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What Does it Do?
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Context
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More Extensions
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Comments: Identification

Market value of the entire real estate portfolio can be estimated only
before 1993. Subsequent variations (1993-2007) only capture
fluctuations in the market values of these specific assets.

Firms own most of the real estate in the state where their HQs are
located.

Residential real estate prices is a good proxy for commercial real
estate prices.
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Comment: Location of Real Estate

: Johnson & Johnson, 2013 10-K Filing
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Comments: Supply Elasticity as an Instrument for Real
Estate Prices

Davidoff (2013) argues that volatility in prices cannot be attributed to
inelastic supply.

It is the high demand growth and not the inelastic supply that
resulted in greater volatility in housing prices in 2000s.

During the last decade, markets with highly elastic supply such as (a)
Naples, FL; (b) Las Vegas; NV and (c) Phoenix, AZ saw more volatile
housing prices. Prices increased rapidly between 2003 and 2006 and
then declined steeply in 2007.
Much more so than the usual suspects along the coasts between San
Francisco and San Diego and between Boston and New York.
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Comment: Investment Opportunities and Real Estate
Values

Replicate the tests on a sample of small firms in large cities.
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Comments: Firm’s Decision to Own Real Estate

Firms that own real estate are also more sensitive to local demand
shocks.

To address this concern, the paper control for observable
determinants in the ownership decision.

Thus, it controls for firm age, firm size, and ROA.

However, real-estate owners may differ from non-owners on some of
the same dimensions that are used for classification of firms into
various groups:

Financial constraints
Growth opportunities
Governance
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Comments: Market-to-Book Ratios

Tobin’s Q ratio =
Market Value of Assets

Replacement Value
(1)

Real estate values affect the replacement value of assets. So, growth
opportunities (measured by M/B ratio in the paper) are more
mismeasured for firms with large changes in real estate values.

It affects both the regressions that control for M/B, and sorts based
on M/B.
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Comments: Placebo Tests

Real estate price index does not play a significant role in cash
holdings for both firms that own real estate and for those that do not.
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Comments: Cleaning Up

Present fewer specifications. It does not seem to matter whether:

The dependent variable is Cash
Assets or Cash

Net Assets
Whether Real Estate values are constructed using state index or MSA
index

But, what does seem to matter is whether:

firm fixed effects are used or not
the regressions control for initial value×RE Value
OLS or IV specification is used

Subsample tests: Table 7 and Table 9
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Conclusions

The paper is addressing an important question. Takes a major step
towards understanding the role of collateral values in explaining cash
holdings.

Uses an identification strategy that identifies exogenous shocks to
collateral values

Document the extent to which measurement errors affect the
magnitudes of economic effects.

Needs some cleaning up.

Vidhan Goyal (HKUST) May 29, 2014 13 / 13


