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SMEs Relationship Banking: Length, Loyalty,
Trust. Do SMEs get something in Return?

Daniel Badulescu

Abstract—Under the difficult access to finance of SMEs, they
expect that its relationship with the banks shall constitute a real help
to access appropriate financing, at reasonable costs and requirements,
given the possibility of mutually beneficial and long lasting relation.
The literature, but also the research we have carried on, is centered
on such determinants as concentration and the length of the
relationship, but at the same time, there is little certainty that banks
are responding positively to them. Furthermore, athough the trust is
considered as being a fundamental element of bank relationship — see
the case house bank — SMEs find that the banks finance them looking
rather on collaterals and covenants than to trust. Moreover, a positive
behavior, such as prompt or advance repayments of loans, doesn’t
generate any positive feedback from the banks side. All these show a
deep un-satisfaction of the SMEs concerning their relationship
banking.
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|. INTRODUCTION

MEs financing is, both from theoretical and practical view,

a matter of first importance, but the analysis of the
situation and looking for the best financing are till
controversial topics, far from an unanimous decision, for
scholars, bankers or other financial suppliers (public or
private), or even for the beneficiaries of financing itself-SMES
managers. The present paper is based on the identification of
specific features of the SMEs in the contemporary economy,
particularly how they come to financing, trying to answer to a
first question as: to what extent available funds are the best for
this sector?

Further we plan to get beyond the macroeconomic
perspective and focus on more detailed elements, such as the
analysis of relationship banking, especially (but not
exclusively) in terms of financing. We want to find the answer
to the question if SMEs benefit by authentic relationship
banking, if the banks understand the real needs of customers
both in terms of timeliness or the volume of funding provided,
but also as cost, covenants, collaterals etc. Identifying and
understanding the key elements defining the SMES
relationship banking (concentration, length, mutual trust) will
give us the possibility to confirm the literature data through
our own research based on a survey we carried out on a
significant number of SMEs from Bihor County, Romania.
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408409; e-mail: dbadulescu@uoradea.ro).

Its general objective is to understand how the SMEs
perceive the role of the banks and the banking relationship for
the development of their business. Are the SMES' loyalty and
confidence in their banks mutualy rewarded by the credit
ingtitutions?

Our intention is to find out if, as perceived by SMEs
representatives, the loyalty of the SMEs (expressed by the
small number - one or maximum two banks), the length of the
relationship (reported, inter alia, to the "age" of the company)
and the expectations regarding the reciprocity in the behavior
lead to a mutual and adequate attention and feedback from
banks side and weather SMEs benefit from possible more
favorable treatment. The results could be a starting point for a
future deepening of this very interesting topic.

I1.BRIEF OVERVIEW ON THE SMES' FINANCING ISSUESIN
LITERATURE

Most of the researches regarding the development and the
financing of SMEs talk about a lack of funding as a structural
feature, often unavoidable, which must be mitigated by
measures going beyond the framework of the market, often
through state intervention: government lending programs,
grants, guarantees or other favorable fiscal measures [1], [2],
[3]. The explanations of insufficient, unsuitable or belated
funding are obviously based on the features of the demand,
regardless of whether these features are interpreted as a
"degradation” of desirable characteristics, typically found in
large firms, whether they are specific problems that need
addressed solutions, adapted to this sector.

According to Cressy and Olofsson [4], even if SMEs should
not be interpreted as the scale-down version of large business,
they often are analyzed and financed with methods and
techniques provided by large companies financing. Based on
Cosh and Hughes [5] works, the authors show that the lack of
adequate financing for SMEs is caused by their less
atractiveness for the funds providers, especially when
compared with large firms, due to: a small proportion of fixed
assets in total assets, large debt to commercial suppliers, a
significant proportion of short-term loans financing fixed
assets, heavily reliant on retained profits to fund investments,
almost an exclusive bank financing (comparison with venture
capital), relatively high debt-equity ratio, and a higher failure
rate.

