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Abstract 

Background: Small businesses are vital for the welfare of a country. Yet, they have trou-
ble obtaining external financing and these difficulties are gathered under the 
umbrella concept the “Financial Gap”. The most common source of fund-
ing for small businesses is bank loan, why the availability of bank financing 
is a critical factor for their success. Today, 31% of all Swedish companies 
argue that they have finance problems and for half of these, the problem is 
to obtain a bank loan. 

Purpose: The purpose of the study is to describe and explain the Financial Gap as a relational 
concept. That is to say that the study will contribute to the understanding of the Financial 
Gap by focusing on the perspectives of both small businesses and banks interactively. 

Method: The study views the concept of the Financial Gap from a practical stand-
point, assuming that it expresses its existence in the interaction between 
small businesses and banks. To pursue this view, the study takes on an Eth-
nomethodological research approach. This approach is necessary in order to 
come close to and understand small businesses‟ and banks‟ everyday prac-
tises. In-depth interviews are used for obtaining this deeper understanding 
of both parties. In addition, a questionnaire was sent out to small businesses 
in order to verify the information gathered in the interviews.  

Conclusion: On the basis of the study, the authors have developed an Interactive Model 
which describes their understanding of the Financial Gap. The members of 
small businesses and banks deal with information differently, which in turn 
is a result of how they approach ambiguity. When ambiguity is present, 
small firms settle with making decisions under uncertainty, whereas banks 
prefer to calculate on probabilities, why their decisions are considered being 
made under risk. The differences mentioned become visible in their deci-
sion-making process, where small businesses act pursuant to a practical rea-
soning whereas banks employ an analytical reasoning. Consequently, it leads 
to a clash when these two shall interact and function in a transaction as 
partners. The study concludes that the Financial Gap can be explained by 
small firms and banks speaking different languages when presenting the 
same reality.  
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Sammanfattning 

Bakgrund: Småföretag är viktiga för välfärden i ett land. De har dock svårt att få extern 
finansiering och dessa svårigheter samlas under paraplybegreppet det ”Fi-
nansiella Gapet”. Banklån är den vanligaste källan till finansiering för små-
företag och därför är tillgången till banklån en kritisk faktor för deras fram-
gång. Idag påpekar 31% av alla svenska företag att de har finansieringspro-
blem och hälften av dessa hävdar att problemen beror på att de inte kan få 
banklån. 

Syfte: Syftet med studien är att beskriva och förklara det Finansiella Gapet som ett relationellt 
begrepp. Det vill säga att studien kommer att bidra till förståelsen av det Finansiella 
Gapet genom att interaktivt fokusera på både småföretags och bankers perspektiv.  

Metod: Studien betraktar det Finansiella Gapet ur en praktisk synvinkel, förutsatt att 
gapet uttrycker sin existens i interaktionen mellan småföretag och banker. 
För att fullfölja detta synsätt tar undersökningen en Etnometodologisk 
forskningsansats. Detta tillvägagångssätt är nödvändigt för att komma nära 
och förstå småföretagens och bankernas vardagliga praxis. Djupintervjuer är 
metoden för att nå denna djupare förståelse om båda parter. För att bekräf-
ta den information som insamlats genom djupintervjuerna skickades även 
en enkät ut till småföretag. 

Slutsats: Med denna studie som grund har författarna utvecklat en Interaktiv Modell 
som beskriver deras förståelse av det Finansiella Gapet. Småföretag och 
banker hanterar information på olika sätt, vilket i sin tur är ett resultat av 
hur de hanterar tvetydiga situationer. I tvetydiga situationer nöjer sig små-
förtagare med att fatta beslut under osäkerhet, medan banker föredrar att 
räkna på sannolikheter och därmed anses fatta beslut under risk. De skillna-
der som nämnts blir synliga i parternas beslutsprocess, där småföretag age-
rar i enlighet med ett praktiskt resonemang medan banker använder ett ana-
lytiskt resonemang. En konflikt skapas därmed när dessa två organisationer 
ska interagera i en transaktion som partners. Studien drar slutsatsen att det 
Finansiella Gapet kan förklaras av att småföretag och banker talar olika 
språk i presentationen av samma verklighet. 
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1 Introduction 

This chapter illustrates the background of the study followed by a discussion of the underlying problem. The 
research questions are thereafter presented, leading down to the purpose of the study. Subsequently, are de-
limitations and some useful definitions of the research formulated, and lastly is a disposition of the thesis 
displayed. 

The study will discuss why small businesses experience difficulties in obtaining external fi-
nance from banks. Consequently, the relation between banks and small businesses, and 
how they interact will be the focal points of the study. 

1.1 Background 

It is an acknowledged fact that small businesses play a vital role in a country‟s economy and 
welfare. A statistical study from year 2009 shows that 99% of all businesses in Sweden are 
small companies (Tillväxtverket, 2009). Since the 1990‟s, small businesses are responsible 
for the main part of the creation of new jobs (Herin, 2009). Furthermore, a region having a 
large amount of small businesses is experiencing a more dynamic industry environment, 
which contributes to a healthy business life (Davidsson, Lindmark & Olofsson, 1994). 
These facts are only a few of many strong proofs, witnessing of small firms importance. 
According to Olofsson, the Minister for Enterprise and Energy in Sweden, small and me-
dium sized companies are the key to future growth and success (Regeringskansliet, 2009). 
Yet, one of the critical factors for these crucial businesses to exist and grow is financing of 
their operations. 

Companies can rise funding from different sources. Some of these sources are family and 
friends, banks, venture capitalists, business angels and own capital. Finance from banks is, 
however, the most common external finance source for small firms. The reason for this is 
related to the fact that banks finance small businesses without them having to provide the 
financier with a stake in the company, or the possibility of being involved in the decision-
making process. (Landström, 2003) 

Many researchers have studied the field of small firms‟ difficulties in obtaining external fi-
nance. Studies regarding this subject dates back to the 1930‟s when the MacMillan report 
determined the “MacMillan Gap”, indicating that small businesses are experiencing hard-
ships in obtaining external capital even though securities for the loan are proven (Stan-
worth & Gray, 1991). Bolton (1971) builds further on these findings, in the Bolton-report, 
and defines one of the difficulties for small businesses to raise external funding as a prob-
lem of knowledge.  

The problems of small businesses to obtain funding are often gathered under the umbrella 
concept the “Financial Gap”. The Organization for Economic Co-operation and Devel-
opment (OECD) has, in the report The SME Financing Gap: Theory and Evidence (2006), de-
fined the Financial Gap for small and medium sized companies as “the difference between the 
number of SMEs that could use funds productively if they were available, but cannot obtain finance from 
the formal financial system” (OECD, 2006, p. 11). According to the OECD, some reasons for 
the gap are asymmetric information, agency problems, adverse credit selection and moni-
toring issues. (OECD, 2006) 
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Landström (2003) provides further explanations for the Financial Gap. Reasons behind the 
Financial Gap are the higher risk for financiers, the lack of knowledge and financial instru-
ments for analyzing small businesses and the higher transaction- and control costs. More-
over, Landström mentions how entrepreneurs influence the Financial Gap through their 
lack of knowledge regarding financial issues, but also by having a negative view towards ex-
ternally generated funds. (Landström, 2003) 

Other important aspects regarding the Financial Gap are provided by Bruns (2001). Bruns 
(2001) argues that reasons for banks denying credit to small businesses are the deficient ex-
ternal accounting information as well as the seldom use of internal accounting information 
as a basis for decisions. Also, Bruns (2001) highlights the ownership structure as an impor-
tant aspect in the credit rating process. 

It all comes down to the question of whether there is a Financial Gap for small businesses 
or not? According to OECD (2006), the answer is; yes. Yet, they argue that the problem 
for small businesses to obtain external finance is of different magnitude in different coun-
tries. The Financial Gap within the OECD countries is, however, large enough for each 
country‟s government to take actions that will reduce the gap. 

Still, the extent of the Financial Gap seems to depend on the economic environment and 
economic cycles during different times. After the financial crisis in the 1990s small busi-
nesses experienced the gap in greater magnitude, due to banks being more restricted in 
their credit supply (Winborg, 1997). So is there a Financial Gap in Sweden these days, 
when the economy is experiencing a recession that has paralyzed the entire world? Today, 
31% of all Swedish companies argue that they have finance problems (Konjunkturinsti-
tutet, 2009). Out of these, 50% state the difficulty to receive a bank loan as the main reason 
for their finance problems (Konjunkturinstitutet, 2009). Furthermore, the speed of growth 
for lending to non-financial businesses has decreased from 12% in 2008 to 4% in 2009 
(Statistiska Centralbyrån, 2009). 

These facts display that the Financial Gap in Sweden today is of considerable proportions. 
Since bank financing is the most common source of funding for small businesses and the 
availability of bank financing often is argued to be a critical factor for the success of a 
company, these figures are alarming. 

1.2 The Banking Industry in Jönköping 

Within the region of Jönköping, all four main banks in Sweden are represented and there 
are also a few smaller banks available. The four main banks in Sweden are: Handelsbanken, 
Nordea, SEB and Swedbank (Svenskt Kvalitetsindex, 2009). These banks offer a wide 
range of bank related services. 

1.3 The Small Business Environment in Jönköping 

The municipality of Jönköping is currently ranked as the best municipality that encourages 
business within the county of Jönköping. This position can, among other things, be ex-
plained by the fact that the municipality contains a mix of companies in different branches 
which benefits the business climate. If looking at the county of Jönköping overall, a main 
portion of the companies are operating within the manufacturing sector. In the municipal-
ity, however, many companies are operating within the service- and retail sector. (F. Bok-
lund, personal communication, 2009-10-05) 
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The years prior to the prevailing economic crisis are characterized by an extremely high 
growth and a flourishing business climate. The county of Jönköping is, however, one of the 
regions in Sweden that has been affected the most by the financial crisis due to the fact that 
many companies are subcontractors to other subcontractors. As a result, the municipality is 
negatively affected by the existing recession. (E. Kron, personal communication, 2009-10-
01) 

1.4 Problem Discussion 

As stated in the background of the study, small businesses play a crucial role in the Swedish 
economy. Yet, small businesses are experiencing a hard time raising external capital, which 
is referred to as the Financial Gap between small businesses and large financial institutions, 
such as banks. Currently, it seems that the gap is enlarging due to the existing financial cri-
sis. The existence of the gap leads to unfavourable situations for both parties; small busi-
nesses experience a hard time to develop and survive and banks are restricted from engag-
ing in profitable business. Also, as small businesses‟ financing issues impede welfare 
growth, the economy as a whole is being negatively affected. 
 
Previous research on the Financial Gap has provided useful insights within the area. Most 
studies in the field have, however, applied either a supply side perspective or a demand side 
perspective, describing either the banks credit scoring models of small businesses or the 
different financing sources available for small businesses (e.g. Winborg, 1997; Berggren, 
2002; Andersson, 2001; Silver, 2001). Nevertheless, Bruns did in his Licentiate thesis in 
2001 present a dual perspective on the issue. Yet, Bruns (2001) conducted his research 
solely on one credit request from one growing firm and three different lenders view on that 
specific request, which made it impossible to generalize the results. This study, on the con-
trary, takes on an interactive perspective and attempts to investigate the relation between 
banks and small businesses more in detail. The study is performed with the intention to 
provide both banks and small businesses with a hint regarding the complicating aspects of 
their relation. 
 
The problem is further clarified in the following research questions: 

1. Why are small businesses experiencing financial situations that can be illustrated as 
a Financial Gap? 

2. How can the Financial Gap be described and explained from the standpoints of 
banks as a financial institution that serves small businesses? 

3. How can the Financial Gap be described and explained from the standpoints of 
small businesses themselves? 

 

1.5 Purpose 

The purpose of the study is to describe and explain the Financial Gap as a relational concept. That is to 
say that the study will contribute to the understanding of the Financial Gap by focusing on the perspectives 
of both small businesses and banks interactively. 
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1.6 Delimitations  

The study is limited in two respects: 

By concept - the study is interpreting the concept of the Financial Gap as a relational concept. 
Banks and small businesses are two parties that have a mutual interaction and an interest in 
each other. The research investigates the Financial Gap in terms of a relation between small 
businesses and banks. There is, however, no intention of measuring the magnitude of the 
Financial Gap. 
 
Empirically –the research is limited to the investigation of businesses within the municipality 
of Jönköping. Small businesses are defined as businesses having 1-10 employees, and all re-
searched businesses are private limited companies. Furthermore, the companies participat-
ing in the research are registered between the years 2003-2007. 

1.7 Definitions of Key Concepts 

Ethnomethodology: „…the analysis of the ordinary methods that ordinary people use to realize their 
ordinary actions.‟ (Coulon, 1995, p. 2) 

Risk: „A situation is said to involve risk if the randomness facing an economic agent presents itself in the 
form of exogenously specified or scientifically calculable objective probabilities…‟ (Machina & Rotschild, 
the New Palgrave Dictionary of Economics, 2008) 

Uncertainty: „A situation is said to involve uncertainty if the randomness presents itself in the form of 
alternative possible events, as with bets on a horse race…‟ (Machina & Rotschild, the New Palgrave 
Dictionary of Economics, 2008) 

Relationship lending: „…the small firm focuses its procurement of financial services on one primary 
bank and, through contact over time, reveals information about its prospects to reduce the asymmetry.‟ 
(Bosse, 2009, p. 185) 

Corporate Governance: „...corporate governance involves the processes and relationships that affect how 
corporations are administered and controlled.‟ (Guillén & Schneper, International Encyclopaedia 
of Organization Studies, 2009) 

Credit rationing: „…the situation where some loan applicants are denied a loan altogether, despite (i) 
being willing to pay more than bank‟s quoted interest rates in order to obtain one, and (ii) being observa-
tionally indistinguishable from borrowers who do receive a loan.‟ (Parker, 2002, p. 163) 

Asymmetric information: „The unequal knowledge that each party to a transaction has about the 
other party.‟ (Mishkin, 2007, p. G-1) 

Adverse selection: „Adverse selection refers to a negative bias in the quality of goods or services offered 
for exchange when variations in the quality of individual goods can be observed by only one side of the mar-
ket.‟ (Wilson, the New Palgrave Dictionary of Economics, 2008) 

Moral Hazard: „Moral hazard may be defined as actions of economic agents in maximizing their own 
utility to the detriment of others, in situations where they do not bear the full consequences.‟ (Kotowitz, 
the New Palgrave Dictionary of Economics, 2008) 

The Financial Gap: „The difference between the number of SMEs that could use funds productively if 
they were available, but cannot obtain finance from the formal financial system.‟ (OECD, 2006, p. 11) 
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Chapter 1 
Introduction 

The first chapter will give an introduction to the subject of 
the study. A description of the background of the research 
is presented followed by a discussion of the underlying 
problem. Afterwards, the research questions are clarified 
leading further down to the purpose of the study. Lastly, 
the delimitations of the study as well as some key concepts 
will be presented. 

 

Chapter 2 
Frame of 
Reference 

 

Chapter 3 
Method 

 

Chapter 4 
Empirical 
Findings 

 

Chapter 5 
Analysis 

 

Chapter 6 
Conclusion 

This chapter will introduce the fundamental theories of the 
study as well as presenting some recent research performed 
within the area of the Financial Gap. Due to the purpose of 
the thesis, the theories and research used will be derived 
from the perspective of both small businesses and banks. A 
presentation of both economical and practical theories and 
previous research will be given. 

In this chapter, the procedure of designing the research and 
collecting information for the empirical findings will be 
presented. Due to the practical stance of the research, the 
Ethnomethodological research approach is adopted. More-
over, a description of the data analysis procedure and data 
quality issues will be given. 
 

In this chapter, an analysis will be performed based on the 
information gathered in the frame of reference and the em-
pirical findings. To better present the understanding 
reached of the Financial Gap, an Interactive Model has been 
developed. Around this model, the analysis will be centered 
in order to answer the research questions. 

 

This chapter will present the conclusions drawn from the 
study. Hence, the answers of the research questions will be 
summarized in order to fulfil the purpose of the study. 
Lastly, a critique of the study and suggestions for further 
research will be discussed. 

This chapter will present the findings from the interviews 
as well as the questionnaire. Together with earlier research 
and theories, the empirical findings will later be the founda-
tion for analysis and conclusions in an attempt of describ-
ing and explaining the Financial Gap. In this way, the study 
will contribute to the understanding of the Financial Gap. 

 

1.8 Disposition of the Thesis 
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2 Frame of Reference 

The purpose of this chapter is to present theories and research that describe the Financial Gap from the per-
spective of both small businesses and banks. In the beginning of the chapter, the concept of the Financial 
Gap will be defined and illustrated. Subsequently, a presentation of economical as well as practical theories 
and previous research within the area will be provided. 

2.1 Defining the Financial Gap 

The Financial Gap is not a new concept. Back in the 1930‟s, the MacMillan-report identi-
fied the gap and termed it as the “MacMillan Gap”. The report describes the gap as the 
small businesses trouble with obtaining external finance. MacMillan observed that this eq-
uity gap existed even though small firms could provide securities for the requested loan. 
(Stanworth & Gray, 1991) 

Further research within the field of the Financial Gap is conducted by Bolton (1971). The 
research builds on MacMillan‟s findings and explains the small businesses difficulty to at-
tract long-term external financing as a problem of knowledge. Bolton (1971) points out 
that entrepreneurs lack knowledge about accessible sources of external finance, and that 
once these are determined, small businesses have trouble fulfilling the demands required by 
the external financier. Furthermore, external financiers do not understand the entrepreneur 
and their small business venturing. (Bolton, 1971) 

In the report The SME Financing Gap: Theory and Evidence (2006), OECD explains that 
asymmetric information, agency problem, adverse credit selection and monitoring issues 
are factors affecting the magnitude of the Financial Gap between small businesses and fi-
nanciers. The Financial Gap has been defined by OECD (2006) as “the difference between the 
number of SMEs that could use funds productively if they were available, but cannot obtain finance from 
the formal financial system” (OECD, 2006, p. 11). 

