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The plan

− Why financial frictions emerge?

− The different sources of funding
− Cash-flow and working cap

− Debt

− The special role of equity

− Is investment special: customer base and labor
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Question

− Are firms credit constrained in their investment?

− Important question:
− Foundation for macro-finance models

− Public policies – financial development

− Misallocation of capital – role for taxation (e.g. Benabou, 1996, 

Piketty, 97, Aghion et al. 99)



Definition 

− Demand > supply of credit but banks do not increase
interest rates

− ≠ neoclassical theory of investment
− Hayashi 82

− Abel & Eberly, 94
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Why no increase in IR? 

− Baseline model: Stiglitz and Weiss (81)

− Information asymmetry

− Ex ante: types è market for lemons 

− Ex post: effort è moral hazard 
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Why no increase in IR?

Baseline model: Stiglitz and Weiss (81)
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Expected 
return

IR



How to limit the issue

− ``Skin in the game’’
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• In the (good ?) old days, literally skin 
in the game

``Go with me to a notary, seal me there 
Your single bond; and, in a merry sport, 
If you repay me not on such a day,
In such a place, such sum or sums as are 
Express'd in the condition, let the forfeit. 
Be nominated for an equal pound
Of your fair flesh, to be cut off and taken. 
In what part of your body pleaseth me.’’



Credit rationing

− Two conclusions: Stiglitz and
Weiss (1981)

− Rationing 

− Loan = f(CF, Collateral)

9



Investment subsidy on cost of capital (thank you Daniel Paravisini!)

10

Frictionless capital market



Investment subsidy on cost of capital (thank you Daniel Paravisini!)
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Investment subsidy on cost of capital (thank you Daniel Paravisini!)
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Financing frictions

More wealth = better incentives 
(skin in the game) + ↑ risk taking if 
decreasing RRA

Ki’

MR’

K*1

MCoutside



Investment subsidy on cost of capital (thank you Daniel Paravisini!)

Financing frictions

Ki’

MR’

K*1

MC’outside

K*2
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More general approach 
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Buera, F. J., Kaboski, J. P., & Shin, Y. (2015). Entrepreneurship and Financial Frictions: A 
Macrodevelopment Perspective. Annual Review of Economics, 7(1), 409–436.  



The credit friction



Some questions

− Forward or backward looking?
− Brooks & Dovis (2013) 

− Underlying reasons?
− Limited liability 

− Moral hazard

− Other?

− Paulson, Townsend, Karaivanov (2006)

− Why entrepreneurs cannot fully exit from financial frictions?
− Persistence of firm productivity [Midrigan & Xu (2014), Moll (2014)]

− Minimum amount of reallocation needed in steady-state (Buera et al. 2011)
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How to reject the neo-classical null? 

− First idea in the literature:
− Only NPV (i.e. marginal q) should explain capex

− High cash flows should not predict more investment,
controlling for Q



I/cash-flow sensitivity

− Let’s run this:

                                                                              
       _cons     .1643259    .007991    20.56   0.000     .1486595    .1799922
        cash     .0226522   .0041899     5.41   0.000     .0144378    .0308666
           q     .0403279   .0034428    11.71   0.000     .0335782    .0470776
                                                                              
         inv        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]
                             Robust
                                                                              

                                                       Root MSE      =  .33006
                                                       R-squared     =  0.0591
                                                       Prob > F      =  0.0000
                                                       F(  2,  4347) =   72.65
Linear regression                                      Number of obs =    4350

. reg inv q cash if year==2003,r



Fazzari et al. (1988)
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− Buckets of ex ante likelihood of constrained

− Compare I / CF sensitivity for different groups
− è Identifying hypothesis?
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è Why it is still wrong? 



Why is this wrong? Even more

− Kaplan and Zingales (1997) I/cash flow sensitivity not
related to actual credit constraints

− Sample: 49 low-dividend paying firms from Fazzari et al.
(1988)

− Use both hard and soft information to classify firms
according to real (?) credit constraints



Why ALL of this is wrong? Theory 

− Inv to cash-flow sensitivity reflects investment
opportunities, not financing frictions

− Moyen (2004). Investment–Cash Flow Sensitivities: 

Constrained versus Unconstrained Firms. Journal of Finance

− Marginal Q ≠ Average Q
− Erickson, & Whited,  (2004). Measurement Error and the 

Relationship between Investment and Q. JPE
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A more systematic approach: Hoberg & Maksimovic (2015)

