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Abstract

The purpose of this paper is to demonstrate thidetary to low leverage in Polish companies. We wdicate that
it was a conscious choice by companies and thedstat the source of the robustness of the Patishamy during the
crisis. This demonstration is based on the estabkst of “stylized facts” from microeconomic data companies,
coming from their financial statements and fronveys carried out by the National Bank of Polande Tlata covers
the level of leverage, its frequency and duratibe, declarations of firms themselves as to thesfgored sources of
funding and the relation between leverage and @ilsiconstraints and profitability.

This approach is limited by the scope of availadd¢éa, and in particular by the period when it wathgred (16
years), by the inability to capture some elemehti® history of each company (eg. whether thepsended activity or
not) and by the unavoidable subjectivity of thelieepto the survey. Further application of morarialized methods is
possible, but the correctness of results would depe clearing of data.

We confirmed that low leverage seemed to be theaous choice of the Polish firms who could affardhus a
preferred option according to the “pecking ordegrevown funds. Financially weaker or smaller coniggeould be
constrained to rely on debt. The slow growth on& companies contributed to delay until late 2€% moment
when Polish banks exhausted internal deposits @nd @abliged to turn to external funding.

The paper reveals a new and until now unexplorgérlaf factors underpinning the robustness of matio
economies in the global crisis, namely compangisitens .

Keywords post-transition economies, financial crisis, legera

1. INTRODUCTION

The global crisis which hit the world a couple &fays ago is called a financial crisis because pease
in the financial sphere played the crucial roléhi@ run up to this crisis and in its developmeihie State and
behavior of the financial sector made for the dédfeces between countries. As to post-transitiomiias,
as the European Bank for Reconstruction and Dewsdop underlines, their integration with the restra
world played a major role in their exposure to thisis, even if they neither issued nor kept toxssets
(Transition, 2009. Financial integration was onetted underpinnings of weaker or stronger exposare t
crisis.

Poland is recognized as an outstanding case amosigtfansition countries which in fact did not
undergo recession during the global crisis. Itngarlined by EBRD. The reports of the National Barfik
Poland prove the sufficient stability of the bamkisector and the relative robustness of Polish emneg,
except exporters and SMEs (Raport 2009a, Rapo@i®00
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® Warsaw School of Economics and European Commis#ienopinions expressed in this paper are exaijsithose
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However, among the different analyses and explamsitof the crisis little is said about the role of
behavior of companies and of their choices in tladten of leverage. In macroeconomic analyses they a
often treated as automats reacting to the cosapitad and possible gains. At the microeconomielekie
hypotheses are more sophisticated, claiming thatpemies either choose the financially determined
optimum level of leverage, or they opt for the “kieg order” of funds, privileging their own sourcék
available. Links between both these levels of aiglsre lacking.

In the present paper we wish to explore the puatlolish robustness in face of the crisis. Wenalai
that the majority of Polish companies were retidentontract debt and that their choices constitube
major reason of the robustness of the Polish ecgrianthe crisis. This approach is novel, because lo
leverage is in principle not perceived as a pasifeature of company strategy or of the structdréhe
economy as a whole.

The novelty of this research consists also in ishmdology. Namely, it is based on microeconomia da
(for companies) both from their financial reporegiered by the Central Statistical Office of Polaald
from the surveys carried out yearly with comparegdhe last 16 years by the National Bank of Rdla

2. THE ROLE OF CREDIT AND LEVERAGE IN THE RUN UP TO TH E CRISIS

In the interpretations of the recent financial isrithe role of leverage and excessive credit takiag
been underlined. According to the financial ac@t@rmodel of Bernanke et al.(1998) during the adirg
phase of the business cycle company profits rigeth@r with their net worth which may be used as
collateral. This decreases the cost of externalolang for these firms and makes banks speed ugirign
When risk rises and the net worth of companiedsstardecrease in the slowdown phase, both theafost
external finance rises and the value of collaténal firms could provide declines. Both factors tirttie
opportunity of contracting external finance. Thhe financial accelerator acts in a pro-cyclical mam In
this approach both demand for credit from compaares the propensity of banks to lend somehow follow
mechanically the changes of price/reward.

