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Abstract

This paper investigates the relationship between capital structure, managerial equity
ownership, and firm value in firms suspected of having ‘extreme’ agency problems. We study
emerging market firms and find that book leverage is associated with a reduction in the value
loss attributed to the separation of managerial control rights from cash flow rights.  Sub-sample
tests indicate that this effect is more pronounced in firms with larger levels of ‘discretionary’
spending.  When we examine the specific types of debt issuances, we find that subsequent
internationally-syndicated term loans lead to a 56 basis point five-day abnormal return, on
average, for firms from emerging markets.  No other forms of debt capital are shown to add
value to shareholders.  Further, we find that these syndicated term loan abnormal returns are
concentrated in firms whose management group has a separation of its control and cash flow
rights or high levels of discretionary expenditures.  Syndicated bank loans also create value for
firms with already high leverage ratios.  Overall, our results suggest that international banking
syndicates are able to mitigate managerial agency problems in emerging markets.
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I. Introduction

Jensen (1986) suggests that debt capital plays a vital role in curtailing incentives to

‘overinvest’ created by the separation of control rights and cash flow rights.1  Debt capital can

provide a benefit to minority shareholders in firms with excess cash flow for investment, low

growth opportunities, and managers intent on empire building.  The monitoring associated with

debt capital can also help to screen managers as they reveal their type by self-selecting into

various types of debt markets.  Screening can lead to shareholder gains by providing information

to market participants.  The extent to which debt capital creates value is jointly determined by 1)

the degree of separation of control and cash flow rights, 2) the amount of growth opportunities,

3) the characteristics of debt contract offered, and 4) the level of ‘effective’ protection provided

to investors and creditors by the codified forms of corporate governance.

Several authors examine certain aspects of this complex topic.  For example, McConnell

and Servaes (1995) analyze the relationship between corporate value, leverage, and direct

managerial ownership for U.S. firms.  They find that firm leverage is positively correlated with

firm value when a firm’s growth opportunities are scarce.  James (1988) and Lummer and

McConnell (1989) find that certain bank-related financing agreements lead to positive abnormal

returns for U.S. firms.  They argue that banks perform vital information collection and

monitoring activities that are useful to all investors.  Finally, La Porta, Lopez-de-Silanes, Shleifer,

and Vishny (henceforth, LLSV) (2000) demonstrate that the level of ‘effective’ protection (a

combination of ‘rule of law’ and investor and creditor rights) is positively correlated with

shareholder valuation.  They focus on the relationship at the country level between agency

                                                     
1 We present a review of the theoretical literature in the following section.
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problems induced by poor legal protection of minority shareholders and the median shareholder

valuation among the 20 largest companies in 27 countries.

These and other papers shed considerable light on various aspects of the governance,

capital structure, and valuation issues facing managers and outside investors.  However, they are

generally conducted in developed-market settings, where codified and enforced institutional

governance mechanisms may already play a primary role.  This paper seeks to identify the

combined role of capital structure and ownership in mitigating ‘extreme’ agency problems that

may occur when institutional governance is lacking.  We provide a firm-level examination of the

relationships that exist between shareholder value, leverage, and corporate ownership structures.

We limit our analysis to firms operating in environments characterized by an extreme separation

of control rights from the cash flow consequences of those rights and an insufficient ‘rule of

law’ to enforce minority shareholder rights and creditor rights.  Both characteristics increase the

potential for ‘extreme’ agency problems of overinvestment or outright diversion of funds.

We rely on two sets of tests to draw inferences.  The first set of tests explores the

relationship between the cross-sectional variation of firm value and corporate ownership and

leverage.  These regressions help to explain the average impact of leverage on firm value.  We

also examine the incremental shareholder value associated with certain types of debt financing

decisions using traditional event study techniques.   This methodology allows us to isolate the

effect of the incremental leverage decision on shareholder valuation from the cumulative effect

of past leverage decisions on shareholder valuation. Agency theory dictates that debt capital

creates value by aligning incentives at the margin.  Cross-sectional tests fail to isolate these

marginal considerations.  Moreover, in emerging markets it is not uncommon for interlinked

family groups to control both a firm and its bank; such familial ties between bank lending

officers and corporate managers may be a lucrative source of funds for self-interested managers.
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In these circumstances, domestically issued debt capital may not provide effective monitoring

and may not serve as a signal of management quality.  As such, firms headquartered in countries

with poor creditor and investor protection laws may seek to assuage investor concerns by

volunteering for more stringent disclosure requirements in international or foreign capital

markets.

We examine cross-sectional differences in various forms of debt capital controlling for

the degree and type of potential agency problem. We find that debt capital reduces the value loss

attributed to the separation of managerial control rights from cash flow rights. We next

implement ‘conditional’ sorts in order to isolate cross-sectional differences in the benefits to

debt capital according to various firm- and market-specific characteristics. Sub-sample tests

indicate that this effect is more pronounced in firms with above-median levels of investment and

below-median levels of dividend yields. Both variables serve as proxies for firms with larger

levels of ‘discretionary’ spending.  Further regression specifications reveal that short-term debt

accounts for much of the reduction in value loss in firms whose management has significantly

levered its cash flow rights into higher control rights.

Our event study shows that subsequent internationally-syndicated term loans lead to a 56

basis point five-day abnormal return, on average, while initial syndicated term loans show no

abnormal returns.  In the initial loan agreement, banks may not have an information advantage

over other market participants and thus no new information is revealed.  Once a bank syndicate

exists, firm-specific information is obtained which may be passed on to investors through

subsequent issues of term loans.  Further, we Further, we find that these syndicated term loan

abnormal returns are concentrated in firms whose management group has a separation of its

control and cash flow rights or high levels of discretionary expenditures.
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The paper is organized as follows.  Section 2 summarizes the related theoretical

literature. Section 3 describes the sample construction and provides statistics on both our sample

firms and sample of debt issuance activity.  Section 4 examines the average relationship between

debt capital, ownership structure, and firm value using cross-sectional regression models and the

marginal impact of debt issuance on firm value using time-series regression models.  Section 5

integrates the analysis from the previous two sections from a governance perspective and

describes cross-sectional differences in the marginal benefits to debt issuance on firm value.

Section 6 concludes.

II. Agency Costs, Ownership, and Capital Structure

Debt capital has long been associated with agency problems that naturally arise from the

separation of ownership and control [see, for example, Grossman and Hart (1982), Jensen

(1986), Stulz (1990), Hart and Moore (1995), Novaes and Zingales (1995), and Jung, Kim, and

Stulz (1996)].  For example, when managers earn private benefits of control, they may have

rational incentives to expand the size of their firm even if it is not in the shareholders’ best

interests.  However, the presence of debt capital can mitigate this type of agency problem.  Debt

commits managers to pay out funds on a regular basis, thus providing a built-in discipline that

can curtail this ‘overinvestment’ problem. Debt capital increases shareholder value in this setting.

On the other hand, debt can also lead to ‘underinvestment’, a second form of agency

costs implicit in highly-levered firms [see Myers (1977)]. The presence of too much debt forces

managers to allocate operating cash flow to debt servicing requirements. Thus, even managers

who act in the best interest of shareholders may be forced to forego positive net present value

projects. Debt capital decreases shareholder value in this setting.



5

Stulz (1990) develops a model in which debt helps to align managers’ and outside

shareholders’ interests thereby alleviating the ‘overinvestment’ problem while at the same time

leading to the possibility that management may be forced to forego positive net present value

projects to service the debt in the future.  McConnell and Servaes (1995) refer to this

conundrum as the ‘two faces’ of debt.

The separation between the direct equity ownership of management (its cash flow rights)

and the effective control exercised by management (its control rights) appears as the common

component in all agency theories.  While Jensen and Meckling (1976) argue that increased

managerial ownership is always beneficial, Morck, Shleifer, and Vishny (1988) and Stulz (1988)

argue that firm values will be lower when management owns enough equity to control the firm,

but not so much that they bear a substantial portion of the cash flow consequences associated

with their actions.

The existence of debt and the nature of managerial cash flow rights and control rights

combine to determine the net effect of the agency problem on shareholder value.  However, the

degree to which either impacts shareholder wealth may be limited if minority shareholder rights

and creditor rights are protected under the prevailing legal environment. The codification of

investor and creditor rights establishes the means by which outside investors and creditors can

influence the actions of managers.  LLSV (1997, 1998) find that the existence and enforceability

of mechanisms for corporate governance (minority shareholder protection and creditor rights

protection) are related to the relative development of capital markets across countries. Hence,

codification is only a sufficient condition, but respect for the ‘rule of law’ serves as a necessary

condition.

