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The aim of the paper is to determine the investment activity of small firms in 
Croatia during the crisis year 2012 and further analyse the effect of selected 
factors on capital investment decisions. For this purpose, an on-line survey of 
small businesses was conducted. The research sample consisted of small firms in 
Primorsko-Goranska County that earned the highest revenue in 2011, because it 
was assumed they would have greater investment potential in 2012. Research 
results show that almost half of the firms invested in new fixed assets in 2012. 
Their investment decisions were primarily motivated by mere "survival" purpose, 
since the investment activities were mostly oriented toward the replacement of 
worn-out assets. 
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1. INTRODUCTION  
 

Investments significantly affect the intensity of overall economic activity 
and growth in general. Changes in size, structure and purpose of investment 
may indicate forthcoming conjuncture changes, but also longer-term 
developmental characteristics of the economy. Therefore, investment decisions 
are of special interest not only to policy makers and researchers, but also to firm 
managers and owners. Spending money on fixed assets is not an essential 
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expenditure in the short term, but is vital for long-term success and could secure 
a competitive advantage for an organisation. If a firm fails to invest, its products 
could become out-of-date and it may even lose business to competitors that can 
deliver goods and services more efficiently. However, investment activities and 
profitability of projects are strongly affected by some internal and external 
factors. The recent, and in some countries still existing, financial crisis has 
additionally emphasised a number of factors that have an effect on investment 
decisions. The general influence of the 2008 crisis has been a steep decline in 
business confidence, which translated into falling investments as a percentage 
of Gross Domestic Product (GDP) (Geels, 2013). 

 
The economic crisis started in Croatia later than in other countries, but its 

negative effects are still present. In the past five years there has been a negative 
trend in almost all major macroeconomic indicators. The last year with a 
positive growth rate of GDP was 2008, and since then GDP has fallen by over 
11% (CBS, 2013). The realized gross investment in new fixed assets of firms 
has recorded negative growth since 2008 (CBS, 2013), with the average value 
of investment per company in 2012 two times lower than in the pre-crisis year 
of 2008 (CCE, 2013). At the same time, the number of investors dropped to 
below 30% relative to the total number of entrepreneurs (CCE, 2013).  

 
Since small and medium businesses account for 99.5% of all businesses in 

Croatia and generate over a half (53.3%) of total investment in fixed assets in 
2012 (FINA, 2012b), it is reasonable to analyse their investment activities in 
more detail. The aim of the paper is to determine the investment activity of 
small firms in Croatia during the crisis year 2012 and further analyse the 
rationale behind it, i.e., the effect of selected factors on capital investment 
decisions. 

 
2. LITERATURE REVIEW 

 
A large and growing empirical literature explains firm investment 

determinants and firm investment during recession periods. From the technical 
point of view and the point of view of the character of investment, world theory 
has identified renewal of worn out assets, acquisition of additional assets to 
expand the business and increase output, and innovation to reduce costs and/or 
to create new value as the main motives for investment (Levy & Sarnat, 1994; 
Nikić, 1997; Runyon, 1983). In practice, an investment decision is often a 
combination of all three factors as complementary, although some may have 
priority. 
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Furthermore, according to Mendes et al. (2014), firm investment theories 
can be divided into two major groups: theories considering that investment 
depends more on external conditions in which a company operates, and theories 
considering that investment depends more on a firm’s internal conditions. Early 
studies within the first group indicate a positive relation between future demand 
and investment (Keynes, 1936; Kalecki, 1937) on the one hand, and sales and 
investment (Hall & Jorgenson, 1967; Eisner, 1978; Chirinko, 1993) on the 
other. However, sales are found to be a determinant promoting investment in 
small and medium enterprises (SMEs) when they have high levels of 
investment. In general, the importance of sales is expected to be lower for 
SMEs than for large firms (Maçãs Nunes et al., 2012). Furthermore, Fazzari et 
al. (1988) and Carpenter and Guariglia (2008) find a positive relationship 
between growth opportunities and investment. Growth opportunities, as an 
important sign of vitality and possibilities for growth, may contribute to 
weakening financial constraints (Carpenter & Guariglia, 2008). Regarding 
macro-economic conditions, SMEs are more exposed to fluctuations in the 
economic climate (Chenery, 1952; Gertler & Gilchrist, 1994; Vermeulen, 2002) 
meaning that firms take advantage of favourable conditions by increasing their 
investment while in periods of economic recession firms reduce the investment 
adjusting it to lower rate of business opportunities. Calcagnini and Iacobucci 
(1997), Bernanke and Gertler (1995) and Gilchrist et al. (2005) conclude that 
increases in interest rates and interest rate uncertainty mean diminished 
investment. GDP is also a determinant stimulating investment in SMEs, 
especially when they have moderate and high levels of investment (Maçãs 
Nunes et al., 2012). 