− 10K for all firms for 1997-2009
− Measure available online

− Search in text for different proxies:
− Directly reporting potential delays in investment

− Intent to issue equity 

− Intent to issue debt 
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A more systematic approach: Hoberg & Maksimovic (2015)

− Search in text for different proxies:
− Directly reporting potential delays in investment

− Delay list 1 : delay* OR abandon OR eliminate OR curtail OR (scale back) 

OR postpone* 

− Delay list 2: construction OR expansion OR acquisition* OR restructuring 

OR project* OR research OR development OR exploration OR product* 

OR expenditure* OR manufactur* OR entry OR renovat* OR growth OR 

activities OR (capital improvement*) OR (capital spend*) OR (capital proj*) 

OR (commercial release) OR (business plan) OR (transmitter deployment) 
OR (opening restaurants) 
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A more systematic approach: Hoberg & Maksimovic (2015)

− Search in text for different proxies:
− Intent to issue equity 

− Equity-focused list: issuing equity securities OR expects equity securities 

OR through equity financing OR sources equity financing OR seek equity 

investments OR seek equity financings OR access equity markets OR 
raised equity arrangements OR undertake equity offerings OR sell 

common stock OR issuing common stock OR selling common stock OR 

use equity offerings OR offering equity securities OR planned equity 

offering OR seek equity offering OR raise equity offering OR equity 

offering would add OR additional equity offering OR considering equity 
offering OR seek equity financing OR pursue equity offering OR 

consummates equity offering OR raises equity capital OR raise equity 

offering OR sources equity offering. 
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Large variations 
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Now what? 

− Blanchard et al. (1994, JFE): unexpected wins in
corporate lawsuits è 13 obs!

− Lamont (1997): oil shocks in conglomerate (more on that
later) è 26 firms

− Rauh (2006): mandatory contributions to pension plans
(because of funding deficit) as exogenous shocks è are
you convinced?

− Discussion of the RDD design in Bakke and Whited (2012)

è We can spend more on that if you want to have a
refresher on RDD
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The state-of-the-art cash-flow windfall: actual windfalls!

− RCT
− Gold standard test in clinical research (placebo)

− A must-go in dev. Eco but also increasingly in finance
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Dropping money (!!) in developing villages

− De Mel et al. (2008): randomized grants to generate
shocks to capital stock for a set of Sri Lankan
microenterprises

− Random grants: 10-000 LKR or 20-000 LKR (3 – 6 months of 

median profits

− In-kinds or in-cash

− Given in two –waves of survey and they firms follow for 7 waves
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Specification 
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Waves FE è Why? (it is an 
RCT after all)

Firm FE è Should they 
matter?



First Stage: is it ok? 

34



Estimating return to capital
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Result 
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Read these coeff? 



Conclusion

− Annual return around 55%-63% è gigantic

èWhy those firms do not grow?

è“Missing middle” and “missing missing middle” debate
(Hsieh and Olken, 2014 Journal of Econ Persp.)

37



Working cap 

− Murfin and Njoroge (2014): The Implicit Costs of Trade
Credit Borrowing by Large Firms

− Almeida, Carvalho and Kim (2017) Understanding the
Credit Multiplier: The Working Capital Channel

− Beaumont and Lenoir (2020) Building a Customer Base
under Liquidity Constraints
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The plan

− Why financial frictions emerge?

− The different sources of funding
− Cash-flow and working cap

− Debt

− The special role of equity

− Is investment special: customer base and labor
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Four strategies essentially

− ``Macro’’ variations
− Banking markets reforms

− Micro variations
− From firms:

− Variations from debt contracts

− Collateral values

− From banks:

− Transmission of bank credit supply shock and bla
See labor lecture + ref in Fonseca (2019)
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Macro evidence, an econometric refresher

− Rajan and Zingales (1998)
− Fixed effects

− Jarayatne and Strahan (1999)
− Diff in diff

− Hombert and Matray (2018)
− Triple diff 
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Almeida et al. (2012)

− Firms that have to refinance their debt during the
financial crisis

− Carvalho, D. (2015). Financing Constraints and the Amplification of 

Aggregate Downturns. Review of Financial Studies, 28(9), 2463–
2501.

− Benmelech, E., Frydman, C., & Papanikolaou, D. (2019). Financial 
frictions and employment during the Great Depression. Journal of 

Financial Economics, 133(3), 541–563.

