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Abstract. An entrepreneur’s negative attitude toward debt (debt aversion) affects the financ-
ing decisions of the businesses they run. Controlling for a range of observable traits, firms run
by highly debt-averse entrepreneurs are about 10 percentage points less likely to use debt. The
same entrepreneurs are also almost 25% less likely to take up government-guaranteed debt
during the COVID-19 crisis. These firms show less interest in COVID-19 support policies if
they perceive them to involve debt based on experiments randomizing the framing and label-
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ing of otherwise nearly identical hypothetical COVID-19 support policies as debt or grants.
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1. Introduction

There is a disconnect between the way debt is discussed
in standard finance textbooks and in everyday use. In
textbooks, debt is presented as a value-neutral instru-
ment, with an emphasis on the benefits of intertemporal
substitution. In everyday use, however, debt is often
presented as an evil to be avoided. Many traditional lit-
erary sources strongly advise against taking on debt for
reasons of self-reliance (“A man in debt is so far a
slave”), self-restraint (“Never spend anything before
thou have it; for borrowing is the canker and death of
every man’s estate”), or threat to social ties (“Neither a
borrower nor a lender be; for loan oft loses both itself
and friend”).! The word debt is even etymologically
connected to the concepts of guilt and sin in several
world languages.

As a consequence, it appears plausible that people
have some level of debt aversion, that is, a generalized
negative attitude toward the idea of borrowing. This
has been documented in a number of contexts. For
example, Field (2009) studies the impact of psychologi-
cal responses to debt on career choices and finds that
framing tuition support as debt, instead of a financially
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identical tuition waiver, makes it significantly less
appealing. Almenberg et al. (2021), using a survey of
households in Sweden, show that 56% of people find
taking on debt unpleasant and that these attitudes are
passed on within families.

Although risk-averse individuals may avoid debt
when it increases risk, debt aversion also includes psy-
chological and cultural components that are not cap-
tured by classical notions of payoff uncertainty and risk
aversion. Haliassos et al. (2017) show evidence that cul-
ture is an important determinant of debt use. Despite
this growing field of work, entrepreneurs not subject to
agency problems are often assumed to operate with a
profit-maximizing objective, a fact that is reflected in,
for example, government policies designed to support
firms.

In this paper, we study whether an entrepreneur’s
personal attitude toward debt has an effect on the
financing policy of the firm they manage.” We find that
a large share of entrepreneurs are debt averse; that is,
they report being uncomfortable with taking on debt.
Debt-averse entrepreneurs are less likely to use debt
within their firm or to use debt-based rescue packages
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offered in response to the COVID-19 pandemic. We
also conduct experiments that show that debt-averse
entrepreneurs are less interested in a hypothetical
COVID-19 rescue package if it is labeled as debt com-
pared with a financially equivalent alternative not
labeled as debt. Finally, in a follow-up survey, we ask
entrepreneurs about their actions if they were offered a
direct subsidy or a loan worth one month’s revenue
and find that entrepreneurs are twice as likely to invest
if offered a direct grant compared with a loan.

We conduct a survey of approximately a thousand
small- and medium-sized enterprises (SMEs) in Fin-
land.* We exclude firms where the survey respondent
is a hired manager, leaving us with a sample of 917
owner-managers (whom we shall refer to as entrepre-
neurs).” The firms are generally small, with about half
the sample employing 5 or fewer people, and the other
half employing between 6 and 250 people. In the sur-
vey, we ask respondents about their attitude toward
debt; their subjective assessment of several personality
traits, including optimism, financial literacy, risk aver-
sion, and trust in people and banks; their expectations
for their business; and the measures they have taken in
response to COVID-19. We link survey responses to
financial and other registry information about the firms.
We also conduct a simple survey experiment where
entrepreneurs compare hypothetical financing options,
half of which are framed as debt and half as financially
similar nondebt alternatives.

The Finnish government’s COVID-19 rescue packages
for SMEs were similar to those implemented in most of
northern Europe (for example, Germany, Switzerland,
the United Kingdom, and Sweden) and focused on
government credit guarantees. The credit guarantee
scheme was administered through the private banking
system, with banks screening loans and applying for
the government credit guarantee on behalf of the
firms. The guarantees generally covered 50%-80% of
the loan amount. Government ministers have stated
that the take-up of government-guaranteed debt used
has been substantially lower than expected (Kukkonen
2020). The low take-up of loans is not just a Finnish
phenomenon but rather has been the norm across
European countries with debt-based programs—For
example, The Economist notes that the take-up of
partially guaranteed loans has been poor in both
the United Kingdom and Spain (The Economist 2020),
whereas Core and De Marco (2024) document low
take-up of government-guaranteed loans in Italy, Cus-
todio et al. (2021) in Portugal, and Kren et al. (2021) in
Ireland. Given the pressure on liquidity caused by the
COVID-19 pandemic, why are many firms still so
reluctant to use government-guaranteed debt? Our
hypothesis is that individual-level debt aversion is cor-
related with the decision not to take up government-
guaranteed debt.

The entrepreneurs in our sample are generally
uncomfortable with debt. On a scale of 0-10, with 0
being disagree completely and 10 agree completely,
63% of entrepreneurs answered over 5 to the question
“Do you agree with the following statement?: I consider
taking on debt to be unpleasant.” Approximately 45%
gave an answer of 8, 9, or 10, which we group as High
debt aversion in our main analysis.” We also ask what
respondents were taught about debt as children (giving
six options) and find that these correlate with reported
debt aversion: For instance, being taught that debt was
”something to be avoided” was strongly associated
with higher debt aversion.

We find that high entrepreneur debt aversion is asso-
ciated with a significantly lower likelihood of the firm
using debt, both currently and in the past. High debt-
averse entrepreneurs are approximately nine percent-
age points less likely to have debt and to have used
debt in the past five years (compared with baseline
rates of 48% and 60%). In addition, a one-standard-
deviation increase in debt aversion is associated with
an approximately seven percentage points lower likeli-
hood of currently having debt. We include in the analy-
sis a separate measure of general risk appetite.” The
results show that debt aversion and risk appetite both
have a significant association with the decision to apply
for a new loan: High debt aversion decreases the likeli-
hood of applying for a new loan, whereas high risk
appetite increases the likelihood.

Some may worry that the results above are driven by
factors other than debt aversion. For example, what if
past bad experiences with debt cause both debt aver-
sion and low levels of debt? What if managers of riskier
firms are more likely to report higher levels of debt
aversion? We address this in two ways: first, by looking
at firms which are similar in terms of observables and
face an unexpected financing need due to the COVID-
19 pandemic, and second, by running a simple survey
experiment in which firms are offered very similar pol-
icy options that differ only in their labeling as debt or a
grant. Our second approach builds on a growing exper-
imental literature in economics and other fields study-
ing the effect of social norms on decision making. For
example, Bursztyn et al. (2020a) find that a significant
portion of Pakistani men are willing to forego a pay-
ment labeled as coming from the U.S. government in
order to preserve their anti-American identity.?

Our first analysis uses the fact that the COVID-19
pandemic caused a severe unexpected liquidity shock
for a large number of firms. The timing of the shock
was largely unanticipated and hit most firms at the
same time. This provides us with a setting in which
firms face unexpected financing needs, alleviating con-
cerns about debt-averse managers self-selecting to low-
financing-need firms. The magnitude of the liquidity
shock in our sample is correlated with industry, but we
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control for this, as well as many (self-reported) vari-
ables related to the magnitude of the COVID-19 shock
on the firm and the need for external financing.” In case
high debt aversion is associated with low willingness to
take on new debt even in this exceptional context, we
would expect that our results reflect a lower bound on
the effect size. We find not only that high debt-averse
entrepreneurs were less likely to use debt before the cri-
sis, but also that high debt-averse entrepreneurs are
five percentage points less likely to have applied for a
new bank loan during the crisis, relative to a sample
average of 16%.

However, there may still be concerns that, for exam-
ple, unobserved characteristics of firms run by
non—debt-averse managers caused a larger liquidity
shock.'” To mitigate this, we conduct a three-part
experiment to see whether simply framing or labeling a
contract as debt makes entrepreneurs less interested in
it. The experimental design partially resembles that of
Caetano et al. (2019) for student loans. We have three
“pairs” of financing options, and each respondent is
randomly shown one from each pair and asked to eval-
uate how interested they would be in using it, on a scale
of 1-10. Both the order of the three questions and the
alternative to be evaluated by the respondent are ran-
domized. The pairs consist of identical or nearly identi-
cal policies, where one is framed or labeled as more
loan-like and the other either as a direct grant or debt
but with some debt-like features made more salient.
We find that across all policy pairs, respondents are
more willing to take up support framed as direct sup-
port rather than a loan or where the loan-like features
are made less salient.

The experiments were designed to resemble alterna-
tive financial support mechanisms drafted by the gov-
ernment. The objective of the experiments is to provide
evidence of whether subtle differences in framing affect
entrepreneur interest. That is, we attempt to provide
two options that are similar enough (except in an obvi-
ous way, their framing as debt) that other personality
traits should be uncorrelated with take-up. The conclu-
sions drawn are not reliant on the alternative financial
support mechanisms presented being strictly identical:
Arguably, full contractual terms would need to be
available before it would be possible to conclude that
any of the alternatives would or would not be fully
equivalent. The question of interest is whether any dif-
ference between the framings is more plausibly inter-
preted in terms of any other differences between the
financing alternatives or in terms of debt aversion.
Importantly, any alternative story would also need to
explain why the difference in interest between the two
options is correlated with debt aversion.

The first experiment asks the respondents about their
interest in either a loan out of which 75% is forgiven if
the firm does not lay off workers (somewhat similar to

the U.S. CARES Act Paycheck Protection Program) or a
grant covering 75% of the firm’s personnel expenses.''

The second experiment is a more subtle labeling of a
policy relevant to the European Union (EU) area, where
governments have lent back to firms the value-added
tax (VAT) that they paid earlier in 2020. We call the two
options either “VAT loan” or “VAT return,” with
exactly identical financial terms used in the description;
that is, the VAT return is temporary, carries an interest,
and has the same maturity as the loan.

The last experiment is about making the loan-like
characteristics more salient. One policy alternative is a
government-guaranteed loan requiring private collat-
eral for 20% of loan value, whereas the other is a
government-guaranteed loan where 80% is forgiven if
the firm becomes insolvent as a result of COVID-19.

We also conduct an additional analysis with our
experiments where we correlate other traits (optimism,
risk appetite, etc.) with the choices in the experiment.
The idea of this analysis is to test whether other traits
consistently correlate with choices in our experiments:
For instance, if the difference in interest between grant
and loan forgiveness was correlated with risk appetite,
it would suggest that participants did not view the
choices as being equally risky, which in turn would
jeopardize the validity of the experiment with regard to
debt aversion. We find that no trait other than debt
aversion consistently correlates with the difference in
interest between the two choices.

What are the implications of entrepreneurial debt
aversion for firms and entrepreneurs? It is difficult to
make strong welfare claims regarding the use of
COVID-19 support programs, but we find that highly
debt-averse managers were more likely to cancel
investments in response to the COVID-19 pandemic
than others. They were also much more likely to report
high levels of stress during the crisis. We also show that
firms run by highly debt-averse managers tend to be
smaller than others after controlling for industry, firm
age, and a range of manager characteristics (including
education). Although we cannot rule out that this effect
is driven by an omitted variable correlated with debt
aversion, it is highly plausible that firms that avoid
debt (the main source of external financing for SMEs)
are less likely to invest and hence grow slower than
firms run by managers who have a more neutral view
of debt."

