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Abstract: 
Small and medium-sized businesses are major part of the economy. The effective financing of such businesses makes a significant contribution to the economic growth and development. There are different types of financing the small and medium-sized businesses: internal funds; overdrafts and bank loans; leasing and hire purchase arrangements; stock market equity and corporate bond issues; venture capital or private equity; asset-based finance such as factoring and invoice discounting and trade finance. 
The capital market is alternative and competitive way of financing the business entities regarding the financial institutions, above all the banks. In the developed market economies the capital market allows the business entities to obtain the financial assets they need to realize their projects through issuing long-term securities.
Considering the wide advantages these forms of financing offer, the subject of research of this paper shall be the opportunities of their implementation in the small and medium-sized businesses. Namely, an analysis and empirical research shall be conveyed of the current conditions of the small and medium-sized businesses related to their financing. In addition, recommendations shall be proposed for more efficient exploitation of the opportunities for financing on the capital market.
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Introduction

The funding of business entities is a very important and complex process, which consists of planning, acquiring and use of the necessary financial resources for the current and developmental operation. The business entities can provide the necessary funds for investment projects realisation through internal and external sources. Internal funding provides greater autonomy, sovereignty and freedom during the financial decision making. However, quite often, business entities are unable to meet their need for capital only from internal financial sources, and therefore there is a need to acquire capital from external sources. In the developed market economies, the capital market gives an opportunity to economic entities to use different forms of funding. The efficient capital market enables acquiring of the necessary finances through: long-term investment loans, issuance of securities – shares and bonds; as well as use of different derivative financial instruments. 
Significant factors to consider when choosing the source of funding

The economic entities in the developed market economies have an option to choose the source from which to obtain the necessary capital. The choice between the equity or debt capital for business needs funding is a complex and complicated process. It is of utmost importance that they resolve certain issues through a detailed analysis, before they decide on how they will provide the necessary capital, whether by loans or by issuance of securities, primarily because the capital secured by an issuance of shares has a proprietary nature, and the capital secured by an issuance of bonds or loans has a debt nature. The reasons and motives for an economic entity on the capital market to find itself in a role of a user of equity or a debt capital are multiple and varied. The practice shows that the most important between them are the following:

· Maintaining an optimal balance between the equity and the borrowed (foreign) capital. Namely, these particular relations are basic indicators for the financial power and strength of the business entity, its creditworthiness, rating and business perspective. These parameters, as well as the relations between them, on the other hand, enable us to determine the place and the role of the economic entity on the capital market;

· The degree of indebtedness of the business entity. This indicator has an utmost importance in most cases when deciding on how to provide the needed capital. Namely, if the business entity is considerably indebted or approaches the limit of allowed debt, it does not have a choice, but to provide the necessary capital through issuance of shares;

· The degree of development and independence is also very significant factor that has to be considered. In a situation when the business entity has a successful and stable development, it is logical to decide on mobilization of debt capital, for a simple reason that this will allow it to maintain the high degree of independence and business autonomy in the future as well, which is a very significant prerequisite for maintaining the competitive advantage on the market in sharp economic conditions;

· The degree of risk of the investment capital for which the mobilization of financial resources is made. If the risk of the investment of the potentially mobilized capital is higher, the economic entity will give a priority to the issuance of shares, while on the other hand, if the risk is lower, then it will decide upon debt capital;

· Current conditions on the capital market according to which an equity or debt capital can be acquired;

· The market price of own shares (in case of joint stoke company). If the current, market price of the shares is high and significantly exceeds their nominal value and there is interest for the shares among potential investors, it is realistic to assume that the necessary capital will be obtained through an issuance of shares because they are expected to be attractive on the market;

· The interest rate on the long-term loans granted from the banking institutions. In conditions of low-interest rates and a stable bank loan policy, the economic entities will decide to obtain the necessary funds by taking long-term loans from the banks;

· Tax policy and its instruments have a major impact on the decision to select the source that will provide the necessary funds. In situations when by tax deductions and benefits, bonds are being favoured, it is assumed that the economic entity will obtain the necessary capital by issuance of bonds. In cases when these tax deductions apply to the shares, the economic entity will perform mobilization of capital through issuance of shares.


Given all these factors when choosing one of the capital sources, the business entities should always consider the following:

· If they decide to provide the necessary capital through an issuance of bonds, then the ownership structure of the capital will shift in favour of equity capital; and

· If they decide to provide the necessary capital through an issuance of bonds or by loans, then the ownership structure of the capital will shift in favour of debt capital.