− Duval, R., Hong, G. H., & Timmer, Y. (2019). Financial Frictions and 

the Great Productivity Slowdown. Review of Financial Studies, 33(2), 
475–503.
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Reproduction in 15min
Sorting: Share of ST debt 



Alternative version: stability on the bond market
Coppola (2022 – WP): In Safe Hands: The Financial and Real Impact of Investor Composition Over the Credit Cycle

Sorting variable: share of insurers holding firm bond in Q1-2007



Real effects 



Does collateral matter for lending / capex decisions

− Does collateral matter for lending/CAPEX decisions?

− Underlying theory: imperfect commitment models
− Kyotaki and Moore (1997)

− Hart & Moore (2004)
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Real estate: Gan (2007, RFS), Chaney et al. (2012 AER), 
Cvijanović (2014, RFS) 

− Two steps
− Collateral è lending contracts? 

− Collateral è capex / labor?
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𝐶𝑎𝑝𝑒𝑥!" = 𝑃𝑃𝐸!" + 𝛼! + 𝛿"

è Pb? Possible basic corrections?

− Basic test



Chaney et al. (2012): first possible IV

è Problems?
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𝐶𝑎𝑝𝑒𝑥!" = 𝑃𝑃𝐸!" + 𝛼! + 𝛿"

𝑃𝑃𝐸!" = 𝐻𝑜𝑢𝑠𝑒𝑃𝑟𝑖𝑐𝑒!" + 𝛼! + 𝛿"



Endogeneity concerns

− Across places

− Across firms
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First possible correction: shift-share 1
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𝑃𝑃𝐸!"# = 𝐻𝑜𝑢𝑠𝑒𝑃𝑟𝑖𝑐𝑒!"# + 𝛼" + 𝛿#

𝐻𝑜𝑢𝑠𝑒𝑃𝑟𝑖𝑐𝑒!"# = 𝑂𝑤𝑛𝑒𝑟"$×𝑁𝑎𝑡𝑖𝑜𝑛𝑎𝑙𝑃𝑟𝑖𝑐𝑒# + 𝛼" + 𝛿#

èSource of variation (control / treated)?

èEndogeneity removed? Remaining problems?



Second possible correction: shift-share 2
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𝑃𝑃𝐸!"# = 𝐻𝑜𝑢𝑠𝑒𝑃𝑟𝑖𝑐𝑒!"# + 𝛼" + 𝛿#

𝐻𝑜𝑢𝑠𝑒𝑃𝑟𝑖𝑐𝑒!"# = 𝐸𝑙𝑎𝑠𝑡𝑖𝑐𝑖𝑡𝑦!$×𝑁𝑎𝑡𝑖𝑜𝑛𝑎𝑙𝑃𝑟𝑖𝑐𝑒# + 𝛼" + 𝛿#

èSource of variation (control / treated)?

èEndogeneity removed? Remaining problems?



Specification
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First-stage
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Table 5: First-Stage Regression: the Impact of Local Housing Supply Elasticity on Housing
Prices

MSA Residential Prices MSA Office Prices
(1) (2) (3) (4)

Local Housing Supply Elasticity⇥Mortgage Rate .028*** .036***
(6.3) (5)

First Quartile of Elasticity⇥Mortgage Rate -.064*** -.066***
(-8.9) (-5.1)

Second Quartile of Elasticity⇥Mortgage Rate -.046*** -.033**
(-6) (-2)

Third Quartile of Elasticity⇥Mortgage Rate -.014** -.0097
(-2.2) (-.41)

Year Dummies Yes Yes Yes Yes

MSA Fixed Effect Yes Yes Yes Yes

Observations 1358 1358 804 804
Adj. R2 .94 .94 .84 .84

Notes: This table investigates how local housing supply elasticity, as defined by Saiz (2009), affects real estate
prices. The dependent variable is the real estate price index, defined at the MSA level – Column (1) and (2) –
and the MSA office price index – Column (3) and (4). Column (1) and (3) use directly the local housing supply
elasticity, while Column (2) and (4) use quartiles of the elasticity. All regressions control for year as well as MSA
fixed effects and cluster observations at the MSA level. T-stats in parenthesis⇤, ⇤⇤, and ⇤⇤⇤ means statistically
different from zero at 10, 5 and 1% level of significance.
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Why looking 
at quartile? 

T-stat at 6. 
Weak IV?

