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Motivation
Access to finance of small and medium sized enterprises (SMEs) in Europe has always
been challenging but deteriorated during and in the aftermath of the financial market crisis
(Artola and Genre, 2011; Drakos, 2012; Ferrando and Griesshaber, 2011). Even though,
research on SME financing increased over the last years (Beck et al., 2008; Cosh et al., 2009;
Chavis et al., 2011), the financing patterns of SMEs in Europe are still not well understood as
most research focused on a single financing instrument (e.g., bank loans) and its determinants.
However, this topic is of high political concern as SMEs play a vital role for the
innovativeness, economic growth and competitiveness of the European Union and access to
finance is an essential precondition for SMEs to ensure their survival and growth.
To understand the financing of SMEs, their specific characteristics and the impact on
demand for and supply of financing need to be considered. To determine SMEs’ financing
decisions, cost arguments have to be put in the context of the entrepreneurial interest of selfdetermination and the desire to maintain control of the firm (Achleitner et al., 2011; Cressy,
1995). Hence, financing decisions of SMEs are highly complex as they are based on an array
of social, behavioral and financial factors (Romano et al., 2001). Furthermore, access to
finance for SMEs is restricted by high information asymmetries, agency risks, insufficient
collateral and small transaction volumes.
Prior research has shown that the utilization of financing instruments by SMEs
depends on various firm- and product-specific characteristics such as firm size, firm age,
ownership structure or innovativeness of firms (Artola and Genre, 2011; Berger and Udell,
1998; Ferrando and Griesshaber, 2011; Huyghebaert et al., 2007; Michaelas et al., 1999), the
industry in which they operate (Degryse et al., 2012; Hall et al., 2000) and their
macroeconomic, financial and legal environment (Agarwal and Mohtadi, 2004; Beck et al.,
2008; La Porta et al., 1997). However, there are only few studies that integrate the different
determinants and the various financing instruments available to SMEs into a single and
comprehensive empirical analysis (Beck et al., 2008; Casey and O’Toole, 2014).
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Research Goal
The isolated study of different financing instruments and their determinants is
unsatisfactory as various substitutive and complementary effects exist between them (Beck et
al., 2008; Cosh et al., 2009). This study taps into this research gap by taking a more holistic
perspective. It develops an empirical taxonomy of European SME financing patterns using a
large number of financing instruments and characterizes these financing patterns according to
their firm-, product-, industry-, and country-specific factors.

Data and Method
To develop an empirical taxonomy of SME financing patterns, we use the firm level
data of the ‘Survey on the access to finance of enterprises (SAFE)’, which is compiled in a
joint project by the European Central Bank (ECB) and the European Commission (EC). The
survey is well-suited for the research project as it has information on 14,859 (2013H1)
companies in 37 countries in Europe but with most of the firms questioned in the survey being
SMEs (around 85%). Furthermore, the SAFE contains information on a large number of
financing instruments such as retained earnings or sale of assets, grants and subsidized bank
loans, bank overdrafts, credit lines or credit card overdrafts, bank loans, trade credits, other
loans (from related companies or family and friends), leasing, hire-purchase or factoring,
equity, debt securities issued and subordinated/participating loans or preferred stock. To
identify financing patterns of European SMEs these financing instruments are used as active
variables in a cluster analysis including 28 European countries and 12,726 SMEs. Afterwards
the financing patterns are analyzed according to various passive variables including firmspecific (i.e., firm size, firm age, ownership, growth, and profitability), product-specific (i.e.,
innovativeness), industry-specific (i.e., main activity), and country-specific (e.g., geography,
financial market systems) variables.

Findings
The results of this study reveal that SME financing in Europe is not homogenous but
that different financing patterns of SMEs exist. The cluster analysis identifies six distinct
SME financing types in Europe: mixed-financed SMEs, state-subsidized SMEs, debt-financed
SMEs, flexible-debt-financed SMEs, trade-financed SMEs and internally-financed SMEs (see
Table 1). These groups of SMEs differ according to the number of different financing
instruments used as well as the specific combinations of these instruments. Furthermore, it
was analyzed how these SME financing types differ according to a number of different
characteristics. The results indicate that various financing instruments are considered as
substitutes and complements in SME financing and the different financing patterns are
determined by various firm-, product-, industry-, and country-specific factors (see Table 2).
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Table 1: Cluster results
Clusters
Financing
instruments

