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Abstract
The aim of this study is to investigate the impact of owner`s characteristics (strong social ties, weak social ties, and
entrepreneurial self-efficacy) and firm’s characteristics (legal status, firm age, and tangibility of assets) on small firm
financing in terms of bank loans and trade credits. Based on a sample of 497 respondents and using structural equation
modeling, research results show that weak social ties, legal status, and tangibility of assets are significantly related
to small firm bank financing, whereas strong and weak social ties, entrepreneurial self-efficacy, and legal status are
significantly related to trade credit use. Results also show that bank financing and trade credits are significantly related
to firm growth. The paper contributes to a better understanding of determinants that are important when en-
trepreneurs apply for external financial resources.
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1. INTRODuCTION

Small and medium-sized enterprises (SMEs) are
the engine of growth (Beck & Demirguc-Kunt, 2006)
and their ability to develop and invest is crucial for
any economy that wishes to prosper (Torre, Mar-
tinez Peria, & Schmukler, 2008). SMEs growth is crit-
ically related to the availability of external financial
sources as new investments require substantial
funds (Berger & Udell, 1998; Moretti, 2012; Qorraj,
2017). But small firms suffer from “resource
poverty” (Welsh & White, 1981; Woschke, Haase, &
Kratzer, 2017) and do not possess as many resources
as larger firms do. Moreover, small firms suffer from
constrained access to external funds which hinder
their investing ability and subsequent growth
(Berger & Udell, 2006; Hessels & Parker, 2013).

The awareness of economists, politicians and
scholars about the importance of SMEs on national
levels has led to detailed analysis about SMEs char-
acteristics, their contribution to the economy in
terms of employment and gross domestic product
growth and to the awareness of financial problems
that SMEs face (Berger & Udell, 2006; Winborg &

Landstrom, 2001). Scholars mostly agree that small
firm owners are inseparably linked to small firms’
performance (Hmieleski & Corbett, 2008) and that
investigating which owners and firms characteristics
influence small firm financing is an important re-
search topic. However, relations between some
owner’s characteristics and small firm financing re-
main understudied. For example, little is known
about the relationship between strong and weak so-
cial ties or entrepreneurial self-efficacy and small
firm financing in terms of bank loans and trade cred-
its. There is also a lack of studies investigating the in-
fluence of some firm`s characteristics on bank loans
and trade credits simultaneously. Motivated by
these gaps in the literature the aim of this research
is to contribute to the field by proposing a model of
small firm financing through bank loans and trade
credits and perform its empirical test using structural
equation modeling on a robust dataset.

The paper is structured as follows. First, based
on in-depth literature review I develop a conceptual
model of small firm financing through bank loans
and trade credits and propose research hypotheses.
I continue with the explanation of the research set-
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ting and methods as well as the results of hypothe-
ses testing. Lastly, I discuss research findings, which
have implications for governmental policies and for
entrepreneurs themselves. 

2. LITERATuRE REVIEW

SMEs are special entities with unique character-
istics; however their uniqueness often times acts as
a constraint when faced with the need to gain exter-
nal funds (Coleman & Cohn, 2000; Woschke et al.,
2017), leading to a limited access to capital and
money markets (Chaganti, Decarolis, & Deeds, 1995;
Rraci, 2010). The informational opacity of small firms
is undoubtedly a key factor that defines their funding
(e.g. Berger & Udell, 1998; Fungáčová, Godlewski, &
Weill, 2011; Hyytinen & Vaananen, 2006; Torre et al.,
2008) and is also linked to informational asymmetry
between owners and lenders when owners have
more information than lenders about the firm, its fu-
ture plans and potential (Arad, Hanson, & Schneider,
1997; Jagric & Jagric, 2011). The informational asym-
metry problem arises also from the lack of publicly
released information (Carpenter & Petersen, 2002)
for which small firms in several countries are not
obliged to and from the nonobligatory and costly re-
vision of their financial statements that usually is not
undertaken (Berger & Udell, 1998). All these pecu-
liarities face lenders with difficulties when searching
for necessary information about firms and with ex-
periencing greater uncertainty when lending to small
firms. Moreover, small firms face difficulties in sig-
naling their creditworthiness (Scholtens, 1999) and
the quality of the firm (Berger & Udell, 1998) to
providers of external funds because small firms are
addressed with liabilities of newness and smallness
which usually imply that small and new firms have
high death rates (Baum, 1996). Finally, small firms
are being attributed with problems of adverse selec-
tion (Bester, 1985) and moral hazard (Berger & Udell,
1998; Drakos, 2012; Hyytinen & Vaananen, 2006).
While adverse selection problems arise when the
agent (the entrepreneur) has more information than
the principal (the lender), moral hazard problems
arise when the action undertaken by the agent is un-
observable and has a differential value to the agent
as compared to the principal (Darrough &
Stoughton, 1986). 