In an additional analysis conducted as part of a
follow-up survey in August 2020, we ask firms how
they would respond to hypothetical offers of either a
direct grant or a loan worth one month of revenue.
Almost all firms would spend the grant on their busi-
ness, with almost half of firms replying that they would
invest the grant. This suggests that most firms see prof-
itable investment opportunities. However, the share of
firms investing if offered a loan is less than half of the
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share investing a grant, whereas most firms would
choose to decline the loan if offered.

To make sure that our results are not driven by
unusual behavior during the COVID-19 pandemic, we
repeat our analysis of the relationship between the use
of debt and entrepreneur debt aversion using a new
sample from the Yrittdjagallup-survey conducted in
April 2023 by the Federation of Finnish Enterprises. To
further validate our measure of debt aversion, we also
include two alternative questions related to debt aver-
sion introduced by Albrecht and Meissner (2022). The
results using the new survey data from 2023 are similar
to our main results. A higher level of debt aversion is
significantly negatively associated with the likelihood
of having debt. Using a new measure of debt aversion
(a composite of the two questions by Albrecht and Meiss-
ner) and the two new questions individually also yields
similar results as our main measure, with higher levels
of debt aversion being associated with a significantly
lower likelihood of having debt.

Our study builds on, and contributes to, several
strands of literature. First, our study is related to recent
work in household finance on individual-level attitudes
toward debt. Almenberg et al. (2021) find that more
than half of households report being uncomfortable
with taking on debt and that these attitudes are corre-
lated with their use of debt. In the context of U.S. stu-
dent loans, experimental and quasi-experimental
studies (Field 2009, Caetano et al. 2019) show that stu-
dent loans with loan forgiveness enjoy lower take-up
than financially equivalent grant programs. There is
also a broader literature on the psychology of debt (Pre-
lec and Loewenstein 1998, Almenberg and Karapetyan
2014, Meissner 2016). Zinman (2009) shows that indivi-
duals with a combined debit/credit card often prefer to
use the debit card, even when the credit card amounts
to an interest-free loan when paid at the end of the
month. Prior literature also shows that social and cul-
tural norms are important determinant of borrower
behavior (Guiso et al. 2013). Although it may seem
unsurprising that these attitudes also affect use of debt
in firms that are essentially extensions of the entrepre-
neurs, public policy is often designed with profit-
maximizing firms in mind. It is also interesting that an
entrepreneur’s debt aversion affects choices where the
risk of debt is less relevant for them personally, such as
in the take-up of government guarantees (without per-
sonal guarantees) in limited liability companies.

Second, we contribute to the growing literature
showing evidence that managerial attitudes affect cor-
porate policy (Cronqvist et al. 2012, Graham et al. 2013,
Cronqvist and Yu 2017, Korkeamaki et al. 2017) by pro-
viding, to the best of our knowledge, the first direct evi-
dence that attitudes toward financial instruments (as
opposed to expectations or risk aversion) affect corpo-
rate policy. For reviews of how managerial attitudes,

biases, and experiences play a role in behavioral corpo-
rate finance (Malmendier 2018, Guenzel and Malmen-
dier 2020). The managerial attitudes approach has
helped explain why there is considerable heterogeneity
in observed capital structures beyond what is predicted
by traditional models such as tradeoff theory and peck-
ing order theory. However, one persistent puzzle that
remains is that the observed leverage levels of firms
tend to be substantially lower than predicted by tradi-
tional models (Graham 2000), and a large number of
firms have no debt at all (Korteweg 2010, Strebulaev
and Yang 2013, El Ghoul et al. 2018). We take findings
from the household finance literature on the psychol-
ogy of debt and link these to the financial policies of
SMEs, showing that many entrepreneurs’ personal
views toward debt affect financial policy in the firms
they manage. We also show that firms run by debt-
averse managers tend to grow more slowly."

Third, our results also have implications for the
entrepreneurial finance literature. Debt aversion may
act as a constraint to entrepreneurship because new
firms often depend on personally guaranteed debt
(Robb and Robinson 2014) and a partial explanation for
the link between personal wealth and entrepreneurship
(Hurst and Lusardi 2004). This is also consistent with
evidence that personal attitudes may affect entry into
entrepreneurship (Puri and Robinson 2013). In an argu-
ment that is close to ours, Nguyen et al. (2020) find evi-
dence that many Vietnamese SMEs do not apply for
loans and show that this is correlated with a survey
answer response stating that they “do not want to incur
debt.” Although plausible, it is not clear to what extent
this survey response measures managerial debt aver-
sion as opposed to just not wanting debt for business-
related reasons or because of risk aversion. Our survey
directly asks about attitude toward debt, providing a
more plausible empirical measure of debt aversion.
Our use of COVID-19 as a setting and our experimental
analyses mirroring prior experimental work also pro-
vide a more plausible causal interpretation.

We also add to the emerging literature on the effec-
tiveness of government policies when response to poli-
cies is shaped by imperfect information, lack the
capability to process information, or are affected by atti-
tudes and social norms (Coibion et al. 2018; D’ Acunto
etal. 2020, 2023; Custodio et al. 2021). Much of this liter-
ature has focused on individuals rather than firms,
whereas a growing strand of the literature has shown
that the expectations and actions of firms often deviate
from the full information rational expectations frame-
work (Bachmann and Elstner 2015, Coibion et al. 2018,
Andrade et al. 2020). Weber et al. (2022) also show that
when it comes to subjective inflation expectations, firms
are not very different from households. Some recent
evidence, such as Bedendo et al. (2023), has also docu-
mented differences in take-up of COVID-19 support
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packages across managers from different cultures.
Finally, we contribute to the literature on the impact of
COVID-19 on SMEs and the design of government res-
cue packages. The pandemic has significantly impacted
firms around the world (Barrero et al. 2020, Bartik et al.
2020, Humphries et al. 2020) and underscored the
importance of effective government policies. Our paper
is not just relevant for COVID-19 support programs but
rather any credit guarantee-based support programs
aimed at SMEs.

A big picture implication of our results is that gov-
ernments should incorporate insights from behavioral
economics into their dealings with firms. Even with
“nudge units” existing around the world to incorporate
behavioral economics into policy, government policy
often presumes that firms operate in a profit-maximizing
framework. For this reason, rescue policies for firms
struggling due to the pandemic may not be as widely
adopted as assumed.

Section 2 provides some background information on
our setting: the early stages of the COVID-19 pandemic
in Finland. Section 3 describes the data. Section 4 pre-
sents summary statistics from our sample, a table look-
ing at determinants of debt aversion, and the main
results documenting the impact of debt aversion on the
use of debt, the use of debt-based government pro-
grams during COVID-19, and the perceived attractive-
ness of hypothetical rescue policies (our experimental
results). Section 5 presents the results of additional
analyses, such as robustness tests using alternative time
periods, definitions of debt aversion, and others.

2. Background Information

We use Finland as the institutional setting for this
research because government policy early on in the
COVID-19 crisis aimed to help firms by improving
access to credit and because even small Finnish SMEs
are required to prepare annual accounts, which are
made publicly available. In this section, we provide a
brief overview of the impact of the COVID-19 pandemic
on Finland and measures taken by the government to
curb the spread of the disease and to help firms.

Overall, the first wave of COVID-19 did not spread
widely in Finland compared with other Western Euro-
pean countries. Because testing was not widespread at
the beginning of the outbreak, we use death rates as a
proxy for the spread of the disease. As of August 3,
2020, Finland had seen 329 COVID-19-related deaths,
from a population of 5.5 million. The virus did not
spread evenly across Finland, with the province of
Uusimaa (including the capital city, Helsinki) having a
death rate double the national average (other hard-hit
areas include the border region with Sweden). The first
documented case was found relatively early, on Janu-
ary 29, when a Chinese tourist tested positive. In early

March, the number of documented cases started to rise
rapidly. Finland imposed (once again, compared with
Western Europe) a relatively light set of social distanc-
ing measures.

The first measures were enacted on 16 March when
the government announced that schools and nonessen-
tial government services would be closed, people aged
over 70 were encouraged to limit contacts, borders
were closed to non-Finns/nonresidents,"* and gather-
ings of more than 50 people were banned. On 20 March,
Finland saw its first death from the virus; on March 27,
internal borders between the province of Uusimaa and
the rest of country were closed to nonessential traffic;
and on March 30, bars and restaurants were ordered to
close (takeaway and delivery were still possible). The
travel ban on the Uusimaa province was lifted on April
15, and other restrictions were lifted starting from May
as the rate of new infections fell (on May 4, libraries and
other government services were allowed to reopen; on
May 14, schools reopened for 2 weeks before the sum-
mer holidays; and on June 1, restaurants and certain
bars were allowed to reopen with restrictions). Between
June and July, the government eased capacity restric-
tions on restaurants and bars.

The government announced its first support package
for firms on March 20. This support package consisted
of two elements, chosen mainly because they could be
deployed fast: credit guarantees administered through
Finnvera, a government-owned body that normally
provides export credit and other credit guarantees; and
direct “development support” grants administered
through Business Finland, a government entity that
normally administers direct grants to firms such as
research and development (R&D) subsidies. The gov-
ernment did not loan out money directly, but instead,
Finnvera guarantees were offered via the private bank-
ing system. The guarantees typically covered 80% of
the loan amount meaning that banks retained some
credit risk and hence screened applicants. The annual
cost of the credit guarantee was capped at 1.75% of the
loan amount plus a 0.1% one-time administrative fee.

The second element of the support package was
direct support in the form of development grants
offered by Business Finland (for firms with more than
five employees) or grants from local municipalities or
regional economic development authorities, henceforth
ELY-centers (for firms with less than five employees).
The Business Finland development grants ranged from
10,000 euros to 100,000 euros and required firms to sub-
mit a plan for a new product or service or a develop-
ment to an existing product or service: They could not
be used to, for instance, retain staff or compensate for
lost revenue. In addition, they required the firms them-
selves to contribute 20% of the costs. The development
grants were widely criticized as being poorly targeted
and inaccessible for the firms that needed them the
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most. However, our survey suggests that the various
forms of direct support were fairly popular, with 44%
of firms having applied for these grants, including over
half of surveyed firms in the hospitality (restaurants
and hotels) industry.

Finally, following the release of a report recommend-
ing direct grants to firms in May, the government
announced direct support for hard-hit firms in hard-hit
industries, consisting of grants based on past expenses.
The details of direct support to firms were not yet avail-
able to the public while our survey was conducted, but
the firms responding to our survey knew that the gov-
ernment was working on a scheme and some prelimi-
nary details (such as the fact that support would be
contingent on both a drop in revenues for the firm as
well as for the industry the firm operates in), although
obviously nothing had been confirmed at that stage.

3. Data and Methodology

3.1. Description of the Data

Our data come from a survey of Finnish SMEs that we
commissioned, conducted between May 27 and June §,
2020, by TNS Kantar (a firm specializing in market
research) and aimed to survey 1,000 Finnish SMEs."”
The survey was sent to member firms of the Federation
of Finnish Enterprises, a trade body for entrepreneurs,
as well as firms whose contact details were available in
the Bisnode Finland database. We aimed to oversample
firms with more than five employees in the survey. In
total, 1,008 firms answered the sulrvey.16 The respon-
dents were mainly entrepreneurs (91%), with 6.3%
being nonentrepreneur chief executive officers (CEOs)
and 2.6% being chief financial officers (CFOs) or other
management (0.1% declined to answer this question).
In our results, we focus on the sample of entrepreneurs.
All the firms in our sample are private firms; this makes
analysis of non-owner-managed firms difficult as it is
not clear whether the key decision maker on financial
policy is the hired CEO/CFO or the owner."”

