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This article deals with relationship banking as a multidimensional and relatively
complicated set of interrelations between a company and cooperating banks. In this paper,
relationship banking is understood as long and intensive partnerships between banks and
family firms that exceed simple bundles of anonymous transactions. Relationship banking
benefits, for both the bank (credit risk mitigation and cross-selling packages of services) and
the borrower (access to credit, “one-stop” dealings and insurance against adversity), compel
exclusivity. In this context, the paper aims to identify how family firms decide to cooperate
with a given number of banks and why firms make decisions to have multiple bank
relationships despite the obvious advantages of staying with one bank. Using multinomial
logit models that describe a situation when the dependent variable is discretely selected from
the set consisting of more than two categories, we analysed data of more than 390 Polish
firms from interview-based questionnaires about the reasons for establishing relationships
with two, three or more banks. We find that firms that identify themselves as family firms
tend to have a second bank with which they have long worked. If the family is using one of
the firm’s banks for private affairs, they tend to use three or more banks. Manufacturing
family firms tend to use three or more banks. Large family firms tend to establish
relationships with more banks. Based on these findings, banks can build their relationships
with family firms in a better way.
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1. INTRODUCTION

Firms in a developed market will typically need an array of banking
services: money transfers, deposits, access to credit and many other
specialized banking products. This article does not deal with the different
types of banking products. Rather, the main focus is the nature of the
relationships between firms and their banks. In servicing the business sector,
most banks differentiate between three basic market segments: retail (firms
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that operate as private individuals or sole-proprietors rather than developed
companies); commercial (firms running businesses that are more developed
than retail and have a need for more sophisticated bank products and
services) and large corporations. Because the provision of personal services
of a dedicated bank officer is an expensive fixed cost, it is difficult to justify
in the case of the smallest borrowers. Banks strive to treat such customers as
retail products with a high degree of automation and standardized services.

At the other end of the spectrum, large corporations will have sufficient
market power and financial strength (e.g. access to bond markets) to have
multiple banks. Dealings will tend to be rather impersonal and driven mostly
by price competitiveness. In between retail and large corporates are the
“middle market” borrowers who can justify services from dedicated bank
officers assigned to continuously deal with customers. This market segment
has a high level of personal touch and fosters the bonds of an enduring
business relationship. Moreover, as we will show, both parties find inherent
advantages in building a relationship.

This is especially the case in the so-called “bank economies”. In many
continental European countries there are strong relationships between the
CFOs or the representatives of the firms and the heads of the departments of
the banks, e.g. the loan specialists (Pernsteiner and Wectawski, 2016). The
latter system is called relationship banking. These relationships can be
exclusive to one bank (strong relationship banking) or to two or even more
banks (multiple or “split” banking). This term was defined in a relatively
complex way by Ongena and Smith (2000), Boot (2000) and Berger and
Udell (2002). As mentioned, it is a long and intensive partnership between
banks and family firms that exceeds simple bundles of anonymous
transactions. An advantage for banks is access to broader information about
a firm. Firms that decided to tighten their relationships with banks are
expecting easy access to financial support even if they have transitional
economic troubles.

Boot (2000) defined relationship banking as a process of services
rendered by banks that invest in access to specific information about the
customer that is often not accessible for the public. The expected rate of
return of this investment includes length of cooperation with a customer and
a delivered portfolio of bank products. As Dong and Li (2010) pointed out,
relationship banking can be described as formal cooperation among banks
and companies. These relationships are stable over long periods of time,
during which banks gather information related to businesses that is not
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accessible via formal sources and sometimes confidential. As noted, one of
the most important characteristics is that these contacts exist over a long
period of time, e.g. for more than a few years or even for decades. It must be
clear that the bank(s) on the one side and the firms on the other side have
expectations of some advantages and the opinion that these advantages are in
total more important than the disadvantages, because otherwise the system
would not sustain itself.

The literature (Section 2) describes the advantages and disadvantages for
both partners. Based on numerous definitions, five dimensions of
relationship banking were proposed: number of banks financing business
entities, duration of relationship with banks, scope of relationships (services
and products offered), part of credits delivered by dominant banks and
possession of house bank status by the main bank (Presbitero and Zazzaro,
2010). In this paper we posit that relationship banking is synonymous with
the number of banks with which the firm cooperates over a long time (as the
independent variable, see Section 3).

