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 The aim of the article is to investigate the existence of a dependence between the use of 
factoring by the companies in Bulgaria and their financial condition and development 
opportunities. The analysis is based on data from an empirical sociological survey 
among 1000 non-financial enterprises with different main activity and size. The study 
by the methods χ - square and  non-parametric dispersion analysis (Kruskal-Wallis test)
shows the existence of consequential relationships between the use of factoring and 
selected indicators of financial condition and opportunities for enterprise development. 
Such indicators are: the turnover of firms; the growth of added value; reducing the cost 
of each production unit; investment and innovation activities of firms. It can be 
concluded that companies using factoring generally have better financial indicators, 
they are more innovative and have higher investment activity, which creates better 
opportunities for their development. 
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Introduction 

The factoring market has significant development potential in Bulgaria, although the 

use of factoring is still weak. Its use is related to a number of benefits for the supplier 

companies, which ultimately affect the financial situation  and opportunities for enterprise 

development. The high inter-company indebtedness in Bulgaria and the difficulties of 

enterprises to collect their trade receivables within the agreed terms of time strengthen the 

importance of factoring in the process of trade receivables management. However, the use 

of factoring companies' services also hides some risks. Such is the risk of losing 

customers, the risk of deteriorating the image of firms using factoring, the risk that the 

cost of using factoring will outweigh the benefits of factoring. 
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All this justifies the need to analyze the effect of the use of factoring in the 

Bulgarian economic conditions. The aim of the article is to establish whether there is 

a dependency between the use of factoring by the companies in the country and 

indicators of their financial condition and development opportunities. Such indicators 

are: 1) the turnover of the companies; 2) the importance of increasing the value added 

for company development; 3) the importance of reducing the cost of each unit 

produced for the company's development; 4) investment activity; 5) innovation 

activity. 

The dependence between the financial condition of the enterprises and their 

development potential and the use of factoring can be realized in several directions. 

One of these is the possibility of a faster recovery of the liquid assets involved in 

trade receivables. There are a number of studies in the literature that demonstrate the 

importance of shortening the debt collection period and, in general, of the cash con-

version cycle to increase corporate profitability (Deloof (2003); Garcia-Teruel and 

Martinez-Solano (2006); Martinez-Sola, Garcia-Teruel and Martinez-Solano (2014); 

Lazaridis and Tryfonidis (2006)). 

Factoring also contributes to increasing the investment activity of enterprises. 

Murfin and Njoroge (2012) find that companies are forced to cut their investments in 

new facilities and equipment when their customers pay more slowly. Although 

factoring is classified as short-term sources of funds, it has the potential to influence 

the investment activity of enterprises. Basalaev (2014) points out that even if the 

company does not find it difficult to attract credit for the investment, it may be 

difficult to attract funding to raise working capital when the investment is linked to an 

increase in turnover, as the assessment of creditworthiness is based on the current 

assets.  

For the USA, where banks are willing to fund up to 80% of the receivables, the 

potential crowd out effect (shifted investment) is 20% (Mian and Smith, 1992; 

Giannetti, Burkart and Ellingsen, 2007). In Bulgaria, the factoring market is heavily 

dominated by banking institutions, but factoring remains poorly used.  

The transfer of receivables to a factoring company also allows for an increase in 

the capacity of companies to sell with deferred payment. There is a lot of evidence in 

the literature about the importance of trade credit for stimulating sales and raise 

business revenue. It is widely believed that the provision of trade credit to customers 

leads to an increase in sales proceeds, as this reduces the problems related to the 

asymmetry of information regarding the quality of the production (Smith, 1987; 

Long, Malitz and Ravid, 1993; Ng, Smith, and Smith, 1999; Pike, Cheng, Cravens 

and Lamminmaki, 2005; Van Horen, 2007).  
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Banerjee, Dasgupta and Kim (2004) argue that the heterogeneity of customers sug-

gests selling at different prices to different customers. Similar to price reductions, trade 

credit is perceived as a means of increasing sales. The preference for using a trade credit 

for this purpose is the result of companies seeking in highly competitive markets to imple-

ment competitive strategies other than changes in product prices (Soufani, 2002; 

Bhattacharya, 2008). Furthermore, price discrimination management, through discretio-

nary price reductions, requires a lot of costs and is often the subject of a regulatory ban and 

market restrictions (Emery, 1987; Banerjee, Dasgupta and Kim, 2004; Bhattacharya, 2008).  

