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Foreword
The dissertation includes three essays on behavior of corporates. The first essay deals
with corporate governance issues on its theoretical and descriptive field, and hence
touches the corporate behavior from broader picture. The commencing two essays
deliver the empirical evidence on behavior of Czech firms and thus deal with the
corporate behavior in narrow sense.
The first essay Models of corporate governance sheds the light on five different
perspectives of corporate governance understandings, namely corporate financing,
shareholder rights execution, ownership stakes patterns, corporate objective functions
and management structures. Not only their key characteristics, limitations and
implications are to be delivered but also some pros and cons are to be discussed.
Attention is also paid to their normative states of departure. The red string of the
principal agent problem meanders through all these five concepts, stewardship theory
as its alternative approach is also discussed.
Full version of this essay has been published in the peer-reviewed occasional papers
series of IES FSV UK as Körner, P. (2005); Models of corporate governance, IES
Occasional paper, 2005, No. 2,
The second essay The determinants of corporate debt maturity structure: evidence
from Czech firms investigates the determinants of the corporate debt maturity
structure of Czech firms. The theoretical section provides an overview of
contemporary theories on corporate debt maturity structure. The regression section
describes an econometric model showing that the long-term debt increases with
Company size, Leverage and Asset maturity. The impact of Growth options,
Collateralizable assets, Corporate tax rate, and Company level volatility has been
found out as statistically insignificant. The portfolio analyses section of this paper
shows the bank-based system pattern of financing of Czech firms, increasing
importance of intra-group financing and increasing presence of Maturity matching
principle. Finally, the paper discusses the limitations of the results in the field of data,
variables, and determinants.
An early full version of this essay has been published in the peer-reviewed working
papers series of IES FSV UK as Körner, P. (2006): The determinants of corporate
debt maturity structure: evidence from Czech firms. Prague, IES FSV UK, working
paper, 2006, No. 27.
1

A substantially shortened version of this paper has been published in the peerreviewed journal Finance a úvěr - Czech Journal of Economics and Finance as
Körner, P. (2007): The determinants of corporate debt maturity structure: evidence
from Czech firms, Finance a úvěr - Czech Journal of Economics and Finance, vol. 57,
2007, no.3-4, pp.142-158.
The third essay Determinants of corporate financing decisions: a survey evidence
from Czech firms investigates the empirical evidence on determinants of financing
decisions on the pool of respondents among financial managers of Czech firms. The
theoretical section provides an overview of decisive contemporary theories on capital
structure. Employing Chi-square Sign Test and Logit regression the empirical analysis
provides the evidence how the financial managers perceive particular instruments of
internal and external financing. We found, that firms follow pecking order theory for
working capital financing, however the arguments for pecking order theory in
investment financing are not that strong. Firms prefer retained earnings among
internal financing instruments and bank loans and leasing among external financing
instruments. Finally, the paper discusses the links with practice and some limitations
of the results.
This essay has been jointly written with Irena Jindřichovská from University of
Buckingham. It has been published in the peer-reviewed working papers series of IES
FSV UK as Jindrichovska, I., Körner, P. (2008): Determinants of corporate financing
decisions: a survey evidence from Czech firms. Prague, IES FSV UK, working paper,
2008, No. 1. Recently it has also been submitted to the peer-reviewed journal British
Accounting Review.
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Essay One: Models of Corporate Governance
1

Introduction

Corporate governance is a highly appealing field of economic theory. Its origins can be traced
all the way back to Adam Smith, who states in his Wealth of nations that ‘being the managers
of other people’s money … it cannot be expected that they should watch over it with the same
anxious vigilance…’. The true research on corporate governance issues began with Jensen
and Meckling (1976), who introduced the idea of separation of ownership and control,
consequent agency problem and who draw the picture of a corporation as a nexus of contracts.
And as the separation of ownership and control is inherent in the modern corporate, the issues
of corporate governance have not lost relevance.
The paper presents a descriptive analyses of the agency theory as the state of departure for all
corporate governance analyses and further it differentiates the corporate governance models
from five perspectives. It proceeds as follows. Section two defines the term of corporate
governance, section three handles the principal agent problem as the key issue of corporate
governance, section four discusses the stewardship theory as an alternative to the agency
theory, sections five to nine present various approaches to distinguishing of corporate
governance models and section ten concludes.
2

Definition of corporate governance

The origins of the word ‘governance’ can be found in the Latin word ‘gubernare’ meaning the
steer or to rule. Seeking the right definition of corporate governance it shall be worth to take
this thousand-year-old substance into consideration. The most traditional definition is, that
corporate governance “deals with the ways in which suppliers of finance to corporations
assure themselves of getting a return on their investment” (Shleifer and Vishny, 1997:737).
This is not a precise definition of the term in the broadness of contemporary meaning, as the
corporate governance (as we shall see later on) does not take into account only suppliers of
finance but also other interest groups in corporation. Very similar definition of La Porta et al.
(2000: 4) that corporate governance is “a set of mechanisms through which outsider investors
protect themselves against expropriation by insiders” also considers the term in a narrower
sense arguing that corporate governance is only an insider-outsider relationship.
According to Hart (1995), governance structures can be seen as a mechanism for making
decisions that have not been specified by contract. Corporate governance in our terms also
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deals with issues defined by the contract (such as supplier-buyer relationship or creditordebtor relationship), thus this definition also does not hold enough.
The comprehension of Denis (2001) is more accurate in terms of the right emphasizing of
institutional and market mechanisms. “Corporate governance, then, encompasses the set of
institutional and market mechanisms that induce self-interested managers … to maximize the
value of the residual cash flow’s of the firm on behalf of its shareholders…” (Denis,
2001:192) But again as we shall see, self interest of managers and maximization of residual
cash flow in favor of shareholders is only a fraction of the corporate governance environment.
Similar shortage demonstrates the statement that “…corporate governance can be viewed as a
set of arrangements internal to the corporation that defines the relationships between
managers and shareholders”. (Iskander and Chamlou, 2000:3)
To sum up, corporate governance is an ‘umbrella’ term (Cochran and Wartick, 1988)
considering not only the insiders and outsiders or shareholders and stakeholders or principals
and agents but also free riders, financers and managers and all other entities involved in
modern corporate governance environment. To use precise terms but to comprehend its full
range, corporate governance shall be for us ‘an institutional set of formal and informal
relations among interest groups in the corporation’. It has been depicted by profound literature
(North, 1991; La Porta et al., 1998) that not only the institutions are crucial but also their
enforcement is of at least the same importance, which has been shown in transition countries
(Körner et al., 2002). Hence, we can write corporate governance definition as follows

CG = f (IS , E )

(1)

where CG is corporate governance, IS is institutional set of corporation and E is its
enforcement.
3

Principal agent problem

The principal agent problem is the key issue of corporate governance. The agency relationship
is a contract in which one or more persons (the principal/s) engage another person (the agent)
to take actions on behalf of the principal(s). This engagement involves the delegation of some
decision-making authority to the agent. Naturally as the nature of the agents and principals
differ, there are some costs connected with the relationship that need to be spent in order to
limit the misengagement as much as possible.
Jensen and Meckling (1976) define the agency costs as
AgC = MC + BE + RL

(2)
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where AgC are agency costs, MC are monitoring and controlling expenditures spent by the
principal in order to control and monitor the activities of the agent, BE are bonding
expenditures spent by the principal in order to bond the activities of the agent to motivate the
behavior of the agent to shield and increase the wealth of the principal and RL is residual loss
which is caused by divergence of the real agent decisions and optimal decisions according to
principal’s interests (e.g. costs of imperfect monitoring, controlling and motivation).
Fama and Jensen (1983b) argue that the agency problem is mainly controlled by the decision
systems that separate the management and control. This separation of management and
control is more accurately separation of residual risk bearing from decision functions. Here
the residual risk is understood as the risk of the corporation owners in the actual value of the
corporation after all its liabilities are dully settled. As the fulfillment to all counterparties of
the corporation except for the owners is set in contracts, the owners are exposed to the risk
that remains within the corporation after all these liabilities are settled. And the residual
claimants in the corporation are defined as the residual risk bearers.
Fama and Jensen (1983a) distinguish the residual claimants as those with unrestricted claims
and those with restricted ones. The unrestricted residual claims appear in joint stock
companies (open corporations in their terms). They are understood as freely transferable onto
third parties, timely unlimited for the whole corporation time being and not connected with
other required roles of the shareholders in the corporation.
As opposite, there are also restricted residual claims in corporations constructed as
proprietorships, partnerships1 and other types of closed corporations. Here the residual claims
are restricted to important decision makers. According to Fama and Jensen (1983a), these
types of corporations are likely to be effective in activities where the separation of decision
management and decision control brings to high costs.
3.1

Sources of agency costs

The sources of agency costs are two-fold. They can be defined as driven by the nature of
agents involved or they can be driven by the nature of nature surrounding the playground of
these agents. The agents generally differ in their objective function, risk aversion and free
cash flow reinvestment motivation. The nature fundamentally shapes the playground in terms
of information asymmetry and incompleteness of the contracts.
Differing objective function
1

The limited partner who is not active in the business is unrestricted residual claimant and general partner who is
active in the business decision making is restricted residual claimant in this Fama and Jensen terminology.
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The principals and the agents usually differ in their objective function. This is an inherent
feature of this relationship because the agents follow their own goals (utility, decision power
etc) which need not be in line with the goals of the principals. As Denis (2001) states, the
managers are willing to hold and increase their power, which is inherent behavior of major
managers. This must not be worrying in the times when the managers represent value added
for the company. But in the times when the current managers do not represent value added
any more and should be replaced, they utilize their advance in information asymmetry. This
leads to the case that the managers are able to prolong their presence longer than shareholders
would wish to be.
Differing risk aversion
The risk aversion of the principals and agents also seems to be different. The key difference is
mainly depicted on shareholder – management relationship. Denis (2001) argues that since
shareholders have typically their investments diversified into more corporates they also loose
only part of their total wealth if the corporate project fails. This has lead him to conclusion,
that shareholders are less risk averse than managers, because managers are more closely tied
up in the firm since almost their whole human capital is invested in the particular corporation.
Thus, managers are willing to enter less risky projects of the corporation than shareholders
and consequently the agency problem arises.
But the Denis’s conclusion must not necessarily hold under all circumstances. It can also
easily happen that the managers would be much less risk averse if they acted in the
environment, where there were many other employers willing to employ them as managers
and if they handled the shareholders assets (e.g. the corporation) in the terms of moral hazard.
This can be the case if the managers are convinced that they will not bear the losses of the
projects as they are facing soft budget constraints. At this time the managers are willing to
enter risky projects knowing that they will share the profits but not the losses. Here, managers
are less risk averse than shareholders and the agency costs are again enhanced. This outcome
is opposite to the Denis’s conclusion therefore more general statement is proposed: As the
risk aversion of managers and shareholders certainly differ, the conflict of goals lifts the
agency costs in the corporation.
But the managers and shareholders are not the only players with differing risk aversion.
Shleifer and Vishny (1997) also point out the different risk aversion of equity holders and
debt holders. As the debt holders get interests paid from the principal they are not motivated
to finance risky projects of the corporation because profits of the project are received by
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shareholders. At the end the shareholders receive profits that are not upper bounded and if the
project fails, the financers bear the costs.
Differing motivation in free cash flow reinvestment
The third key source of agency costs stems from reinvestment of free cash flow of the firm2.
If the company has enough projects with positive NPV, it does not face the free cash flow
distribution problem. But in case the company does not have enough projects with positive
NPV to place all its available funds, it needs to seek for solution of free cash flow
redistribution. The interest of the shareholders of the company is to pay out the free cash flow
(being it via dividends or in other transfers) in order to enable placing these funds into
projects with positive NPV that are outside of the particular corporation. But as managers
usually maximize the volume of assets under their control, they need not be keen to distribute
the free cash flow out of the company and they can even be willing to enter the projects with
negative NPV (e.g. projects deteriorating the future assets of the corporation) in order not to
decrease the volume of the assets at the current stage.
Differing access to information
The term of asymmetric information is generally connected to Arrow (1963) and Akerlof
(1970). In that conception the corporation environment encompasses several information
asymmetries. Most attention has been paid in the literature to the management-shareholders
relationship. This information asymmetry is in the main focus for shareholder oriented firm
economists. Nevertheless there are several other asymmetric relationships in the corporation
environment with impact of the same importance. These asymmetries are present not only
between insiders (employees, management) and outsiders (shareholders, suppliers, auditors)
but also among particular insiders groups.
The common feature of these asymmetries is that the decision making counterparty is facing
the information asymmetry as it is supplied by information necessary for the decision by the
decision takers. This leads to the fact that decision takers can easily influence the information
flow (in terms of their completeness, non-deflection and promptness) towards the decision
makers in order to lead the decisions to their own interests. The final impact of the
asymmetries stems from the nature of the relationship between the asymmetry counterparties,
but it is always in the favor of the counterparty with better access to information.
The overall typology of information asymmetries is depicted in Scheme 1.

2

Free cash flow is defined according to Jensen (1986) as a cash flow generated by the firm above the level of
amount necessary to fund all the projects with positive net present value (NPV).
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Scheme 1: Typology of information asymmetries in the corporation
Information asymmetry
Relationship

Impact

management body

management

managerial slack, corporate decision failure

management body

control body

control

control failure

management body

debtholders

financing

investor risk

management body

government

regulation

business environment setup

management body

suppliers

trade credit

suppliers risk

management body

buyers

supplies

product quality

management body

auditors

control

information opaqueness

control body

shareholders

ownership

owners expropriation

From insiders

Towards outsiders

employees

The particular corporations differ in the extent of the information asymmetries between the
interest groups. Here the assets structure seems to play an important role. It is widely accepted
that corporations with higher share of intangibles produce more information asymmetries
(Aboody and Baruch, 2000; Dedman et al., 2004). This is caused by the fact that the
intangible assets are much more difficult to be valued than the tangible assets. For some
corporations (such as biotechnology sector) the intangible assets in form of R&D3 or patents
and licenses are the key factor for their long-term success. But their true value is hard to asses
not only for the investors and but also even for the management of the corporation.
Incomplete contracts
Since the contracts between managers and shareholders are imperfect (which means they are
not able to handle all possible circumstances in managers-shareholders relationship), there are
raised some residual control rights (e.g. rights for decision making in circumstances not
specified in the contract), that need to be allocated. At the first glance the residual control
right should be allocated to the shareholders. But since the managers face information
asymmetry at the time of decision making under the non-specified circumstances, it is in fact
the case, that the residual control rights end in the hands of the management. At the end these
residual control rights enable the managerial expropriation of funds.
3.2

Reducing agency costs

As the sources of agency costs were defined as agents driven and nature driven, the tools for
their reduction shall be followed in the terms of the impact on the two main causes. The
agents driven agency costs are to be reduced by bonding solutions, monitoring solutions,

3

Research and development

8

incentive alignment and by reducing of residual cash flows. The nature driven agency costs
are to reduced by reputation building, large investor involvement and transparency
enhancement.
Bonding solution
The bonding solution (Denis, 2001) dwells in the shareholder-managers contract instructing
the managers to maximize the shareholder value. But as the real world is infinitely
complicated, there can be no written contract (besides the fact that some orders of
shareholders towards managers can not be in written form) comprehending all possible states
and defining relating decision rules. Therefore all the contracts between managers and
shareholders shall be incomplete and thus can serve as a partial solution only.
Monitoring solution
The second solution dwells in monitoring activities in order to increase the managerial
responsiveness (Denis, 2001). Here the monitoring conducted by shareholders is the first
choice. But as the major shareholders are much diversified, they are exposed to free rider
problem in monitoring as a problem of shareholders collective action. This is caused by the
fact, that the costs of monitoring exceed the possible gains of proper management of the
corporation (as the stake in the company is minor and thus also stake in the profit is minor)
which further leads to monitoring unwillingness of the major minority shareholders. This free
rider problem can be partially settled in the corporations with a large number of shareholders.
There the shareholders with major stakes face much higher possible losses that outweigh the
costs of monitoring. This pressure leads later on to their involuntary involvement in
management monitoring. And finally next to the shareholders monitoring there are also
present the monitoring functions of creditors (mainly represented by banks or capital markets)
or supervisory boards (in dual systems only) which also play an important role.
Incentive alignment
The third solution of decreasing the agency costs stems in alignment of incentives of
shareholders and managers (Denis, 2001). These alignments are willing to streamline the
interests of shareholders and managers (or more accurately to set the managerial interests
equal to shareholders ones). Since shareholders are maximizing the shareholder value in terms
of share price, the willingness of the managers to follow also this goal can be increased by
management shareholdings (or shareholdings options) as the major tool of the incentive
alignment. The managerial shareholdings should ensure the managerial sense that
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shareholder’s gains are also managerial gains and that shareholder’s losses are also
managerial ones.
Shleifer and Vishny (1997) also find highly contingent incentive contract among managers
and shareholders as a possible solution of solving principal agent problem. But they perceive
substantial need for some measurable proxy of the manager’s value added in favor of the
corporation. The major problem of the incentive contract is the process of the negotiation
sometimes enabling the managers to many degrees of freedom over the corporate assets. This
holds especially in case if the incentive contract is negotiated by a poorly motivated corporate
representative, rather than by a representative of major shareholders. “While it is a mistake to
jump from this evidence to the conclusion that managers do not care about performance at all,
it is equally problematic to argue that incentive contracts completely solve the agency
problem” (Shleifer and Vishny, 1997: 745).
The empirical evidence supports the positive impact of the managerial shareholdings on
managerial performance. Brown and Maloney (1999) find that managerial shareholdings do
effectively combat the agency problems and they also find that these effects are weaker when
managerial shareholdings become larger and enable ‘entrenchment’ of the management at
their positions.
Reducing residual cash flows
Denis (2001) or Shleifer and Vishny (1997) also called attention to the ability of debt
financing to reduce agency costs via reducing residual cash flows. In profit distribution via
dividends the management has some degrees of freedom in decision making. But this is not
the case for debt financing since the corporation is obliged to meet the due repayments. Here
the debt service decreases free cash flow and therefore decreases the conflict of interests
between shareholders and managers.
Reputation building
Shleifer and Vishny (1997) also suggest reputation building as a further possible tool for
reducing agency costs. This mechanism is effective at the time when a corporation needs to
raise funds on the capital markets (debt or equity). The most powerful argument in signaling
its creditworthiness is the due repayment of its current liabilities which further reduces the
agency costs (lower need for monitoring).
Large investors
As the legal protection does not provide sufficient tools for restriction of agency costs, there
are often large investors employed on this matter. “… large shareholders play an active role in
10

corporate governance” (Shleifer and Vishny, 1997: 754). The role of large shareholders was
already mentioned in the monitoring solution section for their positive impact on solutions of
free riding problem among shareholders. “A more fundamental problem is that the large
investors represent their own interests, which need not coincide with the interests of other
investors in the firm, or with the interests of employees a managers. In the process of using
his control rights to maximize his own welfare, the large investor can therefore redistribute
wealth – in both efficient and inefficient ways – from others.“ (Shleifer and Vishny,
1997:758) As it can be instantly seen the large shareholders can serve as a double-edged tool
as it on one side reduces the monitoring costs by partially solving the free rider costs but on
the other side they represent some potential (and in the real world very much present) risks for
returns of minority shareholders. “With large minority shareholders, matters are more
complicated, since they need to make alliances with other investors to exercise control. The
power of the managers to interfere in these alliances is greatly enhanced, and the burden on
courts to protect large shareholder rights is much greater. For this reason, large minority share
holdings may be effective only in countries with relatively sophisticated legal systems,
whereas countries where courts are really weak are more likely to have outright majority
ownership.” (Shleifer and Vishny, 1997: 754)
Jensen (1993) defined three types of mechanisms narrowing the gap between managers’ and
shareholders’ interests. Firstly, there are legal and regulatory mechanisms. This is meant as a
system of laws and regulations governing the firm’s environment. In this term not only the
governing regulations but also the enforceability of these measures are of crucial importance.
Secondly there are internal control mechanisms such as BoD4 issues (involvement of BoD,
CEO5 duality, non-executive directors, see Hermalin and Weisbach, 2001) and executive
director shareholdings or executive compensation (see Core et al, 2003). Thirdly there are
external control mechanisms, where market for corporate control is of the highest importance.
Empirical evidence shows, that financially poor corporations are more likely targets of a
takeover and also the management of these corporations is more likely to be a candidate for
being made redundant. These two effects are the two main driving forces for narrowing the
gap. The market for corporate control tool is extremely costly not only for all stakeholders
(managers, shareholders, employees of the targeted company), it is also costly for the
acquiring company since in many cases the acquirers pay too much for the acquired (usually
the synergy effects are being overvaluated). “Thus for the average acquirer an acquisition
4
5

Board of directors
Chief executive officer
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becomes exactly what its shareholders wish to avoid: a negative NPV project” (Denis,
2001:207). Not only the takeovers are costly and the bidders are often overpaying. The market
for corporate control implicitly assumes that the firm efficiency is positively correlated with
the firm market value (Manne, 1965) and as a consequence it strongly requires advanced
capital markets (with high liquidity) and it is also a hot political issue and a subject of political
pressures.
Transparency enhancement
The only way of tackling the information asymmetry seems to be to make the information as
much open as possible. In these terms transparency is “another name for information”
(Stiglitz, 2000:1466). Here the auditing is the key device in reducing information asymmetries
and enhancing the corporation credibility. Despite the fact that even auditors face serious
information asymmetries their mediatory role for restriction of information asymmetries of
other interest groups (or stakeholders) such as debtholders, suppliers and buyers is
irreplaceable. Several auditing failures in the past few years (which were an interesting mix of
a) misauditing in terms of close relationship between auditor and customer and of b)
misanalysing in terms of small attention paid by the investor’s general public to the auditor’s
reports) can not substantially undermine the key auditing role in making financial accounting
open and transparent.
The overall typology of agency costs is depicted in Scheme 2.
Scheme 2: Typology of agency costs
Nature of nature
Sources of agency costs information asymmetry
incomplete contracts

Nature of agents
objective function
risk aversion
free-cash flow reinvestment

Reducing agency costs

Types of mechanisms

reputation

bonding solutions

large investors

monitoring

auditing

incentives
legal and regulatory
internal control
external control
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Stewardship theory as an alternative approach to the agency theory

Although the agency theory seems to be a dominant paradigm of a corporate governance,
increasing attention is also being paid to an alternative theory developed in psychology and
sociology field. In the stewardship theory, which was firstly developed in Donaldson and
12