Debt may also create value for outside shareholders by resolving information

asymmetries.  The existence of alternative sources of debt capital provides managers with the
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opportunity to signal their firm quality in markets with asymmetric information.  Diamond

(1991) suggests that firms acquire reputations through successful contracting in private debt

markets.  Private creditors such as banks provide costly monitoring and information gathering

services that can be imputed into a firm’s credit rating through time.  Firms with high credit

ratings or high quality firms may self-select into public debt markets and bear high issuance costs

in order to signal their quality.  On the other hand, firms with low credit ratings or medium

quality firms may choose to earn a reputation by subjecting themselves to restrictive covenants

and monitoring by private lenders.  In the latter case, the monitoring services may not alter the

underlying actions of management.  The existence of monitoring simply provides an avenue for

firms to signal quality.  Outside shareholders may value this information.

 The inter-relationship between debt capital, managerial cash flow rights and control

rights, and ‘rule of law’ determine the extent to which agency problems survive and impact

shareholder value. This paper examines these relationships under ‘extreme’ conditions. We

describe the role of debt capital in mitigating ‘extreme’ agency problems resulting from the

separation of ownership and control where other governance mechanisms are lacking.

Corporations headquartered in emerging markets serve as the ideal candidates for our study.  We

suspect these firms suffer from ‘extreme’ agency problems for two reasons:  1) the existence of

pyramid ownership structures frequently allow managers to obtain control of a firm with only a

small fraction of the firm’s cash flow rights, and 2) the inadequacy or lack of enforceability of

minority shareholder protection and creditor rights allows managers greater flexibility to make

self-serving operating, investing, and financing decisions.2  The combination of these two

conditions creates an environment in which self-interested managers may easily expropriate

outside shareholders and creditors.
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La Porta, Lopez-de-Silanes and Shleifer (henceforth, LLS) (1999), Claessens, Djankov,

and Lang (2000), and Lins (2000) document the degree to which managers leverage their cash

flow rights into control rights in emerging markets. Managers of firms from these countries

acquire ownership rights through various channels, both direct and indirect. It is common to

find managers who have levered a given equity (cash flow) stake in a firm into at least twice as

many control rights through indirect holdings in a pyramid ownership structure. Claessens,

Djankov, Fan, and Lang (1999) and Lins (2000) document that this form of ‘cash flow rights

leverage’ is negatively related to firm value.

Furthermore, domestic banking markets, which account for an average of 95% of all

external financing in emerging markets [see Domowitz, Glen, and Madhavan (2000)], may

accomplish little in terms of mitigating these agency costs or screening firms.  LLSV (1997) find

that while emerging markets of English origin have reasonable investor and creditor protection

laws, these countries often lack a general ‘rule of law’ sufficient to enforce these protections.

Emerging markets that developed French-style legal systems appear even worse off.  Most of

Latin America falls under this category.  These countries lack investor and creditor rights and

suffer from an overall lack of enforcement of the few protections that do exist.  In general, the

level of protection and the enforceability of these protections are highly correlated with the level

of capital market development across countries.  Moreover, a common practice throughout

emerging markets is the creation of business groups which partner traditional trade sector firms

to creditors.  In this context, the traditional banking roles of monitoring and performing due

diligence are absent.

 Harvey and Roper (1999) attribute the severity of the recent crisis in East Asian

emerging markets to the lack of corporate governance.  Favorable trade credit, subsidized

                                                                                                                                                                    
2 Johnson, La Porta, Lopez-de-Silanes, and Shleifer (2000) provide evidence on the outright diversion of funds by
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lending among members of business groups, and the cross-subsidization across business

segments creates cash flow coveted by self-interested corporate managers. When domestic

lending practices lack due-diligence, shareholders may look towards extra-national creditors for

the lending discipline and monitoring required for debt capital to mitigate the negative wealth

effects of ‘extreme’ agency problems.  Shareholders may reward managers who either (1) self-

select into new markets to signal their quality or (2) undergo monitoring as they are forced into

these markets because of domestic credit constraints.

Given our sample construction, we expect to find that debt capital creates value in

emerging market corporations via improved governance. However, our previous comments

suggest that not all debt capital is created equal.  Lending by domestic financial intermediaries

and domestic debt markets may be linked to the self-serving interests of managers. Therefore,

even for firms with ‘extreme’ agency problems we may find that domestic debt exacerbates the

agency problem and leads to value destruction. In countries that lack sufficient creditor rights,

local banks may not face enough incentive to provide the costly monitoring and informational

services they provide in the United States. Moreover, the distinctions between financial

intermediaries and corporations are blurred by the structure of business groups and family

ownership commonplace in emerging markets. Subsidized lending may be more the rule than

the exception.

On the other hand, international debt capital may help to mitigate agency costs. For

example, corporations issuing foreign bonds must follow regulations stipulated in the country of

issue. Usually, the degree of creditor protection and ‘rule of law’ are substantially higher in these

markets. Moreover, depending upon the marketplace, foreign regulators may require additional

levels of public disclosure and registration requirements.  Consider foreign bonds issued in the

                                                                                                                                                                    
managers in countries with French-origin legal systems.
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United States. Yankee bonds fall under the consideration of the Securities Act of 1933 requiring

disclosure of financial statements consistent with GAAP. They also typically receive an issue

rating from a certified rating organization such as Moody’s Investors Services or Standard and

Poor’s Corporation.

This level of disclosure has been hypothesized to create a ‘certification’ effect that may

lead to an increase in shareholder wealth [see Miller and Puthenpurackal (2000)]. However,

Chaplinsky and Ramchand (1999) and Harvey, Roper, and Rasiel (2000) report that a

considerable proportion of the issue volume from emerging markets in the U.S. debt market falls

under Rule 144A, in which case firms are not required to report financial statements that

conform to U.S. GAAP.3  Further, issuers from Argentina, Brazil, and Mexico make up the

largest number of issuers participating in this market and, as mentioned previously, these

countries have relatively poor creditor protections.  Thus, we suspect that these issues may not

help to mitigate agency costs and may even provide additional funds to self-serving managers.

International bonds, commonly referred to as Eurobonds, are typically issued from an

underwriting syndicate.  Since Eurobonds are outside the jurisdiction of any particular country,

they lack the enforcement mechanisms that protect creditors in foreign bond markets.4  As such,

creditors do not have a say about how the borrower conducts its financial affairs. While default

clauses stipulate that default occurs if there is nonpayment of interest or principal, these clauses

do not guarantee the creditor specific rights over the assets or management of a firm technically

in default.  Moreover, most countries do not have pre-offering registration or disclosure

                                                     
3 The implementation of Rule 144A in April 1990 allowed foreign issues sold in the United States to bypass the
Securities and Exchange Commission’s disclosure and registrations requirements, provided that they were sold to
qualified institutional buyers.
4 Creditors can file suit against non-U.S. corporations issuing foreign bonds in the United States. However, the
mandate of the court may be moot if the foreign company does not possess assets located somewhere under the
sovereignty of the United States.
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requirements for Eurobond issues.  These characteristics suggest that Eurobond issues may not

be very effective at aligning incentives or providing certification benefits.

Internationally-syndicated term loans may provide the only source of debt capital that

can help mitigate the effects of ‘extreme’ agency costs found in environments where

management has significantly levered up its cash flow rights, local outside investors and creditors

are afforded little protection under the law, and management pursues a self-serving agenda.

Syndicated term loans typically offer short maturities, restrictive covenants, and negative pledge

clauses that constrain the actions of management. While in theory these clauses may not be

enforceable, in practice management’s heavy reliance on funds from syndicated banks may make

it more likely to abide by the conditions of these contracts. A relatively short maturity means

that management must either repay a loan out of operational cash flow or refinance it more

frequently than they might otherwise prefer. We suspect that internationally-syndicated loans

provide the discipline and information usually associated with financial intermediaries in more

developed markets. Furthermore, we expect that shareholders will benefit from subsequent

rounds of refinancing as bank managers certify compliance on behalf of firm management

according to the clauses present in the current loan contract.

III. Sample Construction

A. Sample selection criteria

We investigate the relationship between capital structure, ownership structure, and firm

value for firms domiciled in emerging markets.  Because we require a variety of financial and

accounting data for our analysis, we limit our sample to those firms listed on the Worldscope

database at some point during the reporting periods of 1990 through 1997.  To ensure that firms

within each country are subject to the same level of reporting standards, we exclude firms that
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are not listed on the stock exchange(s) of a given country.  We also exclude financial firms (those

with primary SIC codes in the 6000s) from our analysis as they have inherently different leverage

and other characteristics relative to industrial firms.  After applying these screens, our full sample

totals 1706 firms from the following 24 emerging markets: Argentina, Brazil, Chile, China, the

Czech Republic, Hong Kong, India, Indonesia, Israel, Malaysia, Mexico, Pakistan, Peru, the

Philippines, Poland, Portugal, Singapore, South Africa, South Korea, Sri Lanka, Taiwan,

Thailand, Turkey, and Venezuela.