Our purpose is to analyse the decision processes related to the number of
bank relationships of the firms and determine why firms decide to have
multiple bank relationships despite the obvious advantages of staying with
one bank. The answers may help banks understand the thinking of firms and
help the firms better decide how to arrange their relationships with a bank or
banks.

Using an empirical methodology, we analyse data from a sample of
actual Polish family firms. Our focus is thus on a large central European
country with high growth rates after its transformation to a market economy
in the early 1990s. We can say that this is a relatively short period for a
market economy compared to traditional free markets elsewhere. The
financial system is bank-oriented with a high participation rate by foreign-
owned banks, which represent more than 70 percent of total bank assets
(Rozwaj, 2016). The result is a high level of competition in the Polish
banking sector. The next focus is on family firms, because they have a
specific ownership structure that shows some distinctive characteristics. A
distinctive attribute of family firms is their long-term perspective. Family
firms tend to manage themselves for the next generation and hence are loath
to put their permanence at risk by aggressive leverage. They also tend to put
more emphasis on long-term business relationships, including those with
their bankers (Chrisman et al., 2005). Therefore the family and its influence
will be the central aspect in looking for a better understanding in relationship
banking.
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As far as we know, this article is the first combining three of the most
relevant aspects of relationship banking (number of banks; type of firms:
family firms; actual country: Poland). This will be our contribution to the
literature.

2. LITERATURE REVIEW

One of the most important drivers in the relationship between banks and
firms is the asymmetrical information problem (Berger and Udell, 1995) and
the fact that information is a key factor for banks to decide about their
client’s business activities, especially in the field of lending. Here we see
relationship banking as especially important for mitigating the risks of
lending. This mechanism is not new for banks. They have learned over a
long time to reduce the inherent risks (von Rheinbaben and Ruckes, 2004; de
la Torre et al., 2010) of opaque information and, along with collateral
security and, most recently, covenants, have supplied a flow of credit.
Information is lacking, especially in SMEs, for two reasons: their level for
financial and management accounting skills is often not high, and their small
size tends to prohibit audited financial statements, which tend to come with a
fixed cost.

One of the most effective ways to capture important client information
(Elyasiani and Goldberg, 2004; Elsas, 2005) is relationship banking. Here
the bank gains access to both formal information (e.g. financial statements,
tax returns, business plans) and informal or “soft” information (e.g.
transaction history, community reputation, site visits, face-to-face
interactions) that is more profound compared to transaction-oriented
banking. Moreover, as experience is built up over continuous and repeated
dealings, a bank witnesses a track record of behaviour that serves to build
confidence. As the old saying goes, “to know them is to love them”.

There are other attractions to relationship banking besides access to
information. For the bank, there is the possibility to “cross sell” a range of
banking products. The significance of relationship banking is that it is
dependent on others’ products and services rendered such as current accounts
(Boot, 2000; Ongena and Smith, 2000). Moreover, the higher dependency and
greater loyalty inherent in relationship banking allows high profit margins as a
result of the (nearly) monopolistic status of the house bank' (Degryse and Van
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Cayseele, 2000). Cultivating a strong relationship with a bank takes time.
Indeed, there is often a stigma about switching banks. Over time, the house
bank will also probably win more influence over strategic decisions because of
the inter-personal relationships with business owners and managers
(Pernsteiner and Wectawski, 2016). As a result of their relationship, it will be
easier to sell future loans (Bharath et al., 2007) and other bank products such
as personal loans, deposits, and insurance because of the bank’s relationship
with the owners (family) of the firm (Babcock, 2013). With the exception of
the costs of such a relationship, there are no further disadvantages for the
bank, but banks are cautious with family firms because they fear the misuse of
the firms’ assets (Steijvers and Voordeckers, 2009).