Of the firms in our sample, 61% have fewer than 5
employees while 0.5% have over 50 employees, mean-
ing that most firms are very small. Median sales (self-
reported) in 2019 are 203,000 euros with the 10th and
90th percentile firms having sales of 19,000 and
2,100,000 euros, respectively. About half (48%) of the
firms report having debt.'® Summary statistics on our
sample are presented in Table 1. Most firms in our sam-
ple report that they either will survive or probably sur-
vive the crisis. Fewer than 10% of firms report that they
are likely to fail or will fail, though this may be a func-
tion of the fact that our survey was conducted relatively
late into the first wave of the crisis. However, more
than half of the firms in our sample report that they
would not survive longer than 6 months without addi-
tional financing or assistance.

Filling out the survey took on average eight minutes.
The first part of the survey asked for background infor-
mation, such as the size of the firm, the position of the
respondent (entrepreneur, hired CEO, other manage-
ment etc.), the age, gender and education of the respon-
dent and the firm’s 2019 sales and industry. We then
asked firms for the impact of COVID-19 on their reve-
nue (increased, decreased, stayed the same etc.) and
an estimate of the size of the effect. About 63% of
firms responded that revenues had fallen because of
COVID-19, with the average change in revenues being
minus 25%. We also asked whether the firm currently
has debt / whether the firm has had debt in the past
five years as well as whether the owners of the firm had
been required to offer guarantees or post collateral for
this debt.

We asked firms about the damage caused by
COVID-19 to their firm and the measures taken in
response. In particular, we asked whether firms had
furloughed or laid off employees (and what proportion
of workers had been laid off and furloughed): 29% and
6% had done so, respectively. In addition, we asked
whether the firm had cut or postponed investments,
missed payments to customers (and whether customers
had missed payments), or skipped other payments
such as taxes or the entrepreneur’s salary.

We included multiple questions about the respon-
dent’s expectations regarding their firm and the econ-
omy in general. First, we asked respondents whether
their firm will survive the crisis or not, how many
months their firm would survive without any external
assistance or financing, and their expectation of when
revenue will return to 2019 levels. We also included
more “neutral” expectations questions such as esti-
mates of Finnish gross domestic product (GDP) in 2020
and 2021 and the probability of GDP falling by more
than 15% (an extremely pessimistic estimate compared
with most forecasts at the time) and the probability of
their firm’s revenue falling by more than 30% over the
entire year.

The next section included a range of questions on the
financing and assistance options used by the firm. In
particular, we asked firms what types of financing/
assistance they had applied and received for during the
crisis. Direct support programs were most popular,
with more than 44% of firms having applied for at least
one. Only about 16% of firms had applied for new bank
loans, and 19% had applied for payment extensions on
current loans (with overlap between the two options).
We also asked firms how much they had applied for
and for the firms that received loans, what the interest
rate on these loans was (on average, 2.8%), and whether
personal collateral or guarantees were required. We
also ask the firms that did not apply for a loan why they
did not do so (more than 50% responded that they did
not need a loan, with the second most common reason
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Table 1. Summary Statistics

Mean Standard deviation p10 p50 P90 N
Firm
1 employee 0.386 0.487 0 0 1 917
2—4 employees 0.238 0.426 0 0 1 917
5-9 employees 0.209 0.407 0 0 1 917
10-50 employees 0.141 0.348 0 0 1 917
51-250 employees 0.023 0.150 0 0 0 917
250+ employees 0.003 0.057 0 0 0 917
Sales () (self-r.)(w.) 1117 3712 19 204 2100 804
Firm debt () (self-r.)(w.) 252 866 0 40 425 515
Has debt 0.480 0.500 0 0 1 917
Had debt last 5y 0.606 0.489 0 1 1 917
Accounting ratios
Debt/assets 0.143 0.211 0 0 0.514 564
Net debt/EBIT —0.797 3.883 —5.000 —0.924 5.044 450
Net debt/turnover —0.063 0.237 —0.346 —0.051 0.246 537
Cash/assets 0.305 0.263 0.016 0.242 0.742 542
Attitudes
High debt aversion 0.449 0.498 0 0 1 899
Debt aversion 6.337 2.894 2 7 10 899
Risk appetite 5.976 2.169 3 6 9 904
Optimism 7.255 1.923 5 8 9 901
Distrust people 5.406 2.653 2 6 9 903
Distrust banks 5.132 2.769 1 5 9 907
Stress increased very much 0.179 0.383 0 0 1 917
Firm actions
Applied new bank loan 0.156 0.363 0 0 1 917
Applied any loan 0.184 0.388 0 0 1 917
Applied direct support 0.534 0.499 0 1 1 917
Applied equity 0.098 0.298 0 0 0 917
Has laid off 0.060 0.238 0 0 0 917
Has furloughed 0.273 0.446 0 0 1 917
Canceled inv. 0.171 0.377 0 0 1 917
Unpaid ent. comp. 0.209 0.407 0 0 1 917
Unpaid taxes 0.128 0.334 0 0 1 917
Unpaid wages 0.009 0.093 0 0 0 917

Note. Summary statistics for the sample.

being that taking on new debt would increase the riski-
ness of the firm).

We then conducted an experiment (described above)
where all respondents received three questions, but the
content of these questions was randomized. There were
three “pairs” of questions, with each respondent receiv-
ing one of the two questions in each pair. The questions
described a hypothetical policy option offered by the
government and asked the respondent to rate (on a
scale of 0-10) how likely they would be to use it if it had
been offered at the beginning of the crisis. The first pair
of policy options included a loan with a standard guar-
antee from Finnvera, with the randomization affecting
the way the guaranteed portion of the loan is treated in
bankruptcy: Half of respondents received a policy with
no special treatment, whereas half received a policy
where the guaranteed portion is written off in bank-
ruptcy if the firm can show it became insolvent because
of COVID-19. The second and third policy options
involved various policies being framed either as debt or
a grant.

Finally, we asked respondents for their subjective
assessments of their risk and financial risk appetite
(0-10 scale), whether they consider themselves optimis-
tic, whether they consider themselves good in financial
matters (subjective financial literacy), whether they feel
people can be trusted, whether they feel banks can be
trusted, and two questions on debt aversion. The first
debt aversion question asked respondents what they
had been taught about debt as a child (more than 60%
had been taught that it is something to be used in mod-
eration, 10% that it was a necessary evil, and only 7%
that it was a tool for transferring wealth from periods
when wealth is high to those when it is low), as well as
whether they agree/disagree with the statement “I con-
sider taking debt unpleasant.” We also asked whether
the respondent knew anyone who had declared bank-
ruptcy and whether they wanted their kids to take over
their business after they retired.

There are limitations to our approach. First, the sur-
vey was conducted between May 27 and June 8, 2020,
when local infections had fallen from their peak, and
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some restrictions were being lifted. Thus, the answers
to questions on the viability of the firm and recovery
times may be less pessimistic than the attitudes at the
peak of the first wave of the crisis. In addition, there
may be some selection bias in the firms that partici-
pated in our survey.'® However, it is not clear how this
would bias our cross-sectional results. Although the
survey was clearly framed as an academic survey,
entrepreneurs might also have viewed it as an opportu-
nity to lobby for direct support for firms. However, it is
unlikely that entrepreneurs would have used the
“personality trait” questions (our variable of interest)
as their instrument for lobbying. Finally, the survey
was carried out at a time when there was media specu-
lation that direct support (grants) might be provided to
firms.? It is possible that anticipation of direct support
affected our results. Given that our survey mostly asks
firms about their use of debt in the past months and
explicitly includes a question about “anticipation of bet-
ter support programs in the future” as a reason for not
applying for debt-based relief (with very few firms pro-
viding this as a reason), we do not think this would
influence our results significantly.

Another concern may be that the questions on financ-
ing options used “primed” participants to respond in a
different way to the questions on attitudes toward debt.
Several things help assuage this concern: The first ques-
tion on use of debt within the firm was at the beginning
of the survey whereas the attitude toward debt ques-
tion was at the end. Although the use of debt during the
crisis question was separated from the attitude toward
debt question only by the hypothetical rescue scenarios
and other attitudes questions, the debt element was not
highlighted here: The question was a multiple choice
question where many financing options were presented
at once. In addition, the questions on debt attitudes
were presented along with a number of questions on
attitudes toward various things such as risk.

3.2. Follow-up Survey

About two months after our survey, in August 2020, we
sent a follow-up report to firms. In this report, we pro-
vided industry-level information (for the industry the
firm was operating in) on the size of the COVID-19
shock and measures taken in response. In addition, we
linked to a policy report we had created and posted on
the Aalto University website detailing the impact of
COVID-19 across the entire economy (along with some
industry-level figures for all industries). We asked the
firms receiving the report to fill out a small survey, and
roughly 110 firms did (about 20% of the roughly 500
firms that elected to receive the industry reports). In
this survey, we asked them whether they thought the
firms they managed had too much, too little, or the right
amount of debt. In addition to this, we asked firms
about their responses to hypothetical government-

backed loans (with either a 3% market interest rate or
1% subsidized interest rate) or grants of one month of
revenue.”’ We presented the respondents with nine
options for both debt and equity.

3.3. Federation of Finnish Enterprises Survey
in 2023

Because our main survey was performed during the
COVID-19 pandemic in 2020, one possible concern is
that our findings are affected by the unusual circum-
stances at that point in time. To explore the stability of
our findings in more “normal” times, as well as to fur-
ther validate our measure of debt aversion, we add a
set of questions to a wave of the Yrittdjagallup survey
conducted in April 2023. Yrittdjagallup is a recurring
SME survey conducted by the Federation of Finnish
Enterprises.

We include our original debt aversion question, a
question about the firm'’s use of debt, and a new mea-
sure consisting of two alternative questions related to
debt aversion introduced by Albrecht and Meissner
(2022). The new questions are Please rate the following
statement (1: strongly agree to 6: strongly disagree): “Debt is
an integral part of today’s life,” and What do you think, how
does the average participant in this survey/experiment rate
the following statement (1: strongly agree to 6: strongly dis-
agree): “There is no excuse for borrowing money,” and the
new measure of debt aversion combines the two.
Albrecht and Meissner (2022) validate these survey
measures with experimental data on debt aversion
(also used in Meissner and Albrecht (2022)).

3.4. Key Variable Definitions

Our main variables of interest are attitudes toward debt
(debt aversion) and the use of debt. We look at use of
debt in two contexts. First, we look at the firm’s use of
debt-based rescue packages during the COVID-19 pan-
demic. Second, we study the use of debt prior to the
pandemic, which we obtain from both the survey and
from linked financial information. Below, we briefly
discuss the key measures we use in our analysis and the
survey questions they are based on.

o Debt aversion: How well does the following argument
describe your relationship with debt? “I consider taking debt
unpleasant” (0-10 scale).

Sixty-one percent of respondents answered above 5
and 43% answered 8, 9, or 10. We define high debt aver-
sion as a dummy that takes the value one if the respon-
dent answers either 8, 9, or 10.22 The distribution of
responses to the question is presented in Figure 1. We
operationalize debt aversion in a second way by asking
five questions on “What were you taught about debt as
a child?”* The responses to this question are presented
in Figure 2. We find significant correlations between
the directly self-reported debt aversion and four of the
six possible answers to what the entrepreneur has been
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Figure 1. (Color online) Debt Aversion
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Notes. Distribution of entrepreneur responses to the question: “Do
you agree with the statement: I consider taking on debt to be
unpleasant?” The scale is from 0 (“disagree completely”) to 10 (“agree
completely”).

taught about debt as a child. The strongest positive cor-
relation with debt aversion is for the question “Should
be avoided,” and the strongest negative correlation
with “Useful to split large purchases.”

e Debt use during COVID-19: Has your company
applied for new financing during COVID-19 from some of
the following...?

