o

Accepted Manuscript

Journal of
BANKING
& FINANCE

Creditor Control and Product-Market Competition

Matthew T. Billett , Burcu Esmer, Miaomiao Yu

Pl S0378-4266(17)30149-8

DOI: 10.1016/j.jbankfin.2017.06.016
Reference: JBF 5205

To appear in: Journal of Banking and Finance
Received date: 31 January 2017

Revised date: 22 May 2017

Accepted date: 25 June 2017

Please cite this article as: Matthew T.Billett, Burcu Esmer, Miaomiao Yu, Creditor
Control and Product-Market Competition, Journal of Banking and Finance (2017), doi:
10.1016/j.jbankfin.2017.06.016

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.


http://dx.doi.org/10.1016/j.jbankfin.2017.06.016
http://dx.doi.org/10.1016/j.jbankfin.2017.06.016

Creditor Control and Product-Market Competition

Matthew T. Billett*, Burcu Esmer**, and Miaomiao Yu***

May 2017

Abstract

We explore how rival firms respond when firms in their industry violate debt covenants. We
find that rival firms increase advertising expense, and that this increase is proportional to the
size of industry violators’ pre-existing market share. Rival firm product-market share also
increases in the industry market share of violators, and<this‘relation is more pronounced when
products are more substitutable. Rival firm operating performance also increases in proportion
to the industry market share of violators. Qverall, these findings suggest that the increased
creditor control associated with covenant\violations has a significant influence on rival firms

and product-market competition.
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