Another insight into the role of credit decisiomsdconomic cycles provides the Financial Instapbilit
Hypothesis of Hyman Minsky (1992). To model thedireycles, Minsky distinguishes between different
types of borrowers: those that may meet their eottal obligations from their cash flows (hedge
borrowers), and those that cannot meet either ipahcor interest payments (speculative and Ponzi
borrowers). The major element driving the creditleyupwards is that during periods of stabilitykris
aversion lowers, both in terms of loosening cretiindards by lenders, and of loosening the supenvasid
regulation requirements to the banks. This leadst®ssive lending, and to a greater degree tagire
and Ponzi borrowers. Excessive demand created dnjitdmplies an excessive rise in asset pricessThu
“stability inherently creates instability”, claintigse first Minsky hypothesis.

Minsky’s second hypothesis states that the reaotio authorities to inflation by imposing money
constraints puts a stress on speculative borrowbsfind themselves unable to meet their commitment
and forces them to sell assets. This leads tolapsa in asset values. Thus a point of flip betwsalft
reinforcing expansion and contraction appears, r@sskji Moment.

This model explains well the situation on the Aroan mortgage market in the first decade of the 21
century. The initial element was that of lowerimgerest rates by the FED in 2003-2004, implyingditre
availability and lowering credit standards. Thad to a boost in demand for housing and housiraggriBut
an additional element was that of securitizatioayilg decisive consequences for both increasing the
availability of credit and lowering lending standsr

It should be underlined, that in some way, incmgsthe possibilities to extend loans thanks to
securitization was at the origin of a supply pressan crediting. When the prime borrowers sectaale
saturated, lenders turned to the subprime sechin,(3009). Thus profit seeking enabled by risiegerage
caused deterioration in the quality of assets whiele the basis of securitization.

The hypotheses on the active role of credit inlibisiness cycle (and in particular the risk implsd
excessive borrowing) may be compared with what @giconomic theory of corporate finance says abaut th
choice of leverage by firms. The fact that theelagtpproach is static and the former dynamic do¢snake
comparison easy. Contrary to macroeconomic theotiesrise of leverage is not perceived in corgorat
finance theories as a mechanical process, butrrathesubject to (often strategic) decisions of tgyen
Moreover, corporate finance theory does not lodk imacroeconomic conditions or consequences at this
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level of companies’ financial decisions. Howevegent real experience enables us to find the lelaeen
both.

As a matter of fact, there is no unique and cohdtezory of the capital structure of companies (tsar
and Raviv, 1991). Taking into account differentesgtions and arguments one may arrive at quiteraifft
conclusions. Despite this theoretical ambiguitg iteasonable to remember two main classical appesato
this problem: the theories making a claim for optimleverage and those underlining the “pecking ©rde
principle.

According to the initial version of the basic thgof Modigliani and Miller (M-M) if taxes are noaken
into account then the value of a company does epénld on its debt level (Modigliani and Miller, B35
This finding is based on a number of assumptiomsexample that of equal access to credit for cangza
and individual investors (and at the same interat) thanks to which investors may execute admtra
Nevertheless, the indebtedness of an enterprisesraghe level of its risk and thus imposes a higher
requirement on returns.

The principal orientation of firms in their choicé capital structure would be the fact that interes
constitutes an eligible cost which cuts income & such they constitute a tax shield. Thus, inoaifred
version of this theory (Modigliani and Miller (196@Miller, 1991)) when income tax on companiesaiken
into account the value of an indebted firm is higtiean a non-indebted one by the present valudef t
stream of tax economies, according to the folloviorghula:

VL=VU+TC*B
where:
VL — present value of an indebted firm
VU — present value of non-indebted firm
TC —income tax
B — indebtedness

According to this theorem companies should seekniaimum possible degree of indebtedness.
Nevertheless, this is far from being the case. Atiog to OECD data quoted by Ross, Westerfield Jafte
(2005, fig. 16.6, p.576) the ratio of financial tdeb the total value of a firm constituted 48 pencin the
United States, 49 per cent in Germany, 45 perice@anada, 58 per cent in France, 59 per cenaipn #nd
the highest 72 per cent in Japan.

Thus it is obvious that other factors discouraging indebtedness of firms should exist. As already
underlined by Modigliani and Miller, indebtednesaynbe a source of risk. The risk is amplified bg thct
that debt is usually contracted for a long periéddime and the firm cannot easily withdraw from the
contract in case of an adverse movement of theunohjre. Companies operating in sectors with utestab
returns and those subject to high operating ribksilgl avoid high debt ratio.

