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Abstract: Building the capacity of small and medium-sized enterprises is at the heart of the concerns of modern economies. 

These types of enterprises are the engine of growth through the creation rate, explained by the low level of investment they 

require, the level of job creation and the low level of technology that gives them adaptability to Changes. In most developing 

countries, the problem of funding is common for SMEs. The funding challenge is the main barrier to the growth of SMEs, 

either due to lack of internal or external funds or due to the difficulty of the processes to be followed for loans’ approval. What 

is most worrying in Lebanon is that SMEs are fundamentally opportunities to get out of underdevelopment. Today, banks are 

finding it extremely difficult to finance SMEs in terms of the problems of informalities, weak guarantees and low 

capitalization. SMEs represent a significant share of banks' customers; that is why banks need to give more attention to the 

SME sector, seeking to meet at its best their needs and expectations. A survey was carried out on a sample of 110 Lebanese 

SMEs working in different regions in Lebanon and in various sectors. In addition to the questionnaire, we met qualified 

bankers from the five top leading banks in Lebanon to highlight lending requirements and procedures, risk assessment and 

management, approval and rejection decisions related to loans. As a result, limitation of access to funds were mentioned with 

different ways of solutions, requesting a real support and cooperation between actors: public authorities, central bank, 

financial institutions and SMEs. 
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1. Introduction 

As the global economy may be beginning to recover from 

the worst financial and economic crisis in decades, 

governments, businesses and consumers continue to face 

significant challenges on the road to prosperity [1]. 

Small and medium-sized enterprises (SMEs) and 

entrepreneurs must maintain their central place in national 

strategies for growth, job creation and social cohesion [2]. 

Because of their role in the development and dissemination 

of innovations, SMEs and entrepreneurs are crucial to 

charting new paths to more sustainable and inclusive 

growth [3]. However, this potential could be realized if they 

have the funds to launch and grow [4]. 

The structural view of the economic situation of poor 

countries in general and Lebanon in particular, show that 

they are all fighting for better economic and social 

development. That is why political independence must 

necessarily follow economic independence [5]. 

The choice for large industrial companies did not meet 

expectations when manufacturing was included in the 

development goals [6]. It is therefore necessary to develop 

SMEs that are capable of strengthening the national 

economy and giving new impetus. This category of 

companies is not very capitalist, but its contribution to 

employment is interesting, especially in a country like 

Lebanon where the problem of unemployment increases 

every year, it allows the decentralization of investments, 

mobilization private savings, therefore promote localization 

and finally, streamline production by reducing costs, 

allowing better competition from the economy in foreign 

markets. 

Although the role of SMEs is important, it suffers from 

many problems in Lebanon; among them are the problem of 

access to bank financing and the low level of technology 

that makes them adaptable to change [7]. 

Two fundamental aspects are now a question of financing 



 International Journal of Business and Economics Research 2020; 9(1): 50-59 51 
 

SMEs. The first one, banks with liquidity have enormous 

difficulties in financing SMEs, in particular because of 

problems of "informalities", weak guarantees and low 

capitalization in SMEs. The second one, MFIs (Micro 

Finance Institution), that have more flexible financing 

mechanisms, have great difficulty in meeting the financing 

needs of small businesses [8]. This clearly shows that the 

weakness of the banks is the strength of MFIs and vice 

versa. 

In the two previous aspects, is there any real financial 

institution that can grant them facilities or provide them 

with the funds needed to solve funding problems? 

From this central question, arise the following 

sub-questions: What are the other factors that limit the 

financing of SMEs? What should the Lebanese government 

do to encourage such initiatives, in particular to improve the 

financial situation of SMEs? 

2. Literature Review 

The relationship between the bank and the company is often 

a complex relationship based on imperfect and incomplete 

information [9]. The granting of credit as well as information 

are essential elements of the banking sector, each credit 

problem stems mainly from the information asymmetry, 

which exists between lenders and borrowers, this leads to 

consequences results in credit rationing or extremely high 

interest rates [10]. Indeed, a credit is a decision that is both 

irreversible and risky. The quality and profitability of 

investments are linked to an uncertain future, as well as to the 

current situation [11]. In these situations of information 

asymmetry, the agency's theory then evolved with the 

founding essay of Jensen and Meckling (1976). 