All these features create arisky financial profile, which turn
back the banks from a real involvement in the SMEs sector.
Moreover, some researchers assert the idea that firms tend to
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choose those financing which minimizes the intenfiee in the
administration of business and ownership dilutioe.g. the

As conclusion, SMEs cannot meet the requirements of

banks, without which banks are unable to lend, tiwieads to

Pecking Order Hypothesis (POH) cited by Cressy arttie perception that SMEs are riskier than largergnise, and

Olofsson [4]. In this way, SMESs tend to add intense of own
funds (retained profit), commercial credit (trad=ht) and only
after the bank loans and, occasionally, other fashfanding.

According to Beck, Demirgli¢c-Kunt, and Soledad Muweti
[6], the problems of inadequate funding of SMEs mayne
also from the supply sideupply side constraints), particularly
related to the way financial institutions work. &itial
institutions have a lower interest financing SME&mting in
the third sector, innovative technologies, etcd #re invoked
arguments as: the impossibility of building a valrihage on
repayment capacity [7], the "moral hazard" — ladkbank
control over loan utilization [8], [9], banking eglonship
without history, the precarious financial situatioopaque,
non-professional prepared, or the absence of anoppate
collateral [10], [11], [12], [13], [14].

this justifies the need for additional safeguardshie form of
collateral, higher interest rates and so forth”[15]

In discrepancy with these “classical' assessmemtsther
recent theory comes to show that, at least in tetiares,
SMEs financing market is increasingly competitifar, from
being saturated, with profitable growth prospestsgpassing
the business of niche banks. Thus, all types ok®darge or
small, domestic or foreign) see SMEs as a strategitor, on
which they want to aggressively expand their openat[3].

Using their ability to exploit economies of scaleascope,
the big and foreign universal banks are the leadérthis

process. The network developed by international k&an

enables them replicating successful experienceghier parts
of the world in relation to SMEs, by easily takevadtage of
the learning effects on increasing the effectiveraddinancial

A few main obstacles restricting the supply of SMEntermediation.

financing can be pointed out:

- Overlapping between the state institutions andkba
(private or not) regarding the SMEs financing, alishg the
market mechanisms and influencing competition;

- Excessive collateral requirements, conservatieehods in
the assets valuation and risk weighting. “With thek of
supplementary financing instruments such as faggoand
leasing available to SME that would alleviate theeah for
collateral, banks’ insistence on collateral requeets is a
major impediment to financing” [15], [16];

- Insufficient ability of loan officers to undesstd and
analyze the SMEs sector. For a long time, banke kaen the
financing of large firms as the most suitable way & rapid
growing of market share and profitability, in terno$ a
controlled risk. "In contrast, SME loans are seen less
attractive because the banks would occur substamtiaunt of
cost to process the loan, while the absolute doéturns are
much smaller compared to large corporate loan. yipglthe

same techniques of large corporate evaluation toE SMNVests

obviously results in many SME not being able to triznk
lending criteria” [15];

- Complicated, expensive and sometimes unnecess%ﬁf

procedures. Like corporate financing, SMEs are estpd for
detailed business plans, documentation and riskasiss,
commitments in legal forms, together with long dreghproval
period. When often the repayment period is shofteancial
and time costs to obtain a credit can be substantiative to
the size of the enterprise, and deter SMEs fromkibgn
financing;

However, it appears that these new accounts ard, val
particular, for developed economies - US or Unkéugdom-
while in continental Europe and especially in depéig
countries, SMEs remain dependent on financing based
relationship lending [3].

I1l. RELATIONSHIP BANKING IN SMES FINANCING AND THE
IMPORTANCE OF CONCENTRATIONLENGTH AND TRUST. SOME
THEORY

Which is the place of relationship banking in threqess of
funding and what special features we can find & ¢hse of
SMEs financing? In order to answering these questiove
have to start accepting theories about the ,, raiséme” of the
banks as mitigating information asymmetry, devetbpdsy
Diamond [17] and later by Bhattacharya and Thal&] [or
Boot [19], and the key role of relationship bankiAgcording
to Boot, relationship banking can be defined aspifmvision
of financial services by a financial intermedianhieh:”i.
in obtaining customer-specific informatiooften
proprietary in nature; and ii. evaluates the padsiiity of these
investments through multiple interactions with tlsame
tomer over time and/or across products’[19].

