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Abstract
This paper develops models to make production and financing decisions simultaneously in the presence of demand uncertainty and market imperfections. While the Modigliani
and Miller propositions demonstrate that a firm's investment and financing decisions can be made independently in a perfect capital market, our models illustrate how a firm's
production decisions are affected by the existence of financial constraints. We analyze the interactions between a firm's production and financing decisions as a tradeoff between
the tax benefits of debt and financial distress costs. Our numerical examples illustrate that a traditional all-equity manufacturing company can improve its performance
significantly by making real and financial decisions together. The results illustrate greater firm value sensitivity to production decisions than to financing decisions and that low-
margin producers face significant risk in not coordinating production and financing decisions.

Keywords: Production decisions, financial constraints, capital structure, debt capacity

JEL Classification: C61, G31, G32

Suggested Citation

Show Contact Information

22 References

1. V , M J Sobel
Condition (18) is satisfied; hence, V (x, D) is a concave function of (x, D) so that References Babich
Management Science , volume 50 , p. 935 - 948 Posted: 2004

2. J R Birge
Option methods for incorporating risk into linear capacity planning models. Manufacturing and Service Operations Management , volume 2 , p. 19 - 31 Posted: 2000

3. J R Birge , R Q Zhang
Risk-neutral option pricing methods for adjusting constrained cash flows
Engineering Economist , volume 44 , p. 36 - 49 Posted: 1999

Crossref (https://doi.org/10.1080/00137919908967507)

4. P Bolton , D S Scharfstein
A theory of predation based on agency problems in financial contracting
American Economic Review , volume 80 , p. 93 - 106 Posted: 1990

Load more





Download This Paper (Delivery.cfm/SSRN_ID652562_code11862.pdf?abstractid=652562&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID652562_code11862.pdf?abstractid=652562&mirid=1&type=2)

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submission.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID652562_code11862.pdf?abstractid=652562&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID652562_code11862.pdf?abstractid=652562&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=440123
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=11862
https://doi.org/10.1080/00137919908967507
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID652562_code11862.pdf?abstractid=652562&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID652562_code11862.pdf?abstractid=652562&mirid=1&type=2
https://www.elsevier.com/legal/cookienotice


SSRN Quick Links

SSRN Rankings

0 Citations

Fetch Citations

Do you have a job opening that you would like to promote on SSRN?

97  Citations

22  References

Related eJournals

Recommended Papers

What Do We Know About Capital Structure? Some Evidence from International Data (https://papers.ssrn.com/sol3/papers.cfm?
abstract_id=226515&rec=1&srcabs=652562&pos=1)
By Raghuram G. Rajan (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2096) and Luigi Zingales (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=2092)

The Theory and Practice of Corporate Finance: Evidence from the Field (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=220251&rec=1&srcabs=652562&pos=2)
By John R. Graham (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17209) and Campbell R. Harvey (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=16198)

Capital Structure Puzzle (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=227147&rec=1&srcabs=652562&pos=3)
By Stewart C. Myers (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17423)

View more 

Place Job Opening (https://www.ssrn.com/index.cfm/en/Announcements-Jobs/)

Paper statistics

DOWNLOADS 1,527

ABSTRACT VIEWS 7,987

RANK 23,808

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=652562)

Corporate Finance: Capital Structure & Payout Policies eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508969)

 Follow 



Feedback 

Submit a Paper  (https://hq.ssrn.com/submission.cfm)





https://papers.ssrn.com/sol3/papers.cfm?abstract_id=226515&rec=1&srcabs=652562&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2096
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2092
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=220251&rec=1&srcabs=652562&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17209
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=16198
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=227147&rec=1&srcabs=652562&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17423
https://www.ssrn.com/index.cfm/en/Announcements-Jobs/
https://plu.mx/ssrn/a/?ssrn_id=652562
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508969
javascript:void(0);
https://hq.ssrn.com/submission.cfm


About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

(http://www.elsevier.com/)

(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)









Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