 
The second group of theories explaining firm investment is mostly focused 

on firms’ internal conditions, such as internal finance, liquidity, cash flow, and 
leverage. Investment is positively influenced by both internal and external 
finance (Keynes, 1936; Kalecki, 1937), liquidity (Kuh, 1963), and cash-flow 
(Fazzari et al., 1988; Fazzari & Petersen, 1993; Maçãs Nunes et al., 2012), 
while it is vulnerable to weak balance sheets and debt (Vermeulen, 2002; 
Aivazian et al., 2005; Maçãs Nunes et al., 2012). Indeed, managers are more 
inclined to use internal funds to finance the investment, since managing this 
type of finance is more flexible compared to external finance (Baumol, 1967). 
Additionally, firm owners/managers are usually better informed than creditors 
about their firms’ specific characteristics. This is particularly important because 
it could lead to restrictions in loans granted and, consequently, to firms reducing 
investments. This conflict is to some extent contrary to perfect market 
conditions, i.e., a market without asymmetric information or financial 
constraints, where capital investments should not be affected by a firm's cash 
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flow but should be solely determined by the firm's investment opportunities 
(Wei & Zhang, 2008). Consequently, the importance of cash flow increases as 
firms are more restricted in the access to credit (Fazzari et al., 1988; Fazzari & 
Petersen, 1993). Regarding the SMEs, it would be expected that they have less 
possibility of obtaining a loan due to reduced capacity to provide collateral 
(Gertler & Gilchrist, 1994; Vermeulen, 2002). However, different conclusions 
are also evidenced suggesting that cash flow-investment sensitivity is generally 
highest in the large-firm size group and smallest in the small-firm size group 
(Kadappakam et al., 1998) and that medium-sized firms appear to be more 
liquidity-constrained in their investment behaviour than either the smallest or 
largest firms (Audretsch & Elston, 2002). Furthermore, firm’s age could also 
serve as a proxy for their financial constraints (Beck et al., 2006) as well as 
firm’s reputation (Diamond, 1989) meaning that young firms invest less due to 
liquidity constraints while well-established firms use acquired reputation and 
past success to get more favourable terms of external finance thus facilitating 
investment. Other endogenous determinants of firm investment are mainly 
focused on manager characteristics, for instance, managerial optimism (Glaser 
et al., 2008) and risk aversion (Parrino et al., 2005), leading to the conclusion 
that firms with optimistic and less risk-averse managers invest more. 

 
In periods of economic growth, SMEs will have easier access to debt and a 

higher level of cash flow thus stimulating investment (Fuss & Vermeulen, 
2004), while during crisis market conditions are different. Vermeulen (2002) 
and Kunc and Bandahari (2011) argue that firms with greater financing 
restrictions and operating in imperfect markets, as is the case of SMEs, are more 
affected by periods of economic recession. We can expect credit markets to be 
more restrictive in recession and therefore affect firm investment negatively, 
particularly the SME investment. In these situations, Belgium SMEs, 
particularly new ones, chose to postpone investment (Fuss & Vermeulen, 2004) 
while German and UK SMEs were forced to finance themselves through their 
own cash flow, which may suffer due to their difficulty in retaining earnings 
and the recessive behaviour of the market (Kaufmann & Valderrama, 2008). 

 
In the context of the financial crisis 2008-9, literature shows that the crisis 

has negatively affected the investment of SMEs (Liu, 2009; Buca & Vermeulen, 
2012; to list only a few). Firms that were financially constrained during the 
crisis and had a larger part of their long-term debt maturing within the next 
year, cancelled or postponed valuable investment, experiencing a significantly 
larger drop in investments (Campello et al., 2010; Buca & Vermeulen, 2012; 
Vermoesen et al., 2013). This further confirms that credit contraction and debt 
have negatively affected the performance and investment of private firms. 
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Additionally, those prevailing attitudes lead to the same conclusion as the one 
that Kitching et al. (2009) made – during a recession firms might focus more 
strongly on survival strategies and less on investment strategies seeking out new 
opportunities because the latter are more risky. Nevertheless, Kahle and Stulz 
(in press) come to a different conclusion and find that the proportional decrease 
in capital expenditures of no-leverage firms and of high-cash firms after the 
Lehman bankruptcy is higher than the proportional decrease in capital 
expenditures for highly levered firms and similar to the proportional decrease of 
bank-dependent firms. 

 
On the other hand, existing literature documents also that the economic 

crisis provides good opportunities for the SME sector (Bartlett, 2008). This is 
especially true for those that identify the changes in the market and react 
promptly (Hodorogel, 2009). Some authors claim that investment of firms was 
not restricted due to the non-availability of funds (Allen & Carletti, 2008; 
Bakke, 2009). Moreover, Campello et al. (2011, 2012) find that credit lines 
provided liquidity for the companies who needed to invest during the crisis and 
ease the impact of the financial crisis on corporate spending. Zenghelis (2012) 
concluded that there is plenty of money in the private sector, because firms have 
been hoarding cash rather than spending it. So, the problem is not the lack of 
money, but the lack of investor confidence.  

 
As far as Croatia is concerned, there are official statistical data (CBS, 

2004-2013) that prove the above mentioned statements regarding considerable 
investment decrease during the financial crisis. Table 1 represents this effect for 
the European Union (EU) and Croatia.  

 
The financial crisis affected Croatia one year later than it did the EU (in 

2009), but unlike the EU, the negative trend of investment is still present. 
Investment falls significantly faster than GDP which, according to Inklaar and 
Yang (2012), is a characteristic of countries with a low tolerance for 
uncertainty. Table 1 shows that the value of gross investment in fixed assets of 
legal entities in 2012 was nominally lower by 7.3% than in 2011 and by 49.6% 
than in pre-crisis 2008. Construction works accounted for 50.6% of gross 
investment, and equipment, for 38.3%. In absolute amounts, however, they 
dropped by 47.1% and 51.9%, respectively, when compared to pre-crisis 2008. 
In addition, less than 30% of the total number of entrepreneurs made 
investments in 2012, primarily in new fixed assets, and the average value of 
investment per company was halved compared with pre-crisis 2008 (CCE, 
2013).  
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Table 1. Gross fixed capital formation and gross investment in EU 27 and Croatia, 
2004-2012 

 
Item/ 
Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 

EU 27: 
GFCFa 2080,6 2212,8 2420,8 2644,0 2630,4 2228,0 2272,9 2350,5 2317,5 
Index 100,0 106,4 109,4 109,2 99,5 84,7 102,0 103,4 98,6 

Croatia: 
GFCFa 8,17 8,91 10,35 11,38 13,00 10,95 9,23 8,51 8,1 
Index  100,0 109,0 116,2 110,0 114,2 84,2 84,3 92,2 94,9 
GFCF,% 
of GDP 24,80 24,70 26,00 26,20 27,40 24,50 20,80 19,20 18,40 

GDP real 
growth 
rates in % 

4.1 4.3 4.9 5.1 2.1 -6.9 -2.3 0 -2 

GIa  
of which: 7,53 8,00 9,70 10,66 11,59 9,19 6,63 6,32 5,85 

Construc--
tiona 3,79 4,22 5,05 5,26 5,59 5,10 3,64 3,30 2,96 

Equip- 
-menta 3,04 3,04 3,55 4,05 4,66 3,27 2,21 2,34 2,24 

          
Othera 0,69 0,74 1,10 1,35 1,34 0,82 0,77 0,68 0,65 
 
Source: Eurostat (2013), Croatian Bureau of Statistics (CBS, 2004-2013) and authors’ calculation. 
 
