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Research Question

Is the relation between changes in the economy and changes in
the cost of debt moderated by financial reporting quality?
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What is Financial Reporting Quality?

Attribute Empirical measure
1 Accessible Web site transparency grade
2 Comprehensive GFOA Certificate

3 Reliable
Unqualified audit opinion
No material weakness
Independent auditor

4 Timely
Date of audit opinion
Date of EMMA filing

5 Compliant
GAAP State
Annual EMMA filings
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log
[
Odds(Downgradei;t,t+1,t+2) | CreditRatingi,t–1, HousePriceChangeDecilei,t

]
= βReportingQualityi,t–1 + ∑ γControlsi,t + εi,t

Pred. Downgradet+2

Reporting quality <1 0.677***
Controls for other rating inputs YES
Controls for other downgrade determinants YES
Observations 2,917
Chi-squared 177.4
p>Chi-squared 0.00
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Problem: Is it financial reporting quality, per se?
Solution: Bond insurance as an Instrument

Pred. Downgradet+2

Instrumented Reporting quality <1 0.008*** 0.015***
Controls for other rating inputs YES YES
Controls for other downgrade determinants YES YES
Time period All years <= 2010
Observations 2,902 1,567
Pseudo R-squared 0.212 0.306
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Key Takeaway

Strong reporting quality attenuates the impact of
negative economic outcomes


