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Findings

Super cool data from Chapter 11 filings on liquidation and
going concern values, very convincing findings.

I Estimated liquidation value of PPE and working
capital (inventory and receivables) is 23% of total book
assets

Including cash it is 44%

I 50% of firms with positive leverage, and 75% of non-IG
firms have debt > liquidation value.

Including cash these are 34% and 63%.



Findings

There appears to be a pecking order within debt.

I Firms borrow against standardized, liquid assets first

I Next, they use cash flow based debt with weak control

I At high leverage levels, they turn to cash flow based
debt with strong control (covenants or blanket liens)



Implications: Micro Finance

I Debt based on liquidation values rely on property
rights institutions

I Debt based on going-concern values (also?) require
monitoring technologies

I Capital structure models based on tangible asset
collateral constraints are incomplete

I Future research suggestion: Can Fintech improve
monitoring, relax constraints? Encourage more
going-concern or cash-flow based lending?



Implications: Macro Finance

V (z, k, b) = max
k′,b′
{[zkα−(k′−(1−δ)k)−(1+r)b+b′+βE[V (z′, k′, b′)|s]}

Subject to:
No equity issuance/non-negative payouts constraint:

zkα − (k′ − (1− δ)k)− (1 + r)b+ b′ ≥ 0 [Γ]

Borrowing constraints (choose one):
Collateral:

θβk′ ≥ b′ [Λk]

Cash flow:

θβk′ + ψβE[z′k′α − (1 + r)b|s] ≥ b′ [Λy]

Going concern: (New?)

θβk′ + φβE[V (z′, k′, b′)|s] ≥ b′ [Λ]



Implications: Macro Finance

Euler equation for capital k′:

1

β
=

(1 + Λφ)E[(αz′k′α−1 + (1− δ))(1 + Γ′)]

1 + Γ− βΛθ

Euler equation for borrowing b′:

1

β
=
E[(−1− Γ′)(1 + r)](1 + Λφ)

Λ− 1− Γ



Implications: Macro Finance
I Capital is valuable for output, as collateral, and for

going concern borrowing

I Main difference collateral vs. production input: higher
productivity relaxes borrowing constraints (⇒ better
allocations)

 

Leverage and Productivity Huiyu Li SF FRB (2016)



Implications: Macro Finance

What would really make new (?) constraint interesting?

Things that drive a wedge between market and book value
of firm and capital:

I adjustment costs

I non-separability and intangible capital

I rents/markups

I risk premia



Implications: Macro Finance

I Misallocation: See Buera, Kaboski, Shin (2011), Moll
(2014), Li (2016), Eisfeldt Shi (2018)

I Collateral values and overinvestment, leverage cycles

I Capital structure cycles in book debt ratios
(MVD/MVA stable while BVD/BVA cyclical)

I Bond spreads/default modeling

I Interaction with intangible capital and/or labor
leverage

I Lending channel of monetary policy

I Little focus on time series here, but borrowing
constraints do seem to vary and going-concern or cash
flow borrowing constraints may help explain this.



Implications: Explains time series

variation?

 



Implications: Explains time series

variation?
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Other Comments
I Cash: Does not seem to disappear in Chapter 11 ⇒

should be included in liquidation value?

I Time and geographic effects on liquidation values (vs.
industry only)

I Leases: More important for (constrained) smaller
firms. In census data:
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