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1) Vincent Bogousslavsky (EPFL and SFI) 

The Impact of Infrequent Rebalancing on Asset Returns 
Motivated by the recent evidence on slow-moving capital (Duffie, 2010), I study the implications of investors' infrequent 
rebalancing on the volatility, correlation and predictability of asset returns. I build on the illustrative model of Duffie (2010), 
where a subset of investors only trade at intermittent dates in an otherwise standard infinite-horizon general equilibrium 
economy. The model is extended with multiple assets and non-myopic market makers. A multi-asset setting allows for an 
analysis of cross-sectional characteristics, while long horizons are a natural extension that can generate rich patterns of asset 
returns. 
The model predicts that infrequent rebalancing increases both asset volatility and correlation. Importantly, the difference with 
the benchmark case without infrequent traders is economically significant for a reasonable calibration. Moreover, allowing 
market makers to have a long horizon does not substantially improve market liquidity, though it helps satisfy equilibrium 
existence conditions. It is therefore crucial to distinguish between long horizon traders with and without constant market 
presence. Concerning return predictability, autocorrelations are negative at any horizon in the benchmark economy. On the 
contrary, investors’ infrequent rebalancing can lead to positive autocorrelations. In particular, a calibrated version of the 
model is shown to be consistent with recently documented patterns of intraday returns periodicity (Heston, Korajczyk and 
Sadka, 2010). Finally, the impact of slow-moving capital is amplified when one considers a setup with a large number of 
correlated assets. This result illustrates that even a small amount of slow-moving capital matters in a large economy. 

2) Dominic Burkhardt (UZH and SFI) with Nilufer Caliskan (UZH and SFI) 
Media Coverage, Volatility and the Cross-section of Stock Returns: An International Study 

Dissemination of information about firms to the broad market audience, especially at the level of (small) individual investors, 
is mainly achieved through a variety of mass media channels such as newspapers, newswires, online news blogs, etc.. Over 
the last decade, there has been an increasing interest in exploring possible effects of mass media coverage on stock returns and 
volatility. Particularly, Fang and Peress (JF, 2009) provide strong empirical evidence for the existence of a significant and 
economically meaningful return premium on stocks that are not covered by mass media information channels over stocks that 
have a high degree of media coverage for the US market in the 90ies. This return premium is shown to remain significant even 
after controlling for well-known risk factors such as market, size, value, momentum and liquidity. Inspired by these findings 
for the U.S., we investigate the existence of a media premium across all major countries in Europe, Asia and the Southern 
Hemisphere. Our study differs from what Fang and Peress did along several dimensions: Besides looking at international 
stock markets in developed and developing countries, we look at a more recent time-period (2000-2012), use a new and to the 
best of our knowledge novel and so far unexploited measure for media coverage that also includes internet news sources, and 
also investigate the possible relation of mass media coverage and volatility - at the individual equity as well as at the 
aggregate market level. Additionally we also check for potential differences in the effect of media coverage on stock returns 
during normal vs. crisis times. The ultimate goal of our study is to exhaustively document the existence of a media premium at 
the individual country level and to explain potential differences across countries, cultures and time periods.      
Preliminary results so far indicate quite some degree of heterogeneity in returns of portfolios that are formed according to the 
degree of media coverage across countries. For some countries such as e.g. Austria, Switzerland and Italy, we find consistent 
and strong evidence for the existence of a media premium for low media coverage over high media coverage stocks. Contrary 
to Fang and Peress (2009), no-media stock’s portfolio in these countries do not yield any significant return premium. On the 
other hand, our preliminary results for some other countries such as e.g. France are rather inconclusive so far, whereas other 
countries (e.g. Germany) do not seem to exhibit any significant or consistent media premium at all. 
Currently, we are extending and analysing in full depth our results including all different regions of the world. 

3) Nilufer Caliskan (UZH and SFI) with Thorsten Hens (UZH and SFI) 
Value around the World 

Over the last decades the value premium has well been documented for various time spans and countries. It is proven to be a 
consistent empirical anomaly. This study presents the largest international study on portfolio returns formed according to 
book-to-market ratio and examines how the cultural differences affect the profitability of value returns. The cultural 
differences are measured in two dimensions: patience and loss aversion based on the data collected by the International Test 
on Risk Attitudes (INTRA).  We find that loss aversion is positively and patience negatively related to the magnitude of value 
profits as well as average stock volatility. Although patience is positively associated with the degree of development of an 
economy, its relation to value returns does not disappear after controlling for general economic and financial development 
measures. The effect of loss aversion remains significant and further amplified during strong bear markets. Furthermore, we 
find that the value premiums are also positively associated with the country price earnings ratio and it is negatively related to 
firm size. 
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4) Stefano Colonnello (EPFL and SFI) 
Corporate Governance and Debt Monitoring: The Role of Credit Default Swaps 

Even though creditors' governance role has been traditionally deemed important only for distressed firms, Nini et al. (2012) 
provide evidence suggesting that it matters also for firms well outside of default. There are thus good reasons to believe that 
customary mechanisms of corporate governance and creditors' governance interact. In particular, I argue that if equity holders 
anticipate a decrease in lenders' monitoring intensity, they have an incentive to enhance the board monitoring function through 
an increase of board independence, giving rise to a substitution effect between alternative corporate governance mechanisms. 
An important motive to believe that monitoring trough board scrutiny and creditors' governance act as substitutes is their role 
CEO turnover. Indeed, there is evidence that both higher board independence (John and Senbet, 1998) and enhanced creditors' 
monitoring (Nini et al., 2012) lead to higher turnover of underperforming CEOs. 
I test this hypothesis exploiting the introduction of credit default swaps (CDS) to proxy for a negative shock to lenders' 
monitoring intensity, consistently with the theoretical arguments of Parlour and Winton (Forthcoming). As the start of CDS 
trading is staggered across firms, the results are less blurred by time effects. Moreover, to take care of potential non-random 
selection of CDS firms, I also apply a propensity matching procedure, which is meant to lessen concerns that my results are 
driven by fundamental differences between CDS and non-CDS firms. First, I find evidence of a positive effect of an easing in 
credit monitoring, as proxied by the start of CDS trading, on the fraction of independent directors sitting on the board, so that 
a substitution effect between debt monitoring and board monitoring is observed in U.S. firms over the period 2000-2011. The 
increase in board independence that I document after the introduction of CDSs is substantial, especially if compared to the 
effect of other determinants of board structure widely recognized as important, such as CEO ownership, and it is present both 
in the long and in the short-term. Second, firms which use bank debt and thus rely more on debt monitoring, display larger 
increases in board independence following the start of CDS trading. This is consistent with the conjecture of a substitution 
effect between board and debt monitoring. Third, the increase in board independence is smaller in firms characterized by 
weak shareholders, as proxied by the Gompers et al. (2003) G-index: A strong management seems to prevent shareholders 
from increasing board scrutiny following the introduction of CDSs for a given firm. However, also the G-index exhibits an 
increase after the start of CDS trading. Using the categorization of the G-index constituents proposed by Das and Massa 
(2011), I observe that this increase is mainly due to those provisions that enhance management power. In addition, I observe 
that these provisions are more likely to be adopted by firms that do not consequently adjust board independence after the 
beginning of CDS trading. In other words, these are firms exhibiting a complementarity effect between creditors' governance 
and board scrutiny. 
 

