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“The structure of an economic model … needs to 
include the interrelated balance sheets and income 
statements of the units of the economy.” 
 
 

Hyman Minsky, 1996 



Precrisis credit booms predict the drop in postcrisis 

economic activity 
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Precrisis credit booms are a drag on postcrisis recovery 
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Many countries are suffering from a massive drop in 

private sector demand 
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Increase of private sector saving relative to investment 

Change in Net Lending / Net Borrowing (NLNB) 2007 to 2013 
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The nonfinancial corporate sector has become a net 

lender in many countries 
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Changes of NLNB balances in the corporate sector… 
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… have led to decreasing debt ratios in Germany … 

Germany 
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… and in some vulnerable euro area economies 

Spain 
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Investment spending has decreased dramatically  

across Europe 
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Investment drop: Heterogeneous timing across countries 

Change in Real Fixed Gross Investment 
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Drop in investment is not only construction-driven 
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External rebalancing has mostly been driven by the 

decline in investment 
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Euro area: Rebalancing driven by investment decline 
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Spain: Rebalancing mainly driven by investment decline 
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Germany: Positive saving shocks, investment decline 
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External rebalancing at the expense of investment 
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Firms have reacted strongly to the crisis 
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The microdata perspective: Firm behavior during the crisis 

 

 European Records of IFRS Consolidated Accounts (ERICA) 

 Stock-listed firms in eight euro area countries (AT, BE, DE, ES, FR, 

GR, IT, PT) 

 Most observations from DE, IT & FR (~ 84% of observations) 

 Approximately 1,000 firms, 2005 to 2012 (~ 7,400 firm/year 

observations) 

 Covers the lion’s share of listed companies in the respective countries 
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Structural breaks in the behavior of large firms 

 Corporate investment decisions 

 Investment may depend on the availability of internal funds if firms are 

financially constrained (Fazzari et al., 1988) 

  Positive cash flow sensitivity of investment 

 Corporate saving behavior 

 Alternative approach to reveal financial constraints (Almeida et al., 2004) 

 Constrained firms should respond by increasing their cash holdings 

 Positive cash flow sensitivity of cash 

 Comparison of firm behavior pre- and postcrisis 

 Existence (or anticipation) of financial constraints likely in the case of… 

 an increase of the cash flow sensitivity of investment, and 

 an increase of the cash flow sensitivity of cash (increased liquidity 

preference) 
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Even large firms reduce investment while hoarding cash 
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The micro perspective (I): Investment 
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The micro perspective (II): Cash holdings 
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The investment decline jeopardizes the European 

convergence process 
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Convergence has stalled in many countries 
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Strong implications for the catching-up process 
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Thank you for your attention 
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Empirical specifications – investment equation 

𝐼𝑛𝑣𝑖,𝑡 = 𝛼 + 𝛽𝐼𝑛𝑣𝑖,𝑡−1 + 𝛾𝑂𝐶𝐹𝑖,𝑡 + 𝑍′𝑖,𝑡𝛿 + 𝜆𝑡 + 𝜈𝑖,𝑡 

 
 

• 𝐼𝑛𝑣𝑖,𝑡 … Investing cash flow (ratio to total assets) 

• 𝑂𝐶𝐹𝑖,𝑡 … Operating cash flow (ratio to total assets) 

• 𝑍′𝑖,𝑡 … Control variables (log assets, sales, employment, leverage, cash holdings) 

• 𝜆𝑡 … Time dummies (years) 

• 𝜈𝑖,𝑡 … Error term 

 

• Estimator:  

 Dynamic panel regression 

 following Blundell & Bond (1998) 
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Empirical specifications – cash equation 

𝐶𝑎𝑠ℎ𝑖,𝑡 = 𝛼 + 𝛽𝐶𝑎𝑠ℎ𝑖,𝑡−1 + 𝛾𝑂𝐶𝐹𝑖,𝑡 + 𝑍′𝑖,𝑡𝛿 + 𝜆𝑡 + 𝜈𝑖,𝑡 

 
 

• 𝐶𝑎𝑠ℎ𝑖,𝑡 … Cash holdings (ratio to total assets) 

• 𝑂𝐶𝐹𝑖,𝑡 … Operating cash flow (ratio to total assets) 

• 𝑍′𝑖,𝑡 … Control variables (log assets, investment, leverage) 

• 𝜆𝑡 … Time dummies (years) 

• 𝜈𝑖,𝑡 … Error term 

 

• Estimator:   

 Dynamic panel regression  

 following Blundell & Bond (1998) 


