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Motivation

Loans are complex, multi-dimensional contracts

§ All loan terms determined simultaneously
§ Lots of heterogeneity in how borrowers and lenders weigh these different 

dimensions

In contrast, banking literature is very “partial equilibrium”

§ How does shock X affect interest rates?
§ How does firm characteristic Y affect loan covenants?
§ …

The argument is the usual “ceteris paribus” – controlling for the other loan terms

This paper: clean, segmented shock to one loan dimension allows us to
§ trace out how other contract dimensions adjust
§ Explore heterogeneity across borrowers and lenders in how each dimension is 

weighted
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Motivation

Trends in the syndicated loan market Rise in cov-lite lending

Hypothesis: Supply side matters (Murfin, 2012)! Lenders compete on non-price terms

“Growing pressure to reduce covenants in the syndicated loan market is filtering down to the middle market, 
prompting lenders to find a creative way to navigate an increasingly competitive industry“

Reuters, 2017

“We chose <JPMorgan> Chase because its pricing was competitive, it agreed to underwrite the full amount, 
and they showed a high degree of flexibility on structuring, particularly their willingness to permit ongoing 
capital expenditures without burdensome covenants”

Jeff Speed, Disney’s VP of Corp Fin
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Empirical Challenge and Main Result
Why do we care?

Theory and identification

§ Develop simple theoretical framework similar to Matvos (2013):
§ Predictions on extensive and intensive margin

§ 2013/4: Board, FDIC and OCC issue Leveraged Lending Guidance and 
subsequent Clarification

§ Provides quasi-exogenous, isolated shock to the ability of regulated lenders to 
offer covenant lite loans

§ Importantly, proxy for unobservable loan offers through observed loans by 
old relationship lender

i. might explain link between fast loan growth and subsequent poor bank 
performance (Fahlenbrach et al. 2018)

ii. hidden risks for financial system in downturn 
(Chodorow-Reich & Falato 2018)

Main results:

§ Causal link between covenants and the choice of lenders by borrowers
§ Allows us to estimate something akin to a “market price of covenants”
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Literature and contribution

Our paper relates to the large empirical literature studying 
§ covenants in terms of their

i. impact on firm policies (Chava & Roberts 2008, Nini et al. 2009), 
ii. choice/determinants (Murfin 2012, Griffin et al. 2020)
iii. role in financial system (Chodorow-Reich & Falato 2018)

§ shadow banks (Moreira & Savov 2017)
§ relationship banking (Degryse and Ongena 2005; Ivashina and Scharfstein 2010; 

Chodorow-Reich 2013; Beck, Degryse, De Haas, Van Horen 2018)
§ regulatory decisions in banking system (Fraisse & Thesmar 2015; Steri & Pierret 

2018), and, in particular,
§ impact of the Guidance and the Clarification (Schenck & Shi 2017; Kim et al. 2018)

We contribute to the literature by
§ establishing the causal link between covenants and borrowing choices
§ assessing the impact of the Clarification on banks’ behavior through a specific 

channel
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Theory

Simple model in the spirit of Matvos (2013):

§ continuum of lenders compete for a loan from borrower
§ importantly, both price and non-price terms (interest rate and covenants)

Really hard to model! (for a more involved approach, see Lee & Mann, (2022))

Three key takeaways:

1. Borrowers trade off the availability of funds with the presence of covenants –
there exists “a unique optimal set of financial contracts which maximize the 
value of the firm “ (Smith & Warner, 1979)

2. After a lender is forced to increase covenants, borrowers trade off staying with 
said lender and getting lower rates/larger loans as compensation vs switching

3. Decision to switch depends on value of covenant lite loans to borrower
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The regulation

Leveraged Lending Guidance, March 2013: 
§ “…applies to all institutions supervised by the OCC, Board and FDIC…”
§ “…safe and sound lending standards…, … underwriting standards…should 

consider…covenant protection”, 
§ “Agencies will closely review < covlite > loans as part of the overall credit 

evaluation of an institution“

Clarification, November 2014
§ “Potential weaknesses in one aspect of a transaction structure (such as  

covenants, maturity, or repayment structure)  are  assessed  along with the 
financial aspects of the borrower in determining the  final supervisory  rating” 

March 2013March 2012 August-Sept 2014 November 2014

Agencies request 
public comments 
on the proposed 
guidance

Introduction of 
the Leveraged 
Lending Guidance

Fed sends MRIA 
letters to several 
banks

Introduction of 
the Clarification
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Data and sample 

