
ABSTRACT

The purpose of this paper is to estimatea model that incorporates the effectsof fmancial

decisionson production, profitability,and productivitygrowth. Asymmetricinformation generates

agencycosts of debt and signalingbenefitsof dividendswhichthen influenceproduction decisions.

The model is applied to the u.S. manufacturing sector.
~

Agency costs and signaling benefits are measured by their effects on profitability. A one

percent increase in debt reduces variable profit by 0.04 percent, while a one percent increase in

dividendsraisesvariable profit by 0.12percent. Agencycosts also limit the adjustment of U.S.

manufacturing to long-run equilibrium. On average,for $1.00of funds raised through bond issues,

debt adjustment cost is about $0.05. The dynamicefficiencyof the manufacturing sector is affected

by fmancial considerations. Signalingbenefitscontribute 4.2percent to total factor productivity

growth, whileagencycosts reduce efficiencyby 3.3percent. Thus the fmancialeffectson dynamic

efficiencyapproximatelyoffseteach other.

Address CorrespondenceTo:

Jeffrey1.Bernstein
Department of Economics
Loeb Building,8th floor
Carleton University
Ottawa, Ontario, K1S 5B6
CANADA

M. Ishaq Nadiri
Department of Economics
New York University
269Mercer Street, 7th floor
New York, NY 10003
U.S.A.

JEL Classification D24, G32

...

tI
r
I

L