It is necessary to emphasize that there is no universal combination that can be used by all business entities in mobilization of the needed financial resources, and that is why before making a decision they should always make a detailed analysis of all the factors in order to choose the combination that will allow to maximize the value of the entity and minimize the costs for the capital. 

External sources of funding

The capital market is a very important segment of the financial market, mainly because on this market the business entities can obtain the necessary capital through loans from banking institutions or through issuance of securities.

Companies that provide the necessary capital by using long-term loans need to make profit from the invested capital that can not be lower than the loan interest, because the interest is the price of the capital. For a business entity to be able to get a loan, it is necessary for it to meet the following conditions:

· to be solvent;

· to use the granted loan for its purpose; 

· and to meet certain requirements stipulated by the loan.

Almost always there are restrictive provisions in the loan agreements among which these are more significant:

· the loan user needs to maintain a minimal level of net working capital, as a condition for providing of liquidity of the company;

· restrictions in terms of expropriation of permanent assets;

· restrictions on further long-term borrowing;

· restrictions on status changes and significant changes in its organisation;

· restrictions on the amount of the issuance of securities, for the protection of creditors;

· restrictions on dividend payment to a certain percentage of the profits.

The developed capital market allows business entities to get the needed capital by issuance of long-term securities, shares or bonds. Before they issue securities, it is necessary for the business entities to obtain permission for the issuance by a competent state authority, mainly by the Committee for Securities. This permit is required in order to protect the interest of potential investors and to allow issue only to those business entities that have good creditworthiness and high rating.

Funding of the business entities through issuance of shares has range of benefits for the business entities including:

· this source of funding puts smallest pressure on the company, because the mobilized funds can be used permanently, and the dividend payment  to the shareholders is made by an internal decision of the administrative bodies;

· the dividend doesn’t have to be paid, and the unpaid dividend may be transformed into dividend shares;

· it increases the company’s ability to mobilize funds from foreign sources.

Apart from the advantages, this source also has disadvantages i.e. issuance of common shares creates an opportunity to change the power structure because of the inclusion of new shareholders i.e. change in the ownership and executive structure. Also, this method of obtaining capital is followed by expenses for the issuance and selling of the shares.

On the efficient capital market, business entities can obtain the necessary capital through an issuance of corporate bonds. This kind of mobilization has range of benefits among which the most significant are the following:

· the ability to mobilize higher amounts of funds, because the bonds are being sold to a large number of interested subjects;

· capital is being mobilized without changing of the structure of the equity;

· the costs related to the debt are restricted i.e. the only expense is the interest, which the issuer has to pay to the bond holders;

· because the interest payment is an expense, it can create some savings for the business entity when paying the income tax.

·  insertion of a clause for early redemption of bonds if a cheaper source of funding becomes available allows flexibility in the financial structure.

As disadvantages of the funding through issuance of bonds, the following can be mentioned: the interest is a fixed cost that has to be compensated regardless of the results achieved, and if the business entity makes a negative financial result and is not able to pay the interest; its survival may be jeopardized. As another disadvantage, it can be mentioned that the loan agreement might make provision for certain restrictions for the issuer, such as ban on alienation of property, ban on additional issuance of securities, ban on payment of dividend over some specified amount (if the issuer is a joint stock company) etc.

In the structure of capital sources of the business entities in the developed market economies, bonds take the dominant part, followed by shares, than long-term loans.
Financing of business entities in the Republic of Macedonia
Republic of Macedonia is a small country with total area of 25,173 km2, with population of 2,052,772 inhabitants of whom 953,200 are capable of working, and gross domestic product amounting to 410,744 million denars. This country size determines the market. Macedonia is still underdeveloped country and is at the lowest level of the medium-developed countries. Macedonian economy is nearly two decades in stagnation as a result of which the unemployment rate is 32.1% and is the highest in relation to neighboring countries.

According to statistics
 in the year 2010 in the country operate 75,497 businesses, from that 28,326 in the wholesale and retail, 8263 in manufacturing industry, in transport and communications activity 6417, scientific and technical activities 5228, building 4368, 3083 in agriculture, mining industry 164, administrative and catering services 2519, in rental real estate 415, housing and service providers 4433, health services 3166, professional, financial and insurance activities 408, education 992. Most of these businesses or 59,276 (78.5%) are with a very small number of employees i.e. 1-9 employees and only 203 entities (0.3%) have over 250 employees. 