Although these small firms’ characteristics have
been a largely inspected topic and consensus is
shown that they constrain small firm growth also via
limited access to external financial sources, scholars
argue that small firm owners are not less important
for firm growth (Coleman & Cohn, 2000; Wu, Chua,
& Chrisman, 2007). Yet, there is still a lack of re-
search investigating the influence of owner`s char-
acteristics on funding small firms through bank loans
and trade credits. Prior research has predominantly
focused on characteristics, such as owner`s age, gen-
der, educational level, and years of experience
(Storey, 1994; Vos, Yeh, Carter, & Tagg, 2007), how-
ever little attention has been directed to the influ-
ence of owner`s social network (strong and weak
social ties) and entrepreneurial self-efficacy on bank
loans and trade credits. In this research, I differenti-
ate between strong and weak social ties as proposed
by Hoang and Antončič (2003). To the author’s
knowledge the influence of the entrepreneurial self-
efficacy on small firm financing through bank loans
and trade credits has not been studied before. 

Even though the influence of firm`s character-
istics on bank loans and trade credits has been stud-
ied more comprehensively (e.g. Berger & Udell,
1998; Huyghebaert, Van de Gucht, & Van Hulle,
2007), there is also a lack of empirical studies that
investigate the influence of various firm`s character-
istics (firm’s legal status, firm’s age, and the tangi-
bility of assets) on bank loans and trade credits
simultaneously. Simultaneous analysis is important
because of interrelated dependence relationships,
which exist because firms use more trade credit
when credit from financial institutions is unavailable
(Petersen & Rajan, 1997). I also investigate the re-
lationship between small firm financing and their
growth in terms of assets and sales growth, because
financial results are considered as one of the key
measures of firms’ performance (Berginc, 2014).

Building on existing findings on owner’s and
firm’s characteristics and in-depth literature review
on financing, entrepreneurship, psychology of en-
trepreneurs and small business management, Fig-
ure 1 presents the proposed model of small firm
growth and financing through bank loans and trade
credits. In what follows I elaborate the research hy-
potheses that describe specific relationships pro-
posed in the model.
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2.1 Strong social ties and external financing of
small firms

Walker et al. (1977) defined a social network as
the set of personal contacts through which an indi-
vidual maintains his social identity and receives
emotional supports, material aid, services, informa-
tion and new social contacts. Granovetter (1973) de-
fined the strength of a tie as a combination of the
amount of time, the emotional intensity, the inti-
macy (mutual confiding), and the reciprocal services
which characterize the tie. Strong ties are estab-
lished between individuals that see each other fre-
quently, have an emotional and intimate
relationship and trust each other. Family members,
relatives, and close friends are representatives of an
owner’s strong ties network (Gimeno, Folta, Cooper,
& Woo, 1997). Strong ties provide more personal in-
formation which can be trusted and at the same
time reduce the need to do follow up research
(Singh, 1998). Because the entrepreneur can trust
the other party, it is easier to predict their behavior,
avoid problems in the relationship, and better deal
with them when they occur (Aldrich, 1999). 

Strong social ties have been investigated from
different points of view, but there is still a lack of re-
search on the relationship between owner’s strong
social ties and bank loans or trade credits. Based on

the literature review regarding the influence of
strong social ties on financing in general, this section
extends previous findings by developing the corre-
sponding hypotheses about the influence of strong
social ties on bank loans and trade credit use. Unlike
large firms, small firms typically have a substantial
amount of their funding provided by insiders – the
entrepreneur, other members of the start-up team,
family, and friends (Berger & Udell, 1998). Family and
friends are crucial for funds rising, especially it is so
at the start-up stage (Hutchinson, 1995; Johannisson,
2000). In this role, strong ties are seen as substitutes
for bank loans and trade credits and based on that a
negative relationship between strong ties on the one
side and bank loans and trade credits on the other
side is hypothesized. Similarly, research has shown
that family firms financing decisions move toward
maintaining control over firms by financing firms
through equity (Wu et al., 2007). Based on this result
I assume that owner`s family will help providing
funds when the owner will need them because of
the fear that for obtaining a bank loan firm`s owner
will have to provide some collateral. Small firms, es-
pecially high-tech firms and firms with the majority
of intangible assets in total assets, usually cannot
provide enough collateral; therefore owner`s or
owner`s family assets will have to be pledged. To pre-
vent losses of family property, owner`s family and

Figure 1: Conceptual model
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friends will help in providing required funds for the
firm. When strong ties provide funds, also the need
to apply for trade credits diminishes. Based on this
discussion, I propose that a larger network of strong
social ties results in less bank loans and trade credits
and propose the following hypotheses:

Hypothesis H1a: There will be a negative relation-
ship between strong social ties and bank loans.

Hypothesis H1b: There will be a negative relation-
ship between strong social ties and trade credits.

2.2 Weak social ties and external financing

Weak social ties refer to acquaintances, busi-
ness partners, former employees, and co-workers
(Bruderl & Preisendorfer, 1998). They see each
other occasionally; their relation is not intimate and
they do not communicate as frequent as members
of strong social ties do. 

