
THE LATENT DEMAND FOR BANK DEBT: CHARACTERIZING ‘DISCOURAGED BORROWERS’


ABSTRACT. Concerns that small firms encounter credit constraints are well-entrenched in the literature. Yet, empirical evidence suggests that a relatively small proportion of small firms have their loan applications rejected. However, many firms may be discouraged from applying for fear of rejection. These businesses are the focus of this paper, which is based on responses to a large scale postal survey of UK SMEs. In broad terms we find that twice as many businesses were discouraged from applying for a bank loan than had their loan request denied. More particularly, we observe a number of distinguishing characteristics of discouragement (relative to both rejection and approval). These include: gender, strategy, sector, firm growth and banking relationships. The implications of our findings for policy and future research are briefly discussed.
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Introduction
There is a broad consensus that the formation and growth of small businesses is directly related to their ability to access resources, particularly finance. Concerns that small firms are constrained in their access to finance have prompted governments worldwide to introduce supply-side initiatives, such as loan guarantee schemes and seed capital funds, to address perceived funding gaps (Levenson and Willard, 2000). In the case of bank lending, the most common source of external funding for small firms, the key issue concerns the extent to which small firms are credit constrained or, more strictly, credit rationed. Simplistically, firms may be thought to be credit rationed where, irrespective of their creditworthiness, they are unable to access credit at any price (Stiglitz and Weiss, 1981). In theory, their relative information opaqueness makes the rationing of commercial loans a peculiarly acute problem for small firms. Often, small firms propose investment projects that are difficult for financial institutions to evaluate and monitor, and are led by entrepreneurs with short, or egregious, credit histories and limited collateral. Under these circumstances, banks minimize problems of adverse selection and moral hazard by rationing credit on some basis other than price.

However, the extent and economic significance of credit rationing (or, more generally, debt gaps) to small firms is highly contested (Keasey and Watson, 1994; Cressy, 2002; Berger and Udell, 2003). The academic evidence for the general existence of rationing is scant at best (Parker, 2002) (although the evidence is perhaps stronger that particular types of firms, such as women-owned, ethnic minority businesses and technology-based firms may face rationing). Large scale studies of small firms tend to indicate relatively small rejection rates (e.g. Cosh and Hughes, 2003) and it seems entirely plausible that the great majority of these are not creditworthy. For example, using data from the US National Survey of Small Business Finance (NSSBF), Levenson and Willard (2000) estimated that 6.36% of US small businesses “had an unfulfilled desire for credit” (p. 84) in the year their data addressed. Intriguingly, around 2.14% were actually denied funding, while the remaining 4.22% “were discouraged from applying by the prospect of being denied” (p. 84). In other words, sample firms were almost twice as likely to be discouraged from applying for loans as to have been rejected.

Traditionally, studies of the extent of credit rationing and/or constraints have been concerned only with those who apply for funding – and, specifically with the characteristics of those who are rejected. However, following the work of Levenson and Willard (2000), Kon and Storey (2003) wondered at the significance of “discouragement”. Borrowing a phrase from the consumer credit literature (e.g. Japelli, 1990), these authors developed   a theory of “discouraged borrowers”. In brief, a “discouraged borrower” is a good borrower who does not apply for a bank loan for fear of rejection. If the extent of discouragement is indeed large, or significantly larger than rejection, then addressing the fears of discouraged borrowers may be a more appropriate means of intervention than traditional supply-side mechanisms. As Kon and Storey (2003, p. 48) note in closing: “It therefore remains an empirical question, of considerable importance if the findings of Levenson and Willard are valid, as to the scale of discouragement in the market for small firm financing”.

[FIGURE 1 ABOUT HERE]

This  provides the impetus for the current paper. Whilst studies generally only distinguish between successful and failed applicants for bank finance, we are able, additionally, to distinguish firms that chose not to apply for fear of rejection (Figure 1). Employing data from a large scale survey of UK SMEs (see below), we address two broad questions. In the first instance, our interest is in the relative pervasiveness of discouragement and rejection. In short, does recent data from the UK chime with Levenson and Willard’s (2000) US data on the relative significance of discouraged borrowers? Beyond this, we investigate the characteristics of the different categories of demanding firms identified in Figure 1. Previous research tends, in the main, to compare only the “rejected” and “approved” categories, ignoring those in the “didn’t apply” category. Yet, if discouragement is misplaced then it represents foregone investment opportunities by the firms and missed selling opportunities on the part of the banks. Therefore, understanding who these firms are has important policy implications. Accordingly, our second question is, do discouraged borrowers look more like approved than rejected firms?

Modeling the Lending or Borrowing Decision

The existence of debt gaps and, specifically, credit rationing is usually inferred from studies of the relationship of financial assets to the likelihood of survival or growth (Cressy, 2002). If the probability of survival or growth is a (partial) function of access to finance or ownership of capital assets then, in the inverse, this may imply the existence of some form of constraint or gap. In these circumstances, the extent to which studies are able to account for the non-financial factors that influence survival and growth is key. Where a wider spectrum of both financial and human capital variables are incorporated in models, there is evidence that the latter matter more than the former (Cressy, 1999). Small firm performance appears more likely to be constrained by access to human capital than financial capital. Indeed, any observed correlation between access to finance and firm performance may be, at best, indirect, with both explained by human capital levels. 

Given the limited evidence supporting its general persistence, most recent work has been concerned with specific instances of rationing or gaps. By and large, these studies take a more direct approach to evaluating the debt funding environment; comparing turn-down rates among specific sub-populations with the population at large1. For example, there is now a large literature on the extent to which female owned business are discriminated against in credit markets (e.g. Read, 1998; Coleman, 2000; Verheul and Thurik, 2001; Orser et al, 2006; Triechel and Scott, 2006; Watson, 2006; Carter et al, 2007). Similarly, recent studies have explored the extent of credit constraints faced by innovative small firms (Freel, 2007), ethnic minorities (Smallbone et al., 2003), and start-ups (Blumberg and Letterie, 2008). In all instances, the challenge is to demonstrate that differences in funding outcomes are attributable to the specific characteristic under concern, rather than some other source of firm-level heterogeneity. This dilemma is nicely illustrated by the definition of classic credit rationing as: 

 ‘…the situation where some loan applicants are denied a loan altogether, despite (i) being willing to pay more than banks’ quoted interest rates in order to obtain one, and (ii) being observationally indistinguishable from borrowers who do receive a loan’ (Parker, 2002, p. 163).