The theoretical approach allowed us to focus on different 

concepts, through ideas led by some authors on the 

bank-to-enterprise relationship. This relationship requires 

compliance with banking requirements [12]. The principal 

(the bank) can mitigate the negative effects of differences in 

interest with the agent (company) through appropriate 

incentives and controls [13]. 

Growth and development policies are often based on the 

growth of production and marketing capital. This growth is the 

result of a set of investment decisions, i.e. the need for money 

for the creation of a financial asset. 

The funding plan is based on credible assumptions that offer 

the best chance of success of the project. It is a multi-year 

forecast table, allowing identifying all the structural financial 

needs and resources of a company (any economic agent: 

households, government... can draw up a funding plan). The 

financing plan does not allow for a financial analysis, but it 

will measure the impact of an investment plan on the 

economic and financial life of the company and assess the 

feasibility of the project [14]. 

The enterprise needs to invest to ensure its development 

(investment needs). These may be investments in physical or 

intangible goods. It could engage four types of 

investment-making actions: alternative investments, 

rationalization investments, human and social investments, 

and creative investments. The company needs capital to 

finance its operation (operating needs): buy materials, store 

them, process them, and store finished products. The longer 

the operating cycle, the greater the financing needs. 

Businesses need to innovate to grow and meet market needs 

(innovation needs). Innovation is a way to achieve strategic 

goals, improve competitiveness, differentiate and create value 

[15]. 

In Lebanon, SMEs financial structures are weak; their 

development and financial stability are far from being 

acquired. SMEs face a difficult business environment, 

acknowledged by Najib Choucair, Executive Director of the 

Banking Department in the Lebanese Central Bank for the 

past 25 years. SMEs use not only their own resources 

(self-financing, capital increase), but also external resources 

(banking resources) to finance their long- and medium-term 

growth [7]. 

In order to convince investors, the entrepreneur must first 

develop a business plan presenting the company and its 

strategy. The business plan, generally seen as the presentation 

of a company's future, is an essential document when it comes 

to starting a business [16]. It will contain: an operational 

summary that presents a summary of the project, an analysis 

of the economic environment in which the project is part, a 

study of actual and potential competitors and the market, a 

description of the characteristics of the product or service, a 

description of human resources, an analysis of the risks and 

opportunities of the project. 

The corporate financier must adapt his reflexes to negotiate 

with the various economic partners: monitor the markets to 

seize opportunities, manage the assets constantly, and develop 

a dynamic relationship with intermediaries Financial. These 

new financial transactions contribute to the development of 

the image of companies abroad for this; the financial function 

is a precursor of the commercial function that will be 

indispensable for the future development of the firm. 

The choice of investment financing is in a more or less 

difficult economic context. Variable financing costs must be 

taken into consideration by the business's manager. Every 

company must reflect on its financing policy, which should 

enable it to finance it at a lower cost, while maintaining a 

balanced financial situation, in order to ensure its growth and 

sustainability. Whether the type of funding: internal or 

external, debt or equity, long-term or short-term, may have 

different effects on financial performance. Owners managing 

SMEs preferred internal financing to external financing, since 

external financing requires clearer contractual terms. It is 

important to note, however, that the long-term needs of the 

company must be financed by long-term resources and equally 

for short-term jobs that must be financed by short-term 

resources [17]. 

Financing of investments through bank borrowing is still 

the most privileged mode of financing. There are many 

reasons why companies should negotiate with their bankers. 

This type of financing has its constraints, which are expressed 

in terms of cost, debt limits and repayment capacity. These 
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limits result in a level of dependency acceptable to both parties 

[18]. You have to choose the right time, know the negotiable 

offers and documents that may be required and the processing 

time. 