Scholars predominantly agree that firms gain dif-
ferent advantages from networks in terms of informa-
tion, knowledge, resources, and contacts, especially
if they are widened in a targeted way with people who
can provide resources that the firm does not possess.
For example, Singh (1998) argues that social networks
can improve the knowledge base of individuals by
providing access to knowledge not contained by the
individual. Granovetter (1973) postulated that weak
ties in an entrepreneur`s social network provide more
unique information. Greve and Salaff (2003) studied
personal networks as the relationship between en-
trepreneurs and others who provide resources that
are important in establishing a business. Individuals
involved in a broader social network frequently access
profitable exchange opportunities because they are
better positioned to discover suitable exchange part-
ners (Rangan Insead, 2000). Social networks provide
entrepreneurs with avenues for negotiation and per-
suasion and enable them to gather a variety of infor-
mation and resources (e.g. market information, ideas,
solutions to problems, labor force and equipment, so-
cial support, and financial resources) held by other ac-
tors (Hoang & Antončič, 2003; Walter, Auer, & Ritter,
2006). Johannisson (2000) goes a step further assert-
ing that personal networks provide entrepreneurs a
“universal resource kit” that provide information

about access to physical and financial resources be-
sides strengthening entrepreneur`s identity and build-
ing general support.

Social relations are crucial for small firms to
broaden the available sources of funds (Petersen &
Rajan, 1994). Belonging to a more or less formalized
network constitutes an advantage for small firms (Ri-
vaud-Danset, Dubocage, & Salais, 1998). Especially
in the start-up stage when the firm is not known and
not well established, weak ties can facilitate the firm
in getting loans and receiving lower interest rates on
loans (Uzzi, 1999) by building their reputation and
credibility also through a system of guarantees
(Dollinger, 2003; Rivaud-Danset et al., 1998). Fur-
thermore, research showed that building close and
long-lasting ties with creditors is beneficial for the
availability of financial resources (Cavalluzzo & Cav-
alluzzo, 1998; Petersen & Rajan, 1994; Severin,
Alphonse, & Ducret, 2004). In doing so, creditors ac-
quire more soft information on firms and owners, di-
minish their opacity, and are more likely to approve
credits (Berger & Udell, 2006; Cole, 2008). The soft
information garnered from past communication with
firm`s owners, suppliers, customers, or neighboring
businesses provide a base for assessing firms’ future
prospects (Berger & Udell, 2006; Petersen & Rajan,
1994). Moreover, Cole (1998) exposed that small
firms are more likely to obtain an extension of credit
in the presence of pre-existing transactions with po-
tential lenders. Entrepreneurs with larger networks
are more likely to apply and eventually obtain bank
loans and trade credits since weak ties can benefit
the entrepreneur by accessing to important informa-
tion and resources that could not otherwise be ac-
quired. Also, weak ties can put in a good word for
the entrepreneur or his firm to enhance the chance
for gaining financial resources. Based on this discus-
sion, the following hypotheses are postulated:

Hypothesis H2a: There will be a positive relationship
between weak social ties and bank loans.

Hypothesis H2b: There will be a positive relationship
between weak social ties and trade credits.
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2.3 Entrepreneurial self-efficacy and external
financing

Self-efficacy refers to people’s beliefs in their ca-
pabilities to mobilize the motivation, cognitive re-
sources, and courses of action needed to exercise
control over events in their lives (Wood & Bandura,
1989) and their capability to perform a given task
(Bandura, 1997). Individuals high in self-efficacy be-
lieve that they can successfully accomplish specific
tasks that they undertake (Bandura, 1997). Similarly,
entrepreneurial self-efficacy refers to the strength of
an individual`s belief that he or she is capable of suc-
cessfully performing roles and tasks of an en-
trepreneur (Boyd & Vozikis, 1994; Chen, Greene, &
Crick, 1998). For these reasons, individuals who con-
sider themselves efficacious in performing en-
trepreneurial roles and tasks are more likely to enter
the entrepreneurial environment than those who do
not (Chen et al., 1998). Highly motivated and self-con-
fident entrepreneurs are linked to higher firm`s per-
formance (Chandler & Jansen, 1992; Khedhaouria,
Gurău, & Torrès, 2015; Miao, Qian, & Ma, 2017).

Although entrepreneurial self-efficacy has been
extensively studied in relation with entrepreneurial
intentions, start-ups, opportunity recognition, per-
formance and entrepreneurship in general, there is
a lack of research regarding the influence of en-
trepreneurial self-efficacy on small firm financing
through bank loans and trade credits. In this section,
I summarize main findings that will facilitate me in
postulating research hypotheses. 

