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Abstract: 

Through this paper we will identify the main sources of financing preferred by 

enterprises in the European Union, making separate analysis for each country. 

Thus, we will identify what proportion of firms from the EU countries use their own 

resources to finance their activity and what proportion use the external financing. 

After this analysis we will present the sources of financing preferred by groups of 

countries: developed and emerging, and we will identify if there are major 

differences between them. 
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1. Introduction 

 

The financing decision of an economic agent represents the choice of the most 

efficient source of financing for that company from all the existing financing sources. 

As an old Irish proverb said "It is crazy the one who does not take the money that is 

offered to him.", the financing decision requires the best use, by the firm, of the money 

which are given to it, the best use of the funds provided by various financial or non-

financial institutions.  

Through this paper we intend to address the problem of financing of the firms 

because the lack of capital at the proper time and at appropriate size can lead not only to 

loss of business opportunities, but also to endangering the market position or even to 

bankruptcy. 

The proper development of the financing and fundraising strategies, knowing the 

possible alternatives and fundraising are vital tasks to the success and the survival of all 

businesses. The problem is combining these sources of financing in order to minimize 

the costs and maximize the results. 

The financing problems are issues of vital importance because solving them 

condition the business survival, its prospects of development, its present and future 

performance, the owner’s and the managers autonomy.  

The sufficient access to finance is essential for the economic growth of the 

companies within the European Union as it helps to promote entrepreneurship, 

competition and innovation. The companies, over time, have financed their activity by 

appealing to various financing sources depending on the characteristics of markets in 

the national economy at that time.  

Today, the European Commission is working with EU Member States to 

improve the access to finance for companies across Europe. For example, to facilitate 

growth and development of SMEs, the European Commission has established a 

comprehensive system of policies and instruments to support SMEs through the most 

appropriate types and sources of financing specific to different stages of their life. 
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 There are many papers which approach the financing decision of a company by 

analyzing the sources of financing and the factors that influence the choice of one of 

these sources. But what we want to achieve through this paper is a concrete analysis of 

the financing sources used by member countries of the European Union. And based on 

this analysis we want to make a comparison between countries and how are financed the 

firms on each market. 

 

 2. The financing sources preferred by enterprises in the European Union 

 

To actually see which financing sources are preferred by the companies in the 

European Union and whether they have appealed more to external financing or internal 

financing, we will analyze the data obtained in the study conducted by the Flash 

Eurobarometer no. 271 which deals with "The access to finance of the firms from the 

European Union” in the six months preceding the study (the period between January 

and June 2009). This study considered 9.063 firms from the European Union, Croatia, 

Iceland and Norway.  

The sample chosen for this study includes the following four types of firms: 

micro-enterprises (with 1 to 9 employees), Small-enterprises (with 10 to 49 employees), 

medium-enterprises (with 50 to 249 employees) and large enterprises (with 500 

employees and more). The survey also excluded companies from the following sectors 

of activity: agriculture, fishery, public administration, financial services, household 

activities and extra-territorial organizations. 

The survey was conducted on the basis of a questionnaire aplied to the companies 

that were part of the representative sample. 

From this survey we see that in the European Union, 31% of the companies have 

used both external financing and internal funds. Also, 28% of the analyzed companies 

used only the external financing in the analyzed period, while 16% of the companies 

used only the internal funds. And one quarter of the managers interviewed said they had 

not used any financing source in the period under review. 

The companies from different countries have different financing structures. The 

optimal financial structure of the enterprise must establish a relationship between debt 

and equity financing so that financing costs to be as low as they can. This depends on 

the objectives of growth of the company, the expected return and the risk level that the 

company agrees to assume.  

Figure no. 1 presented below shows that companies in Croatia have used a 

combination of internal funds and external sources of funding in the lowest proportion 

in the analyzed period (5%). While this percentage reached 54% in Iceland. 

The enterprises in Lithuania (60%) and Portugal (54%) were the most that have 

not used any source of funding in the period under review while the fewest enterprises 

that have not used any source of funding have been met in Iceland (8%) and Ireland 

(6%). The proportion of respondents who said that their company has used only internal 

funds in the last six months, ranged from 3% to 4% in Croatia and Cyprus to 47% in 

Latvia. In Finland, Bulgaria, Luxembourg and Slovenia, almost one third (32% -34%) 

of companies have used only internal funds. The companies from Croatia and Cyprus 

were not only among those who din not used internal funds but also among those who 

used only external financing during the period analyzed (43% and 41%), similar to the 

situation in Poland and Estonia (41% and 42%). 

The companies in Bulgaria, Latvia and Slovenia have used in the lowest 

proportion only the external financing (with a proportion between 9% and 12%). In 

Romania we see that 12% of the companies have used only domestic funds, 35% have 

used both internal funds and external financing, and only 24% have used only external 

financing. 
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Figure no. 1 The financial structure of enterprises in the European Union, Croatia, 

Iceland and Norway (using internal and external funding - in%)
1
 

 

Almost half (47%) of managers in the EU have said that they have used internal 

funds in the period under review, to finance their operations (as seen from above - some 

have used only internal funds, while others have used these funds in combination with 

external financing). 

In addition to internal funds the companies have also used external sources for 

financing their operations, totally 58% of companies have used at least one external 

source of debt financing in the last six months. The most popular source of financing 

was the bank loans: 30% of the enterprises used bank overdraft facility or line of credit 

and 26% had received a bank loan. 