Davis (1989), the manager is self motivated to act in favor of principal’s interests and hence
serves as a steward of their needs and wishes. The model of a man in the stewardship theory
perceives organizational and collectivistic actions and interests of higher priority than the
individualistic self interest actions. The collectivistic utility is of higher priority than the
individual utility even if these interests are not aligned. This is in a strict contradiction to the
agency theory assumptions, thus the conclusions of the stewardship theory also very much
differ to the agency theory ones. “According to stewardship theory, the behavior of the
steward is collective, because the steward seeks to attain the objectives of the organization…
A steward protects and maximizes shareholders´ wealth through firm performance, because,
by so doing, the steward’s utility functions are maximized.” (Davis et al, 1997: 24-24)
The major difference between the agency theory and the stewardship theory can be found in
psychological and situational factors (Davis et al, 1997). As psychological factors are
concerned, the key difference between the two theories stems from the motivation of actors.
Whereas in the agency theory the actors are expected to be best motivated via extrinsic
motivation (extrinsic rewards such as salary, bonuses, shares options etc) the actors in
stewardship theory are best motivated via intrinsic motivation which is not easily quantifiable
(personal growth, achievement etc).
The second psychological factor is the degree of identification with the company. In the
stewardship theory the managers are supposed to attribute the success of the company to
themselves. In the agency theory the managers are said to externalize the company’s
problems; these managers do not feel to be identified with the company and responsible for its
issues and try to pass the responsibility to others.
The third psychological factor which differentiates the theories is the use of power;
institutional and personal ones. The institutional power stems from the manager’s positions
that he or she occupies and consequently disappears as the person leaves the position. The
managers are said to use the institutional power in the agency theory. On the other hand
personal power stems from the expertise and individual characteristics of the manager and
thus does not disappear after the person leaves its position. This power is said to be used in
the stewardship theory.
There are also situational factors differentiating the agency theory and the stewardship theory.
The first factor takes into account the approach to management and coaching. Here control
oriented and involvement oriented approaches are contrasted. The control oriented approach
is based on the assumption that the control, management and thinking functions need to be
separated from performing functions. Naturally this approach is said to be employed in the
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agency theory. In contrast the involvement approach gives the employees high degree of
responsibility, is based on self-management, self-coaching and self-control and thus does not
separate the management and performing functions. This approach is said to be employed in
the stewardship theory.
The second factor takes into account the cultural differences. The agency theory is more likely
to be present in individualistic culture where the personal goal (and utility) is of higher
priority than the group ones. On the contrary the stewardship theory is more likely to be
present in collectivistic culture which puts higher priority to the common goals. Here the
personal goals are subordinated and the person is defined as a part of a group.
The strength of the stewardship theory should be taken into account as this theory has grown
on field of psychology and sociology with link to empirical evidence on behavioral decision
making. For instance Donaldson and Davis (1989) found empirical evidence for the argument
of the stewardship theory, that CEO duality has positive impact on shareholder value, which
is in strict contradiction to the agency theory expectations. Muth and Donaldson (1998) and
Lin (2005) found further empirical evidence for the stewardship theory assumptions.
As every human being is a mixture of altruism and self interest and as its priorities seem not
to be consistent in time, it can be the case that every manager has inherent controversy of the
agency theory and the stewardship theory in his mind. Some empirical evidence studies
support this intuitive finding (for survey of the empirical evidence see Davis et al, 1997).
The key agency theory and stewardship theory features are summarized in Scheme 3.
Scheme 3: Typology of agency theory and stewardship theory corporations
Characteristics
Psychological

Situational

5

Agency costs theory

Stewardship theory

Motivation

extrinsic

intrinsic

Company identification

absent

present

Use of power

institutional

personal

Management

control oriented

involvement oriented

Culture

individualist

collectivistic

Models of corporate governance by financing

There can be specified two major ways of financing in the models of corporate governance. In
the first one the banks are the major finance providers therefore these are called bank-based
financial systems. In the second one the corporations raise the funds on the capital market via
equity or debt, therefore these are called market-based financial systems.
In the bank-based system the banks serve as the major financial intermediaries of the free
funds from the net depositors (households) to net debtors (corporations). Clearly the efficient
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banking systems are a necessary condition for these systems. As the financing is provided
directly from the creditor (bank) to the borrower (corporation), the banks are expected to
conduct thoroughgoing in-depth analyses of the corporation in order to know the borrower.
Due to this fact the bank based systems are said to provide better long-term financing than the
market based systems as the creditors know better the long-term value of the corporation and
thus do not necessarily need to respond quickly on the short-term fluctuations of the company.
As the banks are very closely connected to the corporations either personally or via the stakes
in form of large borrowings, they often tend to hold some equity stakes of the customers or at
least to be personally present in their supervisory bodies. This fact raises the threat that the
advantage of the better ability to provide long-term financing turns into a disadvantage
stemming in the too close bank-corporation relationship. At this stage the banks are in fact
forced to provide further financing even if the corporation prospects are very bad; the bank
stakes in the corporation are too high to be smoothly written off. As Rojo and Garrido (2003)
argue, “the problem of separation of ownership and control is remarkably intense in the
Anglo-Saxon model … but the corporate governance problem in the continental system lies
with the power accumulated by banks.” (Rojo and Garrido, 2003:6-7)
The bank based systems are also said to be appropriate for the corporations of all size being it
SME6 or large corporations. The transaction costs of the funding from banks have generally a
small share of fixed costs and are mainly variable costs depending on the debt volume as the
flat fees for bank loans are mainly charged as percentages of the loans. Thus there is no
specific level for loan where the transaction costs would be impassable to disqualify some
corporation types from bank funding.
In the market-based systems the lenders and the borrowers meet on the capital market. The
lenders are placing their free funds and the borrowers are satisfying their cash needs. The
corporations in the market based system finance their needs either by equity raising or by
bond issues. Clearly here the efficient capital market is again a necessary condition. The
borrowers need to share all the necessary information about the corporation with the market.
In addition the capital market needs to be sufficiently transparent (lacking interferences),
credible (lacking suspicion) and liquid. The liquidity of the capital market is crucial in both its
types e.g. depth and width. The wide capital market offers the lender wide range of products
to buy (bonds and shares) and the depth of the market assures the lenders to find anytime a
counterparty willing to purchase its stakes if the lender decides to quit the investment. As the

6

Small and medium enterprises
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placement on the capital market is costly for the borrowers both in terms of resources and also
in terms of time, there are considerable transaction costs connected with this way of funding.
Therefore the capital market is said to be more convenient for transactions of larger volumes
e.g. for larger corporations. In addition to it there are also some monitoring costs that need to
be spend by the lenders in order to assure their investments and these costs are also to a large
degree of fixed nature. Thus there is also some unwillingness of the lenders to invest into too
small stakes (typically small companies shareholdings). Thus the SME corporations face both
high transaction costs and an investor disfavor. The banks play important role also in the
market-based financial systems. They are typically important providers of financial services
for households or SME corporations and they also provide “liquidity security” in form of
back-up credit facilities for large corporations.
Generally the main origins of the market-based and the bank-based systems are accounted to
the timing of industrialization (TOI). The TOI thesis states that the key differences of the
particular country financial system can be seen in the respective industrialization phase. In the
countries with earlier industrialization start (such as United Kingdom) the firms were able to
finance their own growth either by internally generated funds gradually cumulated together
with the industrialization process or by IPO7 on the relatively developed financial markets. On
the other hand the countries lagging behind with the industrialization (such as Germany) faced
undeveloped financial markets and lated internal funds generation. Therefore the banks were
the only financial partners able to provide sufficient volume of funds for a fast catch-up of the
competitors in advanced industrialized countries. This development has led in Germany to
tight relationships between corporations and banks, where the corporations typically
cooperated with one bank (home bank or Hausbank) and the banks typically held stock stakes
in these corporations and possessed some places in the supervisory boards. All of these
features have supported the long-term character of the relationship. This has also later led to
the fact that the banks were very active in German industrial policy.
The the bank-based and market-based systems of corporate financing are also very much
connected with the pattern of the retirement systems. In the countries with the market-based
financial systems the retirement systems are mainly funded by pension funds that collect the
contributions of the labor force and reinvest them on the capital markets. The pensions are
later on paid from the profits of these capital investments. On the contrary the bank-based
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Initial public offering
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systems typically finance the retirement systems on PAYG8 basis where the contributions are
consumed by the pensions on the spot and thus no capitalization happens.
Corporations
The market-based system seems to be less suitable for SME corporations. The main reason is
that the financing via capital markets raises some fixed costs that are too high for the smaller
volumes. Another reason can be the unwillingness of the investors to finance these
corporations in small volumes, as they also face fixed costs in terms of monitoring. The
propriety of the market-based system for large corporations varies according to their
indebtness. Heavily indebted corporations face serious problems in finding new investors in
the market-based system, but in the bank-based systems the financing banks are often forced
to provide additional loans in order to retrieve also the preceding ones. On the other side the
large firms with low debt are attractive for investors on the capital market. Hi-tech
corporations (including SME) are able to finance via capital markets more easily than others
as they are able to utilize the investor over-optimism. De novo firms have serious financing
problems in the bank based model as they have no track record necessary for the bank. The
banks are excessively exposed to downside risk, they face the risk of defaulting credit in case
of a start-up failure (they are not floored in losses) but they are capped in revenues by the
amount of the interests and the fruit of the fortunate start-up is picked by the shareholders.
“Bank based systems appear to have an advantage in terms of providing a long-term stable
financial framework for companies. Market-based systems, in contrast, tend to be more
volatile but are better able quickly to channel funds to new companies in growth industries”.
(Vitols, 2001:1)
Households
High income households typically prefer the market-based system, as they utilize the
advantage of the possibility to invest into bonds or shares with higher revenues than bank
deposits (be it directly or via financial intermediaries). They are also able to bridge the short
term market risk of yield volatility. Low income households have little to save and seek
mainly short term financing (consumer loans) and thus prefer bank-based model. Middle
income households are able to save but are more risk averse than the high income households
and thus prefer bank products and thus also the bank-based system.
The investigations of the impacts of the financing models on the economic growth are mixed.
None of the models is particularly more effective in promoting growth than the other one.
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Pay-as-you-go
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“…if one accepts that Germany and Japan are bank-based and that the United States and the
United Kingdom are market-based, then this implies that the financial structure did not matter
much since the four countries have very similar long-run growth rates… There is no crosscountry empirical support for either the market-based or bank-based views.” (Levine, 2000:4)
The key bank based and market based financing features are summarized in Scheme 4.
Scheme 4: Typology of bank based and market based corporations

6

Characteristics

Bank based

Market based

Major external finance provider

banks

capital market

Financing time horizon

long-term

short term

Creditor debtor relationship

tight

mediated

Creditor shareholder unification

often

rarely

Debtor typical size

all sizes

large corporates

Financing transaction costs

smaller

higher

Retirement system

PAYG

fond-based

Models of corporate governance by execution of shareholder rights

Another way of distinguishing between the corporate governance models is the way the
investors execute their shareholder rights. Generally they have two options, either to try to
push through some actions in the corporation or simply to sell the shares.
The first model is called voice (or vote) rule. Here the investors play an active role and assert
their own concepts and visions in the corporate affairs and actively monitor the agents. This
approach is therefore called an investor activism. Clearly there are some (often substantial)
costs connected with these actions, therefore the investments need to be of sufficient volume
in order to justify these costs. In addition to the costs this approach does not bring fruits
instantly but it takes some time after the active actions are implemented. Thus the voice rule
has some time lag of effects following the actions. Typically this approach is applied by the
investors who are both shareholders and creditors of the corporation since their stakes are
multiplied, the exposure is under higher risk and thus their motivation for active monitoring is
more encouraged.
The second model is called the exit rule or the Wall street rule or voting with their feet rule.
Here the investors take passive actions in the monitoring and sell the shares on the capital
market, therefore it is considered as a market for the corporate control solution. “When the
management of a corporation deteriorates, the first reaction of the best-informed stockholder
is to look around for the stock of better-managed companies” states Hirschman (1970:46),
who firstly introduced the general concept of voice and exit to economic agents decision
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making. Naturally the liquid capital market is a necessary condition for the exit rule. As the
sale of the shares can follow the decision very quickly, it is an instant solution having no time
lag. It is also less costly since there are no spendings on the active monitoring actions. The
only costs of this approach stem from the difference between the purchase and sale prices of
the shares (if the difference is negative) and from the non-avail of the opportunity to either
take active actions in order to reverse the negative trends of the corporation or not to take
active actions and to continue in the passive monitoring with the hope for improvement
(opportunity costs). The institutional investors typically favor the exit rule over the voice rule
(Rojo and Garrido, 2003 or Coffee, 1991). In addition to it Bhide (1993) argues that in liquid
capital markets the exit of the investors is too easy. In this term this can be a barrier for the
active corporate governance as the investors are more encouraged for this option than for the
active monitoring by the vote rule. The key voice and exit options characteristics are
summarized in Scheme 5.
Scheme 5: Typology of voice and exit corporations
Characteristics

Voice rule

Exit rule

Company monitoring by the investors

active

passive

Costs connected with the monitoring

substantial

minor (mainly opportunity costs)

Typical investors

banks

institutional investors

Time lag of the actions

present

absent

7

Models of corporate governance by ownership stakes patterns

We also distinguish corporate governance models according to the ownership stake patterns
or in other words “according to the degree of ownership concentration and the identity of
controlling shareholders” (Maher and Andersson, 1999:12). Again, there are two main
models, outsider and insider one.
In the outsider model, the ownership stakes are very much diversified among a large amount
of investors. The stakes of these shareholders are generally very small so the shareholders can
exercise their rights mainly by voting with their feet. As they have no direct impact on the
corporation, these shareholders are called outsiders (with arm’s length relationship). As
already noted, the outsider model is connected with dispersed equity ownership which is
typically owned by widely dispersed groups of investors (both individual or institutional) and
there is also present a high turnover of these shareholders. Naturally these outsiders are
typically not present in the management and control bodies of the corporation. As the
ownership is mainly of large amount of small shareholders and these exercise their
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shareholder rights via exit, the outsider model requires both liquid capital market and also
strong rules on company disclosure and on minority investors protection. Clearly, the outsider
model is very much close to the market based model with common main characteristics of a
better risk diversification for investors and also a weaker shareholder motivation for
corporation monitoring.
Opposed to the outsider model, the ownership in the insider model is more concentrated in the
block holdings. These block holders are insiders for the corporation, as their investment is
usually long-term and they prefer to possess their representatives in the decision and/or
control bodies of the corporation. These insiders are typically families, banks, government,
holdings or industrial concerns. As there is a considerable lower amount of the shareholders
of a particular corporation in the insider model and their communication and coordination is
much easier than in the outsider one, the agency problem seems to be much less present. Due
to the fact that the investment horizon of the shareholders is typically long-term, there is a
much lesser shareholder turnover than in the outsider model and therefore a lesser demand for
effective and liquid capital market is present. In addition, there is also more tolerance for
selective exchanges of information among particular insiders also characterized as lower
disclosure (Nestor and Thomson, 1999). But consequently this can in turn lead to an increase
of the cost of capital as minority shareholders can request a premium for holding the shares (if
they have no influence on the corporation). Again the insider model is very much close to the
bank based model mainly by the common features of a low capital market liquidity, a low
company disclosure and a low minority investor protection.
For insider and outsider purposes, there is an essential need to distinguish between the
ownership control and the voting control or in other words between the ownership (cash flow)
rights and control (voting) rights. For some reasons, these two terms do not mean the same.
The ownership control and the voting control are not identical in systems, where some
deviations from one-share-one-vote rule are present. These can be voting caps, dual or
multiple class shares, proxy voting, shareholder coalitions, golden shares or even pyramidal
ownership and cross shareholdings (both vertical and horizontal). All of these mechanisms are
generally enabled by particular regulatory systems.
For a corporation with a dispersed ownership and one-share-one-vote rule, the dispersed
voting power is present. These are typical outsider model corporations with the main agency
conflict between managers and shareholders. They typically suffer from weak monitoring
incentives for shareholders and from the free rider problem among shareholders and therefore
they are called strong managers, weak owners corporations (Roe, 1994).
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The corporations with the dispersed ownership and violated one-share-one-vote rule are
characterized by a concentrated voting power. This concentrated voting power is generally
enabled by proxy voting where the dispersed small shareholders pass the right to vote to a
third party. As the amount of the third parties is much lower than the amount of the dispersed
small shareholders, these third parties are insiders for the corporation. Since the incentives for
the monitoring by the blockholders are much higher, the management strategy is generally in
line with the blockholders strategy. Therefore the main agency conflict in these corporations
stems in the blockholders and the minority shareholders relationship. In Roe’s terminology,
they could be determined as corporations with strong owners and weak managers.
The corporations with concentrated a ownership and violated one-share-one-vote rule
(typically via voting rights restrictions) are characterized by a dispersed voting power. Here
again the main agency conflict is among the management and the shareholders and the
shareholders are again dismotivated in company monitoring. The managers are strong and the
owners are much weaker than in the dispersed ownership-dispersed voting power
corporations. But in real life, this kind of corporation is very rare.
Finally the concentrated ownership corporations with one-share-one-vote rule are
characterized by a concentrated voting power leading to the typically insider model
corporations. Here the main conflict is again among the blockholders and the minority
shareholders which leads again to strong owners and weak managers.
As it can be observed the takeovers (e.g. market for corporate control devices) are possible
only in one type of corporations – with the dispersed ownership and the dispersed voting
power. In other types either the concentrated ownership or the one-share-one-vote violation
disable this monitoring device. The typology of the insider and the outsider corporations is
summarized in Scheme 6.
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Scheme 6: Typology of insider and outsider corporations
Characteristics
Dispersed voting power

Concentrated voting power

Dispersed ownership

Concentrated ownership

definition

outsider model

outsider model

agency conflict

management x shareholders

management x shareholders

takeovers

possible

rare

monitoring

weak, free rider problem

weak, free rider problem

portfolio diversification

present

low

one-share-one-vote

present

Roe’s terminology

strong managers, weak owners

strong managers, weak owners

definition

insider model

insider model

block holders x minority

block holders x minority

shareholders

shareholders

takeovers

rare

rare

monitoring

stronger

stronger

portfolio diversification

present

low

one-share-one-vote

violated (proxy voting)

present

Roe’s terminology

strong owners, weak managers

strong owners, weak managers

agency conflict

8

violated (voting rights restrictions,
minority shareholders protection)

Models of corporate governance by firm objective function

The corporate governance models also differ in terms of the objective function of the
corporation, e.g. general target of the corporation and its interest groups. The theory defines
two various types, a shareholder oriented firm and a stakeholder oriented firm.
The shareholder oriented firm objective function (OF)can be defined as
OFshareholder = max f (Π )

(3)

where ∏ is the company’s profit. As it can be seen, it is a neoclassical profit maximizing firm,
however in our corporate governance framework the company is maximizing rather the
residual cash flow than the profit as such9. The term of a shareholder value has been originally
introduced by Rappaport (1986) and this model evaluates the corporation from the
shareholders´ point of view where the value is understood as a cash value of all the surplus
funds potentially distributable to the shareholders in the future.

9 In accounting language the profit of a firm is computed as revenues subtracted by costs, but the accounting
profit and the accounting loss can be reached also by autotelic accounting entries without real economic
background. Therefore in our framework the profit is understood as de facto a residual cash flow, e.g. what’s left
in the company after repaying the liabilities. The accounting profit does not necessarily lead to a positive
residual cash flow and equally the accounting loss does not necessarily mean a negative residual cash flow.
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The arguments in favor of a shareholder oriented firm are strong. Gregg (2001) argues “that
the business corporations are not athletic associations or even social welfare organizations”
(Gregg, 2001: 33) which corresponds with “Aristotelian notion that institutions should be
primarily understood in terms of their purpose” (Gregg, 2001: 33). “But once a business
corporation loses sight of its corporate objective or forgets that its primary responsibility is
maximization of shareholder value, then it has effectively betrayed its telos.” (Gregg, 2001:
34) He further states that “the stakeholder theory undermines private property… that the
assets utilized by corporations should be used for the balanced benefits of all stakeholders”.
Shleifer and Vishny (1997) also argue in favor of the shareholder value oriented firm. They
state that the investment by the shareholders is largely sunk, which is much less the case of
the stakes of employees, creditors or local community. “The employees, for example, get paid
almost immediately for their efforts, and are generally in a much better position to hold up the
firm by threatening to quit than the shareholder are.” (Shleifer and Vishny, 1997: 751) In
addition, they also argue that the stakes and interests of other stakeholder groups are better
legally defined than those of the shareholders. “Legal protection of creditors if often more
effective than that of the shareholders, since default is a reasonably straightforward violation
of a debt contract that a court can verify.” (Shleifer and Vishny, 1997: 752)
The objective function of the stakeholder value oriented firm can be written as follows
OFstakeholder = max f (Π , E , S , C , G, LC , CC , CR )