Note: GFCF = Gross Fixed Capital Formation:  

GI = Gross Investment in fixed assets of legal entities:  
a In current prices, billions of euro. 

 
Although small firms generate over a third (35.7%) of gross investment in 

fixed assets (FINA, 2012b), in the existing literature there is limited evidence of 
Croatian small private firms during the crisis period, especially when 
investments are concerned. Klačmer Čalopa et al. (2011) discuss the causes and 
consequences of the financial crisis as well as the survival of Croatian SMEs in 
the global economic environment. Borovac Zekan et al. (2011) analyse the 
success story of a small Croatian firm in the textile industry that expanded into 
new markets and reported a remarkable growth in turnover despite the crisis. 
Butigan et al. (2012) find that firms in Croatian metal and wood-processing 
industries (of which 93.8% were SMEs) during recession focused mainly on 
survival of their operations and financial savings while investments, as a type of 
development breakthrough, were less pronounced. However, in their research 
these authors do not focus on the investment determinants of Croatian small 
firms. 
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Regarding SMEs’ access to financing as a precondition for investment, 
conservative lending policies towards SMEs that existed in the pre-crisis period 
(Kolaković et al., 2008; Vidučić et al., 2009) became even worse during 
recession when SMEs were confronted with a lack of liquidity and reduced 
access to business loans. For the whole period 2002-2012, SMEs were focused 
more on traditional sources of financing (i.e., bank loans), considering access to 
financing more as an obstacle than an incentive (Singer & Alpeza, 2013). Cost 
of finance and access to finance are the most important constraining factors in 
setting up and running SMEs (Vidučić et al., 2014) which are still deeply 
embedded in the crisis, and do not have the development potential to change the 
current trends (Čengić, 2014).  

 
The above presented review suggests that the majority of firm investment 

determinants are related to financial issues, especially when it comes to the 
recession period. However, conclusions are a matter of debate. Research on the 
investment activity of Croatian SMEs and its determinants during recession is 
particularly rare, thus reinforcing the need for further research in this area. 

 
3. METHODOLOGY  

 
To give a new perspective to this issue, an on-line survey of small 

businesses was conducted during the period of April to June 2013. The sample 
consisted of 400 small firms in Primorsko-Goranska County with the highest 
revenue in 2011. According to the Croatian Accounting Act, small firms are 
those which do not exceed two of the following conditions: total assets of more 
than HRK 32.5 million (EUR 4.3 million), over HRK 65 million (EUR 8.6 
million) in revenue, and an average number of 50 employees during the 
financial year. In defining the sample we followed the logic of Archibugi et al. 
(2013) who argue that firms with strong internal resources are in a stronger 
position to invest, i.e., we assumed that higher revenue in 2011 meant stronger 
internal resources and greater investment potential in 2012. Primorsko-
Goranska County was selected because it contributes significantly to the 
Croatian economy. It accounts for 9.1% of the total number of small firms and 
8.4% of the total number of small firms’ employees in Croatia (FINA, 2012a). 
In addition, Primorsko-Goranska County is the second major investor among 
Croatian counties with a share of 5.1% (after the City of Zagreb) when ranked 
by investor’s location (FINA, 2012a). 

 
The survey was prepared in the Croatian language only and was divided 

into three parts. The first part of the survey includes the analysis of the firm and 
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the respondent’s profile (gender of respondent, position within the firm, and 
identification of the responsible person/s for making investment decisions).  

 
The second part of the survey intends to determine whether the firm 

invested in 2012 or not and, if so, the type of investment they have made. 
According to the Croatian statistical standards (template POD-BIL) we 
distinguish between intangible, tangible, and financial assets. For the purpose of 
this study, i.e., to make it better suited to real small firms’ investment, within 
tangible assets we further divided the category tools, plant inventory and 
transportation equipment into the categories of IT equipment; cars and other 
transportation assets; and tools, plant inventory and office equipment. Also, we 
decided to add the category permanent working capital since it refers to actual 
investment, i.e., assets permanently immobilized in the reproduction cycle 
(Bendeković et al., 2007). Thus, we have ten different categories of types of 
investment: (1) intangible assets (software, licenses, etc.), (2) land, (3) 
buildings/structures, (4) plants and plant equipment, (5) IT equipment, (6) cars 
and other transportation assets, (7) tools, plant inventory and office equipment, 
(8) financial assets, (9) permanent working capital, and (10) other assets. 

 
The third part of the study examines the impact of selected factors on 

investment decisions. Depending on respondents’ answers in the second part of 
the survey (firm did or did not invest in 2012) we prepared two sets of 
variables. We first considered variables for the investing firms. In line with 
previous studies (Levy & Sarnat, 1994; Nikić, 1997; Runyon, 1983) we used 
and modified three technical variables: Replacement of worn-out assets, Need 
for expansion, and Follow-up of technological progress. Because the current 
economic crisis has a financial origin (Archibugi, 2013), we wanted to further 
explore whether the accessibility of financial resources hampered investment 
during the crisis. Therefore, according to Baumol (1967), Fazzari and Petersen 
(1993), Gertler and Gilchrist (1994), and Vermeulen (2002), we considered two 
variables: Sufficient amount of internal finance and Accessible sources of 
external finance. Furthermore, we proposed two variables in line with Chenery 
(1952), Gertler and Gilchrist (1994), and Vermeulen (2002) related to overall 
economic climate: Favourable current market situation and Favourable 
economic forecast. The variables Business opportunity and Firm size were 
formulated independently, i.e. by authors, for the purpose of this research. 