Firms are then presented with a list of potential
financing sources (loans, direct support, deferred pay-
ments on existing loans) and answer options (No; No,
but will use if the crisis continues; Yes, we have applied
but not heard back; Yes, we have applied and been
rejected; and Yes, we have applied and received this).
We create a dummy variable that takes the value one if
a firm has applied for a loan (regardless of result),

Figure 2. (Color online) Perceptions About Debt

©

I should be used in moderation [ Promise to be kept
I should be avoided [ Necessary evil

I useful to split large purchases [ Useful to transfer money over time

Notes. Which of the following statements describe what you were
taught about debt when you were a child? Respondents could choose
multiple options.

encompassing the answers to several financing op-
tions (loan from a bank, loan-back of mandatory pen-
sion contributions, and loan from other sources):
18.4% of firms applied for a loan of any sort during
the crisis.

o General debt use: How much debt does your company
have?

Given the variation in debt use across firm size and
industry, we generally use a dummy specification
where firms that have any debt are assigned one and
others zero. Just under half of firms report having debt.
This may be an underestimation as many firms may
have debt-like liabilities (such as deferred payments or
trade credit) that they do not consider debt. Firms that
report having zero debt are presented with an extra
question asking them whether they have had any debt
in the past five years. In robustness tests, we combine
these two measures into a dummy variable that takes
the value one if a firm has debt now or has had debt at
any point in the past five years. In addition to these
survey-based indicators of debt use, we also con-
struct accounting-based variables of debt use for the
firms where we have the relevant accounting items
available.

3.5. Determinants of Debt Aversion

We first provide a brief descriptive analysis of the
determinants of debt aversion. Although we acknowl-
edge that the results we present are correlations and
not causal, they provide important context on debt
aversion and also provide a useful “sanity check” of
our debt aversion measure. We therefore regress a per-
son’s level of debt aversion (defined in the section
above) on their response to what they were taught
about debt as a child, their attitudes (trust in banks,
trust in people, optimism, and risk appetite), and
demographics.

First, we focus on attitudes about debt that the
respondents were taught as children. We perform a
regression analysis with debt aversion as the dependent
variable, using indicators for various statements about
debt attitudes that the respondent was passed on as a
child. The results are shown in Panel A of Table 2.
Those that were taught that debt is “something to be
used in moderation” or “should be avoided” are more
likely to view taking on debt as unpleasant, whereas
those who were taught that debt is “useful for splitting
large purchases” or “useful for transferring money
over time” are less likely to view taking on debt as
unpleasant.

We then study the level of debt aversion across dif-
ferent demographic groups. The results are shown in
Panel B of Table 2. We find that higher entrepreneur
age is associated with lower levels of debt aversion,
whereas female entrepreneurs exhibit higher levels of
debt aversion. There is also a significant negative
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Table 2. Determinants of Debt Aversion
Panel A: Debt aversion and childhood debt attitudes
1 (2) 3) 4 ®) (6) @) ®
Should be used in moderation 0.375* 0.641*** 0.722%**
(0.205) (0.199) (0.189)
Promise to be kept —0.278 —0.100 0.016
(0.214) (0.205) (0.203)
Should be avoided 1.820*** 1.790*** 1.749***
(0.200) (0.209) (0.203)
Necessary evil 0.508* 0.562* 0.566*
(0.300) (0.294) (0.301)
Useful to split large purchases —1.775%+ —1.267%* —0.996***
(0.256) (0.258) (0.306)
Useful to transfer money over time —1.578*** —0.890** —0.579**
(0.414) (0.408) (0.293)
Constant 6.108*** 6.421%%* 5.871%** 6.285%** 6.637%* 6.435%%* 5.731%%*
(0.169) (0.114) (0.111) (0.102) (0.103) (0.099) (0.198)
Age and gender No No No No No No No Yes
Personality traits No No No No No No No Yes
Education level fixed effects No No No No No No No Yes
Education field fixed effects No No No No No No No Yes
N 899 899 899 899 899 899 899 865
R? 0.004 0.002 0.075 0.003 0.053 0.017 0.132 0.230
Panel B: Debt aversion and entrepreneur characteristics
1) (2) 3) “) ) (6)
In(Age) —0.825* —0.788* —0.804**
(0.483) (0.474) (0.397)
Female 0.835*** 0.636*** 0.520***
(0.191) (0.201) (0.190)
Risk appetite —0.360*** —0.347%** —0.349%*
(0.045) (0.047) (0.045)
Optimism 0.069 0.057 0.050
(0.054) (0.056) (0.061)
Distrust people 0.055 0.044 0.042
(0.042) (0.043) (0.044)
Distrust banks 0.112%* 0.125%** 0.129%**
(0.040) (0.041) (0.034)
Vocational 0.177 0.032
(0.319) (0.319)
Polytechnic 0.527* 0.457
(0.308) (0.309)
University —0.249 —0.199
(0.311) (0.309)
Constant 9.576*** 6.038*** 7.112%%* 6.220%** 9.905%**
(1.897) (0.125) (0.509) (0.256) (1.899)
Education level fixed effects No No No No No Yes
Education field fixed effects No No No No No Yes
N 880 899 884 899 865 865
R? 0.003 0.019 0.083 0.011 0.110 0.128

Notes. The dependent variable is Debt aversion, ranging from 0 (lowest) to 10 (highest). In Panel A, the independent variables are dummies
indicating chosen answers to the question “Which of the following statements best describe what you were taught about debt when you were a
child?” Indicated controls for Age and gender include In(Age) and a dummy indicating female entrepreneurs. Personality traits include Risk appetite,
Optimism, Distrust people, and Distrust banks. Heteroscedasticity-consistent robust standard errors are shown in parentheses.

*,** and ***Significance levels at 0.1, 0.05, and 0.01, respectively.

correlation between risk appetite and debt aversion,
whereas entrepreneurs who distrust banks are also
more debt averse. The differences across different levels
of education are not large, but those who studied at a
polytechnic appear slightly more debt averse than
others.

4. Main Results

4.1. Debt Aversion and General Use of Debt

We then study the relationship between entrepreneur
debt aversion and the general use of debt prior to the
pandemic. We construct two outcome dummy vari-
ables, Has debt and Had debt 5y, indicating whether the



Downloaded from informs.org by [216.73.216.11] on 05 June 2026, at 03:00 . For personal use only, all rights reserved.

4484

Paaso, Pursiainen, and Torstila: Debt Aversion and Financing Decisions

Management Science, 2026, vol. 72, no. 5, pp. 4474-4498, © 2025 The Author(s)

firm has debt currently and whether it has had debt at
some point during the last five years. We then perform
two sets of regressions as follows:

Has debt; = o + pHigh debt aversion; + yX; +€;, (1)
Has debt; = a + Debt aversion; + yX; + €;, )

where High debt aversion is a dummy taking the value
one if the entrepreneur has a debt aversion score of 8, 9,
or 10, that is, the highest tertile in our sample, whereas
Debt Aversion is the 0-10 response to our question on
whether the entrepreneur finds taking on debt as being
unpleasant (with 10 being extremely unpleasant and 0
not unpleasant at all); X is a vector of controls, includ-
ing risk appetite, optimism, trust in people and banks,
firm size-category fixed effects, industry fixed effects,
and fixed effects for six levels of education (no high
school, high school, vocational school (an alternative to
high school, typically completed between the ages of
16-19), university of applied sciences, university, and
other), as well as about 12 broad fields of education. We
also include survey-based subjective survival probabil-
ity fixed effects and “survival time” category fixed
effects (based on the response options we gave entre-
preneurs, e.g., less than one month, one to two months,
three to four months, etc.), to control for firm cash flow
and liquidity characteristics at the outset of the pan-
demic and to make sure our results are not driven by
uncertainty of survival (Boddin et al. 2020).

The results are shown in Panel A of Table 3. We find a
significant negative relationship thatis slightly mitigated
by the inclusion of control variables. Highly debt-averse
entrepreneurs are 9%-14% points less likely to have debt
compared with a baseline of about 48% of firms having
debt. This difference is statistically significant and eco-
nomically large. We find similar results when including
debt aversion as a continuous variable.**

Using financial statement data for those firms for
which it is available, we then construct a number of
ratios indicating the use of debt and the level of cash
holdings and study the effect of debt aversion on those
measures.” The results are shown in Panel B of Table 3.
Firms run by high debt-averse entrepreneurs have sig-
nificantly lower levels of debt, with nearly 3.8% points
lower debt/assets ratio, representing 26% decrease rel-
ative to the sample average of 14%. The results for other
financial ratios are typically directionally consistent
(i.e., debt aversion is associated with lower levels of
debt) but not statistically significant.

To explore whether the negative relationship between
debt aversion and the use of debt is linear, we modify
the regression analysis presented in Panel A of Table 3
and, instead of continuous debt aversion, include dum-
mies indicating different quartiles of debt aversion. The
results are presented in Figure 3. The relationship
between the use of debt and the level of debt aversion is

monotonic and visually not far away from being linear,
although the effect seems to more pronounced for the
highest debt aversion quartile.

4.2. Debt Aversion and Use of Debt During the
COVID-19 Pandemic

As discussed above, the COVID-19 pandemic provides
a setup where many firms unexpectedly need liquidity,
and debt is the main option on offer. Hence, we study
firms” decisions to take-up new loans during the pan-
demic, depending on the manager’s debt aversion. We
define a dummy variable Applied new bank loan, taking
the value of one if the firm has applied for a new bank
loan during the pandemic. We then perform a similar
regression as above. We include some additional con-
trols to better capture firm-level heterogeneity in expo-
sure to the pandemic. These include sales impact fixed
effects (once again, based on response options, e.g.,
sales decreased, sales stayed the same, sales grew) and
time to normality fixed effects (response options, e.g.,
sales were not impacted, less than one month, one to
two months.).

The results are shown in Table 4. The coefficient of
high debt aversion is consistently negative and signifi-
cant at either the 5% or 10% level, depending on the
specification. Entrepreneurs that are highly debt averse
are approximately five percentage points less likely to
have applied for a new bank loan during the crisis com-
pared with a baseline rate of 16% that applied for bank
loans. Risk appetite is also significantly negatively cor-
related with the used of debt during the pandemic, sug-
gesting that more risk-averse entrepreneurs are less
likely to take on new debt. Optimism and trust are not
significantly correlated with the use of debt. We also
note that the relationship between debt aversion and
take-up of new loans during the pandemic appears
nonlinear. The results are statistically more significant
for a dummy indicating high levels of debt aversion
than when including debt aversion as a continuous
variable.”