§ S&P’s Leveraged Commentary and Data (LCD)
§ Sample period is 2012-2018 for regressions, 2000-2018 for relationship measures
§ Leveraged loans only, based on LIBOR 150+ bp and credit rating
§ Non-financial US borrowers
§ US banks are treatment (~4k loans) and non-banks are control group (`400 loans)

Table 1. Summary stats
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Data and sample 

Table 1. Transition Matrices

Post Clarification: 
§ Former bank borrowers switch to non-banks at a rate 60% higher than pre-

clarification
§ Non-bank borrowers switch back to regulated banks at a 25% lower rate than 

before 
Total volume of loans in non-bank sector increases by $30bn 

The premise of the empirical part is to unfold these changes and pin down the channel  
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Research design

Strategy
§ Classic DID:

§ Treatment: firms with revealed preference for bank lenders (Becker & 
Ivashina 2014)

§ Post: after Clarification (Q4 2014)
§ Outcome:

§ New Lender, an indicator for whether a loan was with a lender that had not 
previously acted as lead arranger for borrower b

§ Fixed effects in most complete specification:
§ Borrower
§ Lender
§ Rating
§ Loan purpose

(2013), we consider only the most recent loan to determine the relationship status.17 ?? provides a

graphical representation of our empirical strategy.

Our first set of tests investigates how loan o�ers changed following the Clarification. The

dependent variable in our specification, NonCovliteOfferb,l,t, captures the likelihood that borrower

b receives a non-covenant-lite loan o�er from its current lender while accepting a loan o�er from

lender l in quarter t. We define NonCovliteOfferb,l,t as the fraction of non-covenant-lite loans

from the relationship lender of loan (b, t) to all other borrowers it lends to in the same quarter t

that are not covenant-lite. We define the indicator variables BankBorrowerb,t and Postt to match

treated loans and the Clarification period, respectively. Our specification is

New lenderb,l,t = —0+—1Bank borrowerb,t◊Postt+—2Xb,l,t+”b+—3Bank borrowerb,t+÷l,t+Áb,l,t, (1)

Our focus is on loan o�ers extended to borrowers whose previous lender was a regulated bank

(BankBorrowerb,t = 1) because these lenders were a�ected by the Clarification. Therefore, our

“treatment” group consists of borrowers who received their previous loan from a regulated lender. In

contrast, loans in which the relationship lender is a non-banking institution (BankBorrowerb,t =

0) should have been una�ected by the Clarification, thus they comprise our control group. The

identifying assumption behind our setup is that lending relationships are sticky, and borrowers

would have returned to their previous lenders absent the regulatory intervention. This assumption

is consistent with a vast body of evidence from relationship lending, including in the U.S. syndicated

loan market (see, for example, Chodorow-Reich & Falato (2018)). Note that, unlike in the basic

DiD setting, our “treatment” indicator BankBorrower is time varying. Because the same borrower

b could have borrowed from either a bank or a non-bank at di�erent times, our unit of treatment is

the loan (b, t).

We then define Postt as an indicator equal to one for all quarters from 2014Q4 to 2018Q4 and

17Syndicated loans often exhibit a structure in which a large, regulated bank serves as the lead arranger, and
the syndicate consists of a mix of regulated banks and non-banks. Importantly, the Clarification applies to loans
even when only a single regulated bank served as the lead arranger and all participants were unregulated banks. We
therefore assign treatment based on the lead arranger being a regulated bank only.

19
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Parallel trends in switching lenders

Figure 3. Parallel trends in the likelihood of switching lenders

Figure 1
Parallel Trends for Non-Covenant-Lite Lending
Panel A plots the fraction of switchers for banks and non-banks over time. The vertical lines mark
the quarter of the Clarification in the fourth quarter of 2014. Panel B of this figure plots dynamics
of the fraction of non-covenant-lite lending originated to non-financial US borrowers. The blue line
represents the fraction of non-covenant-lite lending by banks, while the gray line plots the same
fraction for non-banks. Data on leveraged loans come from Thomson Reuters LPC database.

