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Durable Asset = Hard to Finance

• Non-durable Asset: Vnd = CF1

(1 + dr) + CF2

(1 + dr)2 + CF3

(1 + dr)3 ...

= Knd × π
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(1 + dr)2 + 0
(1 + dr)3 ...

⇓
Vnd

Knd
= π × 1

(1 + dr)
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Equilibrium Prices Imply Vd is Riskier than Vnd

• Durable Assets = Hard to Finance (they are “expensive”)

• Financially constrained firms prefer “cheaper” capital

• During recession, firms become more financially constrained

• During recession, Vd falls relative to Vnd

• Vd is riskier than Vnd =⇒ Asset Durability Premium
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The DSGE Model
• A representative household solves:

Ut = Max
{Ct ,Bi,t}

{
(1− β) · C1−1/ψ

t + β ·
(
Et
[
U1−γ

t+1
]) 1−1/ψ

1−γ

} 1
1−1/ψ

s.t.

Ct +
∫

Bi,tdi = Wt · Lt + Rf ,t ·
∫

Bi,t−1di +
∫

Πi,tdi

• Entrepreneur i solves:

V i
t = Max

{Kd
i,t+1,K

nd
i,t+1,Ni,t+1,Bi,t}

Et
[
Mt+1 ·

{
λ · Ni,t+1 + (1− λ) · V i

t+1(Ni,t+1)
}]

s.t.

qd,t · K d
i,t+1 + qnd,t · K nd

i,t+1 = Ni,t + Bi,t (with δd < δnd)

Bi,t ≤ θ ·
∑

hε{d,nd}

qh,t · K h
i,t+1
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Model Fit: The Asset Durability Premium
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1) Constrained vs Unconstrained Firms

• Equilibrium qd ,t and qnd ,t ⇒ Asset Durability Premium

• Equilibrium qd ,t and qnd ,t depend on constrained firms, but
they should affect all firms (constrained and unconstrained)

• Empirically, the Asset Durability Premium exists only among
constrained firms

• Can you add unconstrained firms to the model and show that
such firms do not display the Asset Durability Premium
(and explore the mechanism)?
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2) Jointly Study Durability and Collateralizability Premia

• Bi ,t ≤ θ ·
∑

hε{d ,nd} qh,t · Kh
i ,t+1

• θ should be higher for durable assets

• It matters: Ai et al. (2019) indicates higher colllateralizability
lowers the riskiness of assets

• Page 6 states “...we also consider a variation of the model
with Rampini (2019) type of collateral constraint”, but I could
not identify the results related to this analysis

• I suggest jointly studying durability and collateralizability in a
model with (δd , θd ) and (δnd , θnd ) firms

• You can compare double sorts in the data (likely to show
stronger durability premium) with double sorts in the model



8/12

The Paper in a Nutshell My Comments Final Remarks

2) Jointly Study Durability and Collateralizability Premia

• Bi ,t ≤ θ ·
∑

hε{d ,nd} qh,t · Kh
i ,t+1

• θ should be higher for durable assets

• It matters: Ai et al. (2019) indicates higher colllateralizability
lowers the riskiness of assets

• Page 6 states “...we also consider a variation of the model
with Rampini (2019) type of collateral constraint”, but I could
not identify the results related to this analysis

• I suggest jointly studying durability and collateralizability in a
model with (δd , θd ) and (δnd , θnd ) firms

• You can compare double sorts in the data (likely to show
stronger durability premium) with double sorts in the model



8/12

The Paper in a Nutshell My Comments Final Remarks

2) Jointly Study Durability and Collateralizability Premia

• Bi ,t ≤ θ ·
∑

hε{d ,nd} qh,t · Kh
i ,t+1

• θ should be higher for durable assets

• It matters: Ai et al. (2019) indicates higher colllateralizability
lowers the riskiness of assets

• Page 6 states “...we also consider a variation of the model
with Rampini (2019) type of collateral constraint”, but I could
not identify the results related to this analysis

• I suggest jointly studying durability and collateralizability in a
model with (δd , θd ) and (δnd , θnd ) firms

• You can compare double sorts in the data (likely to show
stronger durability premium) with double sorts in the model



