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Abstract

Wae study the offect of asset Hguldity (“taegibiliey™ ) on finn policks in the presener of inascing
constraints, Wo do =0 in & real options fenmereork that allows for thes sfimsltaneous dotsrminntion
al imvestmment and financing. In the pososce of Bunneing imperfections, Ams that opernic nure
tangible nssets have larger aredit capacity. By expoasding the firm's capital lase, the ioves badns
procrss ongridors & Boxdback offect in which ivestment [In tangible saesets) belps relax inanscing
eonsiraints, which in turn allows for sddditional invwstimoent, easing financing lusthor, apd 80 on,. Our
meoded formnlizas the endogenous. meechanism through which assed I:anng;ll:llh't.'l. n.:lnpliﬁ.-r:l. thar uup.ru:l
af shodks 1o the finn's opportunity set omlo the irm's in wiml T WE Boross binee —
firm-level credit maudtipler. Examining a lnrge sample of mseulsciuring rms over the 1871 i'l'll‘-
pericdd, we il support for our model’s posdiction that nsset tnngibdlity boosts investneemt spoesl-
ing when firms face finacing constrnings.  We also verify that this resalt is driven by finns’ deba
Esnnee polivitios, Consistent with oar idemt ification strategy, the credit multiplier is absent froa
anmples of financally arconstrabeyl Boos sowd snonples of finsacially constenbexd Brms with lose
incremamial | nEset-basod) dobt capacity.,
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