In order to examine the role debt plays in mitigating agency problems that naturally arise

from the separation of ownership and control, we require a measure of this degree of separation.

Managers in emerging markets acquire ownership rights through both direct and indirect

holdings.  Indirect holdings refer to pyramid structures in which control rights to Firm A (i.e.,

the sample firm) are held through Firm B or Nominee Account B which has a stake in Firm A

(i.e., the sample firm’s blockholders).  Cash flow rights held by management will be lower than

control rights when indirect stakes with less than full ownership or shares with superior voting

rights are used in a firm’s ownership structure.5

Lins (2000) aggregates the control rights and cash flow rights held by a firm’s management

group and its family members and creates a variable that measures how a firm’s cash flow rights

are levered into control rights by the management group.6  This measure is called ‘Cash flow

rights leverage’ and it is computed as management group control rights divided by cash flow

rights and includes both pyramid and non-voting equity effects.7  This measure is obtained for

                                                     
5 With the exception of Brazil and Peru, firms from these emerging markets rarely use superior voting rights shares.
6 The management group of Firm A is deemed to have indirect control via Firm B (or Nominee Account B) if one
or more managers or their families has an equity blockholding in B or is a top manager of B.  Also, firms are
removed from the sample if more than 10 percent of the cash flow rights of the firm’s direct blockholders cannot
be observed.
7 For example, if Firm B owns 50 percent of Firm A and the management group of A owns 50 percent of Firm B,
then management group control rights for Firm A equal 50 percent while their cash flow rights equal 25 percent
and cash flow rights leverage is equal to two.
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the 1995 or 1996 time period.  Values for cash flow rights leverage are truncated at the 95th

percentile (a value of about 10) to alleviate problems with outliers.  Of the original 1706 firms,

we are able to obtain cash flow rights leverage from Lins (2000) for 1132 firms from 18

emerging markets (sufficient data could not be obtained for firms from China, India, Mexico,

Pakistan, Poland, and Venezuela).

We employ several measures to describe a firm’s capital structure.  First, we use leverage

ratios provided in the Worldscope database for our full sample of 1706 firms.  We employ a

basic leverage ratio, defined as total debt divided by total assets, as well as ratios that capture the

maturity of a firm’s debt such as the ratio of short term debt to assets, long-term debt to assets,

and the ratio of short term debt to total debt.  We investigate whether these types of leverage

affect firm value controlling for the ownership structure of the firm.

Unfortunately, a firm’s balance sheet does not provide a very rich description of the

heterogeneity of its debt.  Firms may solicit funds from domestic, foreign and multinational debt

markets as well as from more traditional creditors such as banks. The heterogeneity of debt

contracts across these various funding sources may have very different implications for the

relationship between debt, ownership structure and firm value for emerging market firms.  In

order to further investigate whether the type of debt matters, we collect issue-level information

across key public and private international and local debt markets for our full sample of firms.

We collect data from 1980 to 1997 on syndicated bank issues from Capital Data’s

Loanware database and public and private bond-related placements from SDC’s Global New

Issue Database.  The vast majority of issuance records in these databases occur after 1990.

Firms for which a debt issuance record can be observed using these sources constitute our

issuing sample.8  We require both the issue signing date and principal amount of the contract be

                                                     
8 This issuing sample constitutes a subset of that analyzed by Roper (2000).



13

identified.  Of the 1706 firms in the full sample, we identify at least one issue for 896 firms.  The

issuing sample contains emerging market firms that issued debt in foreign bond markets (e.g.

Samurai, Bulldog and Yankee bonds) as well as Eurobond issuers. We also incorporate

international syndicated issues such as term loans, revolving credits, euro commercial paper

programs, and euro CD programs.  The issuing sample also includes the domestic public and

private bond market issue record for firms from Argentina, Brazil, the Czech Republic,

Indonesia, Malaysia, Mexico, Peru, Portugal, Singapore, South Korea, Thailand, and Venezuela.9

Obviously, the issuing sample does not provide a complete picture of the debt funding available

to firms. We lack issuance information from domestic banks. Moreover, the issuing record

compiled may not be comprehensive for the markets we consider. Nevertheless, the issuance

data is broadly representative of the types of funding available to firms from emerging markets.

For the remainder of the paper, we will refer to the different samples as follows:  full

sample (1706 non-financial publicly-traded firms from Worldscope), cash flow rights leverage

sample (1132 firms from full sample with cash flow rights leverage variable identified), issuing

sample (896 firms from full sample with at least one issue specific debt contract identified) , and

cash flow rights leverage issuing sample (387 firms found in both the cash flow leverage sample

and the issuing sample).

B. Sample Characteristics

Table 1 contains descriptive statistics for the full sample of firms as well as for our

subsamples. The first column provides firm level averages for key financial variables for the full

sample.  The table shows that the emerging markets firms covered by Worldscope are relatively

                                                     
9 SDC Global New Issue Database provides issuance information from these domestic bond markets from 1991-
1997.  The only exception is the South Korean bond market.  The SDC database incorporates South Korean
domestic issues from 1994 onward.
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large, with an average firm size (measured by total assets) of US$1.17 billion.  The basic leverage

ratio of debt to assets of 0.30 is broadly consistent with the values found for this measure by

Rajan and Zingales (1995) for firms from the U.S. and other developed countries.  The ratio of

short-term debt to total debt is just above 50 percent, a number consistent with debt levels

reported by Rajan and Zingales for developed-market firms outside of the U.S. and Canada.

The second column of Table 1 identifies statistics for the cash flow rights leverage

sample.  We find that management groups make extensive use of mechanisms that uncouple

their cash flow rights from their control rights.  Mean cash flow rights leverage for this sample is

2.09, implying that the average management group across these emerging markets is able to turn

one cash flow right into more than two control rights.  Other statistics in the subsample are

comparable to those in the full sample of firms.

The third column of Table 1 displays characteristics of firms that issue debt in the capital

markets or syndicated loan markets.  Firms from the issuing sample are much larger in size than

the overall Worldscope full sample.  They also have slightly higher total leverage and a slightly

lower proportion of short-term debt to total debt.  If larger and more recognizable emerging

market firms are better able to tap the public and international debt markets, this could account

for these summary statistic differences between the issuing and full samples.

Finally, the fourth column of Table 1 displays the characteristics of firms for which cash flow

rights leverage can be computed that also issued public or private bonds or internationally-syndicated

debt.  When compared to the overall cash flow rights leverage sample of 1132 firms, the 387 firms

that also issued debt are larger, have higher total debt levels, and lower short-term debt ratios.  Thus,

the same differences that exist between the full and issuing samples also persist when the sample is

restricted to include only those firms for which cash flow rights leverage can be obtained.
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Table 2 describes the issue and firm characteristics and distribution of debt issuance by

year and marketplace for the sample of issuing firms.  In general, emerging market corporations

have made liberal use of the market for syndicated bank-related finance.  This finding is

consistent with evidence presented by Domowitz, Glen, and Madhavan (2000) and Harvey,

Rasiel, and Roper (2000).  Panel A of Table 2 provides issue- and firm-level descriptive statistics.

For our issuing sample of firms, the first rows show that the aggregate issue volume from 1980

to 1997 for the syndicated market amounted to more than the combined issuance record from

domestic, foreign, and international bond markets, with syndicated term loans the most

frequently used instrument.  In fact, syndicated term loans account for almost half of the total

issuance activity for our emerging market firms.  The average term loan is about 50 percent

larger in size than the average domestic bond issuance.  The average maturity for term loans in

our sample is 5.3 years. ‘Revolving Credits’ are agreements that provide the recipient firm with a

pool of funds that can be drawn against as needed, subject to covenants, and are often short-

lived.  The syndicated issues group ‘Other Instruments’ does not cleanly fit into the term loan or

revolving credit categories; however, most of these funds represent some form of contingent

credit commitments and do not necessarily reflect funding proceeds.

Foreign bonds issued in the United States tend to be both the largest in issue size, $180.8

million, and longest in issue maturity, 10.0 years to maturity.  Firms that require substantial dollar

proceeds may also turn to the Eurobond market.  The average issue size for domestically-issued

bonds is about one-third to one-half the size of Yankee Bond or Eurobond issues.

Panel A of Table 2 also provides firm-level descriptive statistics based upon the type of

debt issue.  For consistency, descriptive statistics are reported for fiscal year-end 1996.  Firms

that issue in international bond markets are large, on average, relative to firms that issue in

domestic bond markets and the syndicated banking market.  The average size, measured as total
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assets in U.S. dollars, of an emerging market firm issuing Yankee bonds or Eurobonds is almost

$9 billion.