5) Hoang Ngoc Giang (EPFL and SFI), with Stefano Colonnello and Giuliano A. Curatola (EPFL and SFI) 
Managerial Inside Debt, Risk-Taking Incentives, and Credit Spreads 

Besides traditional proxies of managerial risk-taking such as CEO's option portfolio vega, recent literature identifies two novel 
measures: (1) CEO's salary-to-stock ratio, which ignores the impact of inside debt, and (2) CEO’s debt-to-stock ratio, which 
ignores the salary component. In this paper, we develop a theoretical model to study the asset risk choice of a risk-averse 
manager whose compensation consists not only of salary and equity incentives but also of deferred compensation and pension 
plans. This model allows us to study the joint effect of all three important components of executive compensation on 
managerial risk-taking incentives and credit spreads simultaneously. We find that in the presence of inside debt, the manager 
is willing to take more risk in good times but acts more conservatively in bad times, benefiting bondholders through a 
decrease in the probability of default, leading to lower credit spreads. The existing result that salary-to-stock ratio is positively 
related to credit default swap (CDS) spreads may fail to hold in the cross-section of managers who have different holdings of 
inside debt, while the well-known result that the relative debt-to-stock ratio is positively related to CDS spreads may fail to 
hold in a cross-section of managers who are paid differently in salary. In the context of the current debate on whether to award 
executives (especially in the financial sector) inside debt to avoid excessive risk-taking, a point to note is that this proposal 
works only if there exists a mechanism in place, both contractually and effectively, to ensure that inside debt is strictly junior 
in bankruptcy. Empirical tests for these claims are currently in progress. 

6) Benjamin Guin (HSG), with Martin Brown (HSG) and Karolin Kirschenmann (Aalto) 
Microfinance Banks and Household Access to Finance 

We examine how the expansion of the branch network of a microfinance bank between 2006 and 2010 in South-East Europe 
has affected the use of bank accounts by households in the region. Our analysis is based on survey data reporting the use of 
bank accounts, socioeconomic characteristics and geographic location of 8,000 households in four countries. We geocode the 
location of each household and match this data with branch location information for the major microfinance bank in the region, 
ProCredit Bank, as well as for a large retail bank in each country. We report three key results: First, in locations where 
ProCredit opened a new branch between 2006 and 2010 the share of households with a bank account increased more than in 
locations where it did not open a new branch. Second, a new ProCredit branch leads to a stronger increase in the use of bank 
accounts among low- and middle-income households than among high-income households. Third, we find that ProCredit not 
only opens branches in areas with high economic activity, but also in areas where average household incomes are low. Overall 
our results suggest that microfinance banks do expand the frontier of finance as compared to ordinary retail banks. 



Swiss Doctoral Workshop in Finance, Gerzensee 2013 – Book of Abstracts Page 3 of 11 

7) Ibrahim Ethem GÜNEY (UZH and SFI) 
Optimal Cash Management and Financing Policies of a Retail Bank with Search Frictions 

Several recent studies (See e.g. Hugonnier, Malamud and Morellec (2012)) in the corporate finance literature have introduced 
credit market frictions and investigated the implications of these frictions to the capital structure, cash management and 
investment decisions of corporations. We adapt the existing setup to the banking literature and characterize the optimal 
dividend, outside financing and bankruptcy policies of a retail bank under capital regulation. In particular, in a setting where 
there is no growth option, cash flow of the bank follows a diffusion process, regulator continuously audits and outside 
investors appear with a Poisson arrival rate, we show that it might be optimal for the regulator to impose a minimum liquidity 
ratio to some banks. 

 
8) Christoph Herpfer (EPFL and SFI) 

Rank Order Tournaments as Optimal Modes of CEO Succession in the Presence of Asymmetric Information 
I develop a simple two period model to investigate how firms optimally use rank order tournaments for CEO selection. When 
candidates posses asymmetric information about their CEO ability which cannot be inferred from job performance, staging a 
tournament in which the candidate demonstrating the highest CEO ability is promoted enhances firm value. Rank order 
tournaments model situations of strategic interaction in which agents’ payoffs are determined by their relative performance. In 
a corporate finance context, executives compete for the position of CEO. In this paper, I introduce a novel approach to rank 
order tournaments and CEO succession when the skill set for ordinary executives differs from that of CEO. Unlike in other 
papers, the tournament is not held in the domain of output but in that of CEO ability. I show that, in the presence of 
asymmetric information about CEO ability, tournaments can be used for optimal CEO succession even in the absence of 
positive output effects. Managers can divert effort away from output production in order to compete in the tournament. On the 
other hand, firm value increases from promoting the best candidate to CEO. The model explains a number of recent empirical 
findings on rank order tournaments and CEO compensation: Kale et al. (2009) find that the presence of a designated CEO 
successor reduces tournament prices, something which is at odds with existing literature but in line with predictions from my 
model. Masulis and Zhang (2012) test predictions from tournament theory against those from productivity differentials and 
fail to find evidence in favour of rank order tournaments. If tournaments are used to identify the productive differentials 
among potential CEOs as in my model, the two hypotheses are inherently linked. Finally, my model provides a number of 
novel empirically testable hypotheses: 
1. Compensation for managers which are ineligible to become CEO, e.g. due to age, should be (weakly) more performance-
sensitive than contracts for other executives. 
2. Conditional on opting for an outside succession, a firm which is likely to use tournaments as an internal way of promotion 
will chose a candidate with CEO experience, whereas a firm that is unlikely to use a tournament as an internal way of 
promotion will be more likely to promote an outside candidate from a lower ranked job to CEO. The model further 
distinguishes between offering tournament incentives and the actual occurrence of a horse race between CEO candidates: Due 
to its high costs, a horse race is a very unlikely event and a firm will actually try to discourage such a situation. Finally, the 
model predicts that a firm which pays its CEO more than ordinary executives is not automatically running a tournament. Past 
empirical papers employed the assumption that all firms provide their employees with tournament incentives. The model 
suggests that, in the presence of asymmetric information about CEO skill, this approach fall short and might lead to incorrect 
interpretations. 