All players seek to avoid the default of the business by the 

inability to pay its debts, which is a serious event. This is why 

a lot of research has been done to prevent this accident through 

forecasting. The default forecasting models are also a 

decision-making tool for investors who determine the 

probability of a firm going bankrupt, taking control, or 

investing [19]. This forecast is of great importance to creditors 

who are at risk of losing the debt in the case of a bankruptcy. 

The use of business bankruptcy forecasting models may vary 

according to the tools and methodologies used, the sample 

selected, the explanatory variables chosen and the method of 

validation of results. 

Globalization, the new economy, trade liberalization, 

increased competition, crises, and financial and monetary 

uncertainties force companies to take into account and manage 

financial risks that invade the company, including in its 

domestic activities. Risk is a matter of chance. This is the 

probability that an uncertain event will occur, the effects of 

which will be harmful or cause loss. Generally, risk covers 

many areas of technology, commercial, managerial, social, 

political and financial firms, etc., national and international 

[20]. 

Financial risk management, despite its specificity, affects 

the firm's overall policy. The two main interesting risks are 

related to changes in exchange rates and fluctuations in 

interest rates. Exchange is the price of a reference currency 

denominated by another currency. The foreign exchange risk 

is the variation in the exchange rate. Foreign exchange risk 

affects all companies whose balance sheet items are 

denominated in foreign currency and must be converted at a 

given time into national currency, which is the case of 

Lebanon where the economy is dollarized as declared by Riad 

Salame, the Central Bank’s governor [21]. Interest rate risk is 

the exposure of a lender or borrower to a change in the interest 

rate (investment remuneration or borrowing cost) that would 

result in an increase in the cost of borrowed resources or a loss 

of profits on an investment [20]. 

The government is an important factor in the business 

environment [22]. It can be a customer of companies and order 

them: the companies then become the suppliers of the 

government. Monetary policy is all the means at the disposal 

of governments or monetary authorities (the central bank) to 

influence economic activity through monetary supply. The 

objective is to ensure price stability, which plays an important 

role in the development of economic activity. Central banks’ 

main policy instruments: the exchange rate, the discount rate, 

the intervention in the money market, set authoritatively the 

amount of credits that banks can grant [23]. 

The government implements fiscal policy to influence the 

country's economy by using its power to set government 

revenues and priorities in the allocation of public spending. 

For example, the government can offset a slowdown in private 

demand by increasing public spending to stimulate the 

economy, and the government must reduce the public deficit 

when economic growth is high [22]. The main levers of fiscal 

policy are government revenues and spending. A large issue of 

public debt securities competes with firms in the capital 

market, leading to higher interest rates and the exclusion of 

investors. These effects may result from changes in interest 

rates or inflation. 

Tax policy is the set of decisions made regarding 

government spending and the tax rules put in place by the 

government. Through fiscal policy, governments must 

guarantee sufficient budgetary revenues to ensure the 

sustainability of activities of general interest and to promote 

the expansion of the economy. It must have a simple, fair, 

efficient and competitive tax system for taxpayers and 

businesses. The creation of a stable and competitive business 

environment conducive to the vitality and growth of the 

economy comes from an effective tax policy. Indeed, 

corporate taxation has an impact on investors’ decisions and 

thus on economic growth and employment. A complex and 

excessive tax discourages foreign investors, alienates 

domestic investors, inhibits entrepreneurship and causes dry 

losses due to the tax cost [24]. 

There is no single definition of SMEs; definitions vary 

according to the laws or regulations and from country to 

country due to the incompatibility of the size of the economy 

at the international level. In general, an SME has less than 500 

employees; but in many countries, the level varies between 

100 and 300 employees. Two types of identification criteria 

are traditionally distinguished. The first ones, the quantitative 

criteria are numerous and related to the different elements of 

the business activity. These are numbers of people, turnover, 

added value, social capital, location and market. The second 

ones, qualitative criteria are used not only to support the 

former, but also to give a precise idea of the SME, since they 

provide information on its internal structure, organization and 

management methods. The basic criterion for defining SMEs 

in developing countries is that of employment. They have a 

major concern to deal with the problem of unemployment that 

is becoming more important over time. Thus, most definitions 

of SMEs in developing countries take into consideration the 

demographic factor, i.e. the number of jobs created per 

enterprise [25]. 

