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Abstract: Corporate firms access multiple sources of debt simultaneously. This study 

analyses the impact of debt diversification on firm value. We argue that, 
when firms diversify their debt sources, the monitoring role played by debt 
holders decreases as a result of the free rider problem. Hence, such firms 
should experience a value discount in the capital markets. Our empirical 
analysis provides evidence for the existence of a value discount in the 
capital markets for firms accessing multiple sources of debt. Our results 
remain robust for alternative measures of debt diversification. 
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moral hazard problems, debt holders typically tend to monitor the activities of the firm1 
and thereby, help alleviate the agency costs thereof. One would then expect this 
monitoring mechanism to be relatively more intense for a firm with multiple debt holders 
(i.e., greater debt diversification) relative to a firm with fewer debt holders.  
Consequently, a firm with greater debt diversification should experience lower agency 
costs and greater firm value, i.e., a positive association between debt diversification 
and firm va
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sources of debt thus: we measure the concentration of debt, the Herfindahl-Hirschman 
scores, by summing the squared ratios of individual debt to total debt.  

𝐻𝐻𝐻𝐻𝐻𝐻𝑖𝑖𝑖𝑖 = ∑ � 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖
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The value obtained in (2) is then normalized using Eq
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results, shown in Table 3, based on the normalized HHI as the measure of debt 
diversification, support the findings in Table 2, based on Debt Number.  Overall, the 
analyses offer substantial evidence that firms which use diversified debt sources 
experience a value discount in capital markets. 

 
Table 2: Regression analysis using Debt Number 
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financial constraints engendered by credit rationing might potentially erode 
shareholder wealth. 
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