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Bank provision and firm size

Four facts about small firms with respect to large firms

(1) shorter maturity credit lines, (2) use more collateral, (3) have higher
utilization rates, (4) higher spreads.

• Reflection of a tradeoff between lender commitment and discretion.

During the COVID recession, small firms did not draw down credit
and used PPP to repay old debt.

• Consistent with higher lender discretion
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Role of investment opportunities (IO) and firm cyclicality

Traditional macroeconomic view of business cycles

• Size is a proxy for financial constraints (Gertler and Gilchrist, 1994)

An extensive literature on investment cash flow sensitivity (Fazzari,
Hubbard and Petersen 1988, Rauh 2006, among many)

• It considers the effect of cash flow shows keeping investment
opportunities constant.

This paper explores the differential lending reaction to cash flow
shocks between small and large firms
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Suggestion: Role of IO and firm cyclicality

Consider that investment opportunities during the COVID recession differed
across the size distribution.

• Small firms had a different outlook than large firms

Authors control for demand using industry fixed effect.

But does not solve the differential investment opportunities issue
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Suggestion: Role of IO and firm cyclicality

During COVID, large vs. small firms, even within an industry, experienced
differential investment opportunities, not only credit contracts.

For example: McDonald vs. Small restaurant chain

• McDonald’s partnership with Doordash, drive-through booster and
online channels, capacity to deals with supply chain issues.

• The small restaurant chain could potentially adapt, but harder to deal
with supply chain issue

[Challenge] Measuring investment opportunities is complicated, which
encourage us to think about future research that helps us move forward on
that dimension
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PPP loans evidence

Finding. Small firms repay old debt with PPP loans, whereas large firms
accumulate cash buffer.

• Interesting evidence consistent with the tradeoff between lender
commitment and discretion

However, open questions:

• How much of the small repayment is due to firm action or lenders
collection

• Unobservable lending through fintech
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PPP loans evidence: Suggestions

Investigate further

What drives repayments?

• Is the differential repayment of debt-driven by lenders or firms.

Role of Fintech lending

• How much of the lack of drawdown on small firms can be explained
for the role of fintech?

• Erel and Liebersohn (2021) show that fintech expanded the supply of
credit, especially to small firms

• Consistent with small business being a riskier investment

Felipe Severino (Dartmouth) Bank Liquidity 7 / 13



Link to traditional literature on capital structure choice.

Pecking Order (PO) theory Myers and Majluf (1984)

• If asymmetric information exist nature of the contract matter and
define the choice

• Debt is less information-sensitive than equity (less state-contingent),
so debt is preferred to equity.

This argument can be interpreted as seniority of claims.
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Link to traditional literature on capital structure choice:
Suggestion

In terms of debt structure, PO theory will suggest that under asymmetric
information.

• Short term debt is preferred to long term debt
• Secure debt is preferred to unsecured debt

This literature should be incorporated it going forward
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Entry and Exit and sample composition

How should we think about firm entry and exit.

• Small firms during any business cycle are more likely exit and enter
• More sensitive to financial constraints and investment opportunities.
• Difference between young and smalls. Haltiwanger, Jarmin and

Miranda (2013)
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Entry and Exit and sample composition:Suggestion

Massive firm creation during the pandemic, how should we think about the
change in the sample’s composition?
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Conclusion

Interesting paper that start unpacking the black box of financial
contracting across the size distribution

Findings suggest new research to complement the findings with alternative
channels ( i.e. investment opportunities, small vs young dynamics)
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Thank you!
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