39



12/21

Likelihood of switching lenders for bank borrowers

Table 3. Lender switching for previous bank borrowers post-clarification

§ Bank borrowers are more likely to switch lenders following the Clarification

Table 2
Probability to switch lenders after the Clarification
The table presents di�erence-in-di�erences estimates of how the Clarification (2014Q4) a�ected the chance of switching to a new
lender. All variables are defined in Appendix Table A.1. The sample contains all loans to non-financial borrowers in the years
2012 to 2018. Bank borrowers are borrowers who’s last previous loan was with a Commercial US bank. Controls include loan
purpose, loan type and credit rating. Standard errors clustered by borrower and robust to heteroskedasticity are in parentheses.
*, ** and *** indicate statistical significance at the ten, five and one percent level respectively.

New Lender
(1) (2) (3) (4) (5) (6) (7) (8)

Post ◊ Bank Borrower 0.140** 0.136** 0.216*** 0.220*** 0.179** 0.182** 0.235** 0.371***
(0.071) (0.069) (0.082) (0.081) (0.086) (0.086) (0.092) (0.117)

Bank Borrower -0.174*** -0.163*** -0.182*** -0.177*** -0.134* -0.138* -0.150* -0.279***
(0.057) (0.055) (0.064) (0.064) (0.078) (0.078) (0.079) (0.083)

Post -0.159**
(0.068)

Borrower FE No No No No Yes Yes Yes Yes
Time FE No Yes Yes Yes Yes Yes Yes No
Lender FE No No Yes Yes No No Yes No
Lender ◊ Time FE No No No No No No No Yes
Loan Purpose FE No No No No Yes Yes Yes Yes
Rating FE No No No No No Yes Yes Yes
Industry No No No Yes No No No No
Obs 4460 4460 4460 4460 4460 4460 4460 4460
R2 0.01 0.04 0.08 0.10 0.51 0.51 0.54 0.64
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Empirical results

§ Timing coincides exactly with an increase in covenants demanded

Figure 2
Treatment E�ect Over Time
This figure provides a graphical illustration of the treatment dynamics in our di�erence in di�erences
specification on non-covenant-lite loan o�ers. The graph plots the development of the coe�cients
on the indicator Bank Borrower interacted with an indicator for each quarter from 2012 to 2018.
The reference quarter is 2012q1. We estimate the most stringent specification (column 4) of Table 3.
The dependent variable is the likelihood of a loan o�er that is not covenant-lite. The red line marks
the passage of the Clarification in the fourth quarter of 2014. Vertical bars present 95% confidence
intervals.

40
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Likelihood of covenants included for bank borrowers

Table 4. Covenants included in loan offers

§ Bank borrowers receive more covenants in their loan offers

Table 3
Clarification and probability of getting a non-covlite loan o�er from relationship lender
The table presents di�erence-in-di�erences estimates of how the Clarification (2014Q4) a�ected the chance of being o�ered a
covenant-lite loan. All variables are defined in Appendix Table A.1. The sample contains all loans to non-financial borrowers in
the years 2012 to 2018. Bank borrowers are borrowers who’s last previous loan was with a Commercial US bank. NonCovlite
o�erb,l,t estimates the likelihood that borrower b’s relationship lender would have o�ered a non-covenant-lite loan to b measured
as the fraction of covenant-lite loans given out by the borrower b’s relationship lender to all other borrowers (if any) at
time t. Controls include loan purpose, loan type and credit rating. Standard errors clustered by borrower and robust to
heteroskedasticity are in parentheses. *, ** and *** indicate statistical significance at the ten, five and one percent level
respectively.

NonCovlite o�er
(1) (2) (3) (4) (5) (6) (7) (8)

Post ◊ Bank Borrower 0.216*** 0.214*** 0.176*** 0.175*** 0.173*** 0.170*** 0.162*** 0.193***
(0.022) (0.020) (0.021) (0.021) (0.026) (0.025) (0.025) (0.031)

Bank Borrower -0.190*** -0.197*** -0.180*** -0.178*** -0.186*** -0.185*** -0.180*** -0.217***
(0.017) (0.015) (0.017) (0.017) (0.023) (0.022) (0.022) (0.021)

Post -0.385***
(0.021)

Borrower FE No No No No Yes Yes Yes Yes
Time FE No Yes Yes Yes Yes Yes Yes No
Lender FE No No Yes Yes No No Yes No
Lender ◊ Time FE No No No No No No No Yes
Loan Purpose FE No No No No Yes Yes Yes Yes
Rating FE No No No No No Yes Yes Yes
Industry No No No Yes No No No No
Obs 4460 4460 4460 4460 4460 4460 4460 4460
R2 0.26 0.46 0.55 0.56 0.74 0.74 0.75 0.88
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Cross-sectional effects I: effect concentrated in covlite loans

