Effects on Debt Terms for Small Firms
SMEs that mostly work with few banks can obtain debt at a low cost, because banks don’t have to pay more interest rate as because of the size of the firm and profits they generate from that the concentrated banking relationship helping them out to reduce the risk of uncertainty of lending to risky firms, that decode into lower interest rate payment. So the cutback in risk could come from greater elasticity in concession, control on investments, and alleviation of the free-rider problem. So when the relationship is exclusive, that represent the maximum absorption and bank can easily grab benefit from its dominant position and call for more guarantees from a firm than as before. SMEs that have longer-term relationship with their banks are than most likely and required to make available more guarantees because banks than may up to some extant expose a sort of default risk, as due to a long term relationship on some point that party may default or delay by using this as trump card but on the other side they have the advantage of securing more loans from bank by paying the higher interest rate at lower cost for large borrowing. This seems to propose that SMEs that are in longer relationship with their banks subject to the information monopoly of the lender. The younger smaller, more obliged and less solvent firms can secure more loans has a higher probability but interest rate depend on hw much and market conditions.

Riskier companies have short-term baking relationships and thus wok with fewer lenders. Companies stay longer with their lenders because they are financed with the debt of long maturity. A common management practices by lenders that appropriation of firm’s assets as perquisites so they than be unable to secure a loan against company assets, and lenders thus require more guarantee. Possibility that a firm secure loan is higher when they deal with only one bank at a time. The use of guarantee is common for riskier firms, loans that are guarantied for the riskier firms not necessarily be at a higher risk, because the effect of guarantee can reduce the risk of loan so these loans can sometimes be less risky than the nonguaranteed loan that made to less risky company. In general mostly the firms with more risky nature have advantage of reduce interest rate because they borrow from fewer banks.  This seems that correlation of concentrated banking moderates the lending to risky firms, and lower interest rate. So probabilities of securing a loan increase with the length of banking relationships. Bank uses its position as a lender to increase it profits through monopoly, interest rate or guarantee in contacts of loan.
 
 
Interest Rate Uncertainty and the Optimal Debt Maturity Structure

Ivan E. Brick and S. Abraham Ravid
 Tax advantage is more on long term debts bonds, equity instruments because tax conditions are formatted like it reflects interest. If tax advantage exits to debt, stockiest interest, long term debt will increase the current value of debt tax if structure of interest rate adjusted for the risk of default and falling structure on the other hand calls for short term debt. Interest rate uncertain will leads to pricing under risk impartiality more complex. In uncertainty, a debt ability factor will create a supplementary spur to issue long-term debt. Weather if term structure of interest rate decreases long term debt     remains still optimal. Whereas a short term debt policy allows the firms to issue only as much debt that can be covered in worst case circumstances and long term debt allows the firms to utilize debt at a higher level in the first phase because long term debtors not anxious about an undesirable shift in interest rate. In case of increasing term structure of interest rate forces favor long term debt, but on other side if decreasing than short term debt is preferred. And if structure of interest rate flats than no acceleration of interest payment will be there and long term debt will be optimal.
 
The Debt Maturity Structure of Small Firms

Frederick C. Scherr and Heather M. Hulburt
 In general smaller firms are differentiated from larger firms in numbers of ways their taxability, ownership, flexibility, financial market access and information unevenness. The determinant of small firms their choice of maturity the structure of debt. In preference of selecting debt maturity structure the small firm’s maturity of assets, their capital structure, and chance of default are important areas to consider and due of lack of information structure tax status and growth affect their debt maturity choice. Small firms which have either high or low default risk use debts which have shorter maturity with respect to small firms that have immediate default risk. Research identifies that several factors are there that can effect the selection of structure for debt maturity. The extent of firm’s decision for potential growth in future, its existing assets maturity period. Firms opportunities for financial growth involves investment in new projects and beside this firm may also decide how to refinance in current assets as because of the maturity of these assets, cost of debt can be reduce by a firm, if maturity of its debts match the life of these assets, that’s why firm which have assets that are longer lived are placed with debts that have longer maturity and if short life spam than short term debt. In case of default risk the choice effect like its has both positive and negative effect by selecting a short term debt over long term debt because by using a short term debt financing permits the interest rate on debt to be reduce at refinancing as revealed a positive information but it also expose firm to refinancing risk and consequently if information gets wrong than lenders will be reluctant to refinance, and if firm goes for long term financing than investor will require a much more higher rate of interest because of holing credit risk for longer period of time, and than firm has to go for projects that have a higher risk. When a firm got a private information channel for its future projection than its securities will be mispriced and it’s better for long term debt than to short term, that’s why undervalued firm prefer to issue short term debt and over valued issued long term debt. Tax factor also very important to consider while the process of selection the debt maturity i-e if we go for long term over short term debt its creates a tax timing choice to repurchase and reissue the debt. By choosing long term debt and yield cure is positively sloped that creates a higher tax shield and firm facing a high efficient tax rate will going to issue long term debt. Studies suggest that firm smaller in size has a greater chance of growth than the firms larger in size because smaller firms have a greater flexibility of assets changing and operating structure. The difference also comes on maturity side i-e smaller firm has shorter structure because of assets having short term life. Most studies that follow a line of investigation for default risk finds that, for a variety of reasons firms smaller in size have high failures rate than larger firms and because of the adverse selection problem the higher failure rate of the firm force them to go for short term financing and adverse selection in project selection is important for small firms because of their flexible nature that can allow them to shift to more risky projects. Smaller firms also have shorter debt maturity because lack of market access, they also face difficulty to communicate their prospects to lenders. Research find that firms with having high default probabilities have lower debt maturity structure and for low default chance in relation to the firms with mid range default probabilities.
 
DEBT MATURITY STRUCTURE AND LIQUIDITY RISK

DOUGLAS W. DIAMOND
 Paper studies the selection of debt maturity by firms. Short term debt mostly matures before the cash flows arrive and have to go for refinanced, in contrast long term on the same track that complies that the maturity measured comparative with the timing of cash flow rather than calendar time. Maturity structure choose by borrowers depend on their credit rating. The fact is that firms with high credit rating go for short term debt while issuing to investors e.g. commercials papers, and consequently firms having credit rating lower issue long term debt or either borrows from banks and are for short period of time. Debt maturity choice is examine i-e trade off between short term debt preferences from borrower’s due to future credit rating from private information channel and liquidity risk. Liquidity risks are solvent in nature but borrowers illiquid are unable to obtain refinancing.