Restrictions imposed by legislation and market structures reduce firms' 

profitability by reducing opportunities for direct price competition. In such an envi-

ronment, trade credit is a means of hidden price reductions and price discrimination 

by offering different credit conditions to different customers (Asselbergh, 1999). 

The literature also describes an alternative mechanism for price discrimination, 

which consists in the fact that the terms of the trade credit usually do not change 

depending on the credit quality of the clients. This allows lower quality borrowers to 

actually take advantage of an effectively lower price thanks to trade credit (Petersen 

and Rajan, 1994; Petersen and Rajan, 1997; Meltzer, 1960; Brennan, Maksirnovic and 

Zechner, 1988; Mian and Smith, 1992). 

Like advertising, trade credit is also seen as an instrument to increase sales, 

through which it is ensured that production is differentiated from the production of 

competitors (Bhattacharya, 2008;  Nadiri, 1969).  

Suppliers view trade credit as a means of generating good reputation and 

investing in customer relationships to secure long-term sales. This role of trade credit 

is reinforced by the necessary large marketing efforts and higher initial sale costs and 

costs of attracting new customers, as well as the recklessness of all these costs in case 

of loss of existing customers (Long, Malitz and Ravid, 1993; Smith, 1987).    

Trade credit is a way to overcome changes in demand through changes in credit 

conditions, respectively by alleviating them in cases of insufficient demand and tightening 

in excess of demand (Emery, 1984). In an uncertain demand, for sellers it is more 

profitable to extend the trade credit to financially troubled clients than to maintain 

expensive stocks of finished products (Bougheas, Mateut and Mizen, 2007). That is why 

companies faced with variations in demand offer more credit than these finding stability 

in demand for the goods they offer (Long, Malitz and Ravid, 1993; Bhattacharya, 2008). 

A study for Bulgaria shows that in the context of difficulties in the realization of  

production, the customer lending is related to the increase of the sales revenues and 

the financial potential of the companies as well as the opportunities for realization of 

investment projects (Taseva-Petkova (2016)).  
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There are also claims in the literature that undermine the importance of using 

factoring to increase the capacity of companies to sell with deferred payment and 

hence for business development. Emery (1984) argues that the amount invested in 

receivables is limited by the alignment of marginal revenue from trade credit to 

marginal costs and that transaction costs for the conversion receivables into cash 

(factoring costs) have a deterrent effect on trade credit. 

Empirical research 

The analysis is based on data from an empirical sociological survey among the 

1000 non-financial enterprises in the country, selected through a representative 

sample. The research was conducted by the ESTAT Agency within the framework of 

a Project "Improving the quality of education and research in the field of business 

engineering for building a knowledge - based economy (innovation) and finance", 

with the financial support of the Operational Program "Human Resources 

Development", (Contract № BG051PO001-3.3.06-0053), realized by the Higher 

School of Insurance and Finance and partner Economic Research Institute (BAS).
 
The 

data is processed using the software product SPSS. There are used non-parametric 

methods of analysis - χ-square and  non-parametric dispersion analysis (Kruskal-

Wallis test). It is perceived risk level of α - error 0,05. One-dimensional and two-

dimensional frequency distributions are presented. 

Companies with different main activity are included in the sample. The largest is 

the share of enterprises in the sector "Trade; Repair of motor vehicles "and the smallest 

of the enterprises from the sector" Agriculture, forestry, hunting and fisheries".  

Table 1 

Distribution of companies by their main activity 

 
Number Percentage 

Agriculture, forestry, hunting and fisheries 46 4,6 

Industry 101 10,1 

Construction 59 5,9 

Trade; Vehicle repair 380 38 

Hotels and restaurants 78 7,8 

Transport, storage and communications 60 6 

Others 276 27,6 

Total 1000 100 

Source: Authors' calculations.  
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The largest share is the one of micro enterprises (with up to 9 employees), which 

make up two fifths of respondents (40.5%), and the smallest of large enterprises (250 

or more employees), which are one tenth 10.2%) of the companies in the sample. 

Table 2  

Distribution of companies by number of employees 

  Number Percentage 
Cumulative 
percentage 

1 to 9 employees 405 40,5 40,5 

10 to 49 employees 222 22,2 62,7 

50 to 249 employees 271 27,1 89,8 

250 or more employees 102 10,2 100 

Total  1000 100   

Source: Authors' calculations. 

