEs was capitalized with an
additional 105 million Lei (24 million Euros) (European Commission, 2011b).

Given this context, SME owners will have to recognize that in the future, access to
external financing (venture capital or loan) will be based on a more transparent and open
exchange of information regarding the situation and development prospects of their
companies. To meet new needs for transparency, SMEs will have to use new information and
risk management tools (e.g. business plans, financial reporting, etc.).

The analysis of the financing sources currently available to SMEs in Romania was
completed with an analysis of the determinants of demand. Specifically I have examined the
some of the enterprises’ financial characteristics that may impair their access to external
financing sources and the contracted amounts.

In the literature, the debate over enterprises’ capital structure determinants continues
for more than five decades. If initially the focus was mainly on the analysis of large

enterprises, today's economic realities have forced a shift of interest towards SMEs sector



which is becoming the main support of the economies of the world. However empirical
studies aimed at investigating SMEs financial structure by size class are very limited lacking
completely in Romania’s. In this regard this paper represents a first step in analyzing the
factors that influence the capital structure of Romanian micro, small and medium-sized
enterprises. The analysis is conducted for the 2006-2010 period.

SMEs in Romania are traditionally characterized by the almost exclusive use of bank
loans when it comes to financing their long term investments projects. However many of
them face problems when accessing external financing sources which leads them to
postponing their investment plans and focusing on finding momentary solutions to ensure
their competitiveness in the market. Not having access to loan capital these companies
recorded a null long-term indebtedness level. Therefore in analyzing the factors that influence
firms’ capital structure a distinction between these two situations needs to be made.

Applying the methodology proposed by Ramalho, J. and Silva, J. (2009) the present
study identified for a representative sample of SMEs (1139 entities) the existence of
differences between the factors that influence the option to borrow capital and those that
determine the proportion of debt in the capital structure of enterprises by size class. The Two
part fractional regression model allowed separate determination of:

1) the effects of selected explanatory variables on the probability that firms use borrowed
capital;

j) the effects of selected explanatory variables on the proportion of the borrowed capital
by firms that have accessed to this capital.

The variables chosen to explain the SMEs behavior by size class include both classic
variables, validated by the literature to justify the financial structure of SMEs and new ones
(rate of intangible assets). Thus, changes in the level of long-term debt of companies
(dependent variable) were explained through the following independent variables: the ratio of
tangible assets, sales volume, the level of development (total assets growth index), growth
opportunities (intangible assets rate), enterprise’s number of years on the market, overall
profitability and liquidity.

The main results of the undertaken analysis suggest that, on average, in the period
under review, microenterprises long-term indebtment level is significantly lower than that of
small and medium-sized enterprises. However, when comparing the average rates of
indebtedness based only on firms which register long term debts, it has been noticed that
microenterprises have higher debts rates than their larger counterparts. These results are in

line with the relatively recent studies undertaken by Strebulaev and Kurshev (2006) and



Ramalho and da Silva (2009), which identify a negative relationship between firm size and
long-term debt, when only firms with long-term debt are considered.

When comparing the variables coefficients derived from conducting the two part
fractional regression model we find that the factors influencing the firms’ likelihood to resort
to borrowed capital don’t have the same impact on the long-term indebtedness of SMEs using
borrowed capital. For example, the sales volume does not influence the long-term
indebtedness of micro and medium enterprises that use borrowed capital but instead favors the
use of loan capital. This is not valid for small enterprises where the above-mentioned variable
influence significant and contradictory the behavior of firms in the two situations. Thus, the
sales volume influences positively the probability that small enterprises seek borrowed
capital, and negatively their long-term indebtedness. Regarding the level of development is
was found that in case of small businesses, this affects significantly only the option of
whether or not to become indebt having no effect on their the long term indebtment level.

Romanian SMEs capital structure determinants differ in meaning and sign by
enterprises size class and sector of activity. For example the ratio of intangible assets has a
distinct impact on long-term indebtedness of SME size classes and sectors. Micro and small
enterprises active in the construction sector finance their intangible assets by become indebt,
while the capital structure of SMEs active in the primary sector is not affected by the rate of
intangible fixed assets.

The empirical analysis conducted suggests that the factors influencing Romania SMEs
financing options are different by size class and sector of activity.

The study has some limitations on the choice and construction of the dependent and
explanatory variables included in the research. The data used in this paper is based solely on
the availability and accuracy of the reported situations within the queried databases
(AMADEUS, EUROSTAT, NBR, World Bank, and so on). Despite the fact that in recent
years the focus on the development and collection of information on SMEs in Europe in
general and Romania in particular grew annually, financial information remains unavailable
for various reasons. Therefore, this situation hinders the construction of additional
explanatory variables that could be used to test the robustness of the results.

Nevertheless this study is a first step made towards understanding the financing
behavior of Romanian SMEs by size and sector of activity, indicating that the treatment and

analysis of SMEs as a homogenous group is not a correct approach.
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