Most of researchers have tried to accredit the taaithe
banking relationship has a unique nature that iddadizes it
between other relations existing on the market.sTHihas the
role to solve the free rider problem and to faaiét the re-
using of information over time [20], it is flexibldut at the
same time it gives the opportunity to exercise sdigeretion,
and allows including subsequent conditions to thacgpal,

such as the collateral or covenants.

- Structural problems - unclear definition of SME, These contractual features facilitate implicit lemgm

insufficient financing alternatives to bank loarsck of

contracts and can solve the principal agent anéslyenmetric

comprehensive and easy to use SME databases, fisgie information problems theories. Inside a bankingtiehship, a

banking systems. “Without sufficient resources andnomies
of scale, the private sector may be unable to dioice any
significant and widespread lending programs to otiffely
meet the requirements of the SME sector” [15].

borrower is determined to disclose more informattwam in a
standard transactional type interaction (transaetieented
interaction) and the lender may have sufficientivadions to
produce financial information [19].
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Other benefits are related to the flexibility andcdetion
(and thus facilitating the implicit long-term coatts), control
of potential conflicts of interest (including in ehcontract
various conditions and extensive commitments), ptecee of
the periodical monitoring of the economic perforcarand
the collateral of the borrower (leading to an e8aérink
between lender and debtor), allows the bank's uwamént in
short-term loans that might not be profitable foe bank in a
short perspective, but this relationship can becproétable if
it takes quite a lot.

The uniqueness of banking relationship does naisfoaim
it in a perfect relationship, risk-free for bothries. Thus, the
researchers have identified two essential costelafionship
banking: the soft budget constraint and hold-upbjenm [18].
The problem of soft budget constraints refers tmisistent
policy of the bank executing the credit contraabyision or
applying its own rules in the process of screenamy
financing the customers, starting from this clossneesulting
by banking relationship, according to Bolton andh&@tstein
[21] or Dewatripont and Maskin [22]. "That is, #megotiation

2517-9411
No:6, 2012

The main feature of this type of information reside the
fact that it is relatively easy to obtain and weréind it can
serve as a basis for future decisions. Standardaed
disseminated through internal channels of commtioica
inside the financial institution, they are wused for
conceptualizing and standardization of the crediicies, in
line with corporate strategies, and being a rediadlement in
the network management of the large internationakb.

On the other hand, the relationship lending “is eoas
significantly on “soft” qualitative information dgag¢red through
contact over time with the SME and often with itsner and
members of the local community... may include therabtier
and reliability of the SME’s owner based on direchntact
over time by the institution’s loan officer’[9]. Tthese are
added the information stored in the records of thedit
institution (frequency of transactions, payment é&dr, the
number of additional operations carried out byshareholder
or manager in own name — deposits, credit cardsjramm
variables, intuitive interactions with employeebertts or the
suppliers, or with other entities.

Unlike transactional lending, authors insist on thet that,

of a loan agreement is too easy, a borrower mayt exenore often, the credit officer is the holder oflsurgformation,

insufficient effort in preventing a bad outcome nfro
happening” [19]. Banks have tried to countervaii tiehavior
requiring a higher rank of the claim (e.g. a moggattached
to loan contract), hoping the threat of collatereécution will

exercise a direct and efficient influence in thebtde

performance.

Hold-up problem refers to the use of the monopadly d

information held by the bank, resulted from the dire
relationship, allowing the finance of this cliemmt the future, in
non-competitive terms, as stated by Sharpe [23hprR24] or
Boot [19]. Once this treat is understood, the campeither
will avoid the bank financing, either will deciderfmore bank
relationships, hoping to reduce the information opwly of a
single bank and "transfer" the problem of optim@dn costs
by encouraging competition between creditors. Tlgrdso a
non-financial cost of this "freedom", the relatibips with
many banks can help to reduce the hold-up prohbbetworse
credit availability. One explanation is that mukip
relationships can reduce the value of informaticguésition to
any one individual bank — see Thakor [25], or caesemuch

competitionex post, which may discourage lending to “young

firms [19].