(4)

where the ∏ is the company’s profit (residual cash flow more accurately) as a shareholders
interest, E is the employees interest (being it in the form of wages or employment), S is the
suppliers´ interest (being it in the form of appropriate purchase prices or short payments
terms), C is the customers´ interest (being it in the form of low prices, high quality, long
guarantee or long payment terms), G is the government interest (being it in the form of a tax
levy or low public services), LC is the local community interest (being in the form of the
financial support of the community or of the nice surroundings of the corporation), CC is the
chamber of commerce interest (being it in the form of a coordinated approach towards other
stakeholders) and CR is creditors interest (being it in the form of full and timely repayment of
the due liabilities).
“The stakeholder theory is general and comprehensive, but it is not empty; it goes well
beyond the descriptive observation that organizations have stakeholders.” (Donaldson and
Preston, 1995:70) The stakeholders of a corporation are broadly defined as “those groups
without whose support the organization would cease to exist” (Stanford Research Institute,
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quoted in Freeman, 1984:31). The list of stakeholders in our form is not full and complete, it
also naturally depends on the stakeholder willingness to call attention to their stakes. However
our definition of the stakeholder value oriented firm objective function has shown the key
difference between the shareholder value and the stakeholder value firm. As it can be
understood from the form of the objective function, the interests of particular stakeholders can
be in an inherent conflict (for instance those of suppliers and buyers of the company). The
stakeholder oriented firm is therefore facing substantial coordination costs. In addition the
stakes or the interests of particular stakeholder groups also vary according the their nature.
They can be of a shareholding nature (shareholders or managers with share options) or an
economic nature (suppliers, buyers, creditors, employees) or a social nature (local community,
government).
Particular groups of stakeholders can be defined based on certain i) interests in the
corporation, ii) resources employed in the corporation (be it in form of capital or skills) and
iii) rights and obligation towards the corporation. They are not easily fully separable and thus
they can overlap to a large extent. Naturally there can be an unlimited number of stakeholder
types which means these claims can not be fully satisfied at the end. Therefore the concept of
critical stakeholders has been introduced in order to choose the interest groups that can hardly
or too costly be replaced.
The key difference of the stakeholder value oriented firm compared to the shareholder value
oriented one is the stratification of the interests. Whereas in the shareholder value oriented
firm the key objective is the profit maximization the stakeholder value corporation accepts the
goals of all legitimate interest group with the same priority. “The stakeholder corporation is
responsible to a wider constituency of stakeholders other than shareholders.” (Maher and
Anderson, 1999:8)
The stakeholder approach was firstly introduced by Freeman (1984). “Just as the separation of
the owner-manager-employee required a rethinking of the concept of control and private
property as analyzed by Berle and Means (1932), so does the emergence of numerous
stakeholder groups... require a rethinking of our traditional picture of the firm.” (Freeman,
1984: 24) The bottom line of the Freeman stakeholder approach is the Kantian one in terms of
his second categorical imperative: ‘Act so that you treat others whether in your own person or
in that of another always as an end and never as a means only‘. This categorical imperative is
expressed towards the shareholders and the ‘others’ stands for the stakeholders.
Donaldson and Preston (1995) introduced the stakeholder approach as a three-level theory.
The first level is a descriptive (or empirical) one that clarifies characteristics of the corporate,
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its processes and behavior. In their comprehension, the stakeholder corporation is a set of
cooperative and competitive interests. The second level is an instrumental one that bridges the
stakeholder approach and commonly used corporation objectives such as profit or production
maximalization or stability. It establishes the framework for such a linking of the stakeholder
management and the achievement of traditional corporate objectives. The third level is a
normative one based on the assumption that the interests of all stakeholders are of intrinsic
value. “That is each group of stakeholders merits consideration for its own sake and not
merely because of its ability of further the interests of some other group, such as
shareowners.” (Donaldson and Preston 1995:67)
In this sequencing it is easy to demonstrate, that the stakeholder theory is normative. It is not a
value-free theory, in other words “stakeholders ought to be given consideration for their own
sake” (Moore, 1999:118) It is not absolutely necessary that the three levels of the Donaldson
and Preston stakeholder theory terminology shall be in line under all circumstances. It could
easily happen that the descriptive and instrumental levels would observe processes and
incentives increasing the utility of stakeholders. But these incentives can be in conflict with
the normative level, which is of the highest priority among them. The final solution shall be
based on the normative recommendations; therefore we are facing a sort of normative theory
of the firm.
If we employed the Donaldson and Preston three-level terminology on the shareholder theory
we would see a full agreement on the descriptive level. If the true description is a set of valuefree statements, then concept can be used both in describing a corporation which is at the end
maximizing the shareholder value or a corporation maximizing the stakeholder value. Both
corporation concepts face differing incentives of different interest groups. In addition also the
instrumental level can face a partial agreement among the stakeholder and the shareholder
theory. Despite the fact that the shareholder theory admits the profit maximization as an
overriding objective and that the other objectives are subordinated, the importance of the
secondary objectives for the profit maximization is largely accepted. In this concept the utility
of the stakeholders as a subordinated goal is being increased only provided that this
consequently means that the utility of the shareholders as an overriding goal is improved.
There are also strong arguments against the stakeholder theory. The fact that an interest group
is affected by corporate activities does not necessarily mean they have a legitimate stake in
this corporation. Moore (1999) disagrees on the basics of the stakeholder approach when he
states “that a stakeholder firm would achieve, almost as a by-product, what a profitmaximizing firm would achieve as an objective”. (Moore, 1999:118)
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Thus the main disagreements of the stakeholder and the shareholder value theory is in the
normative level. In these terms we are facing the challenge of decision making: Is it
normatively wrong the subordinate the stakeholder interests to the profit maximization? Or is
it normatively wrong to set all stakeholders´ interests (including shareholders) with the same
priority? The answer shall differ based on the normative background of the particular decision
maker and can by no means be subject of this essay. The key typology of stakeholder and
shareholder value firms is depicted in Scheme 7.
Scheme 7: Typology of stakeholder value and shareholder value corporations
Characteristics

Shareholder value firm

Stakeholder value firm

Main conflict

principal-agent

stakeholder-agent

Main goal of objective function

shareholder utility maximalization

stakeholder utility maximalization

Nexus of contracts

relationships with stakeholders are via relationships with stakeholders are not
implied or legal contracts

only via implied or legal contracts but
also via moral imperatives

Social welfare function

utilitarianism

social justice

The main conflict among the shareholder value and the stakeholder value concepts is in the
view of property rights. In this term the stakeholder approach undermines the traditional
threefold property right concept of usus, usus fructus and abusus. The shareholder value
concept argues that the corporation was founded through the (risky) investment of the capital
by the shareholders. Therefore they in turn have the right to put the highest priority to their
interests. “The stakeholder doctrine necessarily undermines private property because it denies
owners the right to determine how their property will be used” (Sternberg, 1997:82). The
corporation in this context is fully owned by the shareholders irrespective of the assets funded
by other than own funds.
The stakeholder value concept in turn does not understand the corporation in the optics of
invested capital only. It considers the corporation as an organic set of placed capital from
shareholders, placed financial funds from creditors (being it through credits in form of bank
loans or bonds or being it through trade credits in form of account payables) or placed
interests of employees (being it in form of specific skills or wages due). In other words “…
the firm should internalize the externalities on the various stakeholders.” (Tirole, 2001:31)
From this point of view the interests of stakeholders have also unquestionable right to be
treated with the same priority as the shareholder interests. Since the assets are usually funded
by mixture of own funds (being it equity or quasi-equity) and external funds (payables or
loans), the assets can not be treated as a property of shareholders only.
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Both concepts accept the corporation as a nexus of contracts which seems to be the best
metaphor for the relationships between the firm and the stakeholders (descriptive level of
theory). But their conflict is in the nature of the contract setting. The shareholder value
concept is closer to libertarian free contracting where all the actors (e.g. stakeholders)
voluntarily enter particular contracts. In this term any kind of favoring of particular interest
groups departures from the originally balanced free contract. On the other side the stakeholder
value concept employs the Rawlsian veil of ignorance for its fair contracting approach. Here,
the contract is treated as fair if parties of the contract (e.g. stakeholders) would agree to it in
ignorance of their actual stakes.
Stakeholder value theory further develops the classical principal-agent problem into the
stakeholder- agent problem (Hill and Jones, 1992). The classical principal (shareholder or also
residual claimant10) and agent (manager) relationship is broadened into a generalized theory
of agency. In this concept the management is the agent of all the stakeholders and not of the
shareholders only. Hill and Jones accept that the interests of the stakeholders are of differing
priority and also stress the varying negotiation power of particular stakeholders towards the
agents-managers. The negotiation process of their stakeholder-agent framework face
considerable friction costs leading to the ability of some stakeholder groups to fully encumber
the optimization process (such as labor union in wage setting negotiations). The stakeholderagent theory reaches the optimal set on a fairly exceptional basis and even if the optimum is
reached, certainly it would not be a stable one. In this context the focus of the analyses should
be in the stakeholder group interactions rather than in the equilibrium process.
As it is in the case of the shareholder value corporation also the stakeholder value firm faces
information asymmetry. In every corporation there are various sets of information
asymmetries present; suppliers control the stream of information towards buyers, employees
control some information stream towards employers, debtors control information stream
towards creditors. But the largely accepted main information asymmetry is between managers
and other stakeholders whereas the managers are the ultimate decision makers on the level of
information openness towards other stakeholders in the corporation.
One step further behind the stakeholder theory there is the corporate social performance
theory11 which incorporates ethical dimensions into the corporate decision making (see Huse
and Eide, 1996). It considers principals of social responsibility and emphasizes the impact of

10

Shareholders have in case of the default of the corporation the so called residual claims, e.g. their claims are
satisfied after all other claims of other stakeholders.
11
Corporate social performance (CSP) or corporate social responsibility or ethical investing.
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environmental stakeholders. This theory can be defined as “a business organization’s
configuration of principles of social responsibility, processes of social responsiveness, and
policies, programmes, and observable outcomes as they relate to the firm’s societal
relationships” (Wood, 1991:693). As it can be instantly seen, its conclusions are even of much
stronger normative propositions than it is the case of the stakeholder corporation theory.
There are highly interesting interlinks between the theory and the empirical evidence. Low
(1991) conducted a study of a sample of 47 corporations active in steel distribution. He found
out they have four key internal groups regardless of the corporation size: management, sales,
clerks and shop workers. He also found out 14 key corporate goals: profit, customer
satisfaction, service, cost reduction, team spirit, employee promotions, investment into shop
equipment, investment in office equipment, sales growth, supplier relations, fair salaries,
employee development, safe working conditions and efficient plant lay-out. The respondents
from the corporations were asked for evaluation of the importance of these goals. The
consensus of the internal groups on the priority of the goals was calculated as comparison of
the standard deviations among the answers of the particular internal interest groups. The
research followed two hypotheses: 1) The more is the management shareholder value
oriented, the lower the goals consensus between internal groups and 2) The more is the
management oriented on employee interests, the greater the goals consensus between the
internal groups. The results not only rejected the first hypotheses but they confirmed the
opposite thus the more managers follow the shareholder value the greater the goal consensus
between groups. The second hypothesis was supported only on a low significance level.
One of the reasons can be that if the managers follow the shareholder value (and thus profit
maximization), they have a clear goal and rules for decision-making. In this case the profit
maximization serves as a gravitation of the various interest groups. On the contrary this can
lead to a conclusion that if the management shall follow the stakeholder value the goals are
competing and the consensus of the internal groups dwindles. It has been widely accepted that
only corporations with clear goals (and thus with goal consensus between internal groups) can
be successful in a long-term period. Until now the shareholder value is the only centripetal
power for the internal groups interests. If the stakeholder value firm theory introduces a goal
that would be of a sufficient gravitation for the various goals of stakeholders, it could replace
the shareholder value profit maximization as the centripetal power of the interests. Clearly,
this shall be a challenge for future research.
The mechanism of selection between the shareholder value oriented firms and the stakeholder
value oriented firms has not been known until now. It can be the case that in financially better
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times for the corporation the management is keen to behave more stakeholder oriented simply
because they can afford it. Consequently in financially worse times the management turns
back to the shareholder value orientation as there is no room for being stakeholder oriented
any more.
On the other hand the mechanism can also be fully converse. In financially worse times the
management can be forced by stakeholders to behave more stakeholder oriented based on
their increased negotiation power. In financially better times the managers again resign from
the stakeholder orientation in favor of the shareholder orientation based on the assumption
that the cooperation of the stakeholders is not necessary any more.
9

Models of corporate governance by management structures

The key difference among the existing corporate governance models of management structure
is in the way of tackling the executive actions and the control actions and their possible
separation. As the joint stock companies are the most common legal forms of the
corporations, the differences of these models are mostly depicted on these forms. In the joint
stock companies the owners will is enforced on the shareholders meeting that appoint control
and/or executive bodies of the corporation. The executive body is the Board of directors
(BoD) in both models. The control functions are conducted either also by the Board of
directors or separately by the Supervisory board (SB).
The first model is called a one-tier or a single model or an Anglo-saxon model. Here the
management and control tasks are unified in the Board of directors. In addition to it the Chief
executive officer (CEO) is often also the Chairperson of the BoD. If this happens the function
of the highest representative of the management is unified with the function of the highest
representative of the control, which is than called a CEO-duality (Maassen, 2002). The BoD
members are both representatives of management (executive directors, insiders) that are
mainly determined for the executive functions of the BoD and also representatives outside the
company (non-executive directors, outsiders) that are mainly determined for the control
functions of the BoD. Empirical evidence does not support the idea that more outside
directors improve the corporate performance (Hermalin and Weisbach, 2001) but it has found
out, that the probability of adding an independent director to the board is more likely to
appear in an poorly performing corporation.
Hence, as can be observed the executive and the control functions are personally and
functionally unified in the BoD. There are generally no strict rules on the composition of the
BoD, therefore some are dominated by executive directors, some are dominated by non29

executive directors, some separate the positions of the CEO and the Chairperson and some
unify these positions. But generally the members of the BoD are often dependant on the CEO
mainly in the terms of information asymmetry as the CEO has the ultimate power over the
information streams towards the BoD members. This is even emphasized if the CEO-duality
is present. The key issue in the principal agent problem of BoD and CEO is that a CEO has
some say over who is the BoD. Hermalin and Weisbach (2001) find strong empirical support
for the statement that the longer the CEO in the chair, the lower is the independence of the
board.
Based on the fact that a BoD unifies the management and control functions of the company,
which is very demanding concerning the capabilities of the BoD, some of the functions are
further transferred to the board committees. The management support (operating) committees
are mainly dominated by executive (insider) directors and their main aim is to implement the
BoD decisions on management. Usually they consist mainly of an executive committee
(management implementation), a finance committee (financial management), a strategy
committee (strategic issues) or a risk management committee (risk mitigation). The
monitoring committees aim to support the control function of the BoD and thus are mainly
dominated by non-executive (outsider) directors. They are usually represented by an auditing
committee (accounting supervision), a compensation committee (management salary
packages) and a nominating committee (human resources functions). As the value added of
these committees was proved by evidence, later on they become mandatory for some
corporations (mainly market listed) or at least strongly recommended for the others.
The second model is called a two tier or a dual model or a continental model. Here the
management and the control functions are separated. The management actions are performed
by a Management board (MB) and the control actions of the MB are performed in a
Supervisory board (SB). The position of the SB is passive ex definicione as it is intended for
ex-post control of the MB and not for ex-ante actions preceding the MB actions. The SB
members are elected by a shareholders meeting, the MB members are either also elected by
the shareholders meeting or by the SB and naturally the MB members can not be
simultaneously also the SB members. The SB members are to be non-executive supervisory
directors, they typically represent large or institutional shareholders, employees or
government. In some countries also representatives of employees in the SB are mandatory for
a corporation from a certain level, they occupy up to one half of the SB members. The
motivation for the two-tier model is to enhance the four-eyes principle in the corporation
activities, to prevent moral hazard of management and also to protect the public interest.
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Therefore this model is more appropriate for the stakeholder model oriented firms as it
enables the representation of stakeholders (such as employees) in the control (but not
management) body.
But the information asymmetry of the control bodies with respect to management bodies has
not been fully solved even in the two tier model. The SB members are still again dependant
on the information from the MB, in addition the former MB member often moves after
retirement into SB which firstly makes the SB less independent and secondly enhances the
decision power of these former MB members over other SB members such as other
stakeholders representatives. As the empirical evidence supports (Hermalin and Weisbach,
2001), the CEO turnover is more likely to be sensitive on performance of the corporation in
independent boards (supervisory body). This concerns mainly involuntary turnovers (based on
poor CEO results) than the voluntary turnovers (retirements). It is also the case that for the
outsiders dominated boards the CEO turnover after poor performance times is more likely
than in the insiders dominated boards.
As the control and management functions are believed to be efficiently separated in the twotier model, the presence of board committees is not so emphasized as it is the case for the onetier model. Nevertheless the popularity of the board committee increases also in the two-tier
model and especially the audit committees are becoming more often present to support the SB
functions.
But not only the division on the one-tier or two-tier management functions or the division on
the CEO duality are of high importance. Also the size of the boards plays a very important
role. The empirical evidence strongly supports the idea that in larger boards the agency costs
are swiftly increasing (Hermalin and Weisbach, 2001; Brown and Maloney, 1999), which is
mainly caused by free riding of some directors, more common communication failures and
higher costs of motivation streamlining. It has also been found out that a board composition is
not related to the corporate performance while the board size is negatively related to the
corporate performance (see again Hermalin and Weisbach, 2001).
The typology of one tier and two tier corporations is summarized in Scheme 8.
Scheme 8: Typology of one tier and two tier corporations
Characteristics

One tier

Two tier

Management and control functions

unified

separated

CEO-duality

permitted

impossible

Stakeholder representation

disabled

enabled

Committees

mandatory or recommended

recommended
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10 Concluding remarks
The main contribution of this paper is to shed the light on five different perspectives of
corporate governance understandings, namely corporate financing, shareholder rights
execution, ownership stakes patterns, corporate objective functions and management
structures. Not only their key characteristics, limitations and implications have been delivered
but also some pros and cons have been discussed. Attention has also been paid to their
normative states of departure. The red string of the principal agent problem meanders through
all these five concepts and also the competing approach of the stewardship theory has been
discussed.
In order to fully concentrate on the descriptive part of the corporate governance theories,
intentionally less attention has been paid to the empirical evidence. We believe that before
delivering a deep empirical evidence and policymaking implications it is necessary to fully
understand the various differing characteristics of the corporate governance term. Only after
knowing the specific characteristics of the corporate governance models we can present a
thorough empirical evidence on the functioning of the five corporate governance models in
reality, their overlaps and interlinks and also their contradictions.
The paper focused on strict separation between corporate governance models and corporate
governance systems. In this understanding the corporate governance models are theoretical
understandings of the corporate governance presented in five differing perspectives. The
corporate governance systems are then real life environments in particular countries
(Germany, Japan, U.S., Czech system). There is no system adhering purely the characteristics
from the model, in reality we observe always some mixture of the model characteristics with
some deviations.
The possible real life implications can be represented by one corporate governance attribute,
namely one-share-one-vote rule. The one-share one-vote deviations depicted in the part 7 on
corporate governance models by ownership stakes patterns have far going impacts on the
corporate governance system functioning throughout whole Europe (Germany, Sweden, Italy,
Czech republic) and also outside Europe (Japan). They lead to complicated ownership
structures with cross-shareholdings, block-holdings and pyramidal ownerships. In Germany
the banks have accumulated voting power via own shareholdings, proxy votes and bank
owned investment companies. The German ownership is concentrated to such an extent, that
three largest German banks (Deutsche, Dresdner and Commerz) effectively control majority
stakes not only in number of largest German corporations (Daimler, BASF, Mannesmann).
Thanks to cross-holdings present between the banks, the three major banks effectively control
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themselves. Thus the persons in the management of the banks control the largest banks and
largest corporations in the country from one place. Despite these (and many others) widely
accepted shortcomings of one-share-one-vote deviations, the European Union is unable to
incorporate the one-share one-vote rule into regulation even after more than ten-year-lasting
discussion.
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Essay Two: The Determinants of Corporate Debt Maturity Structure: Evidence from
Czech Firms
1

Introduction

If we consider decision-making in corporate finance, we can observe two main areas of interest.
Besides the debt-versus-equity decision-making (where we can find extensive research in the
area of capital structure) there is also the factor of debt maturity, which is of the same
importance but is usually not the focus of financial research. Surprisingly, there is rather little
empirical evidence on determinants of the corporate debt maturity structure. One of the early
papers is by Morris (1975), who focused on U.S. firms. Also, the other authors cover mainly
U.S. firms (Mitchell, 1993), (Scherr, Hulburt, 2001), (Stohs, Mauer, 1996), (Barclay, Smith,
1995) or U.K. firms (Ooi, 1999), (Ozkan, 2002), (Ozkan, 2000) and there is also only a limited
list of papers focused on cross-country comparison – see (Antoniou et al., 2003) and (Fan et
al., 2003). We can also see that empirical evidence is more available in the case of marketbased financial systems and more limited in the case of bank-based financial systems (see the
cross-country comparison above or Cai et al., 1999). And since there is limited empirical
evidence on the corporate debt maturity structure in the case of advanced economies, there is
no empirical evidence for transition countries. This paper presents evidence for Czech firms,
which can be seen as a good representative of the group of transition countries.
Do we really know how financial practitioners decide on the financing tools of their firms?
When and why do they choose bank debt, bond debt, or leasing? According to which terms
do they decide on the maturity of these debts? And are the firms really the decision-makers on
the financing tools, or are they only decision-takers forced to act by external factors (bankbased and market-based conditions, debtholders decisions)? Despite the huge theoretical and
empirical research, not all of the above-mentioned questions can be satisfactorily answered.
This paper aims to improve our knowledge on decision-making in corporate financing
particularly in the case of Czech firms. Are the patterns of the corporate debt maturity
structure of Czech firms similar to those in other developed countries or can we observe some
deviations that might be the product of past dependency on the command economy? This
paper tries to answer this question too.
The paper proceeds as follows: Section 2 provides an overview of theories of debt maturity
structure; Section 3 provides an econometric empirical analysis; Section 4 provides portfolio
analysis; Section 5 discusses limitations of the result and Section 6 concludes the paper.
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2

Theories of Debt Maturity Structure

Before we can build up an empirical model for the determinants of the corporate debt maturity
structure, we need to deliver a survey of theoretical points of departure for our research. The
literature offers several leading theories on debt maturity structure, namely Agency Costs,
Leverage, Maturity Matching, Taxes, and Signaling.
2.1

Agency Costs

The first group of theories on the debt maturity structure regards agency costs as an important
determinant of the debt maturity. We consider growth options, size, and collateralizable assets
as the major ones.
Growth Options
The primary study on growth options is (Myers, 1977), who argues that corporate future
investment opportunities can be considered as options. The value of these growth options then
depends on the probability that the firms will exercise them optimally. In the case of firms,
profits from the investments are split among the shareholders and the debtholders
accordingly. But in some cases the debtholders may capture too high a share of the profit,
leaving below-normal returns to the share-holders. This may create incentive problems for the
shareholders since in this particular case the shareholders are keen to reject an investment
with a positive net present value. Myers (1977) calls this situation an underinvestment
problem. He further argues that the maturity of the debt can play an important role in
resolving this issue. Firms can issue more short-term debt which matures and can be recontracted before the growth options can be exercised. “Thus it seems that permanent debt
capital is best obtained by a policy of rolling over short-term maturity debt claims.” (Myers,
1977, p. 159) Similarly, Barnea et al. (1980) also argue for shortening the debt maturity,
which can serve as a mitigation tool for the agency conflicts between the shareholder and the
debtholders. “If the debt matures prior to the exercise of the investment option, the agency
problem disappears.” (Barnea et al., 1980, p. 1233)
Company Size
It is widely accepted by the current literature that larger firms have lower agency costs of debt
(Ozkan, 2000;), (Yi, 2005), (Whited, 1992), because these larger firms are believed to have
easier access to capital markets (they can more easily overcome the transaction costs) and
greater negotiation power (they have a stronger position in debt negotiation than smaller
firms). Hence both these arguments favor larger firms for issuing more long-term debt
compared to smaller firms. In addition to this, Smith and Warner (1979) argue that smaller
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firms are more likely to face higher agency costs in terms of conflict of interest between
shareholders and debt-holders.
Collateralizable Assets
The volume of collateralizable assets (e.g. assets such as inventory or premises that can be
pledged in favor of the creditor) in the firm’s balance sheet is also believed to have an impact
on the debt maturity structure (Whited, 1992). Firms with a higher share of collateralizable
assets can pledge these assets in favor of the long-term debtholders. This favors these firms in
comparison to the firms with fewer collateralizable assets. The firms with fewer
collateralizable assets are thus believed to have less long-term debt and more short-term debt.
The impact of collateralizable assets is widely accepted, especially in terms of long-term debt
discussions. Although short-term financing is to some degree provided on a bianco basis (with
no collateral), the bianco approach for long-term debts is very rare and collateral plays a very
important role.
Based on these agency costs arguments, we will consider the impact of growth options, size
and collateralizable assets on the corporate debt maturity structure.
2.2