Possible bankruptcy costs may partly offset the ghield advantage (Altman, 1984). Besides the
obvious direct costs of legal and administrativecpdures different indirect costs and lost oppatiegymay
seriously damage companies in financial distresgeyTarise from the necessity of costly adjustmenfts
“rigid” contracts the firm cannot fulfill or misseshles or investment opportunities. It is also theg the
management of firms in financial distress may naabably take irrational decisions (such as makisigy
investments or conversely restraining from proéitigrating actions for fear of losing money whichuiglo
otherwise be used to repay loans). If the lendeesng aware of such potential opportunism, include
restrictions in credit contracts to reduce théak (ia the form of securities or different operatirggtrictions
as refusal of further loans), it may greatly redtreeautonomy of the firm.

Moreover, even in quite stable situations managegsusually risk-averse for fear of losing thels pind
reputation after the bankruptcy of the company theyaged. This is why they prefer less risky (aags |
profitable) investments to avoid applying finamd&verage on a higher scale. Inciting them to tagions
which better reward the owners (and, in some sdost better protect the lenders) implies stricientrol
and in general higher agency costs (Jensen andliMgcit976). The agency problem, this time between
borrowers and creditors, implies costs of monitgrivhich increases the required price of extermalrfce.

As indebtedness generates both advantages andaligages a thesis of the existence of static optimu
of indebtedness has been formulated (Myers, 19Bdides potential bankruptcy costs decreasing the
advantage of debt (tax shield), the influence ghhiebt on reducing the possibility of growth tha®n
taken into account to assess the level of thisrapti together with the features proper to a padicfiim:

® It also assumes perfect information on the maremogenous assessment of firms by all investods perpetual
cash flows and debt of the company.
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degree of operating risk (high — decreases thegptiop of optimal debt) and the proportion of namgible
assets (increasing sensitivity to the risk of fgjlivalue in the case of bankruptcy).

However, in the context of developed financial neaskthe choice of the level of leverage is subject
information asymmetry and strategic consideratidfigancial leverage should bring about substantial
benefits to the best performing firms (due to tbsitive difference between return on capital emetbgind
the fixed cost of debt). Instead, weaker perforniings have lower benefits so tax shields may reofutly
exploited and the outcome of leverage is less dt Wegh and growing indebtedness should be thus
perceived as a positive signal to potential inusstamd lead to an increase in share price. Nevesethis
is exactly the reason for the possible unfair bahavof managers tending to manipulate signalshi t
market.

The relation between managers of firms and potemiestors (buyers of shares) is subject to
substantial information asymmetry: while managersspss full knowledge of the strengths and weaksess
of firms, the investors may rely only on scarceoinfation and on the subjective interpretation ofkega
signals (Bebczuk, 2003). Managers may thus bengilio adopt strategic behaviour. For example, oag m
suppose that shares are only issued when theywareatued, acting to the detriment of investorg fouthe
advantage of the firm). If such behaviour may bepssed general, investors should treat the issue\of
shares as a signal of their overvaluation andaiestrom purchase, thus provoking a decrease iregbrice.

If this kind of mutual game prevails on the marketyould be more in the interest of good firmsidgeue
bonds of known price rather than shares.

But even when a firm with good perspectives wistteginance its investment with debt, it may be
confronted with the negative selection phenomerdamely the firm may issue debt to signal good
prospects when this may not be true. As lendersiaable to distinguish ex ante between good and poo
borrowers they quote the same (high) price on delstuch a situation a risky firm is more likelylhtecome
indebted rather than a firm with possibly stabkeife returns (but not the matching required intenat®).

This behavioural framework is at the origin of #erond main stream of theories of capital structure
the so called theory of “pecking order” (Myers avidjluf, 1984). The recommendations of this theanyd
“good” firm are the following:

* The firm should use first non-distributed profitsus avoiding both shares and debt issuance.

» If non-distributed profits are exploited, the ledsky sources of capital should be made use sf fir

(thus debt before shares).

» Less well performing firms, and especially thosailivg of only scarce internal sources may be

forced to choose debt in the first place.

This conclusion goes against the recommendationngpfrom the tax shield assumption, according to
which profitable enterprises should be the moseliteld to be able to exploit tax economies. Accardm
“pecking order” theory the firm making good retustsuld restrain both from debt and from issuingreb.

