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The aim of the present study is to explore the effect of eight sources of financing (internal funds, 

bank loan, credit line, trade credit, grants, equity, leasing and factoring) on innovation and then on firm 

growth. The conceptual framework is based on the assumption that using or obtaining access to finance 

(input) in one year gives the firm a better environment for introducing one or more innovations (output) 

in the following year. In this way, and according to the Schumpeterian theory (Schumpeter, 19342), 

firms can grow (in terms of size) through innovation.  

 

The database used is from the anonymous “Survey on the Access to Finance of SMEs in the 

euro area” (SAFE), conducted together by the European Central Bank and the European Commission 

since 2009. We used data from the first surveys of 2014 and 2015 in order to build a panel leading to 

the assessment of firms’ growth evolution. To assess the impact of financing on innovation behavior 

and then on firm growth, we consider a conceptual framework similar to that used by Cerulli and Potí 

(2012)3 based on a three-step approach (Figure 1). The first two steps are based on Propensity Score 

Matching (PSM), and estimate the effect of financing on innovation. The third step takes the form of a 

regression estimation, considering the effect of innovation financing as an explanatory variable of firm 

growth. 

 
Figure 1. Steps of methodological approach 
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Firm innovation behavior is measured by the number of innovation types launched in the market 

or in the firm’s organization. Firms can introduce jointly or separately four types of innovation: i) 

Product or service; ii) Production process or method; iii) Organization of management; or iv) Marketing 

(new way of selling goods or services). Additionally, the dichotomous variable (Yes or No) used to 

measure innovation is also included in the analysis as an outcome for robustness purposes. In turn, firm 

growth is measured through the probability of firms increasing their turnover and their number of 

employees. 
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Globally, the results show a positive and significant effect of external sources of financing on 

innovation. However, not all external sources of financing have an effect or the same effect on 

innovation behavior (Figures 2 and 3). Furthermore, firms that used internal funds for their business 

development do not appear to be more innovative than those that have not used any type of financing. 

Firms that have issued equity financing, which includes venture capital and business angels, one year 

before, show a positive effect on innovation and the size of the impact is seen to be higher in comparison 

to other financing instruments. Surprisingly, grants show a more moderate positive effect on innovation 

compared to trade credit and factoring. 

 

 
Figure 2. Effect of different types of financing on innovation 

(N° of different types) 

 Figure 3. Effect of different types of financing on 

innovation (Yes/No) 

 

 

 
Source: Authors’ own elaboration based on PSM results. 

Note: Results report the Average Treatment Effect on Treated (ATET). Control group corresponds to no use of financing. 

The sources of financing not reported in the figures are those not showing any significant effect. 

 

 

As regards output additionality on firm growth, measured by turnover, Figure 4 shows that the 

highest impact occurs with firms that have issued equity financing. Grants, credit line, bank loan and 

leasing also showed significant output additionality on turnover growth, but the size of these effects is 

more modest compared to the effect of equity financing. Concerning output additionality on 

employment growth (Figure 5) the only significant and positive values are found for bank loan, credit 

line, grants and leasing. Equity financing seems to have no additional effect on employment level. 

 

 
Figure 4. Average marginal effect of output additionality 

on firm growth (TURNOVER) by source of financing 

 Figure 5. Average marginal effect of output additionality 

on firm growth (EMPLOYMENT) by source of financing 

 

 

 
Source: Authors’ own elaboration based on Complementary log-log regression results. 

 

As a complementary analysis and because firms can use each source of finance solely or jointly 

with others, the effect of using one or more than one source of financing was assessed. No significant 

difference between using one source and no use of financing emerges. Additionally, an optimal level of 

three different sources of financing appears to be the best combination for boosting the effect on 

innovation. Concerning the effect of output additionality on firm growth, using only two different 

sources of financing is revealed to have a positive and significant effect on turnover and employment 

growth. 
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