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		Abstract

		We study the effect of asset tangibility on corporate financing and investment decisions. Financially constrained firms benefit the most from investing in tangible assets because those assets help relax constraints, allowing for further investment. Using a dynamic model, we characterize this effect - which we call firm-level credit multiplier - and show how asset tangibility increases the sensitivity of investment to Tobinâ€™s Q for financially constrained firms. Examining a large sample of manufacturers over the 1971â€“2005 period as well as simulated data, we find support for our theoryâ€™s tangibilityâ€“investment channel. We further verify that our findings are driven by firmsâ€™ debt issuance activities. Consistent with our empirical identification strategy, the firm-level credit multiplier is absent from samples of financially unconstrained firms and samples of financially constrained firms with low spare debt capacity. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Credit Multiplier, Capital Structure, Financing Constraints, Investment, Real Options

	
	

	
    

    
	

	
	
		JEL Classification: G31, G32

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Campello,  Murillo and Hackbarth,  Dirk, The Firm-Level Credit Multiplier (January 20, 2012). Journal of Financial Intermediation, Forthcoming, EFA 2008 Athens Meetings Paper,  Available at SSRN: https://ssrn.com/abstract=1102683 or http://dx.doi.org/10.2139/ssrn.1102683 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Murillo Campello

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Cornell University - Samuel Curtis Johnson Graduate School of Management]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Cornell University - Samuel Curtis Johnson Graduate School of Management  ( email )

			

			
			
				
				
				
					114 East Avenue
369 Sage Hall
Ithaca, NY  14853
United States

				

				
			

			
				
				
					HOME PAGE: http://www.johnson.cornell.edu/Faculty-And-Research/Profile.aspx?id=mnc35
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Dirk Hackbarth (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Boston University - Questrom School of Business  ( email )

			

			
			
				
				
				
					595 Commonwealth Avenue
Boston, MA MA 02215
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR)  ( email )

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: European Corporate Governance Institute (ECGI)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				European Corporate Governance Institute (ECGI)  ( email )

			

			
			
				
				
				
					c/o the Royal Academies of Belgium
Rue Ducale 1 Hertogsstraat
1000 Brussels
Belgium

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      655

			

		
		
		
			Abstract Views

			    3,529

		

		
		 
		
			Rank

			   67,176

		

		
	


	

	
		
			
				       29 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,659

                                    

                                    
                                        PAPERS

                                           11,494

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,566

                                    

                                    
                                        PAPERS

                                           40,671

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Macroeconomics: Production & Investment eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Production & Investment eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,454

                                    

                                    
                                        PAPERS

                                            5,619

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Determinants and Implications of Corporate Cash Holdings

                        
                            By
                                
                                
                                    
                                    Tim C. Opler, 
                                    
                                
                                    
                                    Lee Pinkowitz, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Cash Flow Sensitivity of Cash

                        
                            By
                                
                                
                                    
                                    Heitor Almeida, 
                                    
                                
                                    
                                    Murillo Campello, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Why Do U.S. Firms Hold so Much More Cash than They Used to?

                        
                            By
                                
                                
                                    
                                    Thomas W. Bates, 
                                    
                                
                                    
                                    Kathleen M. Kahle, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Why Do U.S. Firms Hold so Much More Cash than They Used to?

                            
                                By
                                    
                                    
                                        
                                        Thomas W. Bates, 
                                        
                                    
                                        
                                        Kathleen M. Kahle, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bank Lines of Credit in Corporate Finance: An Empirical Analysis

                            
                                By
                                    
                                    
                                        
                                        Amir Sufi
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Governance and Firm Cash Holdings

                            
                                By
                                    
                                    
                                        
                                        Jarrad Harford, 
                                        
                                    
                                        
                                        Sattar Mansi, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Financial Policy and the Value of Cash

                            
                                By
                                    
                                    
                                        
                                        Michael W. Faulkender
                                         and 
                                    
                                        
                                        Rong Wang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Is Cash Negative Debt? A Hedging Perspective on Corporate Financial Policies

                            
                                By
                                    
                                    
                                        
                                        Heitor Almeida, 
                                        
                                    
                                        
                                        Viral V. Acharya, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.125 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