2.1.1 Overview of the Financial Gap 

 

 

 

Financier FINANCIAL GAP 
Small Busi-

ness 

Asymmetric Information 

 High Risk 

 Lack of competence and financial 

instruments 

 Relatively high transaction- and 

monitoring costs 

 Lack of knowledge 

 Attitude towards external 

equitycapital 

 

Demand for Capital Supply of Capital 

Figure 2:1. A Model Illustrating the Financial Gap. 
The model is retrieved from Landström (2003), p. 14. 
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Landström (2003) wrote a book where earlier theories as well as the most recent Swedish 
research regarding the Financial Gap were gathered. Landström (2003) portrays the gap be-
tween financiers and small businesses in a model that not only describes the gap but also 
expresses some of the acknowledged reasons for its existence. 

Even though there is a lack of knowledge concerning what the reality of supply and de-
mand for external capital looks like, a general conclusion drawn is that the existence of the 
gap is due to asymmetric information (Landström, 2003). Asymmetric information means that 
one of the parties has more information than the other (Landström, 2003). In this case, one 
could assume that asymmetric information manifests its existence in form of the entrepre-
neur having more information about the company than the financier has (Williamson, 
1975, cited in Landström, 2003). Landström (2003) explains that one reason for why the 
entrepreneur has greater knowledge about the company is because small businesses are not 
as exposed to external scrutiny as bigger firms, making information gathering much more 
difficult for the financier. Furthermore, small businesses do not have as good internal ac-
counting systems as larger firms (Landström, 2003). Yet, in some cases, the financier actu-
ally has greater knowledge about the future prospects of a venture than the entrepreneur, 
thanks to their overall knowledge about markets and businesses (Landström, 2003). 

According to Landström (2003) asymmetric information is one underlying factor for the 
existence of the Financial Gap. There are, however, several other reasons suggested. Some 
explanations can be traced to the financiers‟ side of the transaction and some to the entre-
preneurs‟ (Landström, 2003).  

On the left side in the model there are three factors for the gap derived from the financiers‟ 
side of the transaction. Firstly, different studies have revealed that many small businesses, 
and especially young ones, have a large risk of going bankrupt during their first years, 
which leads to a large risk for financiers (Storey, 1994, cited in Landström, 2003). Secondly, 
Landström (2003) mentions that financiers often lack knowledge and financial instruments 
to analyze small businesses. Financiers‟ frameworks and instruments are based on mature 
corporations, which make them non-applicable for small firms (Landström, 2003). Thirdly, 
the monitoring and transaction costs for small businesses loan transactions are relatively 
high (Landström, 2003). Small businesses normally request smaller loans than larger com-
panies, which make the relative transaction costs higher (Landström, 2003). Further is the 
cost for continuous monitoring higher, compared to what revenue a bigger loan generates 
with the same effort of monitoring (Landström, 2003). 

On the right side in the model Landström (2003) describes the entrepreneurs‟ two main 
contributing factors for the Financial Gap. The first factor concerns the entrepreneur‟s lack 
of knowledge. The knowledge shortage is two-folded, where one part is the lack of knowl-
edge of what different alternatives there exists for external financing, and the other part is 
the lack of knowledge of how to meet the financiers‟ requirements. The second factor for 
the Financial Gap from the entrepreneurs‟ side of the transaction is the attitude towards 
external finance. Entrepreneurs do in general have a negative attitude towards external fi-
nance. (Landström, 2003) 

By bringing these different pieces of research together, Landström has brought new light 
on the Financial Gap and provided a general mindset about the underlying reasons for the 
existence of the gap. 



An Interpretation of the Financial Gap   Johansson, Nolander & Waldemar 

8 

 

2.2 Economical Theory 

The Financial Gap can be studied from the viewpoints of economic theory. This section 
will include a presentation of; neoclassical economic theory, asymmetric information, over 
optimism, attitude towards external capital as well as uncertainty and risk.  

2.2.1 Critics against the neoclassical economic theory 

According to neoclassical economic theory, a capital market is in equilibrium at the point 
where the supply- and demand schedules intersect (Hahn, the New Palgrave Dictionary of 
Economics, 2008). Hence, equilibrium interest rates are determined through an interaction 
between the concerns of the financiers and the finance seeking parties (Hahn, the New 
Palgrave Dictionary of Economics, 2008). In addition to the assumption of equilibrium, 
neoclassical economic theory assumes a perfect capital market where complete information 
is available for all parties and where there are no barriers to trade (Eichner & Kregel, 1975). 

Post-Keynesian theory is a critique against the neoclassical economic theory, which argues 
that there is no such thing as a perfect capital market. The future is unknown why complete 
information cannot exist. In addition, cyclical patterns must be taken into consideration 
since the Post-Keynesian theory aims at explaining the world as it is empirically observed. 
(Eichner & Kregel, 1975) 

Furthermore, Ang (1991) argues that the financial situation of small businesses is not appli-
cable to the assumptions of the neoclassical economic theory (cited in Landström, 2003). 
Small businesses are, due to their characteristics, exposed to other financial problems than 
larger companies and do also attack problems differently. Small companies do not always 
act rationally in economic senses since there are other driving forces more valuable for 
small businesses. Another differentiating factor between small businesses and larger ones is 
the strong integration between the small business owner and the company‟s financing is-
sues. Also, information asymmetries tend to be high between small businesses and their fi-
nanciers, which in turn make the transaction costs for capital high. Hence, the argument of 
equilibrium interest rates is of no use for small businesses. (Ang, 1991, cited in Landström, 
2003) 

2.2.2 Information Asymmetries in Loan Markets 

Information asymmetries are the common expression for the imbalance of knowledge and 
power taking place when one party in a transaction has more knowledge than the other 
(Landström, 2003). When information asymmetries are present, as Stiglitz and Weiss (1981) 
argue, a loan market in equilibrium can be credit rationed. Credit rationing, as defined by 
Jaffe and Russel (1976), occurs when borrowers have more information about their pro-
jects and their risk of default than lenders. Credit rationing can for example be conditioned 
by the interest rates charged by banks, since the interest rates charged affects the riskiness 
of borrowers through adverse selection and moral hazard (Jaffe & Russel, 1976). Adverse 
selection is known as categorization of borrowers before a loan is granted and moral haz-
ard determines actions taken by borrowers after receiving the loan (Stiglitz & Weiss, 1981). 

Adverse selection is a result of borrowers having different probabilities of repaying their loans. 
Banks want to distinguish between good and bad borrowers, since their expected return 
depends on repayment probabilities of borrowers. This can be done through devices such 
as interest rates. By raising interest rates, however, banks attract a riskier pool of borrowers 
since the safe ones are driven out of the market and borrowers are induced to invest in 
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risky projects. This lowers the bank profit and credit rationing is prevalent in the market. 
(Stiglitz & Weiss, 1981) 

„...those who are willing to pay high interest rates may, on average, be worse risks; they 
are willing to borrow at high interest rates because they perceive their probability of re-
paying the loan to be low.‟  (Stiglitz & Weiss, 1981 p.393) 

Jaffe and Russel (1976) explain how moral hazard is a determinant of credit rationing. Moral 
hazard is present when the individual who has more information and less risk tends to be-
have incorrectly from the standpoint of the party with less information, because they want 
to maximize their own utility (Kotowitz, the New Palgrave Dictionary of Economics, 
2008). Moral hazard becomes a risk for the bank, as they cannot control all actions taken 
by borrowers and monitor that they will act according to the loan agreement (Stiglitz & 
Weiss, 1981). 

Stiglitz and Weiss (1981) say that credit rationing occurs in circumstances when some ap-
plicants receive a loan and some do not, even though they appear to be equal and the ne-
glected applicants cannot receive a loan even when willing to pay a higher interest rate. 
Also, when some individuals cannot obtain a loan at any interest rate even when credit 
supply is larger, credit rationing is said to be present. (Stiglitz & Weiss, 1981) 

2.2.3 Over Optimism Among Entrepreneurs 

Another point of view within the area of asymmetric information, presented by de Meza 
and Southey (1996), says that banks have an informational advantage about borrowers‟ 
ability to succeed, due to history of cases with loan applications. According to de Meza and 
Southey (1996), entrepreneurs are expected to have a biased view of their ability to succeed 
due to them being over optimistic regarding their business futures and expectations. 

„The situation would be ripe for unrealistic optimism, particularly with regard to the 
entrepreneur‟s perceived abilities.‟ (de Meza & Southey, 1996, p. 376) 

Success probabilities depend largely on the ability of the entrepreneur. Yet, the ability is 
hard to prove why it is difficult for entrepreneurs to show evidence of their beliefs regard-
ing their business idea. Unfortunately, this over optimism leads to excess entry of people 
wanting to become entrepreneurs and the average project may be an expected loss maker 
for the bank. People who are risk lovers can only express this through entrepreneurship 
and will drive out all risk averters and cause negative returns. (de Meza & Southey, 1996) 

2.2.4 Small Businesses Attitude Towards External Capital 

In the classic Pecking-order theory, developed by Myers (1984), it is explained that firms pri-
marily prefer internally generated funds. 

„Management strongly favoured internal generation as a source of new funds even to 
the exclusion of external funds except for occasional unavoidable „bulges‟ in the need 
for funds.‟ (Donaldson, 1961 p. 67, cited in Myers, 1984, p. 581) 

If internally generated funds by no means can be obtained and external financing is needed, 
the firms prefer safe capital in form of debt, usually bank loans, and lastly equity. One rea-
son determining the negative view towards equity is information asymmetries. (Myers, 
1984) 
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Managers in small businesses are control-averse, and therefore hesitate to include external 
capital in their business portfolios in fear of losing control of the company (Olofsson & 
Cressy, 1996). Autonomy and independence are important factors for individuals when de-
ciding to become entrepreneurs (Davidsson, 1989, cited in Landström, 2003). This goes in 
line with de Meza and Southey (1996), whom argue that entrepreneurs self-select them-
selves and are the most over optimistic individuals when evaluating their future. McKenna 
(1993) clarifies that thoughts and feelings of being in control increase the over optimism 
among entrepreneurs. Furthermore, Smith (1926) mentions that individuals who want to 
become entrepreneurs must like risk and have expectations and hope of success (cited in de 
Meza & Southey, 1996). 

2.2.5 Uncertainty and Risk 

A decision can be made under three different conditions; certainty, uncertainty and risk. A 
decision under certainty is said to be made when one is aware of the consequences of the 
decision before it is made. On the other hand, a decision is said to be made under uncer-
tainty when there are alternative possible events and future outcomes of the decision avail-
able, but there is no chance to assess the probability of each of them to occur. A decision 
made under risk, however, is present when there are many possible consequences and end-
ings of the decision available and it is possible to calculate the likelihood for them to occur. 
(Machina & Rotschild, the New Palgrave Dictionary of Economics, 2008) 

„How businesses deal with risk and uncertainties lies at the heart of management 
process‟ (Csiszar, 2008, p.3) 

According to Csiszar (2008), there is a need of possessing the capability to recognize, 
evaluate and handle uncertainties and risks in order for effective decision-making. Csiszar 
(2008) further emphasizes that risk and uncertainty are fundamental concepts that cut 
across every level in a business. Davidsson (1992) argues that small business owners are not 
less risk averse than others but instead, they are more willing to accept uncertainty. Fur-
thermore, small business owners underestimate risk, why their risk-taking is due to over-
optimism (Davidsson, 1992). 

For banks, the process of evaluating a company and its risk level does not generally include 
decisions under certainty. Instead, many decisions are taken under risk. A study performed 
by Binks, Ennew and Reed (1992) has shown that it is particularly hard for banks to per-
form a credit assessment and to evaluate the risk of small companies. This is due to the fact 
that it is hard and especially costly for banks to collect a satisfying amount of information 
of small businesses. Furthermore, the problem of information asymmetries as a main con-
tributor to the increase in risk is emphasized. (Binks et al., 1992) 

Landström (2003) has also come to the conclusion that banks face a higher risk when en-
gaging in business relationships with small and young firms compared to larger and more 
established firms. This higher risk is due to the increased probability of small and young 
firms to liquidate or to be driven out of business soon after their establishment (Landström 
2003). 

2.2.6 Mechanisms for Overcoming Risk and Asymmetric Information  

Bank loans are the source of external finance that small firms tend to be less reluctant to 
(Olofsson & Cressy, 1996). There are, however, risks included for banks when issuing bank 
loans in terms of information asymmetries (Bosse, 2009). According to Bosse (2009) in-



An Interpretation of the Financial Gap   Johansson, Nolander & Waldemar 

11 

 

formation about small firms and their engagements are costly for banks to acquire. This 
problem of asymmetric information can, however, be limited through governance mechanisms. 
Williamsson and Ouchi (1981) define governance as „a mode of organizing economic exchanges‟ 
(cited in Bosse, 2009, p. 185). 

Bosse (2009) suggests collateral, reputation and relationship as three governance mecha-
nisms that will limit both the risk for banks and the information asymmetries between 
banks and small businesses. Firstly, collateral can be used as a security for the bank in case 
of default by the small firm. The only problem is that small firms may be resource con-
strained why it can be costly and sometimes impossible for them to provide satisfying secu-
rities to the bank. A second way for small firms to signal their quality is in form of reputa-
tion. This minimizes adverse selection through sending out signals with information about 
unobservable characteristics. This is shown through the small businesses‟ exchanges with 
other parties. Thirdly, when the small firm engages in only one bank, information about the 
firm‟s future activities are revealed over time. This relationship lending reduces asymmetric 
information and makes monitoring easier. (Bosse, 2009) 

„Perhaps the most promising approach is for small firms and their banks to mitigate 
these hazards by engaging in “relationship lending”.‟ (Bosse, 2009, p. 185) 

In line with these findings, Doz (1996) points out that when monitoring is done during 
face-to-face and other personal interactions, both parties develop shared values and a mu-
tual understanding and commitment regarding their relation. 

2.3 Practical Theory – The Small Business World 

In order to understand the Financial Gap it is necessary to study the practical reality of the 
members involved. Therefore, there is a need for practical theory and research about the 
small business world. Theories presented in this section concerns; how small firms exercise 
management and ownership, decision-making and corporate governance.  

2.3.1 Management and Ownership in Small Businesses 

„In many SMEs, the owners, board and the top management overlap.‟ (Brunninge, 
Nordqvist & Wiklund, 2007, p. 304) 

One of the big advantages small businesses have today is that they possess the ability to 
quickly adapt to the changing environment. This is because they normally have less bu-
reaucracy than larger firms (Pettit & Singer, 1985). Deeks (1976) explains that the owner or 
leader is more important in a small firm than in a larger (cited in Landström, 2003). One 
reason for this is that every single individual plays a bigger role in a small firm (Deeks, 
1976, cited in Landström, 2003). This is due to fewer employees and the often overlapping 
work tasks, which mean that the individual have more knowledge about several subjects 
and is thus able to handle more situations (Deeks, 1976, cited in Landström, 2003). The 
second reason regards the fact that the small business often is managed by one single per-
son which also often is the owner (Demsetz, 1983). That the owner and manager often is 
the same person makes this person extremely important for the company and thus the 
traits of the owner are vital for the company‟s success (Demsetz, 1983). 

Yet, the key position of the owner can also affect the firm negatively. Bruns (2001) claims 
the difficulties of small firms‟ obtaining external finance can be imputable to their owner-
ship structure. Instead of the size of the small firm, which have been an established reason 
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for funding problems, Bruns explains that the integration of ownership and management in 
the same position affect financiers negatively. Firstly, because financiers are omitted to 
solely trust information provided by the owner instead of having the possibility to use 
other sources of information. Secondly, due to the special way decisions are made in small 
firms. Lastly, financiers see a negative aspect of the decisions not being monitored or 
evaluated by anyone else than the owner. (Bruns, 2001) 

2.3.2 How are Decisions Made in Small Businesses? 

For many years there has been a debate over how decisions are made. Early research fo-
cuses on the rational model for decisions. The rational perspective assumes an “economic 
man” who is rational (Simon, 1955). This includes that the decision maker in every decision 
can gather all relevant information, identify goals, compare all available alternatives and 
evaluate these to make the optimal decision (Rice & Hamilton, 1979). However, according 
to Simon (1955), there are psychological limitations that prevent a person from making 
fully rational decisions, and instead suggest decision making as a stochastic process. What 
prevents a person from a rational decision is not the time and knowledge for selecting an 
alternative but the time and knowledge it takes to gather information to actually know all 
available alternatives. The choice can be described as “satisfying”, rather than maximizing 
(Rice & Hamilton, 1979). This is described as bounded rationality, meaning that individuals 
maximize their utility given certain constraints (Simon, 1955). 

