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Motivation

I Knowing the financing structure helps deciding on the
direction of future institutions’ and markets’ development

I Estimate the possible efficiency of government programs

I Recognizing the role of foreign and big banks in firms’
financing decisions

I Testing different hypothesis - one data set

I Currently no similar study of these topics in CESEE countries
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Research questions

I What determines the maturity structure of financing sources?

I What determines the choices between various classes of
liabilities?
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What do we know about determinants of firms’ financing
structure in transition countries?

I Klapper et al., 2002: EE countries; analysis of general
financing patterns;
in Cro they are not able to distinguish structure of total
liabilities

I Kumar and Francisco, 2005: Brazil, comparison across firms
of different sizes

I Beck et al., 2008: Fifty countries, including CESEE
I Terra, 2009: Latin America, choice between debt and equity

and between ST and LT debt
I Volz, 2008: Transition countries including CESEE and Baltics,

analysis of financing conditions of firms regarding
access to and cost of finance
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I Data: end of 2008

I Balance sheets of 65,535 companies

I Augmented by loans’ information from the CNB
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Firms in the sample
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1Source: Authors’ calculations
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Tobit regression

F = const +β1 ∗FirmCharacteristics +β2 ∗LenderCharacteristics +
β3 ∗ RelationshipCharacteristics + β4 ∗ InteractionTerm + ut

where Financing source is
1. Equity, LT and ST liabilities/Total assets
2. Particular financing source/Total assets
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Tobit regression

Firm Lender Relationship Interaction

characteristics characteristics characteristics term

Size Big bank Single vs multiple Domestic

Asset structure Domestic vs foreign bank and

Collateral strength single

Growth opportunities

Ownership

Industry, Region
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Results of Equation 1

Financing source is a ratio of Equity, LT and ST liabilities to TA

Katja Gattin Turkalj and Nora Srzentic Financing Patterns of Firms in Transition Countries and Its Implications



Existing knowledge
Data set

Descriptive statistics
Methodology

Results
Conclusions

Results of Equation 2

Financing source is a ratio of particular source to TA
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Conclusions

I The most important: firm-level attributes, followed by lending
relationship and lender characteristics

I Small firms use less equity and more debt, especially the short
term one, such as trade credit

I Foreign owned companies finance themselves less with equity
and more with long term liabilities, in particular Other loans.

I Private companies use less equity than the state or privatized
ones, and prefer short- and long term bank and other loans
instead
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Conclusions

I Professional activities opt for equity

I Companies that have more collateral to pledge rely on equity
and long term bank loans, similar to the companies with more
pronounced growth opportunities. They resist short term
debt, such as trade credit, non-bank loans and other debt

Katja Gattin Turkalj and Nora Srzentic Financing Patterns of Firms in Transition Countries and Its Implications



Existing knowledge
Data set

Descriptive statistics
Methodology

Results
Conclusions

Determinants of financing structure
Implications

Conclusions

I Professional activities opt for equity

I Companies that have more collateral to pledge rely on equity
and long term bank loans, similar to the companies with more
pronounced growth opportunities. They resist short term
debt, such as trade credit, non-bank loans and other debt

Katja Gattin Turkalj and Nora Srzentic Financing Patterns of Firms in Transition Countries and Its Implications



Existing knowledge
Data set

Descriptive statistics
Methodology

Results
Conclusions

Determinants of financing structure
Implications

Conclusions

I Higher ratio of inventories in TA implies less equity and bigger
utilization of debt, whereas a higher ratio of ST assets in TA
implies higher utilization of equity.

I ?

I Feasible explanation: another category withing ST assets,
typically ST claims, which are hard to collect. Companies that
have more non-collected claims prefer having more own
capital than ending up bankrupted, whereas the companies
which have more inventories trust they can pledge them and
obtain a loan if necessary.
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Conclusions

I Small companies have less lenders and borrow more from the
single one

I Foreign banks borrow similarly to firms of all sizes

I Big banks borrow significantly more to big companies,
although this may come as a consequence of legal provisions
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Conclusions

I Businesses that borrow only from domestic banks have less
need for equity funding compared to the businesses that
borrow only from foreign banks. However, businesses that
have a unique banking relationship with a domestic bank have
similar need for equity as the ones borrowing only from foreign
banks. Hence, no safe haven, no substitute for equity.

I Businesses obtaining most of their loans from big banks have
reduced need for other types of loans.

I Number of banking relationships does not influence financing
patterns-implies transaction instead of relationship lending-no
zombies.
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Conclusions

I Because of the high popularity of the short term credit as a
funding source, a strong legal enforcement of payment
agreements is crucial for a sound liquidity of the system

I Policies such as government sponsored loan programs should
consider greater dependence of small enterprises on external
short-term funding

I There is no argument for preference of domestic banks over
foreign banks regarding the soundness of corporate financing
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Thank you for your attention!

Nora Srzentic
Ghent University

Katja Gattin Turkalj
Croatian National Bank
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