Krueger and colleagues (2000) revealed that
perceived self-efficacy is correlated with perceived
feasibility, which, together with global perceived de-
sirability and propensity to act, significantly predicts
intentions. Similarly, Prodan and Drnovsek (2010)
showed that higher entrepreneurial self-efficacy in-
fluences intentions to establish an academic spin-
off. Ozgen and Baron (2007) evidenced that
self-efficacy is significantly related to opportunity
recognition and that opportunity recognition is re-
lated to firm growth. An entrepreneur that offers in-
ternal rational explanations for his or her plans to
start a business and has high self-efficacy, will be
more likely to establish a business (Gatewood,
Shaver, & Gartner, 1995). Coleman and Kariv (2014)
found that higher levels of entrepreneurial self-effi-

cacy were associated with a greater willingness to
raise capital from external sources. By the same
token, creditors will be more prone to lend to those
entrepreneurs that are convinced of their success.
Baum and Locke (2004) showed that goals, self-effi-
cacy, and communicated vision had direct positive
effects on venture growth and that venture growth
was influenced by entrepreneur’s self-efficacy.
Other studies evidenced that entrepreneurial self-
efficacy predicts new venture performance (Baum,
Locke, & Smith, 2001; Hmieleski & Corbett, 2008). I
propose that firms which have a highly ambitious
owner who believes in his or her capacities and
strives for firm`s growth are more likely to obtain
bank loans and trade credits, since lenders perceive
that self-efficacious entrepreneurs will be able to
repay their liabilities. On the other hand, those en-
trepreneurs who are less self-efficacious will also
apply for bank loans and ask suppliers for trade
credits less frequently, again leading to a positive re-
lation between entrepreneurial self-efficacy and
bank loans or trade credits. On the basis of this dis-
cussion the following hypotheses are postulated:

Hypothesis H3a: There will be a positive relationship
between entrepreneurial self-efficacy and bank
loans.

Hypothesis H3b: There will be a positive relationship
between entrepreneurial self-efficacy and trade
credits.

2.4 Firm legal status and external financing

The prime purpose of introducing the limited li-
ability and corporate status was to reduce the risk
to an individual or group of individuals for being per-
sonally responsible for firm losses in the event of its
failure (Storey, 1994). Freedman (1994) found that
lack of limited liability was the main perceived dis-
advantage of sole proprietors since they are liable
with all their personal assets. On the other hand,
Channon et al. (2001) argue that for many small en-
terprises the limited liability pattern is of little or no
practical value since lenders often insist that direc-
tors give personal guarantees in order to obtain fi-
nancial support. However, Johnson et al. (1999)
showed that personal liability associated with sole
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proprietorships is likely to act as an inhibitor of fund
raising by the owner(s), as well as making busi-
nesses less attractive to institutional investors. Ad-
ditionally, Storey (2004) argues that banks view sole
proprietors as more risky borrowers than other legal
statuses of firms. From the bank`s point of view sole
proprietors do not signalize as much credibility and
creditworthiness as limited companies do. Limited
liability companies will also be more likely to obtain
trade credits from their suppliers. This is consistent
with Petersen’s and Rajan`s (1997) finding of a pos-
itive connection between firms’ legal status and
trade credit supply. Coleman and Cohn (2000) also
found that sole proprietors use lower percentages
of debt than other firms do. On the basis of this dis-
cussion the following hypotheses are postulated:

Hypothesis H4a: There will be a negative relation-
ship between sole proprietor firm`s legal status and
bank loans.

Hypothesis H4b: There will be a negative relation-
ship between sole proprietor firm`s legal status and
trade credits.

2.5 Firm age and external financing

From the lender`s point of view the age of the
firm can act as a proxy for default risk (Leeth &
Scott, 1989), as a proxy of experience (Elliehausen
& Wolken, 1993), as a proxy for the amount of credit
information available (Cavalluzzo & Cavalluzzo,
1998), as a proxy for lender information costs, and
as a signal of firm’s viability (Avery, Bostic, &
Samolyk, 1998). Young firms usually do not have a
reputation yet and are limited in using signaling de-
vices (Scholtens, 1999). Older firms are more likely
to be known and have longer and more established
relationships with lenders, which makes easier for
lenders to evaluate them (Bates, 1991). As a result,
contract terms such as collateral requirements may
be more favorable for older businesses than for
younger firms (Avery et al., 1998). In addition, Beck
et al. (2006) found that older, larger and foreign-
owned firms report lower financing obstacles.
Therefore, due to the lack of financial and business
information and trade records of a newer and
smaller firm, lenders are not willing to finance these

firms since the risk of not being repaid back is
higher. This is why young and small firms finance a
smaller share of their investment and working cap-
ital with formal financial sources than large firms
(Beck & Demirguc-Kunt, 2006). Additionally, Berger
and Udell (1998) showed that smaller, younger, and
more opaque firms borrow less from financial insti-
tutions like banks. This leads me to propose the fol-
lowing two hypotheses:

Hypothesis H5a: Older firms borrow more from
banks than younger ones.

Hypothesis H5b: Older firms borrow more from sup-
pliers than younger ones.