Mixedfinanced
SMEs

Statesubsidized
SMEs

Debtfinanced
SMEs

Flexibledebtfinanced
SMEs

Tradefinanced
SMEs

Internallyfinanced
SMEs

Retained earnings
or sale of assets

27.85%

22.73%

20.55%

14.72%

25.49%

13.97%

236.90***

Grants or
subsidized bank
loans

14.86%

100%

1.60%

0.00%

1.91%

0.00%

8750.74***

Bank overdrafts,
credit lines or
credit card
overdrafts

44.98%

53.95%

56.19%

100%

6.25%

0.00%

6443.20***

Bank loans (new
or renewal)

36.27%

55.20%

95.18%

0.00%

0.00%

0.00%

8160.22***

Trade credit

41.29%

32.11%

41.43%

20.81%

70.73%

0.00%

3498.16***

Other loans

72.53%

1.15%

0.00%

0.00%

0.00%

0.00%

8391.15***

Leasing, hirepurchase or
factoring

27.85%

24.41%

30.43%

20.43%

41.23%

0.00%

1702.82***

Equity

24.10%

3.59%

0.00%

0.00%

0.00%

0.00%

2387.21***

Other(a)

17.08%

0.00%

0.00%

0.00%

0.00%

0.00%

1803.36***

No external
finance

0.00%

0.00%

0.00%

0.00%

0.00%

100%

12312.00***

N

2,060

887

1,981

1,627

1,888

3,869

16.73%

7.20%

13.21%

15.34%

31.43%

Firms that
use a large
variety of
financing
instruments

Firms that
use grants /
subsidized
loans and
other debt

16.09%
Firms that
use all
types of
debt with
a strong
focus on
bank loans

Firms
that use
only
flexible,
shortterm debt

Firms that
use mainly
traderelated
types of
financing

Percentage of firms

Description

Pearson Chi²

Firms
without
external
financing

Notes: N = 12,312; Pearson's chi-square test: ***p < 0.01, **p < 0.05, *p < 0.1.
(a)
Other financing instruments = debt securities issued, subordinated/participating loans, preferred stocks or similar instruments
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Table 2: SME financing patterns and their determinants
Characteristics
Cluster

Mixedfinanced
SMEs

Financing in
cluster
SMEs that used a
large variety of
instruments with a
focus on other loans
(72%); only cluster
with a noteworthy
amount of equity
financing (24%)

Firm-specific

Productspecific

Industryspecific

Countryspecific

more often younger, small and
medium-sized firms with
different ownership structures;
moderate past growth but with
high future growth expectations
and more often increased profit
margins

more
innovation

most likely
for
construction
sector

esp. in Northern
European and
market-based
countries

more
innovation

most likely
for industry
sector

esp. in Southern
European, bankbased and
distressed
countries

low
innovation

more likely
for industry
and
construction
sector

esp. in Western
European, bankbased and ‘old’
EU member
countries

average
innovation

more likely
for industry
and trade
sector

esp. in Western
European, bankbased and ‘old’
EU member
countries

more often small and in
particular medium sized firms;
especially family firms or
entrepreneurial teams; high to
moderate past growth and future
growth expectations with
decreased profit margins
more mature small and mediumsized firms; especially family
firms or entrepreneurial teams;
low growth in the past and low
growth expectations

Statesubsidized
SMEs

100% of SMEs used
subsidized bank
loans or grants; large
amount of other debt

Debtfinanced
SMEs

95% of SMEs used
bank loans; all types
of debt used

Flexibledebt-financed
SMEs

100% of group used
short-term bank debt;
some trade credit and
leasing / factoring

more mature micro firms with
lower turnover; especially
single-owner firms; more often
high employee growth; average
growth expectations

Tradefinanced
SMEs

70% of group used
trade credit and 40%
leasing / factoring

more often younger (2-5 years),
small firms in family hands or
entrepreneurial teams; moderate
turnover growth; moderate to no
growth expectations

average
innovation

most likely
for trade
sector

esp. in Northern
and Southern
European
countries; more
often in marketbased countries

Internallyfinanced
SMEs

100% of group used
no external debt;
14% retained
earnings

more often very young, micro,
single-owner firms with high
and moderate employee growth
in the past; no turnover growth
and expectation to stay the same
size

low
innovation

most likely
for service
sector

esp. in Eastern
European,
former socialist
countries
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