Additional pb: decision to have buildings not random è what to do about it?



Problem?
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Table 3: Determinants of Real Estate Ownership

RE OWNER RE Value (State)
(1) (2)

2nd Quintile of Asset .15*** .067
(7) (1)

3rd Quintile of Asset .31*** .14**
(14) (2)

4th Quintile of Asset .49*** .3***
(20) (4)

5th Quintile of Asset .51*** .072
(18) (.84)

2nd Quintile of ROA .11*** .33***
(4.9) (4.8)

3rd Quintile of ROA .14*** .26***
(6.1) (3.7)

4th Quintile of ROA .12*** .17**
(5.4) (2.4)

5th Quintile of ROA .11*** .21***
(5) (3.1)

2nd Quintile of Age .045** .0067
(2.1) (.1)

3rd Quintile of Age .11*** .13**
(5.5) (2)

4th Quintile of Age .24*** .49***
(11) (7.5)

5th Quintile of Age .25*** .91***
(11) (13)

Industry Fixed Effect Yes Yes

State Fixed Effect Yes Yes

Observations 2,742 2,742
Adj. R2 .56 .27

Notes: This table shows the determinant of Real Estate Ownership in 1993. The dependent variable is RE
OWNER (Column (1)), a dummy indicating whether the firm reports any real estate asset on its balance sheet
in 1993 and RE Value (Column (2)), the market value of real estate assets in 1993. Control variables include 5
quintiles of Asset, Age, ROA, as well as Industry and State Fixed Effects. T-stats in parenthesis. ⇤, ⇤⇤, and ⇤⇤⇤

means statistically different from zero at 10, 5 and 1% level of significance.
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Result 
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Table 4: Real Estate Prices and Investment Behavior

Capital Expenditure

(OLS) (OLS) (OLS) (OLS) (OLS) (IV) (OLS) (IV)

(1) (2) (3) (4) (5) (6) (7) (8)

RE Value (State Residential Prices) .077*** .067*** .055***

(15) (13) (12)

RE Value (MSA Residential Prices) .055***

(11)

RE Value (MSA Office Prices) .064*** .065***

(9) (5.5)

RE OWNER ⇥ MSA Office Prices .21*** .46***

(3.2) (2.8)

State Residential Prices -.1* -.8** -.38

(-1.7) (-2.1) (-1.1)

MSA Residential Prices -.46

(-1.3)

MSA Office Prices .88 .46 .73 .57

(1.3) (.15) (1.1) (.01)

Cash .017*** .017*** .016*** .016*** .016*** .016***

(6.2) (6.5) (5.5) (3.0) (5.5) (3.1)

Market/Book .062*** .062*** .065*** .064*** .066*** .065***

(18) (19) (18) (9.4) (18) (10.4)

Initial Controls ⇥ State Residential Prices No Yes Yes No No No No No

Initial Controls ⇥ MSA Residential Prices No No No Yes No No No No

Initial Controls ⇥ MSA Office Prices No No No No Yes Yes Yes Yes

Year Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes

Firm Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes

Observations 27,670 27,496 24,528 23,222 18,080 17,862 18,313 18,014

Adj. R2 .27 .29 .32 .32 .32 .32 .31 .32

Notes: This table reports the empirical link between the value of real estate assets and investment. The dependent variable is
capital expenditure (item # 128 normalized by lagged item #8). Column (1), (2) and (3) use the state-level residential price index.
Column (4) uses MSA-level residential prices, while Column (5),(6) and (7) use MSA-level office prices. Except for column (1),
all regressions control for firm-level initial characteristics (5 quintiles of age, asset and ROA as well as 2-digit industry and state
of location) interacted with Real Estate Prices. All regressions, except Column (1) and (2) control for Cash and previous year
Market/Book. Column (6) and (8) present IV estimates where MSA office prices are instrumented using the interaction of real
mortgage rate interacted with the local elasticity of land supply taken from Saiz (2010) (See column (3) in Table 5 for the first stage
regressions). All specifications use year and firm fixed effects and cluster observations at the state-year or MSA-year level. In the
IV specifications in Columns (6) and (8), standard errors are bootstrapped within MSA-year clusters. T-stats are in parenthesis. ⇤,
⇤⇤, and ⇤⇤⇤ means statistically different from zero at 10, 5 and 1% level of significance.
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Surprise? 

Improve the 
specification? 



Channel? 