Table 5. Cross section covlite offers

Table 5
E�ects for di�erent sub-segments of leveraged lending market
The table presents di�-in-di� estimates of NewLenderb,l,t, an indicator equal to one if the borrower
never borrowed from the same lender l since the beginning of our sample, on the instrumented

‰NonCovLiteOfferb,l,t from the first stage. Column 1 analyzes switching to any new lender Any,
Column 2 - to lenders o�ering covlite loans, Column 3 - to lenders o�ering non-covenant-lite loans.
All variables are defined in Appendix Table A.1. The sample contains all loans to non-financial
borrowers in the years 2012 to 2018. Bank borrowers are borrowers who’s last previous loan was
with a Commercial US bank. Controls include loan purpose, loan type and credit rating. Standard
errors clustered by borrower and quarter and robust to heteroskedasticity are in parentheses. *, **
and *** indicate statistical significance at the ten, five and one percent level respectively.

New lender defined as:
(1) (2) (3)

Any new lender Only CovLite Only NonCovLite
Post ◊ Bank Borrower 0.371*** 0.329*** 0.042

(0.117) (0.083) (0.088)
Bank Borrower -0.279*** -0.177*** -0.102

(0.083) (0.062) (0.069)
Borrower FE Yes Yes Yes
Time FE No No No
Lender FE No No No
Lender ◊ Time FE Yes Yes Yes
Loan Purpose FE Yes Yes Yes
Rating FE Yes Yes Yes
Obs 4460 4460 4460
R2 0.64 0.49 0.48

46
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Table 6. Changes in other offered loan terms

Table 4
Alternative channels - changes in other loan terms o�ered
This table reports DID estimates of the e�ect of the Leverage Lending Clarification (2014Q4) on
key o�ered loan characteristics. All variables are defined in Appendix Table A.1 and, as in our
main specification, reflect average loan terms o�ered by banks. The sample contains all loans to
non-financial borrowers in the years 2012 to 2018. Bank borrowers are borrowers who’s last previous
loan was with a Commercial US bank. Parentheses contain standard errors clustered by borrower
and quarter and robust to heteroskedasticity. *, ** and *** indicate statistical significance at the
ten, five and one percent level respectively.

Interest Maturity Collateral Deal Size
(1) (2) (3) (4)

Post ◊ Bank Borrower -0.493*** -0.199*** 0.019** -0.016
(0.139) (0.074) (0.009) (0.037)

Bank Borrower -0.401*** 0.036 0.006 0.275***
(0.122) (0.067) (0.008) (0.026)

Borrower FE Yes Yes Yes Yes
Lender ◊ Time FE Yes Yes Yes Yes
Loan Purpose FE Yes Yes Yes Yes
Rating FE Yes Yes Yes Yes
Obs 4453 4460 4460 4460
R2 0.82 0.80 0.74 0.85

45

Changes in other offered loan terms?
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§ Effect is concentrated in most constraint borrowers – the most constraint drop out 
of the market, the next most constraint switch to non-banks 

Cross-sectional effects III: Extensive/intensive margins

Table 7. Extensive/Intensive margin

Table 8
Borrower reaction – extensive and intensive margin
The table presents results from OLS regressions of borrower reactions to changed loan terms on firm and loan characteristics.
The unit of observation is a single observation per bank-borrower on their last loan prior to the Clarification. The outcome
variable in columns 1 to 3 is an indicator whether borrowers that previously took out leveraged loans stop taking out any more
loans after the Clarification. The outcome variable in columns 4 to 6 is an indicator whether, conditional on staying in the
leveraged loan market, a borrower switches from a regulated lender to a non-bank lender. Parentheses contain standard errors
clustered by industry and robust to heteroskedasticity. *, ** and *** indicate statistical significance at the ten, five and one
percent level respectively.