An additional argument for choosing lower rathartinigher leverage could also be the preferefice o
management for autonomy of investment decisiongmibased on free cash flow and not constrained by
creditors (Zwiebel, 1996).

The theories of capital structure of firms are t@m@e degree based on the assumption of asymmetric
information on financial markets. They can be obling partly applied for the interpretation of the
functioning of “young” market economies, such as ®olish one, with a capital market of still lindte
significance. However, the limits on leverage ahd tpecking order” of financing may appear simply
because of the fear of default linked to excesdeld.

The level of leverage in post-transition counties recently been studied by Coricelli et al. (3010
They studied actual and optimum leverage in thasmties. At company level they found that there ar
large proportion of firms without any debt and parallel, also a big proportion of firms holdingcessive
debt. The likelihood of excessive leverage is dioBeked to low bank efficiency and market capitation
in a country.

Moreover, analyzing company level data they fouhdt tonly moderate leverage is beneficial for
productivity growth, but leverage exceeding a pattir threshold is rather likely to bring aboutaintial
stress and bankruptcy. They assessed this uppshtiid limit both for debt and for liabilities tesets at
around 40%.

The consensus that emerges in corporate finanoeytlo& the risk of excessive leverage throws a new
light on the theory of the pro-cyclicality of crédit underlines that once the optimum level of kneerage
of a company is exceeded in some phase of the dassicycle, the risk of default rises. Howeverngsi
leverage is not a mechanical process, but suljetiie decisions of agents in their particular maend
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microeconomic conditions, and taking into accouhts information they have and their capacity to enak
use of it. Thus, in one country (or even secto€) thoice may be for lower or higher leverage, vaisha
consequence more or less risk in the credit cyidie. level of leverage preferred by firms not omhpacts
on the sustainability of growth, but also on sevigytto monetary policy through credit channels.

In the present paper we will focus on the behavifuPolish firm with respect to leverage. We will
argue that the low level of leverage chosen bysRdlrms was the outcome of conscious choice ofithres,
and not the result of changing crediting policybahks or any external pressures. Further, we widkedine
that it was one of the important reasons for itsustness facing the crisis. It was also a reasorhi®
difficulty of overcoming the recession.

3. DATA AND METHODOLOGY

Our methodology is based on revealing a numbertyized facts. We will show that the level of
leverage of Polish firms did not substantially eese in the run up to the financial crisis in spftéowering
interest rates and a more expansive crediting yolidbanks (clear with respect to mortgage loans.will
confirm our claim that firms opted for zero or ladebt and adjusted their investment projects to the
availability of internal funding by analyzing thedarations of firms who did or did not opt for iopam
leverage and to their preferences in financingstment and other projects.

We opted for a simple approach of stylized factBoalgh there are many analytical frameworks for
testifying the pecking order hypothesis againgraltive explanations of the capital structures@itzal text:
Shyam-Sunder, Myers, 1999). At first glance one rhaljeve that the simple regression of changes in
external sources on deficits of internal funds isahd test of this hypothesis. But in fact it iswtous that
such a simple framework delivers no informationaning the sequence of how different sources rdgu
are employed; despite the fact that such an osdenucial for pecking-order theory. Naturally, tdimwback
is noticed in the literature and some remediepeoposed. But we have to realize that all in adréhis also
a criticism of approaches based on hard financt Welch 2010). These doubts can be magnifigten
case of “young” market economies, such as the fPolie, by the fact that their capital markets drstit
limited significance. That is why we adopt hereaaatlel strategy using results based on qualitatia,
coming from surveyed companies. We think the nhsohition to these controversies is to ask comgmni
directly about preferences regarding different sesirof funds or practices of credit rationing. Viée data
collected by the National Bank of Poland within the called yearly and quarterly monitoring of non-
financial companies. These surveys have been ctediwince the mid of 90s’ on the sample of approx.
1200 small, medium and large firms, representiffigm@int sectors of the Polish economy. Very smiat$
(employing fewer than 9 people) are not presetthig sample. Maybe it is worth adding that in thiger
we bring up some of these results only indirectgduse better documentation of these topics cédouinel
in our earlier work (Boguszewki, Lissowska, 2012).