Depending on the size of the turnover, the companies in the sample are 

distributed in the manner presented in Table 3. The question of the amount of sales 

revenue is measured on a category scale which allows, to a certain extent, to 

circumvent the problem of companies' reluctance to disclose accurate information 

about its financial indicators.  

Table 3 

Distribution of firms according to turnover 

Turnover Number 
Valid 

percentage 
Cumulative 
percentage 

Up to BGN 100 000  297 42,7 42,7 

from BGN 100 001 to 500 000 143 20,5 63,2 

from BGN 500 001 to 1 000 000 72 10,3 73,6 

from BGN 1 000 001 to 5 000 000 92 13,2 86,8 

from BGN 5 000 001 to 10 000 000 45 6,5 93,2 

from BGN 10 000 001 to 19 500 000 18 2,6 95,8 

from BGN 19 500 001 to 50 000 000 9 1,3 97,1 

from BGN 50 000 001 to 97 500 000 7 1,0 98,1 

Over BGN 97 500 000 13 1,9 100,0 

Source: Authors' calculations. 
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The results of the survey show the unpopular spread of factoring among the 

companies in the country. A significant percentage of them (nearly a quarter) re-

sponded that they were not even aware of this service (see Figure 1). 

 

Source: Authors' calculations. 

Fig. 1. Distribution of firms according to the use of factoring 

There is a statistically significant relationship between the use of factoring and 

the turnover of firms (sig = 0.000, Cramer = 0.180). Table 4 shows the two-dimen-

sional distribution of firms according to the two variables.  

Table 4 

Two-dimensional distribution of firms according 

to their turnover and use of factoring 

 Use factoring Do not use 
factoring 

Up to BGN 100 000 2,4% 97,6% 

From BGN 100 001 to 500 000 4,2% 95,8% 
From BGN 500 001 to BGN 1 000 000 5,6% 94,4% 

From BGN 1 000 001 to BGN 5 000 000 13,0% 87,0% 
More than BGN 5 000 000 12,0% 88,0% 

Source: Authors' calculations. 
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With the increase in the turnover of the companies, the percentage of those who 

use factoring increases. On the one hand, this reflects the easier access of larger 

companies to the factoring companies. On the other hand, with the opportunity to ex-

tend credit sales, factoring in turn contributes to an increase in the turnover of enter-

prises. Ceteris Paribus, the higher turnover implies more market power and a larger 

number of customers, as a result of which firms are not afraid that the sale of their re-

ceivables to suppliers of factoring services could lead to a serious loss of market share 

as a result of deterioration of customer relations.  

Using the x-square method, a statistically significant relationship (sig. = 0,000, 

Cramer = 0,184) was established between the use of factoring and the importance of 

enhancing added value for company development over the past three years. Table 5 

shows the distribution of enterprises according to the both indicators.  

Table 5 

Distribution of firms according to the importance of increasing 

the value added for the development of the company and the use of factoring 

Importance of increasing the value added 
for the development of the company 

Use factoring 

Big importance 42,1% 

Some importance 39,5% 

Does not matter 1,3% 

It does not apply to the company 17,1% 

Source: Authors' calculations. 

There is a significant share of companies (nearly one-third of respondents) who 

say they have not realized added value over the past three years. The results show that 

a greater importance of growth of value-added corresponds to a higher percentage of 

companies using factoring. They are developing better.  

Another indicator of the company's financial situation and development potential 

is the reduction in costs for each unit of production, which, ceteris paribus, means a 

profit growth. A statistically significant relationship (sig. = 0.005, Cramer coefficient 

= 0.113) is established between the use of factoring and the importance of reducing 

the cost of each unit produced for the company's development. The distribution of 

companies is shown in Table 6.  
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Table 6  

Distribution of companies according to the importance of reducing the cost of 

each unit produced for the development of the company and the use of factoring 

Importance of reducing the cost of each unit produced 
for the development of the company 

Use factoring 

Big importance 43,4% 

Some importance 32,9% 

Does not matter 6,6% 

It does not apply to the company 17,1% 

Source: Authors' calculations. 

Transferring receivables to a factoring company makes companies more liquid 

by allowing them to obtain more quickly the funds invested in trade receivables. This 

enables them to take advantage of the advance or immediate payment discounts 

offered by their suppliers, to strengthen their position on the resource market and 

ultimately to reduce their cost of production. Lower cost of production allows lower 

prices when demand is priced elastic and if market conditions require it. This gives 

companies a competitive edge and contributes to their adaptability and financial 

stability in different economic conditions. 

