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Abstracts

1. The Impact of Borrowing Diversity on Firm Value, Financing and Real Decisions (JMP)
Does the diversity of borrowing sources affect how firms respond to exogenous credit supply and credit demand
shocks? To answer this question I use the recent 2007-2009 credit crisis as an exogenous negative shock to the supply
of credit to U.S. non-financial companies. I also use staggered U.S. state-level corporate income tax increases as
an exogenous positive shock to the companies’ demand for credit. Applying a difference-in-differences methodology,
I find that when confronted with a negative credit supply shock companies that borrow ex ante from many debt
sources (higher borrowing diversity) invest significantly more than otherwise similar companies that borrow from few
debt sources (lower borrowing diversity). Moreover, companies with higher borrowing diversity have higher market
valuations and also lower reduction in their debt financing. These companies also pay lower cost of debt, have lower
cash holdings, and higher leverage ratios. Furthermore, when confronted with a positive shock to their demand for
credit companies with higher borrowing diversity are able to rebalance their leverage to a higher level.

2. Valuation and long-term growth expectations
with Josef Zechner and Jeff Zwiebel

DCF corporate valuation usually features a terminal value to capture cash flows beyond the typical forecasting
horizons of three to seven years. Despite its dominating effect on overall firm value, the academic literature provides
very little guidance on how it should be determined. This paper presents an exploratory analysis of how firms’ long-
term growth is related to various firm and industry characteristics. We apply an extensive selection of predictors and
document a negative relation between long-term growth rates and variables representing firms’ riskiness, industry
concentration, and firm size. We also find a positive relation between variables representing market and analysts’
long-term growth expectations and subsequent long-term growth rates. Share prices do not seem to capture the
full information on long-term growth. For the period from 1981 to 2012 we find that a strategy that goes long the
quintile with the highest long-term growth expectations and short the bottom quintile yields positive and statistically
significant abnormal returns in the range from two to six percent per year for both one and five year holding periods.

3. Discretion and Systemic Risk in Credit-Line Contracts: Theory and Evidence
with Maria Chaderina

We consider the role of credit line covenants in rationing scarce liquidity. Credit lines that serve as insurance against
liquidity shocks, as in Holmstrom and Tirole [1998], provide firms with access to loans at favorable terms in case
of a liquidity need. It is therefore surprising to see that banks renegotiate or even forgive violations of covenants.
Even though banks have the right to withdraw access to credit lines when firms violate covenants, we often see that
banks still provide the access to credit. We argue that this is an implicit feature of credit line contracts and it takes
place during periods without a systemic shock. Banks preserve access to credit for firms violating covenants because
of reputation concerns. Consistent with our model’s predictions, we find that conditional on firm fundamentals,
covenant violations outside of the crisis do not lead to a higher likelihood of credit-line revocation. While the crisis
period 2007-2008 was associated with a 1.5% higher probability of credit line revocations for all firms, the revocation
probability for firms violating a covenant was significantly higher - by an additional 7.1%.

4. Managerial Entrenchment, Residual Income, and The Cross-Section of Stock Returns
Does managerial entrenchment impair subsequent managerial performance? I use a novel measure for managerial
performance - an augmented residual income return on assets for one year (short-term) and for five years (long-term).
I perform two separate types of tests: fixed effects panel regression estimations, using a large set of corporate gov-
ernance variables, and a difference-in-differences estimation using the adoption of state-level anti-takeover laws as a
quasi-natural experiment. Both estimations yield results that support the entrenchment theory: higher managerial
entrenchment (i.e. it is more difficult to replace the existing management) leads to lower subsequent short-term and
long-term managerial performance. In addition, portfolio sorting tests based on the expected managerial performance
measure yield profitable trading strategy abnormal returns ranging from five to eight percent on an annual basis.
This evidence is consistent with efficient markets where investors ex ante price the risk associated with expected
managerial performance and is in line with the residual income valuation model.

5. Gold Forecastability: An Evaluation of Model Performance
In this study I compare the in-sample and out-of-sample performance of several econometric models with respect
to gold price forecasting. The models that I apply are: 1.) the simple random walk with a drift, 2.) the Multiple
Linear Regression model (MLR), 3.) the Autoregressive Moving Average model (ARIMA), 4.) the Vector Error
Correction Model (VECM), and 5.) the single equation Error Correction Model (ECM). The empirical results show
that the MLR model has the best fit to the data as measured by adjusted R2 and SBC. However during the one
month out-of-sample forecasting period the ARIMA (2,1,1) model has the best performance as measured by RMSE,
MAE and MAPE. During the three, six and twelve months out-of-sample forecasting periods the MLR has the best
performance. Nevertheless, during the 24 months out-of-sample forecasting period the ARIMA (2,1,1) model out-
performs again all other models.
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