The general advantage for the firm as a whole in relationship banking lies
in its function as “insurance” (Anderson et al., 2003, for founding family
ownerships) in case of a deteriorated financial situation, when it is not easy
or nearly impossible to get an additional loan. This is because the bank(s) in
the relationship banking system will tend to give further loans as emergency
liquidity (Sauter, 2015) when their loss is otherwise too high. Offsetting the
disadvantage of the monopolistic behaviour of a house bank is the hope that
the revenue concentration will make the firm a more valued customer
(Degryse and Van Cayseele, 2000). Perhaps this will be more important for
smaller banks and for a single (strong) or dual relationship banking (with
two banks).

The second focus is on family firms. Without doubt, family firms, with
their high numbers in continental European economies—even in the group of
listed companies—are an important factor in the business field of these
countries. Research into family firms has increased very rapidly, but not so
intensively in the field of finance. Moreover, because of data availability,
research into the financial problems of family firms is focused on listed
companies. We concentrate here primarily on non-listed firms to contribute
more to the literature. In the literature in general, and especially in empirical
studies, we do not find an accepted definition of family firms (Felden and
Hack, 2014). Very often the definition is determined by the availability of
data, so in some studies, family firms are defined as a certain percentage of
ownership by the family to show the influence of the family. At the other
end of the spectrum there are “soft factors” that are part of the definition but
are not so practicable for quantitative empirical research.

Generally, critical analysis allows stating that among the definitions
presented in the literature, the first priority is given to a few specific core
aspects in family businesses. They include ownership and possibility to
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control the company through ownership, the possibility of exerting a direct
influence on decisions and management, conducting succession, the
possibility to employ family members, the presence of persons from
different generations, and the influence of family members not formally
linked with the company on the way it operates (Barnes and Herson, 1976;
Alcorn, 1982; Rosenblatt et al., 1985, Lyman, 1991; Gallo and Sveen, 1991;
Donckels and Frohlich, 1991; Beckhard and Dyer, 1983; Kepner, 1983;
Goffee and Scase, 1985; Dyer and Handler, 1994). In this relatively vague
situation, we decided to follow the definition of Klein (2010). Her concept is
called Substantial Family Influence (SFI). The three categories are i)
influence of the family in management; ii) influence of the family in
controlling bodies; and iii) equity stakes. The three percentages must add up
to over 100%. In this model, the different influences of the family in the
enterprise are shown to be very balanced and give a good impression of what
a family firm is.

The main differences between family and non-family firms are
independency and long-term orientation (Pernsteiner and Dick, 2013;
Burgstaller and Wagner, 2015). The preference of independency means that
family firms do not like banks to have too much influence (with loans), nor
do they like external (e.g. outside the family) shareholders. The first aspect
works against higher debt, the second one leads to lower equity. The
empirical evidence is mixed. A family tends to think in terms of future
generations. Therefore, they prefer a long-term orientation (Claver et al.,
2009). To give the enterprise to the next generation, family firms tend to
favour a risk-averse strategy, especially in investments (Dick et al., 2017).

The situation in the Anglo-Saxon world has been well researched
(Astrachan et al., 2002). Because Poland is a large European country,
research about it will bring added value. On the question of the number of
bank relationships, there are cross-country differences (Ongena and Smith
2000). As a consequence, the research into the reasons for the differences in
the number of bank relationships will be of considerable interest.

3. DATA AND SAMPLE DESCRIPTION

This empirical study is based on primary data collected within the Polish
National Science Centre Project No. 2012/07/B/HS4/00455 “Corporate
governance, ownership structure and other financial issues of family
enterprises in Poland and Austria — a comparative analysis”. The collection
of original data was carried out in the second and third quarter of 2014 with
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the CATI and CAWTI techniques. The survey agency made in total 12,155
phone calls to potential respondents who represented owners, CEOs and
CFOs. As it turned out, 5,504 business entities declined to participate in the
survey, and 4,235 withdrew during the investigation. Finally, 758
questionnaires were fully filled in. Hence, the total initial response rate for
the collection of the purposive sample was only 6.2%.

It should be mentioned that in detailed analyses the numbers of analysed
companies differ due to lack of data (some companies did not fill out all the
fields in the questionnaire), or the exclusion of bad data. The data contain a
random sample of enterprises employing more than 49 persons; that means
that “small firms” (i.e. less than 50 people employed) as defined by the EU
are not included in the sample. The sample reflects the territorial structure of
Poland and the size and sections (the Polish Classification of Economic
Activities 2007) of the firms.

