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Abstract: This paper aims to identify the types of financing structures of the
economy that exist in European Union countries highlighting the features of each
structure. For each type of financing system of the economy identified we observe
the financial resources available to companies. Depending on these we identify how
there are financed the companies in each market, more exactly what capital structure
do they have, and moreover what is the optimal capital structure in each case. So,
by this analysis, we want to see if the financing system of an economy influences 
the optimal structure of the companies operating in the capital market from that
country. In various stages of development of the financial system, the company 
financing depends on the general characteristics of the environment in which the
enterprise operates. The financing system existing in a country plays an important
role on the capital structure of an enterprise from that country because, according to
the specific of each country, the enterprises have access to more or fewer financial
resources. We also analyze the supply of financial resources within each system,
exactly the actual money that businesses can have on those markets and key
management decisions on enterprises financing. In this paper we combine the
theoretical analysis with the empirical results obtained by the studies realized by
European Commission. It is important to keep in mind that the results obtained by 
the analysis realized in the last years may be influenced by the manifestation of the
global financial crisis. An important result of this analyze is that the external
environment and the disturbances in the external environment have a significant
influence on the financing of businesses operating in a country. This was proved
again by the impact of the current financial crisis on the activities of the enterprises 
on each financial market from European Union.
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1. Introduction
The financing system of an economy represents all economic relations,
mechanisms, institutions and instruments by which the necessary financial
resources in the national economy are mobilized from the agents that have available
capital funds (Boariu, 2003). The financing system existing in a country plays an
important role on the capital structure of an enterprise because according to the 
specific of each country the enterprises have access to more or fewer financial
resources.
Listen
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Read phonetically
It has been proved countless times that the operation of an enterprise without
adequate capital is one of the most common causes of business failure. Besides a
sufficient capital, a company must have an adequate capital structure, i.e. an optimal
combination of equity and loans. A certain capital structure determines for a
particular company an average cost that may decrease or increase depending on
the capital structure. Therefore, choosing and obtaining an optimal capital structure
is an important issue of enterprise financing.
To choose the optimal capital structure of a company there are analyzed a number 
of factors which decide on a certain proportion of borrowed capital and equity, and
each financing decision will be made in accordance with the capital structure.
In various stages of development of the financial system, the company financing
depends on the general characteristics of the environment in which the enterprise
operates. Rousseau and Sylla (2003), show that countries with more sophisticated
financial systems have more capital available for the enterprises and also have new
ways of financing. So, through this paper we want to identify if there are significant
differences between the financial structures of the firms in countries that have
different financing systems.

2. Material and Method
To conduct the research we will analyze on the one hand the literature in this field,
initially highlighting some characteristics of how to determine a company's capital
structure, and then we will expand the analysis at macroeconomic level identifying
the types of existing financing schemes of the national economies. In addition to the
specific literature in the field we will also analyze the study conducted by Flash
Eurobarometer no. 271 regarding the firm’s access to finance, where we will identify 
the financial structures of firms in different countries of the European Union based
on the existing financing system in these countries. The study was conducted in the
period between June and July 2009. This study considered 9.063 firms from the
European Union, Croatia, Iceland and Norway.
The sample chosen for the study includes 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 250 employees and more).
The survey 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
that was applied to the companies that were part of the representative sample in the
mentioned period.