Opposite of the rational perspective is the non-rational, also known as the social perspec-
tive.  Rice and Hamilton (1979) clarify that the social perspective includes several social vari-
ables and views the process as an “open system” where the decision maker seeks satisfac-
tory solutions rather than optimal solutions. Decision making in small businesses is con-
ducted in an informal manner. The owner is involved in the day-to-day operations due to 
the size of the small business. This leads him to be involved in all levels of decision-making 
on several areas simultaneously. Rice and Hamilton (1979) explain that the small business-
man does not have a system for filtering the information and will thus experience unorgan-
ized noise from which he bases his decision upon. Further are small businesses‟ goals 
vaguely defined and both goals and decisions are often pragmatic and short ranged. The 
owners and managers of small businesses revealed that most of their decisions were results 
of their intuition, experience and guesswork, which indicate that there is no formal decision 
process occurring. (Rice & Hamilton, 1979) 

2.3.3 Corporate Governance in Small Businesses 

Corporate governance is the board of directors‟ duty to oversee the management and represent 
the interest of the firm‟s shareholders (Sompayrac, Encyclopaedia of Management, 2006). 
Managers oversee day-to-day operations and run the firm. Hence, the board of directors 
shall in their governance control evaluate the managers‟ decisions to make sure that the 
managers act in the best interest of the firm‟s shareholders (Sompayrac, Encyclopaedia of 
Management, 2006). Corporate governance is a protection for investors. The greater the 
protection is for the investor, the more willing the investor will be to provide financing. 
Hence, increased corporate governance will make more external financing available for 
firms (La Porta, Lopez-de-Silanes, Shleifer & Vishny, 2000). 

The form corporate governance takes in a large firm does, however, differ from how it is in 
a smaller firm (Brunninge, et al., 2007). In a small firm, there are often not a clear separa-
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tion between the managers, owners and the board of directors (Brunninge et al., 2007). Ac-
cording to Cowling (2003) small firms have rather primitive governance mechanisms.  

„...many small firms have relatively unsophisticated and non-complex governance struc-
tures.‟ (Cowling, 2003, p. 335) 

Yet, both Cowling (2003) and Brunninge et al. (2007) enhance positive effects of corporate 
governance in small firms. Cowling (2003) points out the positive effect of increased pro-
ductivity and Brunninge et al. (2007) indicate the improved ability of strategic change. On 
the other hand, when relating corporate governance as a safety mechanism for lenders, as 
La Porta et al. (2000) discuss, the fact that small firms have informal corporate governance 
could decrease the external finance available. 

2.4 Practical Theory – Banks as Financiers  

As mentioned before, it is necessary to study the practical reality of the members involved 
in order to understand the Financial Gap. Therefore, there is also a need for practical the-
ory and research about banks as financiers. Theories presented in this section concern; the 
credit handling process, accounting information and relationship lending. 

2.4.1  Credit Handling Process – The 5 C’s of Credit 

The credit handling process by banks is a process consisting of information collection, in-
formation procession, information analysis, decision, and a continuous follow-up of the 
credit worthiness of the firm (Murray, 1959, cited in Svensson, 2003). The assessment of 
the business‟s credit worthiness consists of a judgment about the business‟s future income 
and repayment ability as well as a security judgment (Svensson, 2003). In order to assess the 
credit worthiness of small businesses, the lender can make use of the 5 C‟s of credit; Char-
acter, Capacity, Capital, Collateral and Conditions (Jankowicz & Hisrich, 1987).  
 
The first “C”, character,  refers to  the integrity, intent and trustworthiness of the borrower 
(Strischek, 2009). Also, the borrower‟s reputation comes under this heading (Strischek, 
2009). This is the most qualitative assessment criteria since it is based on the subjective 
perception and also the intuition of the lender (Jankowicz & Hisrich, 1987). Due to the 
characteristics of small businesses, the lender‟s perception of the character of the owner is 
of high influence in the credit process (Sjöberg, 1992, cited in Bruns, 2001).  The second 
“C”, capacity, is also argued to depend on the intuitive judgments of the lender (Jankowicz 
& Hisrich, 1987). This is because the capacity of the financial ability of the borrower to 
handle the debt and to repay the loan is determined in the eyes of the lender (Strischek, 
2009). That the judgment about the future performance of the firm as well as the business 
owner‟s character is based on intuition and subjectivity is also found by an empirical study 
by Bruns in 2001. Bruns (2001) found that the entire outcome of a credit process is highly 
influenced by the intuition, subjectivity and experience of the credit official. 

The remaining three “C‟s”, capital, collateral and conditions, are more quantitative in their 
character (Jankowicz & Hisrich, 1987). Capital hints at the borrowers own contribution of 
capital, which results in increased borrower commitment, whereas collateral refers to the 
borrower‟s ability to provide securities for the debt (Strischek, 2009). For small businesses, 
however, there are not always securities available why other assessment criteria become 
more important (Bosse, 2009). Lastly, the criteria of conditions take the businesses‟ surround-
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ing settings into account by looking at for example the nature of the competition, the cus-
tomer stock characteristics and the overall industry environment (Strischek, 2009). 

2.4.2 Accounting Information as an Assessment Tool 

Due to the prevailing information asymmetry between banks and small businesses, the 
banks are in need of detailed financial- and non-financial information about the company 
in order to perform a reliable evaluation of the business (Bruns, 2001). The financial in-
formation used typically consists of accounting information in form of an income-, bal-
ance-, and liquidity statement (Cressy, Gandemo & Olofsson, 1996, cited in Bruns, 2001). 
According to a study performed by Svensson (2003), accounting information constitutes an 
important basis for the financial institution‟s assessment of the credit worthiness of a busi-
ness. Furthermore, Bruns (2001) has found that deficient accounting information is a 
common reason for businesses not obtaining funding. This is because banks believe that a 
business that does not base its decisions on internal or external accounting information is 
acting unprofessionally (Bruns, 2001). Furthermore, banks use the accounting information 
as a basis for their forecasts in order to reduce their risk of providing funds as well as to 
ease their inspection and control of the business (Svensson, 2003). Yet, Svensson (2003) 
found a tendency that the importance of accounting information decreases as the firm cre-
ates strong relationships with the bank. 

2.4.3 Relationship Lending versus Transactions-Based Lending 

There are two broad types of lending technologies available for commercial banks; transac-
tions based-lending and relationship lending (Berger & Udell, 2002). Under transactions-based 
lending, the lending decisions are based on “hard” data, such as data from financial state-
ments, information about the quality of the available collateral and data about historical 
numbers (Berger & Udell, 2002). Hence, decisions under this type of lending involve de-
tailed and quantifiable information (Jankowicz & Hisrich, 1987). Because of this, transac-
tions-based lending is more appropriate for larger firms (Berger & Udell, 2002). 

Banks adopting relationship lending practices, on the other hand, base their decisions on 
“soft” data, such as information about the character and reliability of the firm‟s owner 
(Berger & Udell, 2002). This information is gathered through regular contacts with the firm 
over time (Berger & Udell, 2002). Consequently, this leads to that the banks base their de-
cisions on more subjective and qualitative information (Jankowicz & Hisrich, 1987). Ac-
cording to Cressy (2002), relationship lending is to prefer when dealing with small busi-
nesses. 

„Banks employ relationship lending technology for dealing with smaller, and younger 
firms who are more informationally opaque and where the association is closer and 
more personal.‟ (Cressy, 2002, p. F7) 

In line with this, Berger & Udell (2002) argue that relationship lending, due to its character-
istics, can help to reduce the information problem of small firm finance. As a result, rela-
tionship lending is of great importance for addressing the problem of the debt gap between 
small businesses and banks (Berger & Udell, 2002). 

Petersen and Rajan (1994) has found that the primary benefit of relationship lending is the 
increased availability of financing as the firm increases its ties to the lender and in this way 
lower the bank‟s information costs.  
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„…the availability of finance from institutions increases as the firm spends more time 
in a relationship, as it increases ties to a lender by expanding the number of financial 
services it buys from it, and as it concentrates its borrowing with the lender.‟ (Peter-
sen & Rajan, 1994, p. 3) 

In the eyes of the businesses, the availability of finance is one of the most important char-
acteristics of financial institutions (Petersen & Rajan, 1994). Furthermore, Meyer (1998) ar-
gue that by building relationships with banks, businesses are able to obtain funding that 
otherwise not would have been an option. 
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3 Method 

In this chapter, the research design and the procedures used for collecting the data will be presented. More-
over, the methods used for analysing the data and data quality issues will be provided. Due to the study‟s 
practical view of the Financial Gap, an Ethnomethodological research approach is undertaken.   

3.1 Research Design 

3.1.1 Inductive and Deductive Research Approach 

When conducting research, there is a choice between two fundamental research ap-
proaches; induction and deduction. The inductive approach moves from empirical observa-
tions to conclusions, which finally are developed into theories. Hence, the research process 
begins with collecting data with the aim of using that data to develop theories or improve 
existing ones. The deductive approach, on the other hand, has existing theories as a point 
of departure. Therefore, a researcher adopting this approach is using existing knowledge to 
develop hypotheses that later can be accepted or rejected by the use of empirical testing. 
(Patel & Davidson, 2003) 

This research adopts the inductive as well as the deductive research approach. According to 
Patel and Davidson (2003), such a combination is referred to as an abductive approach. In an 
abductive research approach, induction is the starting point and from the findings achieved 
one moves on to the deductive approach to test the attained findings (Patel & Davidson, 
2003). In this study, the Financial Gap is interpreted as a relational concept why there is a 
need of exploring the actual thoughts and actions of the involved parties, i.e. to understand 
how the gap is constructed and reconstructed. Therefore, the inductive approach has been 
used to map the situation between small businesses and banks. From these learning‟s, spe-
cific ideas about the gap was developed and in order to test these, the research took on a 
more deductive approach. By using this abductive approach, the aim was to improve the 
existing understanding and to contribute with new knowledge about the Financial Gap. 

3.1.2 Deepening of the Inductive Approach by Ethnomethodology 

In 1954, Harold Garfinkel, a professor in sociology, developed a research approach that he 
termed Ethnomethodology. The first part of the concept ethno refers to a particular group of 
people while the second part methodology refers to that particular group‟s everyday practices 
and the description of these practices. According to Garfinkel, it must be true that mem-
bers of a specific society have some shared methods for achieving social orders and to under-
stand social situations. (Rawls, 2002) 

The term Ethnomethodology is an inductive approach which is said to be a systematic 
study of everyday life that seeks to understand and describe rather than explain. Coulon 
(1995) phrases Garfinkel‟s view of Ethnomethodology as;  

„…the analysis of the ordinary methods that ordinary people use to realize their ordi-
nary actions‟ (Coulon, 1995, p. 2).  

Hence, there is an attempt to explore the nature of the interactions between people and the 
way people create and perceive society. Furthermore, effort is put on analyzing the differ-
ent methods people use for accomplish their daily matters. Therefore, the studies per-
formed under this perspective are aimed at gaining knowledge about the practical reality of 
how people reason, by for example examine and engage in conversations. This aim can be 



An Interpretation of the Financial Gap   Johansson, Nolander & Waldemar 

17 

 

explained by the fact that in order to make sense of the social reality, you have to speak the 
same language and follow the rules of the game of that society. Only by doing this the be-
liefs, behaviour and commonsense of people can be analyzed. As a consequence, Eth-
nomethodologists organize their research around the assumption that all people are “prac-
tical sociologists”. (Coulon, 1995) 

This view can be further illustrated by a citation, which says that; 

„The real is already described by the people. Ordinary language tells the social reality, 
describes it, and constitutes it at the same time.‟ (Coulon, 1995, p. 2) 

Due to the characteristics of Ethnomethodology, the research approach has two central 
concepts; indexicality and reflexivity. The term indexicality says that words are “indexed” to 
the situation where they are spoken, why the words only show their exact meaning in the 
context of them being produced. Building further on this, the term reflexivity says that 
peoples‟ way of understanding, grasping and interpreting the social reality is determined in 
the exchange of words. Hence, Ethnomethodologists argue that describing and producing 
an action is equivalent, since you produce the action as you describe it. (Coulon, 1995) 

Ethnomethodology is not itself a specific research method. Instead, people adopting the 
Ethnomethodological perspective can use a wide variety of research methods. Due to the 
nature of Ethnomethodology, the different research methods do, however, have one thing 
in common; they all focus on determining what people in different situations do and how 
they make sense of reality. Hence, Ethnomethodologists use research methods where they 
get the chance to become a part of the social phenomenon studied. As a result, qualitative 
research methods are adopted, such as observations and interviews, since those methods 
allow for descriptions of the practical reality of people. (Coulon, 1995) 

Adoption of Ethnomethodology 

An understanding of the Financial Gap requires the Ethnomethodological research ap-
proach. The Financial Gap is a practical concept due to the fact that its existence expresses 
itself in the interaction between the finance seeking part and the financier. The Financial 
Gap needs to be explained by the use of a practical framework in the form of in-depth dia-
logues in order to understand the social realities of the involved parties. Only by doing this, 
the mindsets, situations and practical problems of those opposite poles can be defined and 
analyzed. 

This adopted practical framework permeates the selection of methodological ideas as well 
as theories included in the frame of reference underlying the research. The Financial Gap 
cannot be explained by the use of traditional theories, such as the classic economic theory, 
since there is no possibility to apply those theories to grasp the interaction. Instead, theo-
ries that explains the gap in practice need to be adopted; since theories often are developed 
out of practice and not vice versa. The practical reality has its own rules, which only can be 
understood by an examination of that particular reality. In the context of this study; small 
businesses as well as banks, have their own practical norms and rules of the game, which 
guide their way of doing things. Hence, there is a need to dig deep into the situations of 
small businesses and banks in order to explore how it works inside the walls of the two 
parties. Theories which involve from outside are of no use since the concept of the Finan-
cial Gap needs to be studied without pre-understandings. It is through open-minded con-
versations one has the ability to detect the different viewpoints of the researched parties 
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and how their attitudes and actions affect the magnitude and the existence of the gap. The 
Ethnomethodological approach is permeated throughout this research by focusing the data 
collection on in-depth interviews. Yet, in order to strengthen the information obtained dur-
ing the interviews, a questionnaire to small businesses was sent out. In this way, a possibil-
ity for generalizations of the findings was created. 

3.1.3 Mixed Method Research Design 

Combining qualitative and quantitative data collection- and analysis techniques is referred 
to as a mixed method research design (Saunders, Lewis & Thornhill, 2007). To perform a re-
search of the Financial Gap as a relational concept, demands a mixed method research de-
sign due to the study‟s abductive approach. Using qualitative and quantitative data collec-
tion techniques and analysis procedures one after the other is referred to as a sequential 
mixed method research (Saunders et al., 2007). A qualitative data collection technique as well as 
a qualitative data analysis procedure was required in order to learn and understand the na-
ture of the Financial Gap and its underlying reasons. This is in accordance with the Eth-
nomethodological research approach which requires a close study of the two parties‟ prac-
tical realities. The qualitative data is collected through four in-depth interviews; two with 
representatives of banks and two with representatives of business organizations. When 
having grasped the characteristics of the phenomenon, a few key areas could be outlined. 
Here the research moved from the inductive approach to the deductive, where the learning 
from the qualitative research was tested through a quantitative study. The findings achieved 
from the interviews were used to formulate a questionnaire which was distributed to small 
business owners. According to Patel and Davidson (2003), when using an abductive re-
search approach, where the findings from the inductive part are tested during the deductive 
stage of the research, generalization about the researched topic is possible. Hence, the ab-
ductive and the sequential mixed method design enable generalization and provide the re-
search with further legitimacy. 

3.2 Data Collection Methods 

3.2.1 Theory and Earlier Research 

In order to describe and explain the Financial Gap, the starting point of the study was to 
investigate how other researchers have studied the gap. It was recognized that many re-
searchers have come to the conclusion that the gap can be explained by asymmetric infor-
mation, which can be seen as an economic theory. Therefore, the frame of reference sec-
tion includes some economic theories. The focus of this study, however, is more on the 
practical reality of the Financial Gap, why theories regarding the nature of small businesses 
and banks have been put in light. Furthermore, due to this practical viewpoint, the founda-
tion for the method section has been the theory of Ethnomethodology developed by 
Garfinkel in 1967. 
 
During the study, a wide variety of information collection tools have been used. Library 
catalogues such as Julia, and encyclopaedias for example the New Palgrave of money & finance, 
were used in order to define vital concepts for the study and to get a wider understanding 
of the researched topic. The focus has been on collecting material with a practical orienta-
tion. To get access to scientific journals and academic articles applicable to the different 
subjects of the researched concept, databases such as Business Source Premier, ABI Inform and 
JSTOR have been utilized. Journals of high relevance for the research are among others; In-
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ternational Small Business Journal, Small Business Economics, the Journal of Finance, the Economic 
Journal and the Journal of Business Venturing. In addition to academic articles, dissertations and 
doctorial theses have been building blocks of the frame of reference. 
 
The beginning of the data collection process consisted of information searches using quite 
broad terminology, such as the Financial Gap, small business funding, lending risk, credit rationing, 
lender-borrower relationship, asymmetric information, imperfect information, decision-making and corpo-

rate governance. Those searches was later refined and specified by the use of citation marks, 
specification of certain time periods and by using the words and/or/not, e.g. decision-making 
“and” small businesses. When having read several articles, important researchers within the in-
vestigated field could be identified whose work later was used in the thesis. Also, the refer-
ence lists of academic articles were used in order to detect relevant pieces of work by look-
ing for commonly used references. For each reference, a critical standpoint has been under-
taken in order to evaluate the relevance of the information provided.  