Using the Substantial Family Index (Klein, 2010), we identified
396 firms as “family firms”, of which only a very small number is listed
companies. Additionally, we confirm that the family firms in our sample
have a high level of self-identification as family firms (319 firms, 80.6%). In
general, this is a sign that they are proud to be family firms. At this point
another study could be mentioned in which the majority (86.3%) of family
businesses that perceive themselves as family firms are included in this
group of companies on the basis of the SFI index (Zajkowski and Zyczynski,
2014, pp. 236-247).

As mentioned, compared to other European countries, Poland is a
transition market emerging from a centralized command economy with a
relatively small private sector. The tradition of family firms is not as long-
established as in traditional free markets. More than 75 percent of the family
firms in our sample were established between 1989 and 2003, the most
dynamic period after the communist period. Therefore, more than two-thirds
of the firms are controlled by the first generation. The average age of these
family firms is 21 years. For details, see Table 1.

Table 1

Age of the firms and generation of the owners

. . n=392 Generation n=387

Period of foundation (in %) of the owners (in %)
Before 1989 14.0 First generation 68.0
1989-2003 75.5 Second generation 31.0
2004-2014 10.5 Third generation and above 1.0

Source: own calculations.
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If we look into the sectors, size and turnovers, we can see a relatively
clear structure. The main and dominant sector with 57 percent of the
enterprises is manufacturing; the next sector is building and construction
with nearly 14 percent. In the sample, the family firms in the strongest group
(49%) have 50-99 employees and are therefore medium-sized enterprises.
At the other end of the spectrum, we find firms with 250 or more employees
(6%). Nearly 38 percent of the firms have a turnover in the range of
PLN 5-19 million, while only 9 percent are over PLN 100 million.

Table 2
Sector, employment and turnover
Sector n=396 Emplovees n=396 Turnover in n=371
(in %) ploy (in%) | PLNmillion | (in %)
Manufacturing 57.1 50-99 49.2 under 5 7.8
Building and 13.8 100-149 25.5 5-19 37.8
construction
Trade 6.2 150-199 10.9 2049 29.6
Service 10.0 200-249 8.6 50-100 159
Others 12.9 250 and more 5.8 more than 100 8.9

Source: own calculations.

Another piece in the mosaic of the character of family firms is their goals.
We asked if the following goals are very important, important, not so
important or not interesting (it was possible to have multiple answers). More
than 94% say that long-term orientation is very important. In all, 83%
declare independence as very important, and nearly 78% choose risk
reduction (this aligns with risk awareness). Long-term oriented value

Table 3
Goals of family firms
Relevance for family firms (in %)
Goals very . not so not
important important important | relevant
Long orientation (n=394) 94.1 3.1 0.8 2.0
Independency (n=395) 83.0 8.9 4.0 4.1
Risk reduction (n=395) 77.9 17.0 2.1 3.0
High growth rates (n=395) 76.0 20.3 22 1.5
Long-term value improvement (n=396) 73.0 18.7 4.5 3.8
High standard of living for the family (n=395) 57.5 23.8 12.6 6.1
Short-term profit maximisation (n=394) 43.4 28.2 24.3 4.1

Source: own calculations.
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creation and high growth rates are important goals as well. Short-term profit
maximisation is not so important compared to the other goals. This picture is
consistent with the literature on family firms (Mishra and McConaughy,
1999).

The central focus of this article is the nature of relationship banking. We
present the descriptive statistics about the number of banks with which firms
have strong and long-lasting relationships. A dominant pattern is an
exclusive relationship, but very close is cooperation with two banks. Three
banks are seen as well, but more than that is rare. If we look at the duration
of cooperation, we can see that the majority lie in the range of 6 to 15 years,
as many as 18 percent are in the range of 16 to 20 years. Taken together this
will make a consistent picture. For a detailed breakdown, see Table 4.

Table 4
Relationship banking

Number n=391 Duration n=385
of banks (in %) of partnerships in years (in %)
1 427 5 and less 12.2
2 394 6-10 30.9
3 13.3 11-15 22.6
4 2.6 16-20 18.0
5 and more 2.0 21 and longer 16.3

Source: own calculations.