For most authors, the SMEs financing is subjecthe
banks choice between relational lending and trditsed
lending, an alternative which reveals how bankseustdnd to
use internal advantage or specific features ofntlagket [9],
[6], [26]. According to Berger and Udell [9], "Traactions
lending technologies are primarily based on
guantitative data that may be observed and verdiedbout
the time of the credit origination”. This kind afformation
comes, ex limited, from the financial indicatordccéated on
the basis of financial statements; information jaed by
credit bureaus, the national database of paymenideints —
as cheques, promissory notes, the Central CrediisiRes,
collateral registration, valuation reports etc.

proprietary in nature, and these information can haedly
standardized and sent through official channelshimwit
financial institution, difficult to be verified bgther experts,
located in head offices, separate by the customberaction.

In accordance with the theories mentioned abovardagg
the demand/supply constraints, the SMEs sector a4l
eglected by large banks or foreign banks, centevad
transactional lending. Instead, small niche bankgstly
domestic/local, valorize the relationship lendingiere they
have a natural competitive advantage, making itensoiitable
for the SMEs financing, but their low power hardiypport the

SMEs sector expanding.

Returning to the specificity of banking relatiorshin the
area of SMEs financing, we find that the literatdoeuses
around two fundamental coordinates. On one handnaéyze
the main determinants of actual banking relatigmsht and
here we call the duration of a bank-borrower retahip
(length) and the number of bank relationships (eotration).
On the other hand, we approach the concept of hangeas a
suggestive example of relationship lending, orfihe’s main

»lender,"with the capacity to generate more and ebett
information than other financial intermediaries7]2

IV. REPORTED RESEARCH RESULTS ON THE ACTUAL
DIMENSIONS OF RELATIONSHIP BANKING INSMES FINANCING

According to Hernandez-Canovas and Martinez-Solano
[27], the SMESs with longer bank relationships “haréanced

“hardaccess to loans, but at the same time they ingliehicosts for

their debt”. Lower costs for loans are obtainedthy firms
working with two banks, but if this limit is exceedl (e.g. three
or more banks) this advantage would be reduced. th®r
above quoted authors, "longer or more concentrdtadk
relationships are not always beneficial for SMEsrafing
within a continental European bank-based system. [2
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In market terms, the bank conducting relations with
company is interested to use and to increase floeniation
asymmetry between his client and other banks (ctitop®
on the market, anticipating that banks interestedthis
customer will spend much more for getting informatabout
itself, about its exposure, type of relationship ather
contractual provisions, rather than spending thekbahich
granted and monitors the loan [26].

Furthermore, the relationship between the lendigugkband
the client contributes to mitigating the conseqesnof
adverse selection and information asymmetries; liaak
expects an increase of the SMEs costs if it woikie 1o re-
financing its projects to another bank, reducing plossibility
that the company easy close the relationship.

For some scholars [27], the situation gives thekban
considerable power in relation with the customég bank
may force uncompetitive conditions, a kind of moolgp This
idea is not accepted by all researchers, consigléhimse costs

rather being a consequence of the need to cover tHernandez-Canovas

expenditure made by the bank during the searchesgrg and

In the same time, reducing the intensity of thetrehship
by searching for other options of financing maydl¢a loans
at more advantageous prices, but narrows the charagther
alternatives.

According to Elsas and Krahnen [32] quoted by Hedea-
Canovas and Martinez-Solano [27], the existence aof
authentic lending relationship is not dependentheniength or
the number of bank relationships, "but rather oa Hank’'s
participation in the firm’s financing, on its cajiigc¢o generate
information, and on its commitment to aid the fiahen it
experiences financial difficulties. Financial intexdiaries
complying with these requisites are known as hoaiskeb and
are regarded as the firm’s main lender, with thpaciy to
generate more and better information than the dthancial
intermediaries” [27], for borrowers, the role of usebank
being just to replace the funds withdrawn by offireancial or
non-financial creditors.