3.2.2 Interviews 

To collect data by the means of interviews is a data collection method that results in primary 
qualitative information (Hussey & Hussey, 1997). There are three types of interviews that can 
be performed; structured, semi-structured and unstructured (Ghauri & Grønhaug, 2005). Unstruc-
tured interviews, which were used in this research, are in-depth interviews with an informal 
structure (Saunders et al., 2007). When performing in-depth interviews, there are no pre-
determined questions, but instead some general topics are explored to uncover the inter-
viewees‟ view on the area (Marshall & Rossman, 2006). During the interview, the partici-
pant is allowed to talk freely about the subject and thereby the interviewer can obtain deep 
knowledge about the interviewee‟s situation and feelings about the researched topic (Mar-
shall & Rossman, 2006). 

The method of using interviews is in agreement with the Ethnomethodological research 
approach. The method was used due to the aim of coming close to the interviewees and to 
understand their situation in practice. Since this study is researching a relational concept be-
tween small businesses and banks, there was a need to conduct in-depth interviews with 
both parties. Interviews have been performed with two organizations which are working 
closely with small firms. One is Almi Business Partner (Almi Företagspartner), which is an 
organization supporting companies. Almi Business Partner often comes in contact with 
small businesses when these seek coaching or finance. The other organization is the Swed-
ish Federation of Business Owners (Företagarna), which is an organization that represents 
companies and act in their best interest to establish good conditions for the firms. These 
two organizations are the biggest in Sweden, in terms of representing small businesses, and 
thereby possess grand knowledge about small businesses and their situations. By interview-
ing these two organizations, a general mindset of the small businesses way of viewing their 
relation with the bank could be achieved. Furthermore, the study includes interviews with 
representatives from SEB and Handelsbanken. These were performed in order to get the 
financiers‟ viewpoint of the concept of the Financial Gap as well as their overall perception 
of small firms and their relation with them. 

The interviews started with the interviewers introducing the concept of the Financial Gap 
in order for the participant to fully understand the subject of the interview. Subsequently, a 
presentation of the structure of the interview was given, where it was explained that a 
number of themes would be discussed during the interview. The participants where then 
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asked to answer freely and express their thoughts and feelings about the topics and to fur-
ther elaborate into new areas if necessary. 

The set of themes covered in the interviews differed with respect to if the interviews were 
conducted with representatives of small businesses or banks (see appendix 1). All inter-
views, however, had the purpose of discovering the participant‟s thoughts and feelings re-
garding the relation between the parties and the Financial Gap overall. Topics formulated 
for the interviews with small businesses included; demographics of owners of small firms 
and the decision-making process in small businesses in order to get a general idea of the na-
ture of small businesses. Furthermore, the small businesses‟ use of financial data, their atti-
tude towards external capital and their knowledge regarding the fulfilment of the banks‟ re-
quirements were themes covered. Lastly, the relation between small businesses and banks 
was discussed. Topics discussed during the interviews with banks included what factors the 
bank considers in the credit decision process of small businesses. Quantitative as well as 
qualitative criteria for the credit scoring process were put in light. Also, discussions regard-
ing the banks perspective of the relation with small businesses as well as their view of man-
agement and the decision-making structure in small firms were held. These themes were 
sent out to the participants two days prior to the interviews in order for the interviewee to 
be well prepared and to increase the validity of the information achieved. In order to make 
the interviews easy to follow for the participant, one of the interviewers was responsible for 
making the interview move forward and for assuring all themes were covered. The other 
two interviewers, however, participated in all discussions and, if needed, brought new top-
ics up for discussion. The interviews were audio-recorded in order to fully focus on the in-
terviews and to later enable quotations when presenting the information retrieved. The ta-
ble below displays facts regarding the four conducted interviews. 
 
Interviewee Representing Type Date Duration 

Participant A Business Organization In-depth 2009-10-01 76 minutes 

Participant B Business Organization In-depth 2009-10-05 58 minutes 

Participant C Bank In-depth 2009-10-05 60 minutes 

Participant D Bank In-depth 2009-11-03 64 minutes 

Figure 3:1. Facts Regarding the Interviews 

3.2.3 Questionnaire 

Sampling 

The small businesses participating in the questionnaire was chosen randomly, since there 
was no need to categorize in terms of for example branch, male/female CEO or 
young/old CEO. The concept of the Financial Gap is a relational concept and thus, there 
is no need to limit the selection of businesses in terms of categorization. 

There was, however, a need to limit the study in terms of some prerequisites that the re-
searched businesses had to fulfil. This was done in order for the companies to be compati-
ble with the underlying theory of small businesses as well as for the businesses to possess 
the attributes that are especially visible for small businesses. The conditions for the re-
search regarding small businesses consisted of them being private limited companies lo-
cated within the municipality of Jönköping. In addition, the companies should consist of 1-
10 employees and be registered between the years 2003 and 2007. The prerequisite regard-
ing the size of the company was set since there was a belief that businesses under 10 em-
ployees are relatively equal in their characteristics. If a business, however, grows above 10 
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employees, the characteristics and the situation of the business changes. The requirement 
for the researched companies to be registered between the years 2003 and 2007 was due to 
the fact that the study has an interest in researching young firms, since they have been in 
contact with the bank regarding finance in order to start their business or are in need of fi-
nance in order to grow. The selection of limiting the research to small businesses within the 
municipality of Jönköping was based on the fact that the municipality fosters a good busi-
ness climate as well as that the business climate has been negatively affected due to the 
prevailing economic crisis. Also, the decision was influenced by the fact that all four main 
banks in Sweden are represented here. 
 
The sampling technique used for the questionnaire was probability sampling where the probabil-
ity of one small business to be chosen from the population was known (Saunders et al., 
2007). A list of registered limited companies with 1-10 employees within the municipality 
of Jönköping between the years 2003-2007 was achieved from the database Affärsdata. This 
database was available through the university library where one could create a list with re-
spect to different attributes. The list acquired consisted of 504 companies. In order to be 
able to generalize to the population, a sample size of approximately 60 was considered nec-
essary. Yet, the list of companies did not provide the e-mail addresses to the selected com-
panies. With this in consideration, it was decided to randomly select 70 companies from the 
list as e-mail addresses to all businesses would probably not be found. In order to randomly 
obtain these 70 companies, a systematic sampling technique was used. When using systematic 
sampling, companies are selected at random intervals from the population (Hussey & 
Hussey, 1997). The companies in the sampling frame were numbered and thereafter, a 
sample fraction was calculated by performing a division of the actual sample size of 70 
companies with the total population of 504 companies. This resulted in a sample fraction 
of 13.89%. When dividing 1 with 0.1389 the number 7.2 is achieved. This number was 
rounded down to the closest whole number, i.e. 7. As a consequence, by selecting a ran-
dom number between one and seven gave the first case and thereafter, every seventh com-
pany was chosen until the sampling frame was gone through and the sought sample was 
achieved. As the list of companies did not generate e-mail addresses to the chosen compa-
nies, various electronic websites was used in order to retrieve these. By the use of websites, 
the e-mail addresses to 59 out of the 70 companies were found. Hence, since e-mail ad-
dresses to 59 companies were achieved, the sample consisted of these 59 companies. 

Questionnaire Design 

Questionnaires are used as a research method in order to collect primary quantitative data about 
a subject from a large number of people (Ghauri & Grønhaug, 2005). Questionnaires make 
generalizations about the topic possible, since one can draw conclusions that are supported 
by a large population (Saunders et al., 2007). In this study, the method of questionnaires 
was used in order to strengthen the information achieved through the Ethnomethodologi-
cal approach of in-depth interviews. There are several ways to administer questionnaires; 
telephone, mail, self-administered questionnaires and Internet-based questionnaires (Saun-
ders et al., 2007). For this study, an Internet-based questionnaire was used, where a free online 
program called Mamut was utilized in order to create and implement the questionnaire. The 
questionnaire was accessed by the respondents through a hyperlink included in an e-mail 
sent to the small businesses. In the e-mail, an introduction, in form of a cover letter, was 
included. The cover letter explained the topic of the questionnaire and emphasized the 
great value of their participation (see appendix 2). 
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A majority of the questions in the questionnaire had the design of the Likert-style rating scale. 
These questions are statements which require the respondents to take a stand to whether 
they agree or disagree with the statement (Hussey & Hussey, 1997). The answers had a 
numeric rating scale ranging from one to six, with one representing “Do not agree” and six 
representing “Agree”. A rating scale from one to six was chosen since it advised the re-
spondents to take a stand by not allowing them to choose a neutral number in the middle. 
The main advantage of the Likert-style rating scale questions is that they are easy for the re-
spondents to understand (Hussey & Hussey, 1997). 
 
In order to make it easy for the respondents to fill out the questionnaire, the questions 
where divided into themes. In the beginning of the questionnaire, control questions were 
asked in order to obtain demographics about the respondents. Subsequently, questions re-
garding the characteristics of the businesses and their bank loan situation were asked. 
Thereafter, questions about the small businesses‟ relation with the bank were covered. 
Lastly, the questionnaire asked questions related to management and decision-making in 
the business and finally ended with some questions covering the small businesses‟ use of 
financial information. One example of a theme of questions asked in the questionnaire can 
be seen below. The remaining questions of the questionnaire can be found in appendix 3. 
 

Please answer the following statements regarding the company‟s relation with the bank 

The bank is familiar with our business Do not agree 1 2 3 4 5 6 Agree 

The bank understands our needs well Do not agree 1 2 3 4 5 6 Agree 

We have great trust in our bank  Do not agree 1 2 3 4 5 6 Agree  

Our relation with the bank is satisfying  Do not agree 1 2 3 4 5 6 Agree 

 
These questions were asked in order to get an understanding of the small firms‟ view re-
garding the bank as a financier and how their relation with the bank takes form. Overall, 
the questionnaire was conducted in order to confirm that the statements obtained from the 
organizations representing small businesses were in line with the small business owners‟ 
view. Hence, the questionnaire was conducted in order to legitimate the research and to 
strengthen the result from the interviews with figures and illustrative charts. 

Pilot Study 

A pilot study is a test of the questionnaire before it is sent out (Saunders et al., 2007). Hence, 
the purpose of a pilot study is to make sure that the respondents clearly understand the 
questions and that the data obtained from the questionnaire is of high reliability (Saunders 
et al., 2007). A pilot study gives insight about the future success of the questionnaire 
(Saunders et al., 2007). After having conducted a pilot test, adjustments of the question-
naire can be made in order to acquire high validity and reliability of the study (Saunders et 
al., 2007). In this study, the questionnaire was tested by sending out the questionnaire to 
five small business owners. Before sending out the pilot study, the small business owners 
were contacted in order to get their permission. Due to having contacted the respondents 
beforehand, the response rate of the pilot test was 100%. Thereafter, the answers were ana-
lyzed in order to develop a picture of how well the questions where understood by the re-
spondents. As a last part of the pilot test, the respondents were contacted with the inten-
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tion of discussing the questionnaire and receive their main thoughts and ideas for im-
provements. 
 
The pilot study gave valuable insight regarding the structure of the questionnaire as well as 
the formulation of the questions. The respondents were positive to the cover letter of the 
e-mail and mentioned that the introduction was clear and that it invited the respondent to 
continue to answer the questionnaire. When analyzing the answers achieved from the pilot 
study, it was discovered that some questions where misunderstood due to the formulation 
and the structure of the question. One important insight was that only one out of the five 
pilot testers answered the open-ended questions. This gave a hint about eliminating these 
questions and when evaluating the questionnaire together with the small business owners, 
they confirmed that they thought it was too hard as well as too time-consuming to answer 
open-ended questions. As a result, the open-ended questions were reformulated into 
closed-ended questions. In this way, the probability of achieving valuable answers in-
creased. 
 
Critique was received from one of the pilot testers of question number 5 of the question-
naire regarding the board of directors (see appendix 3). The respondent argued that asking 
a small business owner about the board of directors was incomprehensible and strange 
since his opinion was that a board of directors is meaningless in a small business and there-
fore, nothing to ask about. The respondent‟s critique, however, illustrates exactly what the 
question attempted to answer, why the critique was regarded as unessential. Therefore, the 
learning from this critique was that the question was important for the research and conse-
quently, it was not eliminated from the questionnaire. 

In general, the feedback received from the pilot study was of high relevance for the study 
and led to improvements of the questionnaire before it was sent out to the respondents. 
 
Response Rate Data 

As mentioned in the sampling section, the questionnaire was sent out to 59 small business 
owners. The first dispatch generated 17 answers. Thereafter, follow-ups were done through 
e-mail reminders. The first follow-up took place five days after the first e-mail was sent out 
and provided 14 additional answers. The second follow-up, which was sent out after an-
other four days, supplied nine additional answers. In the end, the total responses amounted 
to 40 out of 59 which yield a response rate of 67.8%. To further strengthen the validity of 
the results achieved from the questionnaire, the connections from the responses to when 
they answered were analyzed. The tool used for this analysis was a Pivottable developed in 
Excel. The time of the response was analyzed in relation to number of employees, age, edu-
cation and gender of the respondent. No connections could, however, be found why a 
statement regarding the differences between the respondents in relation to when they an-
swered not is possible. Consequently, it is not possible to comment on the ones not an-
swering at all either. 

3.2.4 Data Analysis 

Interviews 

In order to process and later analyze the data achieved through the four in-depth inter-
views, the interviews were transcribed. To transcribe means to word by word write down 
what has been said during the interviews (Ryen, 2004). The purpose with the transcription 
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is to organize, structure and give meaning to the collected data (Ryen, 2004). After having 
written down all of the information from the interviews, the process consists of categoriz-
ing the material with respect to the different subjects dealt with (Ryen, 2004). Conse-
quently, the categorized material could be linked to the relevant research questions. 

When transcribing the interviews, a program called Express Scribe was used, because it al-
lowed for a more efficient transcription. With the use of the program, the keyboards could 
be programmed manually why it was possible to choose which key would represent what 
command, such as play, rewind and stop. This simplified the transcription since the re-
corded material and the written material became easier to handle simultaneously. When 
transcribing the interviews, each single word of the interviews was written down. State-
ments by the interviewers were labelled with an “I” whereas utterances by the participant 
were labelled with a “P”. 

After having transcribed the four interviews, the material was categorized so that informa-
tion covering the same aspects was highlighted. This was done in order to get a better 
structure of the thoughts and opinions expressed by the four interviewees and conse-
quently prepared for a better analysis. The material from the interviews is presented mainly 
through the use of quotations, in order to compile the information as objectively as possi-
ble. Due to the interviews being made in Swedish there was a need to translate the quota-
tions into English, and these translations were made with great caution. The analysis of the 
information gathered from the interviews was conducted together with information from 
the questionnaire as well as earlier research and theories. The assemblage of the informa-
tion contributed to a discussion in the analysis section. 

Questionnaire 

In order to compile the quantitative data from the questionnaire, the online survey program 
Mamut was used where a report of the collected result was created. From the data achieved 
through this report, a table with a summation of the responses was put together (see ap-
pendix 4). When analysing question number four, five, seven and nine of the questionnaire, 
the ratings of each separate statement under each question were combined into an overall 
expression regarding the general issue addressed by the question. This was done since the 
separate sub-statements were means for identifying the respondents‟ overall view of the 
subject of the question. For example was the small businesses‟ overall relation with the 
bank investigated by the four sub-statements presented above. 

The data achieved from the report obtained from Mamut was also plugged into Excel in or-
der to construct graphs, which made the outcome of the questionnaire more understand-
able and presentable. These charts were constructed and used in order to strengthen the in-
formation acquired during the interviews with Almi Business Partner and the Swedish Fed-
eration of Business Owners, since the thoughts and feelings of small business owners were 
directly captured through the questionnaire.  

There was also an attempt to find connections between different variables investigated in 
the questionnaire. Therefore, the answers of each anonymous respondent was encoded and 
plugged in to Excel in order to create a Pivottable where different possible connections could 
be tested. A large number of variables were tested for connections where a few of interest 
for the study were found, and these will later be presented in the section; empirical find-
ings.  
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3.3 Data Quality 

In every research, data quality issues must be considered and different issues can be identi-
fied when using different research methods. Data quality is discussed in relation to the fol-
lowing concepts; reliability, validity and generalizability. (Collis & Hussey, 2003) 

3.3.1 Reliability 

„The findings are said to be reliable if you or anyone else repeated the research and ob-
tained the same results.‟ (Collis & Hussey, 2003, p.186) 

Interviews 

According to Saunders et al. (2007), the lack of standardization of in-depth interviews is a 
threat to reliability. Qualitative reliability refers to whether a particular research approach is 
consistent across different projects and different researchers (Creswell, 2009). In the con-
text of interviews, quality issues relating to reliability concern the matter of bias (Saunders 
et al., 2007). There are two types of biases, one related to the interviewer and the other to 
the interviewee (Saunders et al., 2007). Interviewer bias concerns how the answers of the par-
ticipant are affected by the way the interviewer acts, whereas interviewee bias can be caused 
by the participant‟s perception about the interviewer (Saunders et al., 2007). Interviewee 
bias can be due to the interviewee wishing not to reveal sensitive information, leading to 
the interviewee providing a partial picture (Saunders et al., 2007). 

