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• The program allocated about 525 billion dollars between 
April and August 2020 and assisted over half a million 
small businesses across the country;

• 928 publicly traded firms disclosed receiving bailout 
loans in the program;
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Paycheck Protection Program
• The program allocated about 525 billion dollars between 

April and August 2020 and assisted over half a million 
small businesses across the country;

• 928 publicly traded firms disclosed receiving bailout 
loans in the program;

• The goal was to quickly fund businesses to keep them in 
operation and prevent massive layoffs;

• However, the emphasis on speedy delivery of funds 
caused a sacrifice of diligence by banks when processing 
and loan applications may have led to estimated billions in 
losses (Griffin, Kruger, and Mahajan (2023));

• Recently, the government has been using tools like the 
False Claims Act, which enables the government to 
recover triple damages (e.g., DOJ vs. Prosperity Bank).
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Paper in a Nutshell
• Debt contracts likely influence firms’ behavior through 

monitoring and covenants, leading to more timely loss 
recognition (Ball, Robin, and Sadka, 2008; Ahn and Choi, 
2009; Nikolaev, 2010).

• Nevertheless, the extant literature focuses on firms’ 
litigation concerns (Skinner, 1994; Kasznik and Lev, 1995; 
Skinner, 1997; Baginski, Hassell, and Kimbrough, 2002);

• Little is known about whether and how long-term 
relationship lending affects firms’ strategic disclosure, 
especially when the information is unfavorable.

• Decision of managers whether to reveal the bailout loan 
details to the public dominates the disclosure strategy of 
firms that engage in relationship lending, especially for 
longer and more intense relationship;

• Economic channel: strategic disclosure is driven by 
relationship capital considerations.

Longer and intense 
relationships.
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The setting: a great laboratory to examine disclosure

• It helps isolate disclosure effects because all bailout loans 
have the terms (e.g., interest rate, purpose, and maturity);

• The credit quality of the borrowers is not taken into 
account (e.g., loans are fully backed by the Federal Reserve, 
and neither collateral nor covenants are required);

• The market perceives the loan disclosure as negative 
(tension), creating incentives for managers to withhold 
such information;
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The setting: a great laboratory to examine disclosure

• It helps isolate disclosure effects because all bailout loans 
have the terms (e.g., interest rate, purpose, and maturity);

• The credit quality of the borrowers is not taken into account 
(e.g., loans are fully backed by the Federal Reserve, and 
neither collateral nor covenants are required);

• A large pool of public firms participated in the program 
providing an opportunity to access firms’ characteristics, 
including relationship lending;

• A large pool of public firms participated in the program 
providing an opportunity to access firms’ characteristics, 
including relationship lending;

• A large variation in loan disclosure timing permits the test of 
factors associated with firms’ strategic disclosures;
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Data Collection
• Data collection begins by identifying 928 public firms  that disclosed bailout loans 

during the first two phases of the program in 2020;

• For each firm’s disclosure, a textual analysis algorithm extracts the loan amount, 
approval date, disbursement date, and lender name; 

• Bailout loan disclosures follow similar standards, which provide higher accuracy to 
this procedure; 

• If no value is returned for the variables of interest, problematic disclosures are 
manually checked; 

• However, not all disclosures are transparent. About a third of the firms in the sample 
did not disclose the name of the bailout lender; 

• For these firms, a search on the SBA database provides additional information about 
their inclusion in the program.

ABFER 10th Annual Conference, 2023



Daniel Rabetti ABFER 10th Annual Conference, 2023



Daniel Rabetti 

Distribution of Bailout Loans

• Data collection begins by identifying 928 public firms (mostly listed in large 
stock exchanges) that disclosed bailout loans during the first two phases of 
the program in 2020;
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Distribution of Bailout Loans

• Data collection begins by identifying 928 public firms (mostly listed in large 
stock exchanges) that disclosed bailout loans during the first two phases of 
the program in 2020;
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Classification

• Approach: searching the EDGAR database for the bailout loan lender’s name within 
the firm’s filings;

• To determine whether a PPP borrower is a relationship lending firm, I check the 
most updated filings (five years before the PPP loan) for whether a line of credit or a 
term loan with its PPP lender exists (Bharath et al. (2011));

• Relationship lending is usually categorized by the bank being the sole creditor in a 
loan term or the leading agent in a syndicated loan. This group of firms is classified 
as relationship firms;

• Other firms may have soft relationships, such as a simple deposit account, an escrow 
account, or no relationship. This group of firms is classified as transaction firms.
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Summary Statistics
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Does the market punish early disclosure?

• The abnormal and cumulative abnormal returns fall 
precipitously on the day of disclosure (-4.64% and -4.38%);

• The abnormal and cumulative abnormal returns slightly fall on 
the day of disclosure (-1.23% and -1.51%);

• As expected, the market reaction for early disclosures is 
significantly negative (1.76%), while slightly negative (0.27%) for 
late disclosure;

• A manager of a one-billion-dollar-market-capitalization firm can 
prevent an equity loss of about 34.1 million dollars on the 
disclosure day by withholding from the public the bailout loan’s 
information by two or more weeks.
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Do relationship firms disclose earlier than transaction firms?

