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Abstract 

We examine whether the source of debt financing is important for assessments of firms’ 

default risk. This study reveals that during the 2007–2010 financial crisis, firms that depend 

mainly on financing from banks suffer higher increases in default risk than do firms with no 

such dependence. Conversely, firms that rely solely on financing from public debt markets do 

not experience significant increases in default risk. These findings suggest that the bank 

supply shock theory explains the transmission of financial shocks to the real economy. 

Finally, firms that depend on bank financing cannot offset the adverse impacts of bank 

lending shocks by substituting bank loans with publicly traded debt. 
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