The second part of the definition is germane: If one is to demonstrate that gender, innovation, and so on, influence bank lending then it must be demonstrated that firms with these characteristics are, to all other intents and purposes, “observationally indistinguishable” from other firms. In other words, one must be able to control for the other factors that are likely to influence funding decisions. Of course, it is relatively easy, and not uncommon, to paint banks as the villains of stories of small firm financing. However, the perceived characteristics of the business (including those of the owner) influence the lending (and borrowing) decision, since these characteristics affect both parties’ returns to the lending contract through the probability of default. That is, firm and entrepreneurial characteristics influence risk. Banks, in their turn, are not providers of risk capital.

In some respects, the challenge we face here is different. We are not interested in the turn-down rates of a particular group of firms or individuals. Nor, indeed, are we narrowly interested in characterizing rejected firms. Rather, our interest (beyond the relative frequencies of different borrowing attitudes and outcomes) is in the extent of correspondence between discouraged firms and other firms (including rejected firms). However, in so doing, we are also challenged to develop a plausible model of lending and borrowing, which incorporates those factors which significantly influence bank and firm decisions. In so doing, we are influenced by past research to include human capital variables (Cressy, 1996; 1999) and firm strategy variables (Jordan et al, 1998). We also control for the standard structural variables, such as firm age and size, which are generally shown to be negatively related to firm failure (Jensen and McGuckin, 1997) and, through this, borrower riskiness. In this way, our model is conceptually similar to Storey’s (1994) tripartite growth model. That is, we are interested in how characteristics of the firm, of the entrepreneur, and of the strategy influence lending and borrowing decisions. In detail, our final model included the following factors, for the following reasons. Table 1 indicates how these variables were measured.

Characteristics of the firm

Firm size and age
Whilst the relationship between firm size and age is not monotonic, they are clearly related variables: “[t]he more a firm grows (the bigger it is) the more likely it is to survive another period (the older it is)” (Jensen and McGukin, 1997). In this analysis firm size and age are intended as proxies for risk (on the supply side) and need (on the demand side). Older and larger firms are likely to represent less risk (be less informationally opaque and have greater assets), but have a greater need for finance (as a function of lifecycle) than are their younger and smaller counterparts. Other things being equal, small firms are also likely to be seeking to raise small amounts of funding which banks may be less willing to provide because they incur proportionately greater costs and hence return lower profit margins (Treichel and Scott, 2006). Successive  surveys from the Cambridge Centre for Business Research, for instance, point to more frequent credit applications and higher success rates by older and larger small firms (see, for example, Cosh and Hughes 2003). Here, we anticipate that size and age will negatively correlate with discouragement.

Family business
The general assumption is that, as a consequence of legacy considerations and contending business and family goals, family firms will be more conservative and less likely to seek access to bank loans (Gallo and Vilaseca, 1996). One might, of course, argue that frequent competing calls on limited capital (Fernandez and Nieto, 2005) imply greater “neediness”. Certainly, past studies have suggested a greater level of indebtedness in family business. However, “family loans” are generally shown to be a more common source of funding than genuinely external finance (Romano et al., 2000). Nevertheless, albeit tentatively, we expect that this greater need will negatively correlate with discouragement. 

Growing and ‘planning to grow’
To the extent that information asymmetries differ for growth firms compared with their non-growth counterparts, the extent of credit constraint will also differ (Binks and Ennew, 1996). In this study we are able to distinguish both actual growth (in sales) and growth intention (growth, no growth, and exit). Clearly, there is a difference between desiring growth in the future and achieving growth in the near past. In terms of access to finance, the former is likely to act as a positive signal to potential lenders (indicating optimism surrounding the project), whilst the latter is more likely to be associated with cash constraints and collateral difficulties (at least for small firms). Whilst we consider past growth to be structural, i.e. a characteristic of the firm, we consider intention to be a component of strategy. Regardless of this categorization, it can be hypothesised that growth intentions will be positively associated with application success, whilst recent growth will be negatively associated with success. There is considerable empirical precedent for the latter hypothesis (Freel, 2007), though less for the former. Intriguingly, however, whilst Binks and Ennew (1996) find no evidence of a significant credit constraint for growth firms, they do find:

“evidence that firms expecting to grow in the future do expect to perceive a rather tighter credit constraint but this may be partly offset by a generally better relationship with their bank” (p. 17, emphasis added).

In other words, both actual growth and growth intentions may correlate with discouragement as growing firms anticipate the concerns of lenders.

Location
The academic literature on financial exclusion has long recognized that the social determinants of exclusion frequently have geographic correlates (e.g. Leyshon and Thrift, 1996). The availability of finance for small firms in deprived communities is also a policy issue in several countries, including the UK (Bank of England, 2000). Whilst factors such as income and employment status are likely to be the key determinants of exclusion (Devlin, 2005), these, in turn, are unlikely to be evenly distributed across space. Moreover, locational factors may influence borrowing and lending beyond the characteristics of residents. For instance, geographical variations in home ownership and house prices influence access to bank finance. Given the prevalence of security-based lending by banks, home owners are able to offer their homes as collateral, while the equity that has accrued in the home determines how much can be borrowed. Moreover, the literature on ethnic minority entrepreneurship frequently laments the consequences of location for minority firms in particular (frequently inner city) locales. In this vein, Ram and Smallbone (2003) note that “local environmental conditions such as physical dilapidation, inadequate parking, and vandalism are commonplace in such settings…[and]…can add to the difficulties faced in raising finance”. Unsurprisingly, locational factors are likely to affect risk. Indeed, Cowling and Mitchell (2003) note that the special terms offered under the UK Small Firm Loan Guarantee Scheme (SFLGS) to small businesses operating in inner city areas could not prevent these businesses from recording significantly higher default rates. In other words, one might anticipate that certain types of location will be associated with both discouragement and rejection. Here we proxy this effect with a vandalism indicator (see Table 1). Though the proxy is imperfect, recent work on the geography of vandalism (Ceccato and Haining, 2005) confirms particularly high instances in disadvantaged locations.