56

Table 7: Real Estate Prices and Investment Behavior: “Constrained” vs. “Unconstrained” Firms

Capital Expenditure
Payout Policy Firm Size Bond Ratings

Constrained Unconstrained Constrained Unconstrained Constrained Unconstrained

RE Value (MSA Office Prices) .087*** .047*** .093*** .045*** .078*** .032***
(7) (4.3) (5.9) (4.6) (7.2) (3.7)

MSA Office Prices -.14 -.025 -6.8 -.53 .76 -2.4
(-.057) (-.022) (-.71) (-.48) (.92) (-1.2)

Cash .011*** .04*** .006 .064*** .015*** .043***
(3) (5.3) (1.3) (4.9) (3.3) (2.8)

Market/Book .061*** .057*** .05*** .052*** .069*** .061***
(13) (8.2) (10) (6.9) (12) (5.5)

Initial Controls ⇥ MSA Office Prices Yes Yes Yes Yes Yes Yes

Year Fixed Effects Yes Yes Yes Yes Yes Yes

Firm Fixed Effects Yes Yes Yes Yes Yes Yes

Test “Const.=Unconst.” 3.04*** 2.87*** 3.26***

Observations 9,014 6,160 5,942 4,568 10,584 3,283
Adj. R2 .27 .47 .17 .65 .3 .59

Notes: This table differentiates the results of column (5) in Table 4 according to ex-ante measures of credit constraints. The dependent variable is capital expenditure (item
# 128 normalized by lagged item #8). RE Value (MSA Office Prices) is the market value of real estate assets normalized by lagged PPE. All regressions control for firm-level
initial characteristics (5 quintiles of Age, Asset and ROA as well as initial 2-digit industry and state of location) interacted with Real Estate Prices, as well as for Cash and
previous year Market/Book. Constraint category assignments use ex ante criteria based on firm dividend payout (Column (1) and (2)), size (Column (3) and (4)) and bond
ratings (Column (5) and (6)). Test “Const.=Unconst.” is a t-test of equality of the RE Value coefficients between the constrained and the unconstrained firms. All specifications
use year and firm fixed effect and cluster observations at the MSA-year level. T-stats in parenthesis. ⇤, ⇤⇤, and ⇤⇤⇤ means statistically different from zero at 10, 5 and 1% level
of significance.
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Channel?
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Table 8: Real Estate Prices and Debt Issues

Debt Issues Debt Repayment Net Debt Issues Changes in Changes in
Long-Term Debt Current Debt

(1) (2) (3) (4) (5)

RE Value (MSA Office Prices) .12*** .065*** .038*** .043*** .0044*
(5.9) (5.6) (3.6) (5.6) (1.8)

MSA Office Prices -1 -1.6 1** .57 .53**
(-.52) (-.88) (2.1) (.73) (2.1)

Initial Controls ⇥ MSA Office Prices Yes Yes Yes Yes Yes

Year Fixed Effects Yes Yes Yes Yes Yes

Firm Fixed Effects Yes Yes Yes Yes Yes

Observations 19,702 20,035 19,276 20,486 20,559
Adj. R2 .3 .36 .1 .0086 .021

Notes: This table reports the relationship between collateral value and capital structure. The dependent variable is Debt Issues (Column (1)), Debt Repayment (Column (2)),
Net Debt Issues (Column (3)), Changes in Long-Term Debt (Column(4)) and Changes in Current Debt (Column (5)). RE Value (MSA Office Prices) is the market value of
real estate assets computed using MSA-level office prices normalized by lagged PPE. All regressions control for firm-level initial characteristics (5 quintiles of Age, Asset and
ROA as well as initial 2-digit industry and state of location) interacted with Real Estate Prices. All specifications use year and firm fixed effect and cluster observations at the
MSA-year level. T-stats are in parenthesis. ⇤, ⇤⇤, and ⇤⇤⇤ means statistically different from zero at 10, 5 and 1% level of significance.
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Welfare implications? 