 
Second, we considered variables for the firms that did not invest in 2012. 

From the technical point of view we proposed two variables: Investment needs 
were mostly met in previous years and There was no need for investment 
(existing fixed assets fully meet). Regarding the accessibility of financial 
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resources we formulated negations of the previously explained investors’ 
variables: Lack of internal finance to enter the investment cycle and Inability to 
provide favourable external financing. According to Buca and Vermeulen 
(2012) and Maçãs Nunes et al. (2012), we also added the variable High bank 
debt leverage. We also formulated as negations (i.e., in a negative context) 
variables related to overall economic climate: Unfavourable current market 
situation and Pessimistic economic forecast. The variable Difficulties to find 
qualified staff to work on the new property was formulated independently for 
the purpose of this research. Respondents were asked to assign a score on a 
five-point Likert scale (1 = no impact, 2 = small impact, 3 = medium impact, 4 
= large impact, 5 = very large impact) to each proposed factor. Basic descriptive 
statistical analysis was performed using SPSS Statistics software. 

 
4. RESULTS  

 
During the research period 78 valid questionnaires were obtained (a 

response rate of 19.5%). There were 40 male (51.28%) and 38 female (48.78%) 
respondents. Among them, there were 23 (29.85%) owners who are also general 
managers of the firms (owners & CEOs), 13 (16.42%) owners, 13 (16.42%) 
managers and 29 (37.31%) employees. In most cases (44.44%), the owners & 
CEOs make decisions on investment. Managers as prime decision makers 
participate with an additional 27.78% and give recommendations to owners in 
9.26% of the cases. 

 
Table 2 provides summary statistics on investment activity for the total 

sample. In total, 36 (46.15%) firms invested in 2012 and, in most cases 
(52.78%), they invested less than EUR 13,500.00.  

 
Table 2. Investment activity 

 
Type of investment Answer N % 
Did you invest in fixed assets in 
2012? 

Yes 36 46.15 
 No 42 53.85 

What was the total amount of 
investment for your company in 
2012? 

<1,330.00 euro 4 11.11 
1,330.00 – 13,300.00 euro 15 41.67 
13,301.00 – 133,300.00 euro 12 33.33 
133,300.00 – 666,600.00 euro 5 13.89 
>666,600.00 euro 0 0.00 
Total 36 100.00 

  
Note: N = Number of responses.   
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One third (33.33%) invested between EUR 13,300.00 and EUR 133,300.00 
and the rest (13.89%) up to EUR 666,600.00. Although the percentage of firms 
that invested is higher in the sample (46.15%) than on the average national level 
(<30%), this can be explained by the fact that respondents were familiar with 
the purpose of the survey and were more willing to complete the questionnaire.   

 
Table 3 provides summary statistics on types of investment. The majority 

of firms (29 or 80.56%) invested in IT equipment (computers, etc.) while 
around 40% invested in other kinds of equipment too. Although this research 
did not measure each investment in particular but only the total investment, the 
results indicate a significant amount of investment in equipment. Only eight 
firms (22.22%) invested in buildings/structures but a closer analysis of the 
results shows that four out of the five largest investors, i.e., whose total 
investment were between EUR 133,000.00 and EUR 666,000.00, actually 
invested in buildings/structures. Not a single company invested in land and 
financial assets. 
 

Table 3. Type of investment 
 

Type of investment Na %b %c 
IT equipment 29 80.56 29.90 
Intangible assets (software, licenses etc.) 15 41.67 15.46 
Cars and other transportation assets 15 41.67 15.46 
Plants and plant equipment 14 38.89 14.43 
Tools, plant inventory and office equipment  11 30.56 11.34 
Buildings/structures 8 22.22 8.25 
Permanent working capital 5 13.89 5.15 
Land 0 0.00 0.00 
Financial assets 0 0.00 0.00 
Other  0 0.00 0.00 
Total 97  100.00 

 
Note: N = Total number of chosen options.   

a Possible multiple answers; 
b In relation to number of respondents (36);  
c In relation to total number of chosen options. 

 
Table 4 provides summary statistics on factors that affected investment 

decisions in 2012. The replacement of worn-out assets had a major impact on 
firm investment (mean 3.47). In addition, when asked to choose only one factor 
with the greatest impact, 29.17% of respondents chose the replacement of worn-
out assets. This finding is in line with Kitching et al. (2009) and Butigan et al. 
(2012) suggesting that firm investment activity was primarily motivated by 
mere survival purposes. Small firms’ investment was also highly influenced by 
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a desire to follow-up technological progress. This implies that small firms, i.e., 
their decision makers, are aware of how important it is to be up-to-date with 
modern trends and technologies. Strong internal finance had a significant 
impact on firm investment too. A need for expansion is ranked fourth, 
suggesting that even in the recession period there were investment opportunities 
that asked for increased capacity. On the other hand, current market situation, 
accessible external finance, firm size, and economic forecast did not have 
influence on firms that invested in 2012. We could conclude that firms that 
invest did not find external finance as an incentive for investment but had 
sufficient amounts of their own funds to finance investment. 
 

Table 4. Impact of selected factors on positive investment decisions 
 

Factors N Mean Std.Dev. Minimum Maximum 
Replacement of worn-out assets 36 3.47 1.58 1 5 
Follow-up of technological progress 36 3.42 1.59 1 5 
A sufficient amount of internal finance 36 3.11 1.51 1 5 
Need for expansion 36 2.94 1.57 1 5 
Business opportunity 36 2.53 1.42 1 5 
Favourable current market situation 36 1.86 1.13 1 5 
Firm size 36 1.69 1.12 1 5 
Accessible sources of external finance 36 1.69 1.09 1 4 
Favourable economic forecast 36 1.56 0.97 1 5 

 
Note: N = Number of responses. 
 