Panels B and C of Table 2 highlight issue frequency and issue proceeds by year and

marketplace for the period 1990-1997.  We tabulate only these years for brevity’s sake

because they constitute the vast majority of the issuance activity reported by our data

sources.  Over the 1990–1997 period, syndicated issues constitute the largest proportion of

issues (64%) and total issuance volume (59%) of the various debt instruments.  They have

played a consistent role as the primary source for extra-national financing for firms from

emerging markets.  For each year, syndicated term loans comprise at least 36% of total debt

issue proceeds (maximum of 55%), far exceeding the other forms of debt capital that we

study.  Despite its relative importance, the internationally-syndicated banking market has

been largely ignored in previous capital structure studies.

IV. Valuation Methodology and Results

A.  Valuation methodology

To assess the valuation impact of leverage and its potential to control agency costs

associated with a separation of management control and cash flow rights, we examine the

relationship between firm value and capital structure using both book leverage and incremental

debt issuance.  We begin with an investigation into the cross-sectional determinants of firm

value using accounting data predominantly from fiscal year-end 1996.10   As a proxy for firm

value in the cross-sectional regressions, we compute Tobin’s Q as the market value of equity plus

the book value of assets less the book value of equity in the numerator and the book value of

                                                     
10 For some firms, 1996 data is incomplete so we use fiscal year 1995.  We avoid using 1997 accounting data because
of the onset of the Asian financial crisis.



17

assets in the denominator.  Q is winsorized at the 1st and 99th percentiles to alleviate problems

associated with outliers.  Cash flow rights leverage and various debt ratios are the variables of

interest in our regressions.

To help ensure that the effects attributed to ownership and capital structure are not

caused by other correlated factors, several variables that may help to explain the cross-sectional

variation in Tobin’s Q are included in the regressions as controls.  Specifically, we incorporate

proxies for size (log of U.S. dollar denominated total assets) and discretionary expenditures (ratio

of capital expenditures to assets).  To account for the possibility that inter-country variation in

accounting treatments affects the measurement of Q and other variables, country dummies

(fixed effects) are included in all regressions.11  To control for industry effects, dummy variables

corresponding to industry groups are used in all regressions.12  We report cross-sectional

regression results for both the cash flow rights leverage sample and the cash flow rights leverage

issuing sample.

The cross-sectional regressions are designed to explain the variation in firm value that

can be attributed to deviations in firms’ ownership structures and capital structures.

Unfortunately, book leverage can be a poor proxy for the ability of debt to align incentives at the

margin for managers who have significantly uncoupled their control rights from their cash flow

rights.  Also, cross-sectional regressions measure the average valuation impact across firms with

similar characteristics.  However, two firms with identical leverage ratios may have

fundamentally different types of debt on the books which could differentially affect their

valuation.  Specifically, we hypothesize that lenders who provide valuable monitoring and

                                                     
11 We considered models in which country effects are allowed to be random as the base case for all regressions, but
chose a fixed effects framework for two reasons.  First, a fixed-effects model allows for testing for variations in the
leverage, ownership, and Q relation within a country.  Second, the Hausman test rejects the null that country effects
are random in almost all regressions.
12 We use industry groupings as categorized by Campbell (1996) which are also used by Lins and Servaes (1999) for
international Worldscope data.
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perform due diligence in the loan issuing process may create more value at the margin than

lenders who lack the ability or desire to perform such functions.  In order to examine this

hypothesis, we require more detailed information about a firm’s capital structure.  Moreover, we

are also interested in measuring the valuation impact of leverage at the margin.

Traditional event study analysis provides an excellent medium to test the marginal

impact of incremental financing decisions on the firm value.  Using our issuing sample of firms,

we collect daily local currency return data from FACTSET.13 The availability of daily security

price data significantly constricts our issuing sample.  Whereas the initial issuing sample had 896

firms, the restricted sample of firms used in the event study contains 514 firms.

We estimate a market model for each firm using local currency daily returns.  We proxy

for the market return using the Morgan Stanley market-capitalization weighted indices.

Mikkelson and Partch (1986), James (1987), Lummer and McConnell (1989) and Miller (1999)

also use the market model to proxy for the normal return process.  In particular, Miller (1999)

uses the market model for both developed and emerging markets in his analysis of depositary

receipt issues.  We estimate the market model parameters over a period beginning 120 trading

days before and ending 20 trading days before the issue date.  Abnormal returns are defined

from 19 trading days prior to the issue until 19 trading days following the issue date.  Since our

data include multiple issues for some firms, we exclude returns corresponding to abnormal

returns of previous issues in our estimation of the market model.  We report five-day cumulative

abnormal returns and their corresponding z-statistics using standard tests for significance.  The

five-day event window includes one trading day prior to issue, the issue date, and three

subsequent trading days.
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B. Valuation results

The effect of book leverage and managerial ownership on firm value in emerging

markets is analyzed in Table 3.  Reported standard errors have been corrected for

heteroscedasticity using White (1980).14  Model (1) documents that a firm’s debt level and degree

of separation between managerial control rights and cash flow rights are both negatively related

to firm value.  The coefficient on cash flow rights leverage of  -0.0235 indicates that decreasing

cash flow leverage from 2 to 1 would increase a firm’s Q value by 0.0235. A management group

could potentially effect this change by selling its interest in an indirect holding and using these

proceeds to purchase shares directly.  While the negative coefficient on cash flow rights leverage

is expected as it mirrors that reported in Lins (2000), the large negative coefficient on leverage is

inconsistent with the positive coefficient reported for U.S. firms by McConnell and Servaes

(1995).  It is possible that this difference in sign results from differences in creditor rights and

the extent to which loan officers are providing proper due diligence across the two samples.

Although financial leverage and managerial cash flow rights leverage appear to decrease

firm value, the presence of debt may still help reduce agency problems associated with

misaligned managerial incentives since many of the countries have strong creditor rights.15 Thus,

we expect that debt may be able to limit the degree to which the management group acts in its

own self interest.  However, if the rule of law is sufficiently ignored or if the incentives of loan

officers corresponds to those of corporate managers (as is the case in business or family groups

with affiliated banks), then debt is unlikely to play a positive role in disciplining managers.

                                                                                                                                                                    
13 Since most of the firms in our sample have multiple share classes outstanding, we select the particular equity issue
that Worldscope considers to be the most liquid and widely held by outside shareholders.
14 Our standard errors allow for firm-level heteroscedasticity. Estimations that incorporate variance clustering by
groups (industry or country) are also analyzed and provide qualitatively similar results and are not tabulated for
brevity.
15 LLSV (1997) report that 5 (Hong Kong, Indonesia, Israel, Malaysia, and South Africa) out of the 18 countries in
our sample have creditor rights that offer the same basic protections as do those in the United Kingdom. Moreover,
at least 8 countries in our sample have creditor rights that parallel those found in Germany.
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To test whether debt may at least partially alleviate agency problems, we interact the

debt-to-assets ratio with cash flow rights leverage in regression Model (2).  The coefficient value

of 0.0937 is not large enough to overcome the negative unconditional effect of debt; however,

the sign and significance of the coefficient suggests that debt plays some role in helping to

mitigate the value loss resulting from the separation of control and cash flow rights.  As a

robustness check, we partition our sample into firms with above- and below-median levels of

debt and re-estimate the first model.  In the high debt sub-sample, there is no negative effect of

cash flow rights leverage on value.

We suspect that the governance provided by debt is related to the degree of the potential

agency costs of overinvestment.  While all firms in the sample should face these agency costs by

construction, those firms whose management has large levels of ‘discretionary’ expenses are

potentially more severely affected. We partition the sample based on two proxies for

‘discretionary’ spending: the ratio capital expenditures to assets and the dividend yield.16  Table 4

reports the results of these two sub-sample breakouts. The interaction term shows that debt

capital plays a more substantive role in preserving firm value among firms with high capital

expenditure ratios and low dividend yields.

In Table 5 we investigate whether maturity makes a difference in the governance

potential of debt.  While both long-term and short-term debt constrain management in so far as

they both require management to allocate cash flow to debt service, short-term debt requires

management to interact with capital markets or financial intermediaries more frequently, which

may further limit management’s self-serving behavior.  For firms with long-lived assets,

however, short-term debt provides a larger source of financial risk and may therefore negatively

impact shareholder value.  The regression models in Table 5 include the short-term and long-
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term debt ratios separately as well as interactions with the agency cost proxy, cash flow rights

leverage.  The coefficient on short-term debt is large and negative in the regression models,

consistent with the idea that assets and liabilities are mismatched.  However, the interaction term

in Model (1) shows that short-term debt alone accounts for the significant effect of debt capital

in mitigating the value loss attributed to cash flow rights leverage, which indicates that it may

indeed be helpful in mitigating agency problems.  To further assess this result, we split the

sample based on the median short-term to total debt ratio. We find that the negative effect of

cash flow rights leverage is more pronounced in firms with lower relative levels of short-term

debt, which is again consistent with the proposition that short-term debt matters more from a

governance perspective.

