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Debt and Creative Destruction: Why Could
Subsidizing Corporate Debt Be Optimal? (p. 303)
Zhiguo He, Gregor Matvos

Could subsidizing corporate debt be optimal? The
authors investigate the welfare benefit of this sub-
sidy and study how the social costs and benefits
change with the duration of industry decline such as
the paper industry. Debt financing increases incen-
tives to exit, which, although costly for the firm, is
socially beneficial; however, these benefits decline as
industry distress shortens. The work explains why the
debt tax subsidy still persists around the world. The
insight for management: Subsidizing corporate debt in
declining industries has social benefits that justify the
subsidy.

Markdown or Everyday Low Price? The Role of
Behavioral Motives (p. 326)
Ozalp Ozer, Yanchong Zheng

Which is better, Kroger’s sales prices, or Walmart’s
everyday low prices? If the seller counts on strategic,
pecuniary motives, then everyday low price is better.
But what effect do customers’ behavioral motives have
on their purchasing decisions? Regret arises when a
consumer initially chooses to wait but encounters stock-
out later, or when the consumer buys the product at the
high price but realizes that the product is still available
at the markdown price. In addition, consumers often
perceive the product’s future availability to be different
from its actual availability. The authors determine and
quantify that both regret and availability misperception
have significant operational and profit implications
for the seller. The presence of the behavioral motives
reinstates the profitability of markdown over every-
day low price, in sharp contrast to prior belief. The
insight for management: Ignoring behavioral factors
of consumers can result in up to 10% profit losses;
tactics that may intensify consumers’ misperception of
availability, such as disclosing low inventory levels, can
have a far-reaching impact on improving the seller’s
profit.

iv

Investor Sentiment, Beta, and the Cost of
Equity Capital (p. 347)

Constantinos Antoniou, John A. Doukas,
Avanidhar Subrahmanyam

How does investor sentiment affect the market value
of stocks of different risk levels (or beta levels)? The
security market line accords with the capital asset pric-
ing model by taking on an upward slope in pessimistic
sentiment periods but is downward sloping during
optimistic periods. The authors say that it is because
periods of optimism attract equity investment by unso-
phisticated, overconfident traders in risky opportunities
(high beta stocks), whereas such traders stay along the
sidelines during pessimistic periods. Thus, high beta
stocks become overpriced in optimistic periods, but,
during pessimistic periods, noise trading is reduced, so
that traditional beta pricing prevails. Without senti-
ment, these effects offset each other. The insight for
management: Noise traders are more bullish about
high beta stocks when sentiment is optimistic, whereas
investor behavior appears to accord more closely with
rationality during pessimistic periods.

Portfolio Choice with Market Closure and
Implications for Liquidity Premia (p. 368)
Min Dai, Peifan Li, Hong Liu, Yajun Wang

How do periodic market closure and the fact that
market volatility is significantly higher during trading
periods affect liquidity premia? The authors find that
market closure and the volatility difference across
trading and nontrading periods significantly change
optimal trading strategies. They demonstrate numer-
ically that transaction costs can have an effect on
liquidity premia that is largely comparable to empirical
findings. The insight for management: Market closures
and market volatility during high-volume periods affect
liquidity premia.

Household Production and Asset Prices (p. 387)
Zhi Da, Wei Yang, Hayong Yun

How do households trade off between market con-
sumption and home-produced goods? The authors use
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residential electricity usage as an estimate for house-
hold production. Based on U.S. residential electricity
usage from 1955 to 2012, they estimate the equity pre-
mium and the cross section of expected stock returns.
The insight for management: Household production
may explain 71% of the equity premium on asset prices.

Strategic Waiting for Consumer-Generated
Quality Information: Dynamic Pricing of
New Experience Goods (p. 410)

Man Yu, Laurens Debo, Roman Kapuscinski

How should a company price a product whose more
strategic customers may wait for other customers’
reviews before buying? User reviews are useful, not
only to the consumers who have not yet purchased
the product but also to the firm. However, the value
depends on the volume of consumers who share their
opinions; thus, it depends on the initial sales volume.
The firm may either enhance or dampen the quality
information flow via increasing or decreasing initial
sales. Without consumer-generated quality informa-
tion, the firm may reduce the initial sales and lower
the initial price. Even when the firm benefits from
consumer-generated quality information, it may pre-
fer less-accurate information. Consumer surplus can
also decrease due to the consumer-generated quality
information, contrary to the conventional wisdom that
word of mouth should help consumers. The insight for
management: Information may not be power; consumer
reviews may hurt both buyer and seller.

