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What	is	This	Paper	About?

Local	Age	and	Sex	
Composition	Index	
(Local	ASC	Index)

Local	Investor’s	
Risk	Preferences

Local	Capital	Supply	
Conditions
(Amount	and	
Stability	of	Capital)

Local	Banks	Increase
Lending	(Quantity	
and	Price				).

D/V	ratio	of	
firms	HQ	in	
that	county		

High	ASC	Index								
Higher	average	age	and	
higher	women/men	ratio

Matters	more	for	firms	that	rely	on	bank	debt.



Mechanism
• Local	investor	preferences	matter	for	capital	
structure	of	firms.
• High	ASC	Index	implies:

• More	cash	and	bank	deposits	with	local	banks.
• Bank	deposits	are	more	stable.

• Banks	lend	locally.
• In	High	ASC	index	counties,	loan	supply	shifts	
outwards.	Supply	is	more	stable.
• Firms	borrow	more	– and	it	is	easier	to	refinance	
debt.
• Leverage	goes	up.



Implications	of	Shift	in	Supply

Demand

Price

Quantity

Supply1
Supply2

Quantity	Increases.
Price	Decreases	(?)



Comments
• Alternative	Prediction
• Home	bias:	local	investors	buy	equities	of	local	firms.
• Firms	with	less	risky	technology	locate	in	areas	with	
high	ASC	index.
• To	cater	to	local	populations’	risk	preferences.

• Firms	with	less	risky	technology	have	higher	leverage.
• Could	we	rule	out	demand	side	explanations	
completely?
• Headquarter	location	is	a	choice	variable.
• Firms	may	not	change	headquarters	but	initial	choice	
is	endogenous.	



Comments

Demand1

Price

Quantity

Demand2



Identification	Strategy:	
Interstate	Banking	Deregulation	
• Removal	of	restrictions	on	bank	entry	and	
expansion
• Facilitated	M&A,	promoted	competition,	and	
increased	bank	efficiency.
• This	helped	local	economic	growth.
• Jayaratne	and	Strahan	(1997)	find	that	the	relaxing	of	
restrictions	on	bank	expansion	led	to	greater	bank	
efficiency
• But	no	increase	in	credit	supply.

• Banking	deregulation	could	be	induced	by	an	
expectation	of	future	growth	paths.
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Leverage	Specifications

• Frank	and	Goyal	(2009)	show	that	industry	
median	leverage	is	the	most	important	factor	in	
explaining	leverage.
• Sign	on	stock	volatility	(not	a	robust	factor	in	Frank	
and	Goyal	(2009).

• Lemmon,	Roberts,	and	Zender	(2008)	show	that	
firm	fixed	effects	are	important.



Conclusions

• The	paper	is	addressing	an	important	question.
• Disentangling	demand	from	supply	effects	would	
be	important.
• Leverage	specification.