Recall that the cash flow rights leverage sample that is used in the regressions of Tables 3

through 5 can be divided into two groups: a cash flow rights leverage issuing sample and a cash

flow rights leverage non-issuing sample. The average firm in the cash flow rights leverage issuing

sample is larger, more levered, and has a significantly longer debt maturity structure than a firm

in the overall cash flow rights leverage sample (see Table 1).  Given the results from Model (3)

of Table 3, we may expect the impact of size and leverage to dominate in this sub-sample.  In

short, the sample may be comprised of firms that face higher financial risk and this may

overwhelm any effect attributed to cash flow rights leverage or the interaction of cash flow

rights leverage and financial leverage.

In Table 6, we explore whether the relationship between ownership structure, capital

structure, and firm value in the cash flow rights leverage issuing sample is different than that for

the full cash flow rights sample. The first columns of Table 6 report parameter estimates for

                                                                                                                                                                    
16 Firms from Brazil and Chile are excluded in the dividend yield analysis due to these countries mandatory dividend
regulations.
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regressions from Tables 3 and 5, but they are estimated on the smaller cash flow rights leverage

issuing sample.

The coefficients for cash flow right leverage from Models (1), (2), and (3) are not

significant at standard reporting levels.  Thus, it may be the case that these issuing firms have

resolved agency tensions by successfully contracting in an environment which forces

management to act in the best interest of outside shareholders. On the other hand, the issuing

sub-sample may simply lack sufficient power to detect the effect of cash flow rights leverage.  To

test this, we re-estimate the basic model using the cash flow rights leverage sample, but include a

debt issuer dummy intercept and an interaction dummy between cash flow rights leverage and

the debt issuer dummy.  Models (4) and (5) show that the debt issuer dummy is never significant.

These results suggest that the cash flow rights leverage issuing sample may not have different

slope coefficients for cash flow rights leverage than those found in the larger cash flow rights

leverage sample.

However, it is still possible that outside shareholders in the cash flow rights issuing

sample are in fact preoccupied with the financial risk of high leverage.  If so, we expect that

incremental debt issuances will be viewed unfavorably.  On the other hand, if outside

shareholders are concerned with both the financial risk and the risk of expropriation by

management, their response to incremental debt policy may be heterogeneous and may depend

on the type of debt contract issued and the prevailing potential for agency problems.

In order to examine these hypotheses, we explore the relationship between firm value

and incremental debt policy using an event study and detailed issue information about particular

debt contracts.  An advantage to the event study is it will allow us to examine the incremental

valuation impact of particular debt issues controlling for contract-specific information.

Moreover, combining the abnormal returns with the cross-sectional attributes used in the cross-
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sectional study will allow us to explore the cross-sectional variation in abnormal returns across

our sample of firms.

Table 7 presents five-day issue period excess returns for all issues in the issuing sample

that meet our estimation criteria.  The issues are segregated according to the marketplace of

issue: internationally-syndicated bank issues, domestic bonds, foreign bonds, and international

bonds. The sample of 677 syndicated term loans has a small but insignificant return. Revolving

credits are associated with a loss of 58 basis points to outside investors. This negative abnormal

return is significant at the 5% level.  Turning to the bond market, we find no significant

abnormal excess returns surrounding the issuance of our 81 Yankee bonds, a result which is

inconsistent with the positive and significant excess return of 84 basis points found by Miller

and Puthenpurackal (2000) around the announcement period of these events.17  Domestic

bonds, on the other hand, are accompanied by a negative 82 basis cumulative abnormal return

that is significant at the 5% level.  These domestic issues generally lack the stringent disclosure

requirements found in the U.S. bond markets and may result from relationship lending among

business groups.

Our preliminary results indicate that international bond issuance is unrelated to excess

return performance. However, one problem with the analysis presented in Table 7 is that it

averages the effects of multiple issues by firms. If international markets have inferior

information about emerging market corporations and if local emerging capital markets are

capital constrained relative to international markets, then emerging market firms may have an

incentive to issue in global markets (and to incur costs of issue) in order to acquire beneficial

                                                     
17 It is likely that the discrepancy results from either differences in event windows (issuance versus

announcement) or from differences in the sample selection criterion as the Miller and Puthenpurackal (2000)
sample includes 93 issues of which 60 issuers are from Canada. Also, most of the issues in our sample are filed
under rule 144A and do not have that disclosure or registration that is required of public Yankee bonds.
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reputations for future capital.  Diamond (1989) explores this marginal trade off in his

examination of reputation acquisition through successful debt contracting.  Firms who issue

debt and subsequently fulfill their contractual obligations acquire good reputations. In emerging

markets, we expect that firms may acquire reputation in international capital markets through

cross listing of equity shares or through issuing international debt.  Firms may also issue globally

in order to access a more diverse investor base [Merton (1987)].

Lins, Strickland, and Zenner (2000) find that cross listing of equity shares by emerging

market firms increases access to both debt and equity capital markets. Cross listing of debt may

have the same desirable impact.  Miller and Puthenpurackal (2000) find evidence in support of

this argument for a sample of Yankee bond issuers.  Whereas Miller and Puthenpurackal argue

that reputation leads to higher abnormal returns for the initial issue, Lummer and McConnell

(1989) show that subsequent issues generate most of the abnormal returns associated with bank

debt issuance.

In part both may be correct. While the successful fulfillment of debt contracts may

benefit reputation, repeated debt issuance can lead to excessive leverage which may, in turn,

affect the borrower’s ability to repay debt and thus lower its perceived reputation. The effect

may depend on debt maturity since short-term debt issuances often represent just a rollover of

current debt.  Long-term debt, however, is often not retired prior to its maturation so

subsequent issues may increase leverage and financial risk.

In Table 8, we examine whether there is a reputation effect that accrues to tapping the

international debt markets by looking at excess returns for initial international issues and

subsequent international issues.  Panel A indicates no significant excess return associated with

the first international debt offering in any of the markets we study.  This finding is inconsistent

with the statistically significant abnormal return performance measure for U.S. firms issuing in
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the Eurobond market as measured by Kim and Stulz (1988).  Subsequent international bond

issues also show no incremental shareholder return.  However, conditional on having at least

one international debt obligation outstanding, Panel B shows that subsequent syndicated term

loans are associated with a 51 basis point positive five-day excess return significant at the five

percent level.  In contrast, syndicated revolving credit agreements are associated with negative

abnormal returns.  One possible agency cost explanation of this differential is that the initiation

of a revolving credit agreement does not necessarily fully commit a bank group’s funds.  The

syndicate’s funds are committed based upon the borrowing firm meeting pre-specified

covenants at the time it wishes to draw down its revolver.18  Therefore, revolving credit

agreement initiations and renewals do not necessarily indicate a firm’s compliance with debt

covenants. Term loans, on the other hand, disburse proceeds up front and violations of

covenants allow the bank group to place the firm in default, an action which negatively impacts

the management group.

The results so far suggest that outside shareholders react favorably to international

syndicated term loan issues.  Lummer and McConnell (1989) find that most of the abnormal

returns associated with bank loan agreements in the U.S. result from the positive renegotiation

of the lending terms in subsequent financing rounds, a result consistent with Diamond’s (1989)

reputation acquisition hypothesis. In Table 9, we specifically examine syndicated issues and

segregate them by whether they are initial or subsequent international syndicated banking

agreements. Panel A of the table reconfirms our previous finding from splits on overall

international issuances.  Emerging market firms experience no abnormal return from their initial

syndicated term loan issue.  However, subsequent syndicated term loan issues are associated with

                                                     
18 We thank several U.S. based syndicated managers for helpful discussions on this issue.
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a 56 basis point abnormal return while revolving credit agreements again display negative

abnormal returns.

Our event study analysis suggests that some, but not all, debt contracts result in either

gains or losses to outside shareholders.  Moreover, there appears to be a close correspondence

between the type of debt capital employed and the level of ‘effective’ creditor protection

available in the marketplace of issue.  Domestic debt in emerging markets is not identical to

domestic debt in developed markets due to differences in the ‘rule of law’ or the relationships

between loan officers and firm managers.  International bond markets may not provide

incremental governance either.  For example, Eurobond offerings are not subject to stringent

disclosure requirements and result in a diffuse lender base that may be unable to coordinate

costly monitoring and due diligence activities.  Whereas the Yankee bond public market has

strict disclosure requirements, the diffuse lender base may also result in little to no monitoring

activity.  The Rule 144A Yankee bond market, where most of our issues occur, has no

incremental disclosure requirements.  On the other hand, the international syndicate issuing term

loans specifies a lead manager who performs the due diligence and monitoring of the debtor and

is held accountable for performing these services.  Furthermore, internationally-syndicated loans

are inherently less subject to the cronyism of domestic bank lending in emerging markets as

syndicates are often controlled by outside banks that do not have “relationships” with the issuer.