A second partial conclusion derived from the works
and Martinez-Solano  shows
housebanking — based on the existence of trusteleetvhe

that

analysisex ante, and less an abusive attempt to increassompany and the bank — improves access to finamce a

revenue per a customer almost "trapped” [28].

In a market dominated by new customers, small lessies,
with unconvincing financial data - as SMEs markeinks will
often count considerable initial expense, whosevexy on
the existing portfolio is a problem with few solutis.

An exclusive relationship with a bank generatesdahmajor
effects: the cost of the loan, the availabilitybzfnk for new
loans and, finally, the financing conditions. Edigtiing a
close link between the exclusivity of the relatioipslending

reduce the cost of the loan, without, however, igp the
probability of supplementary and valuable collatefhus, "a
relationship based on trust is a better strateginpove SME
access to finance than establishing longer or more
concentrated relationships” [27].

This option does not ignore of the traditional oadbrs
(length and concentration) but rather it is anraliéve where
information asymmetry is counteracted by other elets in
order to improve access to finance and, at the stme,

and the cost of the loan is not unanimous, but erathreduce the cost of the loan.

contradictory. For example, some studies have fahadl in

many European countries, small companies workirty wne

or maximum two banks, should pay higher costs fairt
loans; in contrast, in the U.S., the relationshigdd on length
and concentration was rewarded with the lower lgasts

[27].

Researchers have shown an increase in the aviyladil
the bank to support the firm in new projects, tovle a
higher percentage of co-financing [27], but instefaths
involved in an exclusive relationship lending mreswvard the
bank by accepting more severe requirements onahtat of
the activity and offering the best collaterals [2f80], etc.
Finally, the financing conditions and, in partiaylathe
collateral requirements show that the firms witane to one or

V.OUR RESEARCH METHODOLOGY, DATA AND COMPARABILITY
AT THE NATIONAL LEVEL

The research we carried out is part of a wider gmioj
investigating some relevant issues on the relatipngetween
SMEs and banks, such as: the role of the main mi@tants of
the banking relationship, the use of credit prosiuitte type of
bank (domestic, foreign, large, small, local ese)ving the
SMES’ interests in the best way, etc. Data colettivas
focused on gathering information mainly from SMEsBihor
county, Romania. The survey was carried out duhitagch-
May 2011 and the following rules and objectives aver
observed:

-prior to the data collection itself, the potentiartfolio was

maximum two banks and the firms ChOOSing to renber tse|ected and verified on the web page of the Myusf

credit lines to the same bank obtain somewhat bktteling
conditions; the bank doesn't ask additional guaesit or
certain guarantees could be released under pledide [R7]
etc.

Public Finance [33], in order to:

a. removeex ante, the firms with no activity, or without
reported financial statements, suspended, etc.;

b. check the potential firms in terms of includimgSMEs

As a conclusion, we can say that in most Europeafitegory (turnover less than 50 million Euros apdta 250

countries, a small number of bank relationships anlbng
term company-bank relation could provide to SMEgaie
advantages, but at the same time, banks can exareitain
power, in particular by charging higher interesgmpants.

employees);

c. remove the companies working in financial
intermediation (mutual funds and other financialtiters,
financial leasing, other lending activities, inswa and
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reinsurance of pension funds, insurance agentsbaokers,
credit, pawn houses etc), and, as far as posdinée firms
belonging to groups that, if consolidated, may edc&MEs
threshold concerning number of employees/turncater,

- the web page of the Public Finance Ministry [28%0
served to obtain data such as age of the compastyturnover
(2010), the profit (2010), the average number obleyees;

-the questionnaires were addressed to the exeauavager
of the company.

As a result of the survey, the primary dataset mxveé11
companies. After removing the questionnaires caitgi
errors, the resulted valid sample consists 595 sfirta
statistical error of 2.62% and a confidence leVel59%6).