4.3. Experiments on Framing

In this section, we conduct a set of experiments to study
the impact of debt aversion on the take-up of govern-
ment support for SMEs. We compare the level of inter-
est in three “pairs” of hypothetical policies, and each
respondent is randomly shown one from each pair. The
pairs consist of identical or nearly identical policies,
where one is framed as more loan-like and the other
either as a direct grant or debt but with making some
debt-like features more salient. In each pair, the respon-
dent is asked to rate (on a 0-10 scale) how likely they
would be to use the presented policy if it was offered
and they were at the beginning of the COVID-19 crisis.
For each question, we create a Debt framing dummy var-
iable that takes the value one if the respondent was
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Table 3. Debt Use and Cash Holdings vs. Debt Aversion
Panel A: Current and historical debt use
Has debt Had debt 5y
(€] 2 3) 4 ) (6) @) (8)
High debt aversion —0.135%** —0.094*** —0.128*** —0.090***
(0.033) (0.030) (0.031) (0.025)
Debt aversion —0.025%** —0.019%** —0.024*** —0.020%**
(0.005) (0.005) (0.004) (0.004)
Risk appetite 0.016** 0.014* 0.014* 0.012
(0.008) (0.008) (0.008) (0.008)
Optimism 0.007 0.006 —0.002 —0.002
(0.009) (0.009) (0.008) (0.008)
Distrust people 0.009 0.009 0.007 0.007
(0.006) (0.006) (0.006) (0.006)
Distrust banks —0.006 —0.005 —0.008 —0.007
(0.006) (0.006) (0.006) (0.007)
Firm size fixed effects No Yes No Yes No Yes No Yes
Industry fixed effects No Yes No Yes No Yes No Yes
Survival fixed effects No Yes No Yes No Yes No Yes
Survival time fixed effects No Yes No Yes No Yes No Yes
Education level fixed effects No Yes No Yes No Yes No Yes
Education field fixed effects No Yes No Yes No Yes No Yes
N 899 883 899 883 899 883 899 883
R? 0.018 0.214 0.021 0.217 0.017 0.236 0.021 0.240
Panel B: Debt and cash holdings
Debt/assets Net debt/EBIT Net debt/turnover Cash/assets
1) ) 3 4 ®) (6) 7) (8)
High debt aversion —0.037* —0.561 —0.033 0.036
(0.020) (0.441) (0.022) (0.023)
Debt aversion —0.008* —0.113* —0.006 0.006
(0.004) (0.060) (0.005) (0.005)
Risk appetite 0.006 0.006 0.124 0.116 0.003 0.002 —0.003 —0.003
(0.004) (0.005) (0.091) (0.088) (0.005) (0.005) (0.005) (0.005)
Optimism 0.003 0.002 0.066 0.057 0.010* 0.009 —0.007 —0.006
(0.005) (0.004) (0.089) (0.089) (0.006) (0.006) (0.006) (0.006)
Distrust people 0.004 0.004 —0.010 —0.010 0.001 0.001 —0.001 —0.001
(0.005) (0.005) (0.091) (0.093) (0.005) (0.005) (0.004) (0.004)
Distrust banks —0.004 —0.004 —0.083 —0.077 —0.001 —0.001 —0.005 —0.005
(0.004) (0.004) (0.068) (0.067) (0.004) (0.004) (0.004) (0.004)
Firm size fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Survival fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Survival time fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Education level fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Education field fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
N 543 543 435 435 516 516 521 521
R? 0.164 0.167 0.181 0.183 0.192 0.193 0.298 0.298

Notes. The dependent variable is shown above each column. Has debt is a dummy taking the value one if the firm reported having existing debt.
Had debt 5y is a dummy taking the value one if the firm reported having had debt at some point during the last five years. In Panel B, the
dependent variables are calculated based on financial statement data matched to our survey. The samples consist of all firms where the
dependent variable is available. Standard errors are clustered by municipality and shown in parentheses.

*,**, and ***Significance levels at 0.1, 0.05, and 0.01, respectively.

shown the policy option where the policy is framed as
being debt based, or in the case of Experiment 3, where
the debt-like features are more salient.

The framing of the questions is as follows.

e Common introduction: In this question, we will pre-
sent one support option that has been a subject of public con-
versation. Considering your company’s state at the beginning

of COVID-19 crisis, would you have applied for support with
the following terms?

e Experiment 1:

Control: The government will pay 75% of salaries if
employees are not temporarily laid off or permanently dis-
missed.

Treatment: The government offers a loan of which 75%
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Figure 3. (Color online) Current Debt Use and Debt Aver-
sion Quartile
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Notes. This figure shows the estimated regression coefficient for each
debt aversion quartile dummy from the following regression: Has debt;
= a + BDebt aversion quartile; +yX; +€;, where Has debt is a dummy
taking the value one if the firm reported having existing debt; X is the
same vector of controls as in Table 3 (column (2)). We repeat the same
regression for Had debt 5y, a dummy taking the value one if the firm
reported having had debt at some point during the last five years.

will be forgiven if employees are not temporarily laid off or
permanently dismissed.

e Experiment 2:

Control: A VAT refund, where VATSs paid at the begin-
ning of this year would be temporarily refunded to compa-
nies. The refund would have to be paid back in two years

with a 3% annual interest.

Treatment: A VAT loan, where VATSs paid at the begin-
ning of this year would be temporarily lent back to compa-
nies. The loan would have to be paid back in two years with a
3% annual interest.

e Experiment 3:

Control: A bank will lend with 6% interest. The loan is
80% guaranteed by Finnvera. The cost of Finnvera’s guaran-
tee is 1.75% of the loan amount. You will need the other 20%
to be collateralized by something else; 80% of the loan
amount is forgiven if your company will face a permanent
insolvency due to COVID-19 crisis.

Treatment: A bank will lend with 6% interest. The loan
is 80% guaranteed by Finnvera. The cost of Finnvera’s guar-
antee is 1.75% of the loan amount. You will need the other
20% to be collateralized by something else.

A graphical presentation of the results is shown in
Figures 4 and 5. Table 5 shows the corresponding
regression results. In these analyses, there are two
aspects of interest. First, general debt aversion would
suggest generally higher interest for the support alter-
natives that are framed as nondebt, or less debt like.
Second, we might expect the difference in interest to be
larger for entrepreneurs that are more debt averse.
These two aspects are illustrated by Figure 5. The level
difference at low levels of debt aversion indicates
whether options are perceived differently regardless of
debt aversion. A difference in slopes of the fitted lines
implies different sensitivity to the debt framing
depending on entrepreneur debt aversion.

Table 4. New Bank Loans During COVID-19 Pandemic vs. Debt Aversion

Q) @

®) (4) ©) (6)

High debt aversion —0.058** —0.047*
(0.026) (0.025)
Debt aversion
Risk appetite 0.010*
(0.006)
Optimism —0.008
(0.008)
Distrust people 0.005
(0.005)
Distrust banks 0.005
(0.004)
Firm size fixed effects No Yes
Industry fixed effects No Yes
Survival fixed effects No Yes
Survival time fixed effects No Yes
Sales impact fixed effects No No
Time to normal fixed effects No No
Education level fixed effects No Yes
Education field fixed effects No Yes
N 899 883
R? 0.006 0.185

—0.045*
(0.024)
—0.007 —0.006 —0.006
(0.005) (0.005) (0.005)
0.011* 0.010* 0.011*
(0.006) (0.006) (0.006)
—0.009 —0.009 —0.010
(0.008) (0.008) (0.008)
0.004 0.004 0.004
(0.006) (0.005) (0.006)
0.005 0.005 0.005
(0.004) (0.004) (0.004)
Yes No Yes Yes
Yes No Yes Yes
Yes No Yes Yes
Yes No Yes Yes
Yes No No Yes
Yes No No Yes
Yes No Yes Yes
Yes No Yes Yes
883 899 883 883
0.193 0.003 0.184 0.192

Notes. The dependent variable is Applied new bank loan, a dummy taking the value one if the firm reported having applied for a new bank loan
during the COVID-19 crisis. Standard errors are clustered by municipality and shown in parentheses.

*,**, and ***Significance levels at 0.1, 0.05, and 0.01, respectively.
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Figure 4. (Color online) Framing of Support as Debt vs.
Other: Response Distribution

Experiment 1: Grant vs. loan forgiveness
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Note. Distribution of expressed level of interest in each alternative on
a scale of 0 (no interest at all) to 10 (highest level of interest).

In Table 5, for each experiment, we present three
regression specifications for two separate outcomes.
The first outcome is the reported interest level on a scale
of 0-10, and the second is a dummy that takes the value
of 1 if the reported interest is 0. The first specification is
a simple analysis of whether receiving the debt-framed
choice lowers interest across all participants. Given that
most of our participants are debt averse, this dummy
will capture debt aversion and any other differences
between the two options. In the second specification,
we include the High debt aversion variable and an inter-
action between High debt aversion and the Debt framing
dummy. In this case, the Debt framing dummy cap-
tures the difference in interest between the options for
all participants with reported debt aversion below
eight; that is, it may still include debt-averse entrepre-
neurs. In the final specification, we include the Debt
aversion score (0-10 scale) and an interaction of this vari-
able with the Debt framing dummy. It is important to
emphasize that the interpretation of the Debt framing
dummy in this specification is different from the prior
two. In this specification, the Debt framing dummy
represents the difference in interest between the two
options for people reporting a debt aversion value of

zero. That is, the Debt framing dummy no longer
includes debt-averse individuals. This is important to
note because, as will be discussed below, in most of our
experiments the Debt Framing dummy is statistically
and economically significant in the first two specifica-
tions but not the third. This indicates that people report-
ing low debt aversion perceive the options in the
experiments to be fairly similar with differences being
driven by debt-averse participants.

The first experiment focuses on framing and asks
the respondents about their interest in either a loan,
of which 75% is forgiven if the firm does not lay off
workers or a grant covering 75% of the firm’s person-
nel expenses. In this case, the loan actually objectively
dominates the grant option because we do not specify
that the loan amount is restricted to the amount of
personnel expenses. Therefore, in principle, the for-
given loan amount could be larger than the direct
grant.”” Figure 4 shows a clearly visible difference in
the level of interest between these two options, nota-
bly in favor of the grant covering 75% of personnel
expenses. Panel B of Table 5 shows that the loan-with-
write-off option is less popular than the grant. The
interaction terms Debt framing x High debt aversion
and Debt framing x Debt aversion are economically but
not statistically significant when the outcome variable
is interest level and significant at the 10% level when
the outcome variable is the zero interest dummy. In
the full sample, the loan receives —1.33 points lower
interest on a 0-10 scale, equivalent to 33% of the stan-
dard deviation of the interest variable. People with
debt aversion levels from 1 to 7 have 0.8 points lower
levels of interest and people with high debt aversion
scores (8-10) reporting about 1.5 points less interest
(compared with an average level of interest of about
5.5 points).

The second experiment is a much more subtle label-
ing of a policy discussed in the Finnish media, whereby
the government would lend back to firms the VAT that
they have paid earlier in the year. We call this option
either “VAT loan” or “VAT return,” with identical
financial terms in the description. As one might expect,
the differences are much smaller than with the first
experiment. In this case, as shown in Figure 5, there is
no difference in interest at low levels of debt aversion
but a visible difference in the slope. In other words,
more debt-averse entrepreneurs are sensitive to the
debt framing, whereas low debt-averse entrepreneurs
are not. The regression results in Table 5 provide some
support for this interpretation. The likelihood of report-
ing zero interest for the debt option, relative to refund
option, is significantly higher for high debt-averse
entrepreneurs. For this high debt-averse group, simply
changing the name of the support to “loan” is enough
to increase the zero-interest responses by 15 percentage
points. Directionally, the results are similar for the
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Figure 5. Framing of Support as Debt vs. Other: Interest vs. Debt Aversion

(a) Experiment 1:
Grant vs. loan forgiveness

(b) Experiment 2:
VAT loan vs. VAT refund
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Note. Average level of interest in each alternative on a scale of 0 (no interest at all) to 10 (highest level of interest), plotted against the respondent

debt aversion.

average interest level measured as a continuous vari-
able, but the difference is not statistically significant.

The last experiment is about making the loan-like
characteristics more salient. One policy is a normal
government-guaranteed loan and the other is a
government-guaranteed loan where 80% is forgiven if
the firm becomes insolvent as a result of COVID-19.
Both formulations state the need for 20% collateral.
Given equity-holders generally receive nothing in a
Finnish bankruptcy, it is not clear that this forgiveness
of 80% of the loan has any real impact. In both cases, the
entrepreneur would highly likely lose the collateral but
would have any other liability nullified by bankruptcy.
If interpreted as an increase in the likelihood of the
entrepreneur to receive some nonzero amount at the
bankruptcy, it might be perceived as a reduction in
the downside risk of the loan. Not mentioning the write-
off option (No write-off) decreases interest by about 0.6
points (25% of the standard deviation) and increases
the proportion of participants reporting zero interest
by 14-16 percentage points. Although the interaction
between No write-off and High debt aversion is also associ-
ated with lower interest, it appears to be associated with
a lower percentage of respondents reporting zero inter-
est. Neither difference is statistically significant.