9) Sebastian Herrmann (ETHZ) with Martin Herdegen (ETHZ) 
Optimal investment in a Black Scholes model with a bubble 

In the recent mathematical finance literature, financial bubbles have been modelled by stochastic processes which are strict 
local martingales under some equivalent local martingale measure (Protter, 2012). Taking a descriptive perspective, we 
propose an extension of the Black Scholes model which, under certain conditions, fits into the above framework. Indeed, 
financial bubbles seem to exhibit a strong positive drift followed by a sharp decline (“bursting of the bubble”). To accomodate 
for this effect, we add to the Black Scholes model an extra positive excess return which is compensated for by a negative jump 
at a random time representing the bursting of the bubble. The extra return can be chosen (almost) arbitrarily allowing for 
different types of bubbles, including the ones in the sense of Protter (2012). Moreover, the model is tractable enough to allow 
for (semi-)explicit calculations and may thus be used as a toy example to study qualitative effects of financial bubbles. 
We study the problem of maximising expected utility from terminal wealth for a power utility investor. Using the convex 
duality approach, we derive the optimal strategy up to the solution of a first-order ODE. We discuss the stylised facts of the 
optimal strategy in terms of the “volatility” of the bubble process and the risk aversion parameter. It turns out that for investors 
with (very) low relative risk aversion, it is optimal to short the stock initially. In addition, we study the investor's loss of 
expected utility compared to the Black Scholes case. 

10) Philipp Horsch (HSG) 
Shining Brighter Than The Stars? Corporate Evidence on Competing with Superstars 

This paper investigates the effect of superstar CEOs on their competitors. Exploiting shocks to CEO status due to awards 
provided by major media outlets, we document a significant outperformance of competitors of superstar CEOs to a control 
sample of competitors of observationally equivalent CEOs who do not win an award. We identify an increase in innovation 
activities as one channel through which the outperformance of superstar competitors works. Our empirical identification 
strategy uses matching techniques to ensure that our treatment and control samples behave very similarly prior to the CEO 
award, alleviating endogeneity concerns and supporting a causal interpretation of our results. 
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11) Roberto Marfè (UNIL and SFI) 
Labor Relations, Endogenous Dividends and the Equilibrium Term-Structure of Equity 

Leading asset pricing models are inconsistent with the recent empirical findings which document downward sloping term 
structures of equity risk and premia. This paper shows that a simple general equilibrium model can accommodate the stylized 
facts about dividend strips as long as dividend distributions endogenously obtain from an explicit model of labor relations.  
Unlike standard Walrasian models but in line with the empirical evidence, wages do not correspond to the marginal product of 
labor but incorporate an income insurance from shareholders to workers. Such a distributional risk provides a rationale to the 
counter-cyclical labor share and the high riskiness of owning capital. Fluctuations in the degree of income insurance that 
workers can exploit within the firm over the business cycle lead to short-term risk of equity returns. Therefore, the model 
captures simultaneously the negative slope of the term structure of equity and dividends as well as traditional asset pricing 
facts, such as the high equity premium and the excess volatility and their endogenous time-variation.  
The equilibrium is solved in continuous-time under various specifications of shareholders’ preferences, such as crra, external 
habit formation and stochastic differential utility. In particular, under recursive utility, it is possible to understand how both 
wealth vs intertemporal substitution effect (ISE) and late vs early resolution of uncertainty (ERU) affect the term structure of 
equity. Long-run risk models require a high elasticity of intertemporal substitution (EIS) to price uncertainty in the long-run 
through a large ERU, implying upward sloping term structures. My model requires an EIS roughly above one to generate 
negative slopes, whereas premia obtain from short-run risk. 
Do downward sloping term structures of dividends and equity only represent a new stylized fact, which challenges leading 
equilibrium models, or do they also alter the true nature of traditional puzzles, such as the equity premium? This paper 
provides a potential answer: the pricing of short-run risk is sufficient to explain standard financial moments under reasonable 
preference parameters. Such approach avoids the counterfactual implication of cash-flows riskier than equity in the long-run, 
implied by leading equilibrium models. 
 

12) Felix Matthys (UZH) with Markus Leippold (UZH) 
Exchange rate dynamics under Uncertainty about Government and Monetary Policy 

We develop a continuous time two country Lucas economy where the agents have incomplete information about government 
and monetary policy. Using the variational approach as in Grossman & Shiller (1982) we derive closed-form formulas for the 
equilibrium exchange rate, the corresponding nominal short rate and term structure of interest rates for the two countries when 
both their agents face uncertainty about monetary and government policies. For two different standard utility functions of the 
country's representative agent, we discuss the effects of this uncertainty on the dynamics of the resulting equilibrium exchange 
and show that under log-utility, the exchange rate is first, only driven by monetary quantities and second, only influenced by 
the relative uncertainty about monetary policy between the two countries. For more general type of utility functions, the 
resulting equilibrium exchange rate will be on the one hand side driven by monetary and real quantities and on the other hand, 
affected by both uncertainty about monetary and government policy. We extend the analysis to determine the equilibrium 
forward rate and show that incorporating uncertainty about either government or monetary policy is able to give new answers 
to the forward premium puzzle. 