Although almost all data were collected from Bilomunty
(95%) and to a small extent from the neighboringnties of
Arad and Satu Mare (all from Western and North-\&fest
Romania), there are no special features, diffeegm@nomic
laws or regulations for this area, or special barawof banks,
government agencies relating to SMEs, comparedthero
regions of Romania, or anything else that coultlerfce the
results.

Moreover, based on data issued by the National Bdnk
Romania [34] and main commercial banks [35], wentba
regular and normal position of the region (compaiedhe
national average) for a series of bank indicatsigh as:
number of bank units, number of inhabitants perkidaanch,
volume of loans (in national currency — RON — andeign

currency) granted to companies, the volume of dépos

current accounts and so on.

obviously in terms of relationship banking and finig
availability of SMEs.

According to the objective of this paper, we présand
discuss here a first set of four questions focusedhe way
SMEs perceive the banks behavior concerning then mai
determinants of relationship banking (as discusse8ection
IV): concentration (number of bank relationshipgndth
(loyalty) of relationship banking, reciprocity (thbank's
response to a co-operative behavior of SMES).

The questionnaire focused on the following questisaues
that were analyzed both individually and correlated

1. "Indicate the number of banks you work with”
(excluding accounts with non-significant balance
and/or no operations in the last 3/6 months);

2. "on a scale from 1 (strongly disagree) to 5 (stipng
agree), evaluate the following statement: "When
granted a credit to a SME, confidence/trust in the
company's shareholders/managers is the most
important argument for the bank" (more important
than the collateral, scoring, the length of
relationship, etc.)”;

3. "indicate how many times” (the frequency) loan
repayments in time or in advance determined more
favorable treatments from the bank side” (e.g.
lower cost for next loans, improved business
conditions, lower collateral requirements, etc.);

4. "specify since how many years you have got the
longest active relationship with a bank”.

In order to test the correlations we applied chuesg

Thus, in terms of number of branches, the datahef t method ¢?) for the following correlations:

National Bank of Romania and commercial banks feary
2010 indicates an approx. number of 5,700 banlsuné. a
banking density of 25.5 units per 100,000 inhalt#486]. As

to the Bihor County, at the end of 2010, there B8 bank
units (2.49% of total banking establishments in Roia), a
banking density of 22.52 units per 100,000 inhatéd35], a

position close to the national average.

For the main bank indicators (loans, deposits) we a@lso
notice a position close to the national averagel(ebng the
capital Bucharest), the only exception being thentogranted
in foreign currency, where the figures for Bihoruoty are
over 2.5 times higher than the national averageso(al
excluding Bucharest).

VI. THE QUESTIONNAIRE CONTENT AND HYPOTHESIS
ASSUMPTIONS

The objectives of the research, as stated in theenbof the
guestionnaire, were partly inspired by Hernanderae®as and
Martinez-Solano’s paper [27] referring to some baséments
that define the banking relationship and its effeict SMEs
perception (use of banking relationship, determisian
concentration, confidence, trust, reciprocity) laral issues.
Our questionnaire also contained some additionséareh
items, concerning the lenders’ specificity and omshg: local
banks vs. foreign banks, small banks vs. large datk.,

- the relationship between the number of SMEs-bank
relationships and the trust of the bank in the camyfs
representatives (shareholders/managers) (a)

- the relationship between the longest relationshipa
company with a bank and the more favorable treatrfrem
the bank side in case of in-time or in advanceagyents of a
loan (b).

The results obtained were as follows:

For (a), we found y2 :340-5?)(5(0_95;4) =048

that is: there is a strong correlation between rtbhmber of
SMEs — bank relationships and the confidence tmathiank
has in the shareholders/managers of the compairly,itbdhe
sample, and in the total population.

For (b), we foundy?, =755.65> x7; 5., = 21.02;

So we can state that between the variables "thgekin
relationship of a company with a bank" and "the enor
favorable treatment from the bank side in casa-ime or in
advance re-payments of loan" there is a strongetadion,
both in the sample and in the total population.