Saunders et al. (2007) suggest strategies for overcoming data quality issues of reliability by 
emphasizing preparation as a key for a successful interview. Hence, to minimize threats of 
reliability in this research, a deep knowledge in the field of study was acquired beforehand 
in order to be able to convey credibility and gain the trust of the interviewees. Prior to the 
interviews, the interviewers also considered their appearances in order to adopt a similar 
style as the participant.  

During the interview, audio recording was used. Aware of the disadvantages of audio re-
cording, such as inhibition of interviewee‟s response (Saunders et al., 2007), the technique 
allowed the interviewer to concentrate on the ongoing discussion. Furthermore, the audio 
recording made it possible to re-listen to the interview and through transcribing, improve 
the possibility to process the data in an objective manner. 

Questionnaire 

Reliability and response rate of a questionnaire mainly depend on the design of the ques-
tions and the questionnaire, as well as the pilot testing (Saunders et al., 2007). Saunders et 
al. (2007) further explains that reliability is a prerequisite for a questionnaire to be valid. Re-
liability measurement in relation to quantitative research means dependability or consistency 
(Neuman, 2006). This means that the results gained during one quantitative research not 
should vary due to the characteristics of the measurement‟s process or the instrument itself 
(Neuman, 2006). To increase reliability in this study, the questions were carefully phrased in 
order to decrease the risk of misunderstanding. Moreover, the questionnaire contained 
connected questions in order to be able to measure the consistency of the responses. Saun-
ders et al. (2007) refers to this as a means of increasing internal consistency. Further, a rigorous 
pilot testing was conducted which, according to Neuman (2006), has a positive effect on 
the level of reliability. The pilot study allowed for an improvement of the formulation of 
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the questions and the design of the questionnaire, leading to improved reliability of the fi-
nal study. 

3.3.2 Validity 

„Validity is the extent to which the research findings accurately represent what is really 
happening in the situation.‟ (Collis & Hussey, 2003 p.58) 

Interviews  

Saunders et al. (2007) describes validity as to which degree the interviewer gains access to 
the interviewee‟s knowledge as well as the researcher‟s ability to create an understanding of 
the provided information. According to Creswell (2009), one advantage of qualitative re-
search is the high validity. Here, validity refers to the researcher‟s examination of the accu-
racy of the findings by using different procedures (Creswell, 2009). The main reason for 
reaching a high level of validity in in-depth interview is the possibility to allow certain areas 
to be probed, questions to be further explained and areas to be discussed from different 
angles (Saunders et al., 2007). 

Creswell (2009) propose multiple validity strategies that should improve the researcher‟s 
capability to evaluate the truthfulness of the given information. Triangulation is when differ-
ent sources of information are combined in order to increase the validity (Creswell, 2009). 
Before conducting the interviews in this study, knowledge of the subject from different 
sources was acquired. This made it possible to assess the accuracy of the information from 
the interviews. Triangulation was especially useful in the interviews with the banks, as the 
participants in that situation were limited by the banking secrecy which could lead them to 
only discussing parts of the complex situation between banks and small businesses. By be-
ing well informed about the area of research beforehand, it was possible to detect if some 
information was missing and in that case discussing it further. A second validity strategy 
used, which Creswell (2009) refers to as member checking, was to send the empirical findings-
section to the respondent. This gave the interviewees an opportunity to comment on the 
results and verify that their information was understood correctly. Furthermore, due to the 
Ethnomethodological research approach, a mapping of the members‟ understanding of 
their reality was possible. 

Questionnaire 

Validity in relation to quantitative research concerns the ability to draw meaningful infer-
ences from scores on instruments (Creswell, 2009). A valid questionnaire allows a collec-
tion of accurate data (Saunders et al., 2007). There are, however, several threats to validity 
that must be considered (Creswell, 2009). 

„Internal validity threats are experimental procedures, treatments, or experiences of the 
participants that threaten the researcher‟s ability to draw correct inferences from the 
data about the population in an experiment.‟ (Creswell, 2009 p.162) 

Internal validity threats refer to traits of the respondent that decreases the researcher‟s possi-
bility of gaining accurate inferences from the data collected (Creswell, 2009). In relation to 
this research, a threat to internal validity was experienced due to the way the respondents 
were selected. The method of using e-mail as the administrative technique for the ques-
tionnaires may have induced a selection of participants with certain characteristics. From 
the selection of 70 companies, 11 e-mail addresses were never found. This fact of not find-
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ing the companies e-mail addresses can be connected with these particular individuals gen-
eral manner of handling information, which is an important factor in this research. The 
drop out of these eleven respondents is therefore a threat to internal validity. The per-
formed selection might have decreased the internal validity of the study as the selected par-
ticipants could obtain certain characteristics. A small initial dropout rate was, however, ex-
pected, why a larger sample size than originally planned was recruited. The questionnaire 
had a response rate of 67.8% which is considered acceptable in order to not threaten the 
internal validity. 

3.3.3 Generalizability 

‟Generalization is concerned with the application of research results to cases or situa-
tions beyond those examined in the study.‟ (Collis & Hussey, 2003 p.59) 

Generalizability is a term that not often is discussed in contexts of qualitative research, 
since the findings achieved from qualitative research methods normally not is intended for 
generalization (Creswell, 2009). To enable generalizations, the findings from the interviews 
were used to design a questionnaire. This questionnaire enabled a test of the findings, a 
verification of the results and a generalization of the conclusions of the Financial Gap be-
tween small businesses and banks within the municipality of Jönköping. 

Generalizability can also be referred to as external validity (Saunders et al, 2007). Threats to 
external validity occur as the researcher concludes inaccurate inferences from the sample 
and generalize these findings to the larger population (Neuman, 2006). Examples of exter-
nal threats that could have been issues for this particular research are what Creswell (2009) 
refers to as, interaction of history and treatment and interaction of selection and treatment. The first 
threat concerns the problem of the results being bounded by time, which hinders the re-
searcher to generalize the findings to the future (Creswell, 2009). The magnitude of the Fi-
nancial Gap between small businesses and banks in Jönköping changes across time. Mo-
mentarily, the small businesses are under severe financial pressure due to the financial cri-
ses that escalated during the autumn of 2008, which in turn lead to more pressure on their 
relation with banks. Therefore, the external validity is decreased due to the nature of this 
complex situation. The second threat regards the narrow characteristics of the participants, 
which would lead to a problem of generalizing. Yet, for this particular research the gener-
alization was limited to small businesses only active in the municipality of Jönköping, which 
is believed to be possible as the response rate is acceptable. The results gained can be used 
for generalization of the population when external validity exists (Neuman, 2006). As the 
research has an acceptable external validity, its findings are useful for a greater understand-
ing of the Financial Gap between small businesses and banks within the municipality of 
Jönköping. 
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4 Presentation of Empirical Findings 

In this chapter, a compilation of the information received from the interviews as well as the questionnaire 
will be presented. To start with, the findings from the interviews performed with representatives from the 
Swedish Federation of Business Owners and Almi Business Partner together with the result from the ques-
tionnaire are provided. Thereafter, the information obtained during the interviews with Handelsbanken and 
SEB are brought forward. 

4.1 Empirical Findings; the Small Businesses’ View  

All material presented in this section is either based on the information retrieved during the 
interviews performed with representatives of the Swedish Federation of Business Owners 
and Almi Business Partner respectively, or from the results of the questionnaire. The 
names of both participants are confidential why they are referred to as “Participant A” 
(personal communication, 2009-10-01) and “Participant B” (personal communication, 
2009-10-05) with no meaning in the relative positions. When no reference is made in the 
text, the information provided is a united view of both participants. The results from the 
separate topics covered during the interviews are sequentially presented followed by the re-
sult from the questionnaire regarding the same topic. A detailed summary of the result 
from the questionnaire can be found in appendix 4. 

4.1.1 Demographic Information of Small Business Owners 

Within the municipality of Jönköping, the typical entrepreneur is a man above 55 years old 
(Participant A). About 75% of the businesses within the municipality of Jönköping are 
owner-led and a great portion has the structure of a family business (Participant B). Argu-
ments for choosing to manage their own business are the possibility to control their own 
time and working situation. Yet, as a consequence of the current financial crisis, many 
businesses are started due to unemployment. 

The level of education among the entrepreneurs within the municipality is quite low. „The 
entrepreneurs are self-made men‟ (Participant B). One of the participants even argued that there, 
among entrepreneurs is; a 'contempt against academic knowledge‟ (Participant A). Participant A, 
however, underlined that even though they are no business administrators, they are ex-
tremely hard working and passionate about their business. 

The questionnaire showed that the main parts of the business owners are men between the 
ages of 31-45. Out of all respondents, 55% said that they have a university education. Re-
garding employees, 80% of the companies have between one to five employees and 25% 
out of all companies only have one employee. On the question regarding bank loan, 52.5% 
of the respondents stated that they have bank loan. Out of the respondents who do not 
have a bank loan, the most common reason stated was that they had no need for external 
financing. 

4.1.2 Management, Decision-Making & Board of Directors 

Due to the characteristics of small businesses, there is an informal structure for manage-
ment and board of directors. In the words of Participant B; 

„If you are the owner of the business, you are also the CEO, the staff manager, the fi-
nancial manager, well you are everything. In addition, you are the production man-
ager.‟ (Participant B) 
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Participant A agrees with this statement by mentioning that the owner of the small business 
is part of all everyday activities and that there as a result is a difference from bigger compa-
nies where the owner often has more of an office role. Moreover, companies with five or 
less employees do usually not have a person who is specifically responsible for the com-
pany‟s finance. The result from the questionnaire confirms this information by revealing 
that 95% of the companies‟ owners are involved in all everyday activities. 

In small businesses, many of the decisions are made by the owner himself.  

„My view is that in general, in the small business world, there are more feelings that 
rules than one might think.‟ (Participant A) 

As a result, decisions are often based on intuition and “gut-feeling”. Yet, even though the 
owner makes many of the decisions based on feelings, he seeks knowledge and support 
from co-workers if needed. 

In line with the believes of the participants, the outcome of the questionnaire exhibit that 
“gut-feeling” and experience together are basis for 77% of all decisions made. The chart 
below further shows that accounting information and forecasts and budgets only are used 
in 20.5% of all decisions made. 

 

Figure 4:1. Basis for Decisions. 
The figure illustrates what foremost is basis for decisions. The data is retrieved from the result of the ques-
tionnaire, see Appendix 4. 

When it comes to setting goals, Participant B believes that there are both short- and long-
ranged goals that are being set. In the short-term, there is an aim of maintaining the profit-
ability whereas in the long-term, there is a strive for further development. 

In small businesses, the board of directors is often constituted of family members and 
friends. In general, there are no active board meetings but instead, strategies and decisions 
are discussed around the kitchen table. Participant B argues that the small business owner 
wants to have total control; 

„There is an extremely distorted view of the role of the board of directors. One believes 
that the board of directors, if including external members, will pocket ones money. One 
believes that one loses control.‟ (Participant B) 

Yet, both participants believe that by including external board members, new insight and 
knowledge can be brought into the company. 
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„I see that the businesses which are doing well and have a vision of the future, they al-
ways have an external member of their board. Unfortunately, in the county of 
Jönköping, there are few who work actively with their board of directors. It is some-
thing one scrapes together and writes on the annual report and it often includes ones 
brother, mother in law, wife and oneself.‟ (Participant B) 

The importance of working actively with the board of directors is also emphasized by Par-
ticipant A. The importance is, however, explained from a different angle. In the view of 
Participant A, an active board could have positive effects in the relation with the bank. The 
bank would feel more secure if they knew that the decisions are being controlled by an ac-
tive board and that it is not only one voice that influences the company. 

The findings from the questionnaire revealed that 28.6% of the companies have an external 
member of their board of directors and 71.4% does not. The questionnaire also displayed 
that the activeness of the board of directors is low. The activeness of the board was tested 
by examining five actions; regularity of meetings, sending out agendas in advance, prepara-
tion of reports, the board‟s monitoring of decisions and the board‟s contribution with use-
ful ideas. These are illustrated in the graph below and together sum up to the level of activ-
ity of the boards.  

 

Figure 4:2. Level of Activeness of the Board. 
The figure illustrates the percentage of companies in relation to how active the board is based on five actions. 
The data is retrieved from the result of the questionnaire, see Appendix 4 

The graph demonstrates that 58% of the companies have a passive board of directors and 
14% have an active board of directors, which is in accordance with what the participants of 
the interview perceived. 

4.1.3 Financial- and Accounting Information in Small Businesses 

Both participants argue that administrative work not is of first priority for small business 
owners. „Everyone is not turned on by numbers‟ (Participant A). As long as the business runs 
smoothly and everything is under control, reports are not considered necessary. 

„One is an entrepreneur. Hence, administrative work is subordinated and therefore, 
one has difficulties of providing reports. One is actually rather uninterested, since one 
wants to do business.‟ (Participant B) 

As a result, financial reports are not easily accessible in small businesses. Instead, that is 
something that is produced in the end of the year or when it is necessary. 
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„I believe small business owners consider financial reports as a necessary evil. It is 
nothing that is alive for them during the business year, but instead something they feel 
has to be done.‟ (Participant A) 

This negative view of financial information does not, however, mean that it does not exist. 
The small businesses have their own way of dealing with financial information. They have 
their own key ratios which do not really make any sense to an outside observer. Also, 
budgets are made but not in the structured traditional way that is being taught in books. In-
stead, the small business man may have the budget in his head or written down in his own 
form of a budget. 

„They have everything in their head but it is not in print and it is not in numbers… 
They have a clear picture. They have a complete view of what would come out in a re-
port. And here we have a gap between the language of banks and the small business 
man.‟ (Participant B) 

The questionnaire highlights that the use of financial information varies between different 
companies. As can be seen in the chart below, 27% of the respondents seldom use finan-
cial information while 38.1% uses it often.  

 

Figure 4:3. Use of Financial Information. 
The figure illustrates percentage of companies in relation to their use of financial information. The data is re-
trieved from the result of the questionnaire, see Appendix 4. 

In addition to the lack of interest in financial information, Participant B points out that the 
knowledge of how bookkeeping should be done is inadequate and is thereby done incor-
rectly. Consequently; „…there is insufficient data for which banks can base their decisions upon‟ (Par-
ticipant B). 

Regarding the abolition of the duty to perform auditing, both participants believe that this 
will have minor effect.  

„I believe that most businesses will keep their auditing because my view is that the 
banks will demand it in order to be secure in the numbers… I believe that the ones 
who decide not to keep their auditing will have difficulties obtaining external finance.‟ 
(Participant A) 

In line with this, Participant B mentions that many of the small businesses understand that 
auditing is necessary in order to gain external finance since that is their only way of proving 
the accuracy of the financial documents. 
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The result from the questionnaire, however, discloses that 52.4% will choose to not per-
form an audit of the annual accounts when the law changes, which can be seen in the chart 
below. 

 

Figure 4:4. Choice of Continuing or Stop Doing Audit. 
The figure illustrates the percentage of companies that will stop doing audit of annual accounts and how 
many that will continue. The data is retrieved from the result of the questionnaire, see Appendix 4. 

 
The result from the questionnaire reveals that there is a relation between the choice of con-
tinuing to perform an audit of the annual account and the relation with the bank. As the 
chart below shows, business owners with a good relation with their bank will continue to 
perform audit whereas business owners with a poor relation will stop perform audit. 

 

Figure 4:5. Decision of Auditing in Comparison to Relation with the Bank 
The figure illustrates the connection between the choice of continuing to perform an audit of the annual ac-
count and the relation with the bank. The data is retrieved from the result of the questionnaire, see Appendix 
4. 

4.1.4 Small Businesses’ Attitude & Knowledge Regarding Banks 

In general, small business owners have a rather conservative attitude towards external capi-
tal. They regard bank financing as a primary source of funding and they continue to keep 
the same bank contact if nothing changes or the relationship worsens. Reasons for using 
banks as a financier are that small businesses are afraid of losing control and do not want 
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to engage in risk capital. Hence, small businesses want the bank to be a „money supplier‟ (Par-
ticipant A). The bank, however, „does not want to be a money supplier, they want to be a partner‟ 
(Participant A). Today, banks do not only want to engage in lending, but instead they also 
want to sell different kind of products, such as insurances and internet based services. The 
attitude among small businesses towards banks has worsened during the current economic 
crisis. Both participants state that small businesses consider that banks have become more 
restrictive in their lending.  

According to both participants, the small businesses‟ knowledge of how to meet the needs 
of the bank is rather low.  

„The knowledge is quite low until they meet with the bank. At that point, however, 
they put together the documents which the bank requires. Yet, they often believe that 
the process is based a lot on their personal relationship. Therefore, my view is that the 
small businesses believe that they do not need to bring a bunch of papers, but they, 
however, understand that they need an accurate annual account.‟ (Participant B) 

As a consequence, many small business owners are rather unprepared when meeting with 
the bank. „I believe that they are unprepared and naïve many times‟ (Participant A). This situation 
can, according to Participant A, be due to a lack of knowledge of what benefits different 
financial documents bring, such as a liquidity budget. Both participants say that when small 
firms meet with the bank, the documents they bring often take the form of a description of 
the current economic situation as well as their past earnings. The banks, on the other hand, 
would like to see a more long-range plan including the company‟s future development, its 
competitors, the market situation and an assessment of the risk (Participant B).  