Table 5 provides summary statistics on factors that influenced firms not to 
invest in 2012. An unfavourable market situation had the greatest negative 
impact on investment (mean 3.42). Shortage of both internal and external 
financing was a significant problem preventing firms from investing too. Firms 
that did not invest found external finance an impediment, i.e., bank loans were 
difficult to obtain. This is not a surprise because not only is it evidenced in 
theory and practice (e.g., Vermeulen, 2002; Kaufmann & Valderrama, 2008) 
but it is also a constant characteristic of the Croatian economy (Singer & 
Alpeza, 2013). We could surmise that Croatian small firms, due to the overall 
economic situation (five years of crisis), had weak cash-flow, difficulties in 
retaining earnings and lower accessibility to credit markets, as claimed by 
Vermeulen (2002) and Kaufmann & Valderrama (2008). On the other hand, the 
fact that the existing bank debt leverage was not perceived as a limiting factor 
for investment could suggest two things. First, that small firm bank leverage 
was initially low and did not cause problems for business in general and, 
second, since credit distribution in the recession period was restricted, firms 
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rarely engaged in additional bank debt. Human resources were not considered 
as a limiting factor for firm investment at all. 

 
Table 5. Impact of selected factors on negative investment decisions 

 
Factors N Mean Stand.Dev. Minimum Maximum 
Unfavourable current market situation 42 3.42 1.73 1 5 
Lack of internal finance to enter the 
investment cycle 42 2.92 1.88 1 5 

Inability to provide favourable 
external financing 42 2.75 2.00 1 5 

Pessimistic economic forecasts 42 2.67 1.72 1 5 
Investment needs were mostly met in 
previous years 42 2.42 1.78 1 5 

There was no need for investment 
(existing fixed assets fully meet) 42 2.33 1.72 1 5 

High bank debt leverage  42 1.75 1.14 1 5 
Difficulties to find qualified staff to 
work on the new property 42 1.35 0.67 1 3 

 
Note: N = Number of responses.  
 

Table 6 provides insight into the results of the selection of a single 
factor that was crucial for investment decision. 
 

Table 6. Selection of key factor for investment decision 
 

Key factor Owner Owner 
& CEO CEO Manager Employee Total 

Replacement of worn-out 
assets 1 4 0 0 6 11 

Follow-up of technological 
progress 2 4 0 2 1 9 

A sufficient amount of 
internal finance 2 1 2 0 1 6 

Need for expansion 1 1 1 0 1 4 
Favourable current market 
situation 1 1 0 1 0 3 

Business opportunity 1 1 0 0 0 2 
Firm size 1 0 0 0 0 1 
Accessible sources of 
external finance 0 0 0 0 0 0 

Favourable economic 
forecast 0 0 0 0 0 0 

Total 9 12 3 3 9 36 
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The managerial staff within companies (owner & CEOs, CEOs, managers) 
account for exactly 50% of the sample. They find follow-up of technological 
progress to be the most important factor for investment decision, followed by 
replacement of worn-out assets and sufficient amount of own funds. On the 
other hand, most of the employees who completed the survey (6 out of 9) 
consider replacement of worn-out assets the most important factor of 
investment decision. 

 
5. CONCLUSION  

 
In this paper we have tried to identify the key factors that influenced small 

firm investment decisions in Croatia during the recession year 2012. The 
empirical evidence obtained through the conducted study indicates that nearly 
half of small firms (46.15%) invested in new fixed assets while investment 
decisions were mostly survival oriented, i.e., towards the replacement of worn-
out equipment. However, the fact that small firm investment was also highly 
influenced by a desire to follow-up on technological progress provides 
optimism.  

 
On the other hand, the negative market situation and pessimistic economic 

outlook prevented many small firms from making investments. When 
considering financial crisis as a major source of uncertainty and a complex 
phenomenon, we agree with the majority of authors (Fuss & Vermeulen, 2004; 
Inklaar & Yang, 2012; etc.) and conclude that the crisis generated various 
factors which negatively affected investment decisions. For instance, external 
funding through banks was not available to everyone thus making a strong 
investment determinant. In this situation small firms are forced to finance 
themselves through their own cash flow. Therefore, for firms that invest, a 
sufficient amount of internal finance is a must, and when a firm lacks its own 
funds, this greatly restricts the investment activities. 

 
This research complements the existing literature on small firm investment 

during the crisis by providing evidence from the perspective of Croatian small 
firms. The empirical evidence obtained in this paper has important implications 
for both policy makers, financial institutions and small firms’ managers as well. 
Avoiding a large drop in investment is important because a possible drop would 
be particularly harmful for long-term economic growth as it hampers capital 
accumulation. Although some market-based measures already exist (e.g., 
beneficial lines of credit), it might be desirable to provide additional 
confidence-building measures to that particular business segment in order for 
the Croatian SMEs, as the backbone of the Croatian economy, to play a crucial 
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role in recovery from global crisis. On the other hand, understanding the 
process and the variables that grant or constrain firms’ investment allows 
managers to develop appropriate business strategies. These strategic options are 
not only a question of survival during recession but also a question of expansion 
plans.  