Leverage

Leland and Toft (1996) theoretically show that firms with higher leverage tend to choose
longer maturity of debt and vice versa. “Optimal leverage depends upon debt maturity, and is
markedly lower when the firm is financed by shorter term debt.” (Leland, Toft, 1996, p. 1014)
Morris (1992) also argues that firms with a higher debt ratio tend to issue more long-term
debts in order to delay their exposure to bankruptcy risk. On the other hand, the tax and
agency theories predict opposite effects of the leverage on debt maturity. Therefore the impact
of the leverage on the debt maturity structure is an empirical puzzle.
Based on these arguments, we will consider the impact of Leverage on corporate debt
maturity structure.
2.3

Maturity Matching

Maturity matching can be considered as liquidity immunization of the balance sheet structure.
Stohs and Maurer (1996) and Morris (1976) argue that a firm can face the risk of not having
sufficient cash in the case that the maturity of the debt is shorter than the maturity of the
assets (the debt service is shorter than the asset life cycle, e.g. the ability to produce the cash
flow) or even vice versa in the case that the maturity of the debt is longer than the maturity of
assets (the cash flow from assets necessary for the debt repayment terminates). Following
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these arguments, the maturity matching principle belongs to the determinants of the corporate
debt maturity structure.
Additionally, Myers (1977) argues that maturity matching of company assets and liabilities
can also partially serve as a tool for mitigation of the under-investment problem, which was
discussed in the section on agency costs theory. Here the maturity matching principle ensures
that the debt repayments shall be due according to the decline of the asset value. “We can
interpret matching maturities as an attempt to schedule debt repayments to correspond to the
decline in the future value of assets currently in place.” (Myers, 1977, p. 171)
Gapenski (1999) differentiates two strategies of maturity matching, namely the accounting and
financing approaches. The accounting approach considers the assets as current and fixed and
calls for the financing of the current assets with short-term liabilities, and of the fixed assets
by long-term liabilities and equity. The financing approach considers the assets as permanent
and temporary. In these terms the fixed assets are definitely permanent and some stable part
of the fluctuating current assets is also taken as permanent. This approach then suggests
financing the permanent assets with long-term funds (long-term liabilities and equity) and
temporary assets with short-term liabilities. Consequently, the financing approach generally
employs ceteris paribus more long-term liabilities than the accounting approach does.
The financing approach (borrowing more on a long-term basis) brings more stable interest
costs than the accounting approach; but as the yield curve is usually sloped upward, the
financing approach is also more costly. The financing approach versus the accounting
approach to decision-making is thus a classical risk return trade-off relationship. In practice,
the companies commonly favor the accounting approach over the financing approach; the
same holds for our consideration of maturity matching for the empirical evidence of the debt
maturity structure.
Based on these maturity matching arguments, we will consider the impact of balance sheet
liquidity immunization on the corporate debt maturity structure.
2.4

Taxes

Kane et al. (1984) introduced a model that incorporated endogenous determinants of the
optimum corporate debt maturity: corporate and personal taxes, bankruptcy costs and flotation
costs (transaction costs of external financing). Their optimum debt maturity setting involves a
trade-off between the advantage of a corporate debt tax shield and the disadvantage of
bankruptcy and flotation costs. They determined that the optimum debt maturity increases
with:
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i) increasing flotation costs: “As expected, the higher the transaction costs associated with a
debt issue, the grater the optimal maturity of the debt, since more time is required to amortize
the flotation costs.” (Kane et al., 1984, p. 15)
ii) decreasing corporate debt tax shield: “In addition, a high personal tax rate is generally
associated with higher optimal maturity. This is again due to the fact that at a lower tax
advantage, a longer maturity is required to amortize the flotation costs incurred in issuing the
debt. At very high personal tax rates, it becomes optimal for the firm to issue no debt because the
tax advantage net of bankruptcy costs is never great enough to offset amortized transactions
costs, whatever the maturity.” (Kane et al., 1984, p. 15)
iii) decreasing volatility of the company value “reflecting the fact that with less volatile asset
returns, the firm rebalances its capital structure less frequently”. (Kane et al., 1984, p. 17)
Based on these tax arguments, we will consider the impact of an effective corporate tax rate
and company value volatility on the corporate debt maturity structure. We will omit the
impact of flotation costs, as they are hard to be measured in our terms.
In order to make the survey of theories on debt maturity structure as comprehensive as
possible, we also deliver a list of debt maturity arguments whose impact has not been
investigated in this paper.
2.5

Signaling

Signaling Quality
Signaling models predict that the corporate debt maturity structure is related to the degree of
asymmetric information between insiders and outsiders (investors). It is generally accepted
that the corporate debt maturity structure can signal information about the quality of a firm.
Flannery (1986) argues that the debt maturity can serve for more informed insiders as a
signaling tool towards less informed outsiders. He further argues that low-quality firms (“bad
firms” in his terminology) prefer more long-term debt and high-quality firms prefer more
short-term debt. This is supported by the fact that in the transaction costs environment lowquality firms cannot afford to roll-over the short-term debt as they face a considerable risk of
financial distress in the event that the debt is not prolonged. Flannery (1986) further argues
that high-quality firms (“good firms” in his words) will issue more short-term debt than lowquality firms. The managers of high-quality firms voluntarily expose the firms to the risk of
debt renegotiation after more information is available to the outsiders, as they expect this
information to be positive. As a result, high-quality firms signal their type by issuing short-
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term debt. Consequently, the firms will wait with the debt issue if they expect that there will
be good news, but they will not wait until bad news is released.
Due to the fact that the company quality is very difficult to be proxied, we retreat from the
investigation of the above-mentioned signaling arguments on corporate debt maturity
structure.
Liquidity Risk or Creditworthiness Risk
The liquidity risk or financial distress risk provides strong incentives for firms to borrow on a
long-term basis. Diamond (1991) argues that short-term debt allows for renegotiation of debt
costs after good news about the firm is released, which is in line with Flannery (1986) above.
On the other hand, short-term debt represents liquidity risk for the debtor, which would arise
if the short-term debt is not renegotiated. Thus a typical trade-off relationship arises. Diamond
(1991) further argues that low-quality debtors with low cash-flows for long-term debt
repayments are forced to borrow on a short-term basis. Medium-quality debtors favor longterm financing since they face higher liquidity risk than the high-quality debtors. And highquality debtors who face low liquidity risk favor short-term borrowing. In the end there are
two types of short-term borrowers: those of high-quality and those of low-quality, whereas
firms of medium-quality are expected to borrow on a long-term basis. “Debt maturity choice
is analyzed as a trade-off between a borrower’s preference for short-term debt due to private
information about the future credit rating, and liquidity risk.” (Diamond, 1991, p. 709)
However the predictions of the Diamond model are not testable in the Czech environment. We
lack the necessary comprehensive data, and therefore we retreat from the investigation of the
above-mentioned creditworthiness arguments on corporate debt maturity structure. In addition
to this, we surprisingly see that the arguments on signaling quality and signaling
creditworthiness have produced different hypotheses for very similar determinants. Here the
theory of corporate finance is to be streamlined in the future.
Company Age
Scherr and Hulburt (2001) also argue that age of a firm can be employed as a signaling tool.
In these terms older firms are said to signal through their age that they are more stable than
younger firms. Therefore older firms are expected to have a larger share of long-term debt
than younger firms do. But, again, since we lack the necessary data, we retreat from the
investigation of the above-mentioned company age arguments on corporate debt maturity
structure.

44

3

Empirical Analysis

At this time we have sufficiently evolved the theoretical arguments in order to be able to
approach the empirical part. In this section we define the variables, describe the sample of
firms, provide the descriptive statistics for the sample, and then we compose the regression
equation, deliver the regression results, and compare these results with other empirical
analyses.
3.1

Debt maturity structure measure – dependant variable

The debt maturity structure is usually depicted as a ratio of long-term debt to total debt. The
long-term debt is considered either as a debt maturing over one year or as a debt maturing
over longer period (mostly five years). In our case the ratio of debt maturing over one year to
total debt is employed and the variable is written as follows
Debt maturity structure =

D1 1
.
TD

(1)

There are several reasons for using this form. First, there is no data enabling differentiation of
particular maturities of the debt and only two-fold differentiation of an up-to-one-year and
over-one-year debt is available in the company financials. Second, in the Czech financial
system the creditors are not very keen to finance on longer than five years maturity basis,
therefore the differentiation between a below-five-year debt and over-five-year debt would
not be fruitful. And finally, the financial practitioners pay less attention to particular
maturities of long-term debt than to short-term debt vs. long-term debt decision-making.
3.2

Proxies for debt maturity structure determinants

Growth options

Hypothesis 1: Companies with more growth options have shorter debt maturity
structure.
Growth options can be measured in several ways. One approach compares the market value
and book value of the assets, which can be written as
Growth options =

MV
BV

2

.

(2)

This follows an argument that companies with positive expectations from the financial market
are to have more growth options. Consequently the difference of the market value and the

1
2

Where D1 is debt maturing over 1 year and TD is total debt
Where MV is market value of the firm and BV is book value of the firm.
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book value of its assets shall be higher than it is in case of a company with negative financial
market expectations. Naturally, this approach is not employable for Czech firms, as the
market value is known only to a very limited set of companies (since the Czech financial
system is a bank based one).
The second approach considers development of fixed assets as a proxy for the growth options.
Here investments of the company into fixed assets are considered as a signal for the market
that the company is increasing its capacity and thus has positive future expectations. This can
be depicted by either a ratio of annual depreciation to total assets (if this increases, the
company has invested into fixed assets) written as
Growth options =

D 3
TA

(3)

or by a relation of annual capital expenditures (CAPEX) to total assets which is a proxy more
rapidly mirroring the changes of fixed assets written as
Growth options =

CAPEX
TA

4

.

(4)

We employed both determinants separately in the computations. Their significance shall be
discussed in the regression results paragraphs.
Company size

Hypothesis 2: Larger companies have longer debt maturity structure.
The size of the company can be measured in two ways. This can be either in terms of the
volume of the production (revenues in fixed price level) written as
Company size = ln R 5

(5)

or in terms of the volume of the property (total assets) written as
Company size = ln TA 6.

(6)

As the impact of the size is expected to be lower for larger companies, usually natural
logarithm of the proxy for the size is used. We employed both determinants separately in the
computations and have found their very similar explanatory power. Therefore only the
variable from equation (5) occurs in the regression results.
Collateralizable assets

Hypothesis 3: Companies with more collateralizable assets have longer debt maturity
structure.
3

Where D is depreciation and TA is total assets
Which stands for capital expenditures where CAPEX is capital expenditures and TA are total assets
5
Where R are revenues
6
Where TA are total assets
4

46

The collateralizable assets are those assets that can be pledged in favor of the creditor. They
serve as a tool for mitigation of creditor’s risk exposure since they are sold in favor of the
debtholder if the debt is defaulting. Usually intangible assets (such as goodwill or licenses)
are not easily collateralizable whereas tangible assets (such as inventory or premises) are
collateralizable. Therefore ratio of the tangible assets (excluding financial fixed assets) to the
total assets written as
Collateralizable assets =

Tan 7
TA

(7)

usually serves as a proxy for collateralizable assets.
But this commonly used proxy also takes current assets into account; as the tangible assets
comprise both current tangible assets (inventory) and fixed tangible assets (premises). We do
not fully agree with this approach, as current tangible assets can be hardly employed for the
collateralization of the long-term loans. The merchandise is going to be sold soon and the
material is going to be processed into finished products and again further sold. Such loan
would become uncollateralized later on. To take this into consideration, we employ an
adjusted proxy for the collateralizable assets written as follows
TanFA 8
,
TA

Collateralizable assets =

(8)

which considers the tangible fixed assets as the only collateralizable asset for the long-term
debt.
Leverage

Hypothesis 4: Companies with higher leverage have longer debt maturity structure.
The measure of the leverage can be twofold. First, this can be measured fully in the book
values as a ratio of total debts to total assets
Leverage =

TD
TA

9

(9)

or this can also be measured as a combination of book and market values as a ratio of total
debts to total debts plus the market value of equity
Leverage =

TD
10
.
MVE + TD

(10)

7

Where Tan are tangible assets and TA are total assets
Where TanFA are tangible fixed assets and TA are total assets
9
Where TD is total debt and TA are total assets
10
Where TD is total debt and MVE is market value of equity
8
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As the market values for the equity are available only for a very limited amount of companies
in the Czech republic, the prior proxy is employed.

Maturity matching

Hypothesis 5: Companies with longer asset maturity have longer debt maturity
structure.
The impact of maturity matching can also be measured twofold. The first measure considers
the ratio of the long-term funded assets to the total assets
Asset maturity =

FA 11
.
TA

(11)

The second measure interprets the assets’ maturity in terms of time
Asset maturity =

PPE
D

12

(12)

.

The fist measure takes into consideration the whole volume of funded assets but disregards its
true particular maturities (some assets are utilized for longer time than others). The second
measure on the other side takes into consideration the true particular maturity of the property,
plant and equipment, but again, it disregards the impact of other fixed assets such as the
intangible fixed assets (licenses) or financial fixed assets (subsidiaries) which are not
depreciated but which are also said to be funded on a long-term basis.
We have already noted that the liquidity immunization of the balance sheet structure suggests
funding of fixed assets on a long-term basis, e.g. by long-term liabilities and/or equity.
Therefore the proposed determinant in equation (11), which is commonly used in papers on
the corporate debt maturity structure (such as Heyman et al.; 2003), does not fully represent
this claim, as it does not consider the volume of the equity in terms of fixed assets funding.
Therefore, we employ an adjusted determinant for the impact of the maturity matching, which
can be written as follows
Asset maturity =

FA − Eq
TA

13

,

(13)

where only excess of the fixed assets over the equity is to be funded through the liabilities on
a long-term basis.

Taxes

Hypothesis 6: Companies with higher effective income tax rate have longer debt
maturity structure.
11

Where FA are fixed assets and TA are total assets
PPE is property, plant and equipment and D is annual depreciation
13
Where FA are fixed assets, Eq is equity and TA are total assets
12
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The effective income tax rate is usually measured as a ratio of taxes paid to the pre-tax
income
Corporate tax rate =

T
PTI

14

(14)

.

The taxes paid include both due taxes and deferred taxes; hence the impact of the deferred
taxes is omitted. Deferred taxes have a strong impact on this variable by making it both very
volatile and less dependant on the previous financial year, which makes the explanatory
power of this determinant rather weak.

Company level volatility

Hypothesis 7: Companies with less volatile asset returns have longer debt maturity
structure.
The general proxy for the company value volatility is taken as the earnings volatility. Usually
the variance of the EBITDA15 scaled by total assets is considered an appropriate variable
Company level volatility =

EBITDAt − EBITDAt −1
TAt −1

16

(15)

or alternatively a variance of the EBITDA scaled by the EBITDA is also employed
Company level volatility =

EBITDAt − EBITDAt −1
EBITDAt −1

17

.

(16)

We employed both determinants separately in the computations and we have found their very
similar explanatory power. Therefore only variable from equation (16) occurs in the
regression results.
3.3

Sample of Firms

Data was kindly provided by Čekia18. These data included the financial statements (the
balance sheet and the profit and loss account) for all the firms in Čekia’s database for the
years 2000–2004. The financial statements were provided with various detailed structures (in
the full wording or in limited wording with subtotals) for firms of differing statuses (active, in
bankruptcy, liquidation, etc.) from different sectors (financial, manufacturing, services, etc.)
for differing years (not all firms were covered for the whole time period). Naturally, this data

14

Where T is tax expense and PTI is pre-tax income
EBITDA – earnings before interests, taxes, depreciation and amortization
16
Where EBITDA is earnings before interests, taxes, depreciation and amortization, TA is total assets and t is
time
17
Where EBITDA is earnings before interests, taxes, depreciation and amortization, TA is total assets and t is
time
18
Česká kapitálová informační agentura – Czech Capital Information Agency
15
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set needed to be processed later to enable the empirical analysis. Generally, the data
processing addressed two issues: the data structure (such as the firms covered) and the data
(in)consistency (such as illogical data entries).
First, the data structure was handled and the firms from inappropriate sectors (financial
institutions), statuses (bankruptcy, liquidation), and legal statuses (municipalities, private
entrepreneurs, etc.) were omitted. Second, the data (in)consistency was handled as the data set
included some illogical data entries, which needed to be adjusted. Therefore, the following data
entries were omitted: firms with negative assets (for some reasons, these firms exist), firms with
very little detailed structure of financial statements (determinants of the debt maturity structure
could not be computed), years with double data entries (some firms were reported more than
once for a particular year, mainly with differing detailed structures of financial statements), firms
of unknown business sector, and some other inconsistent data entries.
This data set was further employed for the econometric analysis, which was computed in TSP
software
3.4

Descriptive Statistics

Table 1 reports the descriptive statistics for the dependant and explanatory variables. The data
set employed for the empirical evidence included the balanced panel data of 793 firms; each
firm was provided with financial statements for 5 years (2000–2004), resulting in 3,965 data
entries in total.
Table 1:

Descriptive statistics for dependant and explanatory variables
Descriptive statistics

Valid N

Mean

Std. dev.

Debt maturity structure

3965

0,35

0,4407

Growth options

3965

0,05

0,1858

Company size

3965

7,90

5,6554

Collateralizable assets

3965

0,43

1,5038

Leverage

3965

0,09

0,2011

Asset maturity

3965

-0,04

0,4805

Corporate tax rate

3965

0,15

3,9974

Company level volatility

3965

6 987

328 820

Table 2 reports the correlations matrix for the dependant and explanatory variables. The
correlations are generally in line with the expectations of the regression model. The
coefficients of correlation of explanatory variables are generally low. However, there are
some exceptions of stronger correlations. First, growth options strongly positively correlate
with collateralizable assets. Since tangible fixed assets are largely depreciated (only land is
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not depreciated) and also as there are few assets other than tangible fixed assets (such as
software) that are depreciated, the volume of depreciation is highly dependent on the volume
of tangible fixed assets. Therefore these two explanatory variables correlate strongly. Second,
growth options also positively correlate with leverage. This might be due to the fact that
indebted firms have a higher share of depreciated assets (mainly tangible fixed assets) and

vice versa. Third, growth options further negatively correlate with asset maturity. Here the
intuitive explanation does not seem to be at hand, as the asset maturity is computed as an
interaction of both fixed assets and equity levels. Fourth, collateralizable assets positively
correlate with leverage, which is similar to the correlation of growth options and leverage. It
might be the case that firms with a higher share of tangible assets are more heavily indebted
and vice versa. Fifth, collateralizable assets are also negatively correlated with asset
maturity. Again, as in the case of the correlation of growth options and asset maturity, the
explanation is not straightforward. The only simple explanation would be that firms with
tangible assets tend to have an excess of equity over fixed assets (and thus less need of longterm funds).
Table 2:

Correlation matrix for dependant and explanatory variables
Growth Company Collateralizable

Correlation matrix

Asset Corporate

Comany

Debt

level

maturity

options

size

assets

Growth options

1

0,038

0,976

0,583

-0,466

0,001

-0,001

0,048

Company size

0,038

1

0,042

0,287

0,051

0,038

0,034

0,142

Collateralizable assets

0,976

0,042

1

0,598

-0,447

0,003

0,002

0,074

Leverage

0,583

0,287

0,598

1

-0,007

0,009

0,029

0,275

Asset maturity

-0,466

0,051

-0,447

-0,007

1

0,007

0,018

0,164

Corporate tax rate

0,001

0,038

0,003

0,009

0,007

1

0,001

0,005

Company level volatility -0,001

0,034

0,002

0,029

0,018

0,001

1

0,008

Debt maturity structure

0,142

0,074

0,275

0,164

0,005

0,008

1

3.5

0,048

Leverage maturity tax rate volatility structure

Test of Data Set on Macroeconomic Environment

Table 3 provides a comparison of the Čekia data set used for our empirical analysis with a
data set from the Czech Statistical Office (CZSO) as representative of the general
macroeconomic environment. Both portfolios are divided into industries according to NACE.
However the CZSO portfolio includes only firms having more than 100 employees, whereas
the Čekia portfolio does not differentiate according to the number of employees. Here a small
differentiation arises but this is still fully acceptable for the first approximation of the test of
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our data set with the general macroeconomic environment. In general, the difference in the
portfolios of firms of Čekia and CZSO is not strong. The Čekia data set includes fewer
manufacturing firms that are outweighed by more utilities and trading firms (wholesale, retail
and others). This indicates that our data set is not to be biased from the general
macroeconomic environment and the regression results can be considered as plausible.
Table 3:
NACE
A
01
02
B
C
D
DA
DB
DC
DD
DE
DF
DG
DH
DI
DJ
DK
DL
DM
DN
E
F
G
H
I
K

3.6

Data sets of CZSO and Čekia

Industry name
Agriculture, hunting, forestry
Agriculture, hunting, forestry and related activities
Forestry and related activities
Fishing
Mining
Manufacturing
Manufacture of food, drink and tobacco products
Manufacture of textile and textile products
Manufacture of leather and leather products
Manufacture of wood products except for furniture
Manufacture of pulp and paper
Manufacture of oil and oil products
Manufacture of chemical and pharmaceutical products
Manufacture of rubber and rubber products
Manufacture of other non-metal mineral products
Manufacture of basic metals and metal products
Manufacture of machineries
Manufacture of electrical and optical devices
Manufacture of transportation vehicles
Manufacture of other products
Utilities
Construction
Wholesale, retail and repair of conveyance and products for
personal use
Accommodation
Transportation
Real estate activities

Czech Statistical Office
7,7%

Čekia

2,7%
6,7%

5,3%
4,4%
0,9%
0,3%
1,4%
38,1%
5,5%
2,5%
0,0%
0,8%
1,5%
0,4%
2,8%
1,8%
3,7%
4,9%
5,8%
2,9%
4,0%
1,5%
10,6%
7,9%

10,5%
1,8%
5,1%
9,2%

17,3%
0,5%
5,4%
13,2%

6,8%
1,0%
0,1%
0,9%
55,2%
7,0%
3,9%
0,7%
1,5%
2,3%
0,1%
1,9%
3,6%
3,6%
8,4%
8,1%
7,1%
4,0%
3,1%

Regression Equation

Based on the arguments in the section on theories of debt maturity structure and in the section
on proxies for debt maturity structure determinants, the regression equation can be written in a
following form:
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D1
D
TanFA
= α + β 1 ( ) + β 2 (ln S ) + β 3 (
)+
TD
TA
TA
EBITDAt − EBITDAt −1
TD
FA − Eq
T
β4 ( ) + β5 (
) + β6 (
) + β7 (
) + εi
TA
TA
PTI
EBITDAt −1

(17)

where D1 is debt maturing over one year, TD is total debt, α is the intercept, β1 are the
unknown parameters of interest, D is annual depreciation, TA is total assets, S is annual sales,

TanFA is tangible fixed assets, TA is total assets, FA is fixed assets, Eq is equity, T is tax
expense, PTI is pre-tax income, EBITDA is earnings before interest, taxes, depreciation and
amortization, t is the time period, εi stands for the error term; or it can also be rewritten in the
verbal form as

DMS = α + β1 (Growth _ options ) + β 2 (Comany _ size) + β 3 (Collateralizable _ assets )