8/12

The Paper in a Nutshell My Comments Final Remarks

2) Jointly Study Durability and Collateralizability Premia

• Bi ,t ≤ θ ·
∑

hε{d ,nd} qh,t · Kh
i ,t+1

• θ should be higher for durable assets

• It matters: Ai et al. (2019) indicates higher colllateralizability
lowers the riskiness of assets

• Page 6 states “...we also consider a variation of the model
with Rampini (2019) type of collateral constraint”, but I could
not identify the results related to this analysis

• I suggest jointly studying durability and collateralizability in a
model with (δd , θd ) and (δnd , θnd ) firms

• You can compare double sorts in the data (likely to show
stronger durability premium) with double sorts in the model



8/12

The Paper in a Nutshell My Comments Final Remarks

2) Jointly Study Durability and Collateralizability Premia

• Bi ,t ≤ θ ·
∑

hε{d ,nd} qh,t · Kh
i ,t+1

• θ should be higher for durable assets

• It matters: Ai et al. (2019) indicates higher colllateralizability
lowers the riskiness of assets

• Page 6 states “...we also consider a variation of the model
with Rampini (2019) type of collateral constraint”, but I could
not identify the results related to this analysis

• I suggest jointly studying durability and collateralizability in a
model with (δd , θd ) and (δnd , θnd ) firms

• You can compare double sorts in the data (likely to show
stronger durability premium) with double sorts in the model



8/12

The Paper in a Nutshell My Comments Final Remarks

2) Jointly Study Durability and Collateralizability Premia

• Bi ,t ≤ θ ·
∑

hε{d ,nd} qh,t · Kh
i ,t+1

• θ should be higher for durable assets

• It matters: Ai et al. (2019) indicates higher colllateralizability
lowers the riskiness of assets

• Page 6 states “...we also consider a variation of the model
with Rampini (2019) type of collateral constraint”, but I could
not identify the results related to this analysis

• I suggest jointly studying durability and collateralizability in a
model with (δd , θd ) and (δnd , θnd ) firms

• You can compare double sorts in the data (likely to show
stronger durability premium) with double sorts in the model



9/12

The Paper in a Nutshell My Comments Final Remarks

3) The Growth Premium

• The durability premium arises because of high qd ,t , which
makes durable capital “expensive”, and thus hard to finance

• Does that imply the model generates a Growth Premium
(as opposed to a Value Premium)?

• It is not clear because “durable firms” are quite profitable
(and thus have short equity duration) in the model

• I suggest you explore this issue explicitly in the paper

• Jointly studying the durability and collateralizability premia
may also shed light on this matter
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4) The Risk Premium Channel

τd,t − τnd,t︸ ︷︷ ︸
User cost Difference

= (ϑd,t − ϑnd,t)︸ ︷︷ ︸
Rampini (2019)

+ ∆rp,t + ...

• “...according to the first component durable capital is costly
because it requires more down payment”

• “... according to the second component, durable capital
requires higher risk premium”

• But, with drd > drnd , the cost difference should be attenuated:

Vnd

Knd
= π × 1

(1 + drnd )
Vd

Kd
= π ×

[
1

(1 + drd ) + 1
(1 + drd )2

]

• How can drd > drnd increase the user cost difference?
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Other (less important) Comments/Questions

1. I would present all empirical evidence upfront

2. Do we have
∫

Πi ,tdi = λ · Nt+1?

3. In Ai et al. (2019), you have household and firms. Why
entrepreneurs (instead of firms) here?

4. Typo in Equation (15)? Ct + It + G(It ,Kd
t + Knd

t ) = Yt

5. Why focus on asset durability relative to industry? The
argument should also hold across industries...

6. Might be too much, but I think θt would make the Asset
Durability Premium stronger in the model
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Final Remarks

• The paper is quite interesting and makes an important point:

Asset durability matters for Asset Pricing!

• I expect it to publish well

• It would be useful to:

◦ Explore the model implications for unconstrained firms

◦ Jointly study the durability and collateralizability premia

◦ Explore whether the model produces a growth premium

◦ Better explain how the risk premium channel exacerbates the
user cost difference between durable and non-durable capital

• Good luck!
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