 
13) Jules Munier (UNIL and SFI) 

Dividend Smoothing is a Mechanism Design Strategy 
"The harder we look at the dividend picture, the more it seems like a puzzle, with pieces that just don't fit together" (Black 
1976). Since Lintner's study (1956) and after more than fifty years of research the dividend smoothing remains one of the 
main puzzles in corporate finance. This research question is of particular interest as long as payout policy matters for investors. 
In turn this is a reasonable assumption for public firms considering the significant effect of dividend announcements on stock 
prices or even the recent Apple’s suit for hoarding to much cash. 
For explaining dividend smoothing, I exploit the following new key mechanisms and assumptions: Standard dynamic cash 
models (Jeanblanc Picqué and Shiryaev 1995, Radner and Shepp 1996) are build on financing constraints and conflict of 
interests. With these frictions managers optimally accumulate cash and decide to pay dividends only when the optimal amount 
of cash is reached. Dividend policy is a residual policy and dividends are not smoothed. Because investors report that 
dividends are informative I add the assumptions that managers know better than investors firms true profitability and that 
investors learn about managers beliefs with dividends. 
Depending on the learning strategy of the investors and investors beliefs managers can optimally smooth dividends or not. 
This situation leads to a mechanism design approach. Shareholders control what is optimal based on their beliefs. Managers 
control when they can deviate from the expected path for sending a signal. As long as managers follow the expected payout 
policy from the point of view of the investors no signals can be sent. Whenever shareholders expect dividends cut managers 
can only send signals by increasing dividends. Therefore investors, by enforcing managers to smooth dividends, can increase 
the probability that managers deviate by allowing informative dividends cut. 
This research contributes to the literature on dividend smoothing by proposing a model which explains dividend stickiness 
without assuming irrationality or exogenous signaling costs. The model can also clarify important stylized facts. For example 
it explains why mature firms with less asymmetry of information can smooth more dividends than growth firms with more 
uncertain prospects. 
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14) Alper Odabasioglu (UniGE and SFI) 
Informed Trading, Amplification Mechanisms via Margining, Bubbles and Crashes 

Our study brings together the two strands of literature, namely the information-based market-microstructure and the financial 
positive feedback mechanisms via margin-trading. Within an endogenous and dynamic market-microstructure model, we 
identify the key destabilizing conditions and demonstrate their corresponding anomalities in the price-discovery and liquidity, 
i.e. in the bid and ask quotes, price, bid-ask spread and information dissemination, as well as we exhibit contagion occurring 
among traders. Our results shed light on how a widespread trading practice can produce rational bubbles & crashes, and lead 
into financial crises.  
We take an extended version of the Glosten-Milgrom (1985) model with the good-, bad- and no-news cases, where the traders 
are allowed to buy, sell or not-trade. By adding margin-trading and endogenously arising margin-calls, and further allowing 
their levels to be under-(over-) estimated, we demonstrate crashes (bubbles) within a rational-expectations setting, even under 
the no-news case. The ingredient for a severe crash is first a well-defined undershooting in the trade-prices due to 
underestimated margin-calls for the uninformed (liquidity) traders and then the contagion of margin-calls to the informed-
traders. The undershooting is due to the slower pace of the learning on the unknown level of margin-calls relative to the 
learning on the asset’s value. Moreover, an information amplification mechanism is embedded within the described setting. 
We then investigate the interplay of this amplification mechanism with liquidity, i.e. the bid-ask spread; for instance, for long-
position margin calculations, if we use the bid-price instead of the mid-quote, we observe that the feedback mechanism is 
becoming more severe. Furthermore, an increase in the bid-ask spread due to the margin-calls melts the traders’ capital at each 
round of buy & sell trades increasingly, which causes further margin-calls arising. 
 

15) Piotr Orłowski and András Sali  (both USI and SFI) 
An option implied non-parametric approach for filtering stochastic volatility 

We propose a non-parametric method to estimate the instantaneous diffusive volatility of the price process from option prices. 
The estimation is based on the risk-neutral characteristic function of the log stock price, which we replicate with a portfolio of 
out-of-the-money options. To the best of our knowledge, this is the first study which uses such replicating portfolios. We show 
that the estimator converges to the true latent value at the rate of  as  under the assumption that the economy is 
described by an affine jump-diffusion model, thus offering an order-of-magnitude improvement over the at-the-money implied 
volatility in terms of measurement error. We show that under realistic market conditions the estimator is feasible and we 
investigate its properties and performance. 
The theoretical underpinning of the estimator is based on small-time, high-frequency asymptotics. We can illustrate the main 
idea of the method in the case of Merton's model via the following equation, in which s the characteristic function of the 
log-price in a constant-coefficient jump-diffusion model, evaluated at time  and looking forward to time : 

 
 
Key to the successful application of the method in more complex models (in whose case small-time asymptotics becomes 
relevant) is the choice of the frequency u at which one should evaluate the option-implied characteristic function. We provide 
several rules of thumb for choosing the aforementioned frequency and scrutinise, both via numerical analyses and simulations, 
the sensitivity of the quality of volatility estimates to frequency choice. We find the characteristics of the price process which 
have the highest influence upon the estimates and find that the method exhibits high accuracy across a large range of feasible 
frequency choices. 
We also discover that our method yields estimates that are significantly more accurate than those resulting from fitting an 
imperfectly specified stochastic volatility model to observed option prices. Additionally, the method is at least several hundred 
times cheaper than estimation from a computational point of view. 
We proceed with estimating instantaneous volatility over a daily sample of option prices from August 2003 through October 
2010. We assess the performance of filtered volatility as a predictor of future realised integrated volatility, as measured by 
jump-robust realised integrated volatility measures, such as e.g. bipower variation. The filtered volatility compares favourably 
against the aforementioned realised measures. 
We also investigate the feasibility of using the characteristic function based volatility filtering method on intra-day data, in 
order to offer a tool for estimating asset price volatility at a higher frequency – and more precisely – than realised measures 
allow. 
Our study should be judged against a broad context of recent literature which attempts to disentangle the continuous and jump 
variation in asset prices. These are of interest both to practitioners who wish to efficiently hedge their market exposures, and to 
academics who wish to separate the effects of continuous and discontinuous price movements on market risk premia. 
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16) Gianpaolo Parise (USI and SFI) 
Does Fund Trading Pressure trigger Firm Timing of Payout Policies? 