+ β 4 ( Leverage) + β 5 ( Asset _ maturity ) + β 6 (Corporate _ tax _ rate)

,

(18)

+ β 7 (Company _ level _ volatility ) + ε i
where DMS is the debt maturity structure.
The major literature on the corporate debt maturity structure uses pooled OLS. In Ooi (1999)
the significance of these pooled OLS results is at least not worse than that of other methods.
However this method is known that it does not fully consider the firm-specific effect in case
of the panel data analysis. If such firm-specific effects are present (and we do believe that
they are), the pooled OLS results are not efficient. In such cases, one-way error component
models (fixed effects or random effects) are to be utilized in order to implicitly consider the
firm-specific effects. Here, Baltagi (2001, p. 65) suggests the Hausman’s specification test for
the decision-making mechanism between the fixed effects model and the random effects
model. Based on this test (with p < 0,001) the fixed effects model was indicated as the more
appropriate one. However, even the fixed effects method is not without limitations. This is
mainly in the case when correlation of disturbances with explanatory variables is not due to a
firm-specific effect and some explanatory variables are endogenous. Since the IV method also
some has drawbacks (see (Antoniou et al, 2003)), the fixed effects method is widely deemed
sufficiently appropriate (see (Stohs, Mauer, 1996), (Heyman et al, 2003), (Barclay, Smith,
1995)).
3.7

Regression Results

Table 4 reports the regression results for model one and model two. We list the results for the
two models separately; for both models we provide fixed effects and pooled OLS results.
However, as we already mentioned, the fixed effects model is to be considered as appropriate
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for our data. Therefore the commentary of results shall mention only fixed effects and pooled
OLS remains for informational purposes only. Model one includes a full list of explanatory
variables listed in the hypotheses section to be considered. Model two does not include the
corporate tax rate and company level volatility variables that were not deemed statistically
significant in model one for both fixed effects and pooled OLS.
Table 4:

Regression results
Model One

Model Two

Expected
Fixed

Pooled OLS

Fixed

Pooled OLS

effects

model

effects

model

-0,175

-0,617

-0,175

-0,617

(-0,87)

(-3,51)**

(-0,87)

(-3,51)**

0,037

0,012

0,036

0,012

(2,23)*

(3,03)**

(2,21)*

(-3,03)**

-0,648

0,039

-0,680

0,039

(-0,04)

(2,67)**

(-0,04)

(-2,67)**

0,425

0,066

0,424

0,655

(8,49)**

(14,46)**

(-8,46)**

(-14,46)**

0,538

0,124

0,053

0,124

(2,32)*

(7,29)**

(-2,29)*

(7,29)**

-0,110

0,049

(-0,86)

(-0,03)

-0,213

-0,617

(-1,38)

(-0,31)

Number of observations

3965

3965

3965

3965

2

0,6624

0,10989

0,6621

0,10986

sign
Explanatory variables
Growth options

Company size

Collateralizable assets

Leverage

-

+

+

+

Asset maturity

Corporate tax rate

Company level volatility

Adjusted R

+

-

-

** significant at 1% level, * significant at 5% level, t-statistics in parenthesis

The major explanatory variables have been found to be significant and more importantly also
in line with the theoretical predictions (which are noted as an expected sign in the table).
Company size has been found to have a statistically significant positive impact on the
corporate debt maturity structure. Larger firms tend to have more long-term debt since they
are said to have lower agency costs, better access to debtholders and stronger negotiation
power. Leverage has been found to have a statistically significant positive impact on the
corporate debt maturity structure. Firms that are more indebted tend to have more long-term
debt and less indebted firms tend to have less long-term debt, which is a very intuitive result.
Asset maturity has been found to have a statistically significant positive impact on the
corporate debt maturity structure. The firms have been found to conduct the maturity
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matching of their balance sheets following the simple rule that fixed assets need to be funded
by long-term funds (i.e., by equity or by long-term debt). However, the remaining explanatory
variables, namely growth options, collateralizable assets, corporate tax rate and company
level volatility have not been found to have any statistically significant impact on the debt
maturity structure. Growth options and collateralizable assets have been found to be
statistically significant in pooled OLS computation, though this was not the case for the fixed
effects approach.
In addition to these results, other findings can also be presented at this place. The Growth
options proxied by equation (3) and equation (4) have delivered the same insignificant results.
The Company size proxied by equation (5) and equation (6) has delivered the same results.
Both proxies have been found to have a statistically significant positive impact on the debt
maturity structure. In our final models one and two we employed equation (6) as our proxy for
Company size. Collateralizable assets were insignificant for both equations, in final models
equation (8) was used.
The theoretical part also discusses the difference between equation (11) and (13) for proxying
of Asset maturity variable. Our arguments in favor of equation (13) have been supported, as
this variable has been found statistically significant with a positive impact on the corporate
debt maturity structure; whereas the results of equation (11) were statistically at least mixed.
It is necessary to mention, that these presented results are not only fully in line with the
theoretical expectations, but that they are also in line with other empirics (see below). But most
importantly, they are in line with the intuitive expectations of finance practitioners. Despite the
fact that there is no thorough analysis of financial managers’ opinions, they would probably
name company leverage, company size, the company’s collateral and asset maturity as the
major driving forces of corporate debt maturity structure decision-making. Nevertheless
Company’s collateral has been found as statistically significant for pooled OLS only and not for
fixed effects.
3.8

Comparative Analysis

Table 5 reports the comparison of selected empirical analyses on the corporate debt maturity
structure. The results of our analysis are fully in line with the results of other papers. A full
consensus has been found in the case of the leverage and asset maturity explanatory variables.
Some consensus has been found in the case of the company size, creditworthiness, company
age, liquidity, company level volatility, interest rate term structure and interest rate volatility
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explanatory variables. Whereas for the remaining explanatory variables – growth options,
collateralizable assets, company quality and corporate tax rate – no consensus has been found.
Table 5:
Exp.

Comparison of regression results

Stohs and

Scherr and

sign Maurer (1996) Ozkan (2002) Ozkan (2000) Hulgurt (2001)
Regression model *
Growth options
+
Firm size

Collateralizable assets

Firm quality
+

(2003)

(2003)

(2003)

Körner (2007)

CSR

GMM, OLS

OLS

OLS, FE; CSR

OLS, GMM

OLS

FE

Significant

Significant

Significant

Insignificant

Insignificant

Significant

Significant

Insignificant

positive

negative

negative

negative

negative

positive for UK

negative

negative

Significant

Significant

Significant

Significant

Significant

Significant

Significant

Significant

positive

positive

positive

negative

negative

positive for UK

positive

positive

Significant

Insignificant

positive

negative

Significant

Insignificant

Insignificant

Significant

negative

positive

negative

negative

Significant

+

Leverage

Insignificant
both positive
and negative
Significant

positive

negative
Significant

+

Firm age

Fan et al.

FE

+

-

Creditworthiness

Heyman et al. Antoniou et al.

positive
Significant

Significant

Significant

Significant

positive

positive

positive

positive

Significant
positive for
Liquidity

Germany
+

Asset maturity

-

Significant

Significant

Significant

Significant

Significant

Significant

Significant

Significant

positive

positive

positive

positive

positive

positive for UK

positive

positive

Significant

Insignificant

Insignificant

negative

negative

negative

Significant

Significant

negative

negative

Firm tax rate

Firm level volatility
+
I.r. term structure

Significant

Significant

positive for

both positive

Germany

and negative

Significant
negative for

Insignificant
negative

Insignificant

France

Significant

Significant

positive

positive for UK

negative

Significant
+
I.r. volatility

negative for
UK

* FE is Fixed effects, CSR is Cross sectional regression, GMM is Generalized method of moments, OLS is
Ordinary least squares.

We need to mention to which extent these presented papers differ in their approach to the
corporate debt maturity structure. In major cases, the pooled OLS model is employed for the
computations. The dependant variable is also employed in the form of equation (1). But this
consensus cannot be found in explanatory variables.
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First, the amount of determinants differs throughout the papers. As some determinants are
always used (Growth options, Company size, and Asset maturity), there are also some
determinants used very rarely (such as Company age). The major factor driving these
differences is the data availability. It would definitely be interesting always to investigate the
impact of determinants such as Company age or Creditworthiness, but as they are not easily
accessible, we need to limit ourselves to fewer variables.
Second, even if the same determinants have been employed, the proxies for such determinants
can differ. Only in case of the determinant Company size there is a general consensus with the
equation (5). In case of other variables the proxies differ. Growth options are proxied either
by the market value in equation (2) and its modifications or by the balance sheet structure in
equations (3) or (4). Interestingly, there is no consensus in the findings. Some find the market
value approach as statistically significant and some not, the same holds for the latter approach
with the balance sheet structure. More interestingly, in case of Company size, where has been
found a consensus with proxy and significance, there was not found the consensus with the
sign of impact. Some papers found statistically significant positive impact on the corporate
debt maturity structure; other papers found an opposite effect. On the other side the impact of
Asset maturity has been always found as statistically significant with a positive sign despite
the fact that the particular proxies vary.
As the empirical findings for Czech firms are generally in line with findings of other
empirical analysis papers, which were generally focused on standard advanced economies
such as Germany, the UK and the United States, we can state that firms in transition
economies seem to have a similar pattern in the debt maturity structure decision-making to
that of firms in standard economies.
4

Portfolio analysis

In this section we will focus on the portfolio analysis of the firms of the sample in order to
bring some additional information to the regression results. First, the structure of the debt
shall be considered, second the interaction of the debt and maturity matching principle shall
be investigated. In both cases, we will consider the years 2000 and 2004 as the border times of
our sample. Please notice that the same balanced sample of firms as in regression section is
used.
Graph 1 provides a comparison of firms and their utilization of debt financing in the firm
sample. This is measured as a ratio of the particular group of firms to the total volume of
firms in the sample. Slightly below a half of the firms do not utilize any debt (the bank debt,
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the intra-group debt or other debts) and this ratio did not change much between 2000 and
2004. The pattern changed for the firms utilizing debt since the ratio of firms utilizing only a
short-term debt (noted as the firms with a debt but without LT debt) has increased and on the
contrary the ratio of firms utilizing both short-term and long-term debt has diminished. This is
in line with findings of graph 2 where the ratio of long-term debt to the total debt has
decreased.
Graph 1: Firms and debts for sample firms (2000, 2004)
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Graph 2 provides a comparison of the total debt in terms of relative importance of the shortterm and long-term debt. This is measured as a ratio of the volume of particular debt to the
volume of the total debt for all firms in our sample. As can be seen the ratio of the short debt
to the total debt has slightly increased between years 2000 and 2004 for our sample firms.
Graph 2: Structure of total debt for sample firms – LT vs. ST (2000, 2004)
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Graph 3 provides a comparison of the total debt in terms of the debtholder’s counterparties.
This is measured as a ratio of the volume of a particular debt to the volume of the total debt
for all firms in our sample. The sample firms show an typical pattern of the bank-based
financial system since bond financing is a secondary financing tool. Interestingly, the ratio of
the bank financing to the total debt decreased to its half and has been replaced by other non58

bank debts and intra-group debts. An intra-group debt is usually in a form of short-term
financing (also in a form of a trade credit) serving to the funding of working capital needs
(and thus replacing the necessity of short-term bank loans) or in a form of long-term financing
serving to the funding of investment activities (such as a transfer of production capacities
from countries with higher production costs). These loans are often on an at-sight basis
despite the fact whether they are utilized for short-term or long-term financing. The financing
counterparties for intra-group loans are usually the parent firms, the sister firms, the cousin
firms or even the intra-group financial institutions (the Group banks).
Graph 3: Structure of total debt for sample firms – counterparties (2000, 2004)
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Graph 4 provides a comparison of the structure of a short-term debt in terms of the debtholder
counterparties. This is measured as a ratio of the volume of a particular debt to the volume of
the total debt for all firms in our sample. As can be seen, the importance of bank short-term
funding has sharply decreased between 2000 and 2004 in favor of increased intra-group and
other non-bank funding. The switch from bank funding to non-bank funding (loans from nonbank institutions such as third parties in form of private individuals) is surprising and does not
correspond to other indicators for financial sector, therefore it should be accounted to large
extent to the accounting inaccuracy.
Graph 4: Structure of short-term debt for sample firms – counterparties (2000, 2004)
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Graph 5 provides a comparison of the structure of a long-term debt in terms of the debtholder
counterparties. This is measured as a ratio of the volume of a particular debt to the volume of
the total debt for all firms in our sample. Similarly to the short-term debt structure, the pattern
of the structure of a long-term financing slightly changed in followed firms sample. First, the
ratio of the bank funds has decreased but still remains the major source of funds. Second, the
ratio of the intra-group funds has significantly increased. Third, despite the fact that the
amount of firms funded by bonds is very limited (below 5% of total firms in the sample) and
even decreased between 2000 and 2004, the ratio of the long-term funds in the form of bonds
has increased. This shows that the typical amount of a bond issue is much higher than the
amount of other debt types issues. Please note, that as the accounting procedures in 2000 did
not enable to distinguish CPLTD19 for bonds, we included the CPLTD and the LPLTD20 in
long-term debts for all years.
Graph 5: Structure of long-term debt for sample firms – counterparties (2000, 2004)
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60

100%

26%

29%

80%

LT bonds * includes also ST bonds
60%

21%

LT intragroup debt

26%

LT non bank debt

10%

20%

LT bank debt

8%

40%

43%

36%

0%
2000

2004

Graph 6 provides a comparison of the firm’s balance sheet structure according to the maturity
matching principle. Based on this approach the fixed assets (FA) need to be funded either by
the equity (Eq) and/or by long-term debts (LT debt). This is measured as a ratio of the
particular group of firms to the total volume of firms in the sample. As can be seen, about
29% of the firms in 2004 had fixed assets higher than the sum of equity and long-term funds
and thus did not meet the maturity matching principle. As this is a lower ratio than in 2000 we
can state that firms from our sample became wiser and conducted the liquidity immunization
of the balance sheet structure more actively. Knowing that firms, which do not meet the
maturity principle, are candidates for a financial distress in the long-term perspective, this
development can be considered as a very satisfactory fact for the stability of the sample firms
(and naturally for the economy as a whole).
Graph 6: Balance sheet structure and maturity matching principle for sample firms (2000,
2004)
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Graph 7 provides a comparison of more detailed distinction of the balance sheet structure
according to the maturity matching principle. This is measured as a ratio of the particular
group of firms to the total volume of firms in the sample. In the graph above we have seen
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that the maturity matching principle has become more utilized by the firms in the sample.
Going more into detail, we can state, that firms not meeting the maturity matching principles
can be categorized into three groups. In the first group there are firms without any debt where
the equity (Eq) is not strong enough to fund the fixed assets (FA). In the second group there
are firms having only short-term debt where the equity is not strong enough to fund the fixed
assets. In the third group there are firms having both a short-term and long-term debt but
again the sum of the equity and long-term debt do not fully fund the fixed assets. As can be
seen in graph 7 the maturity matching principle has been present more often in all groups of
firms (without debt, with ST debt only, with both ST and LT debt) and the ratio of firms not
immunizing the balance sheet structure has decreased for all three mentioned categories.
Graph 7: Debts and maturity matching principle (2000, 2004)
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Limitations

Naturally, there are several areas of limitations of the presented empirical analysis. At this
point, we try to discuss at least the three most important ones, namely the limited explanatory
power of the data, the limited explanatory power of the variables, and the limited explanatory
power of the determinants.
5.1

Data Limitations

We need to be aware of the fact that the data employed for the empirical analysis (mainly
financial ratios) have some limitations in the evidence they provide. These mainly stem from
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the fact they are fully based on the accounting data. First, the majority of the financial
statements are going through the process of window-dressing in order to look better for
shareholders and debtholders or in order to look worse for the tax authorities (depending on
which incentive prevails). The discussion of this issue with an endless list of names such as
window-dressing, book-cooking or creative accounting is not the subject of this paper. For us
it is fully sufficient to state that financial statements can be “cooked” in all items (assets,
liabilities, revenues and costs) in all directions (changing statement structure, increasing or
decreasing some items or even swapping B/S and off-B/S status21) and that this all can be
done using both legal and illegal tools.
Second, these collected data (still having in mind the bookkeeping limitations, the data
structure, and data inconsistency adjustments mentioned in the data description paragraph)
still report some drawbacks. Surprisingly, the data do not fully meet the ex-ante expected
range. There are firms with negative assets, negative equity or even negative liabilities. These
are states that should not be possible ex-definitione, but which are present and of which
explanation is fairly simple (some firms book receivables as negative liabilities; some firms
do not proceed according to bankruptcy law if they have negative equity, etc.).
To sum up the data limitations, although the accounting entries are called hard data, we know
that they need to be interpreted with some degree of freedom. But despite all these facts (the
majority of them shall be understood as data draw-backs), we must be aware of the fact that
these data are the best available and therefore bring some added value.
Until now we have discussed the limitations of the information that was included in the data.
But we are also facing some limitations which stem from the fact that our data do not include
some useful information. First, and most importantly, we lack information on market values.
As the Czech corporate governance system is based on bank financing, the Czech capital
market is very limited and therefore only a very limited amount of firms can report the market
values for their equities. Thus we cannot investigate the impacts of the market value data on
the debt maturity structure, which is usually employed for economies with a market based
financing corporate governance system. This is especially missing in case of growth options
assessments.
Second, we lack information on credit ratings. Some studies on the debt maturity structure
also employ credit ratings (Stohs and Mauer, 1996) or some default measures (Scherr,
Hulburt, 2001), (Heyman et al., 2003) as proxies for the corporate quality as one of the
21

B/S is balance-sheet status, e.g. items booked on the balance sheet; off-B/S is off-balance-sheet status, e.g.
items booked off the balance sheet.
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determinants of the corporate debt maturity structure. But in the Czech environment only a
very limited number of firms can report a credit rating of international rating agencies
(Moody’s, Standard & Poor or Fitch). Some of the firms can report credit ratings of local
rating agencies (CRA22), but the majority of the reported firms remain unrated. Therefore we
were not able to proxy the company quality by credit ratings, but the utilization of a default
measure for the Czech evidence might be a subject of future research.
Third, we lack flotation costs data, which is a very common fact for all economies as the
transaction costs of a debt are very hard to assess. This would be useful information for
purposes tackled in the tax hypothesis paragraph, but once again, as none of the empirical
analyses on the corporate debt maturity structure includes this proxy, this paper is not
relatively worse in these terms.
Fourth, we lack the age of the companies. Naturally, the Czech Commercial Register provides
this type of information. But the nature of our data set where the firm names were not
disclosed made it impossible to match the Čekia data and the data from the Czech
Commercial Register in order to ascertain the given company’s age. This determinant would
definitely be interesting to investigate. However, as the company’s age is not very often
utilized in the debt maturity structure investigations, this paper is again not relatively worse in
these terms.
5.2

Variables Limitations

But not only the data as such have limitations. We employ these data for computations of
variables, which serve as proxies for the determinants of the corporate debt maturity structure.
As was discussed in the empirical analysis section, setting the formula for a variable that shall
serve as a proxy for a particular determinant is not always a simple issue. First, some
determinants do not have a very explicit name. One can imagine growth options, company
quality, creditworthiness or company level volatility in very differing states, and thus
sometimes the first task stems from the interpretation of the determinant name. Thus the
variable formulas naturally differ across the empirical analysis papers even though there is a
main stream of proxies created by papers inspired by each other. Second, even if there is
a general consensus with the determinant name interpretation such as collateralizable assets,
we face differing formulas for the variables stemming from differing opinions on the items
that should or should not be included in the formula. Third, in some cases we can be provided

22

Czech Rating Agency, recently acquired by Moody’s
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with equally good proxies for one determinant as it seems to be the case for company size and
we need to employ some decision-making mechanism in choosing the more appropriate one.
And last but not least, we have some variables which might be employed as proxies for
differing determinants. Here should be mentioned at least the complementarity of formulas
proxying the signaling quality and liquidity risk theories (for the relevant literature, see Table
5), even though these have not been investigated in this paper.
5.3

Determinants Limitations

And finally, there are some limitations of determinants as such, namely in terms of the
determinants coverage. In our analysis we employed those determinants that were found
crucial by theoretical papers, those that were already utilized in empirical papers, and also
those where the Czech data necessary for the computations are available. Due to the third
reason, we needed to omit creditworthiness and company age, the impact of which would
definitely be interesting to assess. But we also face some other determinants that have not
been utilized in empirical papers yet. First, no determinant takes into account some sort of
cash flow. And as we know that “cash is king” (McKinsey, 2005), the corporate debt maturity
structure is expected to also be affected by the fact of whether a firm is cash rich or cash poor.
In this regard, the proxies based on the EBITDA are to some extent close to the determinant
of cash flow, but one could imagine more a precise proxy for such missing determinant.
Second, we are also missing an instrument that would incorporate the off-B/S items important
for the corporate debt maturity structure assessments. Leasing is the most important one.
Despite some tax impact motivations there are mainly motivations in making the firm less
indebted on the on-B/S level that drives the utilization of leasing. And since leasing as a sort
of long-term debt is not included in our computations, this makes our on-B/S long-term debt
undervalued.
And there is one more thing that we are missing. The determinants of the corporate debt
maturity structure are employed equally in the empirical analysis. But there is no reason to
believe that in reality they have the same importance. It would be interesting to investigate
which determinant is more important than the other one, when this is the case, and why. As
this is not possible to achieve using our model, this might be a subject of future research.
To sum up this section, we have data that do not fully represent the variable formulas; we
have variables (or proxies) that do not fully represent the determinants; and we have
determinants that need not necessarily be the important ones for the corporate debt maturity
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structure. But despite all this, the results are strong enough to improve our knowledge of the
true behavior of firms in debt maturity decision-making.
6

Conclusion

This paper was assembled in search of the determinants of the corporate debt maturity
structure of Czech firms. In the theoretical section it has brought an overview of the points of
departure for choosing the proper and important determinants for the corporate debt maturity
structure. It has also delivered a list of arguments for different definition of two generally
used proxies for the determinants of the debt maturity, namely Collateralizable assets and
Asset maturity. In the regression section it has shown that long-term debt increases with
company size, leverage and asset maturity. The impact of growth options, collateralizable
assets, corporate tax rate, and company level volatility has been deemed statistically
insignificant. It was further shown that these results are generally in line with other papers on
this topic covering other economies. In the portfolio analysis section this paper pointed out the
bank-based system pattern of financing of Czech firms, increasing importance of intra-group
financing and an increasing presence of the Maturity matching principle. Finally, the paper
discussed the limitations of the results in the data, variables, and determinants field.
Since the empirical evidence for the debt maturity structure is limited for advanced economies
and very rare for transition economies, this paper provides some valuable insights. It has
shown that Czech firms, as representatives of transition economies, follow a similar pattern in
the setting of the maturity of debt as in the case of standard advanced economies. This also
implies that the behavior of Czech financial managers in debt maturity decision-making is
fully in line with the standard practice.
Our results are fully in line with the empirical evidence of debt maturity from differing
financial systems, whether bank-based or capital market-based ones. This can lead to the
conclusion that the nature of the financial system does note determine the companies’ debt
maturity choice. Moreover it seems that the debt maturity choice is determined by internal
features of the company, namely size, the necessity to match the maturity of assets and
liabilities and total indebtedness.
The extension of the future research should be channeled toward the fields mentioned in the
chapter on the limitations of the results. Three major issues are to be incorporated into the
determinants. First, creditworthiness in terms of credit ratings from external agencies might
bring valuable insights into how the financial standing affects the debt-maturity choices.
Second, off-B/S items (and most importantly leasing) also serve as important sources of
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financing. Taking these into account would provide a broader picture of corporate debt
maturity. Third, being aware of the fact that cash is king, including some sort of cash flow
determinant among the explanatory variables, might bring additional knowledge of how the
cash position affects the debt maturity structure of a corporate entity.
7
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Essay Three: Determinants of Corporate Financing Decisions: A Survey Evidence from
Czech Firms
1.