3. Results and Discussions
In each moment, the company managers are considering a particular capital
structure, considered appropriate at that moment, but over time this structure
changes as a result of the following factors:
The degree of business risk: The risk is inherent in a business especially if the
company uses debt. The acceptance of a certain risk degree for a business implies
operation with a high level of indebtedness in that company. In the business risk,
uncertainty of the operating revenues has an important place. The enterprises that
have an uncertain operating income are likely to face a default, even without having
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resorted to debt financing. Thus these firms must finance their activity especially with
their own capital.
The influence of taxes on borrowed capital: Companies resort to borrowed capital
because the interest paid is a deductible expense and the result is the reduction of
the payable tax, which lowers the effective cost of debt financing. If the firm has 
taxable income, the financing through bond loans will reduce the tax paid by the
bondholders. The borrowed capital is not attractive if the firm does not apply the
interest deductibility.
The company's ability to obtain capital on reasonable terms, and because of the
business flexibility: Obtaining capital on reasonable terms is extremely important,
especially when the economic environment is adverse, when economic monetary 
policy in the economy is restrictive. So, the financial flexibility is the ability to raise
capital on reasonable terms if unfavourable circumstances. The treasurer of the firm 
must be aware that to ensure the stability of the firm’s activity it is necessary a
constant supply of capital.
When the money supply in the economy is limited, or when firms face difficulties in
operating activities, capital providers prefer to lend firms with a stable financial
position, strong companies; the firms that do not fall into this category are having 
important problems in raising the necessary capital to achieve the expected capital
structure. So, the future potential availability of funds and the consequences of
insufficient funds have a major influence on the optimal capital structure of the firms 
(Bistriceanu, et. al., 2001).
Another factor exercising influence on the capital structure is the type of assets held
by the firm. In the case of a state of insolvency, the cost of this state depends on the
types of assets that the company has. If the share of investment in less liquid assets 
(tangible assets, research and development assets) is higher, the costs of the state
of insolvency are higher.
In analyzing the problem of the optimal financial structure there were formulated
some theories, such as the classical theory of the capital structure, Modigliani and
Miller's theory and the modern theory. All these theories are analyzing the optimal
financial structure in relation to the cost of the capital.
Going forward, at the macroeconomic level, we conclude that the main role of the
financing system of an economy is insuring the movement of capital to meet the
financing requirements of the national economy in terms of enhancer their
performance (Emery, 2007).
The financing schemes of the developed countries have registered since the 1980s,
important changes as a result of the reforms that have taken place in most countries.
Thus, before the 70s the firms in most countries (except U.S. and U.K.) were
financing through loans from banks and other specialized financial institutions. About
80% of all firms on the market appealed to financing through bank loans. The
financial environment was based on a set of regulations aimed at: the control of the
interest rates, quantitative restrictions on the investments of the financial institutions,
financial segmentation of the activities and the specialization of financial
intermediates, exchange rates and capital movement’s control.
Since the 1980s there have been undertaken important reforms, following these
reforms has been registered the explosive growth of capital markets, the increased
competition and the increased role of financial markets in financing the national
economy. In this context, there have occurred changes also in the behaviour of the
enterprises regarding the investing and financing activities.
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The financial innovations have led to the creation of new financial products that have
allowed the diversification of investments and financing arrangements. During the
90s the main source of external financing of the enterprises has been the financial
market by issuing shares, bonds and titles of the open market. On the other hand,
bank loans, which previously had the highest share in the financing of the enterprises 
decreased significantly.
The evolution of the financing system of the economy is reflected in a diversification
of the financial instruments or assets. This diversification is possible thanks to the
specialized operators that ensure the creation, the storage, and the release of these
assets and which most often play a key role in carrying out financial transactions,
especially the transactions which give birth to these instruments (Brokman, 2007).
The analysis of the evolving process of the financial systems requires both a
historical and a comparative approach. From a historical perspective we want to
highlight the effective changes that have affected the financial system of each
country, as outlined above. While, from the comparative perspective we are
interested in the current state of the financial systems in order to highlight their 
common and specific characteristics.
The firms in countries with market economies can acquire their financing resources 
by internal financing (self-financing), through which there are provided the necessary
resources for the development of the companies from their own results; and by
external financing that involves the procurement of the financial resources from the
exterior of the firms (loans from banks, leasing, issuance and sale of securities, etc.).
An economic agent that could not cover their full costs on their own resources, by 
internal financing or self-financing is forced to resort to external financing.
The analysis conducted by the U.S. economists John Gurley and Edward Shaw,
developed in 1960 in their paper “Money in the Theory of Finance” had as a result
two ways of external financing of the economic agents. Direct financing which is 
characterized by the fact that the economic agents that have available cash are
financing directly the economic agents that need financial resources, by buying the
securities issued by those on the financial market. This type of financing is done
through the capital markets and the open markets. And, indirect financing or 
"mediated" which is distinguished by the fact that a financial intermediary is 
interposed between the economic agents that need capital and the economic agents 
that want to place their surplus cash capital. Intermediaries through which is 
developed the indirect financing are represented by banks and other licensed
financial entities (savings banks, insurance companies, mutual funds, investment,
etc.).
Depending on the importance of the degree of intermediation in financing, we can
distinguish two types of external financing schemes (Vasile, 2004): financing
systems of debt economies, in which the external financing of enterprises is done
mainly through loans from banking and non-banking institutions. This financing
system highlights a low level of self-financing and weak development of the domestic
financial market. And, the second type represented by financing system of market
economies, where enterprises’ financing is conducted primarily by issuing securities 
underwritten directly by the owners of capital and through banks.
From the comparative analysis of the financing systems of the enterprises activity in
various countries we can say that there are:

 Economies of countries where the financial resources needed to
business development are ensured through self-financing, due to the
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reduced capacity of financial markets to mobilize financial resources. These
are particularly the areas where the financial activity is still heavily dominated
by the monetary operations and by the interference of central or commercial
banks. Most countries in Africa and some Latin American countries have
financial characteristics that enable them to assimilate to this type of
financial structure;
 Economies of countries that rely on indebtedness, respective on the
monetary resources purchased with loan title from credit organizations.
These may be called economies of financial intermediation. They are
characterized by a certain diversity of the financial assets. Besides the
existence of money there are observed the appearance of various saving 
and credit instruments. But creating and managing these tools are mainly
based on the intervention of financial intermediaries, more or less 
specialized;
 Economies of the countries where prevail obtaining of monetary
resources through capital markets. This economies use a wide range of
financial assets that are not only an institutional offer received from financial
intermediaries, but also an offer of primary securities issued by non-financial
companies and other entities. These characteristic features can be seen in
North America, Western Europe, Japan and several countries on the Pacific 
Coast.

Analyzing these major types of financial structures we can draw the implications that
the financial environment characteristics have on the financial management of the
company. This analysis shows that each type of financial environment is delimiting
the area of financial management of the enterprise, determining the objectives, its
means of action and even its problems.
In an incipient financial system, the financial management, for most businesses has 
concerns about the knowledge of monetary regulations, and also forming and using
of a self-financing as high as possible. The external financing proposed by less 
differentiated intermediaries it is mainly used to cover current activity needs.
In an economy of financial intermediation, the financial management is dominated
by the pursuit of the relationships established between enterprises on the one hand,
and banks and other credit institutions, on the other side. These reports aimed
primarily settlement operations, short and medium term financing and investment
operations (Neave, 2009).
In a financial market economy, the financial management is oriented towards the
general knowledge of tools and capital market constraints. Even if the company does 
not have direct access to these markets and depends on the services offered by
banks and other credit institutions, it is profoundly influenced by the continuous 
changing financial instruments and the variables that appear (interest rate, exchange
rate) (Dragotă, et. al., 2003).
From those presented above we observe the major role played by the existing
financial system in an economy in the way the businesses are financed. Also
depending on the existing financial system in an economy we can talk about an
increasingly wide range of financial instruments, which among others (support of
settlement, placement and risk coverage operations) offers new ways of financing
the business activity.
For example, in the economies with an incipient financial system there is a limited
range of financial instruments issued by resident enterprises and other units. This