Business debts may also be covered from public resources or resources from a 

friend or family member: 10% of respondents mentioned that they applied to grants or 

subsidized bank loans and 7% mentioned "other sources ". A small number of managers 

(approximately 1%) said they had used a subordinated loan, a participatory loan or 

similar financing structures. 

Approximately one quarter (23%) of respondents said that leasing, factoring, hire 

purchase were one of the source of financing used and 16% said they had used trade 

credit as a source of short term financing. Very few enterprises (1%) have issued debt 

securities during the period under review, but 11% of managers have found this type of 

financing as irrelevant to them. 

The issuance of securities or foreign investment capital was mentioned by 2% of 

managers as one of the sources of external financing that was used during the research 

period. More than one-tenth (13%) of managers have found this type of financing 

relevant when they were asked to explain the financial structure of their business. 

The types of financing sources used by enterprises in the period under review are 

presented in detail in the figure no 2 observed below: 

                                                 
1
 Processing after data from Flash EuroBarometer, No 271, September 2009, Access to finance: 

Analytical report, 
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Figure no. 2 Using internal and external sources of funding by European Union 

companies in the analyzed period
2
  

 

Small businesses (with less than 10 employees) were those who used only their 

own funds in the analyzed period or have not used any source of financing in that 

period. It was found that the more a company has more employees the more it appeals 

to a combination of internal funds and external resources used to finance their 

operations, investments, etc.: while 48% of large companies (with at least 250 

employees) had a financing structure based on internal funds and external financing 

resources, this percentage dropped to 30% for small enterprises. The proportion of firms 

that used only external financing in the period under review did not seem to depend on 

company size. 

If we analyze the situation in terms of turnover to state that four of the ten 

companies with an annual turnover of more than 50 million euro have used both internal 

funds and external financing resources, in the period under review, while 15% of these 

companies have used only external financing. If we talk about a smaller turnover the 

proportion of enterprises that have used internal funds and external financing was only 

slightly higher than the proportion of enterprises that have used only external financing 

resources (for example, 35% to 34% for companies with an annual turnover between 10 

million euro and 50 million euro). 

A similar observation could be made when we analyze different sectors of 

activity: industrial enterprises have used in a higher proportion the internal funds and 

external financing resources than the proportion in which they appealed only to external 

financing (35% vs. 24 %), while in the case of construction the difference was smaller: 

32% to 31%. 

Newly established businesses (active on the market for more than two years) have 

appealed in a higher proportion to internal funds to finance their operations (22% 

compared with 14% -17% in the case of older firms) and in a smaller proportion to 

external financing (24% vs. 27% -29% in the case of older firms on the market). 

Unsurprisingly, the companies that have reported a steady turnover in the last 

three years have been those who have not used any source of financing in the period 

under review (27% vs. 16% -21% for other businesses). A similar picture was observed 

when we examined the financial structure of firms based on changes in their financial 

situation during the analyzed period. 

                                                 
2
 Processing after data from Flash EuroBarometer, No 271, September 2009, Access to finance: 

Analytical report 
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When we analyzed data obtained in this study, we considered that the situation 

presented was recorded during January to July 2009, a time when the current financial 

crisis has manifested all over the world. So, the way of financing of the enterprises in 

the European Union in the six months analyzed are actually the financing sources that 

they preferred in the context of the financial crisis. 

In addition to all other constraints that the enterprises face to finance their 

activities, the current financial crisis has brought new problems. Financial markets are 

dominated by uncertainty and firms access to finance is more difficult, primarily due the 

cutdown of lending from the banks. 

 

3. Conclusions 

 

The financing decision at microeconomic level is significantly influenced by 

how the economic mechanisms at regional, national and even global level work. The 

enterprises now are operating in a complex environment. Taking into account the 

particularities of the economic and financial environment in the context of analyzing the 

influence of these sides over the financing decisions at the microeconomic level can not 

ignore factors such as inflation, exchange rate movements, and changes in interest rates 

in the economy, the current financial crisis and many other factors. 

The size of capital need of the firm varies from company to company and within 

the same company it depends on the moment or on the situation of the firm. If, for 

example, the company is in a period of growth, the capital needs will be greater than in 

a normal period due to the need for additional funds to support sales. 

 From that presented above we see that the financing of the firms in the European 

Union depends on the country in which the firms activate and especially on some other 

factors as: firm size (depending on number of employees), the turnover, the sector of 

activity of the company. 

Whatever these elements are, we have seen, however, that of all the considered 

firms the most have used, in the six months analyzed, in a higher proportion the 

financing from domestic funds but also have used the financing from banks. The choice 

in a higher proportion of the own resources can be justified in terms of the global 

economic downturn, that is a cause of the current financial crisis. In the context of the 

market uncertainty the firms turn to the safest sources of funding and that is the internal 

funds. 

Instead, the resources from banks play an important role in financing of the firms 

because many of them does not have sufficient internal funds to finance their work, thus 

they resort to external resources. From the external resources are preferred those that 

come from the banks because the European Bank for Reconstruction and Development 

provides funds to banks from the European Union countries to support development of 

Small and Medium sized Enterprises as well as those start-ups. 

We observe that the financing of a company is a matter of choice. To choose, in 

terms of funding, means to choose between several forms of financing the one that is 

most suitable to the firm. The binomial own funds - borrowed funds is the traditional 

form of choice in financing the enterprise. 
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