One-way changes in the percentage of companies using factoring and the 

importance of value-added growth and cost reductions for each unit produced for 

company development give reason to assume that the use of factoring not only 

correlates with better financial performance, but is also related to better utilization of 

the achievements for company development. Probably one of the reasons for this is 

the higher quality of management of the factoring companies. Perhaps one of the 

reasons for this is a higher quality of management of enterprises that use factoring 

services. 

The results of the study reveal a statistically significant relationship (sig = 0,000, 

Cramer coefficient = 0,182) between the use of factoring and the availability of de-

veloped innovative products or services in the company. The distribution of compa-

nies is shown in Table 7. 
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Table 7  

Distribution of firms according to the availability of developed innovative 

products or services in the company and the use of factoring 

Presence of developed innovative products 
or services in the company 

Use factoring 
Do not use 
factoring 

Yes  17,1% 82,9% 

No  5,1% 94,9% 

Source: Authors' calculations. 

The percentage of companies that have developed innovative products or 

services and use factoring is higher than the percentage of companies using factoring 

but have not developed such products and services. On the one hand, the use of 

factoring strengthens the financial potential of the companies, thus contributing to 

their innovation activity. On the other hand, the availability of innovative products or 

services may mean a need to stimulate sales by providing trade credit to promote 

these new products and test their qualities by customers. The role of factoring in this 

case is related to the expansion of credit sales capacity.  

In confirmation of the above dependence, there is a statistically significant link 

between the question of whether firms are using factoring and the question of their 

assessment of whether the business in the country is interested in investing in scien-

tific research in order to create new products/services for the market. The results of 

the nonparametric dispersion analysis (Kruskal Wallis test) are presented in Table 8. 

Table 8 

Dependence between the use of factoring and the assessment of firms whether 

the business in the country is interested in investing in scientific 

research in order to create new products/services 

 Mean Rank Sig. 

Use factoring 297,97 
0,000 

Do not use factoring 453,87 

Source: Authors' calculations. 

The middle ranking analysis shows that companies using factoring are more 

likely to believe that businesses in the country are interested in investing financial 

resources in scientific research to create new products/services. The use of factoring 
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by firms increases their liquidity but, ceteris paribus, makes them financially more 

stable by reducing the credit risk they are exposed to. This also contributes to 

increasing the companies' tendency to invest in innovative projects that are usually 

accompanied by high risk. 

The results of the x-square analysis of the dependence between the use of 

factoring and the indicators of investment activity of the companies over the last three 

years with a view to developing existing or new products/services are presented in 

Table 9. The established statistically significant relationship confirms the importance 

of factoring for the investment activity of the companies in the country.  

Table 9  

Dependence between the use of factoring and indicators 

of the investment activity of the firms 

 Sig. Cramer coefficient 

Acquisition of modern machinery and equipment 0,000 0,155 

Acquisition of computer hardware and software 0,001 0,108 

Source: Authors' calculations. 

Table 10 presents a two-dimensional distribution of firms according to whether 

they have invested and whether they use factoring. It can be seen that the majority of 

companies using factoring have made investments. 

Table 10  

Two-dimensional distribution of firms according to whether they 

have made investments and whether they use factoring 

  Use factoring 

Acquisition of modern machinery and 
equipment 

They have invested 73,7% 

Have not invested 26,3% 

Acquisition of computer hardware and 
software 

They have invested 64,5% 

Have not invested 35,5% 

Source: Authors' calculations. 

The results of the survey reveal statistically significant dependencies between 

the use of factoring and the selected indicators of the financial situation and the 

opportunities for the development of the companies. On the one hand, companies 
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with better financial status and development opportunities have easier access to the 

services of factoring companies. At the same time, the use of factoring favors the 

improvement of the financial situation of the enterprises and the prospects for their 

development. The channels on which this beneficial influence is realized are several. 

Among them is the fact that factoring increases the capacity of companies to sell with 

deferred payment, which stimulates the growth of turnover and internally generates 

financial resources for companies. Sales growth creates a need to increase production 

capacity through new investments and stimulate enterprise development. The faster 

recovery of funds invested in receivables leads to an improvement in the company's 

liquidity and contributes to a more efficient use of resources. 