Summing up what we have found so far, our cross sectional regressions provide some

evidence that debt can help lessen the negative effects of managerial cash flow rights leverage

and that it does so particularly when leverage is low or discretionary spending is high.  However,

the level of debt itself is negatively related to shareholder value.  Our event study analysis

suggests that the implicit monitoring and reputation enhancement that accompanies subsequent

syndicated term loans benefit outside shareholders of emerging market firms.
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In Table 10, we evaluate the impact of syndicated term loans based upon the

characteristics of the firms that issued them. Even though most firms in this analysis are already

more highly levered than the average Worldscope firm, syndicated term loans appear to add

value in the firms that may be most subject to agency problems.  Our most direct proxy for the

presence of ‘extreme’ agency problems is whether the management group has levered its cash

flow rights into higher control rights using pyramids or non-voting shares.  When we split the

sample of syndicated term loan issuers into those that have cash flow rights leverage above unity

and those that do not, we find that the benefits of syndicated term loans are concentrated in

firms with high cash flow rights leverage.  For these firms, outside shareholders capture

cumulative abnormal returns of 68 basis points.  This result confirms our previous cross-

sectional results that the presence of debt helps to mitigate managerial agency problems.  The

table also shows that shareholders of firms with relatively high levels of capital expenditures, a

proxy for discretionary spending, benefit from syndicated term loans. Even highly-levered firms

appear to benefit from issuing syndicated term loans which contradicts the inferences from the

cross-sectional regressions that debt unconditionally reduces firm value.

V. Conclusions

Our analysis offers a glimpse into the complex relationship between capital structure,

ownership structure, corporate governance, and ‘extreme’ agency problems.  We study emerging

market firms which are potentially subject to a high degree of agency problems due to the

separation of managerial control rights and cash flow rights and a lack of external corporate

governance.  We find that certain forms of debt capital can help create wealth for shareholders

in this environment. When international banking syndicates issue term loans, they appear to

create wealth for a borrowing firm’s shareholders by ‘encouraging’ management to undertake
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actions that lead to successful reissues in this market.  Syndicated banks create value at the

margin even for firms with high leverage ratios. This finding suggests that the debt servicing

requirement already on the books is either insufficient or does not bind management to actions

consistent with preserving shareholder value. We also find that the benefit to syndicated term

loans is confined to firms whose management group uses techniques such as pyramid ownership

structures or non-voting equity to lever its cash flow rights into higher levels of control rights.

Not all forms of debt capital create value.  Domestic bond issuances do not impact the

shareholder wealth of the borrowing firms, which is not surprising since they may pose more of

a problem than a solution to managerial agency conflicts due to the level of ‘insider’ banking

performed within business and family groups in emerging markets.  We also find that Eurobond

and Yankee bond issuances do not affect shareholder value.

Finally, our empirical analysis reveals that cross-sectional studies that try to test theories

about marginal considerations may make incorrect inferences. Our cross-sectional tests indicate

that highly-levered firms cannot, on net, use debt capital to alleviate the potential value loss due

to agency problems resulting from the separation of cash flow rights and control rights.  The

unconditional value loss associated with any increase in leverage outweighs the potential benefit

that debt capital creates by mitigating the negative impact of the separation between cash flow

rights ownership and control. However, the event study analysis indicates that even highly-

levered firms benefit from incremental debt capital issued in internationally-syndicated loan

markets.

A question remains as to why international syndicates of banks seem willing to bear the

cost of monitoring even if they fall outside the jurisdiction of the relevant local laws.  An

interesting topic for future research is to find the incentive structure that compels international

banks to risk debt capital when their creditor rights are not fully enumerated or enforced.
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Mean Median Mean Median Mean Median Mean Median

Total assets 1170 322 963 240 1782 560 1979 *** 577 ***

Capex to assets ratio 0.08 0.06 0.08 0.06 0.09 0.06 0.09 0.07

Dividend yield 0.03 0.02 0.03 0.02 0.02 0.02 0.05 0.02

Total debt to assets ratio 0.30 0.30 0.28 0.27 0.35 0.34 0.34 *** 0.34 ***

Short-term debt to assets ratio 0.16 0.13 0.16 0.13 0.16 0.13 0.16 0.14

Short-term to total debt ratio 0.55 0.54 0.60 0.62 0.45 0.43 0.50 *** 0.50 ***

Cash flow rights leverage - - 2.09 1.00 - - 2.23 1.00

Number of observations 1706

Table 1

Summary statistics for emerging market firms 

Worldscope is the source for all financial data. The full sample includes all non-financial publicly-traded firms listed on Worldscope at some point 
during the reporting periods of 1990 through 1997.  Values reported are predominantly for fiscal year-end 1996.  Tobin’s Q  is computed as 
market value of equity plus book assets less the book value of equity all divided by assets. Cash flow rights leverage is computed as management 
group control rights divided by management group cash flow rights and includes both pyramid and non-voting equity effects.  The values for 
cash flow leverage have been truncated at the 95th percentile.  The ratio of short-term debt to total debt is set equal to zero in cases where there 
is no debt in the capital structure of a firm.  Assets are reported in millions of U.S. dollars.  

Full Sample

The cash flow rights leverage sample includes all of the firms from Lins (2000) for which cash flow rights leverage can be obtained.  The issuing 
sample includes the firms from the overall sample for which a debt issuance record could be obtained using the Bondware/Loanware database 
and the SDC New Issues database.  The cash flow rights leverage issuing sample includes those firms with cash flow rights leverage for which a 
debt issuance record could also be obtained.  ***, **, and * indicate that a statistic from the cash flow rights leverage issuing sample is different 
from the cash flow rights leverage firms that did not issue at the 1, 5, and 10 percent levels, respectively.

387

Cash Flow Rights 
Leverage Sample

Cash Flow Rights Leverage 
Issuing Sample

1132 896

Issuing Sample



Panel A:  Issue and Firm Characteristics
Domestic Eurobonds Total

Term Loans
Revolving 
Credits

Other 
Instruments

Bonds       Yankee      
Bonds Other

Issue Characteristics
Number of issues 1061 113 312 262 119 59 315 2,241
Issue size (millions USD) 87.6 70.3 94.3 59.6 180.8 125.3 107.5 208,633
Issue maturity (years) 5.3 2.9 5.6 4.9 10.0 7.7 6.9 -

Firm Characteristics
Total assets (millions USD) 5,712 1,376 5,342 3,178 8,958 6,575 8,898 -
Capex to assets ratio 0.11 0.07 0.10 0.07 0.12 0.10 0.10 -
Dividend yield 0.02 0.03 0.03 0.02 0.03 0.03 0.02 -
Total debt to assets ratio 0.41 0.39 0.42 0.32 0.32 0.36 0.45 -
Short-term debt to assets ratio 0.16 0.18 0.15 0.14 0.09 0.12 0.18 -
Short-term to total debt ratio 0.41 0.50 0.38 0.45 0.26 0.32 0.40 -

Syndicated Issues Foreign Bonds

Table 2

Issuing Sample Descriptive Statistics

Descriptive statistics for firms and issues from our issuing sample of 2241 syndicated issues, privately placed debt, and publicly placed debt obtained 
from the SDC Global New Issues database and the Capital Data Loanware database.  Our sample includes issues from non-financial, publicly traded 
firms across 19 emerging markets. We require all firms to be identified within the Worldscope database. Firm characteristics are predominantly for 
fiscal year-end 1996 and are defined in Table 1.  Total proceeds are listed in millions of U.S. dollars  Panel A provides statistics for the  debt issues by 
category and for the firms that issue this debt and includes the entire issuance record (1980-1997) from our debt issuance databases.  Panel B lists 
issue frequency by year and type while Panel C lists the total proceeds of these issues.  For brevity, we provide frequency and proceeds information 
only from 1990-1997 for these panels.  