„Small businesses seldom perform a risk analysis. It is wonderful; in this county they 
only see possibilities.‟ (Participant B) 

4.1.5 Small Businesses Relation with the Bank 

The relation between banks and small businesses has an uneven balance of power. The 
small businesses are dependent on the bank, since banks are their primary source of fund-
ing. Nonetheless, the small business owners feel insulted when the bank questions the way 
they run their company. For the small business man, his company is not strictly business, it 
is his life. „The company is their little baby‟ (Participant A). 

„The banks and their business departments are not really synchronized with the small 
business man. Banks are more synchronized with big corporations which have routines 
and financial managers. Maybe they fit better together, than the entrepreneur and the 
bank.‟ (Participant A) 

Participant A further emphasizes this separation by illustrating the two parties as; „David and 
Goliat‟ (Participant A). 

Yet, Participant B argues that a uniform view among small businesses is that it is important 
to create a relationship with their bank. On the contrary, Participant A believes that the 
small businesses view the bank as a supplier of money and that; „money smells the same in every 
bank, it is only the price and the speed of delivery that matters‟ (Participant A). Both participants, 
however, emphasize the positive effects of a close relationship. In a closer relationship, the 
flow of information improves and the entrepreneur becomes more open about his busi-
ness. „I believe that a close relationship makes all the difference in the world‟ (Participant A). In order 
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to build a close relationship, both participants agree that it is important for the entrepre-
neur to be open and honest and to work together with the bank. Only by doing this, trust 
can be established which is a main building block. 

„Trust is extremely important. It takes a long time to establish and it can be elimi-
nated in a second. The word trust should be framed in gold.‟ (Participant A) 

Small business owners are, however, not that open. They only share information „on a need 
to know basis‟ (Participant B). Hence, they do not provide an abundance of information but 
instead, the bank repeatedly has to ask for it. Participant A believes that small businesses 
today have a quite low trust in the banks due to insider entanglements, bonus systems and 
the current financial crisis. Participant B agrees with this statement but emphasizes that 
many small business owners normally are satisfied with their banks and feel that they re-
ceive support and knowledge. 

The questionnaire showed that the companies‟ perception of their relationship with their 
banks is quite negative, only 25.1% are considered to have a good relationship with their 
bank. The status of the relationships were tested based on four factors; the banks familiar-
ity of the business, the banks understanding of needs, the company‟s trust in the bank and 
the company‟s satisfaction with the relation with the bank. 

 

Figure 4:6. The Companies‟ Perception of their Relation with their Bank. 
The figure illustrates the companies‟ perception of their relation with their bank. The data is retrieved from 
the result of the questionnaire, see Appendix 4. 

4.1.6 Change in Generation, Gender and Line of Business 

Future implications in the small business world regard change of generation, change of line 
of business and more females starting their own companies. Participant A states that; „Here 
you have a giant clash‟. Participant A further views these changes as possible threats to entre-
preneurship if the society is not prepared. Participant B states that 75% of all entrepreneurs 
within the county are above 55 years old. Out of these, one third claim that they will shut 
down the business when they retire. As a consequence, these companies are not eager to 
develop and expand. Today, the younger generation choose to travel and educate them-
selves. Both participants think this makes it hard for them to want to take over the family 
business, why it is a need for a new business mindset. Participant B states that younger 
people starts different kinds of companies and are more positive towards risk capital. They 
have a different mindset; they want instant pay-back and use other sources of communica-
tion. In addition, younger entrepreneurs often have an education. 
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When it comes to the change in line of business, Participant A argues that it is more service 
related businesses than manufacturing businesses that are being started. These kinds of 
businesses do not have tangible assets, why other assessment criteria become more impor-
tant in the credit decision process. 

Participant A states that one out of four entrepreneurs, within the county of Jönköping, is a 
woman. This number is, however, increasing. Participant A further emphasizes the peculi-
arity that the proportion of loans to women does not reflect this fraction of female entre-
preneurs. When using the data achieved through the questionnaire to look for a correlation 
between gender and bank loan, one gets the result that only 25% of the female business 
owners have bank loan compared to 59% of the male entrepreneurs. 

 

Figure 4:7. Gender in Relation to Bank Loan. 
The figure illustrates the relation between gender and bank loan. The data is retrieved from the result of the 
questionnaire, see Appendix 4. 

4.2 Empirical Findings; the Banks’ View 

All material presented in this section is based on the information achieved during the inter-
views performed with lending officers of Handelsbanken and SEB. The names of both par-
ticipants are confidential why they are referred to as “Participant C” (personal communica-
tion, 2009-10-05) and “Participant D” (personal communication, 2009-11-03) with no 
meaning in the relative positions. When no reference is made in the text, the information 
provided is a united view of both participants. The separate topics covered during the in-
terviews are sequentially presented. 

4.2.1 General Information 

Both participants of the interviews have an experience of 15-20 years within the banking 
industry and a main portion of these years have been dedicated to work at the department 
for business customers. Both participants state that a main part of the credit decisions are 
made at the local offices and that only credit decisions of higher value need to be taken to a 
higher department within the bank. Participant C points out that all credit decisions need to 
be made by two co-workers in duality whereas Participant D states that all co-workers have 
their own personal decision limits but that an approval from their boss is needed when the 
credit request exceeds those limits. Both participants agree on the fact that small businesses 
with 1-10 employees compose a main part of the banks‟ business customers, why the num-
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bers of loans to small businesses exceed the numbers of loans to bigger companies. Yet, 
only between 10-20% of the credit volume is being lent to small businesses. 

4.2.2 The Credit Decision Process 

In a credit decision process, both participants argue that cash flow, the characteristics of 
the entrepreneur and collateral are the main determinants. Participant C stresses that cash 
flow is the main determinant; 

„Cash flow is the key, how the money flows. If we give them a loan, will they afford to 
pay it back and pay the interest rate, that is step one. Step two is the business idea 
and the entrepreneur himself and at step three, we start looking at the collateral securi-
ties.‟ (Participant C) 

Participant D, on the other hand, claims that the knowledge and feeling of the entrepre-
neur himself is the main determinant. „The most important criteria when talking about companies in 
this category is that we have faith in the owner or owners as entrepreneurs…‟ (Participant D). As a sec-
ond step, the cash flow is considered followed by collaterals as a third determinant.  

According to both participants, the credit decision process consists of both quantitative 
and qualitative assessment criteria. Part of the quantitative assessment is to use a computer 
based scoring model in order to classify the companies into different risk categories. Ac-
cording to Participant C, their scoring models are custom-made for small businesses. Other 
quantitative materials which are used in the assessment are; financial reports, budgets and 
forecasts. In addition, both participants stresses the importance of the entrepreneur con-
tributing with own capital in the investment since that proves their commitment to the 
company. Furthermore, both banks seek collaterals for the entire loan. The collaterals do 
primarily take the form of a mortgage of the company which often is extended by personal 
surety. The collaterals in small businesses are, however, sometimes unsatisfactory. When 
that is the case, the credit process „is more of a gamble‟ (Participant C). 

An important document used in the assessment process is a business plan which consists 
of both quantitative and qualitative information (Participant D). 

„It is extremely important to have a business plan, because that proves that you have 
rigorously thought your idea through, considered the structure of the company, analyzed 
the customers and suppliers, reflected on the future and the market overall. It is impor-
tant that the business plan is realistic... A business plan is a proof of quality.‟ (Par-
ticipant D) 

Apart from quantitative information, qualitative information is used in the credit decision 
process. Qualitative information, however, cannot be assessed in models. As Participant C 
says; „there are no models or frameworks, it is about the “gut-feeling” you get when you meet the person‟. 
Participant D further stresses; „it is about the “gut-feeling”, what we believe about this, will they be 
able to handle this credit‟. 

„The feeling you get is of heavy weight. I mean, I rather have the right person with a 
quite tricky idea than a perfect idea with the wrong person, because the idea can be 
improved along the way‟. (Participant C)  

Further, Participant D mentions that some kind of education within the area, either practi-
cal or academic, has positive effect on the impression of the entrepreneur. In line with this, 
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Participant C states that some kind of fundamental financial understanding is needed as 
well as an awareness of one‟s weaknesses and strengths as a business owner. 

In general, banks do not perform any market analyses in order to assess the potential of a 
specific business idea. Yet, both participants argue that they are able to evaluate an idea‟s 
possibilities and risks by comparing with other customers within the same line of business. 
Also, the lending officer‟s perception about the local business environment is of use when 
assessing a company‟s potential. They cannot, however, directly ask for information about 
a specific company due to the banking secrecy. Yet, Participant D emphasizes that they can 
use their local board of directors and other co-workers‟ experiences in order to achieve in-
formation. 

4.2.3 Banks’ Perception of Management in Small Businesses 

In small businesses, the owner has a central role in all activities going on in the company. 

„The owner of the small business is often the key person with whom the company 
stands or falls.‟ (Participant C) 

According to Participant C, the planning and structure is often flawed. The owner deals 
with situations as they occur rather than having a forward looking plan. Both participants 
argue that decisions are based on intuition and experience. „They base their decision on a feeling; 
it is a “gut-feeling” rather than anything else‟ (Participant C). 

„It is the owner‟s experience. They cannot always in a documented way explain why 
they make certain decisions, but rather know their customers and their market and 
has that relation.‟ (Participant D) 

On the question regarding if small businesses base their decisions on accounting informa-
tion, Participant C answered; „not as much as they should‟. This may partly be explained by the 
fact that small business owners not always have that much knowledge of accounting and 
therefore outsources these work tasks. 

 „Someone else has performed the annual account for them, and when we look at the 
annual account together with them, they sometimes have no clue of what the figures 
really mean.‟ (Participant D) 

When the small business owners, on the other hand, perform the annual account them-
selves, the lending officer have to consider the accuracy of the information provided. Fur-
thermore, none of the participants believe that there is a structured decision-making proc-
ess present in small businesses. 

„A main part of the small businesses do not have an active board of directors, which 
means that decisions basically are made around the kitchen table. The ones who dis-
tinguish themselves are those who have an external member of their board and this, of 
course, brings positive effect. But I would say that the normal situation is that they do 
not have it. Hence, we assume that they do not have a, so to speak, structured decision 
process or an active board, but rather it is the family that makes the decisions.‟ (Par-
ticipant C) 

In accordance to Participant C, Participant D further explains that; 
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„Traditionally, it is the man himself who owns the company and his wife is alternate 
member, and then there are no other board members. And then there is no board 
work.‟ (Participant D) 

Both participants explain that they see two positive effects with an active board of directors 
with at least one external member. One effect is the assurance that decisions have been 
controlled and more thoroughly discussed. The second effect, and the one both partici-
pants emphasize as the most important, is that an active board with an external member 
provide the company with fresh ideas and new insights.  

„It is a proof of quality when we know that the person who is a member of the board 
does not let decisions pass him or her by, but rather one has a board meeting and dis-
cuss strategic questions… many companies would benefit from including an external 
board member.‟ (Participant D) 

4.2.4 Information Small Businesses Provide 

„The difference between small- and bigger businesses is that you get deficient informa-
tion from the small businesses. This is because bigger companies, in contrast to small 
businesses, have a finance department which does forecasts and budgets and performs 
follow-ups.‟ (Participant C) 

According to both participants, there is a variation in the degree of preparation among 
small business owners when meeting with the bank. „Entrepreneurs live and breathe their com-
pany; it is seldom this group of people who loves papers‟ (Participant D). According to both partici-
pants, a lot of information is in the head of the entrepreneur. „We need to have something to base 
our decisions on… the information needs to be formalized‟ (Participant D). In line with this Partici-
pant C says; „they rarely bring a budget. They do, however, have a mental picture of what result it will 
have… then you compile a budget together with them‟. Participant D agrees with this statement and 
mentions that they often need to have basic discussions with the customer regarding credit 
and what kind of information the bank wants. Hence, they need to take on a consultative 
role. The information the banks receive from small businesses is poor and sometimes the 
numbers are old and irrelevant. 

4.2.5 Small Businesses as a Bank Customer 

Both participants agree on the fact that small businesses, in general, are attractive custom-
ers. Participant C states that it is a good business deal because it broadens the customer 
base and one can bundle products together, both for the company and for the private indi-
vidual. Small businesses are, however, known for being in a quite high risk category. Par-
ticipant C explains this higher risk as a result of their future being more uncertain than for 
bigger companies, whereas Participant D mentions that statistics tell that many newly 
started businesses go into bankruptcy during their first years. Banks try to minimize this 
risk by shortening the time of amortization in order to more quickly lower the credit to a 
reasonable level. In addition, there are continuous automatic follow-ups from which signals 
of warning are obtained. Follow-ups are also done manually where an updated compilation 
of the company‟s finance is performed, by looking at the annual account and the collat-
erals. It can, however, be a problem to follow-up the smaller businesses.  

„It is a problem to follow-up the smaller businesses. Even if the big credit losses of 
course might be on the large engagements, the most common credit losses are on the 
small… one has never thought about if they were a risk or not, but suddenly the busi-
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ness goes bankrupt and then we can only establish that there was nothing to collect 
and that we should have acted earlier.‟ (Participant D) 

Participant C explains that every small business gets an offer to meet with the bank at least 
ones a year. Some of them, however, do not feel that there is a need for a meeting. Fur-
thermore, the bank yearly visits about 10% of their small business customers.  

„You have fewer larger business customers and then you have more time to visit them 
in a completely different way, you also have larger credits, larger earning, it is about 
profitability.‟ (Participant C) 

In compliance with this, Participant D states that  

„One has to take the social responsibility, because we are a bank and we shall offer 
small businesses an account, internet services and those parts, more than we actually 
think we will make a great deal on it, because they do not have the volumes and they 
require some working efforts.‟ (Participant D) 

4.2.6 The Banks’ View of Their Relation with Small Businesses 

Both participants believe that a good relation between the lending officer and the small 
business man is important. „One should have a fairly good relation in order for the business relation to 
run smoothly in the future‟ (Participant C). Participant D agrees to this by arguing that they are 
a; „relationship bank‟. Both participants agree that a good relation, to some extent, can weigh 
out poor securities and deficient financial information. As many banks offer the same kind 
of products and work under the same conditions, participant C feels that; „what we really sell 
is trust and relationships‟. 

The relation between small businesses and banks has been under pressure during the finan-
cial crisis. Participant C explains that, opposite to what small businesses might think, the 
banks‟ credit processes has not been more restrictive, but rather the prerequisites for the 
companies have radically changed due to the financial situations on their markets. 

On the question regarding what banks perceive as problematic aspects in their co-operation 
with small businesses, participant C said; 

„I believe that the big problem really lies in the communication, they have it in their head 
and for them it is obvious. It is their baby, their whole project. Yet, to get it down in 
print, be able to formalize it so that we can understand it and be able to use it as a base 
for our decision, from here, there is a giant leap between us.‟ (Participant C) 

Participant D further explains that the clash is due to the fact that small businesses believe 
that the bank will provide them with their entire credit need and that they do not have to 
contribute with their own money or leave a personal surety. Hence, small business owners 
do not have an understanding of the need to tie together the company and the private indi-
vidual in order to lower the risk for the bank. In addition, Participant D argues that; 

„When we do not believe in an investment, the entrepreneur often does, since he lives 
and breathes his company and does not want to see the threats, he might put on blind-
ers for the problems we bring forward‟ (Participant D). 
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Furthermore, the entrepreneur and the lending officer have different personal traits, which 
complicate their relation. „There is a reason for why they are entrepreneurs and why I work at a bank‟ 
(Participant C). 

4.2.7 The Abolition of the Law of Auditing for Small Businesses 

„We consider that an audited annual account is an excellent proof of quality‟ (Participant D). In accor-
dance with this Participant C says that an audited annual account is; „a proof of quality, that 
there is order… especially the accuracy, that there are true transactions made‟ (Participant C). Partici-
pant C believes that the abolition of the law of auditing primarily is directed towards 
smaller companies with no external stakeholders; companies with no bank loans. „I believe 
that most small companies who have credits will continue to audit their annual accounts since the bank will 
demand it‟ (Participant C). In the words of Participant D; „We are not supporters of the abolition of 
the law of auditing‟. To summarize, the opinion of both banks is that small businesses, which 
have bank loan, will continue doing an audit of their annual account. 

 

The data presented in this chapter will be the main input for the analysis following in the 
next section. The four interviews have provided us with deep knowledge about the reality 
of small businesses and banks. Together with the questionnaire, this material will allow for 
a mapping of the everyday life of the involved members in order to understand the Finan-
cial Gap. 
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5 Analysis 

In this chapter, an analysis will be performed based on the information compiled in the frame of reference 
and the empirical findings. The research questions will be discussed with the use of an own developed Inter-
active Model, around which the analysis will be centred. 

As have been read in the frame of reference section, there has been an attempt among re-
searchers to describe the Financial Gap with both economical as well as practical theories. 
Due to simplified assumptions of reality in economic theories, our opinion is, however, 
that these cannot contribute to an understanding of the Financial Gap. Therefore, the fol-
lowing discussion will take on a more practical perspective describing the everyday life of 
the members of small firms and banks. 

The study clearly displays some distinct dissimilarities between small businesses and banks. 
Some of these visible variations concerns decision-making, reasoning, documentation and 
control. When analyzing these differences, they could be traced back to one fundamental 
underlying distinction; information handling. The findings created an understanding that the 
small business has informal information handing whereas the bank has formal information 
handling. This difference in information handling can in turn be seen as a consequence of 
the two parties‟ disparity in approaching ambiguity. 

Based on these dissimilarities, an Interactive Model, which describes and explains the Finan-
cial Gap, has been developed by the authors. This model portrays our understanding of the 
Financial Gap between small businesses and banks as a relational concept. 