Industry sector
[bookmark: OLE_LINK5][bookmark: OLE_LINK6]Different industrial sectors are likely to be characterised by different asset and capital structures, and face different competitive environments. Hence, it would be expected that sector will affect funding aspirations and outcomes. Here we categorize firms into three broad sectors: production; knowledge-intensive services; and, wholesale and retail2. The first of these is likely to be characterised by higher levels of fixed and tangible assets; the second by a high ratio of human and intellectual capital to physical capital; and, the third by less information asymmetry (from the perspective of banks, this is likely to be a well understood sector). It might be anticipated that a combination of a superior ability to collateralize loans and higher borrowing requirements (Cosh and Hughes, 2003) would lead production firms to be more ‘needy’ and less likely to be discouraged. Indeed, prior work has demonstrated keener perceptions of financial constraints in, for instance, manufacturing firms, which are thought to stem from this greater financial neediness (Westhead and Storey, 1997). Moreover, since production firms are generally less likely to exit (Watson and Everett, 1999), this might also be anticipated to result in higher approval rates for such firms. In the case of our second sector, recent commentary has lamented “the unsympathetic attitude of financial organisations and banks towards service-based firms” (Howells, 2003, p. 31). Such difficulties are likely to be especially acute in knowledge-intensive services, where investments in human and intellectual capital are frequently discounted by banks because of their intangible nature. Accordingly, it might be expected that knowledge-intensive services firm are more commonly discouraged and less commonly approved. Finally, in the case of wholesale and retail, whilst historically high default and failure rates (Riding and Haines, 2001) may militate against approval, limited capital requirements are likely to have a similar effect on discouragement.

Characteristics of the entrepreneur

Age of owner
To the extent that the age of the entrepreneur is associated with accumulated human capital and assets (Gibb and Richie, 1982), it might reasonably be speculated that younger entrepreneurs will be simultaneously needier and less successful loan applicants. This is likely to be particularly true if the age of the entrepreneur is an inverse correlate of venture ambition (albeit imperfectly) (Vos et al., 2007).

Gender
The notion that the gender of the business owner may influence capital structure and financing due to credit discrimination on the part of the banks persists in academic and policy literatures (Marlow and Patton, 2005). However, it is now largely accepted that “it is the business structure rather than gender that is the principal determinant of access to credit” (Arenius and Autio, 2006, p. 96). In other words, gender differences in bank turndown rates are explained by differences in the types of businesses that they typically operate (e.g. sector, size) – what Blake (2006) calls the gender-based segregation in entrepreneurship. In short, female-led businesses appear less likely to gain access to bank finance because of the sectors in which they disproportionately operate (Orser et al., 2006). More recently this view has been subject to qualification. For example, Carter et al. (2007) argue that structure does not fully explain differences between male and female business owners and that there is still a residual gender effect. In the analysis which follows we are able to explore whether gender influences borrowing and lending decisions, after controlling for structural characteristics.  Crucially, the literature suggests that women are less likely to apply for bank loans than men. Reasons include their lack of self-confidence, lower propensity for risk, desire to keep control of their business, perception that borrowing creates higher risk and belief that discrimination does exist (Triechel and Scott, 2006; Watson, 2006; Coleman, 2000) Hence, we anticipate that gender is more likely to influence discouragement than rejection. 

Serial and portfolio entrepreneurship
Prior, or existing, experience in the management of another business clearly implies developed experiential capital. Indeed, recent evidence suggests that portfolio entrepreneurs are marked both by more diverse experiences and more resources, in comparison to serial or novice peers (Westhead et al., 2005). Both experience and resources are likely to be positively related to loan application success. In contrast, serial entrepreneurship need not denote past success. Accordingly, whilst they may apply for bank funding more often, it is not clear that they will be more successful at accessing it than novice entrepreneurs. In short, whilst we anticipate that multiple business ownership will influence both borrowing and lending decisions, the nature of the influence does not appear to be straightforward ex ante.

Education
It is not clear that education will have a direct influence on either borrowing or lending decisions – other than, perhaps, through increased self-confidence. To that end, one might speculated that entrepreneurs with less formal education will be disproportionately “discouraged borrowers”. Where they do apply, lower levels of education may also correlate with lower chances of application success, as bank managers conflate education with capability. Certainly, there is a longstanding tendency in the small firms’ literature to assume that formal education enhances the prospects of firm growth (e.g. Storey, 1994).

Characteristics of  firm strategy

Personal investment in the business
[bookmark: OLE_LINK3][bookmark: OLE_LINK4]Avery et al. (1998) provide robust evidence of the relationship between personal wealth and business borrowing. In a companion commentary, Mann (1998, p. 1062) reiterates that “attention to the financial situation of the business's principal provides a lot of relevant information that justifies making loans that would look inordinately risky from a perspective limited to the business's assets”. This, he suggests, is likely to hold for two main reasons: Firstly, most small businesses have limited assets and limited history. To the extent that the business operates without limited liability, personal financial strength is likely to be a better indicator of creditworthiness than business assets. Secondly, developments in credit scoring have made it considerably easier to access information on the financial strength of the principal, than information about the assets of the business. In short, personal wealth – particularly as denoted by home ownership - is now an integral part of the small business lending decision. Because small businesses have so few assets, it is easier for banks to assess the financial strengths of the owner (Cavalluzzo and Wolken, 2005). Unfortunately, the current study does not provide direct evidence on the net worth of respondents. Rather, we proxy relative net worth by the proportion of household wealth (including family home) invested in the business. The amount – or perhaps more accurately, the proportion - of personal wealth invested in the business can be regarded as a signal of credit quality, not least because it alleviates moral hazard problems (Cavalluzzo and Wolken, 2005). Where this is relatively small, entrepreneurs are, ceteris paribus, likely to be relatively wealthy and to enjoy income streams beyond the business. In turn, this lessened dependency may result in less financial neediness but, where need exists, greater confidence and a lower rejection rates. In other words, we expect the extent of personal investment to negatively relate to both discouragement and approval.

Relationship banking
It has been common in the past to characterize banking in the UK (and the USA) as transactional and banking in continental Europe as relational (Tylecote, 1994). In the latter, loans are ‘…seen as part of a long-term relationship in which the firm is bound to inform the bank fully as to its position and prospects and the bank is committed to support the firm through bad times, in return for influence over its policy and personnel’ (Tylecote, 1994, p. 262). Scott (2006) argues that the soft information that is transmitted through relationship banking can improve the credit availability to small, especially young, firms because of their limited operating history and incomplete financial statements and general information opaqueness. Indeed, there is evidence from a variety of contexts to show that relationship banking reduces information asymmetries and is likely to be associated with a higher success rate in loan applications and more lending at the margins (Binks and Ennew, 1997; Petersen and Rajan, 1995; Elyasiani and Goldberg, 2004). In this analysis we anticipate that the presence of relationship banking will most clearly correlate with loan approval. However, its association with discouragement is less clear, ex ante.