Based on Figure 5, the results appear somewhere
between the first two experiments. There seems to be a
general level difference favoring the alternative with
explicit write-off in bankruptcy, as well as a slight

difference in the slope of the line. The regression analy-
sis in Table 5 shows a significant difference in the gen-
eral level of interest, with the average level of interest
being significantly higher with the explicit forgiveness
alternative. This is also true in the case of zero interest
responses. The interaction term between Debt framing
and high debt aversion is not significantly different
from zero, but high debt-averse entrepreneurs are gen-
erally more likely to have zero interest in either version
of the loan. This makes sense, as both options are explic-
itly framed as loan, so one might expect debt aversion
to reduce interest in both.

Figure 4 shows that loan-type instruments are gener-
ally less preferred than similar instruments not
described as loans (Experiments 1 and 2), especially
when loan forgiveness is specifically discussed (Experi-
ment 2). Experiment 2 involves the cleanest comparison
between exactly the type of financial instruments, but
with one labeled as debt and the other one not. The dif-
ferences between the two treatments are much smaller
than in Experiment 1. However, Figure 5 shows that
Experiment 2 is also the one in which differences in
willingness to take up debt are stronger. For the high
debt-averse group, simply changing the name of the
support to “loan” is enough in substantially increase
the share of zero-interest responses.

Across all experiments, the results are generally con-
sistent with debt aversion being negatively associated
with the level of debt, but the association between debt
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Table 5. Experiments: Framing as Debt
Panel A: Summary statistics
Standard
Mean deviation p10 P50 P90 N
Grant vs. loan forgiveness
Interest level 5.485 3.983 0 7 10 792
Zero interest 0.261 0.440 0 0 1 792
VAT loan vs. VAT refund
Interest level 2.308 3.176 0 0 8 851
Zero interest 0.504 0.500 0 1 1 851
Loan with explicit write-off
Interest level 1.656 2.746 0 0 7 815
Zero interest 0.585 0.493 0 1 1 815
Panel B: Grant vs. loan forgiveness of 75% employee costs
Interest level (0-10) Zero interest (dummy)
@ 2 3) 4 ©®) (6)
Debt framing —1.331%** —0.756** —0.254 0.082%** —0.004 —0.081
(0.249) (0.304) (0.660) (0.028) (0.037) (0.085)
Debt framing x High debt a. —0.785 0.123**
(0.510) (0.060)
High debt aversion 0.524 —0.027
(0.373) (0.037)
Debt framing x Debt aversion —0.137 0.021*
(0.100) (0.012)
Debt aversion 0.115 —0.013
(0.074) (0.008)
Controls No Yes Yes No Yes Yes
Firm size fixed effects No Yes Yes No Yes Yes
Industry fixed effects No Yes Yes No Yes Yes
Survival fixed effects No Yes Yes No Yes Yes
Survival time fixed effects No Yes Yes No Yes Yes
Education level fixed effects No Yes Yes No Yes Yes
Education field fixed effects No Yes Yes No Yes Yes
N 792 778 778 792 778 778
R? 0.028 0.274 0.275 0.009 0.247 0.246
Panel C: VAT loan vs. VAT refund
Interest level (0-10) Zero interest (dummy)
@ 2 3) 4) ©®) (6)
Debt framing —0.267 0.014 0.650 0.025 —0.051 —0.166**
(0.192) (0.314) (0.622) (0.033) (0.046) (0.082)
Debt framing x High debt a. —0.276 0.155**
(0.457) (0.064)
High debt aversion —0.475 0.047
(0.348) (0.046)
Debt framing x Debt aversion —-0.116 0.028**
(0.084) (0.012)
Debt aversion —0.061 0.001
(0.068) (0.010)
Controls No Yes Yes No Yes Yes
Firm size fixed effects No Yes Yes No Yes Yes
Industry fixed effects No Yes Yes No Yes Yes
Survival fixed effects No Yes Yes No Yes Yes
Survival time fixed effects No Yes Yes No Yes Yes
Education level fixed effects No Yes Yes No Yes Yes
Education field fixed effects No Yes Yes No Yes Yes
N 851 835 835 851 835 835
R? 0.002 0.140 0.144 0.001 0.160 0.154
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Table 5. (Continued)

Panel D: Loan with explicit write-off in bankruptcy

Interest level (0-10)

Zero interest (dummy)

) 2

®3) (4) ©) (6)

No write—off —0.687*** —0.589***
(0.157) (0.219)
No write—off x High debt a. —0.204
(0.405)
High debt aversion —0.036
(0.309)
No write—off X Debt aversion
Debt aversion
Controls No Yes
Firm size fixed effects No Yes
Industry fixed effects No Yes
Survival fixed effects No Yes
Survival time fixed effects No Yes
Education level fixed effects No Yes
Education field fixed effects No Yes
N 815 797
R? 0.016 0.144

0.059 0.145%** 0.163%** 0.068
(0.441) (0.029) (0.046) (0.089)
—0.061
(0.066)
0.102*
(0.053)

-0.117* 0.011
(0.067) (0.013)
0.010 0.004
(0.055) (0.010)
Yes No Yes Yes
Yes No Yes Yes
Yes No Yes Yes
Yes No Yes Yes
Yes No Yes Yes
Yes No Yes Yes
Yes No Yes Yes
797 815 797 797
0.149 0.022 0.125 0.124

Notes. The dependent variable is shown above each column. Inferest level is the reported level of interest on a scale of 0 (lowest interest) to 10
(highest interest). Zero interest is a dummy taking the value one if the respondent has no interest at all in this form of support. Standard errors are

clustered by municipality and shown in parentheses.
*,**, and ***Significance levels at 0.1, 0.05, and 0.01, respectively.

aversion and the choice to avoid debt completely (i.e., show
zero interest in the hypothetical policies) is generally
statistically and economically more robust. This is con-
sistent with the results in Table 3, where the association
between debt aversion and the decision to use debt is
more robust than the relationship between debt aver-
sion and the level of debt.

4.4. Controlling for Other Traits in Experiments
One concern may be that participants do not view the
experimental options as being identical or nearly identi-
cal (other than their framing as debt based or not). In
Table 6, we conduct an additional analysis where we
test whether the other personality traits we collected
data on predict differences in take-up between the
debt-framed and non-debt-framed options. Most
importantly, we are interested in whether the difference
in interest between the two options is associated with
any of our other personality traits. For instance, do
more risk-averse people show less interest in debt-
framed options than non-debt-framed options? We
also include traits that have been shown to be corre-
lated with risky investment decisions, such as distrust
in banks and general distrust in people (Guiso et al.
2008, D’ Acunto et al. 2023).

In this analysis, we focus on the Zero interest dummy
instead of the 0-10 interest measure as the outcome
measure. We use the High debt aversion dummy as our
measure of debt aversion. The other personality traits

are mainly on a 0-10 scale with standard deviations of
about 2-3 points on the scale.

The High debt aversion X Debt framing interactions
are significant in the first two experiments, with debt
framing increasing the percentage of people report-
ing zero interest by 12 percentage points in the first
experiment and 15 percentage points in the second.
In the third experiment, the coefficient is statistically
insignificant but associated with a five- to seven-
percentage-point decrease in the percentage of peo-
ple reporting zero interest (similar to the results
above).?®

No other interaction term comes close to being eco-
nomically as significant (recall the standard deviation
of the traits ranges from 2 to 3 points on a 10-point
scale). Distrust in banks appears to be negatively asso-
ciated with the difference in interest (i.e., people who
distrust banks are more interested in the debt-framed
options) in the first experiment (not statistically signifi-
cant) and optimism seems to be negatively associated
with the difference in the third (more optimistic peo-
ple are more interested in debt-framed options), but
outside of these, most interaction coefficients are sta-
tistically and economically indistinguishable from
zZero.

This suggests that if there some trait other than debt
aversion that is leading to a correlation between debt
aversion and the choices people make, it would need to
be something beyond the traits we have tested here.
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Table 6. Experiment: Controlling for Other Traits

Grant vs. forgiveness

VAT loan vs. refund

Debt write—off

(1)

2

®)

(4)

5)

(6)

Debt framing 0.208 0.273 —0.146 —0.103 0.206 0.197
(0.165) (0.171) (0.179) (0.151) (0.182) (0.156)
High debt aversion -0.014 —0.027 0.030 0.049 0.093* 0.098*
(0.044) (0.037) (0.050) (0.046) (0.053) (0.052)
Debt framing x High debt aversion 0.120* 0.130** 0.145** 0.151** —0.081 —0.053
(0.064) (0.058) (0.072) (0.064) (0.073) (0.069)
Optimism 0.013 0.009 —0.002 —0.016 0.012 0.005
(0.011) (0.009) (0.012) (0.011) (0.014) (0.012)
Debt framing x Optimism —0.007 —0.019 0.003 0.002 —0.020 —0.035**
(0.018) (0.016) (0.019) (0.017) (0.019) (0.016)
Risk appetite —0.026** —0.010 —0.005 0.006 —0.013 —0.012
(0.012) (0.010) (0.012) (0.010) (0.012) (0.011)
Debt framing x Risk appetite —0.006 —0.006 0.009 0.000 0.007 0.016
(0.017) (0.014) (0.017) (0.014) (0.017) (0.014)
Distrust people 0.004 0.011 0.015 0.014* —0.008 —0.012
(0.009) (0.011) (0.010) (0.009) (0.011) (0.012)
Debt framing x Distrust people —0.003 —0.006 0.010 0.005 0.017 0.024*
(0.013) (0.012) (0.014) (0.012) (0.014) (0.014)
Distrust banks —0.003 —0.001 —0.009 —0.007 0.002 0.006
(0.008) (0.007) (0.009) (0.010) (0.010) (0.010)
Debt framing x Distrust banks —-0.017 —0.015 —0.006 0.002 —0.004 —0.002
(0.012) (0.012) (0.014) (0.016) (0.014) (0.011)
Firm size fixed effects No Yes No Yes No Yes
Industry fixed effects No Yes No Yes No Yes
Survival fixed effects No Yes No Yes No Yes
Survival time fixed effects No Yes No Yes No Yes
Education level fixed effects No Yes No Yes No Yes
Education field fixed effects No Yes No Yes No Yes
N 781 778 836 835 799 797
R? 0.045 0.252 0.025 0.160 0.032 0.134

Notes. The outcome variable in each column is the Zero interest dummy indicating that the respondent’s interest level in any given program is
zero. The first two columns cover the hypothetical rescue packages from experiment 1 (a grant for 75% of payroll expenses or a loan with 75%
forgiveness if it spent on payroll. The second option is the Debt framing option in this experiment). Columns 3 and 4 cover experiment 2 (where a
rescue package is labeled as a VAT refund or a VAT loan, with the second option being the Debt framing option.). Columns 5 and 6 cover
experiment 3 (where a rescue package consisting of a government-guaranteed loan is presented, with half of participants seeing an explanation
that the loan will be written off in the event of bankruptcy: the Debt framing option is the text without an explicit mention of the write-off).

Standard errors are clustered by municipality and shown in parentheses.

*,**, and ***Significance levels at 0.1, 0.05, and 0.01, respectively.

4.5. Use of Proceeds from a Grant vs. Loan

In an additional analysis conducted as part of a follow-
up survey (answered by roughly 10% of our original
sample), we ask firms how they would respond to
hypothetical offers of either a direct grant or a loan
worth one month of revenue. The responses are pre-
sented in Figure 6. Almost all firms would spend the
grant on their business, with almost half of firms (45%)
replying that they would invest the grant. Other com-
mon responses include covering expenses during the
crisis, hiring new employees, and paying employees a
bonus. However, only 20% of owners would invest if
they were offered a loan, whereas most firms would
actually choose to decline the loan if offered.