Sourcing Strategies and Supplier Incentives for
Short-Life-Cycle Goods (p. 436)
Eduard Calvo, Victor Martinez-de-Albéniz

How do suppliers react to multiple sourcing strate-
gies? Multiple sourcing with quick response has been
recognized as a useful tool to manage demand risk
for short-life-cycle goods. However, it is important
not to ignore the effect of these practices on supplier
incentives. When suppliers make pricing decisions,
dual sourcing does not always lead to higher supply
chain efficiency or buyer profits as compared to single
sourcing. This loss takes place when suppliers commit
to prices up front, before any possible forecast change,
but not when they delay the price quotes after demand
forecasts have been updated. Specifically, with up-front
price commitment, dual sourcing leads to inflation of
supplier prices because expensive suppliers will still
receive part of the business if they are sufficiently quick.
In contrast, with delayed price quotes, a buyer will
find dual sourcing beneficial because single sourcing
locks it into a monopolistic supplier that extracts most
of the available rent. The insight for management: With
multiple sourcing, a buyer is best off allowing for
delayed price quotes to get the best sourcing deals.

Does the Firm Information Environment
Influence Financing Decisions? A Test Using
Disclosure Regulation (p. 456)

Susan Albring, Monica Banyi, Dan Dhaliwal,
Raynolde Pereira

Does the firm information environment influence financ-
ing decisions? Though theory claims that a firm’s
information environment affects the choice between
debt and equity financing, empirical evidence sup-
porting this contention is limited. The authors eval-
uate this relation within the context of Regulation
Fair Disclosure (Reg FD), which prohibited the use of
selective disclosure. They find that firms with high
proprietary costs of public disclosure are more likely
to resort to debt financing after the passage of Reg FD,
regardless of whether a firm has relied on selective
disclosure in the pre-Reg FD regime. They also evaluate
changes in firm disclosure policy and find that firms
that adopted an expansive public disclosure policy are
more likely to turn to equity financing. The insight for
management: Firms with deteriorated firm information
environments increase their use of less-information-
sensitive debt, whereas firms with improved infor-
mation environments favor the use of equity
financing.

Financial Distress Risk and New CEO
Compensation (p. 479)
Woo-Jin Chang, Rachel M. Hayes, Stephen A. Hillegeist

Does financial distress risk affect new CEO compensa-
tion? The authors find that the answer is yes, through
two channels. First, new CEOs receive significantly
more compensation when financial distress risk is
higher. This finding is consistent with CEOs receiving
a compensation premium for bearing this risk because
CEOs experience large personal costs if their firms
later become financially distressed. Second, financial
distress risk is associated with the incentives provided
to new CEOs; distress risk is positively associated
with pay-performance sensitivity and equity-based
compensation and is negatively associated with cash
bonuses. The insight for management: Financial distress
risk alters the nature of the agency relationship in ways
that lead firms to provide CEOs with more equity-
based incentives and is an economically important
determinant of new CEO compensation packages.

Discretionary Sanctions and Rewards in the
Repeated Inspection Game (p. 502)

Daniele Nosenzo, Theo Offerman, Martin Sefton,
Ailko van der Veen

To use the carrot or the stick—how do sanctions
and rewards related to inspection affect production
behaviors? Put simply, an employee can either work
or shirk, and an employer simultaneously chooses
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to inspect or not inspect. In total, payoffs are maxi-
mized when the employee works and the employer
does not inspect. However, this requires some level
of trust between the two to achieve this ideal. If the
employer has the discretion to sanction or reward the
employee, this might change behavior. The authors
find that, when employers have limited discretion
and can only apply sanctions and/or rewards after
an inspection, both instruments are equally effective
in reducing shirking and increasing joint earnings.
When employers have discretion to reward and/or
sanction independent of whether they inspect, rewards
are more effective than sanctions. In treatments where
employers can combine sanctions and rewards, employ-
ers rely mainly on rewards, and outcomes closely
resemble those of treatments where only rewards are
possible. The insight for management: Employee behav-
iors are more readily affected by rewards than by
sanctions.

Collusion in Dynamic Buyer-Determined
Reverse Auctions (p. 518)
Nicolas Fugger, Elena Katok, Achim Wambach

Binding or nonbinding auctions? Although binding
reverse auctions have attracted a good deal of inter-
est in the academic literature, in practice, dynamic
nonbinding reverse auctions are the norm in pro-
curement. In those, suppliers submit price quotes
and can respond to quotes of their competitors dur-
ing a live auction event. However, the lowest quote
does not necessarily determine the winner. The buyer
decides after the contest, taking further supplier infor-
mation into account, on who will be awarded the
contract. The insight for management: Binding auctions
are preferred; a nonbinding bidding format enables
suppliers to collude, thus leading to noncompetitive
prices.

