	 

Overview
The effects of oil price shocks on the world economy have been extensively studied over the last decade. Yet, little is known of the effects of these on the oil firms’ costs of capital. We fill this gap by empirically examining the relationship between (adverse) oil price shocks and the costs of debt of U.S. oil firms. In particular, we analyse how oil firms respond to oil-price shocks and how these shocks affect their borrowing decision and creditworthiness perceived by banks and capital markets.
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In general, firms can choose to raise debt financing through bank loans or on the capital markets by issuing bonds. In our analysis, we consider both forms of debt financing, which is an extension of previous studies (Sengupta et al., 2017). For U.S. oil firms we collect (i) data on individual syndicated loans taken and (ii) bonds issued and combine this data with data from these firms’ corporate financial statements. As a third method, we calculate the firms’ quarterly interest expenditures from the financial statements and use these as a measure of the costs of debt. Thus, we can analyse how a company’s (financial) characteristics, e.g. firm size, profitability, leverage / indebtedness, affect the credit spread of loans and bonds, i.e. the cost of debt. In addition to these firm characteristics proposed in the financial economics literature (Chen et al., 2007; Valta, 2012), we consider the oil price and, in particular, oil price shocks – considering both the 2018 and the 2014 oil price shock – and their effects on the firms’ costs of debt. We differentiate firms along the oil industry’s value chain and investigate how these effects differ depending on the position in the value chain. Finally, we also control for the macroeconomic environment.

The paper is organised as follows. After the introduction, Section 2 provides a review of the literature on the determinants of firms’ costs of debt as well as the literature on impacts of oil price shocks. In Section 3, we describe the data and the datasets, which is then analysed in Section 4. The dataset is described in detail and a exploratory data analysis is performed. We then present our empirical methodology and present the results. Section 5 discusses the results and concludes.

Methods
Panel data analysis using fixed effects models.
Results
First, we confirm the results of firm characteristics on the costs of debt found in the previous literature for other sectors: indebtness increases the costs of debt, while these costs decreas with profitability and firm size.

Second, oil price shocks seem to increase the financing costs of firms in the U.S. oil industry.

Third, some of the effects of firm characteristics and oil prices on the costs of debt differ between (i) firms along the value chain of the oil industry and (ii) debt provided by banks (loans) and the capital market (bonds).
Conclusions
[bookmark: _GoBack]Overall, we find that the credit market tightens in the immediate aftermath of both oilt price shocks, i.e. the amout of loans issed decreases, while their interest rates increased. This effect is confirmed by the firm-level analysis. Even after controlling for loan/bond and firm characteristics, oil prices, in particular oil price shocks, have an effect on a firm’s cost of debt. Thus, in addition to directing affecting oil firms sales revenues, oil price shocks positively affect the price a frim has to pay to raise new debt. Both banks and the bond market seem to consider falling oil prices a risk the increases the probability of default and thus reduces the creditworthiness of oil firms. Thus, banks and the capital market demand higher credit spreads. 
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