4. MODEL AND HYPOTHESES

As mentioned, our main topic is to identify how family firms decide to
cooperate with a given number of banks and why they decide to use two or
more banks in a relationship banking mode with a long and intensive
cooperation between them. Specifically, we are looking for the factors that
influence the firm’s choice of the number of banks with which to have in a
relationship.

Importantly, we do not analyse why a family firm starts cooperating with
one bank because it is obvious in the Polish law system and it is necessary to
operate in the market. This situation (cooperation with one bank) was for us
the starting point to identify the reasons of cooperation initiation with two,
three and more banks. Taking into consideration this approach, we
elaborated the hypotheses below.
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The SFI classification gives an objective orientation as a family firm. In
our interview-based questionnaire, we asked for the “feeling as a family
firm”, i.e. we would like to see the emotional influence. Family firms like a
personally oriented long-term relationship and see relationship banking as
insurance against possible future financial distress. Relationships imply
loyalty and commitment, even in the face of adversity. “We are with you
through good times and bad times”. Therefore, a strong relationship is
important, and they thus have a tendency to engage with a lower number of
banks.

Hypothesis 1. Family firms, which see themselves as family firms, tend
to have relationship banking with a smaller number of banks.

As mentioned, the share of family-owned equity is a very strong and
important fact for the classification as a family firm and shows the strong
influence of the family on the firm. According to the ideas in Hypothesis 1,
we argue that a strong family influence will result in a lower number of
banks in the bank relationship.

Hypotheses 2. Family firms with a high proportion of family-owned
equity tend to have relationship banking with a smaller number of banks.

Families of such firms are often wealthy. Thus, they need expertise and
management for their personal assets, primarily securities. They know some
banks from their contacts with their firm’s bank(s), and very often they turn
to their company bank for their personal wealth management. At the same
time, one of the main characteristics of the family firm is independency.
Therefore, they do not want to put all their eggs in one basket.

Hypothesis 3. If the owners of family firms utilize one of the firm’s
relationship banks for their private wealth management, the firm will tend to
have more banking relationships.

The main sector in our sample is manufacturing. Firms in this sector tend
to have a strong technical focus. In general, we can say that service has not
received a lot of attention in finance management. Thus, bank administration
is not so important for them, and they tend to have a good partnership with
one or only a small number of banks. Furthermore, manufacturing firms tend
to be more capital-intensive (as regards production assets and inventory)
compared to wholesalers, retailers and service firms. Capital intensity will
tend to increase the need for access to financing sources, which in turn
favours more exclusive banking relationships.

Hypothesis 4. Family firms in the manufacturing sector tend to cooperate
with a smaller number of banks than family firms in other sectors.



WHY FAMILY FIRMS IN POLAND CHOOSE [....] 77

The size of an enterprise is an important factor for analysing
relationships. Larger firms are more diversified and tend to have more
international activities due to their broader variety of products and services.
Consequently, they tend to have more bank relationships.

Hypothesis 5: Larger family firms tend to cooperate with more banks.

To test our hypotheses, we ran a multinomial logit model. This model
describes a situation when the dependent variable is discretely selected from
a set consisting of more than two categories.

In our case, the firm is cooperating with a certain number of banks, but
the last situation is a group with an unlimited number of banks (five and
more). The application of this model of disordered categories makes it
possible to analyse the effects of each variable for each alternative for the
number of banks; this would be not possible for ordered categories.

The procedure is realized in three steps. In the first step, we look for
some attributes of family firms from our quantitative research such as the
age of the firm, ownership generation and self-identification as a family
firm. In the second step, we realize the estimation of some models for some
variables and find the significance. In the third step, we use the criteria of
Akaike, Schwarz and Hannan-Quinn, and find the best model for factors
such as self-identification as a family firm, stake of family equity, private
wealth management, sector and size of the firm.

The model is based on a cross-sectional data set. The dependent variable
is the number of banks the firm has been cooperating with over a long time.
The independent variables are determined by the hypotheses. The
independent variables are self-identification of family firms (SELF) as
family firm (1) and as non-family firm (0); the percentage of the family-
owned equity of the equity of the family firm (EQ); the bank serves as the
bank for the firm and for the family (BANK PRIV) (1) and the bank does
not serve for the family (0); the family firm is part of the manufacturing
industry (PROD) (1) and is not in this sector (0); and factor size of family
firms (SIZE) with (1) for medium-sized firms, 2 for large firms and 3 for
very large firms. For all calculations the program GRETL (Gnu Regression
Econometrics and Time-series Library) is used.