Strategic focus
The relative risk of intended firm strategies is likely to influence borrowing and lending decisions. Certainly, there is growing evidence that aggressively innovating firms (as indicative of particularly risky strategy) are more likely to apply for, but less likely to successfully access, funding from banks (e.g. Baldwin et al., 2002). Interestingly, however, Freel (2007, p. 23) suggests that in loan applications “a little innovation may be a good thing”. In this study our measure of strategic focus is drawn from a factor analysis of a multiple item question relating to the relative emphases placed on a variety of issues. Three underlying factors were apparent: an emphasis on innovation and design; on quality and service; and on cost (see appendix). The suggestion that innovators may be credit constrained, but that a little innovation may be a good thing, leads us to speculate that an emphasis on innovation (and the associated investment in intangible assets) will be associated with higher rejection rates. By contrast, an emphasis on cost (as an indication of more general financial probity) will be associated with loan approval. Discouraged firms are likely to be less innovative than rejected firm and less cost focused than approved firms. In other words, discouragement is likely to be associated with less strategic commitment in one direction or the other.

[TABLE 1 ABOUT HERE]

Data

Data for this study were drawn from a large-scale biennial survey of small business attitudes and opinions undertaken on behalf of the Federation of Small Businesses (FSB), a voluntary membership association of independent business owners in the UK. The survey is designed to elicit small business attitudes and opinions on a wide range of contemporary issues. This paper is focused upon responses to three questions in that section of the questionnaire devoted to financing issues:
1. In the past two years has your business applied for a bank loan? [no, once, more than once]
2. Was the most recent bank loan approved? [no, yes]
3. In the past two years has the fear of rejection stopped you from seeking a bank loan for your business? [yes, no]

Questionnaires were distributed in September 2005 to all of the 169,418 FSB members who were business owners (Carter, Mason and Tagg, 2006). By the November 2005 cut-off date, 18,939 responses were received, a usable response rate of 11.17%. Cost restrictions prevented follow-up mailings to boost response rates (although the monthly members’ magazine did include a reminder), and data protection restrictions on the mailing list prevented the research team from identifying and contacting non-respondents in order to investigate response bias. Without the option of conventional non-response bias tests, a comparison of early and late responses was used to test response bias. No significant differences were found between early and late responses across any of the variables typically used to describe the owners and the firms (age of owner, business entry mode, age of business, sales volume and VAT registration). An analysis of respondents with regard to their sectoral and regional distribution suggested a sample with close similarities to that of the total population of UK VAT registered SMEs (Office for National Statistics, 2005; Small Business Service, 2005). 

Our interest is in a sub-sample of the 18,939 respondents - i.e. those firms that responded affirmatively to either question 1 or 3 above5. As noted below, less than 40% of firms articulated a demand for bank credit in the period covered by the survey. Moreover, for practical purposes, our analysis is restricted to a limited number of sectors. Coupled with the need for complete responses to all variables used in the modeling, this reduces our effective sample size to 1785 firms.  This remains a substantial  number.

In terms of our categorization, firms were assigned to categories of credit demand hierarchically on the basis of their responses to the three questions listed above. That is, if firms had successfully applied for a bank loan during the two-year period covered by the survey, they were classed as “approved” regardless of whether they also been “rejected” or “discouraged” during the same period. Similarly, “rejected” firms may also have been “discouraged”. In this way “discouraged” firms are those that had been wholly discouraged – giving a stricter operationalisation of discouragement than might otherwise be the case. The principal effect of adopting this approach is likely to be an underestimation of the significance of discouragement. This more conservative approach seems prudent in our exploratory study.

The Pervasiveness of Discouragement

As noted earlier, our concern is with two sequentially related questions.  The first question concerns the general and relative pervasiveness of discouragement amongst UK small firms  and the extent to which these are similar to observations on an earlier sample of US firms (Levenson and Willard, 2000). This is an attempt to assess the ‘true’ demand for bank credit, which is likely to include some proportion of latent demand. To this end, it is appropriate to record that, in all three of the sectors in our study the demand for bank credit (latent or otherwise) is characteristic of a minority of firms. Indeed, 63.5% of production firms, 59.6% of wholesale and retail firms, and 67.2% of knowledge-intensive service firms neither applied for a bank loan in the previous two years nor indicated a fear that an application would be rejected. It would appear then, that bank finance is simply not desired by most small firms.

Moreover, when a bank loan is sought, the most likely outcome is approval (Figure 2). Again, in all sectors, over 70% of respondents that articulated a demand for a bank loan were successful in gaining funds. Indeed, over 90% of firms applying for a credit were approved. Of course, there is precedent for this finding. For instance, whilst the Cambridge studies (e.g. CBR, 2000) consistently noted a large proportion of entrepreneurs citing the availability of bank finance as a constraint to expansion, they also, and equally consistently, found that only a very small number of those firms seeking such finance actually fail to obtain it. In the UK, at least, most small firms applying for credit are successful in accessing it  in whole or in part.

Nevertheless, this is not to suggest that the 20-30% of disappointed firms (from the current sample) represent a trivial sub-population, especially as over two-thirds of these are discouraged rather than rejected (Figure 2). Paralleling Levenson and Willard’s (2000) findings, respondents were around twice as likely to be discouraged from applying for loans as to have been rejected  and, more so in the case of knowledge-intensive services. The significance of this observation, however, is contingent upon the characteristics of discouraged firms. If discouragement is a distinctive characteristic of certain types of entrepreneurs or firms, and that these types are not inevitably less creditworthy, then addressing discouragement may be more appropriate than supply side mechanisms aimed at ‘fixing’ rejection. If, however, discouraged firms are similar to rejected firms, then one may conclude that their discouragement, in fact, reflects rational discernment on the part of the owner. That is, that the fear of rejection is well placed. To this end, we now turn to the second question; which explores the relative characteristics of discouraged, rejected and approved firms.

[FIGURE 2 ABOUT HERE]

The Characteristics of Discouragement

We employ a multinomial logistic regression analysis to determine the distinguishing features of our different classes of ‘demanding’ firms. As discussed earlier, the dependent variable employed was defined hierarchically based on responses to the three questions outlined above. Such that, if firms had successfully applied for a bank loan during the two-year period covered by the survey, they were classed as “approved” regardless of whether they also been “rejected” or “discouraged” during the same period. Similarly, “rejected” firms may also have been “discouraged”, but would be classed as rejected if they had been (unsuccessful) applicants. In this way “discouraged” firms are those that had been solely and wholly discouraged.

Logistic regression, in common with all varieties of multiple regression, is sensitive to high correlation among the independent variables. However, various tests for multi-collinearity using correlation matrices, and multiway frequency analysis (Tabachnik and Fidell, 2001) suggest little problem in this respect (see Table 2). There are no bivariate correlations above 0.3. Moreover, as the data in Table 3 indicate, the model appears to be a reasonable predictor of ‘demand’ type,  significantly improving upon ‘constant only’ prediction at the 1% level. On the whole, the model seems to have a number of satisfactory properties.