Borrowers leaving the leveraged lending market Borrowers switching to nonbanks
(1) (2) (3) (4) (5) (6)

Credit rating 0.053 *** 0.020**
(0.013) (0.007)

Number of previous loans 0.029** 0.010*
(0.011) (0.006)

Deal size ≠0.052 *** ≠0.011**
(0.017) (0.005)

Interest 0.031** 0.006
(0.012) (0.006)

Collateral 0.232* ≠0.046**
(0.125) (0.021)

Maturity 0.019 ≠0.002
(0.015) (0.007)

Covlite ≠0.024 0.007
(0.046) (0.020)

Industry FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
Obs 713 713 713 665 665 665
R2 0.08 0.07 0.11 0.07 0.06 0.07

49
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Cross-sectional effects II: revealed preference for covlite structures

Table 8. Historical Presence in the Covenant Lite Segment

Table 6
Historically revealed preferences for covenant lite loans
The table presents DiD estimates of NewLenderb,l,t, an indicator equal to one if the borrower never
borrowed from the same lender l since the beginning of our sample, on Post ◊ Bank Borrower.
Column 1 investigates the cross sectional impact for borrowers who’s last loan prior to the clari-
fication was covenant lite, by interacting the Post ◊ Bank Borrower with the indicator CovLite

Demand. Column 2 does the same using CovLite Supply, an indicator for lenders who have issued
above median fraction of Covenant Lite loans in the 5 years prior to the Clarification. All variables
are defined in Appendix Table A.1. The sample contains all loans to non-financial borrowers in the
years 2012 to 2018. Bank borrowers are borrowers who’s last previous loan was with a Commercial
US bank. Controls include loan purpose, loan type and credit rating. Standard errors clustered
by borrower and robust to heteroskedasticity are in parentheses. *, ** and *** indicate statistical
significance at the ten, five and one percent level respectively.

New Lender
(1) (2)

Bank Borrower -0.263*** -0.422***
(0.084) (0.107)

Post ◊ Bank Borrower 0.373*** 0.459***
(0.116) (0.139)

Post ◊ Covlite Demand -0.178**
(0.070)

Bank Borrower ◊ Covlite Demand -0.092
(0.062)

Post ◊ Bank Borrower ◊ Covlite Demand 0.197***
(0.072)

Covlite Supply 0.192***
(0.061)

Post ◊ Covlite Supply -0.251***
(0.070)

Bank Borrower ◊ Covlite Supply -0.157**
(0.063)

Post ◊ Bank Borrower ◊ Covlite Supply 0.238***
(0.073)

Borrower FE Yes Yes
Lender ◊ Time FE Yes Yes
Loan Purpose FE Yes Yes
Rating FE Yes Yes
Obs 4460 4460
R2 0.64 0.64

47
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Bigger picture - non-banks gain market share

§ Post clarification, non-banks gain market share since they can offer more attractive 
non-price loan terms 

Table 9. Non-Covenant-Lite Loans and Market Share 

Table 9
E�ect of covenant-lite lending on bank-level market share
The table presents di�erence-in-di�erence estimates of the e�ect of the Leverage Lending Clarifi-
cation (2014Q4) on covenant-lite loan o�ers and lender market share in a given quarter. Bank is
an indicator for regulated lenders. All other variables are defined in Appendix Table A.1. The
sample contains all loans to non-financial borrowers in the years 2012 to 2018, aggregated on the
lender-quarter level. Bank borrowers are borrowers who’s last previous loan was with a Commercial
US bank. Controls include lender-quarter average interest rate, maturity, loan rating, and indica-
tors for secured loans. Standard errors clustered by lender and robust to heteroskedasticity are in
parentheses. *, ** and *** indicate statistical significance at the ten, five and one percent level
respectively.

Covlite lending Market Share
(1) (2) (3) (4)

Post ◊ Bank -0.148*** -0.145*** -1.215* -1.210*
(0.051) (0.050) (0.647) (0.637)

Lender FE Yes Yes Yes Yes
Time FE Yes Yes Yes Yes
Controls No Yes No Yes
Obs 626 626 626 626
R2 0.59 0.62 0.81 0.82

50
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“Exclusion” restriction

Banks should pay special attention to borrower's characteristics, including
§ Covenant protection – but also:

§ Repayment capacity 
§ Enterprise value
§ Leverage (6x Debt/EBITDA)
§ Sustainability of capital structure (ability to de-lever based on CF)

(pp. 25-27)

Concern: banks focus on lending to safest borrowers which leads to loss of market 
share in leveraged lending market and fewer covenants

We find:
§ No effect on borrower credit rating, no effect on borrower leverage, no effect on 

absolute or relative leveraged loan supply
§ No effects on other credit dimensions (pricing, size, maturity)
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§ Classic endogeneity challenge keeping us from causal interpretation:
Most optimistic banks will issue more loans with fewer covenants