Panel A:  Regression analysis

Independent Variable
Intercept 1.8816 *** 1.9598 *** 1.7902 *** 2.1739 ***

(0.2977) (0.3028) (0.4689) (0.5558)
Log of assets -0.0530 *** -0.0545 *** -0.0176 -0.1059 ***

(0.0222) (0.0222) (0.0224) (0.0380)
Capital expenditures to assets 0.4866 0.4836 0.4163 0.8703

(0.3116) (0.3114) (0.3371) (0.7519)
Debt to assets -0.8747 *** -1.0718 *** -0.1948 -0.8626 *

(0.1637) (0.1938) (0.2337) (0.5276)
Cash flow rights leverage -0.0235 *** -0.0484 *** -0.0067 -0.0389 ***

(0.0073) (0.0139) (0.0079) (0.0120)
CF rights leverage x debt/assets 0.0937 ***

(0.0353)
R-squared
Number of observations
Mean value of debt to assets
Median value of debt to assets

Panel B:  Difference in coefficients between samples

Independent Variable
F-test statistic

Debt to assets
Cash flow rights leverage 

0.43 0.12
1131 1131 565 566

0.41 0.11

Above-median 
debt to assets

Below-median 
debt to assets

0.30 0.31 0.25 0.32

Above vs. below median 
debt/assets

Table 3

The effect of leverage and ownership on firm value in emerging markets

The cross-sectional regressions in Panel A use variables defined in Table 1. Tobin’s Q is the dependent variable 
and has been winsorized at the 1st and 99th percentiles. We report OLS parameter estimates and robust
standard errors following White (1980). ***, **, and * indicate significance at the 1%, 5%, and 10% levels. All
regressions include unreported country-specific intercepts and industry-specific intercepts (based on Campbell
(1996) industry groupings). The Hausman (1978) specification test fails to reject the hypothesis that the
estimates of the fixed effects estimator are statistically different from those of the random effects model (result
not reported). Columns (1) and (2) test alternative models for our cash flow rights leverage sample of firms.
The second column incorporates an interaction term: cash flow rights leverage x debt to assets. Columns (3)
and (4) partition the cash flow rights leverage sample into high and low debt-to-assets firms. In Panel B, we
report an F-test created under the null that the estimated coefficients on cash flow rights leverage are
statistically identical across the two sub-samples. 

(1) (2) (3) (4)

Full Sample Full Sample

(p-value)
(0.25)
(0.02)

1.34
4.99



Panel A:  Regression analysis

Independent Variable
Intercept 1.6606 *** 2.8389 *** 1.6517 *** 3.1547 ***

(0.4076) (0.4821) (0.2994) (0.8281)
Log of assets -0.0207 -0.1167 *** 0.0032 -0.1057 ***

(0.0304) (0.0327) (0.0215) (0.0374)
Capital expenditures to assets 0.3651 0.9572 0.6444 * 0.3518

(0.4261) (2.1186) (0.3756) (0.4802)
Debt to assets -1.4767 *** -0.8271 *** -1.0017 *** -1.5375 ***

(0.2808) (0.2791) (0.2506) (0.3230)
Cash flow rights leverage -0.0539 *** -0.0395 ** -0.0364 * -0.0719 ***

(0.0203) (0.0191) (0.0209) (0.0192)
CF rights leverage x debt/assets 0.1136 ** 0.0581 0.0685 0.1707 ***

(0.0486) (0.0554) (0.0467) (0.0544)
R-squared
Number of observations
Mean value of capex to assets
Median value of capex to assets
Mean value of dividend yield
Median value of dividend yield

Panel B:  Difference in coefficients between samples

(p-value) (p-value)
Debt to assets (0.10) (0.19)
Cash flow rights leverage (0.60) (0.21)
CF rights leverage x debt/assets (0.45) (0.15)

0.11 0.03
0.13 0.03

0.08 0.01

566 565 539 536

0.57 2.03

2.69 1.72
0.27 1.57

Above vs. below median 
capex/assets

Above vs. below median            
yield

F-test stat. F-test stat.

0.03 0.00

0.36 0.32 0.28 0.34

Above-        
median          
capex to        

assets

Below-          
median        
capex to       

assets

Above-      
median   

dividend        
yield

Below-         
median     

dividend          
yield

Table 4

Subsample tests of the effect of leverage and ownership on firm value

The regressions in Panel A are estimated using the cash flow rights leverage sample. Tobin’s Q is the dependent
variable and has been winsorized at the 1st and 99th percentiles. Variables are defined in Table 1. We report OLS
parameter estimates and robust standard errors following White (1980). ***, **, and * indicate significance at the 1%,
5%, and 10% levels. All regressions include unreported country-specific intercepts and industry-specific intercepts
(based on Campbell (1996) industry groupings). The Hausman (1978) specification test fails to reject the hypothesis
that the estimates of the fixed effects estimator are statistically different from those of the random effects model (result
not reported). Columns (1) and (2) partition the sample into high and low capital expenditure firms while columns (3)
and (4) divide our sample into firms with high and low dividend yields and exclude firms from the two sample countries
with mandatory dividend payout requirements (Brazil and Chile). In Panel B, we present six separate F-tests under the
null that the estimated coefficients are statistically identical across sub-samples.  

(1) (2) (3) (4)



Panel A:  Regression analysis

Independent Variable
Intercept 2.0987 *** 3.8602 *** 2.1683 ***

(0.3083) (0.6768) (0.5561)
Log of assets -0.0650 *** -0.1012 *** -0.0305

(0.0227) (0.0322) (0.0314)
Capital expenditures to assets 0.4135 *** 0.1711 0.8404 *

(0.3064) (0.3671) (0.5020)
Short-term debt to assets -1.4102 *** -0.5408 ** -1.4856 ***

(0.2492) (0.2548) (0.3861)
Long-term debt to assets -0.6806 *** -0.6537 * -0.7505 ***

(0.2429) (0.3428) (0.2641)
Cash flow rights leverage -0.0497 *** -0.0187 ** -0.0288 ***

(0.0140) (0.0088) (0.0115)
CF rights leverage x ST debt/assets 0.1226 ***

(0.0498)
CF rights leverage x LT debt/assets 0.0662

(0.0541)
R-squared
Number of observations
Mean value of short-term to total debt
Median value of short-term to total debt

Panel B:  Difference in coefficients between samples

(p-value)
Debt to assets (0.20)
Cash flow rights leverage (0.46)

1131 566 565
0.74 0.46

0.54

F-test stat.
1.63

0.73 0.35

Above vs. below median           
short-term debt to total debt

Full Sample

Above-median     
short-term debt 

to total debt

Below-median    
short-term debt 

to total debt

0.31 0.36 0.31

Table 5

The effect of debt maturity and ownership on firm value

The regressions in Panel A are estimated using the cash flow rights leverage sample. Tobin’s Q is the dependent
variable and has been winsorized at the 1st and 99th percentiles. Variables are defined in Table 1. We report OLS
parameter estimates and robust standard errors following White (1980). ***, **, and * indicate significance at the 1%,
5%, and 10% levels. All regressions include unreported country-specific intercepts and industry-specific intercepts
(based on Campbell (1996) industry groupings). The Hausman (1978) specification test fails to reject the hypothesis
that the estimates of the fixed effects estimator are statistically different from those of the random effects model
(result not reported). Columns (2) and (3) partition the cash flow rights leverage sample into firms with high and low
levels of short-term debt to total debt. In Panel B, we present four separate F-tests under the null that the estimated
coefficients are statistically identical across sub-samples.  

(1) (2) (3)



Independent Variable
Intercept 1.1985 ** 1.2212 ** 1.4358 *** 1.7396 1.7396

(0.5411) (0.5535) (0.5679) (0.3653) (0.3653)
Log of assets -0.0069 -0.0077 -0.0182 -0.0581 ** -0.0581 **

(0.0323) (0.0330) (0.0327) (0.0246) (0.0246)
Capital expenditures to assets 0.8721 ** 0.8828 ** 0.5777 0.4903 0.4903

(0.3820) (0.3869) (0.4028) (0.3112) (0.3112)
Debt to assets -0.8779 *** -0.9325 *** -0.8877 *** -0.8877 ***

(0.2449) (0.2942) (0.1666) (0.1666)
Short-term debt to assets -1.461 ***

(0.3348)
Long-term debt to assets -0.4815

(0.3832)
Debt issuer dummy 0.0367 0.0377

(0.0561) (0.0656)
Cash flow rights leverage -0.0149 -0.0237 -0.0270 -0.0236 *** -0.0234 **

(0.0095) (0.0292) (0.0307) (0.0073) (0.0099)
CF rights leverage x debt/assets 0.0248

(0.0651)
CF rights leverage x ST debt/assets 0.0495

(0.0719)
CF rights leverage x LT debt/assets 0.0065

(0.0987)
Debt issuer * CF rights leverage -0.0005

(0.0099)
R-squared
Number of observations

Cash Flow Rights Leverage                 
Issuing Sample

Cash Flow Rights Leverage 
Sample

Table 6

Subsample Tests with Issuing Firms

Q is the dependent variable and has been winsorized at the 1st and 99th percentiles. Variables are
defined in Table 1. We report OLS parameter estimates and robust standard errors following White (1980). ***,
**, and * indicate significance at the 1%, 5%, and 10% levels. All regressions include unreported country-
specific intercepts and industry-specific intercepts (based on Campbell (1996) industry groupings). The
Hausman (1978) specification test fails to reject the hypothesis that the estimates of the fixed effects estimator
are statistically different from those of the random effects model (result not reported). Models (1) through (3)
are estimated on the cash flow rights leverage issuing subsample which includes those firms for which cash flow
rights leverage could be computed that also had a debt issuance record on either the Bondware/Loanware
database or the SDC New Issues database. Models (4) and (5) are estimated on the cash flow rights leverage
sample and include an indicator variable set equal to one if the firm is an issuing firm. Model (5) also includes
an interaction of this indicator variable with cash flow rights leverage.  