This choice doesn't mean that we have neglectedréhe of hard data — we have utilized such
information where possible and reasonable. In scabes we operate on companies’ costs-benefits
statements and balance sheets, collected by C&tatadtical Office. The strength of such an appihogests
in the panel data at our disposal. Thus we aretald@alyze the behaviour of individual firms ihiatorical
perspective. In the context of leverage determm#irdeems to be especially valuable. There aoofse
some limitations in such a solution. The main peabis that we have only financial data for 199520@n
this basis we have tried to reconstruct some deapbge parameters of population but it is clear tha
leads to censored results — in our population fifime” no longer than 16 years.

4. LEVERAGE IN POLISH FIRMS — SOME STYLIZED FACTS

To start, we will illustrate the evolution of loatts companies as compared to the general dynarhics o
crediting by banks and to the changes in intesdstrt

Throughout the first decade of the 21st centurydgieavth of credits for households was much faster
than that for companies. Companies did not readh¢oradical decrease in interest rates (followting
substantial reduction of referential rates). Whdlearly a loosening of the crediting policy of banis
revealed by the fast growth of credits for houseésplit impacted less and with delayed credits for
companies.
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Table 1
Evolution of interest rates and of loans in Poland

vear Nominal referential rate Growth of cre_zdits Growth of credits Out of which: _

for companies for households mortgage credit
2000 19,0 110,0 132,9 163,4
2001 11,5 103,2 114,5 146,9
2002 6,75 100,3 113,6 142,3
2003 5,25 102,1 1174 147,8
2004 6,50 96,3 114,6 121,2
2005 4,50 102,7 1294 140,9
2006 4,00 114,2 138,2 154,0
2007 5,00 123,4 141,8 150,3
2008 5,00 128,7 149,3 164,7
2009 3,50 96,0 1124 111,7
2010 3,50 98,0 114,8 122,8

Source: Nalenasci i zobowizania bankéwwww.nbp.pl

Thus the credit boom in Poland had two very diffiergllars:
- moderate growth and mostly granted in PLN creditsoimpanies,
- rapid growth in mainly foreign currency housingdite to households.

If leverage ratios are analyzed two main reguksitire typical for Polish enterprises: the rel&til@w
level of leverage measures and the significant maitifirms with no outstanding debt. Starting wikie first
issue it is clear (see Table 2) that such a spegiGasure of leverage — debt to assets - ratiggaegated
level was rather stable after the Polish accedsidfl) in 2004 and fluctuated between 15-16%. Inchse
of euro area countries the similar ratio is highed reaches 45% in 2009 - after monotonic growaimfr
1999 (Corporate Indebtedness, 2012). For this goflgzonomies we observe the visible drop of thtor
as a consequence of the financial crisis. For Rlotéianges in 2009 were rather cosmetic.

To be precise we have to point out some differeitésverage patterns after the decomposition ef th
total according to the size of firms and whethdiedent measures of leverage are considered. Faonpbe,
it is obvious that smaller firms turned out to beeker on external financing than bigger ones aied th
resulted in higher liabilities/assets ratios in @@an in 2005. On the other hand it is strikingtttme biggest
Polish firms seem to follow the policy of deleverag— the drop of leverage in this group is sigfit. In
practice this means that very “credit-dependemtidiin the first half of the 90s are now more wijito use
their own funds.

The second interesting feature we have mentionetieishigh proportion of enterprises without any
outstanding credit. We estimate that in 2011 appid& of firms belonged to this category. Sinceigbol
accession to the EU we have observed a systenaéttiogt monotonic) drop in the ratio of firms withya
kind of credit. If all medium and large Polish eptises existing between 1995 and 2011 are coresider
turns out that more than 45% of them “consequenty€d zero-leverage policy during their lifetimiesthis
sample we have only 20% firms that always relietiing the time of their existence — on some fofm o
banking credit. The rest adopted a mixed policyhwsbme periods of zero-leverage and years with
outstanding debt. If we extend our analysis byuditig periods of low leverage (smaller than 5%) balé
of enterprises followed a policy of zero or neamezkeverage during their existence. It is thus spdtable
that a large portion of Polish medium and big fireme not engaged in credit relations.