 
Some limitations of this paper need to be addressed in order to rule out 

possible mistakes in generalizing the results outside their specific empirical 
context. Getting the small firms to participate in the research was a major 
problem that this study faced. Therefore, the limitation of the study was related 
to the relatively small number of firms surveyed in the study. Due to the fact 
that all the firms belong to Primorsko-Goranska County region, there might be 
some cultural constraints affecting investments decision making that might 
prevent generalization of results. Also, this study analysed the subjective 
opinions of respondents, rather than objective (financial) sources. The inclusion 
of objective data and comparison with actual investment decisions would 
certainly improve the quality and scope of the analysis. These limitations might 
be overcome in the future by conducting larger research oriented towards a 
wider geographical sample and by using official financial data. Furthermore, 
this paper does not distinguish between new and existent firms nor does it 
distinguish between industries. Consequently, the findings may be limited due 
to their generalizability and lack of focus on specific industries. Therefore, it 
can be suggested that a line of future research should narrow the research scope 
to specific industries. Finally, it would also be interesting to examine the 
investments by Croatian SMEs in pre-crisis years as well as in the light of 
accession to the EU in order to compare the overall conclusions. 
 

REFERENCES 
 

1. Aivazian, V., Ge, Y., Qiu, J. (2005). The impact of leverage on firm 
investment: Canadian evidence, Journal of Corporate Finance, 11 (1-2), 
pp. 277-291. 

2. Allen, F., Carletti, E. (2008, September). The role of liquidity in financial 
crises. Economic Symposium Conference Proceedings: Maintaining 
Stability in a Changing Financial System. Retrieved July 18, 2013, from 
http://www.kc.frb.org/publicat/sympos/2008/AllenandCarletti.03.12.09.pdf 

3. Archibugi, D., Filippetti, A., Frenz, M. (2013). Economic crisis and 
innovation: Is destruction prevailing over accumulation? Research Policy, 
42 (2), pp. 303– 314. 

http://www.kc.frb.org/publicat/sympos/2008/AllenandCarletti.03.12.09.pdf


Management, Vol. 20, 2015, 2, pp. 115-133 
M. Perić, J. Đurkin: Determinants of investment decisions in a crisis: Perspective of Croatian… 

129 

4. Audretsch, D. B., Elston, J. A. (2002). Does firm size matter? Evidence on 
the impact of liquidity constraints on firm investment behavior in Germany. 
International Journal of Industrial Organization, 20 (1), pp. 1-17. 

5. Bakke, T.-E. (2009). Natural experiments in corporate investments and 
financing. Unpublished doctoral dissertation, University of Wisconsin - 
Madison. 

6. Bartlett, D. (2008, April). Fallout of the Global Financial Crisis. Retrieved 
July 17, 2013, from http://www.rsmchina.com.cn/attachments/ 
month_0908/m20098271225.pdf 

7. Baumol, W. (1967). Business Behavior, Value and Growth. New York: 
Macmillan. 

8. Beck, T., Demirgüç-Kunt, A., Laeven, L., Maksimovic, V. (2006). The 
determinants of financing obstacles, Journal of International Money and 
Finance, 25 (6), pp. 932-952. 

9. Bendeković, J., Bendeković, D., Brozović, T., Jančin, T., Lasić, V. (2007). 
Priprema i ocjena investicijskih projekata [Preparation and evaluation of 
investment projects. In Croatian]. Zagreb: FOIP biblioteka. 

10. Bernanke, S., Gertler, M. (1995). Inside the black box: the credit channel of 
monetary policy transmission. Journal of Economic Perspectives, 9 (4), pp. 
27-48. 

11. Borovac Zekan, S., Zujić, M., Mikačić, H., Romac, I. (2011). Business 
development and growth despite the global crisis: the case of Croatian small 
company. 1st REDETE Conference, Economic development and 
entrepreneurship in transition economies: A Review of Current Policy 
Approaches, Conference Proceedings, pp. 628-637. 

12. Buca, A., Vermeulen, P. (2012). Corporate investment and bank-dependent 
borrowers during the recent financial crisis. Society for Economic 
Dynamics. 2012 Meeting Papers, Number 695. 

13. Butigan, R., Rihtar, S., Čengić, D. (2012).  Poslovanje i utjecaj strategija 
marketinga na uspješnost poduzeća. [Business and the impact of marketing 
strategies on firm performance in times of economic crisis. In Croatian]. 
Ekonomski pregled, 63 (1-2), pp. 44-72. 

14. Calcagnini, G., Iacobucci, D. (1997). Small Firm Investment and Financing 
Decisions: An Option Value Approach. Small Business Economics, 9 (6), 
pp. 491–502. 

15. Campello, M., Graham, J. R., Harvey, C. R. (2010). The real effects of 
financial constraints: Evidence from a financial crisis. Journal of Financial 
Economics, 97 (3), pp. 470-487. 

16. Campello, M., Giambona, E., Graham, J. R., Harvey, C. R. (2011). 
Liquidity Management and Corporate Investment During a Financial Crisis. 
Review of Financial Studies, 24 (6), pp. 1944-1979. 

http://www.rsmchina.com.cn/attachments/%0bmonth_0908/m20098271225.pdf
http://www.rsmchina.com.cn/attachments/%0bmonth_0908/m20098271225.pdf
http://ideas.repec.org/s/red/sed012.html


Management, Vol. 20, 2015, 2, pp. 115-133 
M. Perić, J. Đurkin: Determinants of investment decisions in a crisis: Perspective of Croatian… 

130 

17. Campello, M., Giambona, E., Graham, J. R., Harvey, C. R. (2012). Access 
to Liquidity and Corporate Investment in Europe During the Credit Crisis. 
Review of Finance, 16 (2), pp. 323-346. 

18. Carpenter, R., Guariglia, A. (2008). Cash-flow, investment and investment 
opportunities: new tests using UK panel dana. Journal of Banking and 
Finance, 32 (9), pp. 1894-1906. 

19. CBS – Croatian Bureau of Statistics. (2004-2013). Gross fixed Capital 
Formation (Gross Investment) – Statistical Reports for periods from 2003 
to 2011. Zagreb: CBS. 

20. CBS – Croatian Bureau of Statistics. (2013). Statistical Yearbook of the 
Republic of Croatia. Zagreb: CBS. 

21. CCE – Croatian Chamber of Economy. (2013). Gospodarska kretanja 
03/2013 [Economic Trends 03/2013. In Croatian]. Zagreb: CCE. 

