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		Abstract

		We incorporate costly external finance in an investment-based asset pricing model and investigate whether financing frictions are quantitatively important for pricing a cross-section of expected returns.  We show that common assumptions about the nature of the financing frictions are captured by a simple "financing cost" function, equal to the product of the financing premium and the amount of external finance. This approach provides a tractable framework for empirical analysis.  Using GMM, we estimate a pricing kernel that incorporates the effects of financing constraints on investment behavior.  The key ingredients in this pricing kernel depend not only on "fundamentals", such as profits and investment, but also on the financing variables, such as default premium and the amount of external financing.  Our findings, however, suggest that the role played by financing frictions is fairly negligible, unless the premium on external funds is procyclical a property not evident in the data and not satisfied by most models of costly external finance. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Gomes,  JoÃ£o F. and Yaron,  Amir and Yaron,  Amir and Zhang,  Lu, Asset Pricing Implications of Firms' Financing Constraints (October 2002). Simon Business School Working Paper No. 03-21; AFA 2003 Washington, DC Meetings; Twelfth Annual Utah Winter Finance Conference,  Available at SSRN: https://ssrn.com/abstract=332181 or http://dx.doi.org/10.2139/ssrn.332181 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						JoÃ£o F. Gomes (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: The Wharton School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				The Wharton School  ( email )

			

			
			
				
				
				
					2329 SH-DH
3620 Locust Walk
Philadelphia, PA  19104
United States
215-898-3666 (Phone)
215-898-6200 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://fnce.wharton.upenn.edu/profile/gomesj/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Amir Yaron

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Pennsylvania -- Wharton School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Pennsylvania -- Wharton School of Business  ( email )

			

			
			
				
				
				
					The Wharton School
3620 Locust Walk
Philadelphia, PA  19104
United States
215-898-1241 (Phone)
215-898-6200 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Bank of Israel 

			

			
			
				
				
				
					P.O. Box 780
Jerusalem, 91907
Israel

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Lu Zhang

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Ohio State University - Fisher College of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Ohio State University - Fisher College of Business  ( email )

			

			
			
				
				
				
					2100 Neil Avenue
Columbus, OH  43210-1144
United States
585-267-6250 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				      365

			

		
		
		
			Abstract Views

			    3,728

		

		
		 
		
			Rank

			   77,830

		

		
	


	

	
		
			
				       71 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

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

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    The Wharton School, University of Pennsylvania Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                The Wharton School, University of Pennsylvania Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            5,891

                                    

                                    
                                        PAPERS

                                            3,138

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marcella Barnhart at University of Pennsylvania - The Wharton School, Mia Wells at University of Pennsylvania - The Wharton School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    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

                                            2,656

                                    

                                    
                                        PAPERS

                                           11,516

                                    

                                

                                
                                    
                                        This Journal is curated by:

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

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Optimal Investment, Growth Options, and Security Returns

                        
                            By
                                
                                
                                    
                                    Jonathan Berk, 
                                    
                                
                                    
                                    Richard C. Green, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Value Premium

                        
                            By
                                
                                
                                    
                                    Lu Zhang
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        A Cross-Sectional Test of a Production-Based Asset Pricing Model

                        
                            By
                                
                                
                                    
                                    John H. Cochrane
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Equilibrium Cross-Section of Returns

                            
                                By
                                    
                                    
                                        
                                        Joao F. Gomes, 
                                        
                                    
                                        
                                        Leonid Kogan, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equilibrium Cross-Section of Returns

                            
                                By
                                    
                                    
                                        
                                        Joao F. Gomes, 
                                        
                                    
                                        
                                        Leonid Kogan, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Capital Investments and Stock Returns

                            
                                By
                                    
                                    
                                        
                                        K.c. John Wei, 
                                        
                                    
                                        
                                        Feixue Xie, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Capital Investments and Stock Returns

                            
                                By
                                    
                                    
                                        
                                        K.c. John Wei, 
                                        
                                    
                                        
                                        Feixue Xie, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Investment and Asset Price Dynamics: Implications for the Cross-Section of Returns

                            
                                By
                                    
                                    
                                        
                                        Murray Carlson, 
                                        
                                    
                                        
                                        Adlai J. Fisher, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Dissecting Anomalies

                            
                                By
                                    
                                    
                                        
                                        Eugene F. Fama
                                         and 
                                    
                                        
                                        Kenneth R. French
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.152 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