• Exploiting the setting cross-section variation on 
disclosure delay and firm-lender relationships, I 
find that relationship firms disclose unfavorable 
information about three weeks earlier than 
transaction firms;
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Do relationship firms disclose earlier than transaction firms?

• Exploiting the setting cross-section variation on 
disclosure delay and firm-lender relationships, I 
find that relationship firms disclose unfavorable 
information about three weeks earlier than 
transaction firms;

• This trend is more pronounced in firms with 
long-term relationships;
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Do relationship firms disclose earlier than transaction firms?

• Exploiting the setting cross-section variation on 
disclosure delay and firm-lender relationships, I 
find that relationship firms disclose unfavorable 
information about three weeks earlier than 
transaction firms;

• This trend is more pronounced in firms with 
long-term and intense relationships;

• A one-standard-deviation increase in the 
number of lender mentions on the firm’s SEC 
filings is associated with a two-and-a-half 
weeks decrease in the disclosure delay.
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Do relationship firms disclose earlier than transaction firms?

• Concern 1: transaction and relationship lending firms are not comparable; 

Matched samples; 
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• Concern 1: transaction and relationship lending firms are not comparable; 

Matched samples; 
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Do relationship firms disclose earlier than transaction firms?

• Concern 2A: concurrent disclosures are more informative for transaction firms; 

Conference call format; 
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Do relationship firms disclose earlier than transaction firms?

• Concern 2B: concurrent disclosures are more informative for transaction firms; 

Conference call informativeness; 
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Do relationship firms disclose earlier than transaction firms?

• Concern 2C: concurrent disclosures are more informative for transaction firms; 

Conference call language; 
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Do relationship firms disclose earlier than transaction firms?

• Concern 3: small firms are more likely to be affected (e.g., opaque environment, survival rate); 

partition by market capitalization size; 

ABFER 10th Annual Conference, 2023



Daniel Rabetti 

Do relationship firms disclose earlier than transaction firms?

• Concern 4: time trends (e.g., access to information, market learning, pandemic shocks); 

partition by bailout loan disbursement phase; 
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Do relationship firms disclose earlier than transaction firms?
• Concern 5: relationship lending effects on disclosure quality; 

quality proxied as the informativeness of content disclosed; 
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Observed empirical patterns suggest the following relationship
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Economic channels: Empirical Evidence

• The strength of lenders monitoring is increasing in firms accounting conservatism (Nikolaev, 2010; Lim et 
al., 2014; Callen et al., 2016) and decreasing in firms earnings management practices (Ahn and Choi (2009)) 
-> habit formation;

• Another potential channel derives from liquidation concerns, an issue that amplifies the relevance of timely 
disclosure in times of crisis (Barth and Landsman (2010), and  Elbannan and Elbannan (2015));

• In the absence of standard contractual restrictions to prevent the misappropriation of funds (e.g., covenants 
and collateral), lenders are likely to rely on market oversight because full disclosure increases firms’ litigation 
risks if the purpose of the loan is breached;

• Moreover, moral hazard concerns may be aggravated during times of crisis due to bailout expectations 
(Mailath and Mester (1994), Dam and Koetter (2012), Fischer, Hainz, Rocholl, and Steffen (2014));

• Therefore, borrowers have incentives to incur disclosure costs in the short term to manage reputation 
capital with their lenders. In turn, these firms receive future relationship lending benefits.

ABFER 10th Annual Conference, 2023



Daniel Rabetti 

Economic channels: liquidity concerns

• Liquidity Concerns; 

DEBT = current debt with any lender; 
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Economic channels: habit formation

• Liquidity Concerns; 

DEBT = current debt with any lender;

• Habit Formation; 

DEBT = past debt with any lender;
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Economic channels: multiple lenders

• Liquidity Concerns; 

DEBT = current debt with any lender;

• Habit Formation; 

DEBT = past debt with any lender;

• Multiple Lenders; 

DEBT = presence of multiple lenders;
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• Firms that decided to disclose the bailout loan 
information within the first week of disbursement 
are more likely to have post-PPP lending 
interactions with their bailout loan lenders---in the 
form of new loans, covenant waivers, and credit 
amendments---than transaction borrowers.

Post-lending outcomes

ABFER 10th Annual Conference, 2023



Daniel Rabetti 

• Firms that decided to disclose the bailout loan 
information within the first week of disbursement 
are more likely to have post-PPP lending 
interactions with their bailout loan lenders---in the 
form of new loans, covenant waivers, and credit 
amendments---than transaction borrowers.

• At the intensive margin, a one standard deviation 
delay (in days) of disclosing the bailout loan 
information is associated with a decrease of about 
thirty percent in the probability of new interactions 
with the bailout lender.

Post-lending outcomes
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Conclusion
• Relationship lending firms disclose unfavorable information early;

• This decision is more accentuated in intense and long-term relationships;

• The strategic disclosure is unlikely driven by habit formation or liquidation 
concerns; Instead, the evidence points to relationship capital management, where 
firms incur the costs of disclosing unfavorable news to reduce lenders’ potential 
monitoring costs in exchange for future lending benefits;

• This study surfaces a novel economic channel in which relationship lending has a 
recurring disciplinary role in firms’ strategic disclosure.

• Firm’s strategic disclosure; 
• Especially, during times of crisis when debt monitoring becomes more relevant.
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Thank you very much!

rabetti@nus.edu.sg
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