1039

range includes generally the currency and other liquid savings instruments (savings 
accounts, term deposits). The financial assets in the form of shares, bonds, are
poorly diversified, and when they exist on the market they have a limited distribution.
Possession of money in the form of bank notes or current account is the dominant
financial asset storage.
In the economies of financial intermediation there is enriched the range of savings 
and placement instruments. However, in the absence of active capital markets,
financial products offered to savers and investors allow only a limited diversification.
Traditional forms of fundraising promoted by credit institutions are term deposits and
the lending offers are the traditional forms of short-term financing. There are credit
institutions that are engaged in investment financing but they are usually specialized
bodies in providing loans for the purchase of equipment in leasing. There may be
universal banks that aim offering short-term loans, together with medium and long
term loans.
In the market economies the financial instruments are very diverse. The applicants 
for capital or the operators involved on the market are engaged in a battle of strong
competition to attract those who save or invest. In such a context, financial managers 
have ample opportunities of choice and initiative for their company. At the same time
they are determined to make a more complex selection between the financial
products offered, taking into account issues related to cost, efficiency, the duration
and risk (Vasile, 2004).
In various stages of development of the financial system the financing of the
company depends on the general characteristics of the enterprise operating
environment. Thus, in an incipient financial system there are distinguished weak
opportunities of external financing. The funds available on the market are reduced
and the public administrations and entities require certain restrictions, to partial avoid
the private entrepreneurs borrow. The companies must focus on forming and
allocation of the self-financing resource which represents the only source of regular 
funds for most units. Yet the access of the companies to external financing provided
by banks or other credit institutions, is a major concern because these resources 
would provide opportunities for expanding the business.
In an economy of financial intermediation the businesses financing concerns, mainly,
their relations with banks and other credit institutions. The financial managers 
address their major financing requests to credit institutions. These are the main
source of external finance, and most often the exclusive source. The financial
intermediaries are primarily oriented towards short-term funding requests. But
gradually they expand their scope of action to integrate also the long-term credit,
especially targeted on investments. However this extension leads to crises in most
countries due to a poor assessment of risks related to these term commitments 
(Neave, 2009). For the financial managers of companies, this development causes 
a net change of their funding solutions. First, they addressed to banks to finance
short term operations, but they must cover their needs for equipment purchase or 
cash flow from their own resources. In a second step, the diversification of credit
offers from the financial intermediaries allows to the firms to negotiate with them the
short-term loans, but also the medium and long term ones.
Capital market in these economies plays a secondary role in the mobilization and
allocation of necessary funds. Only the most important firms may eventually resort
to issue of shares, bonds or short term titles.
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Financial market economies allow business managers to seek funding , placement
or hedging solutions which ensures an appropriate response to business needs at
the best cost (for financial instruments and hedging), or at the best yield (for the
investment instruments). This expansion of choice is due to market development and
financial institutions but also to the multiplication of the financial instruments
addressing different needs. However, the financial market economies expose the
managers of the firms to new financial difficulties. On the one hand, the financial
markets suffer from instability phenomena affecting the interest rates, the exchange
rates and the financial asset values. The instability of these variables can lead to
severe losses and serious disruptions to the financial management of enterprises,
being the cause of a worsening of the financial risk. On the other hand, these
economies are exercising more severe financial constraint for the enterprises. With
wider access to the financing opportunities in capital markets, they are the subject
to continual pressure from the purchasers of securities (shares, bonds), which are
bringing their contribution to the enterprise resources and because of that are
monitoring the progress of the enterprises performance and risk.
After we have analyzed the main types of existing financial systems and business 
financing arrangements as part of each system, we will highlight below some empiric 
results obtained by the Flash Eurobarometer to reinforce the results previously
obtained by theoretical analysis. More precisely through these empirical analysis we
want to identify the financial structure considered optimal by the firms in the member
countries of the European Union and see if there are significant differences from one
country to another. Especially, given that in the Western countries dominate the
financial market economies with developed capital markets, but there are also
countries, such as Romania, which have an economy of financial intermediation. So,
from the study we observe that a percent of 31 companies which exist on the markets
from the European Union countries have used a combination of own funds and
external funds to finance their activity. 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. Also 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 and on the expected return and
the risk level that the company agrees to assume.
Figure 1 presented below shows that the companies in Croatia have used a
combination of internal funds and external sources of funding in the lowest proportion
in the analyzed period (5%). 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%
(in Croatia) to 4% (in Cyprus) to 47% in Latvia. In Finland, Bulgaria, Luxembourg
and Slovenia, almost one third (32% -34%) of the analyzed 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 analyzed period (43% and 41%), similar to the situation in
Poland and Estonia (41% and 42%).
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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 their own funds, 35% have used both
internal funds and external financing, and only 24% have used only external
financing.

Figure 1 The financial structure of the enterprises in the European Union,
Croatia, Iceland and Norway (using internal and external financing - in%)

Source: Flash EuroBarometer, 2009, p. 29

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. This can by explained by the fact that in the most analyzed countries we have
an economy of financial intermediation, were the banks are the main financial
intermediaries.
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 ".
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
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(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 2 observed below:

Figure 2 Using internal and external sources of funding by European Union
companies in the analyzed period

Source: Flash EuroBarometer, 2009, p. 30

When we interpret these results we have to be aware by the fact that the study was 
realized i n a period when the current financial crisis is manifested al over the world.
So, these sources of financing preferred by the firms may not be the same in a
normal period when uncertainty and risk are lower on the markets.

3. Conclusions
The financing decision of an economic agent involves choosing the most effective
combination of financing sources for the businesses from all existing financing
sources. As an Irish proverb says "It is a fool the one who does not take the money 
that is offered to him." The financing decision of an enterprise implies the most
efficient use by the company of the money which is provided, of the funds offered by
various financial or non-financial institutions.
Through this study we have presented the existing types of financing of the economy 
schemes, but also how the companies operate in these systems. We have analyzed
the supply of financial resources within each system, exactly the actual money that
businesses can have on those markets and key management decisions on
enterprises financing.
Analyzing the data obtained by survey conducted by Flash Eurobarometer we have
noticed that most businesses prefer financial resources that came from the banks.
Banking institutions are considered the main intermediaries in both debt economies
and in the capital market-based economies. In the European Union countries we can
not speak of the third type of economy, incipient financial economy, because even
the developing countries have already implemented an economic system based on
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debt financing. Also, note that even in the most developed economies, where the
capital markets play an important role and we can talk about a variety of financial
instruments, the companies still use the resource provided by banks, because only
a small part of the enterprises have access to capital markets and innovative
financial instruments.
The most important conclusion that emerges from this paper relates to that: the
financing system of the national economy plays an important role on determining the
optimal capital structure of the firms. This is evidenced by the fact that the external
environment and the disturbances in the external environment have a significant
influence on the financing of businesses. This was proved again by the current
financial crisis impact on the activities of the enterprises on the market.
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