Nowadays, society is undergoing profound challenges, 

driven fundamentally by technological, economic and social 

developments. Small and medium-sized enterprises (SMEs) 

are a major source of employment and wealth [26]. However, 

despite these strengths, SMEs suffer from a set of weaknesses 

that obstruct their development and sustainability [27]. 

Strengths: 

1. Flexibility: It is the ability to adapt quickly to 

environmental changes. 

2. Efficiency: Low structural costs for SMEs. 

3. The quality and simplicity of social relations: The small 

size of SMEs allows them to manage their employees 

more efficiently and cost effectively. 

Weaknesses: 

1. The main difficulty for SMEs is the source of fund 
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(instability of their self-financing, etc.) 

2. Leader role: Lack of experience in the field of Finance, 

Marketing, Accounting, etc. 

3. Longer payments terms to customers v/s much shorter 

time to pay suppliers. 

4. Fear of working in the "clear" 

5. Lack of competitiveness factors: do not possess the 

means (human, financial, material) 

Small and medium-sized enterprises have an important 

place in both developed and under development countries. 

SMEs are an excellent way to create a generation of national 

entrepreneurs, and they can launch and consolidate an adopted 

economic fabric to the needs of the country. SMEs are one of 

the most dynamic elements of economic and social growth in 

each country's development strategy [28]. 

Social role: 

1. Job creation: Employment creation is a major problem 

worldwide. Small and medium-sized enterprises use 

production techniques that rely heavily on local labor, 

and will create more jobs than large enterprises. 

2. Economic role: 

3. Production, consumption and export: Production growth 

is possible with several small and medium-sized 

enterprises in various fields. Even though the SME is 

only a small production unit, the overall production of 

each SME in its area is capable of achieving some 

self-sufficiency, so the expansion of the SME greatly 

improves exportation. Generally, when production is 

good, consumption is also linked to self-sufficiency, the 

surplus can be exported and the foreign currencies will 

be introduced into the country’s economy. 

4. Tax matters: The government’s tax system is closely 

linked to its economic structures. Indeed, to cover public 

expenditures, the tax system aims to obtain the necessary 

resources from the nation's income. The tax levy will not 

be a big problem, since its managing way is not as 

complicated as in corporate enterprises. 

5. The fight against inflation: Inflation is the general rise in 

prices after an excessive increase in the money supply in 

circulation. By placing goods and services on the market, 

which is essential for the well-being of the population at 

unbeatable prices, SMEs help to combat inflation; 

Strong competition is pushing small and medium-sized 

firms to lower their prices. 

3. Research Methodology 

After completing the theoretical study, we try to support it 

with an empirical study through questionnaire and bankers 

interviews. 

SMEs are oriented towards external financing represented 

by a diversified financial environment because of the lack of 

own funds and in order to support their development. 

Lebanese SMEs have had almost the same tendency to use the 

banking sector in most cases, leading to the emergence and 

development of certain relationships between banks and 

SMEs [29]. 

A sample refers to a number of individuals selected from a 

population to represent it. For example, our survey was carried 

out on a sample of 110 Lebanese SMEs working in different 

regions in Lebanon and in various sectors. 

In addition to questionnaire, we met qualified bankers from 

the five top leading banks in Lebanon to highlight lending 

requirements and procedures, risk assessment and 

management, approval and rejection decisions related to 

loans. 

A well-prepared work requires very significant resources 

and facilities from SMEs’ managers. In this regard, we have 

attempted to investigate through direct contact with 

owners-managers, but we have encountered significant 

problems. Sometimes it was difficult, if not impossible, to 

enter certain businesses. 

The completion of our survey, makes it easier to us to know 

the characteristics of SMEs and on the other hand to note that 

the majority of companies have a spirit of distrust in 

answering the questions, this case reflects the complications 

of scientific research in our country. 