(1) (2) (5)(3) (4)

386 386 386
0.34 0.34 0.35

1132
0.30
1132

0.30



Type of Issue
Sample 

Size
        CAR Z-Statistic

(A) Syndicated Issues

Term Loan 677 0.28% 1.43
Revolving Credit 82 -0.58% * -1.88
Other 112 -0.39% -0.66

(B) Bond Related Issues

Domestic Bonds 144 -0.82% ** -2.08
Foreign Bonds

Yankee Bonds 81 -0.01% 0.05
Other 35 -0.47% -0.49

Eurobonds 236 -0.24% 0.34

Average five-day cumulative abnormal returns (CAR) around the issue date. The five-day event window
includes one trading day prior to issue, the issue date, and the subsequent three trading days. The sample
includes multiple issues for some firms. A normal return model using OLS market betas is estimated using
120 trading days prior to issue date, excluding a 20 day event window centered around the issue date. ***, **,
and * indicate significance at the 1%, 5%, and 10% levels.

Table 7

Event study abnormal returns by market type



Type of Issue
Sample Size          CAR  Z-Statistic

(A)  First International Issues

Syndicated Issues

Term Loan 167 -0.40% -1.14
Revolving Credit 36 -0.27% -0.31
Other 36 -0.30% -0.18

Bond Related Issues

Foreign Bonds
Yankee Bonds 14 -0.40% 0.69
Other 7 -0.10% 1.07

Eurobonds 79 0.64% 1.05

(B)  Subsequent International Issues

Syndicated Issues

Term Loan 510 0.51% ** 2.30
Revolving Credit 46 -0.83% ** -2.24
Other 76 -0.44% -0.68

Bond Related Issues

Foreign Bonds
Yankee Bonds 67 -0.21% -0.27
Other 28 -0.10% -1.08

Eurobonds 157 -0.68% -0.33

Average five-day cumulative abnormal returns (CAR) around the issue date. The five-day event window
includes one trading day prior to issue, the issue date, and the subsequent three trading days. A normal
return model with OLS market betas is estimated using 120 trading days prior to issue date, excluding a 20
day event window centered around the issue date. The sample includes mulitple issues for some firms. All
international issues (foreign bond issues, Eurobonds issues, and syndicated banking activity) are segregrated
into first and subsequent issues for each firm. ***, **, and * indicate significance at the 1%, 5%, and 10%
levels. Panel A contains each firm's first issue in the international markets. Panel B contains each firm's
subsequent issues in international markets.

Table 8

Abnormal returns for first and subsequent international issues



Type of Issue
Sample Size          CAR Z-Statistic

(A)  First Syndicated Issue by Type of Issue

Syndicated Issues

Term Loan 220 -0.29% -1.12
Revolving Credit 38 0.20% 0.2
Other 72 -0.30% 0.2

(B)  Subsequent Syndicated Issues by Type of Issue

Syndicated Issues

Term Loan 457 0.56% ** 2.52
Revolving Credit 44 -1.26% *** -2.76
Other 72 -0.45% -0.71

Table 9

Average five-day cumulative abnormal returns (CAR) around the issue date. The five-day event window
includes one trading day prior to issue, the issue date, and the subsequent three trading days. A normal return
model with OLS market betas is estimated using 120 trading days prior to the issue date, excluding a 20 day
event window centered around the issue date. The sample includes mulitple issues for some firms. All
syndicated issues (term loan issues, revolving credit issues, and other syndicated banking activity) are
segregrated into first and subsequent issues for each firm. ***, **, and * indicate significance at the 1%, 5%,
and 10% levels. Panel A contains each firm's first syndicated issue by type (term loan, revolving credit, and
other) in the syndicated market. Panel B contains each firm's subsequent syndicated activity by type.

Abnormal returns for first and subsequent syndicated bank issues



Sample 
Size

Z-
statistic

Sample 
Size

Z-
statistic

Low debt-to-assets firms 250 0.01 -0.15 170 0.57 1.28
High debt-to-assets firms 427 0.44 * 1.91 287 0.57 ** 2.19

Low capex-to-assets firms 230 0.01 -0.17 142 0.45 0.82
High capex-to-assets firms 447 0.43 * 1.88 315 0.61 ** 2.30

Low dividend yield firms 353 0.01 -0.35 244 0.22 0.97
High dividend yield firms 324 0.70 ** 2.43 213 0.95 *** 2.65

Low short-term to total debt firms 358 0.17 0.94 257 0.62 ** 2.26
High short-term to total debt firms 319 0.41 1.09 200 0.48 ** -2.60

Low cash flow rights leverage firms 254 0.01 -0.09 178 0.31 0.77
High cash flow rights leverage firms 90 0.68 ** 2.05 63 0.58 * 1.71

Table 10

Average five-day cumulative abnormal returns (CAR) around the issue date. The five-day event 
window includes one trading day prior to issue, the issue date, and the subsequent three trading days.  
A normal return model with OLS market betas is estimated using 120 trading days prior to issue date, 
excluding a 20 day event window centered around the issue date. The sample includes mulitple issues 
for some firms.  

Abnormal returns for syndicated term loans partitioned by firm-specific characteristics

Sample splits by firm 
characteristics

The first columns report statistics for all syndicated term loans while the second set of columns report 
statistics only for subsequent syndicated term loan issues.  These samples are further partioned into 
those issuances from firms with below- and above-median values for leverage (as measured by the 
ratio of total debt to assets), discretionary spending (as measured by the ratio of capital expenditures to 
assets and dividend yield), short-term debt proportion (as measured by the ratio of short-term to total 
debt), and cash flow rights leverage.  Medians used in the partition are computed using the full sample.  
High cash flow rights leverage includes all firms for which there is a separation of managerial control 
and cash flow rights.  ***, **, and * indicate significance at the 1%, 5%, and 10% levels.

   CAR     CAR  

All Term Loans Subsequent Term Loans



Panel B:  Issue frequency by year and marketplace
Domestic Eurobonds Total

Year Term Loans
Revolving 
Credits

Other 
Instruments

Bonds       Yankee      
Bonds Other

1990 24 6 22 23 5 0 7 87
1991 34 7 21 16 3 5 30 116
1992 57 8 20 21 6 11 24 147
1993 78 14 16 36 14 2 53 213
1994 111 19 22 29 10 16 50 257
1995 152 19 14 26 12 4 37 264
1996 182 16 21 34 21 6 44 324
1997 199 11 28 31 19 10 34 332

Total 837 100 164 216 90 54 279 1740

Panel C:  Issue proceeds by year and marketplace
Domestic Eurobonds Total

Year Term Loans
Revolving 
Credits

Other 
Instruments

Bonds       Yankee      
Bonds Other

1990 2,943 425 2,406 571 502 0 380 7,227
1991 3,085 224 2,349 468 150 225 2,036 8,537
1992 3,747 187 1,440 756 1,022 340 1,991 9,483
1993 8,386 436 2,425 1,869 2,652 30 7,468 23,266
1994 8,767 1,506 2,295 939 2,224 1,660 5,007 22,398
1995 12,315 974 1,468 1,368 1,877 972 3,288 22,262
1996 13,594 1,540 1,860 2,738 4,749 677 4,968 30,126
1997 17,434 993 4,346 2,344 5,548 2,581 5,565 38,811

Total 70,271 6,285 18,589 11,053 18,724 6,485 30,703 162,110

Syndicated Issues Foreign Bonds

Syndicated Issues Foreign Bonds


	The Effect of Capital Structure When Expected Agency Costs are Extreme
	Email:   finkvl@business.utah.edu
	First draft:   June, 2000
	This draft:   April, 2001
	Abstract
	
	
	
	Introduction
	
	Agency Costs, Ownership, and Capital Structure
	Sample Construction





	A. Sample selection criteria
	
	
	
	
	Valuation Methodology and Results
	Conclusions