§ Still, it looks as if this might be a broader pattern:

External validity

Table 11. External validity

Table 12
External validity: covenants, bank market share and switching lenders in the broader
loan market
The table presents regressions of the relationship between loan characteristics, bank market share,
and the borrower’s decision to switch lenders. The dependent variable in Columns 1-2 is the bank’s
total market share (in percentages) in a given quarter, the dependent variable in Columns 3-4
is 1(Loan from new lenders) that takes the value of 1 for loans which are the first between a
borrower and a lender. The explanatory variables in Columns 1-2 are bank-quarter averages of the
number of covenants, average loan maturity, average interest rate, and average borrower rating.
The explanatory variables in Columns 3-4 are various loan and borrower characteristics, such as
the number of covenants in the loan contract, loan maturity, loan interest rate, and the borrower’s
rating. These regressions therefore present a comparison of loans made by new lenders compared to
those in existing lending relationships. All variables are defined in Appendix Table A.1. The sample
period is 1995 through 2017 and includes all loans to non-financial borrowers from LPC DealScan.
Variables are aggregated to the lender-quarter level in columns 1 and 2, and on the loan level in
columns 3 and 4. Parentheses contain standard errors clustered by lender and quarter (columns 1
and 2) and borrower and quarter (columns 3 and 4), and robust to heteroskedasticity. *, ** and
*** indicate statistical significance at the ten, five and one percent level respectively.

Bank Level: Market Share Loan Level: 1(Loan from new lenders)
(1) (2) (3) (4)

Number of covenants ≠0.365 *** ≠0.250 *** ≠0.019 ** ≠0.023 ***
(0.094 ) (0.093 ) (0.009 ) (0.009 )

Maturity 0.172 * 0.003 ***
(0.094 ) (0.001 )

Interest ≠0.105 * 0.012
(0.055 ) (0.008 )

Rating ≠0.096 *** 0.001
(0.019 ) (0.005 )

Lender FE Yes Yes No No
Borrower FE No No Yes Yes
Year-quarter FE Yes Yes Yes Yes
Observations 4,521 4,521 17,297 17,297
R2 0.64 0.64 0.36 0.36

57
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Conclusion

We study lender competition based on non-price terms, exploiting the 
Clarification to the Leveraged Lending Guidance (2014)

§ Borrowers assign value to loans without maintenance covenants
i. after the guidance banks offer loans with covenants and subsequently 

lose a fraction of borrowers to nonbanks 
ii. this result suggests that lenders compete based not only on interest 

rates, but non-price terms too
iii. covlite loans are associated with the higher probability of default

§ The findings are
i. stronger for lender-borrower pairs with shorter history of relationships
ii. stronger for lenders with higher fraction of covlite lending prior to the 

Clarification

The results are limited to leveraged loans, though it seems to be broader pattern 
that banks gain market share by lowering covenant protections
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Additional analysis

§ Varying event windows
§ Alternative measures for relationship intensity (duration, indicator if > 2 loans)
§ Effect on covariates, interaction of controls with Post variable
§ Exclusion of 2014q3
§ Guidance as an Event
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Covenants are contractual provisions that give control rights to 
lenders when borrower performance deteriorates 

time

Covenant 
threshold

Accounting measure

Violation

tightness

Figure 1. Concept of Loan Covenants

“We chose <JPMorgan> Chase because its pricing was competitive, it agreed to 
underwrite the full amount, and they showed a high degree of flexibility on 
structuring, particularly their willingness to permit ongoing capital expenditures 
without burdensome covenants”

Jeff Speed, Disney’s VP of Corp Fin
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Exclusion restriction: credit quality

§ We study risk profile of bank borrowers before and after the guidance
§ Regressions: no significant drop in credit rating after the Clarification
§ “What we would look for is if they (<banks>) are doing it (<leveraged lending>) in a 

safe and sound manner” – Head of OCC

Figure 4. Average borrower’s credit ratings

§ The effect on market shares plausibly comes from the number of covenants rather 
than a stop in serving risky borrowers
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Exclusion restriction credit quality : regressions

§ Regressions confirm visual inspection
§ Treated banks did not stop providing funding for riskiest borrowers
§ A value of 1 corresponds to the top rating, AAA 

Table 3. Market Share and Number of Covenants

§ Also, no apparent change in maturity, interest rate, collateral and deal size