Two possible interpretations for this result are likely.
First, it may be that firms have no great investment
opportunities, but when offered money for free
through a grant, they are willing to use the grant

toward potentially bad projects. Second, firms have via-
ble investment opportunities, but debt aversion causes
them to underinvest. Although we have no perfect way
to distinguish these alternatives, our results generally
suggest that debt aversion is likely to have a role in this
and result in underinvestment. As discussed in Section
5.2, highly debt-averse managers are more likely to
have cancelled investments and to experience high
levels of stress during the pandemic, consistent with
this interpretation.

5. Additional Analysis

5.1. Debt Aversion and Firm Size

What are the implications of debt aversion on firms?
One plausible hypothesis is that entrepreneurs who are
reluctant to take on new debt may grow more slowly.
This would imply that high levels of debt aversion are
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Figure 6. (Color online) Use of Proceeds from a Grant vs.
Loan
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Notes. The share of respondents selecting each option for the use of
proceeds from a hypothetical grant or a loan amounting to one
month’s revenue. Respondents could choose multiple options.

associated with smaller firm size. We test this hypothe-
sis by regressing various measures of firm size (using
prepandemic financial data) on our measure of debt
aversion. The results are presented in Table 7. We find
that, controlling for our range of personality traits and
some firm characteristics (most importantly, industry
and firm age), firms run by debt-averse managers tend
to have lower sales and fixed assets, suggesting that
unwillingness to take on debt is a constraint on firm
growth.”

We find that firms run by highly debt-averse entre-
preneurs are about 29% smaller in terms of fixed assets
and 7.8% smaller in terms of turnover. Risk appetite is
also strongly positively associated with firm size using
both measures, but other personality traits do not
appear to be strongly associated with it. Of course, we
cannot make any strong causal claims given the evi-
dence is correlational, but at least this is consistent with
debt aversion limiting firm growth.

5.2. Other Outcomes and Debt Aversion
In addition to looking at whether High debt aversion
affects the probability of taking a loan, we test its

correlation with other measures taken during the crisis.
If entrepreneur debt attitudes lead to lower take-up of
loans, firms may take other costly measures to deal
with the liquidity shock of COVID-19. The results are
shown in Table 8. We find that debt-averse entrepre-
neurs, although less likely to apply for loans, appear
more likely to apply for direct support, in column 3
(although this is not statistically significant) and are
more likely to cancel investments (column 7). In other
measures, such as raising new equity, laying off or fur-
loughing workers, or leaving wages unpaid, high debt-
averse entrepreneurs’ firms do not look significantly
different from other firms.

We also ask whether COVID-19 increased the stress
levels of entrepreneurs (giving them five choices: Not at
all, slightly increased, increased, increased very much,
and prefer not to answer). The Stress outcome variable
in this table is coded as one if stress levels increased
very much. Overall, 18% of entrepreneurs reported
stress levels increasing very much during the crisis,
with high debt aversion entrepreneurs being 8.6 per-
centage points more likely to report highly increased
stress levels.

5.3. Subsample Analysis

We then focus on subsamples in Table 9. The goal of
these analyses is to look at firms where the obstacles to
taking new debt are lower and/or where the need for
new financing is higher. We study firms where entre-
preneurs had not pledged personal assets as collateral
in the past, limited liability firms (for these two types
of firms, new government-guaranteed debt is less
likely to increase the risks faced by the entrepreneur),
firms that applied for any form of financing (i.e., firms
that need financing), and excluding firms that said
they did not apply for debt because they did not need
it (an alternative way to define a group of firms that
need finance).

The estimated effect of high debt aversion is negative
and economically significant in all four subsamples and
statistically significant for subsamples in columns 1 and
3. The magnitude of the coefficient is larger (about 1.5
times the baseline effect) in the no collateral pledged
subsample and the two subsamples of firms that plausi-
bly need financing. The lack of statistical significance
for the subsample in column 4 does not strengthen the
case for an obstacle in policy design, but the larger coef-
ficient and the fact that the standard deviation is larger
in this smaller subsample do not allow us to rule out
such an obstacle in policy design either.

5.4. New Sample and Alternative Measures of
Debt Aversion

To make sure that our results are not driven by unusual

behavior during the COVID-19 pandemic, we repeat

our analysis of the relationship between the use of debt
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Table 7. Debt Aversion and Firm Size

In(Fixed Assets 2019) In(Turnover 2019)
1) (2 (3) 4 ®) (6) 7) (8)
High debt aversion —0.541%* —0.340* —0.295%** —-0.079
(0.183) (0.174) (0.104) (0.092)
Debt aversion —0.087*** —0.055* —0.050%** —0.013
(0.027) (0.033) (0.019) (0.016)
Risk appetite 0.101%** 0.099*** 0.059*** 0.059***
(0.034) (0.034) (0.019) (0.020)
Optimism —0.004 —0.011 —0.004 —0.005
(0.046) (0.046) (0.030) (0.030)
Distrust people —0.027 —0.028 —0.038* —0.038*
(0.036) (0.036) (0.020) (0.020)
Distrust banks —0.051 —0.047 —0.007 —0.006
(0.051) (0.051) (0.017) (0.017)
Industry fixed effects No Yes No Yes No Yes No Yes
Legal form fixed effects No Yes No Yes No Yes No Yes
Firm age fixed effects No Yes No Yes No Yes No Yes
Education level fixed effects No Yes No Yes No Yes No Yes
Education field fixed effects No Yes No Yes No Yes No Yes
N 456 433 456 433 813 771 813 771
R? 0.017 0.326 0.016 0.326 0.009 0.312 0.009 0.312

Notes. The dependent variable in columns 14 is the natural logarithm of fixed assets in 2019 (ORBIS data), whereas the dependent variable in
columns 5-8 is the log of turnover in 2019 (also from ORBIS). Standard errors are clustered by municipality and shown in parentheses.
*,**, and ***Significance levels at 0.1, 0.05, and 0.01, respectively.

Table 8. Outcomes vs. High Debt Aversion

@ 2 ©) @ ©) (6) 7) (8) ) (10) (11)
Bank Any Direct Canceled  Entrepreneur
loan loan support Equity  Layoffs  Furloughs investments compensation —Taxes — Wages Stress
High debt —0.047*  —0.054** 0.045 -0.003  —0.021 0.011 0.057** 0.003 —0.014 0.002 0.086%**
aversion (0.025)  (0.026) (0.030) (0.024) (0.017) (0.023) (0.024) (0.033) (0.021)  (0.007)  (0.022)
Risk appetite 0.010*  0.018**  0.001 0.004 —0.001 —0.004 0.010* 0.010 0.006 0.003 0.003
(0.006)  (0.006) (0.007) (0.005) (0.003) (0.007) (0.005) (0.008) (0.004) (0.002) (0.005)
Optimism —0.008 —0.006 0.029***  0.017**  0.007** 0.008 0.001 —0.010* 0.004 —0.003 —0.020%**
(0.008)  (0.008) (0.008) (0.007) (0.004) (0.007) (0.006) (0.006) (0.006) (0.002) (0.006)
Distrust people 0.005 0.007 0.006 0.005  —0.003 0.003 0.003 0.004 —0.003 0.002 0.004
(0.005)  (0.005) (0.005) (0.006) (0.003) (0.005) (0.005) (0.006) (0.005) (0.002) (0.006)
Distrust banks 0.005 0.005 —0.003 0.003 0.003 0.000 0.010** 0.003 0.005 0.001 —0.003
(0.004)  (0.004) (0.006) (0.005) (0.003) (0.006) (0.004) (0.005) (0.005)  (0.001) (0.006)
Firm size fixed Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
effects
Industry fixed Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
effects
Survival fixed Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
effects
Survival time Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
fixed effects
Education level Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
fixed effects
Education field Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
fixed effects
N 883 883 883 883 883 883 883 883 883 883 883
R? 0.185 0.191 0.278 0.115 0.166 0.375 0.206 0.198 0.197 0.070 0.266

Notes. The dependent variable is shown above each column. Bank loan indicates having applied for a new bank loan, similar to our main results
in Table 4. Any loan indicates having applied for any new loan. Direct support indicates having applied for direct support. Equity indicates having
sought new equity. Layoffs and Furloughs indicate having laid off or furloughed employees, respectively, during the crisis. Canceled investments
indicates having canceled investments. Entrepreneur compensation indicates having reduced entrepreneur compensation. Taxes and Wages
indicate having left taxes or wages unpaid, respectively. Stress indicates that the entrepreneur reported that COVID-19 increased their stress
levels “very much.” Standard errors are clustered by municipality and shown in parentheses.

*,** and ***Significance levels at 0.1, 0.05, and 0.01, respectively.
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Table 9. Applied for New Bank Loan vs. Debt Aversion:
Subsamples

@) @ ® Q)
No App. Ex. no
pledges  Limited  fin. need

~0.069** —0.045 —0.069* —0.064
(0.021)  (0.034) (0.039) (0.040)
Risk appetite 0004 0011 0018  0.026%*
(0.006)  (0.007) (0.010) (0.009)

High debt aversion

Optimism 0.003 —0.010 —0.028** —0.019*
(0.004)  (0.009) (0.012) (0.010)
Distrust people 0.007 0.009  0.008 0.004
(0.005)  (0.007) (0.009) (0.008)
Distrust banks 0.000 —0.000 0.004 0.004
(0.005)  (0.005) (0.006) (0.007)
Firm size fixed effects Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes
Survival fixed effects Yes Yes Yes Yes
Survival time fixed effects Yes Yes Yes Yes
Education level fixed effects  Yes Yes Yes Yes
Education field fixed effects Yes Yes Yes Yes
N 557 600 547 531
R? 0.236 0.185 0.198 0.208

Notes. The dependent variable is Applied new bank loan, a dummy
taking the value one if the firm reported having applied for a new
bank loan during the COVID-19 crisis. Each column represents a
separate subsample. No pledges includes only the firms where the
management has not provided any personal guarantees for firm
liabilities. Limited includes only limited companies. App. fin. includes
only the firms that applied for some type of financing during the
pandemic. Ex. no need excludes the firms that report not needing new
financing. Standard errors are clustered by municipality and shown
in parentheses.
*,** and ***Significance levels at 0.1, 0.05, and 0.01, respectively.

and entrepreneur debt aversion using a new sample
from the Yrittajagallup survey conducted in April 2023
by the Federation of Finnish Enterprises. To further val-
idate our measure of debt aversion, we also include two
alternative questions related to debt aversion intro-
duced by Albrecht and Meissner (2022): Debt integral
and No excuse for debt. The first one measures the entre-
preneur’s own attitudes toward debt, whereas the sec-
ond one measures their expectations of others’ attitudes
toward debt.

This analysis is presented in Table 10. Panel A shows
the results using the same measure of debt aversion as
the rest of our analysis but with the new sample. The
results are similar to our main results. A higher level of
debt aversion is significantly negatively associated with
the likelihood of having debt.

Panel B shows the same results, but using the two
alternative debt aversion measures by Albrecht and
Meissner (2022), as well as the predicted debt aver-
sion parameter (y) calculated from these two vari-
ables. These measures yield similar results as our
main measure, with higher levels of debt aversion
associated with a significantly lower likelihood of
having debt.