The model describes the result of a discrete selection of the number of
banks with which the family firms have been cooperating over an extended
period. The data interpretation of the results is based on the concept of
stochastic utility. The firms select their banks in a rational way and look
therefore for maximising the utility of their decisions. The collection of facts
for finding a solution is limited, and it is uncertain if the decisions of the
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firms were the best ones. Therefore, the interpretation of the results must be
based on the theory of stochastic utility. A positive number for one variable
shows that the variable has an impact in increasing the probability of
collaboration with more banks. The independent variables in this model have
a lower level of estimated correlation for the Variance Inflation Factor (VIF)
(G) = 1/(1-= (j)*2), when R(j) is the coefficient of the multiple correlation
between the variable “j” and all the other independent variables of the
model.

Model: Multinomial Logit, using observations 1-396 (n = 369)
Missing or incomplete observations dropped: 27
Dependent variable: BANK STABLE 1-3
Standard errors based on Hessian

Coefficient Std. Error Z p-value
BANK STABLE =2
constant 0.054 1.231 0.044 0.965
SELF -0.605 0.301 —2.011 0.044 | **
EQ -0.012 0.010 —1.220 0.223
BANK PRIV 0.234 0.193 1.215 0.224
PROD 0.302 0.238 1.270 0.204
SIZE 0.869 0.610 1.425 0.154
BANK STABLE =3
or more banks
constant =7.704 2.349 —3.280 0.001 | ***
SELF 0.042 0.437 0.097 0.923
EQ 0.036 0.022 1.660 0.097 *
BANK PRIV 0.773 0.257 3.013 0.003 | ***
PROD —0.660 0.314 -2.102 0.036| **
SIZE 1.892 0.631 2.999 0.003| ***

Note: * p <0.1; ** p<0.05; *** p<0.01

Mean dependent variable 1.762 S.D. dependent variable 0.735
Log-likelihood —364.521 Akaike criterion 753.042
Schwarz criterion 799.972 Hannan-Quinn 771.685

Number of cases ‘correctly predicted” = 170 (46.1%)

Likelihood ratio test: Chi-square(10) = 37.534 [0.0000]

Variance Inflation Factors: Minimum possible value = 1.0; values > 10.0 may indicate a
collinearity problem.

SELF 1.023; EQ 1.031; BANK_PRIV 1.005; PROD 1.014; SIZE 1.007

VIF(j) = 1/(1 — R(j)"2), where R(j) is the multiple correlation coefficient between variable
j and the other independent variables.
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RESULTS AND DISCUSSION

Significant numbers of firms are open to cooperation with a second bank,
but with a falling tendency (see the negative sign of the parameter) to
cooperate with three or more banks. However, the benefits of more banks are
subject to dilution. Relationships are inherently exclusive, otherwise they are
not “relationships” with re-enforcing cycles of continuity, mutual benefits
and trust. Hence, in the case of cooperation with three or more banks, we see
very little preference. This means that we can accept Hypothesis 1 and say
that this group of family firms is inclined to cooperate with a small number
of banks.

These “strong and emotional” family firms are looking for a strong
partnership in banking affairs and find them with two banks. This will give
more stability and a better insurance function against bad financial
situations. Maybe it is a sign of independence to have more than one bank,
but not too many because they like stability and good interrelations. This
finding conforms with Polish reality and the study by Gajewski et al. (2012),
which confirms that the relationship with one bank is the dominant one for
Polish firms (60%), which is consistent with the results from our data
presented in Table 3.

Just as Hypothesis 1 is more focused on “strong family firms”,
Hypothesis 2 is in fact more oriented to the share of the family in the firm’s
equity. There is a weak but insignificant relationship between a high share of
a family in the firm’s equity and a long period of cooperation with a small
number of banks; this weak relationship is only some way from two to three
banks. We cannot accept this hypothesis.