Introduction and motivation

There is an extensive literature both on the theory of, and the empirical evidence on corporate
capital structure. In fact, the debt versus equity decision making is one of the major topic in the
literature on corporate finance. However besides the huge theoretical literature and huge empirical
evidence on the determinants of the capital structure (for one of the relevant surveys see Harris and
Raviv, 1991); there is surprisingly limited empirical evidence on more practical opinions of
company financial managers. The questions that this study is seeking to answer are very practical
and down to the earth: How do financial practitioners decide on financing instruments in their
firms? When do they choose instruments of internal financing and when they choose external
financing? Do they prefer retained earnings, IPOs, or venture capital entry? Do they prefer bank
debt, bond debt, or leasing? How do they perceive the particular financial instruments from the
point of costs, availability, and legal and administrative complexity?
This paper seeks to answer practical questions on the perception of corporate financing and aims to
bring additional evidence, which will help to explain the management behavior in the financial
decision-making.
The paper proceeds as follows. Section two provides an overview of theories of capital structure
and relevant empirical evidence for financial managers´ perception of particular financial
instruments, section three tackles methodological issues of respondents sample and questionnaire
layout, section four provides empirical analysis of the opinion survey and section five concludes.
2.

Literature review

Theories of capital structure
“There is no universal theory of capital structure, and no reason to expect one.” (Myers, 2002:3) In
this introduction to the theories of capital structure, we focus on three major competing theories.
For comprehensive surveys see Myers (2002) or Frank and Goyal (2005). The capital structure
irrelevance theory has been introduced by Modigliani and Miller (1958). It’s basic form states that,
in the absence of taxes, bankruptcy costs, and asymmetric information, and in an efficient market,
the value of a firm is unaffected by how that firm is financed. In the reality the theorem very much
often fails as the transaction, agency, and bankruptcy costs and many other deviations from the
pure theoretical assumptions are present. But despite the fact that the Modigliani-Miller theorem
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does not provide very much realistic description of the company financing, it does provide means
of finding reasons why financing matters (Frank and Goyal, 2005).
In the trade-off theory, which grew directly from the Modigliani-Miller theorem discussions, firms
trade-off the costs and benefits of leverage associated with the tax effects, bankruptcy costs
(deadweight costs of bankruptcy), and agency costs (Jensen and Meckling, 1976). The debt
associated tax benefits are represented by the tax shield, which are tax deductible, whereas the
costs of equity, such as dividends, are not deductible. The debt associated bankruptcy costs are
driven by the probability that the firm will default on the financing. They can include either direct
costs in the form of liquidation costs or indirect costs in the form of lower demand for their
products or a bad reputation on the market. Therefore firms with high bankruptcy costs have
incentives to lower the amount of external financing in order to lower these costs. The debt
associated agency costs stem from the principal-agent relationship in the debt-holders vs. creditors
relationships. Since the agents have incentives to benefit at the expense of the principals, additional
costs need to be incurred on the motivation and monitoring of the agents. Taking into consideration
these costs and benefits of the external financing, this trade-off decision making leads to a firmspecific targeted capital structure.
The pecking order theory was developed by Myers (1984) and Myers and Majluf (1984) as a
reaction to the static trade-off. It assumes asymmetric information in the form that the management
knows more about its firm than the outsiders (equity investors and debt-holders). It declares that
there is no optimal targeted capital structure and no optimal leverage but that there is a hierarchy
(pecking order) indicating preferences of financial instruments. Financial managers of the firms are
expected to prefer internal financing to external financing, and when the internal funds are not in
the position to sufficiently finance the capital expenditures, firms borrow rather than issue
additional equity. In case of internal financing, the provider of retained earnings, which is the firm
itself, will have more information about the firm than new equity holders, who will in turn demand
higher rate of return. In case of external financing, the greater the exposure and risk of default the
debt-holders face, the higher rate of return they charge. Therefore the firm shall prefer internal
finance to debt, short-term debt over long-term debt, and any debt over new outside equity. As
Myers (2001:81) noted, “the amount of debt will reflect the firm’s cumulative need for external
funds”. Pecking order theory also explains why the most profitable companies tend to borrow less.
This is not because their targeted leverage is low but because they have sufficient volume of
internal funds to finance their investments.
Empirical evidence
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The empirical evidence on managerial perceptions of particular financial instruments is not as wide
or deep as one might expect from the huge recent literature on the theory of corporate finance. This
holds true both in developed economies and in economies in transition.
One of the most comprehensive surveys of financial managers´ perception has been delivered by
Graham and Harvey (2001), who focus not only on the capital structure but also on the cost of
capital and capital budgeting. In the capital budgeting methods section they study how firms
evaluate projects considering number of evaluation approaches (from simple approaches as internal
rate of return - IRR, net present value - NPV, payback period to more complex methods of priceto-earnings or value-at-risk). Most respondents select NPV and IRR as their capital budgeting
techniques, whereas the large firms are more likely to use NPV than smaller firms and also highly
leveraged firms are more likely to use NPV and IRR than low leveraged firms. Surprisingly the
payback period also belongs to largely used evaluation techniques despite its heavily discussed
shortcomings. In the cost of capital section they study how firms calculate the cost of capital
considering major approaches, capital asset pricing model (CAPM), multi-beta CAPM, average
historical returns and dividend discount model (DDM). They find that respondents by far most
often employ CAPM for estimating of the costs of capital lagging behind the average stock returns,
multi-beta CAPM and DDM. In addition to it larger firms are more likely to use CAPM than small
firms and low leveraged firms are also more likely to use CAPM. Privately held firms are
significantly less likely to use CAPM, which is natural outcome as their beta is to be estimated in a
difficult way based on the comparable public held firms. In the capital structure section they study
empirical evidence for the trade-off and the pecking order theory. For the trade-off they find, that
corporate tax advantage of the debt has moderate importance for the CFO’s in the capital structure
decisions. The personal taxes have been found to have very little impact on capital structure
decisions. The potential costs of distress are not very important, however firms are very concerned
about their credit ratings, which indirectly shows their concern about distress. The empirics shows
mixed support for the targeted debt-equity ratio, when 10% of respondents reported a strict target
debt ratio, 34% have somewhat tight target and 37% have flexible target. However among larger
firms about 55% have strict target ratios compared to only 35% for smaller firms. In the peckingorder theory section they find that having insufficient internal funds is moderately important for
issuing the debt. More often this is the case for the smaller firms than for the larger firms, which is
consistent with the pecking order theory stating that the smaller firms face larger asymmetricinformation-related equity undervaluation. However Graham and Harvey (2001) find only small
evidence that firms issue equity because retained earnings have become insufficient for funding of
the firm.
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A thorough survey on methods of financing in developed matured economy has been conducted by
Beattie et al (2004). The authors found that UK firms seem to be heterogeneous in their capital
structure strategies. About half of the firms in their sample aimed for a debt level (consistent with
the trade-off theory) whereas the remainder followed a financing hierarchy (consistent with the
pecking order theory). They also find that among the important corporate financing decisions
criteria belong the debt interest tax shield and available collateral. A the same time the respondents
rejected the importance of the agency costs argument, that the interest payments of highly levered
firms decrease the free cash flow and hence the management’s potential excesses.
Brounen et al (2004) in their a survey of European firms found that the financial flexibility wa the
most important factor influencing the amount of debt in their capital structure. This seems to be
evidence of the pecking-order hierarchy of financing. On the other hand, the authors did not find
strong evidence for the trade-off theory. The firms considered the tax shield as the fourth most
important factor, after financial flexibility, credit ratings, and earnings volatility. And the firms also
consider the bankruptcy costs, representing the negative effects of debt, as less important.
A relevant survey in the economies in transition has been conducted by Isachenkova and
Mickiewicz (2004). They found that in Hungary and Poland firms with an international parent,
firms with concentrated ownership, and firms with larger turnover were less constrained in their
access to finance. Next to it they also find that members of industrial groups favored bond issues
and disinvestments in financing of investment activities. A similar study by Filatotchev et al (2005)
found a U-shaped (non-monotonic) relationship between the ownership concentration and
expectations to rely on public equity as a source of finance. Hungarian and Polish firms with
middle-range ownership concentration were said to be the most attractive to providers of equity
finance. This is fully in line with the agency theory argumentation by Shleifer and Vishny (1997).
The relevant Czech empirical evidence is very limited. Bratkowski et al (1999) focused on de-novo
firms in the Czech republic, Poland and Hungary. Their survey found that in these countries a high
proportion of even very young and small firms received bank loans. Loss-making de-novo firms
had a lower probability of getting a bank loan than the profitable ones. This is a clear outcome of
the cautious credit policy of banks. Buchtíková (1999) presents a descriptive analysis of the firms
financing decisions with particular attention paid to the bank loans and Czech banks “credit
appetite”. Buchtíková (2001) produced an analysis of the sensitivity of the bank loans to changing
interest rates in the economy with particular accent on firms ownership structure.
One of the most valuable albeit somewhat dated study of the Czech market was written by Dvořák
(2000) surveying about 600 Czech financial managers and brought out a number of important
findings. Firms under control of international parent usually finance their investments by intra72

group loans and do not usually use leasing. These firms also did not respond that banks are not
willing to finance their business sector. Firms were not willing to finance their activities and assets
using bonds but they do not perceive the minimum bond issue volume of CZK 500 mil as a
limitation. These types of firms also rarely took into consideration venture capital entry. Firms
under control of management usually financed investments via leasing, maybe because they
usually perceived the banks as not willing to finance their business sector. Concerning the bond
issue they found the minimal bond issue volume and information disclosure requirements limiting.
Firms under the control of domestic private individuals more often responded that their cash-flow
would not be sufficient to service the debt after a potential bond issue, and also more often took
into consideration venture capital entry. In addition, firms financing via leasing usually stated that
the banks were not willing to finance their business sector. This supports the commonly accepted
opinion on bank financing and leasing as substituting financial instruments. Further firms that were
not listed on the capital market and that were not even considering IPOs or bond issues usually
stated that they were not willing to disclose information. And finally, firms with positive ROE
usually preferred to finance their activities via retained earnings and depreciation and usually did
not use leasing.
Despite the fact that our survey is oriented on particular financing instruments in very similar
break-down to Dvořák (2000), we also employ some statistical tools (in form of Chi Square Sign
Test and Logit regression) in order to deliver additional statistically significant interpretations of
availability, importance and other characteristics of the financing instruments.
3.

Methodology

In this section we turn to the methodological issues. First, we tackle the samples selection and then
the questionnaire layout.
3.1

Sample selection - respondents

The respondent firms were selected from the company database of Hoppensted Bonnier1. The only
considered criterion for the firm’s selection was the volume of annual turnover. Only firms with
annual turnover over CZK 100 mil (EUR 3 mil) were taken into account. This threshold was
employed in order to filter out small firms and private individuals – entrepreneurs. This filter
seems to be necessary, as the small firms do not consider utilization of full range of financial
instruments that was a subject of this survey. At the same time no firms active on the field of
financial intermediation (banks, leasing companies, insurance companies, brokerage houses etc)
1

Hoppensted Bonnier Information, www.hbi.cz
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were included in the sample as there is no reason to ask these respondents on the subject of this
survey. No other selection conditions such as geographical location, or ownership structure were
taken into account.
The survey held in June 2006. At that time, the database included 3602 companies meeting abovementioned criteria (database pool). Due to limited budget for postal costs, there were randomly
selected 3000 respondents (selected pool) out of the database pool. We have received 188 valid
responses (responded pool), 59 questionnaires were returned due to improper postal address, and
2753 respondents did not respond. This makes the response rate of about 6,27% from the selected
pool. Despite the fact that this response rate is not that high at first sight, it is good outcome given
the length and number of questions in the questionnaire. It is also fully in line with these types of
studies (Graham and Harvey, 2001, have 392 respondents in total and 9% response rate, Trahan
and Gitman (1995) have 700 respondents in total and 12% response rate).
We also test for the representativeness of the sample. However we do not know about the firms in
the database pool anything except their postal address and that their turnover is to be over CZK 100
mil annually. Therefore, we are not able to conduct a test of sample fit between the responded pool,
selected pool and database pool respectively.
At this place we employ the data kindly provided by Čekia2. These data include anonymously
financial statements for all the firms in Čekia database from relevant period. Since we know the
annual turnover of these Čekia firms and also since we can plausibly assume, that the Čekia
database and Hoppensted Bonnier database are basically the same (they are collected from the
same public sources), we may try to conduct the test of sample fit between our responded pool
from Hoppensted Bonnier and from the Čekia pool, see table below.
Table 1 reports the structure of the pools. The targeted pool in Čekia database represents all the
firms meeting the same criteria as for the database pool of Hoppensted Bonnier data set (nonfinancial companies with annual turnover of more than CZK 100 mil). The targeted pool of
Hoppensted Bonnier database has been adjusted from the responded pool by subtracting the firms
with turnover below CZK 100 mil annually, since these were not ex ante targeted and are not
included in the Čekia targeted pool. Comparing then the targeted pool of Hoppensted Bonnier
database and of Čekia database we can see very good sample fit of the three turnover classes (CZK
100 – 500, 500 – 1000 and above 1000). Majority of the firms report turnover between CZK 100
and 500 mil annually and also the percentage shares of larger companies are very similar.
Correspondingly also the Chi-square test confirmed that these two pools are similarly distributed

2

Česká kapitálová informační agentura – Czech Capital Information Agency, www.cekia.cz
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(Chi-square = 28.77, 14 degrees of freedom, 1% significance level). We can therefore state that the
turnover structure of the responded pool of our survey are not systematically biased from the
targeted pool in the database.
Table 1:

Structure of the pools

Hoppensted Bonnier database
Responded pool

Čekia database

Targeted pool

Targeted pool

Turnover

Number

Percent

Number

Percent

Number

Percent

below 100

9

5%

0

0%

0

0%

100 - 500

109

58%

109

63%

1 182

63%

500 - 1 000

30

16%

30

17%

277

15%

above 1 000

33

18%

33

19%

408

22%

n/a

7

4%

0

0

0

0

188

100%

172

100%

1 867

100%

Total

However the received questionnaires might be subject of self-selection bias. The respondents selfselection can be affected by the transaction costs (the opportunity costs of the time spent with the
questionnaire, the postal cost), by the season (time period of the survey can be bottom for some
sectors) but most importantly by the characteristics of the respondents and their companies
(respondents in firms undergoing financial distress are expected to be more willing to share their
experiences).
Since we did not differentiate across business sectors, since we are not able to compare our sample
of firms with the sector statistics of Czech statistical office in order to decide on the sample bias for
the whole Czech economy. However we are convinced that our sample is sufficiently
representative. Since it stems from the above mentioned firm database that is collected from all
public available data sources, there is no reason to believe this sample is different from the
population of firms in Czech economy.
3.2

Questionnaire layout

We investigate the perceptions of the financial managers of the Czech firms on the particular
financial instruments and ways of financing. The first part investigates what do the managers think
about the bank loans, factoring, or trade credit. Do managers perceive any difference in the
utilization of particular financial instruments of working capital and/or investment financing? Is
there any difference between the management perceptions linked to a particular firm characteristics
like size, profitability, equity endowment? We wish to shed the light on these types of aspects in
the corporate financing decisions.
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In Part 1 of the questionnaire we ask for the identification of the firm and the respondent, and other
firm characteristics, namely total assets, shareholders´ equity, total revenues, operating profit and
profit after tax. The ownership structure is characterized in terms of percentage stakes of particular
shareholder groups (domestic legal entities, foreign legal entities, private individuals – managers,
private individuals – employees, private individuals – others, government, and other shareholders).
In Part 2 of the questionnaire we ask for a general opinion on features of particular financial
instruments. We have identified five different instruments of the internal financing (from equity
increase through retained earnings to venture capital entrance) and six different instruments of the
external financing (from loans through factoring to trade credit). The respondents are asked for
their perceptions of particular financial instrument availability, legal circumstances, related costs
and in some cases also other relevant factors. The disinvestments are also included as internal
source of financing since the sale of the fruitless asset may serve as a financial instrument for
purchase of new assets (be it working capital financing for current assets or investment financing
for fixed assets).
In Part 3 of the questionnaire we ask about opinion on the importance and frequency of use of each
particular financial instrument considered in Part 2. In addition to it we separate the questions in
two sub-sets: working capital financing and investment financing. There are two major reasons for
this separation. Firstly some financial instruments are only applicable for one sub-set (factoring can
be hardly used for financing of investment activities), secondly it is expected that the respondent’s
perceptions shall differ with time horizon.
The layout of the questionnaire is partially inspired by the studies of Dvořák (2000), Isachenkova
and Mickiewicz (2004) and Beattie et al (2004). Early versions of the questionnaire were pre-tested
with selected PhD students at Faculty of Social Sciences, Charles University in Prague in order to
collect the feedback on the questionnaire layout from the respondents educated in the financial
field. Furthermore, a pilot study has been conducted at the University of Buckingham Business
School and at the sample of companies from the register of the Institute of Trade and Industry of
the Czech Republic in order to collect the feedback on the questionnaire layout from the relevant
ultimate respondents among financial managers. Full wording of the questionnaire is enclosed in
the appendix to this study.
4.

Empirical analysis

In this section we turn to our empirical evidence from opinion survey of financial managers of
Czech firms. First, we describe the descriptive statistics, then we provide the results of the survey
based on Chi Square Sign Test and Logit regression.
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4.1

Findings

In this section we first report on profile of the respondents characteristics and then we provide the
interpretation of the results of the questionnaires.
4.1.1

Descriptive characteristics of the respondents

Table 2 reports the respondents differentiated according to their gender. About three quarters of the
respondents were male and one quarter female, which corresponds to the general perceived
distribution of the population of financial managers.
Table 2:
Respondents

Gender of the respondents
Number

Percent

Male

139

74%

Female

49

26%

Total

188

100%

Table 3 reports the responding firms differentiated according to annual turnover volume. Despite
the fact that only firms of turnover above CZK 100 mil were selected in the respondent’s database,
we have found a small proportion with lower turnover in our respondent’s pool. These are
companies whose annual turnover is very close to CZK 100 mil, therefore they have been further
included into processing. As can be seen the majority of the firms have annual turnover from
CZK 100 to CZK 500 mil which can be considered as lower-end of the mid-sized firms in the
Czech economy. Also the firms with higher annual turnover are sufficiently represented therefore
we can accept our respondent’s pool as acceptably representing whole population of Czech firms.
Table 3:

Turnover of the firms (annual, in CZK mil)

Turnover

Number

Percent

below 100

9

5%

100 - 500

109

58%

500 - 1 000

30

16%

above 1 000

33

18%

n/a

7

4%

188

100%

Total
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Table 4 reports the firms differentiated according to the origin of the group of the shareholder
having the largest shareholding. In the largest firms the groups of shareholders holding majority
stake of the respondent’s firm are firms of domestic or foreign legal entity or private individuals
active as managers represent. Other types of shareholders such as employees, other private
individuals or government bodies are not common to hold majority shareholdings. Very rare are
also firms with dispersed ownership where the largest shareholder controls only minority stake.
Table 4:

Group of largest shareholders in the firms

Group of largest shareholders

Number

Percent

Legal entities - domestic

42

22%

Legal entities - foreign

55

29%

Private individuals - managers

47

25%

Private individuals - employees

6

3%

Private individuals - other

19

10%

Government and its institutions

12

6%

Firms with only minority shareholders

4

2%

N/A

3

2%

Total

188

100%

Firms with group of shareholder holding majority

Table 5 reports the firms differentiated according to their equity ratio. The firms are equally
distributed as about one third are firms with low- (equity ratio below 40%), one third with average(equity ratio of 40% - 60 %) and one third with rather high capital endowment (equity ratio above
60%). Thus our respondents represent both companies with low and high share of the debt in their
balance sheet. For our purposes we do not count for differences in equity endowments according to
the industries.
Table 5:

Equity ratio of the firms

Equity ratio of the firms Number Percent Percent in subtotal
up to 20%

27

14%

20% - 40%

35

19%

40% - 60%

56

30%

60% - 80%

47

25%

above 80%

16

9%

N/A

7

4%

4%

Total

188

100%

100%

33%
30%
34%

Graph 1 reports the firms differentiated according to the ordinary income margin. As can be seen
the respondent’s pool includes both profitable and loss-making firms with majority of firms
producing positive ordinary income margin below 5%.
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Graph 1: Ordinary income margin
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4.1.2

Respondents´ perceiving

First we comment on how the respondents perceive the characteristics of the particular instruments
of the internal and external financing. Then we comment on how the respondents perceive the
importance of these instruments. The questionnaires are interpreted using the Chi Square Sign Test
and the results are reported in Annex II, tables 7, 8, 9 and 10.
Part Two of the questionnaire – internal financing
Equity increase
Generally, according to their perceptions respondents are not in accord whether the availability of
this instrument is perceived as limited or sufficient. However the firms with international majority
shareholder perceive the availability of this instrument as sufficient. This is probably their financial
managers feel sufficient support from their international parent with possible equity increase if
necessary. On the other hand the firms with ordinary income margin between 0% and 5% perceive
the availability this instrument as limited. The interpretation of this could be that firms with low
profitability can hardly expect additional equity. The legal circumstances are generally perceived
as unimportant and the costs of this instrument are generally perceived as high.
IPO
The availability of this instrument is generally perceived as limited, the legal circumstances are
generally perceived as complex and the costs of this instrument are generally perceived as high.
The minimal amount of the issue of about CZK 100 mil is generally perceived as limiting.
However firms with annual turnover above CZK 1 billion perceive the minimal amount of the issue
as acceptable. This is no surprise as these firms usually have sufficient legal and financial
infrastructure at hand in order to cope with the minimal issue amount.
Retained earnings
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The availability of this instrument is generally perceived as sufficient. Surprisingly also the firms
with negative ordinary income margin do not perceive the availability of this instrument as limited.
The legal circumstances are generally perceived as unimportant. The costs of this instrument are
generally perceived as low.
Disinvestments
The availability of this instrument is generally perceived as limited and the stability of the firm is
generally perceived to decreased. The legal circumstances are generally perceived as unimportant.
The respondents are not generally in accord whether the costs of this instrument are low or high.
However firms with ordinary income margin above 10%, or firms with annual turnover between
CZK 500 mil and CZK 1 billion, or firms with domestic majority shareholder perceive the costs of
this instrument as low. The respondents are not generally in accord whether the firm’s future
standing is deteriorated or not. However firms with ordinary income margin above 10% perceive
the impact as not deteriorating. Hence larger and more profitable firms do not perceive this
instrument as costly and its impact as deteriorating. These firms can usually easily manage the
proper timing of the disinvestments and therefore must not sell their assets below the market price.
This, however, can be the case for the firms in financial distress.
Venture capital entrance
The availability of this instrument is generally perceived as limited, in addition the stability of the
firm is generally perceived as decreasing and the legal circumstances are generally perceived as
complex. The costs of this instrument are generally perceived as high and new shareholders
interests are generally perceived to be limiting for the firm.