In addition, improving firms' liquidity by selling receivables to a factoring 

company increases corporate creditworthiness and access to institutional funding, 

which facilitates the investment activity of enterprises. As a source of short-term 

financing, factoring is an appropriate tool to cover the potential increase in the need 

for operational capital in companies that carry out investment projects. The use of 

factoring also contributes to improving the effect of the investments made by 

enabling optimal loading of new production capacities by expanding sales with 

deferred payment. 

Moreover, ceteris paribus, the use of factoring also contributes to reducing the 

proportion of overdue and uncollectible receivables from customers, which leads to 

the reduction of company losses and increases their financial capacity. In addition, 

reducing the share of overdue and irrecoverable trade receivables reduces cash flow 

uncertainty in companies and facilitates revenue planning, contributing to improving 

the assessment of the effectiveness of potential investment projects and fostering 

investment activity of firms. Among the prerequisites for reducing the share of 

overdue and irrecoverable trade receivables of firms using factoring is the better 

management of receivables as a result of the various services provided by factoring 

companies. These include analyzing the solvency of customers, monitoring the 

regularity of payments and taking timely action against possible delays in payment by 

debtors.  There is also a widespread perception that debtor companies are seeking to 

be more correct as payers when a creditor is a financial institution. 

Only 34 of the companies surveyed indicated that they were using the services of 

a factoring company as a measure to reduce the risk of arrears of trade receivables. 

They are less than half of the companies that responded to using factoring. There are 

several possible explanations of these results from the conducted empirical sociologi-

cal survey. One of them is that the managers of the majority of companies in the 

country are not aware of the benefits of using the services of a factoring company to 
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improve the collection of receivables within the agreed time frame. It is also possible 

to explain that some of the respondents do not accept the belief that debtors are seek-

ing to be more correct payers when a creditor is a financial institution. Some of the 

companies perceive as a reason for late payments from customers the objective im-

possibility for customers to pay in time, regardless of who the creditor is. An explana-

tion of the fact that less than half of firms using factoring indicate it as one of the 

measures to deal with the risk of delaying the collection of receivables from custom-

ers can also be found in the type of factoring used by companies - recourse factoring 

or non-recourse factoring. Table 11 shows the distribution of the companies surveyed 

according to the type of factoring they use. 

Table 11 

Distribution of companies according to the type of factoring they use 

 

Number 
Percentage of 
companies using 

factoring 

Cumulative 
percentage 

Recourse factoring (the factor does not 
assume the risk of non-payment by 
firms’ customers) 

11 14,5 14,5 

Both types 40 52,6 67,1 

Non-recourse factoring (the factor as-
sumes the risk of non-payment by firms’ 
customers) 

25 32,9 100,0 

Total 76 100,0  

Source: Authors' calculations. 

Data shows that there is the largest share of companies using both types of 

factoring. They are more than half of the companies that use the services of a 

factoring company. The share of companies that only use factoring without the right 

of recourse is followed. The least is the enterprises that use factoring with the right to 

recourse.  In general, the conclusion is that the majority of companies using factoring 

(67.1%) remain at risk of non-collection of receivables. This is the most likely reason 

why less than half of firms using factoring indicate factoring among the measures 

they apply to reduce the risk of receivables overdue. The main motive for these 

companies to use factoring is the quest to increase liquidity. Chain inter-company 

indebtedness, the high level of overdue and irrecoverable trade receivables, regulatory 

shortcomings, generally the high level of risk in the economy, low competition on the 

factoring market, the high price of factoring without the right to recourse are among 
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the reasons for the wider spread of factoring without coverage of credit risk in the 

country.  

Conclusion 

The study by the methods χ - square and non-parametric dispersion analysis 

(Kruskal-Wallis test) shows the existence of consequential relationships between the 

use of factoring and selected indicators of financial condition and opportunities for 

enterprise development. Such indicators are: the turnover of firms; the increase of the 

added value; reducing the cost of each production unit; investment and innovation 

activities of firms. It can be concluded that companies using factoring generally have 

better financial indicators, they are more innovative and have higher investment 

activity, which creates better opportunities for their development. Firms using factoring 

have a competitive advantage, as they have a wider capacity to sell with deferred 

payments. Factoring provides an opportunity to thoroughly improve the management of 

trade receivables and working capital through various services offered by factoring 

companies. In general, the results of the survey provide grounds to assume that the 

benefits outweigh the risks of using factoring by companies in the country.  
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