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Sources of Capital for Small and Medium-sized Enterprises (SMEs)  
  

  
The Canadian Government views SMEs as a key contributor to job creation.  
Consequently, SME financing will continue to be a policy issue for parliament, other 
policy makers and private-sector institutions.   As a result of data collection initiatives 
launched since the 1990s by the federal government and other organisations, a growing 
database on SME financing needs and financing realities has prompted policy and 
research papers.   These papers have aimed to identify the regulatory and financial 
constraints that impede the growth of SMEs.   The value-added of our presentation is in 
filling in important information gaps that currently limit the ability of researchers to 
interpret existing databases.   Specifically, the presentation will:  
  

1)      Inform policymakers on the fixed costs that enterprises face in accessing 
different sources of financing.  In money and financial markets there is a 
“hierarchy of finance”, each with a separate set of advantages and costs.   So, 
what monetary/time costs are involved in applying for different sources of 
capital (e.g., short-term bank loans, venture capital, long-term bank loans, letters 
of credit)?   What are the regulatory and other institutional requirements for a 
stock market listing, public bond issuance, and commercial paper?  

2)      Finance theory states that long-term assets should be matched with long-term 
financing and short-term obligations with short-term financing   (e.g., financing a 
new building with long-term debt or equity, but inventory with short-term bank 
credit or accounts receivable).   Our study will examine in-depth the term 
structure of assets and liabilities of SME balance sheets by industry and 
employment size groups.   To what extent are SMEs able to obtain long-term 
financing?  To what extent are SMEs financing long-term investments with short-
term liabilities, and thus exposing themselves to material re-financing risk and 
balance sheet instability?   

  
In addition to these main areas of focus, the study will answer two related 
questions: 

  
3)      To what extent do banks take higher risk lending to SMEs?   What are the actual 

loss default rates by size and industry?  To what extent do international 
agreements among banks (the “Basel Accord”) change incentives for credit 
suppliers to lend to the SME market?   



4)      To what extent do SMEs face a higher cost of capital than larger firms?  In a 
related question, to what extent is the return on equity systematically different 
for SMEs than for larger firms?  

  
  

 