The ability of firm executives to time the market, i.e., to exploit temporary windows of opportunity in which the price diverges 
from fundamentals to implement policies that favor existing shareholders, has been widely scrutinized by the literature. 
Early contributions to the field were suggestive of some managerial skill. However, more recent works have questioned these 
findings.  
In a recent paper, Khan, Kogan, and Serafeim (2012) use fund liquidity shocks as an instrument to study whether firms issue 
new shares when price diverges from fundamentals due to fund induced price pressure. The authors identify price movements 
originated by the buying activity of funds with extreme inflows to show that the probability of SEOs increases.  However, 
there is plenty of evidence that investors chase returns casting some doubts on the exogeneity of the identification. 
This paper tackles a related question: ``Do firm managers time their payout policies?’’. The resulting analysis provides 
evidence for a causal effect of the trading pressure induced by liquidity concerns of institutional investors on payout policies. 
The identification strategy exploits the underperformance in the reported return over assets (ROA) of a particular industry as 
an exogenous event that triggers outflows in the funds over-exposed to that industry (this approach generalizes Hau and Lai 
(2012), where the authors propose to use the financial crisis as exogenous shock). It will be showed that these funds suffer 
higher investor-redemptions than their peers and are forced to liquidate non-distressed stocks (i.e., stocks that are unrelated 
with the distressed industry). Fund Trading Pressure (FTP) pushes these stocks below their fundamental value and triggers a 
change in firm payout policies. 
Healthy companies, coherently with the market timing hypothesis, take advantage of these temporary misprices to cut 
dividends in order to repurchase shares at a discount. This result suggests that managers have skill and act in the best interest 
of current shareholders. 
This paper contributes to the literature adding two main results. Firstly, it shows that managers are able to spot temporary 
underpricing of firm shares and take advantage of these opportunities cutting dividends in order to buy back shares at a lower 
price. This result confirms the hypothesis that managers decide firm policies on the basis of  stock price movements and have 
the necessary skills to time their decisions in an optimal manner.  
Secondly, this paper shows that profitability shocks originated at the firm level have an influence on the policy choices of 
apparently unrelated firms through the trading pressure of institutional investors holding both of the stocks. This result 
contributes to explain how economic shocks travel through the financial market and how mutual fund trading activity connects 
otherwise unrelated firms. 

 
17) Ilaria Piatti (USI) 

Heterogeneous Beliefs on Rare Event Risk and Variance Risk Premia 
This paper builds a general equilibrium model in which agents disagree about the likelihood of rare events and studies its 
implications for the variance risk premium. In particular, I study the dependence of equity and variance risk premia to the 
cross-sectional distribution of wealth and the level of disagreement. The aim is to understand the economic dynamics behind 
some empirical features of the variance risk premium which have been recently documented. 
Bollerslev, Tauchen and Zhou (2009) show that the variance risk premium is able to explain a nontrivial fraction of the time-
series variation in post-1990 aggregate stock market returns at short horizons, and motivate this link theoretically based on a 
long run risk model with stochastic volatility of consumption growth volatility. However, Bollerslev and Todorov (2011), 
using high frequency data for the S&P500 futures, find that more than half of the variance risk premium is driven by disaster 
risk and suggest that any satisfactory equilibrium-based asset pricing model must be able to generate large and time-varying 
compensation for rare disasters. The idea that the possibility of sudden downward jumps in consumption growth may help 
explain the equity premium puzzle dates back to Rietz (1988) and more recently Gabaix (2010) and Wachter (2013) give an 
answer to several asset pricing puzzles, such as the excess stock market volatility, including a time-varying risk of disasters in 
otherwise standard models. The rare disaster literature however does not try to explain the puzzling dynamics of the variance 
risk premium and its predictability power for future excess returns. I try to fill this gap starting from a general equilibrium 
model in which two sets of agents have different beliefs on the probability of a consumption disaster on the lines of 
Dieckmann (2011) and Chen, Joslin and Tran (2012). Disagreement is important to allow for a source of non-continuous 
variation in the variance risk premium dynamics, consistent with the observed premia. Interestingly, the model implies a time-
varying predictive power of variance risk premia for future excess returns, which depends on the distribution of wealth and 
the level of disagreement. I test empirically this link and preliminary findings suggest that the relation between excess returns 
and variance risk premia is indeed nonlinear and related to measures of disagreement and optimism. 
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18) Andreea Piloiu (UNIL and SFI) 
Systemic Risk in the European Banking System: A Network Theoretic Approach 

In the light of the recent financial crisis, robust systemic risk analysis has surfaced as one of the most important tools for 
improving financial stability. The objective of this research is to calibrate a financial network model and use it to analyze 
contagion and systemic risk. Previous research on the subject analyzed mainly networks built on direct bank linkages, as 
represented by interbank exposures. However, many theoretical results about contagion in financial networks have not been 
tested empirically because of data scarcity; there are few countries for which complete data of interbank exposures is available. 
Networks consist of nodes (in our setting these are the banks and other financial institutions) and edges (a measure of how one 
node is linked/exposed to other nodes). Whereas nodes are easily identifiable, the difficulty is to construct the edges. Some 
papers, e.g. Billio et al. (2012),  and Elsinger et al. (2004, 2006),  provide some guidance on how this can be achieved by 
using asset return correlations and causal regressions, an approach that we improve in this paper. We analyze dependence 
structures in equity returns, probabilities given by distances to default and systemic risk measures for financial institutions. To 
estimate the weights on the edges, we use the technology developed by Engel et al. (2012) such as the conditional copula 
model. This approach has allowed us to obtain dynamic beta coefficients that we use for constructing the linkages between 
banks. One important contribution of the paper is that the network we proxy is dynamic and allows us to analyze its evolution 
in time depending on the financial environment. Moreover, using data on returns and systemic risk measures will allow us to 
analyze indirect bank connections that have an important impact on contagion, but on which the current literature remains 
mostly silent. Initial results indicate that systemic risk both for individual institutions and at sector level is highly dependent 
on the structure of the financial network. Further analysis of the coefficients and their implications, for example in regulatory 
issues, will be developed. 

19) Rémy Praz (EPFL and SFI) and Emmanuel Leclercq (EPFL and SFI) 
Equilibrium Commodity Trading  

We develop an equilibrium model of commodity spot and futures markets in which commodity production, consumption and 
speculation are endogenously determined and influence each other. Trading by financial speculators reduces the costs of 
hedging for commodity producers. This leads to an increased supply of the commodity, hence lowering expected spot prices 
to the benefits of the end-users of the commodity. However, speculation may be detrimental to producers because they 
increase their production without internalizing the externality of price reduction due to greater supply. In the presence of 
asymmetric information, speculation serves as a learning device, allowing the producers to estimate market demand from the 
futures prices. If the producers cannot distinguish whether a shift in the futures prices is driven by speculators' superior 
information or stems from exogenous hedging motives, an increase in the mass of speculators can result in an increased 
volatility of both the production and the spot prices. Furthermore, open-interest on the futures market can convey information 
about the spot prices beyond what the futures prices reveal. 
 