Most businesses that exist in the Republic of Macedonia are registered as limited liability companies (LLC and Ltd.) while as joint stock companies exist 700 entities from which in 2010 only 33 companies are listed on the Macedonian Stock Exchange.
Capacity utilization in the enterprises in recent years has ranged from 52-62%. There are more reasons for such low utilization percentage, but these are noted as most important: financial problems, insufficient domestic demand, slow conquest of foreign markets, competitive imports, uncertain economic environment.
Businesses in the Republic of Macedonia have still most of their investment projects financed with funds provided through expensive bank loans which certainly adversely affects their long-term financial balance and the capital structure. The maturity of the corporate sector indebtedness in the country can be seen from the following table
.

In million denars

	Type of indebtedness
	31.12.2007
	31.12.2008
	31.12.2009
	31.12.2010

	Short-term loans
	78,259
	90,866
	92,475
	52,565

	Long term loans
	79,434
	115,012
	130,581
	120,967

	Due and nonperforming loans
	7,949
	9,012
	11,426
	17,284

	Total
	165,642
	214,890
	234,482
	190,816


Table no.1 Maturity structure of debt of the corporate sector
Bank loans are still the dominant source of capital for the economic entities in the country, that is, the capital market mainly comes down to credit market. Borrowing by businesses in the long term means longer load from the cost of these sources of funding. Here it is necessary to highlight the risk of changing interest rates which is especially important because approved loans for the most part have variable interest rates.
In the Republic of Macedonia the capital market is poorly developed despite the existence of a large number of institutions that enable its operation. Namely, the Stock Exchange of securities exists more than 15 years, was founded in 1995 and today it has 19 members of which 13 brokerage houses and 6 banks, of which 11 are with more than 50% foreign capital. It trades shares, bonds and other stock material in accordance with the Commission for Securities.

Despite the country's businesses having the opportunity to mobilize financial resources available through the issuance of shares or bonds, relatively few of the companies finance its operations through the capital market. Their role as issuers of securities is very rare. Joint Stock Companies usually issue securities through a private offering. The following data are presented for the realized issuance of securities for the period 2007-2009 year.

	Number
	Issuers of shares
	Number of issued decisions
	Issuance value
        Euro                  Denar
	Public offering (PE)/

Private offer (PP)

	1
	Companies of the economy
	1
	 2,673,850
	163,722,777
	PP

	2
	Banks 
	2
	      23,021,562
	      1,408,440,000
	PP

	3
	Other financial institutions
	6
	2,541,033
	155,450,502
	PP

	
	Total:
	9
	      28,236,445
	      1,727,613,279
	PP 9


Review of types of issuers, number of issued decisions, value of issuance and type of offer of shares issued in the year 2007

	Number
	Issuers of shares
	Number of issued decisions
	Issuance value

            Euro                  Denar
	Public offering (PE)/

Private offer (PP)

	1
	Companies of the economy
	2
	11,561,710
	708,982,162
	PP

	2
	Banks 
	4
	70,964,738
	4,343,827,455
	PP

	3
	Other financial institutions
	16
	17,698,135
	1,077,099,456
	PP

	
	Total:
	22
	100,224,583
	6,129,909,073
	PP 22


Review of types of issuers, number of issued decisions, value of issuance and type of offer of shares issued in the year 2008

	Number
	Issuers of shares
	Number of issued decisions
	Issuance value

            Euro                  Denar
	Public offering (PE)/

Private offer (PP)

	1
	Companies of the economy
	3
	84,517,900
	5,169,570,105
	PP

	2
	Banks 
	1
	 2,940,400
	   180,552,000
	PP

	3
	Other financial institutions
	3
	     733,910
	     44,996,956
	PP

	
	Total:
	7
	88,192,210
	5,395,119,061
	PP 7


Review of types of issuers, number of issued decisions, value of issuance and type of offer of shares issued in the year 2009

From the data presented it can be concluded that in three years only 6 businesses committed mobilization of funds through the issuance of shares and through private offer which is really insignificant if we take into account that the biggest problem of many businesses is their lack of funds.
Analysis of the conducted survey results
To explore the possibilities for financing of small and medium businesses in the Pelagonia region in Macedonia, a questionnaire of nine closed-type questions was prepared. Some of them are yes/no questions, and some are questions with more provided answers to choose one or more from. The questions were carefully selected in order to get a clearer picture as well as better quantitative analysis of the current situation of small and medium businesses associated with the forms of their financing offered by the capital market . The questionnaire was carried out on a representative sample of 55 target business entities from the Pelagonia region, out of which 31 business entities answered the questions. Survey was conducted from 15 June to 5 July, year 2011, in general through direct contact or e-mail with representatives of the management team in business entities.