− Adverse selection / limited commitment à
Underinvestment

− Agency cost of free cash flows (Jensen 1986)à
Overinvestment
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Review of the cash-flow / investment literature 

− Pure cash flow shock:
− Lamont (1997): 0.12

− Rauh (2006): 0.1 - 0.6 

− Adams – Verdelhan (2021): 0.3

− ``Cash in hand’’ shock:
− Boissel and Matray (2020): 0.3        

− Collateral shock: 0.12
− Gan (2007) = 0.12

− Chaney, Sraer, Thesmar (2012) = 0.06
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è Room for more but need to be a bit more “aggregate”



Ex: Boissel and Matray (AER, 2022) 

− Increase of dividend taxes by x3
− 15.5% à 46%

− Subset of firms only 

− Standard DiD



Average drop in dividends: -0.03 ppe



Average increase in investment: +0.01 ppe



Some (interesting?) questions

− How to estimate the ”true” elasticity?
− How do people think about the link tax – benefit?

− Financing frictions and models of ``intertemporal tax
arbitrage’’ (Korinek and Stiglitz, 2009)

− Rationalize the ≠ with Yagan (2015) 

− à Need to rethink most estimates in PF under this framework?



Some (interesting?) questions

− Effect on entry?

− Effect on misallocation?
− Theory: Dividends = channel to move money from low MPK to 

high MPK firms è misallocation ↓

− Practice:  is it true?

1. Institutional investors reinvest (e.g., Schmickler, 2022) 

2. Bank lends after ∆ deposits 

− 1st attempt: structural models 

− (Gourio and Miao, 2010; De la O, 2020) 



The plan

− Why financial frictions emerge?

− The different sources of funding
− Cash-flow and working cap

− Debt

− The special role of equity

− Is investment special: customer base and labor
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Is the stock market a side-show?

− Financing channel: cost of capital
− Baker et al., 2003

− Pressure channel (Stein, 1988, 1989)
− Big debate: are private firms less myopic than listed firms?

− Learning: 𝑝 = ∑"#
$%&' ()*+
(-./)!
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Is the stock market a side-show?

67

− Financing

− Pressure

− Learning



Financing channel

− Assumption: CEOs / CFOs are able to “time the market”
− Baker and Wurgler (2002)

− Baker et al. 2003: “overvaluation” è capex for
constrained firms

− Kahn, Kogan, Serafeim (2012): firms issues SEOs when
MB increase because of mutual fund trading
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Is the stock market a side-show?

69

− Financing

− Pressure

− Learning



Pressure channel 

− CEOs try to manipulate the stock price (cut capex / R&D
to boost short-term earning è reduction in future profits)

è Basic critic for why it should not matter?
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Pressure channel: stock price manipulation

− Bhojraj, S., Hribar, P., Picconi, M., and McInnis, J.
(2009). Making Sense of Cents: An Examination of Firms
That Marginally Miss or Beat Analyst Forecasts. Journal
of Finance

− Firms that just "beat" analyst forecast è likely to manipulate
(SR)

− Firms that just "missed" analyst forecast è likely to not care
(LR)
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Pressure channel: stock price manipulation
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Pressure channel: stock price manipulation

− Data
− Analysts’ earning forecasts: IBES 

− Recently used to measure expectation stickiness à la Coibion and 

Gorodnichenko (2012): Bouchaud et al. (2016)

− Other forecasts available

− Can be matched with CRSP and Compustat
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Extra mass



75

Short term gain
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Long term loss



Similar result for profitability
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Firms that “beat” forecast 
experienced a drop in ROA



Pressure channel: the private vs listed firm debate

− The classic setting:

𝐼𝑛𝑣1" = 𝐼𝑛𝑣. 𝑂𝑝𝑝𝑜𝑟𝑡𝑢𝑛𝑖𝑡𝑖𝑒𝑠 ×𝐿𝑖𝑠𝑡𝑒𝑑1" + 𝛼1 + 𝛿"

− Potential problem?

− First suggested solution: look at ``switcher’’ è intuition?
Remaining problem?
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Debate differences in behaviors listed / private for investment

− Asker, J., Farre-Mensa, J., & Ljungqvist, A. (2015).
Corporate Investment and Stock Market Listing: A
Puzzle? Review of Financial Studies,

VS

− Maskimovic, Phillips and Yang (2018) Do Public Firms
Respond to Industry Opportunities More than Priva
Firms? The Impact of Initial Firm Quality, WP
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Private and public are potentially two very different animals
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Getting there...
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Baseline spe

82

S = sale

Z = operating income

Why Z x Public? Why not just Z alone?
Interpretation of single term Z here?
Why Z and S alone but not Public?
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Interpretation?

è Remaining Problems? Solutions?



Testing reflexes: what to check in this table?
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Debate: MPY 2018
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Unconditionally, public firms 
are bigger and more 
productive than private firms



Comparison with AFL
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Noticeable facts?