VIl. DISCUSSION AND RESULTS

Concerning the number of banks companies work i,
recorded answers were as follows (Fig. 1): appraséty 42%
of the total (i.e. 247) respondents declared theyveorking
with a single bank, 36% (i.e. 216 respondents) waitk two
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banks, 15% (92 respondents) work with three baiike

SMEs working with 4, 5 or more banks cumulated oy of

the total responses. We notice, therefore, a heghgmtage of
customers preferring to work with one, or maximuwo t
banks, which shows both a significant concentratioin
relationship banking, a SMEs representatives figat the

selected bank, both, in terms of our analysis, lament that
facilitate the analyze for the next steps, as aidan segment
in our sample. This assessment is highlighted bywaighted
average of responses, indicating a number of 1arkibg

relationships per firm.

300
" 250
a
@
z 200
2
o 150
s 100
=
50
L] . — —
maore
1bank | 2banks | 3 banks | 4 banks | S banks | than5
banks
| mNo of responses | 247 216 92 19 11 10

Fig. 1 Number of banking relationships (humberahpanies
working with one bank, two banks, three banks, eéspectively)
Source: own calculations, based on the dataset

The next question, e.g. "When granting a loan tGSHIE,
the confidence in the company's shareholders/masnagé¢he
most important argument for the bank (more impdrthan
the collaterals, scoring, length of relationshi, )8, we notice
that almost one-third of the respondents (i.e. tE&pondents)
declared a strongly disagree, followed by a pesmbf 29%
of respondents who are more likely to disagree. (Lé2
respondents) (see Fig. 2). Neutral answers aretabquarter
of the total (i.e. 145 respondents), less than 1@& 60
respondents) are more likely to agree with thigngland only
6% strongly agree. The average score of resposs@s3®,
indicating, on the scale going from 1 (stronglyadjee) to 5
(strongly agree), a general disagreement with tdterment.
The analysis of the third question — the longektienship
with a bank (expressed in years) shows a wideildigton of
the perceptions (Fig. 3). An important part of @spents are
involved in 3, 4, or 5 years banking relations (clated 41%,
i.e. 243 respondents), and around one third of tttal
respondents have 8 or more years relations witlkrk.bAs
resulted from the answers, the banking relationdtas an
average duration around 5.4 years. This figurecatdi that the
lenght of the banking relationship of SMEs in Roraais
acceptable, taking into account the economic coraed the
relatively history of the market economy. More dfiecthe
legal and organizational framework of the privaigiative in

the Romanian economy is around 22 years old, aed th

methodological definition of SMEs is even more r@dgot to
ignore the fact that the average life of a SME onfania is
about 6 years old).
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|lNumbemf responses 181 173 145 €0 36

Fig. 2 Agreement/disagreement with the statemé3dnk has full
confidence in SMEs’ owner/managers when grantitogaa”
Source: own calculations, based on the dataset
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Fig. 3 The longest bank relationship (the maximwration of a
company’s relationship with a bank)
Source: own calculations, based on the dataset

Finally, the fourth question reffered to the fdgattin-time
or in advance loan re-payments have led to moreréble
treatments from the bank (Fig. 4). The resultsdatt that:
41% of respondents (i.e. 243 respondents) congidéronly
occasionally the bank responds with a favorablattnent;
35% of the respondents (i.e. 210 respondents)veeiiet they
have never received a more favorable treatment fhenbbank;
a much lower percentage — 18% of the responderts1@7
respondents) consider that they often receive arédble
treatment, and about 6% indicate that, when datiegaid in-
time or in advance, they always receive a favoratelatment
from the bank. In the scale going from 1 (almosiagks) to 4
(never), the average of 3.055 reveals a clear ivegat
perception: there is a lower feedback of recipgo@iom the
bank side in case of in-time or in advance paymetending
duties.