[TABLE 2 ABOUT HERE]
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Table 3 compares discouraged firms to both rejected and approved firms respectively and, for completeness, includes a comparison between rejected and approved firms. Strictly, each model is concerned with probability of being in one category relative to another, as indicated by the column headings. Moreover, it explores the marginal influence of each explanatory variable. Thus, when we note that, for instance, discouraged firms differ from approved firms with respect to education, this is controlling for all other variables (as if firms discouraged and approved firms were otherwise indistinguishable in terms of the other measured variables). From this analysis, the following can be observed.

Discouraged firms are (relative to rejected firms):

Less likely to be family firms. There is tentative evidence that the “family firm” characteristic generally ameliorates discouragement. For instance, some 17% of non-family firms were discouraged, compared with 11.6% of family firms. This is in line with our prior expectations, which hypothesised that, despite financial conservatism, greater financial neediness would lead to lower levels of discouragement in family firms. However, where they do apply, there is no evidence that they are more or less likely to be successful.

Less likely to have reported at least one instance of vandalism. This measure is used here is a proxy for egregious location. This is a characteristic of rejected firms relative to both discouraged and approved firms – 25.1% of rejected firms had reported at least one incidence of vandalism compared with 18.6% of discouraged and 21.5% of approved firms. In short, and contrary to expectations, there does not appear to be a positive relationship between this proxy for location and discouragement. However, reported incidences of vandalism are a strong predictor of rejection.

More likely to be female owned (either in whole or part). Holding all other measured characteristics constant, female business owners were more likely to be discouraged than rejected. For instance, 24.9% of majority female owned firms were discouraged compared with 14.3% of majority male owned firms. Given that this distinguishes discouraged from rejected firms, one might be tempted to suggest that it indicates greater discernment amongst female business owners – or that female owned businesses with marginal projects are less likely to speculatively apply for bank finance than their male counterparts. On the whole, female owned businesses are less likely to apply for bank loans, but where they do apply they are no more likely to be rejected. To restate, in line with expectations, female ownership distinguishes discouraged firms from rejected firms. As always, simply pointing to the existence of a statistical relationship is a great deal easier than understanding why it exists. We return to this issue in the conclusions.

More likely to have a smaller proportion of personal (household) wealth invested in the business (and distinguished from approved firms in the opposite direction – i.e. more likely to have a larger component of household wealth tied up in the business). As noted earlier, this is likely to be a consequence of the, perhaps reasonable, tendency to assess the creditworthiness of the business as a function of the creditworthiness of the owner (Cavalluzzo and Wolken, 2005). In other words, since greater personal wealth is known to correlate with lower business default rates (Avery et al. 1998), banks are likely to make more marginal lending decisions when the owner can demonstrate assets and income from outside of the business. This is clearly evident in the data. Rejected firms appear most dependent upon the business and approved firms the least dependent, with discouraged firms somewhere in between. Indeed, predictably, this idea of dependence is a key discriminator between approved and rejected firms (Figure 3). By way of further illustration, it is interesting to note that 62.6% of ‘no need’ firms had 25% or less of their household wealth invested in the business. All other things being equal, personal wealth appears to strongly influence both the supply and demand for bank credit.
 
[FIGURE 3 ABOUT HERE]

Less likely to be seeking an exit. Intended exit is a more common characteristic of rejected firms in general. A little over 10% of rejected firms stated that their ambition for the business in the following year involved some form of exit (e.g. through a sale). This compares with 6% of discouraged firms. And, in light of evidence suggesting a link between planned exit and poorer performance4 this may not be entirely surprising, nor need it indicate cause for concern.

Less likely to be innovative. A higher emphasis on innovation seems to mark out rejected firms in general. Moreover, relative to approved firms, rejected firms are less likely to have strong emphasis on cost factors. This observation is consistent with prior evidence, which indicates that small innovators may be credit rationed or, less contentiously, credit constrained relative to their less and non-innovative peers (Freel, 2007). To the extent that innovative small firms are more likely to seek funds to invest in intangible assets and uncertain outcomes, they represent a greater risk than other firms – in which case equity finance may be more appropriate than bank debt. However, innovativeness does not distinguish discouragement from approval. Where innovative firms fail to access bank debt, the issue appears to be one of supply, rather than demand. Though this need not imply a criticism of banks.

Turning to the characteristics of discouraged firms relative to approved firms; discouraged firms were:

Likely to be smaller and younger. Indeed, this is also true of rejected firms relative to approved firms, and is in line with our stated expectations. For instance, discouraged firms had, on average, 4.4 full-time employees, compared with 6.04 full-time employees in rejected and 8.87 full-time employees in approved firms. As increasing size and age indicate diminishing risk and greater resources (including specific experience), it is not surprising that larger and older firms are simultaneously less discouraged and more successful loan applicants. The problems arising from smaller size and limited history (e.g. information opaqueness) are exactly those that loan guarantee schemes, for instance, are designed to ameliorate.  

More likely to be have exhibited recent growth. Taken at face value this may seem a remarkable finding. However, as discussed earlier, it is consistent with prior evidence that suggests that, for a variety of reasons, growth firms face difficulties in financial markets. Indeed, given that growth distinguishes discouragement from approval, this may suggest that past research underestimates the difficulties of growth firms. Figure 4 illustrates this relationship in the current sample: some 37% of discouraged firms recorded more than ‘slight’ sales growth in the year preceding our survey. This compares with around 29% of both rejected and approved firms. 

More likely to have articulated intended growth: (75% compared with 69.6% of approved firms). This runs counter to our presupposition that intended growth (and the associated optimism) acts as a positive signal to prospective creditors. Rather, it would appear that these positive signals are eclipsed by concerns over the speculative nature of many growth-related investments. Research has long shown that increases in the supply of a firm’s product often require outlays which are large in relation to its capital base (Binks, 1979; Hall, 1989). Accordingly, problems of collateral are likely to be particularly acute in growth firms (Binks and Ennew, 1996), and, as growth firms are more likely to be credit constrained in consequence, so those firms anticipating growth may also anticipate constraints, turning them into discouraged borrowers.

[FIGURE 4 ABOUT HERE]

More likely to be led by a serial entrepreneur. Though we anticipated an influence of multiple-ownership on borrowing and lending decisions, it was not immediately apparent what form it would take. Certainly, we hypothesised that portfolio entrepreneurship would correlate with loan application success. However, although the coefficient signs are in the ‘right’ direction, the evidence is inconclusive. On the other hand, evidence of a positive association between serial entrepreneurship and discouragement is clear. Clearly, to the extent that serial entrepreneurship need not denote past success, serial entrepreneurs are more likely to present chequered credit histories. These, in turn, may lead to pessimism on the part of the principals of otherwise ‘good’ proposals. Moreover, that this distinguishes discouraged firms from approved firms (and not from rejected firms) may indicate some cause for concern. There is an expectation, rightly or wrongly, that serial entrepreneurship implies some form of entrepreneurial learning.