Out of the instruments of the internal financing only the retained earnings are perceived as
instrument both available and with acceptable related costs. All other instruments are perceived as
limitedly available and/or costly. In addition the disinvestments and venture capital entrance were
also found as firm’s stability deteriorating instruments.

Part Two of the questionnaire – external financing
Bank loan
The availability of this instrument is generally perceived as sufficient. The respondents are not
generally in accord whether the collateral requirements are appropriate or high. However the firms
with ordinary income margin between 5% and 10%, or firms with annual turnover above
CZK 1 billion, or firms with international firms as majority shareholder do perceive the collateral
requirements as appropriate. On the other hand, the firms with negative ordinary income margin
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perceive the collateral requirements as high. The interpretation is straightforward the Czech banks
have much less strict collateral requirements for more profitable firms or for firms with
international parents, then for the loss making firms. Firms with the turnover above CZK 1 billion
and the firms with international parent have much better negotiation position towards the banks
than the other firms. In case of the more profitable firms the credit risk of these borrowers is much
lower and therefore the banks do not need to require the collateral. On the other side loss making
firms represent an substantial risk for the borrowing banks therefore the more strict collateral
requirements seem to be the only way how the banks can provide financing. The interest rates are
generally perceived as appropriate. The debt service is generally perceived as appropriate.
Intra-group loan
The respondents are not generally in accord whether the availability of this instrument is limited or
appropriate. However the firms with ordinary income margin between 5% and 10% perceive this
instrument as limited whereas the firms with international firms as majority shareholder perceive
this instrument as appropriate. Again, this shall not be surprising, since the firms with international
parent have much stronger support from the parent than other firms. Firms with domestic parent
seem to be less financially strong in order to provide the subsidiaries with intra-group financing.
The collateral requirements are generally perceived as appropriate. The interest rates are generally
perceived as appropriate. The debt service is generally perceived as appropriate. Usually if the
intra-group financing is provided than it serves as the support of the domestic subsidiary, hence
bianco financing with favorable interest rates is common.
Third party (non-bank) loans
The availability of this instrument is generally perceived as limited. The collateral requirements
are generally perceived to be high. The interest rates are generally perceived as high. The debt
service is generally perceived as limiting. The interpretation of this may be that third-party loans
are usually provided to firms, with no bank financing (too high credit risk) or with no intra-group
financing (no strong parent) is available. Under these circumstances the financial intermediary (the
third party) takes substantial risk of loan default that must be outweighed by higher interest rates
and/or strong collateral.
Bonds
The availability of this instrument is generally perceived as limited. This is no surprise. In the
Czech Republic with bank-based financial system where the capital market financing is not that
common. Therefore it seems to be also limited for the firms which would take this instrument into
consideration. The respondents are not generally in accord whether the collateral requirements are
appropriate or high. However the firms with managers as majority shareholders perceive the
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collateral requirements as high, whereas the firms with state as majority shareholder perceive the
collateral requirements as appropriate. The interest rates are generally perceived as appropriate.
The respondents are not generally in accord whether the debt service is limiting or acceptable.
However the firms with annual turnover above CZK 1 billion perceive the debt service as
acceptable, whereas the firms with managers as majority shareholders perceive the debt service as
limiting. This can be the case that larger firms have much easier access to the capital market,
whereas the firms with managers as controlling shareholder not. The minimal amount of the issue
of about CZK 400 mil is generally perceived as limiting.
Financial leasing, operative leasing, sale-and-lease-back
There is no substantial difference between perceptions of these three particular leasing types. In all
three types, the availability of this instrument is generally perceived as sufficient, the collateral
requirements are generally perceived as appropriate and the leasing payments are generally
perceived as appropriate. Only the strength of the accord among the respondents is rather higher for
the anterior type and rather weaker for the latter type.
Subsidies (government, municipal, EU and other)
The availability of this instrument is generally strongly perceived as limited. There were only 12
firms (6,4%) that perceived the subsidies as sufficiently available. These firms were either active
on agriculture or R&D industry or majority owned by government.
Factoring
The availability of this instrument is generally perceived as sufficient. However the factoring
related costs are generally perceived as limiting and the interest rates are generally perceived as
high. The respondents are not generally in accord whether the administrative requirements are high
or appropriate. However firms with ordinary income margin above 10% perceive the
administrative requirements as high. Here the interpretation seem not be straightforward. Either the
more profitable firms are used to very efficient labor force and hence the labor demanding
factoring financing seem to be administratively limiting. Or the more profitable firms usually
finance with banks on bianco basis, here again the factoring financing must be perceived as
administratively limiting.
Suppliers trade credit
The availability of this instrument is generally perceived as limited. The costs of this instrument are
generally perceived as appropriate. Trade credit seems to be the easiest way of the firm financing.
The longer payment terms are very popular as financial instrument, but as every firm would likely
finance that way, this instrument must be limited at the end. And as the longer payment terms seem
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not to be sufficiently rewarded by price discount (hence hidden interest rate of the money), this
financial instrument is perceived as not costly.

Out of the instruments of external financing the bank loans, all types of leasing and also factoring
are perceived as sufficiently available instruments. Besides this, the availability of the intra-group
loans is perceived as sufficient if only respondents with majority shareholder as foreign legal entity
were taken into account. Surprisingly also the related costs were found as appropriate except for
costly factoring and third party loans. For majority of the instruments of external financing the
collateral requirements are perceived as appropriate.

Part Three of the questionnaire – Importance and frequency of use
Concerning the importance of respective financing instruments the relevant instruments have been
considered differently for financing of working capital needs and for financing of investment
activities needs. The respondents generally perceive the instruments of internal financing more
important for working capital financing than the instruments of external financing, which strongly
supports the pecking order theory. However out of the instruments of internal financing only
retained earnings are perceived as important whereas the other types of instruments are perceived
as unimportant. Out of the instruments of external financing the bank loans and suppliers trade
credit are perceived as important. Also here other types of external financial instruments are
perceived as unimportant. There is no statistically significant difference between respondent’s
perceiving of importance and frequency of use of particular financial instrument. In other words
there is no financial instrument very important but rarely used, or not important and often used.
This means that firms use more the important instruments and use less the unimportant ones.
On the other side in the case of financing of investment activities the instruments of internal
financing and instruments of external financing are similarly perceived as important. Hence for the
investment activities the pecking order theory seems to be less valid. Out of the instruments of
internal financing again the retained earnings are perceived as important instrument whereas the
other types of instruments are perceived as unimportant. Out of the instruments of external
financing the bank loans and the financial leasing (and not the operative leasing or sale-and-leaseback transactions) are perceived as important instruments. And again there is no statistically
significant difference between respondent’s perceiving of importance and frequency of use of
particular financial instrument.
4.1.3

Regression analysis

In this section we provide the regression analysis of the questionnaire results.
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Regression equation
Here we investigate the respondents’ answers on the questions in part two of the questionnaire
related to opinions on particular financial instruments. Since the answers are generally bi-variate in
form of sufficient/limited or high/low, we use the logistic regression for the computations.
The logistic model takes following verbal form
Dependant variable [0,1] =
constant + equity ratio + total revenues + ordinary income margin

(1)

The equation 1 can be rewritten in following form:
Ln [ p / (1-p) ] = B0 + B1 EqR + B2 lnTREV + B3 OIM

(2)

where p is probability of presence of characteristic and 1-p is probability of absence of
characteristic, EqR is equity ratio, lnTREV is natural logarithm of total revenues and OIM is
ordinary income margin. Hence as the explanatory variables for the dependant variables there were
considered the corresponding information provided by the respondents about their company in the
part one of the questionnaire. There were also dummies for the largest shareholder type utilized in
the regressions, however and surprisingly, none of them was found statistically significant,
therefore we do not report them in this section.
We run this regression for each question in the part two of the questionnaire. There were found
statistically significant explanatory variables in the following questions (hypotheses):
Model 1:

Availability of equity issue on capital market is limited.

Model 2:

Legal circumstances of equity issue on capital market are unimportant.

Model 3:

Costs of equity issue on capital market are low.

Model 4:

The minimum volume of approximately CZK 100 mil issue is acceptable.

Model 5:

Availability of retained earnings is limited.

Model 6:

Costs of the venture capital entry are low.

Model 7:

Availability of bank loans is limited.

Model 8:

Collateral requirements for bank loans are high.

Model 9:

Interest rates for bank loans are high.

Model 10:

Debt service of intra-group loans is acceptable.

Model 11:

Debt service of third party loans is acceptable.

Model 12:

Availability of bonds is limited.

Model 13:

Debt service of bonds is acceptable.

Model 14:

The minimum volume of approximately CZK 400 mil issue is acceptable.

Model 15:

Leasing payments of operative leasing are high.

Model 16:

Leasing payments of sale-and-lease-back are high.
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Model 17:

Availability of subsidies is limited.

Model 18:

Availability of factoring is limited.

Model 19:

Costs of factoring are acceptable.

Model 20:

Availability of trade credit is limited.

Model 21:

Costs of trade credit are acceptable.

Regression results
The estimation results for whether or not a respondent has positive answered the investigated
question are presented in the table 6. The slope coefficients represent the changes in the logit
estimates for a change of one unit in the independent variable.
Table 6:

Regression results

Dependant
variable

Constant

EqR

LnTREV

OIM

Overall
Chisquare

model 1
model 2
model 3
model 4
model 5
model 6
model 7
model 8
model 9
model 10
model 11
model 12
model 13
model 14
model 15
model 16
model 17
model 18
model 19
model 20
model 21

6,51
-4,19
0,31
-11,25
-1,83
3,42
3,72
5,46
3,82
-1,81
-5,28
2,59
-5,73
-3,28
-0,51
-0,33
5,55
-1,59
2,60
1,88
0,01

-1,57
1,96 **
-0,42
2,16 **
0,90
0,85
-1,66 *
-0,62
-0,14
-1,54
0,12
-3,23 ***
1,20
0,60 **
-1,48 *
-0,53
-3,38 **
1,28
-0,39
-0,01
-1,63 *

-0,31 *
0,14
-0,08
0,70 ***
0,09
-0,41 **
-0,34 **
-0,39 ***
-0,38 **
0,31 *
0,34 **
0,05
0,38 **
2,6
0,01
-0,04
-0,11
0,04
-0,24 *
-0,14
0,17

-1,6
-0,38
7,38 **
-1,21
-7,89 ***
4,85
-2,78
-3,36
3,08
2,78
1,30
-2,45
-0,22
0,05 *
0,89
4,99 *
4,35
-5,28 *
4,29
4,25 *
0,02

6,55
4,58
5,76
19,66
8,26
8,85
8,69
12,38
7,09
6,16
5,86
10,67
8,84
10,04
3,13
3,01
5,76
4,87
4,79
3,93
4,76

Overall
significance

Correctly
classified

N

*

80,95
78,4
64,86
75,59
66,86
77,69
80,81
58,48
72,51
81,6
66,94
79,2
61,95
78,4
78,83
69,50
92,31
66,44
59,29
56,89
79,63

126
125
111
127
169
130
172
171
171
125
124
125
113
125
149
141
156
146
140
167
162

***
**
**
**
***
*
*
***
**
**

Significance on * 10%, ** 5% and *** 1 % respectively.
As suggested by Chi-square levels, the models in general do not have high explanatory power.
Another widely used measure of the overall fit of the model is to examine its ability to correctly
classify observations. This varies from very favorable above 90% correctness to still acceptable
above 60% correctness.
Internal financing
For Availability of equity issue on capital market is limited we found that the higher the total
revenues, the less limited is perceived the availability of the equity issue on the capital market. For
Legal circumstances of equity issue on capital market are unimportant we found that the higher the
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equity ratio, the more are perceived the legal circumstances of the equity issue as unimportant. For
Costs of equity issue on capital market are low we found that the higher the ordinary income
margin, the more are perceived the costs of the equity issue as low. For The minimum volume of
approximately CZK 100 mil of equity issue is acceptable we found that the higher the equity ratio
and the higher the total revenues, the more acceptable is perceived the minimum volume of the
issue. Hence, the larger firms in terms of revenues perceive the IPO as more available, the more
profitable firms perceive it as less costly, the better capital endowed firms perceive the legal
circumstances less important and the minimal volume of IPO issue is perceived as more acceptable
by larger firms in terms of revenues and by better capital endowed firms. These outcomes confirm
our expected significant impact of economies of scale on IPO issues.
For Availability of retained earnings is limited we found that the higher the ordinary income
margin, the less limited is perceived the availability of retained earnings. This is very intuitive
outcome as the more profitable companies have larger profits, hence also larger retained earnings
and therefore perceive the retained earnings as more available.
For Costs of the venture capital entry are low we found that the higher the total revenues, the less
are perceived the costs of venture capital entry as low. In other words larger firms perceive the
venture capital as more costly. This might be the case that the managers of larger firms are more
afraid to share the power and profit with the venture capital funds that are said to be very tough in
negotiations, very demanding on the management and very much profit oriented.
External financing
For Availability of bank loans is limited we found that the higher the equity ratio and the higher the
total revenues, the less limited is perceived the availability of the bank loans. For Collateral
requirements for bank loans are high we found that the higher the total revenues, the less are
perceived the collateral requirements for bank loans as high. For Interest rates for bank loans are
high we found that the higher the total revenues, the less are perceived the interest rates for bank
loans as high. These outcomes are also rather intuitive and confirm our present knowledge on
banking sector. Larger firms perceive the bank loans as more available, less collateral demanding
and interest rates as lower. This is clearly thanks to their stronger negotiation power in the bankcustomer relationship. Larger firms have more power to make pressure on the banks in terms of the
financing conditions and also the banks are keen to borrower the larger firms in order to enjoy the
advantages of relationship with large firm (name lending, side-business and cross-selling
potential).
For Debt service of intra-group loans is acceptable we found that the higher the total revenues, the
more acceptable is perceived the debt service of intra-group loans. The larger firms are more to be
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expected to be members of (international) groups with usual parent financing support, therefore
they perceive the debt service of intra-group lending as more acceptable.
For Debt service of third party loans is acceptable we found that the higher the total revenues, the
more acceptable is perceived the debt service of the third party loans. Clearly this is also intuitive,
as the economies of scale have impact also on this field. Smaller firms need to count with larger
relatively agency-costs in borrower-debt-holder relationship, therefore they face also more costly
debt service.
For Availability of bonds is limited we found that the higher the equity ratio, the less limited is
perceived the availability of bonds. For Debt service of bonds is acceptable we found that the
higher the total revenues, the more acceptable is perceived the debt service of bonds. For The
minimum volume of approximately CZK 400 mil of bond issue is acceptable we found that the
higher the equity ratio and the higher the ordinary income margin, the more is perceived the
minimum volume of bond issue as acceptable. Hence, for the bonds, the larger, more profitable and
more capital endowed firms perceive the bond issues as more available and less costly. This is also
intuitive outcome as investors are less keen to borrow to equity-weak, small and unprofitable firms.
For Leasing payments of operative leasing are high we found that the higher the equity ratio, the
less are perceived the leasing payments of operative leasing as high. For Leasing payments of saleand-lease-back are high we found that the higher the ordinary income margin, the more are
perceived the leasing payments of sale-and-lease-back as high. The empirical results for leasing
instruments are not that easy to interpret. However the sale-and-lease-back transactions are said to
be often result of adverse selection, as they are utilized by firms of weaker financial standing (in
financial distress), therefore also the pricing of this instrument mirrors the larger exposure risk of
the debt-holders. On the other side operative leasing seems to be more standard financial
instrument utilized by all types of firms (more and less profitable), therefore here the better capital
endowed firms (and hence of better financial standing) perceive the leasing payments as less costly
(as they are able to be funded for lower risk premiums).
For Availability of subsidies is limited we found that the higher the equity ratio, the less is
perceived the availability of the subsidies as limited. It seems to be that the better capital endowed
firms are also better endowed by internal infrastructure for attendance in subsidies programs,
therefore they perceive the subsidies more available.
For Availability of factoring is limited we found that the higher the ordinary income margin, the
less limited is perceived the availability of factoring. For Costs of factoring are acceptable we
found that the higher the total revenues, the less acceptable are perceived the costs of factoring. It
is not much easy to interpret the evidence of factoring as well. However it seems to be that the
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factoring is more available for more profitable companies (as the debt-holders are more keen to
provide the financing), however larger firms perceive the factoring as more costly, because the less
costly alternative of bank loans is also very much available to them.
For Availability of trade credit is limited we found that the higher the ordinary income margin, the
more limited is perceived the availability of the trade credit. For Costs of trade credit are
acceptable we found that the higher the equity ratio, the less acceptable are perceived the costs of
the trade credit. Here it might be the case that the better capital endowed firms do favor other types
of financing (such as bank financing) where they can enjoy better price conditions and do not use
so often the trade credit.
5.

Conclusion

In this paper we investigated the determinants of corporate financing decision-making. The
literature survey section provided an overview of the points of difference in the theoretical
literature and also some relevant empirical evidence. In the empirical analysis section it has found,
that the respondents follow pecking order theory in short term financing, when they prefer internal
financing. Of internal financing instruments it found retained earnings as the most important.
Among external financial instruments it finds bank loans and suppliers trade credit as important.
Concerning the financing of the investment activities it found only a weak support for pecking
order theory. Both instruments of internal and external financing were found to be similarly
important. Firms reported again to prefer retained earnings and bank loans, and leasing.
Respondents perceived IPO as less available and costly. However larger firms perceive it as more
available than smaller firms. Retained earnings are perceived as sufficiently available, not costly
and with not very complex legal procedures. Naturally, more profitable firms perceived this
instrument as more available. Bank loans were perceived as sufficiently available. More profitable
firms and larger firms in terms of revenues perceive the collateral requirements as appropriate,
whereas loss-making firms perceived the collateral requirements as a limitation. Interest rates were
generally perceived as appropriate, and the larger firms perceived the interest rates as more
appropriate than do the smaller firms. Intra-group loans are perceived as sufficiently available by
firms with an international parent. The larger the firms, the more acceptable they found the debt
service of intra-group loans. The third party (non-bank) loans are generally perceived as less
available, costly and with high collateral requirements. However the larger firms perceive the debt
service of third party loans as more acceptable. Bond issues were perceived as less available, the
minimal issue value as limiting, but with appropriate interest rates. However more profitable firms
perceived the minimal issue value as less limiting. Leasing instruments are generally perceived as
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sufficiently available, with appropriate collateral requirements and appropriate debt service
(leasing payments). More profitable firms perceived the sale-and-lease-back transactions as more
costly. Factoring is generally perceived as sufficiently available, however with limiting factoringrelated costs and high interest rates. More profitable firms perceived the administrative
requirements of factoring as higher, but at the same time as more available and larger firms
perceive it as more costly. The availability of the trade credit was generally perceived as limited,
however with appropriate costs.
Our results are fully in line with other empirical evidence. Czech firms seem to follow pecking
order theory in financial decision-making, similarly to Graham and Harvey (2001), Beattie et al
(2004) and Brounen et al (2004). We also provide additional evidenced that Czech financial system
is a bank–based one, similarly to Bratkowski et al (1999). We are also in accord with Dvořák
(2000), that firms with an international parent perceive intra-group loans as more available and that
larger firms perceive bond funding as available.
There are number of recommendations to the current practice. The factoring market should focus
on limiting administrative requirements of the factoring service if it is to tackle the major concern
of the respondents. We may expect that the demand for the bank loans and leasing will not
decrease in the future. These instruments are perceived as the most important ones among the
external financing instruments. Moreover, to increase the demand for bond issues, the minimal
volume of the issue need to be lowered. As to firms; firms need to grow larger and more profitable
in order to enjoy more available and less costly financial instruments.
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Annex I: Questionnaire

Structure of the questionnaire:
In Part 1 we ask for the information about you and your company. Fill in the appropriate answer.
In Part 2 we ask on your opinion on financial instruments separately for debt and equity. Mark the appropriate answer.
In Part 3 we ask about your opinion of the importance and frequency of utilization of individual financial instruments in your
company separately for operational and investment needs. Mark the most apropriate option on both scales.
Part 1: Informtion about You and Your company

Debt
1 Credit/loan
1.1 bank loan
instrument´s availability is
o sufficient o limited o other
collateral requirements are
o appropriate o high
o other
interest rates are
o appropriate o high
o other
debt service is
o limiting
o acceptableo other
Total Assets:……………………………………………………………
CZK thousand
…………………………
Shareholders' Equity: ……………………………………………………………
CZK thousand
1.2 incompany (intra group) credit
Sales Revenues: …………………………………………………………………
CZK thousand
instrument´s availability is
o sufficient o limited o other
Operation Earnings: ………………………………………………………………………..
CZK thousand
collateral requirements are
o appropriate o high
o other
Profit after tax: ………………………………………………………
CZK thousand
interest rates are
o appropriate o high
o other
End owners of the company
debt service is
o limiting
o acceptableo other
legal entities - domestic: ………………………………………………………
%
…………………………
legal entities - foreign: ……………………………………………………………
%
1.3 third parties credit
physical persons - managers: ………………………………………………..
%
instrument´s availability is
o sufficient o limited o other
physical persons - employees: ……………………………………………
%
collateral requirements are
o appropriate o high
o other
physical persons - others: ……………………………………………………
%
interest rates are
o appropriate o high
o other
state and state institutions: ……………………………………………………….
%
debt service is
o limiting
o acceptableo other
others: …………………………………………………………………………
%
…………………………
2 Bonds

Company
Registered
Name and position of the
Yes, we are intersted in the results of this research by e-mail.
Please email them on the address:

Part 2: General opinion on financial instruments
divided to debt and equity
Equity
1 Equity increase
instrument´s availability oissufficient o limited
legal circumstances are o complex
o unimportant
cost of the instrument iso high
o low
…………………………
2 Equity issues on capital market
instrument´s availability oissufficient o limited
legal circumstances are o complex
o unimportant
cost of the instrument iso high
o low
the minimum barrier of
o limiting
o acceptable
aprox.1oo ooo CZK is
…………………………
3 Retained earnings
instrument´s availability oissufficient o limited
legal circumstances are o complex
o unimportant
cost of the instrument iso high
o low
…………………………
4 Disinvestments
instrument´s availability oissufficient o limited
firm's stability
o improves o decreases
legal circumstances are o complex
o unimportant
cost of the instrument iso high
o low
company future
o deteriorates o no impact
…………………………
5 Venture capital entrance
instrument´s availability oissufficient o limited
firm's stability
o improves o decreases
legal circumstances are o complex
o unimportant
cost of the instrument iso high
o low
interests of new
o limiting
o contributing
shareholders are