2.6 Tangibility of assets and external financing

Firm assets are an important source for insuring
loan repayments. In the lending process, lenders
evaluate firm`s rating scores also through the value
and structure of assets which can be pledged as col-
lateral. Collateral requirements are common terms
in loan contracts, together with interest rate, matu-
rity, size and possible covenants (Jimenez, Salas, &
Saurina, 2006). Issuing debt secured by tangible as-
sets or inventory with known values decreases in-
formation asymmetry and agency costs, making
more debt available at a lower cost to small firms
(Michaelas, Chittenden, & Poutziouris, 1999). More-
over, debt secured with assets reduces costs of
monitoring which could be more difficult and ex-
pensive for small firms because they may not be re-
quired to disclose much, if any, information
(Michaelas et al., 1999). The requirement for pledg-
ing collateral depends on the industry and on firms’
asset specificity. The younger and smaller a firm, the
less it is able to put up collateral (Scholtens, 1999).
Since most small firms, especially microenterprises,
in the establishment and development stages are
perceived as risky, credit institutions ask for signifi-
cant amounts of collateral for short-term loans and
totally ration long-term loans to small businesses
(Drakos, 2012; Hudges & Storey, 1994). Coleman
and Cohn (2000) argue that lenders try to mitigate
risks of lending to small firms by demanding collat-
eral or personal guarantees. Furthermore, firms
with a higher percentage of real estate, land, en-
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gines and equipment that can be pledged as collat-
eral will more often use bank loans. This is consis-
tent with Michaelas et al.’s (1999) finding that a high
fixed asset component and a high inventory level
are associated with higher short term as well as long
term debt. 

In his study of trade credits as substitutes for
bank credits De Blasio (2005) argues that firms with
high proportions of intangible assets, which include
R&D expenditures, patents, development and ad-
vertising costs, are more subjected to financial con-
straints, since intangible assets are relatively difficult
to evaluate for an outside lender and cannot be
used as collateral. So, to a certain extent tangible as-
sets act as indicators of firms’ creditworthiness.
Asset tangibility has been found as an important de-
terminant of a company`s ability to finance invest-
ments externally (Almeida & Campello, 2007) and
an exogenous variable that determines firms’ debt
capacity (Dietrich, 2007). On the basis of these find-
ings, the following hypotheses are postulated:

Hypothesis H6a: A higher percentage of tangible as-
sets in total assets will be positively related to bank
loans.

Hypothesis H6b: A higher percentage of tangible as-
sets in total assets will be negatively related to trade
credits.

2.7 Debt financing and firm growth

At some point of development and growth
firms typically need to turn to external sources such
as banks, public debt and equity markets (Coleman
& Cohn, 2000) but they are frequently unable to
grow due to informational asymmetry which results
in a finance gap (Vos et al., 2007). Scientific research
and public debate confirms that financial problems
restrain small firms’ development and growth. For
example, research shows that small firms frequently
face difficulties obtaining equity and debt financing
which restricts their development (Moretti, 2012)
whereas availability of external financing enhances
their growth (Beck, Demirguc-Kunt, & Maksimovic,
2005). Storey (1994) found that bank`s decision to
lend or not to lend to new firms depends not only
on the expected value of the return but also on

firm’s growth rate, since faster growing firms are
larger users of bank services than slower growing
firms. Thus, growing firms need resources for fi-
nancing their growth. Internally generated sources
are usually insufficient; therefore, external financing
is needed. Similarly, also suppliers appear to sup-
port growing, cash-constrained firms by granting
them more trade credits (Petersen & Rajan, 1997).
These authors also suggest that suppliers have in-
centives for financing customers because of future
profits that can be attained if these customers grow
and increase their purchases. On the basis of the
above-mentioned findings the last four hypotheses
are postulated:

Hypothesis H7a: Bank loans will be positively related
to small firms` growth in terms of assets` growth.

Hypothesis H7b: Bank loans will be positively re-
lated to small firms` growth in terms of sales`
growth.

Hypothesis H8a: Trade credits will be positively re-
lated to small firms` growth in terms of assets`
growth.

Hypothesis H8b: Trade credits will be positively re-
lated to small firms` growth in terms of sales`
growth.

3. METHODOLOGY

In this section, the methodology is discussed in
terms of sample, data analysis, operationalization
and measure validation.

3.1 Sample and data analysis

Based on the literature review a survey instru-
ment was developed. Dillman and colleagues’
(2009) tailored design method, which is a set of pro-
cedures for conducting successful self-administered
surveys that produce both high-quality information
and high response rates, was followed. The ques-
tionnaire was mailed to a representative random
sample of top executives from 2,200 small Slovenian
manufacturing firms and 497 usable responses were
obtained. For all responses corresponding financial
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data were obtained from firms’ balance sheets and
income statements, which were available through
the GVIN database. The research was performed in
2009. There were 81% of males in the sample. The
average respondent was 47 years old. 54% of re-
spondents had post-secondary education.

