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Note: Interest coverage is defined as Standard and Poor’s EBITDA interest coverage (Earnings from continu-
ing operations before interest, taxes, depreciation, and amortization divided by gross interest incurred before
subtracting capitalized interest and interest income).

Figure 1: Median values of historical interest coverage
for three balanced panels of firms

sense. Figure 1 plots the median coverage ratios for the three historical
balanced panels. The survivorship aspect is visible in two ways. First, the
longer the time period, the healthier the median average coverage ratio
for any balanced panel. Second, in an absolute sense, interest coverage
ratios ranging from 4 to well above 6 are quite healthy. For the interpre-
tation of our results, therefore, this implies that the firms that we indi-
cate as carrying a relatively heavy debt burden might be assigned a much
lighter debt burden when compared with a broader sample of firms.
Hence, our estimates are probably extremely conservative and observed
patterns much stronger in general than obtained from this analysis.

Having characterized the debt burden of the firm, we subsequently in-
vestigate and compare the segment investment behaviour in firms with
heavy and light debt burdens. The estimation results are presented in
table 4. The estimated segment investment equations display the follow-
ing pattern. For segments of heavily indebted (low coverage) firms, in-
vestment is significantly and positively related to own cash flow. For seg-
ments of lightly indebted (high coverage) firms, own cash flow has no
statistically discernible impact on investment, but segment sales growth
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