…………………………
6 Other (please specify)
…………………………

o other ………
o other ………
o other ………

o other ………
o other ………
o other ………
o other ………

o other ………
o other ………
o other ………

o other ………
o no impact
o other ………
o other ………
o other ………

o other ………
o no impact
o other ………
o other ………
o other ………

instrument´s availability is
o sufficient o limited o other
collateral requirements are
o appropriate o high
o other
interest rates are
o appropriate o high
o other
debt service is
o limiting
o acceptableo other
the minimum barrier of
o omezující o přijatelná o other
aprox.4oo ooo CZK is
…………………………
3 Leasing
3.1 financial leasing
instrument´s availability is
o sufficient o limited o other
collateral requirements are
o appropriate o high
o other
lease payments are
o appropriate o high
o other
…………………………
3.2 operative leasing
instrument´s availability is
o sufficient o limited o other
collateral requirements are
o appropriate o high
o other
lease payments are
o appropriate o high
o other
…………………………
3.3 sale and lease back
instrument´s availability is
o sufficient o limited o other
collateral requirements are
o appropriate o high
o other
lease payments are
o appropriate o high
o other
…………………………
4 Subsidies (state, municipal, EU and other)
instrument´s availability is
o sufficient o limited o other
…………………………
5 Factoring
instrument´s availability is
o sufficient o limited o other
cost of factoring are
o limiting
o acceptableo other
interest rates are
o appropriate o high
o other
administrative requirements are
o appropriate o high
o other
…………………………
6 Trade credit from suppliers
instrument´s availability is
o sufficient o limited o other
cost of instruments are
o limiting
o acceptableo other

………
………
………
………

………
………
………
………

………
………
………
………

………
………
………
………
………

………
………
………

………
………
………

………
………
………

………

………
………
………
………

………
………

…………………………
7 Other (please specify)
…………………………
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Part 3: use of financial instruments in your company
Operational financing of your company
Assess the importance and frequency of the use of the following financial instruments for
working capital financing of your company. Mark the most appropriate option on both
scales.
Importance
Use
High
Low Frequent
1
2
3
4
5
1
2
3

4

Rare
5

Equity (in general)
Debt (in general)
Equity - specific financial instruments
Equity increase
Equity issues on capital market
Retained earnings
Disinvestments
Venture capital entrance
Other
Debt - specific financial instruments
Cradits and loans
bank loans
incompany/intra group credits
third party credit
Bonds
Leasing
financial leasing
operative leasing
sale and lease back
Subsidies (state, municipal, EU and other)
Factoring
Trade credit from suppliers
Other

Investment financing of your company
Assess the importance and frequency of the use of the following financial instruments for
investment financing of your company. Mark the most appropriate option on both
scales.
Importance
Use
High
Low Frequent
1
2
3
4
5
1
2
3

4

Rare
5

Equity (in general)
Debt (in general)
Equity - specific financial instruments
Equity increase
Equity issues on capital market
Retained earnings
Disinvestments
Venture capital entrance
Other
Debt - specific financial instruments
Cradits and loans
bank loans
incompany/intra group credits
third party credit
Bonds
Leasing
financial leasing
operative leasing
sale and lease back
Subsidies (state, municipal, EU and other)
Factoring
Trade credit from suppliers
Other
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74* 43

costs of the instrument

costs of the instrument

company future

144 16 11

99* 23

costs of the instrument

interests of new shareholders

122 17* 6

135 24* 4

145 15 12

21

11 13

23 16* 3

32

29

29

18 12

19 20* 6

26

27

30

6 21* 27

8 22* 30

18 11

13 16

5 27* 32

4 17* 21

14 18

9

6

9

8
11 6

9

11 8

1 43* 44

48

42

41

21 20

17 30* 6

77

59

48

71

67

38 26

36 44* 9

20

11

19

17

11 7

11 6

6 12

46

43

39

13 28* 4

18 26* 10

8

3
8* 2

32

17

9

18

13

10

18

16
17

8
10 5

6

9* 0

9

14

15

14

2 13* 15

10 7

5 11

2 17* 19

3 10* 13

3 15* 18

6 12

0 6*

4 2

3 3

2 4

5* 0

5 1

3 3

0 6*

1 5

4 2

3 3

2 4

1 3

3 3

3 2

0 6*

3 3

4 2

3 1

11 5* 0

0 19* 19

9

36 12* 2

38

6 33* 39

9 28* 37

24 19

18 21

6 38* 44

5 25* 30

15 30* 45

12 31* 43

17 26* 12

18

0 16* 16

10 9

10 7

8

19

1 10* 11

9

8 11

5 14* 19

5

6

6

6

6

6

6

6

4

6

5

6

6

6

4

5

6

6

6

6

33

39

35

20* 8

25* 9

19 16

50

34

32

45

39

34

18 20

28 26* 8

94

10

8

9

9

9

10

12

12

6 2

6 2

0 8*

3 6

3 5

3 6

4 7

2 4

4 8

3 6

9

8

8

8

9

8

9

11

6

12

9

0 10* 10

6 4

2 6

5 4

34 8* 1

33

38

11 26* 37

6 28* 34

21 18

20 14

7 37* 44

6 21* 27

17 28

15 26* 41

34 25* 8

35

8 26* 34

6 31* 37

20 15

13 23* 36

6 34* 40

4 23* 27

15 26* 41

11 29* 40

5 4

4 6

8 4

7 5

34 7* 2

3 43* 46

42 34* 16

18 16

31 21* 11
37

39

6 30* 36

20 19

35 26* 8

2 40* 42

26 16

26* 11

23* 8

27* 8

49
16 31* 47

40 32* 17

8 26* 34

23* 10

20 19

state
b count a b count

entities

foreign legal

b count a

16 24

b count a b count a

34 13* 0

28

34

1 41* 42

21 35* 11

4 16* 20

2 9*

12 16

18 31* 3

7 15* 22

7 13

40

4 30* 34

17 28* 6
14

45

15 31* 46

20 25

b count a

17 26* 14

0 21* 21

12 9

12 6

10 4

53 11* 2

60

64

13 53* 66

15 50* 65

42 29

27 40

12 63* 75

13 42* 55

27 51* 78

22 49* 71

38 51* 9

41

8 29* 37

8 30* 38

26 16

21 20

8 39* 47

4 28* 32

11 35* 46

9

22

22

2 15* 17

8

14 8

9 13

52 13* 4

2 73* 75

43 34

38 48* 11

35 34* 14

39 43* 9

12 31* 43

17 30* 8

19

4 13* 17

3 16* 19

4 13* 17

5 12* 17

1 21* 22

3

24

7 16* 23

10 14

21 17

26 39* 9

15

20 15

13 46* 59

67

31 46* 77

31 47* 78

41 41* 26

3 33* 36

20 32* 7
17

2 23* 25

32 18* 8

6 26* 32

21 20* 7

24

4 17* 21

6 14* 20

9 12

5 18* 23

3 23* 26

4 13* 17

7 20* 27

8

12 8

46

17 29* 46

23 23

21 26* 15

23

25

5 12* 17

10 11

8 15

15 10

27 11* 4

25

28

1 30* 31

27 23* 9

22 21* 6

17 19* 6

6 19* 25

25

32

32

4 20* 24

15 10

15 17

12 20

23 22* 6

0 26* 26

28 17* 4

27

7 22* 29

3 25* 28

* is statistically significant based on Chi-square sign test

84* 61

103* 32

legal circumstances

27 115* 142

32 111* 143

26

27

7 24* 31

153 16 10

firm´s stability

68

instrument´s availability

Venture capital entrance

63

85

legal circumstances

81

28 142* 170

firm´s stability

3 18* 21

57 116* 173 11 21* 32

23 88* 111

instrument´s availability

2 28* 30

33 20* 7

6 164* 170

178 21 12

51 111* 162 10 21* 31

Disinvestments

11 6

8 18* 26 18* 4

26

25

27

28

4 17* 21

16 9

11 16

13 15

b count a

domestic

employees legal entities

PI -

Group of largest shareholders

below 0% PI - managers PI - others

b count a

0% - 5 %

b count a

5% - 10%

Ordinary income margin

b count a

above 10%

b count a

below 500

b count a

25 19* 4

costs of the instrument

115* 63

135

117 14 12

28

29

32

32

legal circumstances

instrument´s availability

Retained earnings

the minimum barrier of aprox 100 mil CZK 95* 40

103* 29

legal circumstances

132 19* 6

24 109* 133 10 18

instrument´s availability

151 16 13

89* 62

costs of the instrument

Equity issues

72 103* 175 12 20

177 15 17

b count a

legal circumstances

95

b count a

82

a

500 - 1 000

Turnover (CZK mil)

Respondent’s perceiving – results (Part 2 of the questionnaire: equity instruments)

All respondents above 1 000

Table 7:

instrument´s availability

Equity increase

Equity instruments

Annex II: Tables

92

88

22 112 * 134

87 *

interest rates

debt service

65

debt service

400 mil CZK

103 * 28

52

48

9

20

10

6

9

25 15 * 3

8

17

9

12 14

14 11

15 10

16 10

8

7

8

5

6

7

6

11

19 19

21 17

17 21

22 23

29 18

38 48 * 8

38

56

47

47

45

12 42 * 54

58

10 50 * 60

18 42 * 60

12 51 * 63

38 30 * 17

38

8

16

13

8

11

10

6

9

7

8

18

13

14

19 30 * 3

10

19

19

19

13

12

15

4

9*

8

11

11

11

7

6

5

4

5

6

13

11

11

11

1 13 * 14

7

2

3

2 11 * 13

3 10 * 13

33 13 * 0

27

27

8 19 * 27

1 30 * 31

34

8 27 * 35

11 24 * 35

13

6

10

7

28 11 * 2

4 32 * 36

21

5

employees

PI -

4 2

1 3

4 1

2 3

3 3

2 3

1 5

2 4

1 5

2 3

3 3

3 3

1 5

1 4

3 3

1 5

4 2

6

4

5

5

6

5

6

6

6

5

6

6

6

5

6

6

6

20

22

22

12

13

16

26 * 8

21

20

16

3 33 *

10 26 *

5 34 *

14

18

17

17

13

13

34 23 * 10

33

33

32

4 29 *

33 25 * 10

10 24 * 34

25 * 8

4 30 * 34

5 30 * 35

8 28 * 36

1 39 *

34 39 * 5

34 39 * 2

37 33 * 15

8 39 *

42 38 * 10

9 25 * 34

33 * 1

31 * 3

15

b

42 33 * 15

13 28 * 41

32 * 10

a

95

33

31

31

30

33

35

36

36

39

40

44

41

48

47

48

48

49

count

entities

foreign legal

42 41 * 8

b count

35 * 7

a

entities

domestic legal

Group of largest shareholders

b count a b count

4 14 * 18

13

9

12

a

PI - others

27 10 * 2

28

5 22 * 27

17 18 * 9

18

18

4 15 * 19

6

2 15 * 17

4 14 * 18

10

10

17 25 * 3

2 17 * 19

47

47

47

12 34 * 46

17 23 * 4

18

3 14 * 17

60 16 * 1

13 42 * 55

36 43 * 15

4 35 * 39

19 17

6 31 * 37

9 28 * 37

15 26 * 12

14

14

14

16

17

4 12 * 16

4 13 * 17

7 30 * 37

10

26

22 32 * 15

21

22 40 * 7

4 16 * 20

59 15 * 2

24 39 * 63

40 53 * 7

9

7 15 * 22

13

79 15 * 7

79

21 55 * 76

39 51 * 8

42

4 34 * 38

17 35 * 5

2 16 * 18

26 14 * 1

25

25

26

26

20 22

34 45

49 57 * 22

49

79

b count

PI - managers

b count a

below 0%

b count a

0% - 5 %

49 66 * 13

7 42 * 49

16 35 * 4

20

24

24 38 * 11

24 35 * 14

25 42 * 7

2 16 * 18

25 12 * 5

4 20 * 24

3 21 * 24

9

9

15

8

23 15 * 2

6 18 * 24

16

11

9

16

13 11

23 15 * 1

26

3 21 * 24

18 20 * 6

17

17

16

3 16 * 19

11

3 18 * 21

21

34

34

34 22 * 3

10 21 * 31

22 23 * 0

3 18 * 21

10 11

13 21
21 13

21 23 * 0

21

2 18 * 20

23 12 * 5

7 16 * 23

8

131 20 * 5

117

118 15

13

* is statistically significant based on Chi-square sign test

the min. barrier of app.

70 *

interest rates

22

4 21 * 25

23

4 21 * 25

7 18 * 25

117 12 10

58

59

26 105 * 131

8

28 20 * 2

3 24 * 27

28

28

28 27 * 7

5 23 * 28

27 18 * 3

29

2 24 * 26

130 12 11

collateral requirements

43

instrument´s availability

Bonds

36

collateral requirements

99 * 135

23 119 * 142

22 109 * 131

137 25 * 3

132 24 * 3

146 16 13

instrument´s availability

Third parties loans

debt service

117 * 15

122 * 15

78

interest rates

68

14 14

31 20 * 8

31

5 25 * 30

180 29 * 2

42 132 * 174

129 * 51

collateral requirements

instrument´s availability

Intra-group loans

debt service

interest rates

32 25 * 3

b count a

5% - 10%

b count a

above 10%

b count a

below 500

b count a

500 - 1 000

b count a

180 24 * 7

count a

collateral requirements

b

181 28 * 4

a

above 1 000

instrument´s availability 147 * 34

Bank loans

Loans

Debt instruments

All respondents

Ordinary income margin

Respondent’s perceiving – results (Part 2 of the questionnaire: debt instruments)

Turnover (CZK mil)

Table 8:

9

9

9

9

8

8

8

8

4 5

9

4 6 10

8 * 2 10

8 * 2 10

6 4 10

5 4

3 6

4 5

3 6

2 6

7* 1

7* 1

3 5

3 8 11

7 5 12

7 5 12

11 * 1 12

a b count

state

lease payments

140 * 17

116 * 40

collateral requirements

lease payments

99 *

lease payments

52

65

interest rates

administrative requirements

8

33

30

22

14

27

21

* is statistically significant based on Chi-square sign test

6 21 * 27

13 14

7

28

28

32

29

7 25 * 32

18 14

13 16

6

9

7

19

24

6 17 * 23

10 14

5 13 * 18

2 17 * 19

12

46

42

43

10

9

79

65

7

13

8

6

14

8

11

13

21

21

19

19

46

41

4 40 * 44

18 28

20 21

5

10

5

16

16

17

16

16

16

19

10

14

13

15

9

18
4 13 * 17

9

3 11 * 14

4

5 1

3 3

3 3

3 2

3 2

1 4

3 2

0 6*

5 1

3 3

2 4

3 2

4 1

3 2

5 1

19 6 * 0

19

2 16 * 18

11

42 11 * 2

42

15 27 * 42

26 16

19 34 * 8
18

35

37 14 * 2

37 14 * 3

38 14 * 2

40 14 * 2

40 15 * 1

43 17 * 2

45 17 * 2

45 19 * 0

0 44 * 44

18 23 * 12

19 25 * 12

19 25 * 12

18 25 * 13

19 37 * 3

19 37 * 3

21 35 * 8

21 43 * 2

20 45 * 0

2 19 * 21

64 13 * 5

67

11 64 * 75

33 46

31 34

7

65 14 * 4

23 41 * 64

42 44 * 20

43 45 * 22

10 36 * 46

19 27

17 25

19 24

21 21

20 29 * 14

12

65 14 * 5

69

66 14 * 4

66 17 * 2

69 15 * 4

77 19 * 2

78 20 * 1

5 68 * 73

42 45 * 20

42 48 * 17

42 47 * 22

47 44 * 22

47 59 * 7

47 63 * 6

48 60 * 17

48 70 * 8

80 19 * 1

employees

PI -

6

6

5

5

5

5

6

6

6

6

5

5

5

6

6

6

37

41

37

11 29 * 40

18 23

17 20

48

37

37

37

39

96

9 36 * 45

20 28

18 19

16 21

19 18

39 25 * 14

10 28 * 38

29 * 8

24 15

37

36

38

44

44

9

8

8

9

9

3 8 11

6 5 11

3 6

3 5

4 4

5 4

3 6

9 * 1 10

8 * 2 10

8 * 2 10

9 * 1 10

9 * 1 10

45 10 * 0 10

48 11 * 1 12

48 11 * 1 12

48 11 * 0 11

4 38 * 42

23 14

39 29 * 7

40 26 * 12

38 36 * 8

37 40 * 4

39 38 * 7

41 38 * 10

40 44 * 4

39

state
b count a b count

entities

42 48 * 0

3 38 * 41

26 * 13

32 * 7

30 * 10

27 * 11

33 * 4

37 * 2

30 * 11

35 * 5

42 * 0

b count a

entities

domestic legal foreign legal

Group of largest shareholders

b count a b count a

PI - others

b count a

PI - managers

b count a

below 0%

b count a

48 80 * 0

3 39 * 42

19 29 * 13

19 34 * 8

19 32 * 10

21 40 * 7

21 44 * 3

21 44 * 3

23 39 * 9

23 45 * 3

23 48 * 0

2 21 * 23

10

29 14 * 6

8 20 * 28

15 13

13

28 17 * 2

28

28 15 * 6

28 17 * 4

28 19 * 2

34 18 * 5

34 20 * 3

33 23 * 0

4 27 * 31

17 11

22 19 * 10

6 16 * 22

30 16 * 6

30 15 * 7

30

22

22 22 * 6

22 23 * 5

26 19 * 9

26 25 * 3

26 27 * 1

27 23 * 11

27 31 * 3

1 24 * 25

29 17 * 5

2 29 * 31

34 135 * 169

costs of the instrument

148 16 14

76 100 * 176 14 19

83

97 * 149 11 19

147 22 * 8

154 21 * 9

instrument´s availability

Trade credit

92 *

costs of factoring

55

103 * 51

14

28 18 * 4

30

32 18 * 8

32 24 * 2

33 24 * 2

32 23 * 4

32 23 * 4

27 33 * 0

b count a

0% - 5 %

Ordinary income margin

5% - 10%

b count a

above 10%

b count a

below 500

b count a

33 27 * 0

2 28 * 30

147 18 11

148 23 * 5

152 23 * 7

156 23 * 9

157 28 * 4

160 29 * 4

174 24 * 8

175 29 * 3

176 33 * 0

b count a

500 - 1 000

Turnover (CZK mil)

Respondent’s perceiving – results (Part 2 of the questionnaire: debt instruments) - continued

above 1 000

count a

12 152 * 164

instrument´s availability

Factoring

instrument´s availability

Subsidies

114 * 34

collateral requirements

48

107 * 45

instrument´s availability

Sale and lease back

145 * 15

instrument´s availability

Operative

160 * 15

140 * 34

collateral requirements

1

b

175 *

a

instrument´s availability

Financial

Leasing

Debt instruments

All respondents

Table 9:

Table 10: Respondent’s perceiving – results (Part 3 of the questionnaire)
Importance
High

Use

Low

Frequent

Rare

1

2

3

4

5

N/A

Total

1

2

3

4

5

N/A

Total

Equity (in general)

96

45

30

9

2

6

188

98

43

22

13

4

8

188

Debt (in general)

55

51

37

19

14

12

188

60

39

35

22

17

15

188

Equity increase

16

21

42

22

69

18

188

4

10

19

34

101

20

188

Equity issues on capital market

1

6

8

17

124

32

188

1

0

5

9

141

32

188

Retained earnings

79

39

31

17

15

7

188

80

30

25

23

18

12

188

Disinvestments

3

17

52

48

55

13

188

4

13

41

52

61

17

188

Venture capital entrance

2

1

6

23

133

23

188

1

0

3

9

152

23

188

Other

3

1

18

15

80

71

188

2

2

16

13

84

71

188

bank loans

78

42

27

9

20

12

188

72

29

27

20

26

14

188

incompany/intra group credits

23

20

34

22

67

22

188

15

23

25

24

77

24

188

Working capital financing

Equity - specific financial instruments

Debt - specific financial instruments
Cradits and loans

third party credit

3

6

11

25

114

29

188

4

6

6

18

125

29

188

0

2

10

11

130

35

188

0

0

3

5

145

35

188

47

31

32

12

50

16

188

operative leasing

10

18

33

22

74

31

188

11

18

21

20

88

30

188

sale and lease back

3

13

17

28

96

31

188

1

10

7

23

115

32

188

Bonds
Leasing
financial leasing

Subsidies (state, municipal, EU and other)

34

21

22

21

71

18

187

18

11

23

28

90

18

188

Factoring

10

22

21

26

86

23

188

7

14

10

24

110

23

188

Trade credit from suppliers

53

38

40

18

27

12

188

39

46

42

16

33

12

188

Other

0

1

20

13

86

68

188

0

1

18

11

91

67

188

Investment financing
Equity (in general)

76

39

46

9

7

11

188

75

31

44

15

9

14

188

Debt (in general)

55

54

34

11

15

19

188

53

48

26

20

19

22

188

14

18

25

32

77

22

188

2

14

17

26

104

25

188

Equity - specific financial instruments
Equity increase
Equity issues on capital market

1

7

9

10

124

37

188

0

1

6

7

137

37

188

Retained earnings

78

28

41

14

17

9

187

67

28

33

23

25

12

188

Disinvestments

6

19

42

44

59

18

188

3

20

31

41

73

20

188

Venture capital entrance

2

3

10

14

128

31

188

1

1

2

7

147

30

188

Other

1

0

19

11

88

69

188

0

0

16

9

97

66

188

bank loans

78

42

27

6

21

14

188

60

33

34

17

28

16

188

incompany/intra group credits

21

23

24

21

76

23

188

13

17

23

24

85

26

188

third party credit

2

4

12

19

119

32

188

2

2

6

17

129

32

188

2

6

8

9

121

42

188

1

1

3

8

133

42

188

Debt - specific financial instruments
Cradits and loans

Bonds
Leasing
financial leasing

53

38

36

13

34

14

188

51

36

36

5

46

14

188

operative leasing

8

22

33

24

74

27

188

7

16

21

17

98

29

188

5

13

21

22

96

31

188

2

6

12

17

119

32

188

40

21

27

21

61

18

188

15

12

27

26

89

19

188
188

sale and lease back
Subsidies (state, municipal, EU and other)
Factoring

6

6

18

17

110

31

188

3

3

2

12

137

31

Trade credit from suppliers

25

27

34

34

52

16

188

18

20

37

37

60

16

188

Other

0

2

13

13

92

68

188

0

0

11

13

98

66

188

97
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