20) Irina Prostakova (UNIL and SFI) 
Capital Structure Decisions in the Network Framework 

Firms do not make capital structure decisions in a vacuum. The default of one firm affects the credit risk of the others and may 
cause contagion. Empirical studies show that both intra- (Leary and Roberts (2011)) and inter-industry (Kale and Shahrur 
(2007)) links affect an individual firm’s capital structure policy. The natures of connections between companies vary with the 
roles which each plays in the relationship. The firm could be a competitor, a supplier, and a customer simultaneously, but it 
chooses the type-inherent behaviour as a response to its partners’ observed characteristics. This multifunctionality allows us to 
consider the firm as an element of a network. The purpose of this paper is to construct an adequate network structure that 
enables us to explore the behaviour of the decision transmission mechanism and eventually to understand through which 
channels firms depend on their surroundings. 
In this paper the proxy for the customer-supplier connections between individual companies is inter-industry input-output 
relations. An economy is presented as a network, in which each node is an industry. Each node has its individual 
characteristics: average size, profitability, tangibility, market-to-book ratio, R&D expenditures, as well as a capital structure 
decision: mean leverage ratio. The industries are expected to determine their actions (debt issuing) not only based on its 
specific properties, but also as a response to adjacent nodes’ actions. 
The paper demonstrates the negative relation between partner industries’ leverages, thus implying that the industries with 
highly levered partners are prone to keep lower leverage. This conclusion supports the theory that leverage is partly used as an 
instrument to maintain the stability of the firm’s total amount of risk rather than to improve its bargaining position. It is also 
shown that although the traditionally defined capital structure determinants work and the partner effects are observable, the 
most important factor in capital structure decisions is the firm’s leverage in the previous time period.  
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21) Mirco Rubin (USI and SFI), with Patrick Gagliardini (USI and SFI) and Christian Gourieroux (CREST) 
Positional Portfolio Management 

In this paper we introduce and study positional portfolio management. In a positional allocation strategy, the manager 
maximizes an expected utility function written on the cross-sectional rank (position) of the portfolio return, instead of the 
portfolio return itself as in standard portfolio management. The objective function reflects the desire of the manager to be 
well-ranked among his/her competitors. A positional strategy can be interpreted as a traditional strategy in which the standard 
utility function is replaced by a stochastic utility, which is function of the cross-sectional distribution of returns. One of the 
objectives of this work is to measure the loss of absolute performance due to a positional strategy. We also want to check if a 
positional strategy overweight the risky assets in the portfolio, compared with standard management based on the expected 
utility of future portfolio returns.  
To implement positional strategies, we specify a nonlinear unobservable factor model for the asset returns. The model 
disentangles the dynamic of the cross-sectional returns distribution and the dynamic of the ranks of the individual assets 
within the cross-sectional distribution. The cross-sectional distribution of asset returns is in the Variance-Gamma family, to 
allow for the presence of stochastic mean, variance, skewness and kurtosis. In our model the positional persistence can depend 
on unobservable individual heterogeneities and a stochastic dynamic factor. These two specifications are used jointly to derive 
the underlying dynamic factors, their estimated dynamics as well as the distribution of individual heterogeneity for the set of 
stocks.  
The complete dynamic model is used to construct and implement positional portfolio strategies. We estimate the model on a 
large set of stocks traded in the NYSE, AMEX and NASDAQ markets between 1990/1 and 2009/12, and recover the 
systematic risk factors that drive the cross-sectional distribution and the position persistence of individual stocks. We use the 
estimated model to compare empirically the risk-return trade-off of positional, mean-variance, traditional momentum and 1/n 
strategies. Preliminary results show that positional strategies outperform equally weighted and momentum strategies in terms 
of Sharpe ratio.  
 

22) Stefanie Schraeder (UNIL and SFI) and Qunzi Zhang (UNIL and SFI) 
Learning about Recessions: Information Costs Explains Time-varying Liquidity  

We present a general equilibrium model within an incomplete market including state dependent information costs.  
Our setup includes two agents: One entrepreneur and one external investor. The entrepreneur has an investment opportunity, 
which enables him/her to run a project, whereas the investor has the opportunity to help financing the project without doing 
the project himself. As the entrepreneur is directly involved in the project he/she immediately knows the state of the economy, 
including the current dividend level and future expectations. In contrast, the investor can only observe the current dividend 
level but does not know whether the economy is in a recession or not. For this he/she needs to pay some cost to learn.  Like 
for example shown in Bloom et al. (2012) the probability of entering into a recession and the uncertainty about the economy is 
much higher in low production (meaning low dividend) periods. Thus, the investor rationally fears more about entering a 
recession and is willing to pay higher information costs in bad times.  
We are able to explain the liquidity dry ups in bad times in a general equilibrium. Moreover, we explain the hot and cold 
equity issuance problem in financial markets.  Specifically, we identify under which conditions the entrepreneur issues 
equity/debt or cuts consumption (using internal resources) to (re)finance his project. Through this mechanism, we also get the 
time varying optimal capital structure.  
Through the time varying information costs we obtain a time varying liquidity premium in both good and bad economic states. 
Since the problem of liquidity dry ups in bad time is anticipated by the market participants, our model generates a higher than 
previously explainable equity premium in good times. 
A further contribution from our model is that we provide a new theoretical explanation for the time varying relationship 
between bond and stock prices, which is documented by a growing empirical literature such as Connolly et al. (2005), Baele et 
al. (2010) and Burkhardt and Hasseltoft (2012). 

23) Dustin Schuette (HSG) 
Who you are is who you know – evidence on the value of investment banking relationships from the financial crisis 

Do relationships with investment banks have a significant impact on firms’ investment and financing policies? This question 
is of particular current relevance, given the significant restructuring of the investment banking industry and the corresponding 
reformation of investment bank-client relationships in the wake of the financial crisis of the late 2000s. During this period, 
four major investment banks failed and filed for Chapter 11 (Lehman Brothers) or had to be taken over (Bear Stearns, Merrill 
Lynch, and Wachovia). We use this unique setting to investigate whether the disruption of underwriter relationships following 
the demise and subsequent takeover of a company’s underwriter affects firms’ investment and financing policies. We provide 
evidence that this is indeed the case. Using a difference-in-differences approach that contrasts changes in investment and 
financing of clients of troubled underwriters to clients of other investment banks, we document that firms that had contracted 
a troubled underwriter as lead underwriter of a capital issue in the three years prior to September 2008 (our treatment sample) 
experienced a reduction in investment and financing that is on average 6.0% and 11.9% larger than for control firms. Our 
results further show that treated companies change their financing mix towards sources of financing that are less information-
sensitive such as internal financing, leading to a reduction in cash holdings. We perform a number of robustness tests trying to 
rule out alternative explanations and mitigate concerns that our results are driven by confounding factors unrelated to 
investment banking relationships. In this context, we show that e.g. our documented treatment effect decreases with the 
strength of the underwriter relationship. 
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24) Reza Solgi (USI and SFI) with Antonietta Mira (USI) 
A Bayesian Semiparametric Multiplicative Error Model with an Application to Realized Volatility 