Our questionnaire contains 17 closed questions with a list of 

closed answers from which they choose the best one 

describing their situation and 2 opened questions to let them 

share their experience and know more about their real 

situation. 

4. Analysis and Results Discussion 

Through questionnaire with SMEs and interviews with 

bankers, we were able to sort and classify our data in order to 

start analyzing results. 

4.1. Latest Innovation for Lebanese SMEs During 2019 

 

Figure 1. SMEs' innovation in 2019. 

Figure 1 represents the innovative practice at SMEs, 

where 73% of owners-managers did not take any innovative 

practice during 2019 and this could be for many reasons, 

one of them, the wrong perception of innovation/cost. 

Managers consider investing in innovation could be 

expensive and for them and part of them consider there is 

no need to innovate. 

27% of SMEs did an innovative step during 2019, since 

they believe that innovation will help the improvement of their 

business and will assure their growth and sustainability. 

SMEs’ must start investing in innovation to create more 

added values, and stay competitive in the market. 
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4.2. Education Level for SMEs’ Owners 

  

Figure 2. Level of education attained by the owner. 

Figure 2 represents the level of education achieved by the 

owner-manager of an SME. 

The highest percentage goes for educated owners with a 

High school or BA degree (37.27% of owners-managers SME 

hold a BA degree and 33.64% graduated from Highschools). 

The lowest one of 1% goes to PHD candidates. 

Candidates with high degrees are more interested in 

academic careers (teachers, lecturers...) instead of creating 

their own business. 

The head of a small business is often the founder. In general, 

the owner-manager occupies all tasks and does not delegate its 

authority to other actors. Decisions taken by the 

owner-manager are generally based on judgments, intuitions, 

and personal experience. It is important to mention the rate of 

19.09% that represents owners-managers with no academic 

degree. These owners-managers acquired some managerial 

skills through experience. 

Leadership & entrepreneurship skills became a necessity to 

SME’s sustainability and performance. Finance skills are also 

a necessity to be able to track the business activity, read and 

understand the financial statements especially while applying 

for credit facility from banks [28]. 

4.3. Need for Funding During 2019. 

 

Figure 3. Requested funds by SMEs during 2019. 

Figure 3: represents requested funds by SMEs during 2019 

Amounts brackets were divided into 6 sections reflecting 

most available banks’ facilities according to competitors and 

requirements. 

The 1st three highest percentages go to loans amounts 

between 3 K$ and 50 K$ and the three lowest percentages go 

to loans less than 3 K$ and loans exceeding 50 K$. 

Lebanese SMEs’ can benefit from credit facilities up to 3 

K$ from Micro Finance Institution with easy documentation 

and fast process which clarify the lowest rate for Banks loans 

less than 3 K$. Loans from 50 K$ to 400 K$ are more for 

subsidized loans guaranteed by Kafalat company, the low rate 

reflect the real situation. Kafalat loans dropped 85% in the 1st 

six months of 2019 as mentioned in the daily Star [30] and 

after the revolution of October 2019, Banks stopped granting 

loans during the last 3 months of 2019 [31]. 

Kafalat is a Lebanese public-interest financial company 

designed to help small and medium-sized enterprises obtain 

funding through Kafalat Basic loan up to 200 K$ or Kafalat 

Plus loan up to 400 K$ over 7 years of repayment. It supports 

small and medium-sized enterprises by providing them with 

loan guarantees based on feasibility study and business plan. 

Sectors financed by Kafalat are industry, agriculture, tourism, 

crafts and new technologies [32]. 

Kafalat loans are subsidized loans’ type. The Lebanese 

treasury finances interest rate subsidies and it is managed by 

the Central Bank of Lebanon. SMEs will have the opportunity 

to expend and develop their activities up to 400 K$ over 7 

years with the guarantee of Kafalat. Banks remain responsible 

of loan approval, disbursement and follow up. 

4.4. Kafalat Guarantees down by 2019 

 

Figure 4. Negative trend for Kafalat guarantees since 2014 till 2019. 

Figure 4 shows two curves moving in parallel with a 

negative trend [33]. 

