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Kayhan, A., 2003, “Managerial Entrenchment and the Debt-Equity Choice” 

Abstract – This paper examines how managerial entrenchment, defined here as the extent 
to which managers can act in their self-interest, influences the levels of and changes in 
debt ratios.  Consistent with prior research, I find that entrenched managers prefer lower 
leverage.  Analyses of financing decisions indicate that they achieve lower debt ratios by 
issuing more equity and retaining more profits.  Debt issuance, however, does not appear 
to be influenced by entrenchment.  Examination of leverage changes suggests that 
increases in debt ratios in response to external financing needs are similar for all types of 
managers.  Finally, building on the documented market timing effect on capital structure, 
I find that entrenched managers are more likely to issue equity following increases in 
stock prices. 
  
Kayhan, A. and S. Titman, 2003, “Firms’ Histories and their Capital Structure” 
 
Abstract – This paper examines how cash flows, investment expenditures and stock price 
histories affect corporate debt ratios.  Consistent with earlier work, we find that these 
variables have a substantial influence on capital structure choices.  However, in contrast 
to previous conclusions, the influence of these variables tends to dissipate over time.  
Specifically, we find that market timing behavior (i.e., issuing equity when stock prices 
are relatively high) has only a weak effect on observed debt ratios but that stock price 
changes and firms’ financial deficits have relatively strong effects on capital structures 
that persist for quite some time.  However, the evidence suggests that these effects 
partially reverse, and that over long periods of time firms make financing choices that 
move them towards their target debt ratios. 

 
Kayhan, A. and S. Titman, 2003, “Do Firms Target Their Credit Ratings?” (in progress) 
 
Abstract – This paper examines firms’ credit ratings as a proxy for their capital structure.  
Specifically, we argue that while the leverage ratio provides a limited set of information, 
credit ratings reflect not only firms’ debt-equity mix (asset protection), but also their cash 
flow adequacy (interest coverage ratio), profitability and efficiency (return on assets, on 
equity, or on permanent capital).  In contrast to prior literature that focuses on explaining 
firms’ target leverage ratio and its relation to firms’ prior cash flow and investment 
performance, we examine how firm characteristics are related to the credit ratings and the 
extent to which firms’ prior performance affects their credit rating targets.     

 