A semiparametric multiplicative error model (MEM) is proposed. In traditional MEM, the innovations are typically assumed 
to be Gamma distributed (with one free parameter that ensures unit mean of the innovations and thus identifiability of the 
model), however empirical investigations unveils the inappropriateness of this choice. In the proposed approach, the 
conditional mean of the time series is modeled parametrically, while we model its conditional distribution nonparametrically 
by Dirichlet process mixture of Gamma distributions. 
Bayesian inference is performed using Markov chain Monte Carlo simulation. This model is applied to the time series of daily 
realized volatility of some indices, and is compared to similar parametric models available in the literature. Our simulations 
and empirical studies show better predictive performance, flexibility and robustness to mis-specification of our Bayesian 
semiparametric approach. 
 

25) Jovan Stojkovic (USI and SFI) 
An Option to Cheat: An Application of Option Theory to Value Flipping in Bookbuilt IPOs 

Understanding what drives underpricing in Initial Public Offerings (IPOs) has generated a large amount of interest in financial 
literature, as it is a direct cost to the issuing firm which literally “leaves money on the table” for the investors. Loughran et. al 
(2002) identify that during the period of 10 years from 1990 to 1999 companies in the US left $27bn on the table. 
Acknowledged market imperfections that systematically occur within IPOs are the presence of underpricing shadowed by 
flipping, defined as the immediate sale of the issued stock. Ellis (2004) recognizes that flipping develops pervasive effects in 
IPOs as it characterizes 16% to 31% of IPOs depending on market and deal conditions. It may be argued that flipping is 
beneficial to the secondary market as it creates liquidity. However, it also causes downward price pressure and excess 
volatility which long-term investors do not appreciate. Therefore, they require an initial price reduction to shield themselves 
from these adverse effects. As such, flipping is demonized by underwriters, whom in fact try to discourage it by means of 
penalties and banning schemes. As a point in case, the Wall Street Journal reported that for the Facebook IPO: ''Fidelity 
Investments, for example, bars clients who sell IPO shares within 15 days of buying them from participating in future IPOs for 
six months, and ramps up penalties if clients do so again.''1  
Despite its apparently prominent role, the relation between ex-post flipping and ex-ante underpricing has been broadly studied, 
but the ultimate implications of flipping on the underpricing are still unclear. In this paper, a novel direction to quantify the 
amount of underpricing that can be explained by investors flipping is proposed. The model describes flipping behavior by 
building a real option structure on top of the IPO environment. The IPO investor faces a trade-off between exercising the 
option to cheat by flipping the IPO to cash in the underpricing and being banned by the underwriter from all future IPO 
allocations. In the real option framework, the flipping prices correspond to the values of the underlying, while the initial offer 
prices are mapped to the stochastic strike. As such, this setup sensibly fits into the perpetual American call option model 
studied by McDonald et. al. (1986), which leads to a tractable, closed-form solution for the value of flipping.  
The model allows us to decompose the option value into two intuitive components: the instantaneous payoff and the time 
value of waiting. Since the time value of waiting is a non-monotonic and convex function its corresponding minimal value is 
inferring the optimal and rational flipping price for the flipping investor, for which it is worth to leave the IPO market 
indefinitely. Therefore, through this process the investors are able to predict their optimal flipping price for each 
corresponding IPO. To gain tractability the model assumes that the investor is excluded from the market indefinitely. This 
results in an overestimated optimal flipping price because in real-life investors that flip are likely to be banned from 
subsequent IPOs just for a limited time period. For this reason the model is likely to characterize an upper bound for the 
effects of flipping. It yields motivating insight, that the time value of waiting is non-monotonic and that ex-post flipping 
behavior does have an economically significant negative effect on ex-ante underpricing. The non-monotonic shape of the time 
value of waiting also leads to several predictions that are in line with some stylized characteristics of IPOs, such as IPO 
underpricing clustering in hot markets.  
The option model is calibrated to a sample of 1,526 US IPOs, during the period of 1975-1984, for which data for offer and 
flipping prices are available. Thereafter, the resultant estimated flipping values as predicted by the model are applied as an 
additional regressor in explaining cross-sectional differences in IPOs underpricing. Controlling for firm-specific and market 
characteristics, the resulting model’s predicted flipping price explains 5% of the variability of underpricing, while being a 
statistically significant determinant of underpricing. In particular, the economic significance of the coefficient is interpreted as 
on average at most 31% of underpricing is due to investors that flip the IPO on the first day. With the average amount of 
$27bn underpricing, the resultant estimates imply that about $8.3bn constitutes compensation for investors’ flipping behavior. 

 
26) Lujing Su (UZH and SFI) with Maria Putintseva (former UZH and SFI) 

The impact of liquidity on information acquisition and performance 
This paper extends the information acquisition problem to a more realistic setting with transaction costs. Instead of spending 
all the capacity to learn only the asset with the highest squared Sharpe ratio, we show that various learning combinations are 
possible. In fact, the investor's initial asset allocation and transaction costs of the asset also play an important role in 
determining which asset to learn.  When an asset's transaction costs rise, it becomes less attractive for the investor to learn. 
When the initial holding varies, the same investor learns different assets. Furthermore, we show that for an initial distorted 
allocation, it takes a skilled investor relatively long to adjust his portfolio. Therefore, transaction costs prevent skilled 
investors from outperforming less skilled investors and the index. 