5.1  An Interactive Model of the Financial Gap 

The Financial Gap is placed in the centre of the model. The small businesses and their charac-
teristics are presented on the left side in the model, and on the right side, the banks with 
their characteristics are displayed. As mentioned above, the main difference discovered 
during the study is how the two parties handle information which in turn is due to their 
dissimilar ways of treating ambiguous situations. The difference in information handling 

Figure 5:1. Interactive Model of the Financial Gap. 
Interactive Model of the Financial Gap developed by the authors on the basis of the study. 
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further affects how decisions are made. The model illustrates how these dissimilarities cre-
ate the Financial Gap. 

 Interaction and relation are two means of decreasing the Financial Gap. Interaction concerns 
the knowledge of each other, and when interaction between the parties occurs, more 
knowledge is gained. This reduces the gap since an understanding of the other party makes 
adaption possible and the two parties can meet halfway. Relation refers to the contact be-
tween the representatives of the different sides. A relation builds trust, and trust is neces-
sary in order for each party to reveal sufficient information and therefore, a relation simpli-
fies the lending process. The successive analysis will be discussed based on the components 
in the Interactive Model. 

5.1.1 Different Approaches to Ambiguity; Uncertainty versus Risk 

From the results of our study, it can be argued that small businesses and banks deal with 
ambiguous situations differently. When ambiguity is present, small businesses view it as de-
cisions are made under uncertainty where they do not calculate on the likelihood of various 
outcomes to occur, but instead make a more subjective judgment of the situation. On the 
contrary, banks consider their decisions as being made under risk when ambiguity is pre-
sent. They want to calculate on the probability of different outcomes and in this way, catego-
rize businesses into different risk levels. This distinction in mindset can be argued to be a 
reason for the difference in information handling, which will be further discussed later in 
this chapter. 

Small business owners are over optimistic, according to de Meza and Southey (1996). This 
was confirmed in the interviews where participants representing both small businesses and 
banks argued that entrepreneurs often only see possibilities and shut their eyes for prob-
lems. The over optimistic behaviour may lead entrepreneurs to settle with a more simple 
judgment of ambiguous situations. Opposite to small firms, banks can be said to use realism 
in their reasoning. Banks proceed from reality and are aware of statistical probabilities of 
small businesses high failure rate. This makes calculations a natural process for them in 
their assessment of small businesses. Since banks are aware of small businesses‟ over opti-
mism, they may take on a further critical eye when evaluating small businesses. The entre-
preneur, on the other hand, might feel questioned when figures are more emphasized than 
their personality. It can be argued that a good relation can overcome this problem. This is 
because when you have a good relation, the lending officer may not be as critical since the 
entrepreneur and the lending officer have a personal contact and know each other. Addi-
tionally, the entrepreneur may not experience the questioning as negative as he or she un-
derstands the bank‟s need of information. 

5.1.2 Differences in Dealing with Information; Informal versus Formal 

The findings from the research have created an understanding that the small business has 
informal information handing whereas the bank has formal information handling. Due to banks‟ ap-
proach of calculating risk in order to handle ambiguous situations, there is a need for a 
formal information system. Firstly, banks want to classify businesses into different risk 
categories which require some kind of universal benchmark. Secondly, in order to justify a 
loan, there is a need for formal documentation which necessitates a formal information sys-
tem. Thirdly, the bank is a big organization and hence, a formal system is needed in order 
for the information to flow efficiently. Conversely, small businesses handle ambiguous 
situations by accepting uncertainty and allowing for subjective judgments instead of calcu-
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lations. Due to the acceptance of uncertainty, there is no need for a formal information 
handling system but instead, an informal system is satisfactory. Also, the small business, 
with few employees, naturally has an efficient flow of information and because of the non-
complex structure, there is less need to justify decisions. Nevertheless, there is a need for 
the small business to justify its decisions to the bank. Since the small business man does 
not normally justify nor document his or her decisions, it becomes a problem when the 
bank requires it. 

In line with earlier research, this study has showed that the owner in a small business has a 
central role and is involved in all everyday activities. According to Bruns (2001), the vital 
role of the owner may have a negative effect on the relation between small businesses and 
banks, since the owner becomes the only information source. This fact is also supported by 
the interviews, where the lending officer argued that the important role of the owner af-
fects the banks‟ perception of small firms as customers since the owner has a major influ-
ence on the success or failure of the company. Thus, the important role of the owner in-
creases the risk for the bank. In addition, as described above, the central role of the owner re-
sults in no need for a formal information system. In contrast to the small business, the 
bank is a financial institution with a formally organized structure and highly divided work 
tasks. Hence, their organization demands a formal information system to function effi-
ciently. These two organizations are managed in different ways due to their characteristics 
and consequently, they can experience complications when working together. 

As stated by Binks et al. (1992), the risk for the bank increases when there is insufficient in-
formation. This can be a reason for why the bank regards small businesses as risky. An-
other reason for why small businesses are considered risky is due to a high failure rate, as 
stated by Storey (1994, cited in Landström, 2003). A mechanism that can be used for de-
creasing the risk for the bank is personal surety, as collateral, which ties the entrepreneur 
and his or her business tighter together and hence, creates incentives for the entrepreneur 
to repay the loan. Another mechanism that can decrease the risk is relationship lending. 
This is because the information cost for banks decreases when there is an established rela-
tion between the small firm and the bank (Petersen & Rajan, 1994). The decreased infor-
mation cost can be explained by the improved information flow when there is an estab-
lished relation between the parties. Furthermore, continuous interaction leads to more knowl-
edge about each other and hence, an understanding of what kind of information both par-
ties need can be gained. Also, a relation builds trust which can be argued to have two posi-
tive effects. Firstly, it encourages the entrepreneur to increase the supply of information 
and secondly, it enables the lending officer to fully rely on the information given. 

„Trust is extremely important. It takes a long time to establish and it can be elimi-
nated in a second. The word trust should be framed in gold.‟ (Participant A, per-
sonal communication, 2009-10-01) 

As mentioned previously, the difference in information handling between small 
businesses and banks becomes visible through differences in decision-making. 

5.1.3 Different Approaches for Decision-Making 

Practical versus Analytical Reasoning 

The demographics of small businesses, and above all the central role of the owner, have 
most likely an effect on how the decision-making process takes form. In the small business, 
decisions can be regarded as being made in an informal manner which goes in line with the 
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Social Perspective for decision-making, developed by Rice and Hamilton (1979). Small 
businesses, with less than ten employees, do not often have a complex structure or organi-
zation. This could be a reason for why decisions are made directly as responses to what is 
happening in the company at the moment. Hence, small businesses are acting rational ac-
cording to what is actually going on in practice in the company. Therefore, it is legitimate 
to say that a small business makes decisions based on practical reasoning. When considering 
that small businesses operates on this practical level, one can see that there is no need for 
them to be rational in an analytical sense, and therefore small businesses engage in a more 
practical reasoning. The study showed that banks, on the other hand, adopt a formal deci-
sion-making process. When making decisions in banks, there seem to be a wish for per-
forming analytical reasoning by the use of numbers and facts. This wish is probably due to 
their need of a solid foundation to support their decisions on. Banks need to limit their risk 
and one can assume that their way of doing this is by performing a thorough analysis when 
making decisions. Therefore, it is justified to say that banks use analytical reasoning in their 
decision-making. 

Intuition versus Qualitative Judgement 

The study shows that the decision-making processes also differ regarding the more subjec-
tive parts of a decision, where small businesses rely on intuition and the bank‟s evaluation 
takes the form of a more qualitative judgement. According to our research, 77% of all deci-
sions made by the small business owner is based on “gut-feeling” and experience. Hence, 
small business owners use their intuition in order to evaluate what actions to take. The 
owner has a clear picture of the result of the decisions and actions in his or her head, but it 
is not written down on paper. Considering that banks need numbers and facts when ana-
lyzing a credit decision, this becomes a problem. Banks need more formalized material in 
their credit assessments, both in order to understand the reasons for the decision as well as 
to forecast the effects of it. Financial information is not, however, of first priority for small 
business owners, since they want to do business. This difference is one likely reason for 
why the Financial Gap exists; banks need formal documents but the small business owner 
does not prioritize such matters. Moreover, banks view financial information as a main de-
terminant in the credit decision process. The study shows that cash flow, characteristics of 
the entrepreneur and collateral are the three most important assessment criteria when 
evaluating the credit worthiness of a business. Out of these three, cash flow and the charac-
teristics of the entrepreneur are viewed as most important. In order to evaluate cash flow, 
financial information is necessary and it is therefore legitimate to regard financial informa-
tion as a must when discussing a loan application. Consequently, if the entrepreneur is not 
providing financial information one can assume that all emphasis will be put on the charac-
teristics of the entrepreneur. One‟s characteristics are, however, abstract features and the 
perception of one‟s characteristics are dependent on the individual evaluator. This means 
that a qualitative judgement by the lending officer must be made together with the quanti-
tative assessment. The judgement becomes qualitative since the lending officer appraises 
the small business owner‟s traits and other subtle aspects of the company. The perception 
of the owner‟s characteristics may also be dependent on the personal chemistry and the 
first impression. As a result, we would like to emphasize that it might be easier to increase 
ones credit worthiness by providing financial information instead of only relying on the in-
tangible characteristics. 
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Home-Made versus Universal Documents 

Regarding documentation of financial information, the two parties further differ. Small 
businesses use ”home-made documents” while banks prefer universal documents. Our opinion is 
that banks need to understand and have respect for the fact that entrepreneurs do not 
want, nor always have the opportunity, to spend their time on administrative work. This 
lack of interest in financial documents is probably a consequence of the practical reasoning 
in small businesses. Yet, due to the analytical reasoning in banks, the lending officer cannot 
base his or her decisions on the “gut-feeling” or experience of the entrepreneur. Hence, 
one can see a need for the small business man to provide some kind of documents that can 
be used in the credit decision process. The documents provided by small businesses do not 
usually, according to our study, fulfil the requirements of universal documents sought by 
banks. Additionally, small businesses often only provide information on a “need to know 
basis”. This could be due to them being worried about unintentionally providing informa-
tion which could be seen as negative in the eyes of the lending officer. The limited infor-
mation provided may, however, cause the lending officer to feel that there is information 
hidden. 

Still, once small business owners provide the bank with documents, they often take the 
form of ”home-made documents”, where the entrepreneur has expressed his or her feel-
ings and thoughts about the business and the proposed idea. These documents may also 
include the small business owner‟s own version of key ratios and budgets which make total 
sense to the small business man but may be hard for the lending officer to interpret. For 
banks, however, to accept and use these documents in their credit-decision process, there is 
a need for the lending officer to understand the meaning of the information. Otherwise 
one can see that it is impossible for the lending officer to make an accurate assessment of 
the credit worthiness of the business. Nevertheless, ”home-made documents” should be 
accepted by the bank as long as the information shows the reasons for why the entrepre-
neur believes in his or her idea and that the idea or project is feasible so that a sufficient 
amount of cash flow will be generated. Due to this limited information in small firms, rela-
tionship lending, with regular contact over time, is to prefer, as stated by Cressy (2002), and 
Berger and Udell (2002). Furthermore, it can be agreed with Berger and Udell (2002) that 
relationship lending can help reduce the information problem between small businesses 
and banks. 

The current proposal of the change of the law of auditing may increase the problem of fi-
nancial information further. Banks view an audited annual account as a proof of quality and 
believe that small businesses will continue to audit their annual account since that is their 
only way of proving the accuracy of the documents. The questionnaire, however, shows 
that approximately 52% of the small business owners will chose to not perform an audit of 
the annual account when the law changes and approximately 15% state that they have not 
yet decided on the question. This further shows the difference in mindset between the two 
parties which can worsen their relation. An interesting aspect is that there seem to be a 
connection between the strength of the relation and the choice of continuing or stop doing 
audit. Those who have a good relation with the bank will continue doing audit and those 
with a poor relation will stop. This shows that a good relation, where interaction is present, 
increases the knowledge of each other and creates a more uniform mindset and this is es-
sential in order to limit the Financial Gap. 
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Hesitating versus Positive View of CG 

The view of corporate governance (CG) also differs between small businesses and banks. 
Small firms have a hesitating view to corporate governance whereas banks take on a more positive 
view to corporate governance. According to the questionnaire, approximately 71% of the com-
panies do not have an external member in their board of directors and approximately 58% 
claim that their board of directors is passive. This is also supported in the interviews where 
it was found that the board in small businesses usually consists of family members and that 
the small business man does not really see all positive effects of including external mem-
bers. This corresponds with Cowling (2003) who states that small businesses have rather 
unsophisticated corporate governance structures. The passive role of the board of directors 
is a further evidence of the informal decision-making process in small businesses. Due to 
the fact that the board often is constituted of family members, the corporate governance 
function may be reduced as decisions often are made around the kitchen table with no fur-
ther revision. Furthermore, since family members often have similar mindsets and experi-
ences, they may not be the ones who bring new ideas into the company or questions how 
things are run. 

In the matter regarding if including external members or not, a difference in opinion be-
tween small businesses and banks has been recognized. While small businesses believe that 
an external member will take control and pocket their money, banks emphasize the positive 
effects of external members monitoring the decisions made and bringing new insights in to 
the company. In addition, an external member widens the small business‟s prospects. 
Theories regarding corporate governance mainly emphasize the positive effect of decisions 
being monitored by the board of directors (Bruns, 2001 & La Porta et al., 2000). Our study, 
however, shows that the main positive effect of an active board, which includes an external 
member, is the supply of fresh ideas and new insights. An active board forces board meet-
ings to be held, where strategic questions are discussed. Therefore, an active board be-
comes a proof of quality for the bank that the small business is managed in a good manner. 
If small firms and banks did not have these separate views on the board of directors, their 
relation could be better. 

From an economical point of view, the difference in information handling and view on 
corporate governance can be seen as triggers for what Stiglitz and Weiss (1981) describes as 
adverse selection and moral hazard. Firstly, as small businesses do not provide the bank 
with a satisfying amount of information, the bank has to make subjective judgments, which 
makes it hard to distinguish between good and bad borrowers. Hence, adverse selection is 
present as the difficulty to discern who is a good borrower may lead to banks choosing to 
minimize their lending to small businesses overall. Secondly, the lack of corporate govern-
ance increases the problem of moral hazard as there is incomplete formal control of the 
business. This deficient supervision increases the control costs for the banks as they have 
to create their own governance mechanisms to minimize their exposure to risk. One way to 
limit moral hazard is to create incentives for the borrower to fulfil its commitments. Per-
sonal surety can, as stated above, be seen as a means of incentive, since this method makes 
repayment of the loan an even higher priority for the entrepreneur. 
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Language of Small Businesses versus Language of Banks 

That small businesses act according to a practical reasoning, base their decisions on intui-
tion and use ”home-made documents”, are proofs of their underlying informal information 
handling process. This informal information handling originates in turn from the small 
businesses‟ acceptance of uncertainty. In contrast, banks‟ need of calculating risk becomes 
apparent in their formal information handling and analytical reasoning which in turn in-
duces them to use universally applicable documents. Additionally, the current disparity re-
garding board of directors again displays that the knowledge and understanding between 
the parties is imperfect and leaves more to wish for. These differences are reasons for the 
existence of the Financial Gap between small businesses and banks and clearly show that 
the members of the two parties speak different languages. 

„I believe that the big problem really lies in the communication, they have it in their 
head and for them it is obvious... Yet, to get it down in print, be able to formalize it 
so that we can understand it and be able to use it as a base for our decision, from here, 
there is a giant leap between us.‟ (Participant C, personal communication, 
2009-10-05) 

Interaction between small firms and banks can make the two parties aware of their differ-
ences. Increased knowledge of how the other party functions can be argued to improve the 
chances of a more successful partnership. This is because knowledge of what the other 
party needs simplifies the adaption to one another and makes an understanding of the 
other party‟s language possible. Moreover, since a relation builds trust, the entrepreneur 
may be more willing to reveal information to the bank as he or she no longer is anxious of 
telling something that might be non-beneficial for his or her business. Also, in a relation 
where trust is mutual, the bank may feel more secure with the information provided by the 
entrepreneur. Consequently, continuous interaction and a good relation build bridges be-
tween the two worlds and decreases the distance between them.  
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6 Conclusion 

This chapter will conclude the discussion of the research questions, analyzed in the previous section, in order 
to fulfil the purpose of the study. Subsequently, a critique of the study and suggestions for further research 
will be discussed. 

The research questions of this study regards; why many small businesses experience finan-
cial situations that can be illustrated as a Financial Gap, and how the Financial Gap can be 
described and explained from the standpoints of banks as well as small businesses. These 
questions cannot be answered in a sequential order due to them being means for under-
standing the gap from multiple perspectives. Hence, we will answer them interactively in 
order to fulfil the purpose of the study. 