Total Emp
Wage 

(in $000) Firm Age Sales/Emp

Growth
(last 3 
years)

Growth 
(next 3 
Years)

Public Unmatched 25703 45 21 10768 0.084 0.011
Public Matched 2479 62 17 2666 -0.104 -0.099
Private Matched 1343 43 17 1553 0.037 -0.008
Private Unmatched 22 29 12 135 0.000 0.000



Probability of Being Public and Subsequent Size
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Top 1% Firms: Public vs. Private

89



Initial Size and Subsequent Size
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Initial Size and Subsequent Growth
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Is the stock market a side-show?

92

− Financing

− Pressure

− Learning



Learning

− Managers have imperfect information about growth
opportunities

− Can gather information internally (i.e., within the firm) or
externally (i.e., looking for signals)

− Possible external source: stock prices

− But: stock prices are noisy signals and managers can
have imperfect ability to extract the info from the signal
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Learning: shock on noise

− Learning: most interested channel as:
− Affect both listed and private firms

− Effect even if:

− Good corporate governance (≠ pressure channel)

− No credit constraints (≠ financing channel)

− Dessaint, Fresard, Foucault, Matray (2018)
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Real effects because

− Managers learn and have imperfect filtering
èSignal extraction problem

− Simple model of optimal investment decision with
uncertainty about pay-off
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Optimal investment take the form
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Joint test
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èVery close to something we can estimate!
One challenge: empirical proxy for U?



Non fundamental shocks
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Validity of the shock: I
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Validity of the shock: I
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Validity of the shock: II
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Validity of the shock: III
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Two tricks in the paper
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1) Shock on non-fundamental

2) Decompose the stock price è finer tests



Decomposition of stock price
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Identify peers:

− Hoberg-Phillips TNIC classification

− +/- wtr to sic / naics

105



Specification
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Main Result
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Main Result
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Main Result
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Main result
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Temporary vs permanent shock
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Cross sections
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The ``curse’’ of higher informativeness



Remaining problems

− Firm-time varying specificities

è Solution?
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Lecture: Getting within firm variation
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Reallocation within firm, across divisions
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Equity and capital misallocation

− Bau and Matray (2022)
− Lecture on misallocation
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The plan

− Why financial frictions emerge?

− The different sources of funding
− Cash-flow and working cap

− Debt

− The special role of equity

− Is investment special: customer base and labor
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Do financial frictions really exist?

− Crouzet, N., & Mehrotra, N. R. (2020). Small and Large
Firms over the Business Cycle. American Economic
Review, 110(11), 3549–3601.
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The questions

− Small firms more sensitive than large firms to BC?

− Small firms matter for aggregate?

− Is greater sensitivity due to financial frictions?
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“Small” firms are more sensitive 
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Even though explanatory power is low …
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But is it really financial frictions? 

− Run horse-race
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Horse-race result
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Debt response
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What are we learning?

− Lots of models in macro / corporate finance with
− Heterogeneous firms 

− Financial frictions 

− Predictions:
− More constrained firms are more cyclical 

− Size (net worth) is correlated with financial frictions

− Problem!
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So what is driving the difference?

− Dun and Bradstreet’s Marketing Information files (Dun
and Bradstreet 2019).

− Publicly available, contains annual establishment level data 
since 1990. 

− Define ``Line of business’’ = # of different industries
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The role of diversified demand 
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Model 

− Non-homothetic demand for firms’ products

− Economies of scope across industries



Where do we go from here?

− How firms acquire customer capital?
− Potential role for finance here! 

− Should we be clearer about the ``shocks’’?
− Business cycle

− Monetary policy shock

− Direct shock on financial intermediaries
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Customer base acquisition 

− Theory:
− Chevalier and Scharfstein (1996), Arkolakis (2010)

− Role of demand factors in shaping
− Firms’ size distribution (Hottman, Redding and Weinstein, 2016; 

Bernard, Moxnesand Saito, 2019)

− Life-cycle growth (Moreira, 2016; Fitzgerald,Haller and Yedid-Levi, 

2016; Atkin, Khandelwal and Osman, 2017; Sedláček and Sterk, 

2017; Eslava and Haltiwanger, 2019)

− Clean test of effect of financial constraints:
− Beaumont and Lenoir (2019) Building a Customer Base under 

Liquidity Constraints, Working Paper
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