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Abstract 

Using the BEEPS dataset on Eastern European and Central Asian firms, we investigate how the 
collateral requirements and the cost of credit expected by firms might discourage them from applying 
for credit. Based on the data we identify four reported discouragement reasons: (A) high probability of 
rejection, (B) high cost of credit, (C) high cost of application, (D) and other reasons. We develop a 
simple statistical model to derive the following set of predictions about the impact of expected collateral 
requirements and cost of credit on discouragement. First, collateral requirements and cost of credit 
should induce discouragement across all reported reasons. Second, higher expected collateral 
requirements and cost of credit should have a lower effect when the reported reason is (A). If the firm 
already fears rejection, a higher collateral requirement or a higher cost of credit should play little role. 
Third, collateral requirements should have a larger impact when the reported reason is (B). If the firm 
is discouraged by the high cost of credit rather than the fear of rejection, an increase in the expected 
collateral requirements becomes more significant as it may add the risk of rejection as an additional 
concern for the firm. We test these predictions using a multinomial logit model and we find robust 
evidence that supports all of them. 
 
Keywords: discouraged, denied, credit rationing, loans to collateral value, cost of application, 
multinomial logit 
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