Quality conclusions can be drawn from the quantitative analysis, based on which useful recommendations can be made.

To the first question – Are you familiar with the forms for financing small and medium-sized businesses? – 23 responded positively, or 74.2% of the surveyed establishments. Despite the fact that this is relatively high percentage of positive responses, 26% of the respondents had a negative response which points to the fact that the investments realized by these business entities are nonstrategic. 

To the second question – Have you had any investments in the previous 5 years? -  97% responded positively, and only 1 business entity negatively.

To the third question, regarding the sources for providing needed funds for investment financing, which was a multiple choice question, 87.1% of the respondents answered that funds have been provided from own sources, 77.4% by bank loans and 29% from borrowings. From own sources as well as bank loans was the answer of 67.7% of respondents, while 7 or 22.6% of the surveyed establishments chose all three above-mentioned sources of financing. It’s interesting that none of the businesses answered that the funds needed for investment financing in the previous 5 years were provided from leasing arrangements, shares, issuance of long-term bonds or factoring finance, options listed as potential sources of financing. The reasons for such answers should be either lack of familiarity of business entities for funding opportunities, or their lack of faith in certain funding sources.
The fourth question regarded planning investments in upcoming projects. 96.8% of the businesses confirmed having plans to invest in new projects in the future. Only one business entity gave a negative response to this question. This speaks of the fact that businesses are willing to develop in the future, but considering the sources of financing of those projects (which was stressed in the fifth question) most of them plan to provide the funds needed from own sources (87.1%) and by bank loans (83.9%),or in both ways (22 businesses or 71%). Not one of the businesses stated other source of financing for future planned projects. These ways of project financing are, above all, due to the low awareness of businesses of the advantages from providing funds through issuance of shares and bonds, which was part of the sixth question. Namely, 77.4% or 24 surveyed establishments answered that they are not familiar with the advantages from providing funds through issuance of shares and bonds, and 87.5% of those who said they were not familiar with the advantages of this way of financing said they needed additional education in this field (question no.7).
Interesting are the answers to the eighth question which asks whether businesses would use issuance of shares and bonds as one of the ways to provide the needed finances. Namely, 74.2% of the business entities gave a negative answer which in a way correlates to the answers regarding familiarity of businesses with such ways of financing and providing capital.
The last question concerns the transparency in the publication of data for the business entity. More than 30% of the surveyed establishments (10 businesses) stated that they are not ready yet for transparent publication of their data. This means that business entities observe their data as secret and fear the competition in case data regarding the ways of financing their activities is made public. 
Conclusion

Companies in developed capital market countries have the opportunity to provide the needed finances not only from banking institutions in the shape of credits, but also through issuance of securities. The existence of developed capital market, rich in financial instruments, is an indispensable prerequisite for growth and development of business entities in every country. What kind of securities will be decided by the business entity depends above all on the policy of management, its financial structure and current capital market conditions.

The capital market in Republic of Macedonia is characterized with undeveloped primary market, limited liquidity of secondary market, a modest offer of investment alternatives and an expressed sensitivity of investors and their decisions regarding the economic developments in the region and internationally.
The level of capital mobilization through issuance of securities in our country is very low. This is primarily due to the lack of interest of the corporate sector for financing their activities through issuance of securities, which comes as a result of:

· Lack of familiarity of the management with the advantages coming from this way of financing;

· Reluctance of the company to open to the public – fear of financial reports publication;

· Fear of losing control over the company in case of issuance of new shares;

· Default on the securities issued by the issuers (the non-payment of dividend);
· Insufficient education of the public in terms of the advantages from investment of securities.

In order for the capital market in our country to function efficiently, especially to encourage business entities to provide the needed capital through issuance of securities, certain specific measures need to be taken:
· Organization of seminars and expert panels to educate managers about the opportunities offered by the capital market as an alternative way of financing;
· Formation of specific financial sectors in businesses equipped with experts to research capital market conditions and affect management in direction of making relevant decisions while choosing source of financing;

· Greater openness and transparency of companies who mobilize capital through issuance of securities, which will increase existing and potential investors’ trust;

· Improvement of the established information system;

· Education of the public on the advantages of investing in long-term bonds;

· Establishing cooperation of the Macedonian Stock Exchange in greater international frames;

· Improvement of legislation and its efficient application;

· Improvement of the organizational and functional structure of the Commission for Securities and continuous improvement of its facilities and personnel techniques;
· Improvement and harmonization of capital market legislation with EU directives.
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