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Motivation:
Great Recession and Access to Financing

» Young firms and financial resources

» Mix equity and debt sources (Cole, 2008; Cosh, Cumming, &
Hughes, 2009; Eckhardt, Shane, & Delmar, 2006; Gompers & Lerner,
2006)

Most do not receive VC ﬁnancing (Shane,2008), (Berger and
Udell,1998), (Cole 2008)

Banks provide critical growth capital

0 initial financing in new biomedical /pharmaceutical
companies (Roberts and Hauptman,1987)

» high-tech firms

Entrepreneurs face strong incentives to acquire non-
dilutive financing (Winton & Yeramilli, 2008; Ueda, 2004)

» Adverse financial shock magnifies information
asymmetry
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Research questions

» What is the impact of the financial crisis on:
» Decision to apply for a bank loan?

» Likelihood of receiving a bank loan?

» Role of subjective measures/behavior in financing
decision?

What are the implications for innovation and economic
growth?



Banks and new firm financing

» Ease financial constraints for new firms

» Deregulation and new entrepreneurial activity (Black
and Strahan, 2002)

» Substantial role in new firm formation (ayyagari, Demirguc-

Kunt and Maksimovic (2010); Beck, Demirgtic-Kunt and Maksimovic (2008); Kerr and Nanda
(2009)

» External sources of financing

Information asymmetry and importance of tangible assets
(Berger and Udell, 1998)

Significance of outside debt in new firms capital structure
(Robb and Robinson, 2010)



High tech firms

» Banks and high-tech firms

Bank loans increase as information asymmetry decreases
(Winston Smith, 2010)

Increases innovation (Benfratello et al. 2010)

Bank loans and exit by acquisition

Less risky continuation strategy (Winton and Yerramilli, 2008)



Prior empirical studies

» Selected based on financial choices...

» firms which have received venture capital financing

(Amit, Glosten, & Muller, 1990; Bottazzi, Da Rin, & Hellmann, 2008;
Fitza, Matusik, & Mosakowski, 2009; Gaba & Meyer, 2008;
Gompers & Lerner, 2003; Gulati & Higgins, 2003; Kogut, Urso, &
Walker, 2007; Lee, Peng, & Barney, 2007; Lerner, 1994)

» firms relying largely on external debt
(Landier & Thesmar, 2009), others

pre-IPO behavior
(Chemmanur,He, and Nandy (2009), others
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» Or limited sample...
High-tech only (which focus on VC, for most part)

or not include high tech (which focus on banks/debt, for
most part)
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mpirical Setting

> Data: Kauffman Firm Survey (KFS)
» Ongoing, longitudinal study of new businesses in US

» Stratified random sample of new businesses started in 2004

Eligibility for inclusion— NOT HAVE PRIOR TO 2004: EIN/schedule C
income /legal form/state Ul or FICA taxes prior to 2004

» Baseline Survey conducted in 2005

> Annual follow-ups: 2006, 2007, 2008, 2009, n=4,928 firms
at start

» Access through NORC data enclave (confidentiality)

» Microdata

> Industry detail



Model and empirical analysis

» Observable financial and performance
measures

»  extent of credit constraint, revenue in previous year

» Behavioral characteristics

»  Optimism, risk, fear of denial

(1) loan demand = B,, B;growth + f,constrained +
Bsbehavioral + B,firm + -entrepreneur +¢

(2) loan approval =6,, 6,growth + b,asymmetry +
O,;firm + 6, entrepreneur + u
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Results: Loan

Demand

main variables)
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Results: Loan Approval (main variables
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Results: Two-stage analysis (first stage)
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Results: Two-stage analysis (objective
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Results: Two-stage analysis (behavioral)
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Conclusions

» Window into impact of financial crisis on access to
bank loans by young firms

» Pre-crisis v. post-crisis
» Kauffman Firm Survey firms
» Crisis hits in critical window of new/young firm lifecycle
» Understanding the impact of financial shock at key point
» Key results:
» Bank loan facilitates new firm innovation
»  Optimism as novel instrument
Interesting in own right

» Experience (+) related to innovation
Prior knowledge (Shah and Smith, 2010)
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Policy Implications

» Access to financial resources in turbulent
economy

» Relationship between information transparency
and entrepreneurs’ ability to secure adequate
financial capital

» Tangible assets

» Credit scores

» High-tech industries in particular
» Intellectual capital

» Implications for innovation and economic growth
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» Thank youl!

» Work in progress...
» Comments most welcome

sheryl.winston.smith@temple.edu

arobb@ucsc.edu

» The authors would like to acknowledge support
from Kauffman Foundation
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Results: Loan Demand (controls)
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Results: Loan Approval (controls
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Results: Two-stage analysis (controls
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Implications for innovation

» debt financing and equity financing have different
implications (Schmidt, 2003; Ueda, 2004; Winton & Yerramilli, 2008)

» Debt: secure adequate funds while retaining full
control rlghts (Berger & Udell, 1998)

» bank financing key for new firm formation and growth in

the aggregate (Black & Strahan, 2002; Hellmann, Lindsey, & Puri, 2008; Kerr &
Nanda, 2009)

» For new high-technology ventures evidence mixed and fairly
scant

» Equity: smooth risk but give up control

» strongly linked to innovation, IPOs, long run economic

gI‘OWth, etc. (Brown, Fazzari, & Petersen, 2009; Gompers & Lerner, 2003;
Kortum & Lerner, 2000)
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