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DEBT, EQUITY, AND INFORMATION
Journal of Mathematical Economics, 50 (2014): 54—62

Most firms issue financial assets such as debt or equity (e.g. bonds or stock) to
outside investors. While these financial assets differ greatly in their character-
istics, their diversity has received little attention in the literature. Filling this
important gap in the literature, this paper views debt and equity as financial
contracts and asks why they are optimal instead of other financial contracts.
By endogenizing the bankruptcy process, this paper shows how debt and equity
arise as a consequence of an optimal allocation of cash-flow rights and monitor-
ing rights, and how equity leads to dividend signaling.

LOOKING FOR RISK IN WORDS: A NARRATIVE APPROACH TO MEASURING THE
PRICING IMPLICATIONS OF FINANCIAL CONSTRAINTS (with Toni M. Whited)

Second Prize at CQAsia 2014 Academic Competition

We construct a novel measure of financial constraints using textual analysis and
investigate its impact on stock returns. Unlike other financial constraints mea-
sures, ours is consistent with firm characteristics of constrained firms. We find
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that constrained firms’ returns move together. The variation of a financial con-
straints factor cannot be explained by the Fama-French and momentum factors,
earning an annualized risk-adjusted excess return of 7%. A stock trading strat-
egy based on financial constraints is most profitable for large and liquid stocks,
and when the financial constraints are measured by access to debt markets in-
stead of equity markets.

SLOW-MOVING REAL INFORMATION IN MERGER ARBITRAGE (with Josef Zech-
ner)
Previous title: Media-Based Merger Arbitrage

Winning paper of the Hong Kong Asian Capital Markets Research Prize 2013 of
the Hong Kong Society of Financial Analysts (HKSFA) and the CFA Institute

Using the classical merger arbitrage strategy, we investigate whether the finan-
cial media contains fundamental information about the real economy that is not
already reflected in stock prices. We find that real information is slow-moving
and that stock prices need several days to fully absorb it, despite merger arbi-
trage being run almost exclusively by institutional investors. A simple merger
arbitrage strategy based on textual media content increases risk-adjusted re-
turns by more than 12 percentage points. Our findings have important impli-
cations for market efficiency and the specific dissemination channels of slow-
moving real information.

THE ROLE OF THE MEDIA IN TAKEOVERS: THEORY AND EVIDENCE
Best paper award semifinalist (corporate finance), 2011 FMA Annual Meeting

A previous version of this paper was circulated under the title “Takeovers and
the Media.”

Using text-based media content, this paper develops and empirically confirms a
theory that explains how the media predicts takeover outcomes. It shows that
positive media content about the acquirer predicts takeover success. Relative
to other predictors proposed in the literature, the media measure is the most
important explanatory variable in terms of marginal effect, significance, and
goodness of fit.
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