The 1st one reflects the number of issued guarantees by 

Kafalat, which means the number of Kafalat loans disbursed 

by Lebanese banks. The 2nd curve reflects the value of loans 
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guarantees in M$. The guarantee ratio is 75% for Kafalat basic 

and 85% for Kafalat Plus, which means that for an SME 

applying for a Kafalat basic loan for an amount of 100 K$, 

Kafalat will issue a guarantee in the favor of that SME up to 75 

K$. By granting a Kafalat loan, banks are reducing their risk, 

in fact they share SMEs risks with Kafalat in respect with the 

percentage of Kafalat’s guarantee. For the previous example, 

in case of repayment failure, Kafalat will handle 75% of the 

risk and bank will handle 25% [32]. 

The current debt-based financial system prevents SMEs 

from gaining access to funds. Loans with high amounts are 

perceived with high risk. Risk-sharing promotes a proactive 

risk management through the sharing of risks in the 

economy according to the risk-bearing ability of the 

participants [34]. 

4.5. Loans Rejections 

 

Figure 5. Reasons for rejected loans according to SMEs. 

Figure 5 represents reasons of loans rejection according to 

SMEs’ answers. The most reason for rejection was the 

collateral to take the loan for 36% of SMEs. 

We have grouped all what could be related to collateral as: 

absence of collateral, value of the collateral does not cover the 

loan amount and type of collateral that cannot be accept by 

bank. 29% of SMEs’ declared that their requests were rejected 

since their projects were considered as risky due to the 

instability of the country. 

According to banks, various reasons could ensure the 

rejection of loans: 

1. Bad information report collected from the central bank 

& commercial banks; 

2. Returned unpaid checks; 

3. Due unpaid loan bills; 

4. Too many loans; 

5. Age while applying (loans must be settled before the 

age of 64); 

6. Instability sector; 

7. Restricted sector; 

8. Credit score; 

9. Documentation; 

10. Weak turnover; 

11. No proof of income; 

12. No client’s contribution or down payment if needed; 

13. Insurance company rejection (No life coverage and/or 

activity cannot be insured); 

14. Not satisfying expertise report; 

15. Not meeting other eligibility criteria / ratios, depending 

on loan’s type. 

For commercial loans as overdraft and direct bills: 

1. Indebtedness ratio should be less than 1 

2. Monthly bill amount should be less than 25% of monthly 

income; 

3. Total short term direct facilities at all banks and indirect 

facilities should be less than 30% of sales; 

4. Total short term direct credit line at all banks should be 

less than 150% of the yearly cash flow; 

5. Total direct credit line should be less than 60% of the 

working capital (current assets – current liabilities); 

6. Bank facilities should be less or equal to 5 times the 

owners’ equity 

7. Current ratio should exceeds 1.2 

Collateral type and value could also be a reason to reject a 

loan request. The only acceptable assets as collateral are 

registered plots (lands, buildings) for commercial loans and 

cars for auto loans. Raw material and other assets as 

equipment cannot be accepted as collateral. 

Registered plots can be mortgaged up to 120% of loan 

amount if their values cover at least 2 times banks’ facilities, in 

case of non-settlement of loan the bank can sell the plot 

without referring to client and get their money back. 

Mortgages are considered the second way out for loans 

repayments since the 1st way out is SME’s income. 

According to interviewed bankers, it’s the most secured 

way and requested for loans’ approval during 2019 due to 

country’s instability. Political instability and informal 

economy can highly affect the growth and development of 

SMEs and will push banks to reduce the risk as much as they 

can to avoid loan failure by collecting secured collaterals 

[35]. 

It’s important to mention that there are some cases where 

plots are accepted as collateral without being mortgaged. 

SMEs can suggest a notarized proxy to mortgage if the value 

of plots covers at least 3 times the facilities. In this case, the 

original title deed will be kept at bank and in case of default, 

bank will proceed with plot’s mortgage in order to liquidate it 

and get the money back. Another option is acceptable, the 

negative pledge if the value of plot exceeds 4 times the facility. 