We can see here the difference between a more emotional view and a
financial view in the last case. Therefore, we can recommend that banks
should emphasise nurturing inter-personal ties between bank staff and
owner/managers if they are interested in sustaining a strong banking
relationship. An implication here is that banking officers should possess
inter-personal skills and emotional intelligence, i.e. they should be “people
persons” as well as possessing analytical credit analysis skills. Another
implication is staff turnover. Relationship banking is difficult to sustain if
bank officers come and go with too much frequency.

Hypothesis 3 can be accepted to explain why firms diversify to two to
more banking relationships. If there is a relationship between the family and
the bank(s) for their private wealth management, the family firm will tend to
have more banks. Presumably the bank dealing with the family will leverage
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any goodwill to gain a foothold inside the firm. We also see that family firms
value independence. This suggests wariness about being dependent on a
single-banking relationship even if exclusivity offers inherent advantages.

For family firms in the manufacturing sector, we can confirm Hypothesis
4. They tend to have more exclusive banking relationships compared to the
other sectors. We see this as a significant factor in the case of moving from
two to three banks. As noted, since they are more technically oriented,
service is not so important to them. They perceive bank services as being
less valuable or undifferentiated (““all the banks are the same; why bother
with more?”). Capital intensity and the need to finance it will also favour
more exclusive banking relationships. Finally, maybe they are more oriented
to Poland so they have no currency risk problems and they are not so
sophisticated about financial issues.

We see the significant influence of the size of the family firm and the
inclination to deal with more banks, especially the tendency to use three and
more banks. Thus, Hypothesis 5 is accepted. The arguments (more
diversified, more products and services and maybe more international
activities) are confirmed.

To sum up, the default tendency for family firms that are highly
dependent on a bank for access to credit is to have an exclusive, ongoing
relationship with a primary or “house” bank. This suits the needs of both
parties. This explains why the exclusive house bank business model is so
common. However, in the case of a sample of medium-sized family firms,
we see that a significant number has diversified their banking relationships.
In view of the inherent advantages of a single house bank, we explore why
firms might choose to deal with two or more banks. Thus through statistical
analysis we identified several motives.

a) Self-identification as a family firm and a desire to shun dependency
will tend to favour having a second banking relationship in the spirit of
diversifying sources of supply and encouraging competition;

b) If the owners are utilizing separate banking services for their own
wealth management (investments, savings) and personal credit (credit cards,
car loans, mortgages), the firm will tend to have more business bankers,
most probably because the private bank uses the relationship with owners to
get an “in” to the firm’s business;

¢) Manufacturing family firms tend to have a lower number of banks
than firms in other sectors. We might speculate as to the reasons why. One
reason could be that the firms have a technical or engineering orientation
that does not readily focus on financial issues. The benefits of diversified
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banking might be ignored. Otherwise the capital intensity of manufacturers
(regarding production capacity and inventory stocks) might require greater
access to bank credit, which in turn favours more exclusive banking
relationships.

d) Not surprisingly, as family firms increase in size, they tend to expand
the number of their banking relationships, possibly going to three or more
banks. Many of these more mature firms will have accumulated greater
levels of retained earnings and will have reduced or even eliminated bank
debt. Their size also allows them to be better at financial reporting. The
opacity problem is less of a constraint. All this serves to reduce the need for
an exclusive house bank relationship.

There are some implications from these findings for banks. First, they
should be prepared to share client relationships with other banks as family
firms develop and grow. Second, the strength (in terms of durability, loyalty,
tolerance) of banking relationships will likely reflect the inter-personal
relationships between owner-managers and bank officers assigned to handle
the relationship. There is a personal element in banking. Family firm-
oriented banks will want to ensure — through selection, training,
empowerment, turnover — that bank staff have the capacity to form loyal
inter-personal bonds with their clients.

As mentioned, we use data from Poland, and from this geographical point
it is not possible to generalize for all of Europe. We use data from 2014,
perhaps there was a difference in 2017 because the economy is recovering
from the crisis period. The authors gratefully acknowledge the financial aid
granted by the Polish National Science Centre (NCN Project No. 2012/07/
B/HS4/00455, “Corporate governance ownership structure and other
financial issues of family business in Poland and Austria—a comparative
analysis”) to conduct this research.
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