22. Čengić, D. (2014). Croatian Elites, Enterprises and Economic Crisis: 
Searching For the New Growth Drivers. Unpublished paper presented at 
The sociological Conference 2014: Twenty-five years after: What has 
happened to the societies in Central and Southeast Europe since the fall of 
the iron curtain?. Graz: University of Graz. 

23. Chenery, H. (1952). Overcapacity and the acceleration principle. 
Econometrica, 20 (1), pp. 1-28. 

24. Chirinko, S. (1993). Business fixed investment spending: modelling 
strategies, empirical results and policy implications. Journal of Economic 
Literature, 31 (4), pp. 1875-1911. 

25. Hallward-Driemeier, M., Wallsten, S., Xu, L. C. (2006). Ownership, 
investment climate and firm performance: Evidence from Chinese firms. 
Economics of Transition, 14 (4), pp. 629-647. 

26. Diamond, D. 1989. Financial intermediation and delegated monitoring, 
Review of Economic Studies, 51 (3), pp. 393-414. 

27. Eisner, R. (1978). Factors in Business Investment. Cambridge: Ballinger. 
28. Eurostat. (2013, June). Gross fixed capital formation (investments). 

Retrieved July 12, 2013, from http://epp.eurostat.ec.europa.eu/tgm/ 
refreshTableAction.do?tab=table&plugin=1&pcode=tec00011&language=e
n 

29. Fazzari, S., Hubbard, G., Petersen, B. (1988). Financing Constraints and 
Corporate Investment. Brookings Papers on Economics Activity, 1, pp. 141-
195. 

30. Fazzari, S., Petersen, B. (1993). Working capital and fixed investment: new 
evidence on financing constraints. RAND Journal of Economics, 24 (3), pp. 
328-342. 

31. FINA – Financial Agency. (2012a). Podaci o poslovanju poduzetnika 
prema podacima iz TSI-a – po veličinama poduzetnika – Primorsko-

http://epp.eurostat.ec.europa.eu/tgm/%0brefreshTableAction.do?tab=table&plugin=1&pcode=tec00011&language=en
http://epp.eurostat.ec.europa.eu/tgm/%0brefreshTableAction.do?tab=table&plugin=1&pcode=tec00011&language=en
http://epp.eurostat.ec.europa.eu/tgm/%0brefreshTableAction.do?tab=table&plugin=1&pcode=tec00011&language=en


Management, Vol. 20, 2015, 2, pp. 115-133 
M. Perić, J. Đurkin: Determinants of investment decisions in a crisis: Perspective of Croatian… 

131 

goranska županija – sva NKD 2007. područja djelatnosti [Data on private 
businesses according to data from the TSI – by size of the entrepreneurs – 
all the counties – all NKD 2007 sections. In Croatian]. Zagreb: Fina. 

32. FINA – Financial Agency. (2012b). Podaci o poslovanju poduzetnika 
prema podacima iz TSI-a – po veličinama poduzetnika – sve županije – sva 
NKD 2007. područja djelatnosti [Data on private businesses according to 
data from the TSI – by size of the entrepreneurs – all the counties – all 
NKD 2007 sections. In Croatian]. Zagreb: Fina. 

33. Fuss, C., Vermeulen, P. (2004). Firm´s investment decisions in response to 
demand and price uncertainty. European Central Bank, Working Paper 
Series, No 347.  

34. Geels, F. W. (2013). The impact of the financial–economic crisis on 
sustainability transitions: Financial investment, governance and public 
discourse. Environmental Innovation and Societal Transitions, 6, pp. 67-95. 

35. Gertler, M., Gilchrist, S. (1994). Monetary policy, business cycles, and the 
behaviour of small manufacturing firms. Quarterly Journal of Economics, 
109 (2), pp. 309-340.  

36. Gilchrist, S., Himmelberg, C., Huberman, G. (2005). Do stock price 
bubbles infl uence corporate investment? Journal of Monetary Economics, 
52 (4), pp. 805-827. 

37. Glaser, M., Schäfers, P., Weber, M. (2008). Managerial Optimism and 
Corporate Investment: Is the CEO Alone Responsible for the Relation? AFA 
2008 New Orleans Meeting Paper. Retrieved March 29, 2015, from 
http://ssrn.com/abstract=967649  

38. Hall, R., Jorgenson, D. (1967). Tax policy and investment behaviour. 
American Economic Review, 57 (3), pp. 391-414. 

39. Hodorogel, R. G. (2009). The Economic Crisis and its Effects on SMEs. 
Theoretical and Applied Economics, 05 (534), pp. 79-88. 

40. Inklaar, R., Yang. J. (2012). The impact of financial crises and tolerance for 
uncertainty. Journal of Development Economics, 97 (2), pp. 466-480. 

41. Kadapakkam, P.-R., Kumar, P. C., Riddick, L. A. (1998). The impact of 
cash flows and firm size on investment: The international evidence. Journal 
of Banking & Finance, 22 (3), pp. 293-320. 

42. Kahle, K. M., Stulz, R. M. (2013). Access to capital, investment, and the 
financial crisis, Journal of Financial Economics, 110 (2), pp. 280–299. 

43. Kalecki, M. (1937). The principle of increasing risk. Economica, 4 (16), pp. 
440-447. 

44. Kaufmann, S., Valderrama, T. (2008). Bank lending in Germany and the 
U.K.: are there differences between a bank-based and a market-based 
country?. International Journal of Finance and Economics, 13 (3), pp. 266-
279. 

http://ssrn.com/abstract=967649


Management, Vol. 20, 2015, 2, pp. 115-133 
M. Perić, J. Đurkin: Determinants of investment decisions in a crisis: Perspective of Croatian… 

132 

45. Keynes, J. (1936). The General Theory of Employment, Interest, and 
Money. London: Macmillan. 

46. Kitching, J., Blackburn, R., Smallbone, D., Dixon, S. (2009). Business 
strategies and performance during difficult economic conditions. URN 
09/1031. 