It is important from a practical point of view tgpain these two characteristics of the finanaakrage
policy of Polish enterprises. It is obvious thatstlproblem is very complicated and many different
instruments could be utilized to try to explaingbeanomalies. We are able to pick up only on sedect
issues. Here we lean on a methodology based ory®aioonducted among the owners and top managers of
enterprises supplemented by analysis based orfiharttial data, collected by the Polish CSO. lerhture
we can find the opinion that such an “eclectic” @geh could be better for our goals than that basetard
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financial data(Meier and Tarhan, 2009Buch surveys have been conducted by the Natidank of
Poland since 1995 and have covered relatively wrdeps of firms, representative in some respectbef
general population.

Source: Data of the Polish Central Statistical ©dfiBilansowe wyniki finansowe podmiotéw gospodatt2005,

Table 2
Evolution of leverage in Polish firms (to 31 Decendr)

Total Up to 49 50-249 | Above 249

employees| employees| employees
2005

DEBT/ASSETS 15,17% 18,86% 17,14% 13,29%

LIABILITIES/ASSETS 41,33% 46,37% 44,28% 38,64%

IN THIS:COMMERCIAL LIABILITIES| 15,22% 18,68% 17,73% 13,16%
2006

DEBT/ASSETS 15,44% 19,86% 16,98% 13,56%

LIABILITIES/ASSETS 41,49% 47,25% 43,69% 38,94%

IN THIS: COMMERCIAL LIABILITIES 15,28% 17,62% 17,45% 13,65%
2007

DEBT/ASSETS 15,38% 20,50% 17,72% 12,89%

LIABILITIES/ASSETS 39,73% 45,43%) 41,77% 37,24%

IN THIS: COMMERCIAL LIABILITIES 14,51% 16,27% 15,78% 13,43%
2008

DEBT/ASSETS 17,57% 21,14% 20,58% 15,38%

LIABILITIES/ASSETS 42,18% 47,76% 45,15% 39,50%

IN THIS: COMMERCIAL LIABILITIES 14,52% 16,83% 16,75% 12,99%
2009

DEBT/ASSETS 16,13% 20,24% 18,72% 13,93%

LIABILITIES/ASSETS 41,02% 32,89% 43,38% 38,05%

IN THIS: COMMERCIAL LIABILITIES 13,97% 16,05% 15,52% 12,76%
2010

DEBT/ASSETS 15,24% 20,93% 18,80% 12,39%

LIABILITIES/ASSETS 44, 75% 51,96% 48,97% 41,25%

IN THIS: COMMERCIAL
LIABILITIES 14,31% 16,40% 16,25% 13,00%

2006, 2007, 2008, 2009, 2010

PERCENTAGE OF ENTERPRISES [%]
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I
101 —]

Figure 1. Firms with no liquidity constraints andl problems servicing non-bank liabilities (left pnThe
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level of acceptance of credit applications andahality of banking-debt servicing (right panel).

Source: own computations based on monitoring the dathe National Bank of Poland.

34



Journal of Business Management, 2012, No.6 ISSN 1691-5348

The limited access to credit due to low creditwioress, credit rationing and the unhealthy relatiigms
between commercial banks and enterprises are pogyianations of the low level of leverage. Ihi the
only explanation and probably not evens the dontinae in the decisions of Polish enterprises ingattd
by NBP.

Closer inspection of Figure 1 (right panel) leaalthie conclusion that only a small percent of gmises
(1/4 of population) apply for new credit. On thénext hand the rejection ratio is relatively low: aeiag -
after significant improvement since 2009 - 10-15%m@pplicants. At the same time the quality of credi
servicing by enterprises should be assessed asdhoge — the ratio of firms with no such problesiigh
and rather stable since Polish accession to theAEthe same time we see (left panel) that geriepaidity
in this sector is still good although we see a wongg trend since 2008. Summing up in the lighthafse
data there are no indicators that the leverageyoli Polish firms is rather a result of necestiign of free
choice. Now we propose some additional steps fofyugg or supplementing this hypothesis.