More likely to be degree educated. This is perhaps the most surprising finding and, correspondingly, the least easy to account for. Indeed, there appears to be tentative evidence that, amongst applicants, higher levels of formal education correlate with rejection. Were this not the case, a higher incidence of discouragement amongst degree educated entrepreneurs might be interpreted as indicating a more stringent self appraisal. Instead, we suggest that sectoral effects account for this perplexing finding. For statistical purposes we are constrained, in the formal analysis, to deal with a relatively high level of aggregation. However, the data allows us to explore, descriptively, finer levels of aggregation. We are therefore able to observe that the highest proportion of owner managers with no formal qualifications (our reference group) are to be found in agriculture, mining and quarrying, and, motor vehicle sale and repair (around 25% of respondents) – whilst the lowest are found in financial services, computer-related activities, and, research and development activities (less than 5% of respondents). The former are traditional sectors where real estate and physical assets are likely to be present and relatively easy to value and provide collateral and security to lenders, whereas the latter are characterized by intangible assets which are difficult to value and vulnerable to loss (the key assets walk out the door each evening!)

More likely to operate in knowledge-intensive service sectors. The specific sectoral effect noted in the previous paragraph is likely to be over and above the more general concern amongst knowledge-intensive service firms that the appraisal procedures of financial institutions are unsympathetic to the typical strategy and structure configurations of their businesses (Howells, 2003). The exigencies and operations of businesses in older sectors of the economy tend to be reasonably familiar to banks, and this helps mitigate information asymmetries. Moreover, firms in production and wholesale and retail sectors are likely to be characterised by a disproportionate use of traditional forms of (predominantly physical) capital, which may aid loan securitization. In contrast, knowledge-intensive services tend to rely more on softer resources and, specifically, on developed human and intellectual capital (Tether, 2004). The greater challenge that this presents to bank evaluation and monitoring processes appears to result in higher levels of discouragement. Almost 21% of knowledge-intensive service firms were discouraged compared with 12.6% of production firms and 14.5% of wholesale and retail firms. The stark differences in outcomes are illustrated by the chi-gram in figure 55. As knowledge-intensive services play “an increasingly dynamic and pivotal role in ‘new’ knowledge-based economies” (Howells, 2000, p. 4), their relative neglect is likely to become pressing. By 2002, the share of the service sector amounted to about 70% of total value added and accounted for about 70% of total employment in most OECD economies (Wölfl, 2005). Amongst this, knowledge-intensive services are frequently viewed as key sources of important new technologies, high-quality, high-wage employment and wealth creation (Tether, 2004).

[FIGURE 5 ABOUT HERE]

Less likely to engage in relationship banking. To the extent that it indicates a correlation between loan approval and relationship banking this finding is as anticipated. However, what is interesting is that this variable most clearly distinguishes approved firms from discouraged firms (rather than from rejected firms). A lack of a developed relationship with their bank may therefore have the effect of dissuading businesses with otherwise good proposals from seeking a loan. In short, the injunction to relationship banking made elsewhere (e.g. Berger and Udell, 2002) seems appropriate in reducing (the more common) discouragement as well as rejection.

Less likely to emphasise quality and cost. Just as a focus upon innovation appears to be a characteristic of loan rejection, so a conscious emphasis upon cost and, to a lesser, extent, quality seems to characterise approval. In other words, a lack of a focus upon these strategies marks out discouraged firms relative to approved firms. This may simply indicate the attractiveness of financial probity to potential lenders6. Beyond this, however, and given the positive sign on all three strategy measures, one might speculate on the value of a clearly thought out and articulated strategy. Knowing where you want to go and how to get there (and being able to communicate this) may matter – alleviating discouragement and facilitating application success.

Concluding Remarks

Following Kon and Storey (2003) this paper has sought to move the debate on small firm credit constraints away from its preoccupation with loan denials to consider discouraged borrowers – business owners who are discouraged from seeking bank loans because they believe they will be turned down. Indeed, confirming Levinson and Willard (2000), businesses in this study were around twice as likely to be discouraged from applying for a bank loan as as to have been rejected. This is a significant category of small business that to date has been largely ignored.

Beyond noting simple frequencies, the key issue that we address is the extent to which discouraged borrowers are similar to or different from those that had their loan applications rejected and those that had them approved. Clearly, if discouraged borrowers are like rejected firms then discouragement may merely reflect good judgment on the part of owners and managers – what one might call “appropriately discouraged borrowers”. If, on the other hand, discouraged firms are more like businesses that have had loan applications approved then this suggests, firstly, that some businesses are unnecessarily excluding themselves from accessing bank finance, with potential implications for their performance and ability to grow (with under-capitalization associated with under performance) and, secondly, that the banks themselves are missing out on potential lending opportunities. This latter group may be thought of a “truly discouraged borrowers”7.

Given the potential implications, reflections upon the observed differences between discouraged and approved firms are our closing focus. Of these, size and age are characteristic of rejected as well as discouraged firms. From this, one might venture that existing interventions intended to address the presumed credit constraints of smaller and younger firms ought equally to meet the needs of rejected and discouraged firms8 – though changes in targeting or marketing may be necessary. Of more interest may be the noted associations with growth (both achieved and intended) and industry sector. For instance, that firms recording growing sales were 40% more likely to have registered discouragement than all other firms is surely cause for concern – though the rationale clearly requires further study. Similarly, in an economy where the rhetoric of economic development is frequently dominated by knowledge-intensive services, it is remarkable (if not altogether surprising) that knowledge-intensive service firms were 50% more likely to be discouraged than production firms. Intriguingly, in this sample, neither sector nor growth appears to distinguish rejected from approved firms. In other words, any remedies are likely to involve ‘encouraging’ borrowers (i.e. demand-side considerations), more than the standard supply-side activities which have dominated policy to date.

Further, observations from the data support, and extend, widely held beliefs about the importance of relationship banking. Firms that did not engage in relationship banking were around 16% more likely to have been discouraged from applying and 14% less likely to have been successful applicants. Indeed, the absence of relationship banking has a stronger association with discouragement than rejection.

