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Corporate Debt Structure

Peng Xu

{Abstract)

This paper has been written with the intent of providing a com-
prehensive survey on corporate debt structure. In the literature of
corporate finance and corporate governance, debt structure is of
equivalent importance to capital structure. Short-term debt, and in
particular, short-term bank loans make it possible for a bank to moni-
tor a borrowing firm and to liquidate unprofitable investment projects
at the earlier stage; the bank also produces monopolistic information
and has bargaining power over the firm’s profit. Most theoretical and
empirical studies have concluded that high credit-rated firms issue
corporate bonds, while low credit-rated firms rely on bank loans. It
was indubitably the case in Japan after the complete financial deregu-
lation of 1996. In addition, the paper argues the costs of strict regula-
tions on corporate bond markets that prevailed in Japan up to the
early 1990s — regulations which constrained the choices of debt struc-
ture available to Japanese firms. Finally, the author has discussed
that the immense shift from bank debt finance to corporate bond
finance of high credit-rated firms raised the risk of bank management
in Japan. In consequence, Japanese banks may well undertake to
liquidate a larger number of financially distressed firms than has
hitherto been customary.