It’s a simple promise without any obligation, SME promise 

not to use this plot for any other loan request, and will not be 

subject of any mortgage or sale action. The last option is the 

approval on clean basis, without any guarantee, in case SME 

of with properties free of lien covering at least 5 times the 

facilities. Some banks used to approve on clean basis loans not 

exceeding 15 K$ even with no properties, but for loans on 

clean basis exceeding 15 K$, properties free of lien should be 

presented. 
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4.6. Short and Long Terms Loans 

 

Figure 6. Accepted loan period. 

Figure 6 represents loans periods for accepted facilities. 

The highest rate goes to loans with a maturity between 3 to 5 

years scheduled by direct bills on monthly basis. The lowest 

rates go for loans with a maturity exceeding the 5 years 

reflecting the drop down of Kafalat loans during 2019. 

This study allowed us to identify constraints and find ideas 

to solve the funding issues. 

The limitation of access to funds is due to numerous legal, 

institutional, administrative, financial, psychological, social, 

cultural and technological difficulties: 

1. The lack of collateral by SMEs; 

2. High debit interest rate and lack of liquidity among 

banking and non-banking financial institutions; 

3. Unfavorable attitudes of entrepreneurial culture such as 

debt aversion and the desire for business autonomy; 

4. Some SME owners focus entirely on equity because 

they believe that debt holds back their business, which 

limits the rate of start-up businesses, reduces the 

efficiency of the business, the activities of financial 

intermediaries and thus the economy. 

5. Lack of formal SME definition; 

6. SME ignorance of legal texts; 

7. SMEs are subject to multiple taxes that are not 

particularly suited to their small businesses; 

8. Tax proliferation; 

9. Use of inappropriate technology; 

10. Use of unskilled labor; 

11. Technology and management inadequacy; 

12. Administrative issues, lack of regular accounting and 

controlled organization prevent SME funding; 

13. Lack of procedures transparency in the presentation of 

credit records, which makes these administrative 

procedures more complex, a problem of asymmetry of 

information and the design of the risk factor between the 

banker and the entrepreneur 

14. Following the financial crisis, the new regulatory 

standards (Basel III) impose much stricter restrictions 

on banks’ capital and liquidity requirements. These new 

requirements are generally penalizing SME financing. 

15. The latest instruction to banks by the central bank to 

raise capital by up to 20% by the end of June 2020 [36] 

and the lack of liquidity at banks after the high demand 

on cash after the revolution of October 2019 [31]. 

16. Fragile infrastructure that harms firms’ competitiveness 

by increasing their production costs. 

To solve the problems revealed in our empirical study and 

this is what companies have long been asking for and looking 

for building capacity, performance, growth, sustainability, 

management techniques, expertise and training [37], [38]: 

1. Assisting SMEs to access foreign markets, to acquire 

new technologies and to innovate. 

2. Facilitating SME access to public procurement 

3. Providing assistance for SME networking; 

4. Spread by all appropriate means, SME legislation and 

regulation 

5. Collect and disseminate information on the role of small 

and medium-sized enterprises, their contribution to the 

national economy and the development of their business 

6. Monitoring and evaluating actions and programs to 

promote SMEs 

7. Prepare all administrative procedures necessary to 

implement investment projects in all sectors 

8. Create a business intelligence system to capture and 

explore various investment projects at the regional, 

national and international levels 

9. Reducing the cost of discipline in different regulatory 

areas 

10. Reduce the time needed to start a business 

11. Rules for employment protection related to individual 

and collective redundancies of employees on an 

indefinite contract 

12. Reduce the complexity of licensing systems, 

standardize national licensing requirements 

13. Improving the transparency and economic efficiency of 

administrative regulation 

The current financial system is inadequate or poorly equipped 

to meet the multiple financial needs of SMEs on their own. 

Small and medium-sized firms with a strong financial 

structure, a clearly defined market in which they are already 

involved, with growth prospects, current and future profitability 

is clear and whose promoters can offer acceptable real or 

personal guarantees are likely to find financing from banks. 

However, the implementation of sustainable financing also 

requires a number of prerequisites and supportive measures by 

stakeholders. 