                                                           
1 The Wall Street Journal, Nov. 5th, 2012, “Facebook’s Closest Friends Left the Party First”. 
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27) Volodymyr Vovchak (USI and SFI) 
Liquidity and investment horizon 

The importance of investment horizon was acknowledged as far as in the late 70s. Levhari and Levy (1977) argue that taking 
a wrong investment horizon in empirical tests of asset pricing models causes bias in the systematic risk and other econometric 
issues. Furthermore investment horizon plays an important role in the liquidity literature. Investment horizon importance 
raises from importance of liquidity, which has received renewed attention in recent years. Literature advocates importance of 
liquidity on both levels: liquidity as a characteristic (trading cost, trading activity, price impacts etc.) and liquidity as a 
separate pricing factor. Researchers agree that less liquid stocks grant higher returns, a so called liquidity premium and there 
is strong commonality in liquidity. Question, following all universe of liquidity results is: do these results help to make profit? 
At first look one may think that answer is no, since higher returns are observed for less liquid stocks, i.e. stocks with high 
transaction cost. These costs restrict investors from achieving profits promised by empirical findings. Thus, transaction cost 
serve as a limit to arbitrage. But what about long term investors, who can avoid substantial trading cost and hence reap returns 
provided by illiquid stocks. This research aims to clarify relationship between liquidity and the time a given stock is held in 
average investor’s portfolio. It’s worth noting that liquidity and liquidity and liquidity risk are not the same. Liquid stock may 
carry high liquidity risk, and illiquid stocks may have liquidity risk. Teo (2011) shows that hedge funds carry much of the 
liquidity risk in their portfolio. We try to go beyond this result, and look into liquidity risk preferences of the investors 
depending on their average investment horizon. There are few papers the relation between liquidity and investment horizon. In 
their paper Amihud and Mendelson (1986) provide the theoretical proof that asset with higher spreads are held by long term 
investors in equilibrium. The empirical test of the proposition is done by Atkins and Dyl (1997), who find strong evidence in 
favor of the statement. Here, we are going to test the same hypothesis for broader spectrum of liquidity measures and for 
longer time span. Result behind this exercise will allow us to better understand relations behind the liquidity and the holding 
horizon. This research piece provides the following conclusions. Concerning the first question we find that illiquidity (relative 
spread, Amihud measure) is positively related to the investment holding horizon. That is to say, more liquid stocks are traded 
mainly by the short term investors. Second, we find that liquidity risk is negatively related to the holding horizon. Saying it 
differently, we find that stocks that are held by short term investors are, in general, more disposed to aggregate liquidity 
shocks. Short term investors are willing to take on more liquidity risk than long term investors. 
 

28) Hien VU (USI and SFI) 

Effects of equity underwriting relationship on financing and investing policies: Evidence from the Lehman bankruptcy 
Fernando et al. (2012) find that Lehman’s equity underwriting clients experience significant negative abnormal returns around 
its bankruptcy because the value of their relationship was eliminated. The value created from the relationship may be partially 
from capital access facilitation. I investigate whether the Lehman bankruptcy has any effects on financing and investing 
policies of the bank’s formal clients. Using difference-in-difference method, I find no evidence of these effects. Specifically, I 
find no significant difference in likelihood of equity issuance between Lehman’s formal clients and control firms since the 
collapse up to April 2013. I also find no significant difference-in-difference in size of equity issuance between the two groups 
before and after the year of event. In addition, I find no significant difference-in-difference in total investment, total financing 
and their elements between the two groups one year before and one year after the event. I conclude that a firm’s financing and 
investing policies are not certainly affected by the relationship with an investment bank.  
 

29) Zexi Wang (UZH and SFI) 
Short sellers, institutional investors, and corporate cash holdings 

This paper studies the relationship between corporate cash holdings and stock short sales. Short sales facilitate negative 
information to be impounded into stock prices. The society can share the knowledge through the price system (Hayek (1945)), 
and firms' stakeholders, such as liquidity providers, customers, suppliers, managers and other employees, can infer relevant 
information for their decision making (Baumol (1965)). Short sellers' behavior harms firms' relationship with stakeholders, 
isolates the firms from the society, and makes external financing more difficult. Cash holdings can serve as the ideal 
ammunition for the battle with short sellers and be used as unconditional liquidity support during negative events. This paper 
provides evidences that the short selling pressure strengthens the precautionary motive of cash holdings. The results are robust 
after controlling relevant firm characteristics, investors' heterogeneity of belief, investment horizon, institutional monitoring 
incentive, and other information channels such as financial analysts. The simultaneous equation system confirms the causality 
from short sales to cash holdings and denied the reverse causality. It also facilitates to better understand short selling activity 
in the financial markets. This paper provides direct evidence that the activity in financial markets has real effects on economy 
and is not just a sideshow. 

30) Max J. Wirz (UNIL) with Jan P.Kulak (EPFL and SFI) 
Offering Speed and Private Placements: Evidence from a Quasi-Natural Experiment 

We empirically show that the time delay for raising debt in public markets has a pronounced impact on firms’ switching to 
private placement. We exploit the 2005 Security Offerings Reform as a quasi-natural experiment where for a subset of large 
U.S. firms the regulatory delay (1-1.5 month) associated with raising public debt is eliminated. Difference-in-differences 
estimates suggest a direct link between regulatory delay on public markets and the share of private placements. Following the 
Reform, treated firms have reduced their share of private market placements by 25-30% in comparison to control-group firms. 
The empirical findings lead to the conclusion that the SEC has succeeded in containing the growth of private placements and 
strengthening public markets. 
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31) Francesca Zucci (EPFL and SFI) 
Managerial Discretion, Uncertain Financing, and Investment 

I examine the dynamic effects of managerial discretion on corporate cash holdings, investment, and financing decisions, by 
distinctively recognizing that firms may face uncertainty in their access to capital markets when in the need of funds. In this 
framework, tunneling and over-investment increase corporate demand of funds, while financing uncertainty shrink supply, 
calling for a wiser usage of liquidity. Hence, a self-interested manager needs to balance private wealth maximization against 
under-investment and liquidation concerns, to ensure dynamic efficiency to avoid his loss of control. In the light of this trade-
off, I characterize explicitly the manager's corporate decisions, derive a closed form solution for the manager’s value function, 
and identify the agency costs of managerial moral hazard. The manager voluntarily restricts his rent-seeking and over-
investment when the cash buffer is low, but he seeks to prevent this scenario by delaying dividends, searching for investors in 
the presence of positive savings, and evading a strict pecking order in investment funding. Thus, the agency costs of 
managerial discretion are not just direct cash diversion, but also these spillover distortions from value-maximizing corporate 
policies. Coupling together frictions on both the demand and the supply of funds, the model provides a unified theoretical 
framework to explain a key set of empirical regularities on corporate real and financial policies. 

 
 
 
 
 
 
 
 