5.5. Further Analyses and Robustness Checks

In the Online Appendix, we perform a number of
additional analyses and robustness checks. These are
briefly summarized in this section and include the
following.

i. International evidence. In the Online Appendix, Sec-
tion A.1, we provide international evidence of debt
aversion, use of debt, and the relationship between the
two. These analyses use data from the Eurobarometer,
European Central Bank’s Survey on Access to Finance
of Enterprises survey, and World Bank Enterprise Sur-
veys. Generally, Finland does not appear particularly
different from other European countries when it comes
to attitudes toward debt or the use of debt by SMEs.
We also show that country-level proxies for debt aver-
sion (however imperfect) seem to be associated with
use of debt by firms. This suggests that there is no rea-
son to assume that our findings would be unique to the
Finnish context.

ii. Stability of debt aversion over time. In the Online
Appendix, Section A.2.1, we show the distribution of
Debt aversion in a new 2023 survey against the distribu-
tion in our main survey conducted during the pandemic
in 2020. The shape of the distribution is very similar in
these two surveys, suggesting that distribution of debt
aversion is stable over time and does not look different
during the obviously unusual COVID-19 period.

iii. Correlation of debt aversion measures. In the Online
Appendix, Section A.2.2, we show binned scatterplots
presenting the correlations between our main measure
of debt aversion, as well as the two alternative mea-
sures by Albrecht and Meissner (2022), used in Table
10. Debt aversion (our main measure) exhibits a mono-
tonic positively relationship with Debt integral. It is also
correlated with No excuse for debt, but this correlation is
not as strong as for Debt integral. The latter observation
is similar to when plotting the two measures by
Albrecht and Meissner (2022) against each other, with a
near-monotonic but not very strong relationship
between the two debt aversion measures.

iv. Additional descriptive charts. In the Online Appen-
dix, Section A.3, we present additional summary charts
from our main survey. These include the distribution
of firms by number of employees, firm actions during
the pandemic, entrepreneurs’ expectations on firm sur-
vival, COVID-19 impact on firm sales, financing
options applied for, and reasons for not applying for
new debt.

v. Results including nonentrepreneurs. In our main
analysis, we exclude respondents that are not entrepre-
neurs (i.e., owner-managers). In the Online Appendix,
Section A.4, we replicate our main analysis, but include
all respondents, including hired managers (CEOs,
CFOs, and other) that are not owners of the firm. The
results are robust to including these respondents.
Given the limited number of hired managers in the
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Table 10. New Sample and Alternative Measures of Debt Aversion
Panel A: Original debt aversion measure
1 2 3) 4
High debt aversion —0.228%* —0.196***
(0.030) (0.029)
Debt aversion —0.051*** —0.044***
(0.005) (0.005)
Firm size fixed effects No Yes No Yes
Industry fixed effects No Yes No Yes
Organizational form fixed effects No Yes No Yes
N 1,023 1,022 1,014 1,012
R? 0.054 0.155 0.083 0.173
Panel B: Alternative debt aversion measures
1 ) ®3) 4 ©) (6)
Debt integral —0.095*** —0.085%** —0.083***
(0.011) (0.011) (0.012)
No excuse for debt 0.026** 0.026** 0.011
(0.011) (0.011) (0.011)
y —6.394***
(1.251)
Firm size fixed effects No Yes No Yes Yes Yes
Industry fixed effects No Yes No Yes Yes Yes
Organizational form fixed effects No Yes No Yes Yes Yes
N 1,008 1,007 929 928 921 921
R? 0.056 0.163 0.006 0.121 0.162 0.140

Notes. This table presents regression results using a new sample from the Federation of Finnish Enterprises survey in 2023 (Yrittdjagallup). The
dependent variable is Has debt, a dummy taking the value one if the firm reported having debt. Panel A shows the results using the same debt
aversion measure as our other analyses. Panel B shows the same results using two alternative questions related to debt aversion as well as a new
measure of debt aversion, introduced by Albrecht and Meissner (2022). Debt integral is the level of agreement (1-6) with the statement Please rate
the following statement (1: strongly agree to 6: strongly disagree): “Debt is an integral part of today’s life.” No excuse for debt is the response (1-6) to the
question What do you think, how does the average participant in this survey/experiment rate the following statement (1: strongly agree to 6: strongly
disagree): “There is no excuse for borrowing money.” y is the predicted debt aversion parameter proposed by Albrecht and Meissner (2022),
calculated as = 1.0694 +0.0045 x Debt integral — 0.0067 x No excuse for debt. Robust standard errors are shown in parentheses.

*,**, and ***Significance levels at 0.1, 0.05, and 0.01, respectively.

data, we cannot perform a comparison between them
and owner-managers.

vi. Different thresholds for high debt aversion. In the
Online Appendix, Section A.5.1, we repeat our base-
line regression analysis for various different thresh-
olds for defining the High debt aversion dummy
variable. The results remain similar regardless of the
definition.

vii. Negative binomial regressions for experiments. In
the Online Appendix, Section A.5.2, we repeat the re-
gression analysis of our experiments (reported in five in
the main text), using negative binomial regressions in-
stead of ordinary least squares (OLS) regressions. The
results remain similar to our OLS regression results.

viii. New bank loans and debt aversion by sector. The
likelihood of applying for new loans during COVID-19
might depend on the firm’s sector. Hence, in the Online
Appendix, Section A.6, we repeat the analysis includ-
ing interaction terms between high debt aversion and
sector of the firm. Debt aversion appears to matter
fairly uniformly across different sectors, although the
effect seems weaker in transport and storage than in
other main sectors.

6. Conclusion

Our results support the idea that entrepreneur atti-
tudes toward debt affect the use of debt within the
firms they manage. This has implications for govern-
ment policy, which aimed to support the economy
during the COVID-19 pandemic by providing liquid-
ity to firms facing revenue shortfalls. Although the
use of debt-based packages has many advantages (it
is less costly for governments, they help screen out
bad firms, etc.), we document that widely held entre-
preneurial attitudes may hinder the effectiveness of
these policies.

The statistical significance of our results varies, but
the economic magnitudes are consistent within analyses
and our various analyses all support the same conclu-
sion. Cross-sectional analysis and natural experiment-
style analysis around the COVID-19 pandemic and
experimental results all suggest that debt-averse entre-
preneurs are less likely to use debt within their firm. We
show that firms run by debt-averse entrepreneurs have
less debt in general, are less likely to use debt-based
COVID-19 rescue packages, and, in an experimental set-
ting, prefer policies framed as grants. Our results also
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suggest that debt-averse entrepreneurs are more likely
to cancel investments during the pandemic.

Our findings have important policy implications.
SME support programs may struggle to have an impact
if they are structured as debt instead of other forms of
support. Our experimental analyses suggest that sim-
ply framing support policies in nondebt terms may to
some extent help increase their effectiveness.
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Endnotes

1 Quotes from Emerson (1871, p. 39), Raleigh (1632, p. 61), and
Shakespeare (1623, p. 156), respectively.

2 See The Economist (2015).

3 Our sample consists of owner-managers of Finnish SMEs, which
may include second-generation owner-managers. We refer to all
owner-managers in our sample as entrepreneurs for conciseness.

# A natural worry is whether Finnish respondents are internation-
ally representative. Perhaps they are more debt averse? Although
there is suggestive evidence that entrepreneurs in many developed
economies may be debt averse (for instance, very low application
rates for COVID-19 support loans across Europe), we also show
direct evidence suggesting the levels of debt aversion in our sample
are comparable or lower than those of respondents of the U.S. Sur-
vey of Consumer Expectations (SCE). The SCE included as a one-
time question items related to debt aversion (Hundtofte 2018).

When asked “What were you taught as a child about debt?,” 52% of
SCE respondents agreed with the nonexclusive option “Something
to be avoided,” 29% with “A necessary evil,” and only 9% with “A
useful way to shift money from periods when you have it to periods
when you do not.” We ask our respondents the same questions and
obtain 25%, 10%, and 8%, respectively. This suggests that our
respondents are less debt averse than U.S. SCE respondents, which
is possibly because our respondents are entrepreneurs.

5 We present results including non-owner-managers, such as hired
CEOs or CFOs, in the Online Appendix.

& We run all our analyses using both the 0-10 score and the dummy.

" The measure is based on subjective self-reported risk aversion
because we had limited space in the survey. Dohmen et al. (2011)
find that self-reported risk appetite is correlated with choices in
experimental lotteries and real-world behavior.

8 Similar methods have been used in other contexts. Caetano et al.
(2019) use labeling and framing experiments to study the effect of
debt aversion norms on student loan take-up, and Bursztyn et al.
(2018) find that labeling credit cards as “Platinum” credit cards
increases take-up compared with unlabeled ones offering identical
benefits, showing that people value the status that comes with a
credit card. There has also been experimental work showing the
impact of changing these social norms, such as (for example) Bursz-
tyn et al. (2020b), who show that Saudi Arabian men underestimate
social support for women working outside the home and that
revealing the true level of support leads to more women applying
for jobs outside the home.

9 Most firms in our sample expect the impact of the virus to be tem-
porary: More than half of the firms expect revenue to recover to
pre-COVID levels within six months of our survey (conducted at
the end of May), in line with Landier and Thesmar (2020), who
show that analysts expect the impact of the virus to be temporary
for U.S. public firms.

19 Another potential concern might be that applying for debt during
the crisis lowered debt aversion, causing us to observe an ex post
relationship between debt aversion and use of debt even if one did
not exist at the time of applying.

" 1In this case, the loan actually objectively dominates the grant
option, as we do not specify, unlike the Paycheck Protection Pro-
gram, that the loan amount is restricted by the amount of personnel
expenses. In principle, in our wording, the forgiven loan amount
could be larger than the direct grant. Despite this, the respondents
are more interested in the grant.

12 An obvious question that may arise is whether slower growth is also
bad for the entrepreneur: For example, are these firms less profitable?
Unfortunately, the specificities of the Finnish tax code make this analy-
sis difficult to conduct. Entrepreneurs face a choice between taking a
dividend from the firm or paying themselves a salary. The fact that for
many entrepreneurs a salary is more tax efficient than a dividend
means that profitability figures may be uninformative about the pro-
spects of a company for many firms in our sample.

13 Although we can control for a range of firm and manager charac-
teristics, we want to stress that there may still be unobserved differ-
ences between firms run by highly debt averse and other managers
and hence we cannot make a causal claim linking firm growth and
debt aversion.

14 Excluding certain essential traffic.

% In related work, Paaso et al. (2020) use more detailed descriptive
data obtained from the same survey, such as data on regional and
industry differences in levels of COVID-19-related financial dis-
tress, to provide timely support for domestic policymakers during
the crisis. The analysis in this article does not overlap with the anal-
ysis in the descriptive article.
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16 We had 1,009 responses, but one firm responded twice.

17 We present results using the full sample of firms in the Online
Appendix.

18 This is considerably lower than Robb and Robinson (2014), whose
sample only includes newly created firms in the United States, and
in line with Fuhrer et al. (2021), who show that about 40% of all
Swiss firms have debt outstanding.

19 For example, it could be that entrepreneurs of failed firms are not
interested in answering surveys or entrepreneurs with struggling
firms might not have the time to do so.

20 Such direct support was indeed decided on after the survey had
been concluded, later in June.

2! We randomized the order of the debt and grant questions and
did not allow respondents to move back in the survey.

2211 the Online Appendix, we show that our main results are not
sensitive to the definition of High debt aversion.

2 The possible (nonexclusive) answers are “Should be used in mod-
eration,” “A promise to be kept,” “Should be avoided,” “A neces-
sary evil,” “Useful to split large purchases,” and “Useful to transfer
money over time.”

24 We cluster standard errors by municipality. In the Online Appen-
dix, we show that these results are robust to different levels of
clustering.

25 To reduce the impact of outliers, we winsorize these variables at
the 5% level at both tails.

26 In the Online Appendix, we also show these results by sector.

?"In case the firm does not need or want the 25% of the loan that is
not forgiven, it could always keep (or invest) the cash and use it
later to pay back the loan. Hence, it should not matter very much
whether or not the firm is liquidity constrained.

28 Debt framing in this table is equivalent to No write-off in the pre-
vious table. That is, the debt-framed option refers to the option
without a mention of the write-off of debt in bankruptcy.

29 We control for firm age by including a fixed effect for each year
of age.
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