The observed relationships between discouragement and both serial entrepreneurship and personal wealth are probably to be anticipated. And it is not clear what should or could be done to address these. Similarly, that a clearly articulated strategy (though not necessarily one which places a great deal of emphasis on innovation) helps ameliorate discouragement is probably unremarkable. Again, beyond injunctions to small firms to ‘think strategically’ (which appear, by themselves, of limited value), it is not clear what might be done. Though by throwing light on factors associated with the latent demand for credit amongst small firms, these observations raise questions for future research.

[FIGURE 6 ABOUT HERE]

In addition, given the heat it generates in discussion of entrepreneurial finance, the issue of gender warrants some comment. In the analysis recorded here, we observed that female ownership (in whole or in part) distinguished discouraged firms from rejected firms, but not from approved firms, when one controls for structural and strategic factors. The obvious interpretation is that female owned businesses are less likely to approach a bank with a weak loan application (i.e. ones which are likely to be rejected). This, then, would not be a cause for concern – reflecting greater discernment on the part of female entrepreneurs. Regardless, the raw patterns (Figure 6) are likely to excite considerable debate. It would appear that, even when one controls for a variety of characteristics of the entrepreneur, the firm and the strategy, female and male owned businesses exhibit different patterns of credit demand (latent, frustrated or satisfied). Simply put, female entrepreneurs are less likely to apply for bank loans, but not less likely to be approved once they have applied. Understanding why this is, or detailing the consequences requires further study. However, we hope that the current analysis will contribute to a more nuanced debate than the often simplistic discussions of financial discrimination.

Finally, this study did not seek to estimate the ratio of “inappropriately” discouraged to “appropriately” discouraged borrowers. Unfortunately, the current dataset is not competent to investigate this issue. Yet, this clearly represents an important complementary next step to the work reported here. For the former group the market may be seen to be working badly, whereas for the latter the market is working well. If the ratio of inappropriately discouraged borrowers is high, there is likely to be a more pressing need for policy attention. Though the current data cannot address this, future research may look at, for example, credit scoring discouraged borrowers to ascertain whether they are inappropriately or appropriately discouraged.

Notes

1. In practice the word “population” is replaced by “sample”.
2. Our ability to disaggregate further is constrained by technical and interpretive considerations. Here,  “Production” includes manufacturing, construction; mining and quarrying, electricity, gas and water supply; “knowledge services” includes financial services, business services, computer and related services, R&D services, and real estate services; “wholesale and retail” is largely self-explanatory and also includes sale and repair of motor vehicles.
3. Responding to question 2 clearly implies an affirmative response to question 1.
54. Observed in the data but not recorded here.

5. Chi-grams compare the expected and observed frequencies, such that χscore = 
6. See the variables comprising this factor in appendix A
7. We are grateful to David Storey for suggesting the terms “appropriately discouraged” and “inappropriately discouraged”.
8. Of course, this assumes that existing interventions are both appropriate and adequate. Assessment of this is beyond the scope of the current paper
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Appendix A

Factor Analysis of Strategic Focus
	Variable
	Quality
	Cost
	Innovation
	Mean
	Stdev

	Selling price
	0.191
	0.592
	-0.122
	2.36
	0.938

	Product/service quality
	0.778
	0.009
	0.126
	1.44
	0.725

	R&D Innovation
	-0.040
	0.021
	0.786
	2.85
	1.072

	Specialised expertise or products
	0.448
	-0.088
	0.549
	1.79
	0.980

	Flair, design and creativity
	0.133
	-0.038
	0.752
	2.49
	1.072

	Distribution channels
	-0.107
	0.474
	0.380
	3.07
	1.019

	Customer service
	0.773
	0.133
	-0.005
	1.54
	0.787

	Costs
	0.173
	0.770
	0.014
	2.72
	1.047

	Quality of staff
	0.620
	0.307
	0.060
	1.85
	0.968

	Reputation
	0.753
	0.110
	0.073
	1.53
	0.780

	Environmental friendliness
	0.091
	0.335
	0.358
	2.72
	0.965

	Cash flow/financial performance
	0.066
	0.659
	0.012
	3.15
	1.136

	
	
	
	
	
	

	Eigenvalues
	3.049
	1.614
	1.449
	
	

	Percentage explained variance
	25.406
	13.449
	12.072
	
	

	N
	2447
	
	
	
	


Factor loadings greater than or equal to 0.50 are shown in boldface
PCA with varimax rotation


Figure 1. Banks finance and categories of small firms



Figure 2. Sectoral distributions of debt attitudes and outcomes



Figure 3 Proportion of personal wealth invested in the business



Figure 4. Firm growth and the demand for bank loans
 


Figure 5. Chigram of sectoral variations in attitudes and outcomes



Figure 6 Gender of ownership and the demand for bank credit



Table 1. Variables used in regressions
	Variable
	Description

	Firm size
	Natural logarithm of the number of full-time employees

	Firm age
	Binary dummy variable where 1 indicates less than or equal to 3 years; 0 otherwise

	Business objective
	Categorical variables indicating business objectives; “grow”, “exit”, with “consolidate” as the reference group

	Sales growth
	Qualitative variables recording either declining sales or growing sales; steady sales is the reference group

	Owner’s age
	Dummy variables indicating “under 35 year” and “35-54 years”; “55 and over” is the reference group

	Gender of business owner(s)
	Dummy variables indicating female ownership above 50% and female ownership up to 50%; wholly male owned is the reference group

	Portfolio/serial entrepreneur
	Dummy variables indicating portfolio and serial ownership; novice is the reference group

	Family involvement
	Dummy variable representing the involvement of family members in both ownership and management

	Industry sub-sector
	Categorical variables indicating broad industry sectors; “production”, “retail and wholesale”, with “knowledge services” as the reference group

	Owner’s education
	Dummy variable indicating highest level of education: degree or above, professional below degree, and high school education (O and A levels); the reference is “none, primary only”

	Relationship banking
	Dummy variable indicating whether the firm used its bank to “seek business advice” and/or “to maintain good relations”

	Quality as competitive strength
	[bookmark: OLE_LINK1][bookmark: OLE_LINK2]Variable measuring the extent to which firms perceive “quality” as a business strength (see Appendix A)

	Innovation as competitive strength
	Variable measuring the extent to which firms perceive “innovation” as a business strength (see Appendix A)

	Cost as competitive strength
	Variable measuring the extent to which firms perceive “cost” as a business strength (see Appendix A)

	Personal financial investment
	A categorical variable measuring proportion of household wealth invested in the business: “up to 25%”, 26-50%, “51-75%”; “76-100” is the reference group

	Location
	Dummy variable indicating whether the firm had made at least one complaint of vandalism to the police. The variable is intended as a proxy for egregious location




1

Table 2. Correlation matrix of variables used in regression analyses (Spearman’s ρ)
	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12
	13
	14
	15
	16
	17

	Demand
	.
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Firm size
	0.123
	.
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Firm age
	0.026
	0.202
	.
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Family
	0.032
	0.154
	0.058
	.
	
