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ABSTRACT

In this talk, I will present my joint research with Yasin Alan on asset-based lending (ABL). ABL
is a method commonly used by banks to firms, in which the borrower firm offers its current
assets (we focus on inventory) as collateral for a secured loan. In this paper, we study a single-
period game of incomplete information between a business owner and a bank to study the
implications of ABL for the operational investment and capital structure of a borrower firm. The
bank moves first and offers a menu of loans to maximize its expected profit. Each loan offer is
characterized by an interest rate and an inventory advance rate, which gives a credit limit that is
increasing in the firm's inventory investment. The owner then decides the inventory level and the
mix of debt and equity with which to finance her firm's operations. By analyzing this game,
show the value of ABL under both complete and incomplete information. ABL leads to lower
interest rates, inventory levels closer to the pure equity optimal solution, lending under more
scenarios, and more realistic capital structure outcomes compared to pure interest rate
optimization by the bank. Its benefits for the bank are higher under more adverse lending
circumstances, such as a riskier borrowing pool, higher demand volatility, or lower inventory
salvage value.
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