If we switch our attention to hard financial datarh company income statements collected by thesioli
Central Statistical Office for 1995-2011, theresene information concerning the level of leveragesen
by individual enterprises in consecutive years riurtheir “lifetimes”. We use the last term rather
figuratively because these data are not demographite strict sense. As already mentioned we saoh
information for 1995-2011 only. This approach ig perfect but can be treated as a first impressiaime
true situation. In practice it means that our eatés could be censored. But keeping this in minccare
formulate some important remarks which — of cours@ould be further proved with full demographitada

What can be found on this basis? Namely, if werigtsiur interest to firms living (existing) longéran
14 years we see that the distribution of variabidg&ating the year at which firms reach maximalkelege
ratio we see that this distribution is close tofarm (Figure 2). It could indicate that firms frothis
subsample are not very sensitive to business condiluctuations — with some more visible and
unambiguous signs of such impact during the perfdtkavy economic problems in Poland at the begmni
of this century. In opposite cases one could exihettduring exceptional years firms had to adjestrage
ratios. It especially seems to be irrational topkéigh leverage during the risk of downturn or &eot
negative shock. Of course, in some cases it isgimebthat those firms had no room for adjustmeiwt an
maximal leverage was reached “involuntarily” - aseault of unpaid debts. But in the group of loiviplg
firms such situations are probably not prevaleint the case of strong budgetary constraints regpuiti debt
problems the risk of bankruptcy and shorter lifpectancy is higher.

9 838
85 —
8 [] PERCENT OF FIRMS

8 — GDP - Y/Y

75 — 72 7.3
7 | 1 — —

o
o

65 —

. \

55 —
5 —|
N

& 45 N

4 —|
35 —
3 —|
25 — \

2 —
15 —

1 —

N

05 —

0
I e e e O e R R R

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Figure 2. Year of maximal leverage ratio duringnér history and the
distribution and dynamics of GDP.

Source: own calculation on CSO data. Firms withoZerverage and operating
less than 14 years are excluded

Our data enables us to analyze some additionat&spepersistency in leverage strategies adopged b
enterprises. Looking at Figure 3 we see that fiemisting in the database during shorter periodsnté are
using mainly own funds. On the other hand in theeaat enterprises “living” longer than 5 years thigo of
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firms with no or low leverage is very stable andtfuates around 20%. It is interesting that withia group
of enterprises with no outstanding credit or witvlleverage and conducting such a policy duringr thess
that 20% of such items practiced such rule for Bnore years (see - Figure 4). Special attentiomlshioe
paid to enterprises that followed this policy ovlor zero leverage for 15-16 years. These firmsaatfor
approx. 4, 5% of all these enterprises.
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Figure 3 Firms with zero leverage, near-zero leyera Figure 4 Distribution of time of keeping zero olan&ero
and with outstanding credits — the structure adogrtb leverage among Polish enterprises.
age-groups (total population=100.0).
Source: calculation on CSO data

Source: calculation on CSO data

This information is informal proof of the voluntagecisions of these firms - it is practically
impossible to operate during such a long periodiroé and at the same moment to be in such a poor
financial position that no credits are availablee \6An add that these facts also contradict theovesrof
trade-off theory with dynamic adjustment to optirtealerage. It is clear that adjustment is a timescmoning
process. But it is obvious that 5 and more yeamilshbe treated as a sufficient period of time fidr
adjustment. It is confirmed by Figure 5 which iraties that on average the time passing between the
moment of maximal and minimal leverage is relagngiort.
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Figure 5 Histogram of the time (in years) between  Figure 6 Survival plot for variable: the numberyefrs
year of maximal leverage and minimal leverage (for enterprises are observed (in database).
enterprises with non-zero leverage). Negative numbe Source: own calculations on CSO data
mean that the minimum occurs after the maximum.
Source: own calculations on CSO data

One interesting feature is the skewness of thigiligion indicating that more frequent is an upavar
way of achieving optimal leverage than the prooafsseduction towards such an optimum. Of course,
precise analyses require information on the “titmaesure” of this distribution for different ageaups of
firms and some additional statistical work busibeyond the scope of this paper.
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If the process leading to the observed distributibleverage in single years wants to be replictited
information concerning the demographic characiesstf the sample we are interested in and especial
survival patterns in this population can be utdiz€rovisional characteristics of this distributioould be
found in Figure 6. Interpreting this result we sldovemember that presented data is biased upward.
Additionally we adopt specific concept of survitahe - we define this variable as the differenceMeen
the first and last occurrence in each enterprifigs(pne) ignoring the fact that in the case of mfmys
there are periods of inactivity. Despite being awvaf these weaknesses we can find that our popuolai
dominated by firms living not longer than 4-5 yedtaneans that leverage policy is influenced mpobi}
these groups of enterprises. According to the dbariatics shown in Figure 3 it is clear why zesbt
policy is so popular among Polish companies. Ofrg®uhe reason for such a policy in these groups of
newly-established firms is interesting and impart&ne potential explanation is a:"too young totgdhe
bank” syndrome. Bearing in mind the good liquiditiyPolish enterprises up to 2011 and rather faverab
conditions on the credit market (see Figure 1) way muppose that for some representatives of this
subpopulation the particular arguments of Kon atatey (2003) could be relevant. Especially the latk
short credit history could be an obstacle if apmyfor credit. Young companies usually have a weake
financial position and smaller financial assets. tmopractice they could be insufficient from theing of
view of collateral requirements.

