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Study on Financing and Liquidity in Early-Stage SMBs

Kang, Won*

Abstract

This article studies the types of financing and the liquidity of small and medium size firms in their early-stage. The sample firms
distinguish themselves from the established firms in the second year after foundation in that they rely heavily on external equity
financing. However, they use the internal financing the most in the fourth year and do not show distinguishing feature any more. In the
mean while, they do not show any serious liquidity problem either in the second year or in the fourth year. The empirical results imply
that early-stage lasts rather short after the foundation for successful Korean firms, and that a distinguishing feature of early-stage firm
can be found only in financing, not in liquidity. They also allow us to assert that Government-lead financial aid programs should be

limited to two- or three-year-old firms and focused on helping their financing investments rather than easing their liquidity problem.
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