The EQS Multivariate Software version 6.1 was
used for structural equation modeling. Since a small
amount of non-normality was present in the data,
the structural relationships in the model of small
firm financing through bank loans and trade credits
were estimated using the ERLS method which min-
imizes the problems deriving from data skeweness
and kurtosis and is otherwise comparable with the
maximum likelihood (ML) method (Shane, 2004).
The fit of the model was assessed with multiple in-
dices: NFI, NNFI, CFI, GFI, SRMR, and RMSEA. Values
of NFI, NNFI, CFI, and GFI greater than 0.90 indicate
a good model fit (Byrne, 2006; Hair, Black, Babin, &
Anderson, 2010). Hu and Bentler (1999) suggest
that values of SRMR less than 0.08 indicate an ac-
ceptable fit. Values of RMSEA less than 0.05 indicate
a good fit, and values as high as 0.08 represent rea-
sonable errors of approximation in the population
(Hair et al., 2010). 

3.2 Operationalization and measure validation 

In this research, the dependent variables bank
loans and trade credits were measured with corre-
sponding items from the firms’ balance sheets.
Growth was measured as the average annual
growth of total assets in the period between 2003
and 2006 and as the average annual growth of the
sales income in the same period (Antončič & Pro-
dan, 2008).

Strong social ties were measured with the num-
ber of family members (partner, parents, brothers,
sisters, children) and friends (people with whom the
entrepreneur spends his free-time – lunches, din-
ners, drinks, visiting each other, sports activities, vis-
iting social happenings) with whom the respondents
talked about important matters in the last three
months. Weak social ties were measured with the
number of co-workers, business partners, and coun-
selors with whom the respondents talked about im-
portant matters in the last three months. Measures

for strong and weak social ties were adapted from
Greve (1995). Entrepreneurial self-efficacy was mea-
sured by asking respondents to assess their per-
ceived abilities on a 5-point Likert scale ranging from
1 (completely unsure) to 5 (completely sure) in the
following entrepreneurial tasks that pertain to the
attainment of important entrepreneurial effective-
ness goals: conduct market analysis, expand busi-
ness, find new markets, make a strategic plan, make
decisions under uncertainty, perform financial anal-
ysis, set and attain profit goals, set and attain sales
goals, take calculated risks, and take responsibility
for new ideas and decisions. These roles/tasks were
adapted from Chen and colleagues’ (1998) study.
Cronbach’s alphas of 0.88 was above the threshold
of 0.70 (Hair et al., 2010), indicating strong internal
consistency of items operationalized to measure the
construct. Exploratory factor analysis in SPSS 16.0
extracted one factor (N = 497; Bartlett’s test of
sphericity: approx. chi-square of 197,345; 45 df; sig.
0.000. Kaiser-Meyer-Olkin measure of sampling ad-
equacy: 0.90. Variance explained: 43.0%). The factor
analysis indicated that all factor loadings were
above 0.5. Entrepreneurial self-efficacy was entered
in the model of small firm financing through bank
loans and trade credits as a latent construct.

Firm’s legal status was measured with a di-
chotomous variable (1-sole proprietor; 0-other legal
statuses, e.g. limited liability company). Firm age
was measured with the number of years from the
firm`s establishment to the year 2007. The tangibil-
ity of assets was measured by the share of tangible
assets in total assets. 

4. RESuLTS 

Results of model test using structural equation
modeling indicated good model fit (goodness-of-fit
indices: chi-square = 388.055, 125 df, probability
0.000; NFI = 0.91; NNFI = 0.91; CFI = 0.93; GFI = 0.90;
SRMR = 0.06; RMSEA = 0.07). EQS reported that pa-
rameter estimates appear in order and that no spe-
cial problems were encountered during the
optimization. Examination of the hypotheses re-
lated to the model of small firm financing through
bank loans and trade credits is presented in the fol-
lowing paragraphs. Structural equations with stan-
dardized coefficients are shown in Table 1.
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Hypothesis H1 proposed that strong social ties
would be negatively related to external financing in
terms of bank loans and trade credits. While the rela-
tionship between strong social ties and bank loans
(H1a) was not found to be significant, the results in-
dicate a significant relationship between strong social
ties and trade credits (H1b; a negative, significant
standardized coefficient of -0.13); therefore, the re-
sults support hypothesis H1b. Hypothesis H2 looked
at the relationships between weak social ties and
bank loans (H2a) and at the relationships between
weak social ties and trade credits (H2b). Empirical re-
sults were found in support of hypothesis H2a (a pos-
itive and significant standardized coefficient of 0.25)
and hypothesis H2b (a positive and significant stan-
dardized coefficient of 0.22). Hypothesis H3 predicted
that higher entrepreneurial self-efficacy would be
positively related to external financing. Whereas the
relationship between entrepreneurial self-efficacy
and bank loans (H3a) was not found to be significant,
the results indicate a significant relationship between
entrepreneurial self-efficacy and trade credits (H3b; a
positive, significant standardized coefficient of 0.15).

