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Research Questions

What determines a firm’s decision to issue public debt?

Extensive margin
Intensive margin

How well do firm-specific variables explain differences in bond
leverage between U.S. and Asian firms?

How do variations in various uses of funds determine whether firms
issue bank loans or public debt?
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What Does it Find?

Asian firms are significantly less likely to issue public debt.

Firm characteristics account for little of the difference between bond
leverage of U.S. and Asian firms. Other unobserved factors matter a
great deal.

Firms use bank debt to fund variations in operating cash flows.

Asian firms use relatively more bank debt to fund capital
expenditures. Banks play an important role in firm financing.
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Disentangling Supply From Demand

How important is access to bond markets in a firm’s decision to issue
public debt?

If firms in Asia have less public debt, then is it because of:

Supply frictions: “infrastructure problem”
Demand considerations: given the characteristics of firms and their
environment, bank financing adds more value.

Corporate governance
Limited and low quality information about firms
Inefficient liquidation during bankruptcy
Information frictions and monitoring efficiency
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Comments: Sample, Outcome Variable, and Explanatory
Variables

We can make cleaner inferences if we:

Restrict the sample to firms in Asia that are similar to US firms
(matched samples).
Use Mix = Bonds/(bank loans + bonds) instead of Bank Debt/Assets
and Bond/Assets
Explanatory variables: Firm age, R&D intensity, Rated?, variability of
cash flows.

Omitted variables bias

Include firm fixed effects. LRZ show that not including firm fixed
effects could significantly bias the coefficient estimates in leverage
regressions.
Include Industry × Country, Industry × Year, Country × Year effects.
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Table 4: Bond Leverage Dummy
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Comments: Profitability and Bond Issuance Decisions

Profitability results are consistent with costly adjustment (Frank and
Goyal (2015)).

Firms don’t fully adjust profitability shocks because of adjustment
costs.

This results in a negative relation between leverage and profitability.

We expect adjustment costs to be greater for firms in Asia. The
coefficient on profitability is greater for firms in Asia.
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Importance of Information Frictions: Index Membership
and Bond Issuances

Goyal, Urban and Zhao (2018) DID Setting
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Index Membership: International Variation

Goyal, Urban and Zhao (2018)
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Index Membership: Country Regressions

Goyal, Urban and Zhao (2018)
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Supply Frictions are Important

Disclosure standards

Rating standards

Protection of property rights
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Persistence, Measurement Errors, and Adjustment Costs

Table 6

Measurement errors

Adjustment speeds: transactions cost differences between Asia and
US
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Do firms finance their cash deficits with bank loans or
bonds?

Benefits and costs of bank debt versus corporate debt:

Information frictions and monitoring
Ease of renegotiation. Inefficient liquidation
Managing liquidity

We expect firms in Asia to rely more on bank financing if:

Asian firms face more information frictions, i.e., they are small,
unrated, have more volatile cash flows, information intensive assets,
and less analyst following
Liquidation is inefficient and costly.
Moral hazard problems are more severe in Asia.

Exploit cross-sectional heterogeneity
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Empirical Approach

Accounting Cash Flow Identity

DEFt = DIVt + It +∆Wt − Ct

≡ ∆Dt +∆Et

Does the identity hold?

The paper estimates:

∆Banki ,t
Si ,t

= b0 + b1
∆Cashi ,t

Si ,t
+ b2

−CashOpsi ,t
Si ,t

+ b3
∆PPEi ,t

Si ,t

+ b4
∆Intani ,t

Si ,t
+ ei ,j ,t
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Table 10
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Comments on Table 10

Cash flow from operations includes changes in working capital.

Variation in working capital to be largely absorbed by bank debt.

Financing of long-term assets and use of bank loans versus bonds.

How do we understand this result? What frictions are driving it?

Financing of PPE versus intangible assets

Intangible assets include acquired R&D and patents. Information
intensive assets.
Expected to be financed largely through bank debt.

Financing of cash buildup: Saving cash out of cash flow versus
opportunistic issue of corporate bonds

Cross-sectional heterogeneity: Which U.S. firms are financing
long-term assets via bank debt?

Vidhan Goyal (HKUST) November 19, 2018 16 / 19



Comments: Transaction Costs

How volatile are the cash flows? And, deficits?

Could higher bank debt volatility be a result of greater variability of
cash flows.

Relative differences in bond issuance costs?

What do firms do with proceeds of bond issues? Account for all of
the uses.
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Table 2: Country?
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Conclusion

The paper is asking an important question:

“Why do firms in Asia use less corporate debt than firms in the U.S.?”

Important to understand if the low use of corporate bonds by Asian
firms reflects:

Supply frictions: Do firms face greater supply frictions that prevent
firms from issuing corporate bonds.
Demand factors: Other frictions make bank debt relatively cheaper for
Asian firms.

Have made some suggestions to sharpen inferences.
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