Equilibrium Innovation Ecosystems: The Dark Side
of Collaborating with Complementors (p. 534)
Andrea Mantovani, Francisco Ruiz-Aliseda

Is it efficient for Beano to be sold with baked beans?
There has been a recent burst in the number of collabo-
rative activities among firms selling complementary
products. The authors find factors that may result in a
lower profitability for such firms overall. Collaboration
makes it cheaper to enhance quality, so building innova-
tion ecosystems results in firms investing more than if
collaboration were impossible. In markets reaching sat-
uration, firms are trapped in a prisoner’s dilemma: The
greater investments create more value, but this does
not translate into greater value capture because the
value created relative to competitors does not change.
The insight for management: Collaboration in selling
complementary products has a dark side; investing in

the relationship may accrue disproportionate benefits
to the selling partner.

Impact of Bayesian Learning and Externalities on
Strategic Investment (p. 550)

H. Dharma Kwon, Wenxin Xu, Anupam Agrawal,
Suresh Muthulingam

How do learning and externalities between competing
investors affect investment behaviors? The authors
examine a world where a firm can learn about the
profitability of the investment by observing the perfor-
mance of the other and externalities exist between the
investments of two firms that relate to the return on
investment. In general, the second mover benefits from
the insights gleaned from the return on investment of
the first mover, so both parties have an incentive to
hold off investment—a so-called war of attrition. The
authors find a region of a war of attrition between the
two firms in which the interplay between externalities
and learning gives rise to counterintuitive effects on
investment strategies and payoffs. The insight for man-
agement: An increase in the rate of learning—which
tends to benefit the follower—can hasten the first
investment.

How Point-of-Sale Marketing Mix Impacts
National-Brand Purchase Shares (p. 571)
Minha Hwang, Raphael Thomadsen

How does point-of-sale marketing mix impact national-
brand purchase shares? Purchase shares of major
national brands in consumer packaged-goods indus-
tries vary substantially across stores, both between
geographic markets and across stores within markets.
There are five store-specific marketing mix factors:
prices, assortment shares, features, displays, and pro-
motion intensity. The authors find that market-level
variation of top national brands accounts for approxi-
mately 30% of the weekly purchase share variation
across stores, whereas account-level and store-level
variation explain an additional 13% and 5% of the
variation, respectively. The authors then measure the
extent to which assortment, pricing, feature, display,
and promotion activities affect the purchase shares
of the top national brands. They find that price and
assortment share are the two most important point-of-
sale factors in determining a brand’s purchase share.
They also examine how the proximity to a brand’s city
of origin, the assortment share of a store’s private label,
the extent of retail competition, and the demographics
of the store’s neighborhood affect the purchase share’s
sensitivity to the point-of-sale marketing mix. Finally,
they measure the extent to which the variation in top
national-brand purchase shares is explained by these
five factors. The insight for management: On average,
approximately 56% of the variation in national-brand
purchase shares can be attributed to these five factors.
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These results demonstrate the potential importance of
trade marketing on a brand’s purchase shares.

Repeated Interactions and Improved Outcomes:
An Empirical Analysis of Movie Production in
the United States (p. 591)

Vishal Narayan, Vrinda Kadiyali

How does familiarity among team members affect
production success? Many marketing activities take
place within teams; these team activities often involve
repeated interactions among team members over sev-
eral projects. The authors study repeated interactions
of production teams in 1,123 movies. Three unique
insights emerge. Interactions between the producer and
other team members have a greater effect on revenues
than other repeated pairs for which consumers might
have preferences. In many instances, repeated interac-
tions with current team members are more revenue
enhancing than individual successes in past movies.
In fact, repeated interactions between team members
improve current revenues even if such interactions
were unsuccessful. The insight for management: The
whole is greater than the sum of its parts; familiarity

among team members is more important than prior
individual success or failure in the production
process.

The Relationship Between Workplace Stressors
and Mortality and Health Costs in the

United States (p. 608)

Joel Goh, Jeffrey Pfeffer, Stefanos A. Zenios

Could pushing the employee too hard cost the em-
ployer? The authors estimate the excess mortality
and incremental health expenditures associated with
exposure to the following 10 workplace stressors: unem-
ployment, lack of health insurance, exposure to shift
work, long working hours, job insecurity, work—family
conflict, low job control, high job demands, low social
support at work, and low organizational justice. The
authors find that more than 120,000 deaths per year
and approximately 5%-8% of annual healthcare costs
are associated with and may be attributable to how
U.S. companies manage their work forces. The insight
for management: More attention should be paid to
management practices as important contributors to
health outcomes and costs in the United States.
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