Hypothesis H4 proposed that sole proprietor as
firm`s legal status would have negative influence on
bank loans (H4a) and trade credits (H4b). The results
presented in Table 1 indicate that sole proprietor as
firm`s legal status has a significant negative influence

on both bank loans and trade credits (significant neg-
ative path coefficients of -0.18 and -0.11, respec-
tively). Hypothesis H5a proposed that older firms
borrow more from banks than younger ones and hy-
pothesis H5b proposed that older firms borrow more
from suppliers than younger ones. Empirical results
were not found in support of hypotheses H5a and
H5b. Hypothesis H6 examined the impact of higher
percentage of tangible assets in total assets on bank
loans (H6a) and trade credits (H6b). Hypothesis H6a
was supported and results indicate a significant pos-
itive relationship between the percentage of tangible
assets in total assets and bank loans (positive and sig-
nificant standardized coefficients of +0.31). Hypoth-
esis H6b was not supported (close-to-zero and
non-significant standardized coefficient of +0.02).

The last four hypotheses examined the relation-
ship between external financing and firm growth.
As indicated in Table 1 bank loans are strongly, pos-
itively, and significantly related to assets growth
(H7a; standardized coefficient of +0.30) and sales
growth (H7b; standardized coefficient of +0.25).
While the relationship between trade credits and
assets growth (H8a) was not found to be significant,
hypothesis H8b was supported, since the results in-
dicate the significant positive relationship between
trade credits and sales growth (positive and signifi-
cant standardized coefficients of +0.10).

Independent variables
Dependent variables

Bank loans Trade credits Assets growth Sales growth

Strong social ties -0.08 -0.13*

Weak social ties +0.25* +0.22*

Entrepreneurial self-efficacy +0.06 +0.15*

Legal status (sole proprietor) -0.18* -0.11*

Firm age -0.03 -0.02

Tangibility of assets +0.31* +0.02

Bank loans 0.30* 0.25*

Trade credits 0.04 0.10*

Error 0.92 0.96 0.95 0.96

R-squared 0.16 0.08 0.10 0.08

Note: * Sig. < 0.05

Table 1: Structural equations for the model of small firm financing through bank loans and trade credits
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5. DISCuSSION AND CONCLuSION

There are several important observations for
entrepreneurs, policy makers, and scholars that can
be derived from the results of this study. I analyzed
the influence of three owner`s and three firm`s char-
acteristics on small firm debt financing. In this study
I considered bank loans and trade credits as sources
of finance for small firms. I also tested how external
financial sources influence small firms` growth.

The literature review indicates a lack of research
on the influence of weak social ties, strong social
ties, and entrepreneurial self-efficacy on bank loans
and trade credits. In this study, weak social ties were
found to be the most important owner`s determi-
nant of external financing. This is consistent with
findings of those authors that demonstrated the
benefits of building a wider network of acquain-
tances (Greve & Salaff, 2003; Hoang & Antončič,
2003; Ozgen & Baron, 2007) which can help an en-
trepreneur getting more useful information, new
contacts, and eventually new sources of finance or
at least a less constrained access to external sources
for financing the start-up stage of the firm, daily busi-
ness operations and growth intentions. The results
of the study also imply that having a closer relation-
ship with counselors, co-workers, and business part-
ners increases the availability of external financial
sources (bank loans and trade credits). Based on
these research results, I propose to entrepreneurs to
widen their social network through business clubs
(e.g. Lions club, Rotery club), business associations
(e.g. local, regional and national chambers, trades-
men unions), seminars, and important events. By
widening their social network in a targeted way, en-
trepreneurs can benefit from accessing to important
information and resources (including financial re-
sources) that could not otherwise be acquired.

On contrary, the relationship between strong so-
cial ties and bank loans was not found to be significant,
while the results indicate a significant negative rela-
tionship between strong social ties and trade credits. I
hypothesized that members of strong ties of an indi-
vidual`s social network will help in providing financial
sources in the case of entrepreneur`s need. Since the
results did not demonstrate a significant result for the
proposed hypothesis I cannot confirm this assumption.
However, a significant influence of strong ties on trade

credits confirms the assumption of a negative influ-
ence between the two. Family and friends will help the
entrepreneur in financing the business; therefore, less
external sources will be needed.

Probably the most interesting conclusion of this
study arises from the analyzed influence of en-
trepreneurial self-efficacy on bank loans and trade
credits since this independent variable has not been
analyzed before in such contexts. Results revealed
that entrepreneurial self-efficacy has a positive in-
fluence on trade credits but it does not influence
bank loans. These results can be explained with the
fact that when lending, banks observe strict rules,
measures, and procedures so not even an en-
trepreneur with a distinctive self-efficacy can influ-
ence an easier access to loans or on favorable
borrowing terms. Consequently, an entrepreneur
with high entrepreneurial self-efficacy can more ef-
fectively present his or her projects, motivation, and
desire to succeed and develop the firm to suppliers
since suppliers have more flexible directives when
approving delays and extensions of payments. This
results act as an important contribution to the liter-
ature. Entrepreneurs with a higher entrepreneurial
self-efficacy will more frequently make use of trade
credits which indicates that entrepreneurs, whose
firms may have constrained access to credits due to
their disadvantageous characteristics (e.g. newly es-
tablished and young firms or fast-growing firms),
must focus on increasing their entrepreneurial self-
efficacy. Since entrepreneurial self-efficacy can be
improved with appropriate entrepreneurial educa-
tion (Chen et al., 1998; Zhao, Seibert, & Hills, 2005)
I suggest entrepreneurs to participate in en-
trepreneurial educational programs. For the same
reason, I suggest policy makers to introduce some
entrepreneurial education programs in all high
schools and technical faculties. Additionally, it is es-
sential to develop appropriate entrepreneurial ed-
ucation programs for unemployed people.