Returning to Figure 3 and Figure 4 it is strikilgt these outcomes are very similar to the resbitgined
by Strebulaev and Yang (2006). This paper confirthedithe policy of permanent (during 5 years ogter)
low leverage is followed by 22% of US companies.diidnally, they suggest that “managerial and
governance characteristics are related to the leesyage phenomena in an important way”. Intuigivahe
can assume that firms with smaller personal “tuembwithin boards are more inclined to use a traffe-
approach and to reach and keep optimal (for sudmamging boards) capital structure. For Polish girm
investigated by NBP in 2010 this explanation seraido be so relevant. Data of the NBP show thexietls
no direct relation between the frequencies of baaobnstructions in firms and grounded in the traffe
paradigm preferred capital structure in companiég. same is true if we analyze the relation betweimg
and decision procedures in companies and modetsedfapital structure choice. In both cases itdsaut
that most companies preferred policies are basagsing their own funds as a primary source drfaing.

It is in line with the pecking-order approach. Thide is proved by another survey of the NBP addrégo
enterprises. In the light of these results it saclthat firms are seldom able to identify optireslels of
leverage and to follow policies of achieving anépag such goals.

One more argument for the hypothesis that low ¢ooxleverage was a conscious choice of Polistsfirm
is the negative correlation between leverage an@ R@ore indebted firms tended to be less proféad
reported in previous work (Boguszewski, LissowskA2). While the general tendency of ROA over time
depended on the macroeconomic cycle, there waseaaingful difference between the least indebtedsfi
(with the highest ROA) and the most indebted (WHR@GA is the lowest). It addressed also the sitnatib
SMEs for which leverage was higher while the aabégyg to credit was lower than for the others.

Summing up we see that among Polish enterpriseg rlaments of the behavior of those groups which
points to the pecking order approach as a mairedo¥ their capital structure. On one hand theesraany
such declarations by company representatives wvaml¢he other, in this empirical material, there ace
signs that managerial aspects are important in ¢histext. There is also no support for availability
hypothesis. Of course, our considerations are rpimdiry in their nature. This subject needs further
investigation and we know that the situation in kenanterprises could be different. It is alscemaisting to
note that in some cases there is no contradicteiween pecking order and trade-off theories — meso
circumstances optimal — from the point of view i@die-off theory - level of leverage could be thmeas
the ratio of debt chosen according to the prefereimmposed by pecking order approach (Figure 7).
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5. CONCLUSIONS

The present paper clearly shows that the preferemcdew leverage was a conscious choice of Polish
firms. It narrows the relevance of tax shields ptimum leverage considerations in the choice dft fir
applying for any loan, and then for choosing legerkevels. It shows also that rather less wellgraring or
smaller firms were more indebted, the reason bmogtly lack of funds for investment. Companies with
sufficient internal financial resources were reaticéo take loans and preferred to adjust their shment
projects in respect to their own liquidity and notthe availability of bank credits. This clearlyopes the
relevance of “pecking” order hypothesis.

While the strictness of the crediting policy of karwas changing, it did not have a major impacthen
choice of leverage by firms.

The preference for low leverage by firms could hpesitively contributed to the relative robustness
the Polish economy in time of crisis. First, theited speed up of crediting companies delayed thment
when banks could no longer match credits with digpdm the non-financial sector. Taking placeyoin
late 2007, so on the eve of the financial crigis tiscouraged excessive borrowing by banks frbroam,
when it was necessary to fill the liquidity gap.Xyet reduced the adverse effects of the policyigiitening
credit to companies, limiting it mostly to smaltrfis with the strongest relying on credit. This ftigka
insensitivity of firms and in particular of theinvestment decisions, to the availability of credid not
adversely affect economic recovery primarily beeanfsthe large margin of spare capacities.
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