Towards public authorities, it is necessary to: 

1. Implement guidelines and standards for work programs 

2. The government should develop security funds as 

intermediaries between banks and medium-sized 

enterprises, so that these enterprises have easy access to 

conventional commercial bank credit, making it easier to 

grant credit to unsecured economic operators 

3. A favorable tax system 

4. Reducing the administrative charges for young 
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businesses, lowering legal barriers to entry 

5. Ensuring political stability and security stability 

6. Create a competitive investment climate 

7. Create a database to help investors 

8. Deliver leadership training to empower managers’ skills 

At the central bank level & financial institutions: 

1. Increase subsidized loans to support SMEs 

2. Administrative costs must be acceptable and other 

conditions applicable to customers 

3. Encourage leasing to finance investments by medium-sized 

enterprises. Indeed, leasing as a financing tool provides 

more flexible terms without requiring significant collateral 

On SMEs level: 

1. Tracking and keeping records for business work 

2. Prepare balance sheet and income statement on yearly basis 

3. Have a sense of responsibility, respect for commitments 

4. Improve the overall quality of the workforce 

5. Assure a good working history with banks. 

6. Start using digital technologies that offers potential for 

further streamlining of procedures, the Internet 

authorizations has simplified the process of establishing 

and operating a business. 

4.7. Lending Activity 

 

Figure 7. Lebanon's Bank Lending Rate during 2019. 

Figure 7 represents Lebanon’s bank lending rate during 

2019 [39]. The curve has a positive trend; started with 9.97% 

for lending rate on January 2019 and reach a peak on August 

2019. This can be explained by the summer season where 

SMEs try to expand their activities by new investments 

through banks financing. The curve shows a drop on October 

2019 explained by Lebanese revolution and followed by banks 

restrictions on banks transactions. 

5. Conclusion 

In a company's life, financing is an important task, to ensure 

the operational and investment work in order to support the 

SME’s growth and sustainability [40]. 

Source of financing can be internal or external. Internal 

financing is self-financing, while external financing focuses 

on the role of financial markets formed by financial 

institutions [41]. 

Given the importance that SMEs occupy in the economy, 

especially in Lebanon, SMEs have a key role in the 

development of our economy, through the reduction of the 

unemployment rate, the poverty rate [42]. 

Studies and results show that small and medium-sized 

enterprises have many weaknesses and that for several reasons, 

internal, i.e. professional or external, related to their 

environment. The conditions for their continuity and 

development are certainly linked to the legislative, financial 

and social context of the country. 

The financing problem is the main obstacle to SME 

development either because of the lack of internal or external 

funding or because of the complexity of the procedures to be 

followed for loans approval [43]. Similarly, globalization of 

the economy (production systems, markets, goods and 

services, capital and labor) imposes more difficult 

management (planning and control) rules on enterprises, 

groups, sizes and sectors. 

In the end, SMEs’ access to bank financing is an important 

activity for the development of this sector and for the economy 

[44], [45]. To make this happen, both sides, banks and SMEs, 

must make considerable efforts to strengthen corporate 

financing [46]. Moreover, we must provide ideas for 

contributing to the development of the banking and financial 

sector in our country. 

The balance of the financial structure is highly requested, 

investment needs must be financed by direct bills as long-term 

debt and the operational needs to be financed by short-term 

debts as overdrafts, suppliers, direct bills for less than on year 

depending on the inventory type. A bad choice can lead the 

company to fail, especially when managers try financing their 

investment needs by overdraft facility to avoid scheduled 

payments [16]. 

Since Oct 17th 2019, the Lebanese revolution, new limits 

and restrictions were made by the Lebanese banks. Lending 

became complicated due to lack of liquidity in banks. Asking 

for loans is also complicated due to the recession in the 

country, high unemployment rate, closure of large firms, 

difficulty in money transfers, limited transactions amounts via 

banks, black market for exchange rate… [47] what make us 

curious to ask, can SMEs face all these challenges? Are there 

opportunities to survive during a financial collapse? 
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