47. Klačmer Čalopa, M., Brodar, K., Horvat, J. (2011). Indicators of Economic 
Trends from Croatian SME’s Strategic Viewpoint. 5th International 
Conference: Entrepreneurship and Macroeconomic Management: 
Reflections on the World in Turmoil, Conference Proceedings, 1, pp. 412-
432. 

48. Kolaković, M., Morić Milovanović, B., Turuk, M. (2008). Access to 
finance of Croatian SMEs. In Kantarelis, D. (ed.), Global Business & 
Economics Anthology. Worcester: B&ESI, pp. 304-311. 

49. Kuh, E. (1963). Capital Stock Growth: A Micro-econometric Approach. 
Amsterdam: North-Holland Publishing Company. 

50. Kunc, M., Bandahari, R. (2011). Strategic development processes during 
economic and financial crisis. Management Decision, 49 (8), pp. 1343-
1353. 

51. Law on Accounting, Official Gazette, 146/05 and 109/07. 
52. Levy, H., Sarnat, M. (1994). Capital Investment & Financial Decision (5th 

ed.). Hertfordshire: Prentice Hall. 
53. Liu, X. (2009). Impacts of the Global Financial Crisis on Small and 

Medium Enterprises in the People’s Republic of China. ADBI Working 
Paper 180. Retrieved July 16, 2013, from: http://www.adbi.org/files/ 
2009.12.16.wp180.impacts.gfc.enterprises.prc.pdf 

54. Maçãs Nunes, P., Mendes, S., Serrasqueiro, Z. (2012). SMEs’ investment 
determinants: empirical evidence using quantile approach, Journal of 
Business Economics and Management, 13 (5), pp. 866-894. 

55. Mendes, S., Serrasqueiro, Z., Maçãs Nunes, P. (2014). Investment 
determinants of young and old Portuguese SMEs: A quantile approach. 
Business Research Quarterly, 17 (4), pp. 279-291.  

56. Nikić, G. (1997). Investicijski test; Tko, zašto i koliko investira u Hrvatskoj 
[The investment test; Who, why and how much is investing in Croatia. In 
Croatian]. Privredna kretanja i ekonomska politika, 7 (62), pp. 35-51. 

57. Parrino, R., Poteshman, A. M., Weisbach, M. S. (2005). Measuring 
Investment Distortions when Risk-Averse Managers Decide Whether to 
Undertake Risky Projects. Financial Management, 34 (1), pp. 21-60. 

58. Runyon, L. R. (1983). Capital expenditure decision making in small firms. 
Journal of Business Research, 11 (3), pp. 389-397. 

http://www.adbi.org/files/%0b2009.12.16.wp180.impacts.gfc.enterprises.prc.pdf
http://www.adbi.org/files/%0b2009.12.16.wp180.impacts.gfc.enterprises.prc.pdf


Management, Vol. 20, 2015, 2, pp. 115-133 
M. Perić, J. Đurkin: Determinants of investment decisions in a crisis: Perspective of Croatian… 

133 

59. Singer, S., Alpeza, M. (eds.) (2013). Izvješće o malim i srednjim 
poduzećima u Hrvatskoj − 2013. [SME Report for Croatia 2013. In 
Croatian]. Zagreb: CEPOR – SMEs and Entrepreneurship Policy Center. 

60. Vermeulen, P. (2002). Business fixed investment: evidence of a financial 
accelerator in Europe. Oxford Bulletin of Economics and Statistics, 64 (3), 
pp. 213-231. 

61. Vermoesen, V., Deloof, M., Laveren, E. (2013). Long-term debt maturity 
and financing constraints of SMEs during the Global Crisis. Small business 
Economics, 41 (2), pp. 433-448. 

62. Vidučić, V., Vidučić, Lj., Boras, D. (2014). SMEs Access to Finance in 
Croatia – Model Approach. International Journal of Social, Education, 
Economics and Management Engineering, 8 (4), pp. 1004-1009. 

63. Vidučić, Lj., Pivac, S., Smiljanić, A. R., Pepur, S. (2009). Croatian SMEs: 
Current Stage and Prospect. Journal of Entrepreneurial Finance and 
Business Ventures, 12 (4), pp. 129-139.  

64. Wei, J. K. C., Zhang, Y. (2008). Ownership structure, cash flow, and capital 
investment: Evidence from East Asian economies before the financial crisis. 
Journal of Corporate Finance, 14, pp. 118-132. 

65. Zenghelis, D. (2012). A Strategy for Restoring Confidence and Economic 
Growth Through Green Investment and Innovation. Policy Brief. London: 
Grantham Institute, London School of Economics. 

 
 

DETERMINANTE INVESTICIJSKIH ODLUKA U KRIZI: PERSPEKTIVA 
MALIH HRVATSKIH PODUZEĆA 

 
Sažetak 

 
Cilj ovog rada je utvrditi investicijsku aktivnost malih poduzeća u Hrvatskoj tijekom 
2012., kao krizne godine te analizirati efekte izabranih čimbenika na odluke o 
kapitalnim investicijama. U ovu je svrhu provedena internetska anketa malih poduzeća, 
s uzorkom malih poduzeća Primorsko-goranske županije, koja su u 2011. godini imala 
najveći prihod (uz pretpostavku većeg investicijskog potencijala u sljedećoj godini). 
Rezultati istraživanja pokazuju da je gotovo polovina poduzeća investirala u nova stalna 
sredstva u 2012. godini. Njihove su investicijske odluke bile utemeljene na usmjerenju 
prema preživljavanju, odnosno zamjeni dotrajalih stalnih sredstava. 
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