	
	
	
	
	
	
	
	
	
	
	
	

	Sales growth
	-0.025
	-0.051
	0.133
	-0.018
	.
	
	
	
	
	
	
	
	
	
	
	
	

	Industry
	-0.056
	-0.201
	-0.091
	-0.024
	-0.031
	.
	
	
	
	
	
	
	
	
	
	
	

	Location
	0.064
	0.140
	0.099
	0.022
	0.051
	-0.036
	.
	
	
	
	
	
	
	
	
	
	

	Owner’s age
	-0.019
	0.017
	0.275
	0.041
	0.089
	-0.059
	0.044
	.
	
	
	
	
	
	
	
	
	

	Gender
	0.012
	-0.005
	0.031
	-0.237
	-0.010
	-0.099
	0.005
	0.019
	.
	
	
	
	
	
	
	
	

	Portfolio/serial
	-0.072
	-0.142
	-0.088
	-0.087
	0.026
	-0.022
	-0.097
	-0.098
	0.016
	.
	
	
	
	
	
	
	

	Education
	0.046
	0.061
	0.092
	-0.070
	0.056
	-0.208
	0.054
	0.100
	0.055
	0.027
	.
	
	
	
	
	
	

	Dependence
	0.109
	0.126
	0.049
	0.072
	0.009
	-0.076
	0.118
	-0.003
	-0.020
	-0.055
	0.104
	.
	
	
	
	
	

	R’ship Bank
	0.040
	0.015
	-0.043
	0.004
	-0.020
	0.025
	-0.007
	-0.040
	-0.009
	-0.024
	-0.027
	0.029
	.
	
	
	
	

	Growth intent
	-0.063
	-0.096
	0.237
	-0.031
	0.189
	-0.109
	0.036
	0.199
	0.039
	0.069
	0.108
	-0.018
	-0.080
	.
	
	
	

	Quality
	-0.010
	0.033
	-0.041
	-0.026
	0.037
	-0.004
	0.020
	-0.058
	0.067
	-0.046
	-0.052
	0.016
	-0.030
	-0.020
	.
	
	

	Innovation
	-0.014
	0.013
	0.005
	-0.029
	0.061
	-0.025
	0.031
	0.011
	0.053
	0.049
	0.104
	-0.018
	-0.055
	0.081
	0.021
	.
	

	Cost
	0.029
	0.032
	0.035
	-0.004
	0.035
	-0.034
	0.014
	-0.014
	0.004
	-0.010
	-0.095
	0.048
	-0.004
	0.006
	-0.008
	-0.018
	.



[bookmark: OLE_LINK7][bookmark: OLE_LINK8]Table 3. Multinomial logit model of the probability of being “discouraged”1
	Independent
	Demand for Loans

	Variables
	Discouraged to Rejected
	Discouraged to Approved
	Rejected to Approved

	
	
	
	

	Firm size
	-0.110 (0.509)
	-0.566 (32.214)a
	-0.456 (11.844)a

	Firm age (young)
	0.021 (0.008)
	0.477 (9.965)a
	0.456 (4.731)b

	Family
	-0.530 (3.625)b
	-0.294 (2.505)
	0.236 (0.976)

	Sales growth
	
	
	

	
	Growing
	-0.323 (1.856)
	0.429 (3.522)c
	0.129 (0.388)

	
	Declining
	-0.079 (0.070)
	0.194 (1.537)
	0.314 (1.390)

	Industry sub-sector
	
	
	

	
	Production
	-0.064 (0.060)
	-0.426 (6.443)a
	-0.362 (0.119)

	
	Retail and Wholesale
	-0.286 (1.287)
	-0.399 (5.880)b
	-0.112 (0.250)

	Vandalism
	-0.402 (2.622)c
	-0.050 (0.083)
	0.452 (4.494)b

	
	
	
	

	Owner’s age
	
	
	

	
	Under 35 years
	-0.098 (0.075)
	0.009 (0.001)
	0.107 (0.116)

	
	35-54 years
	0.290 (1.351)
	-0.147 (0.786)
	-0.437 (0.045)

	Gender
	
	
	

	
	Majority female
	0.662 (3.600)b
	0.175 (0.722)
	-0.487 (2.249)

	
	Minority female
	0.424 (2.975)c
	0.114 (0.530)
	-0.310 (2.027)

	Portfolio/serial
	
	
	

	
	Portfolio
	-0.021 (0.007)
	-0.138 (0.668)
	-0.116 (0.253)

	
	Serial
	0.062 (0.065)
	0.303 (3.669)b
	0.241 (1.220)

	Education
	
	
	

	
	Degree
	0.51 (0.013)
	0.459 (2.617)c
	0.408 (1.130)

	
	Post-school
	-0.228 (0.265)
	0.435 (2.300)
	0.662 (3.040)c

	
	School
	0.131 (0.090)
	0.312 (1.271)
	0.181 (0.229)

	Personal wealth invested
	
	
	

	
	Up to 25%
	0.613 (5.034)b
	-0.452 (5.730)b
	-1.065 (19.653)a

	
	26-50%
	0.377 (1.636)
	-0.271 (1.680)
	-0.648 (6.406)a

	
	51-75%
	0.335 (1.097)
	-0.117 (0.267)
	-0.453 (2.633)c

	
	
	
	

	Relationship banking
	-0.191 (0.437)
	-0.417 (4.737)b
	-0.226 (0.828)

	Growth intent
	
	
	

	
	Grow
	0.064 (0.045)
	0.671 (3.908)b
	0.378 (1.990)

	
	Exit
	-0.859 (3.049)c
	0.229 (0.395)
	0.630 (2.550)c

	Quality
	-0.062 (0.355)
	-0.114 (2.941)c
	-0.053 (0.313)

	Innovation
	-0.207 (3.800)b
	-0.042 (0.384)
	0.165 (3.053)c

	Cost
	-0.020 (0.042)
	-0.184 (8.037)a
	-0.164 (3.584)b

	
	
	
	

	-2 Log-likelihood
	2457.872
	
	

	d2 (52 df)
	211.51a
	
	

	N
	1785
	
	


1Final comparison (i.e. the probability of being a rejected relative to approved) achieved by reversing dependent variable coding; d full model versus constant only model; Figures in parenthesis are Wald 2 test statistics; a significant at 1% level; b significant at 5% level; c significant at 10% level
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