„They have everything in their head but it is not in print and it is not in numbers… 
And here we have a gap between the language of banks and the small business man.‟ 
(Participant B, personal communication, 2009-10-05) 

There are two groups of individuals; those who are members of the community of financ-
ing and those who are members of small businesses. These two groups employ two differ-
ent languages in the presentation of the same reality. Considered that small businesses and 
banks are two organizations which are managed in completely different manners, the Fi-
nancial Gap is not a strange occurrence. If we had a continuum of different perspectives 
on strategy and management and how to deal with ambiguity; small businesses and banks 
would probably end up as two extremes on the opposite sides of the spectrum. The small 
business world performs subjective judgements of ambiguous situations and thus, accepts 
that decisions are being made under uncertainty. In the world of banks, conversely, calcula-
tions on probabilities of different outcomes are performed, why their decisions are consid-
ered to be made under risk. Due to these dissimilarities in dealing with ambiguity, the two 
worlds have different approaches of handling information. The small firm handles informa-
tion in an informal way, while the bank handles information in a formal manner. This fact 
consequently leads to a clash when these two shall function in a transaction as partners. 

The dissimilarity in information handling becomes visible through differences in the two 
parties decision-making processes. One group of members emphasizes analytical reasoning 
while the other concentrates on practical actions. Banks make their decisions through a 
scrupulous analysis of as many facts as possible and therefore, act according to an analytical 
reasoning. Small businesses, on the other hand, make their decisions in accordance to what 
is happening in the business at the moment and hence, they act pursuant to a practical rea-
soning. As a result, the small business man‟s intuition is a main determinant for decisions 
where the entrepreneur trusts his or her “gut-feeling” and feels that experience and hard 
work is satisfactory. Regarding financial information, small businesses use ”home-made 
documents” while the bank prefers universal documents. A problematic situation occurs 
when these two types of documents need to fulfil both parties‟ preferences simultaneously. 

In other words, the two groups of individuals speak different languages. Banks speak in 
figures while entrepreneurs express themselves in ideas and visions. Hence, the two groups‟ 
use of different languages in approaching the same reality can explain the Financial Gap. 

The two worlds need to adjust to each other. Banks need to understand the life of the en-
trepreneur and the entrepreneur must comprehend the view of the bank. Interaction and 
relation are two means of bringing them closer together. Metaphorically speaking, these 
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two means can be seen as bridges between the two worlds, which enable a meeting half-
way between them. Interaction and relation therefore decreases the gap between small 
businesses and banks, as an understanding of each other‟s language becomes possible. 
Making the Financial Gap less prevalent is critical for entrepreneurship and the small busi-
ness world to flourish. That these two flourish is vital, as they are triggers for the wealth of 
individuals as well as the welfare of a country. 

6.1 Critique of Study and Method 

The study can be criticized regarding the method used for collecting the quantitative data. 
When distributing the questionnaire, e-mail was the technique used. Taking into account 
that the participants‟ in the interviews stated that the typical entrepreneur is a 55 year old 
man, while our questionnaire shows that the typical entrepreneur is a 31-45 year old man, 
e-mails might not have been the best way to reach a representative group of respondents. 
The older generation of entrepreneurs may not use technology to the same extent as the 
younger generation, why the participation of the older generation perhaps was limited. 
Therefore, a critique towards using e-mails as a collection method can be raised. Further-
more, the e-mail addresses to the respondents were gathered through searching various 
websites. As stated previously, the older generation may not use the internet as an exchange 
of information as much as younger ones. Hence, our group of respondents may not repre-
sent the population in the best manner, assuming that the 55 year old is the correct repre-
sentative. To not use technology as an exchange of information can be connected with the 
overall treatment of information. Since the way of dealing with information is an essential 
aspect of this study, this could have affected the result. With this said, we would like to 
emphasize that the result from the questionnaire clearly showed that small businesses have 
an informal way of treating information and therefore, it is justifiable to say that the slightly 
younger sample did not affect our result in a significant way. Moreover, the difference be-
tween the typical entrepreneur in our questionnaire and in the interviews is slim. Further-
more, it is only a vague assumption that there would be a difference between these two 
when it comes to using technology. Also, the information achieved from the questionnaire 
is in accordance with the information achieved during the interviews, which further 
strengthens the correctness of the findings. 

Further critique can be raised towards the choice of participants in the interviews. As this 
study describes the Financial Gap from the perspective of small businesses and banks, a 
natural method would be to directly interview small businesses. To be able to generalize, 
however, a choice of interviewing representatives of the small businesses was made. Fur-
thermore, the questionnaire was answered directly by small business owners. The combina-
tion of these two methods made sure that the small businesses perception was brought into 
light. 

Lastly, the choice of only researching the Financial Gap within the municipality of 
Jönköping may be criticized. This is because it makes it impossible to generalize the results 
to the greater population, for example the Swedish population. There has, however, never 
been an aim of being able to generalize the result to the entire Swedish population. Instead, 
the aim of the study is to investigate the population within the municipality of Jönköping 
and the study can be seen as a starting point for further research within the area. 
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6.2 Further Research 

During the research we encountered a few interesting subjects of the Financial Gap which 
can be further studied. All participants in the interviews pointed out that there is a coming 
shift in generation within small business ownership. Due to the current retirement of many 
small business owners, the typical entrepreneur is getting younger. Today‟s younger entre-
preneurs are starting other kinds of businesses than the older generation. The younger gen-
erations tends to start more service oriented companies whereas the older generation fo-
cuses on manufacturing. Due to the characteristics of service oriented businesses, relying 
more on intangible assets, they might become more difficult to assess for the bank which 
can influence the Financial Gap. Furthermore, younger entrepreneurs have a tendency of 
starting companies within the IT-industry. These types of companies are also difficult to 
assess since their business idea often is hard to understand for the general individual. Addi-
tionally, it may be harder to evaluate their market. All the above stated arguments could 
make the existence of the Financial Gap more significant. On the other hand, the shift in 
generation could also decrease the Financial Gap. The younger generation is more educated 
and perhaps uses information and technology in a different manner than the older genera-
tion. What impacts the shift in generation has on the Financial Gap is an interesting aspect 
worth researching. To research the impacts of the shift in generation is critical in order for 
the society to be prepared and be able to deal with the change in the best possible manner. 

A second subject that was discovered during the study was the difference between compa-
nies run by men or women in relation to having a bank loan. Our study shows that the 
proportion of women financing their business with bank loan is much lower than the pro-
portion of men. One reason for this could be that women tend to start businesses with less 
need of financing. This is, however, only a speculation why the subject would be interesting 
for further research. Is it more difficult for women to obtain a bank loan? Do women not 
want to finance their business with bank loan? Do women start businesses that do not re-
quire external financing? All these questions are necessary to answer in order to understand 
if the Financial Gap is more prevalent for female entrepreneurs than for male entrepre-
neurs. 

Thirdly, as this study has not focused on the magnitude of the Financial Gap, an interesting 
further research would be to investigate the significance of the Financial Gap in Sweden. 
The dimension of the Financial Gap varies with different states of the economy, and there-
fore it would be interesting to research the Financial Gap in a stable economy and not dur-
ing an economic recession as currently is the case. 
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Appendices 

Appendix 1 - Themes for In-depth Interviews 

 

Themes for Interviews with Almi Business Partner and Swedish Federation of 
Business Owners 
 

 Demographics of Small Business Owners 

 Management, Decision-Making & Board of Directors in small Businesses 

 Financial- and Accounting Information in Small Businesses 

 Small Businesses‟ Attitude & Knowledge regarding Banks 

 Small Businesses Relation with the Bank 

 Future Implications 

 
Themes for interviews with lending officers 
 

 General Information about the Lending Officer and the Bank 

 The Credit Decision Process 

 Banks‟ Perception of Management in Small Businesses 

 Information Small Businesses Provide 

 Small Businesses as a Bank Customer 

 The Banks‟ View of Their Relation with Small Businesses 

 The Abolition of the Law of Auditing for Small Businesses 
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Appendix 2 – Introductory Text to the Questionnaire 

 

The following information was provided in the e-mail that was sent out to small business 
owners when kindly asking them to participate in our study. 

 

Subject: We need Your opinions for our Bachelor Thesis! 

Text: 

Hi, 

We are three students at Jönköping International Business School who are currently writing 
our Bachelor Thesis concerning the relation between small businesses and banks. As a ba-
sis for our study, we need Your help by you providing us with Your experiences as an en-
trepreneur. The questionnaire takes approximately 10 minutes to complete and your an-
swer is of course anonymous. 

The questionnaire is best answered by the owner of the company or the CEO. If you are 
not the person we seek, please forward this e-mail to whom it concerns. We are grateful if 
you take your time and participate in our study. 

Please click on the link below in order to participate in the study: 

 

Kind regards, 

Anna Johansson, Marie Nolander and Petra Waldemar 
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Appendix 3 – Questionnaire for Small Businesses 

 

Your Age 18-30 □ 31-45 □ 46-60 □ 61+ □ 

Gender Male □ Female □  

Do you have a university education?  Yes □ No □ 

Number of employees  1 2 3 4 5 6 7 8 9 10 

 

1. Does the company have a bank loan Yes □ No □ 

 

2. If you answered no on question number 1, what is the reason for not having a bank loan? 

No need for a bank loan □ 

The company was denied bank loan  □ 

The company did not want to have the bank as a financier  □ 

Other source of finance was available  □ 

 

3. If you, on question 2, answered that the company was denied bank loan; what do you think was 

the primary reason for this? 

Insufficient financial information □ 

Insufficient profitability □ 

Insufficient collaterals □ 

The business idea/project was perceived as unattractive  □ 

Communication problems □ 

Other: ………………………………………………………... 

 

4. Please answer the following statements regarding the company‟s relation with the bank 

The bank is familiar with our business Do not agree 1 2 3 4 5 6 Agree 

The bank understands our needs well Do not agree 1 2 3 4 5 6 Agree 

We have great trust in our bank  Do not agree 1 2 3 4 5 6 Agree  

Our relation with the bank is satisfying  Do not agree 1 2 3 4 5 6 Agree 

 

 

5. Please answer the following statements regarding the board of directors 

The board of directors meet regularly  Do not agree 1 2 3 4 5 6 Agree 

An agenda is dispatched in advance  Do not agree 1 2 3 4 5 6 Agree 

Reports are prepared for the meeting  Do not agree 1 2 3 4 5 6 Agree 

The board monitors management‟s decisions Do not agree 1 2 3 4 5 6 Agree 
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The board contributes with new ideas Do not agree 1 2 3 4 5 6 Agree 

 

6. Is there an external member included in the company‟s board of directors?  

(External means a member who is not a family member or actively working within the company) 

Yes □ No □ 

 

7. Please answer the following statements regarding the role of the owner in the company 

The owner has a passive role Do not agree 1 2 3 4 5 6 Agree 

The owner is active in strategic decisions Do not agree 1 2 3 4 5 6 Agree 

The owner is active in all everyday activities Do not agree 1 2 3 4 5 6 Agree 

 

8. Please state the two most important factors for which decisions are based upon 

Family and friends  □ 

Financial information □ 

Experience □ 

Forecasts and budgets □ 

Gut-feeling □ 

 

9. Please answer the following statements regarding the use of financial information 

Monthly reports are made and used regularly Do not agree 1 2 3 4 5 6 Agree 

Budgets are made and followed up Do not agree 1 2 3 4 5 6 Agree 

Financial information is used for  Do not agree 1 2 3 4 5 6 Agree 

control and comparison over time 

 

10. Will you choose to stop doing an annual audit when the law regarding the abolition of annual 

audit comes into action? Yes □ No □ 

 
 
 
 
 
 
 
 

Thank you for your participation!  
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Appendix 4 – Summary Report of Questionnaire 

 

Responses Summary Report from Questionnaire 

 

 Number of invitees 59  

 Completed answers 40 Total Response rate 67,8% 

  

 Answers first dispatch 17 Response rate 28,8% 

 Answers first follow-up 14 Cum. Response rate 52,5% 

 Answers second follow-up 9 Cum. Response rate 67,8% 

  

Q1 Age 18-30 31,45 46-60 61+  

 Answer % 10% 47,5% 32,5% 10%  

 Cum % 10% 57,5% 90% 100%  

  

Q2 Gender Male Female  

 Answer % 80% 20%  

  

Q3 University Education Yes No  

 Answer % 45% 55%  

  

Q4 Number employees 1 2 3 4 5 6 7 8 9 10 

 Answer % 25% 17,5% 17,5% 17,5% 2,5% 5% 2,5% 0% 7,5% 5% 

 Cum % 25% 42,5% 60% 77,5% 80% 85% 87,5 87,5% 95% 100% 

  

Q5 Does the company have bank loan Yes No   

 Answer % 52,5% 47,5%  

  

Q6 What is the reason for not having a bank loan Answer %  

 No need 73,7%  

 Denied a bank loan 5,3%  

 Did not want bank as a financier 5,3%  

 Other finance source was accessible  15,8%  

  

Q7 If you on Q6 answered that the company was denied a bank loan, what do you think was the primary reason for that 

  Answer %  

 Insufficient collaterals 100%  
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 Q8 Statements regarding the company’s relation with the bank 

   Disagree Agree 

   1 2 3 4 5 6 

 Our relation with the bank is satisfying Answer % 4,8% 19,1% 9,5% 33,3% 14,3% 19,1% 

  Cum % 4,8% 23,9% 33,4% 66,7% 81% 100% 

 The bank is familiar with our business Answer % 4,8% 23,8% 19,1% 33,3% 14,3% 4,8% 

  Cum % 4,8% 28,6% 47,7% 81% 95,3% 100% 

 The bank understands our needs well Answer % 14,3% 38,1% 9,5% 14,3% 23,8%  

  Cum % 14,3% 52,4% 61,9% 76,2% 100%  

 We have great trust in our bank Answer % 9,5% 28,6% 14,3% 23,8% 19,1% 4,8% 

  Cum % 9,5% 38,1% 52,4% 76,2% 95,3% 100% 

 Sum of the four factors answers’ % 400 33,4 109,6 52,4% 104,7 71,5 28,7 

 Good relationship % based on the four factors  8,4% 27,4% 13,1% 26,2% 17,9% 7,2% 

 

For easier understanding of data; level 1 and 2 are 
summed and considered as having a poor relation-
ship, level 3 and 4 are mediocre relationship, and 5 
and 6 are good relationship. 

 

Poor re-
lation-
ship 

35,8% Medio-
cre re-
lation-
ship 

39,2% Good 
rela-
tionship 

25,1% 

  

  

Q9 Statements regarding the board of directors work 

   Disagree Agree 

   1 2 3 4 5 6 

 The board of directors meet regularly Answer % 10% 20% 20% 20% 10% 20% 

  Cum % 10% 30% 50% 70% 80% 100% 

 An agenda is dispatched in advance Answer % 55% 20% 15% 5% 5%  

  Cum % 55% 75% 90% 95% 100%  

 Reports are prepared for the meeting Answer% 50% 20% 10% 15% 5%  

  Cum % 50% 70% 80% 95% 100%  

 The board monitors the management’s decisions Answer % 45% 20% 20% 10% 0% 5% 

  Cum % 45% 65% 85% 95% 95% 100% 

 The board contribute with new ideas Answer % 30% 20% 10% 15% 10% 15% 

  Cum % 30% 50% 60% 75% 85% 100% 

 Sum of the five actions answer %  500 190 100 75 65 30 40 

 Active Board % based on the five actions 100% 38% 20% 15% 13% 6% 8% 

 

For easier understanding of data; level 1 and 2 are 
summed and considered as passive, level 3 and 4 
are slightly active, and 5 and 6 are considered ac-
tive.  

 Passive 58% Slightly 
active 

28% Active 14% 
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Q10 Do you have an external member in your board Yes No  

 Answer % 28,6% 71,4%  

  

Q11 Statements regarding the owner’s role  Disagree Agree 

   1 2 3 4 5 6 

 The owner has a passive role Answer % 90,5% 0 0 0 0 9,5% 

  Cum % 90,5% 90,5% 90,5% 90,5% 90,5% 100% 

 The owner is active in strategic decisions Answer %    4,8% 4,8% 90,4% 

  Cum %    4,8% 9,6% 100% 

 The owner is active in all everyday activities  Answer %    4,8% 4,8% 90,4% 

  Cum %    4,8% 9,6% 100% 

  

Q12 What are decisions foremost based upon Answer %  

 Family and friends 2,5%  

 Financial information 10,3%  

 Experience 46,2%  

 Forecasts and budgets 10,3%  

 Gut-feeling 30,8%  

  

Q13 Statements regarding the use of Financial Information (FI) 

   Disagree Agree 

   1 2 3 4 5 6 

 Monthly reports are made and used regularly Answer % 14,3% 4,8% 4,8% 23,8% 14,3% 38,1% 

  Cum % 14,3% 19,1% 23,9% 47,7% 62% 100% 

 Budgets are made and followed up  Answer % 14,3% 14,3% 19,1% 28,6% 0% 23,8% 

  Cum % 14,3% 28,6% 47,7% 76,3% 76,3% 100% 

 FI are used for control and comparison over time Answer % 19,1% 14,3% 14,3% 14,3% 9,5% 28,6% 

  Cum % 19,1% 33,4% 47,7% 62% 71,5% 100% 

 Sum of the three actions answer % 300 47,7 33,4 38,2 66,7 23,8 90,5 

 Use of FI % based on the thee actions 100% 15,9% 11,1% 12,7% 22,2% 7,9% 30,2% 

 

For easier understanding of data;  level 1 and 2 are 
summed and considered as seldom use, level 3 and 
4 are sometimes use, and 5 and 6 are considered 
as often use. 

 Seldom  
use 

27% Some-
times 
uses 

34,9% Often 
use 

38,1% 

  

Q14 Will you choose to stop doing an audit of the annual accounts when the law regarding auditing is changed? 

  Yes No Do not know  

  52,4% 33,3% 14,3%  

 