The most important firm`s determinant and the
determinant with the highest regression coefficient
in the model was the asset tangibility, however this
determinant was found to be significant only for bank
loans. The result was not surprising since firms with
more tangible assets (e.g. real estate, land, engines
and equipment) which can be pledged as collateral
will demand for bank loans more often. This result is
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consistent with findings of different authors that also
confirmed a positive influence of tangible assets on
bank loans (e.g. Almeida & Campello, 2007; Berger &
Udell, 2006). On the other hand, banks would rather
finance those firms with more tangible assets since
the risk of not being repaid back is replaced with the
right of possession of pledged assets (Jimenez et al.,
2006). Financing firms with more tangible assets is
therefore less risky (Coleman & Cohn, 2000). Con-
trary, the results show a non-significant relationship
between suppliers’ trade credits and tangible assets. 

This study also supports findings of other schol-
ars that have focused their attention to the influence
of firm`s legal status on small firm external financing
(e.g. Coleman & Cohn, 2000; Petersen & Rajan,
1997; Storey, 2004). Results show that sole propri-
etors borrow less from banks and suppliers. The
main constrain that sole proprietor face is the lack
of creditworthiness as they do not signalize as much
credibility as limited companies do. This leads me to
suggest entrepreneurs to transform firm’s legal sta-
tus from sole proprietor to a limited liability com-
pany in order to facilitate the access to bank loans
and trade credits. I found no statistically significant
influence of firm`s age on small firm financing
through bank loans and trade credits even though
some scholars reported that this relationship exists
(Coleman & Cohn, 2000; Severin et al., 2004). 

This study also reveals that external financing
is an important determinant for small firm growth.

Bank loans permit larger investments and the posi-
tive relationship between bank loans and assets`
growth is reasonable. Moreover, both bank loans
and trade credits positively influence sales` growth
and assets` growth. 

However, future research should dig more into
these relationships and investigate which other
owner’s and firm’s determinants interplay with ex-
ternal firm financing and growth. For example, it
would be interesting to see how owner’s coping
strategies impact decisions to get external financing
and how on the other hand such strategies impact
firm growth (Drnovšek, Örtqvist, & Wincent, 2010).
Motivation plays a considerable role in firm perfor-
mance and investigating how motivational factors
such as greater business achievement, indepen-
dence, intrinsic factor and job security (Stefanovic,
Prokic, & Rankovic, 2010) impact firm financing and
growth. Another avenue for future research would
be exploring how business excellence, a motive
power that drives people to achieve top results
(Meško Štok, Markič, Bertoncelj, & Meško, 2010),
impacts availability of bank loans and trade credits. 

Despite certain limitations of this study (single-
item measures for some of the variables, the cross-
sectional nature of this study, and single country
sample) the research results show that greater em-
phasis should be put on the topic of the firm’s and
owner’s characteristics as determinants of small
firm financing.

EXTENDED SuMMARY / IZVLEČEK
Namen študije je raziskati vpliv podjetnikovih lastnosti (močne socialne vezi, šibke socialne vezi

in podjetniška samoučinkovitost) ter značilnosti podjetja (pravni status – samostojni podjetnik ali
pravna oseba, starost podjetja in opredmetenost osnovnih sredstev) na financiranje majhnih podjetij
preko bančnih posojil in dobaviteljevih odlogov plačil. Na podlagi vzorca 497 anketiranih podjetnikov
in z uporabo strukturnega modeliranja enačb rezultati raziskave prikazujejo, da so šibke socialne vezi,
pravni status in opredmetenost osnovnih sredstev pomembno povezana z višino bančnih posojil, ki
jih majhna podjetja izkazujejo v svojih bilancah stanja. Rezultati študije tudi kažejo, da so močne in
šibke socialne vezi, podjetniška samoučinkovitost ter pravni status podjetja  statistično značilno
povezani z večjo uporabo dobaviteljskih odlogov plačil za blago. Nenazadnje pa študija osvetli tudi
pomen zunanjega financiranja za rast majhnih podjetij, saj se je izkazalo, da tako bančni kot
dobaviteljski krediti pozitivno vplivajo na rast majhnih podjetij. Študija tako prispeva k boljšemu
razumevanju dejavnikov, ki so pomembni, ko podjetniki zaprosijo za zunanje finančne vire in poso-
jilodajalcem sporoča njihova pomembno vlogo pri rasti majhnih podjetij. 
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