300

200
150

100
o |
Almost

Always
‘ll\laufresparses 35 107 243 210

No of responses

Often Qcasionally Never

Fig. 4 Frequency (how often) in-time or in advapagments led to
favorable treatments from banks
Source: own calculations, based on the dataset
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Going deeper in the analysis, we focused on thmepgof

bank for future projects or loans with more acchigta

SMEs working with one or maximum two banks and itgonditions. We can say that a small number of bank

position towards the questions related to: theidente banks
has in the company's shareholders/managers whetirgya
credit, the length of the longest relationship vifie bank, and
the more favorable treatment possibly received fthenbank
in case of in-time or in advance loan re-payments.

In this respect, for the whole sample, the peroeptf the
disagreement for bank’s confidence in SME repredimet
cumulated 59%; in the case of SMEs involved intietes with
(working with) one or two banks, the perception tbie
disagreement raises to 63%!

About the correlation with the longest relationshifth a
bank, results didn't show significant differences the
timeframes analyzed, which can induce the idea that
concentration of banking relationship is not posity
correlated with the duration of the relationship.

Finally, expectations of a favorable responseénefBank to
SMEs positive behaviors in the context of lendiatptions are
relatively similar. However, that indicates that Edthat are
aware of their loyalty to the bank, haven't seey ants of
recognition or reward. Our expectations that tdelfty of the
SMEs expressed by the concentration in the numbeheo
banking relationship (e.g. SMEs working with an lagive
bank or with maximum two banks), and the positieddviors
in the credit relationship will generate both datiion for
SMEs, and recognition from their banks are not icoved.

VIII. CONCLUSION

Lenders involvement to meet the financial needsthef
SMEs is not always at the expected level, and therevarious
reasons (both objective and subjective), featurbsth(
structural and internal), and both demand and sugple
constraints. SMEs cannot meet the requirementseobanks
and the general perception is that SMEs are rigkian large
firms, so to obtain the necessary funds the SMEs magree
to the banks conditions and safeguards in the fafm
collateral, higher interest rates, shorter repaymenods, and
circumspection for SMESs’ future plans and so forth.

Could relationship banking improve
Analyzing the literature we have focused on seveey
determinants of relationship banking, particulathe length
(duration), concentration (the number of banks thegk with)
and confidence.

From the bank's point of view, both
concentration work against informational asymmaeing hold-
up problem, and allow the bank to invest resouncemalysis
and financing of a customer; in the same time, here

perverse effects such as moral hazard, excessigerass to

customer etc.

From the customer's point of view, influenced by th

possible informational capturing and extractionnednopoly
surplus, the outcomes of stability and loyalty he bank are
divalent: while the cost of financing does not s¢enmprove,
there may be some advantages, such as the avgilalbithe

relationships and a long term relation with themldgrovide

to SMEs certain advantages, but at the same tiam&sbcould
exercise certain power, particularly by charginghler interest
payments. Alternatively, reducing the intensity ofie

relationship by looking for others alternative ofancing may
lead to more advantageous loan prices, but narrthes
chances of other options.

In the second part of the paper we have testede thes
elements (length, concentration, trust) in a sureayried out
on a significant number of SMEs from Western paft o
Romania. We found that most companies are workiitty one
or two banks, and the maximum duration of relatigms
banking is relatively high. However, the respongdanks is
considered by SMEs representatives as being inpppte.
Thus, more than half of SMEs representatives censille
bank doesnt show a confidence in SMEs represeptati
(shareholders, managers) when granting a loanngiwiore
valuations to the formal aspects of the contraot, the
collaterals etc.

Furthermore, the loyalty, honesty, and performiagefi in
advance) of their obligations under the loan caitdo not
generate an equivalent feedback from bank: abotgeth
quarters of the respondents never or rarely notited
feedback. Deepening the analysis by interpretiegésponses
of those who are working only with one or maximuwot
banks, we found that expectations regarding thekban
confidence in SMEs are lower, and the most loyatauers
are, at the same time, the most disappointed byb#rek
behavior. As all-in-all conclusion we found thas, 8BMEs are
aware of their loyalty to the bank, they haven'erseany
positive feedback from banks’ side; the concerdmtithe
length and positive behaviors in the (credit) ielahip
banking will not generate a significant recognitibom their
bank and, consequently, there is a lower satisfacif SMEs
in their banking relationship.
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