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INTRODUCTION 

Increasing global competition and sustaining growth demand corporate 
investment in replacing existing assets and technologies and acquiring new ones 
that can enhance productivity. However, there are significant financial risks 
associated with investment in improving company financial soundness, especially 
during the initial set up of a company and during economic fluctuations. Whether 
companies can achieve their ambitions for productivity and growth depends on 
the type, volume and timing of the investment they make, and on concomitant 
financing choices. The investment and financing choices are eventually crucial for 
maintaining company survival. 

At the macro level, corporate investment supports economic growth, and tends 
to create jobs and generate value added and tax revenues. On the downside, 
excessive cycle-driven investment during economic booms may lead to inefficient 
allocation of resources and could lead particular industries in the economy to 
overheat. In the aftermath of economic and financial crises, over-cautiousness and 
prevailing uncertainties prevent companies from making investments and slow the 
recovery, with the result that opportunities for businesses to grow are lost. 

Figure 1. Gross Value Added and Gross Capital Formation in the EU and CEE in the 
1999-2000 and 2008-2009 crises 
Data source: Eurostat (Data table nama_10_gdp) 

Figure 1 illustrates the dynamics of gross value added by the real sector and gross 
capital formation from the comparative perspective of Estonia and selected 
countries from Central and Eastern Europe (CEE), namely Latvia, Lithuania, 
Romania, Bulgaria and Hungary; the entire EU-13 of “new” European Union 
(EU) member states, which are mostly from CEE; and the EU-15 of “old” EU 
member states during the last two crises in 1998-2000 and 2008-2010. Real value 
added and gross capital formation both saw a strong slump in the crisis years 
during both crisis episodes. While the real value added started to recover after 
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both crises, the level of gross capital formation remained low for a prolonged 
period. This observation is worrisome and it casts doubts on the rapid economic 
revivals after the crises and indicates that crises, especially the recent crisis, may 
have a strong and persistent negative effect on economies.  

This thesis builds on three publications that provide new micro-level empirical 
evidence on the linkages between cyclicality, corporate investments, and the 
financial soundness of companies (see Table 1 below). The line of research 
pursued in them contributes by addressing the issue of investment cyclicality from 
the company perspective. The main aim of this is to look for how a company’s 
investment-financing decisions impact its financial soundness. In doing this, the 
investigation accounts for investment patterns like those in the timing, type and 
intensity of investment and for the financing patterns in investment gearing. The 
confounding cyclicality effect is one of key elements running through all three 
publications and it has been researched in the context of the 2008-2009 global 
financial crisis, but in Papers I and II the Estonian dataset is also considered in the 
context of the 1997-1998 Russian and Asian financial crisis. 

Overall, the research of the thesis project has made use of two different data 
sources: (1) Estonian Business Registry data from 1995-2010 and (2) Business 
Environment and Enterprise Performance Survey round IV data in conjunction 
with the Financial Crisis Survey 2009-2010. The empirical analysis conducts tests 
on several hypotheses concerning the relationship between cyclical investment-
financing decisions and the financial standing of companies. In doing so, the thesis 
contributes to improving the understanding of the implications of companies’ 
investment and financing decisions conditional on the cyclical economic 
environment for the financial outlook and financial soundness of those companies. 

The first research paper, Maripuu and Männasoo (2014) employs Estonian 
Company Registry data from 1995-2010 and shows that the timing, intensity, 
industry and type of investments all have a significant effect upon the probability 
of a company failing to meet the minimum capital requirements set by law. 

The second research paper, Männasoo and Maripuu (2015), estimates a 
dynamic Generalised Method of Moments (GMM) model on a panel of about 20 
thousand Estonian companies over 1996-2010 and finds that companies which 
borrowed before the crisis maintained stronger financial standing in the 
subsequent period. Long-term investments improved companies’ financial 
outlook, but only if they were committed before the economic upturn. An 
opposite, negative, effect was observed if long-term investments were made 
before the crisis and downturn. No similar pattern emerged for short-term 
investments. The results of the study stress the cycle-sensitivity of long-term 
investments and the significant financial implications stemming from them. 

The third paper, Männasoo, Maripuu and Hazak (2017), employs the survey 
data from the Business Environment and Enterprise Performance Survey (round 
IV) and from the subsequent Financial Crisis Survey (2009-2010), both conducted
jointly by EBRD and The World Bank. The dataset covers company data from 
five Central and Eastern European countries: Hungary, Bulgaria, Romania, Latvia 
and Lithuania. The instrumental probit (IV-Probit) model estimates a substantial 
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adverse impact from investment intensity and debt financing on the financial 
soundness of companies during the crisis years in 2009-2010. The study reveals 
considerable non-linearities in how the investment-financing nexus affects the 
probability of financial distress and company financial soundness. 
 
Table 1. Overview of the papers included in the thesis 

Paper Type of 
investment 
addressed

Cyclical 
effect 

addressed

Dependent 
variable 

Control  
variables 

Data and  
econometric 

method 
Paper 

I 
 

Long and 
short term 

investments

Downturn, 
upturn 

Financial 
distress 

Age, size, stock index 
change, type of company, 

liquidity buffer, equity 
buffer, industry 

Estonia  
1996-2010 

Logit 

Paper 
II 
 

Long and 
short term 

investments,
leverage 

Downturn, 
crisis,  
upturn 

Financial 
strength 

Sales growth, industry Estonia  
1996-2010 

GMM 

Paper 
III 
 

Investment 
intensity, 
leverage 

Crisis  Insolvency/
financial 
distress 

Age, size, employees’ 
university degree, industry, 

industry value added, private 
credit to GDP 

BG, LV, LT, 
HU, RO  

2007-2010 
IV-Probit 

 
The main part of the thesis is structured as follows. In Section 1 a summary 
overview of the key related literature is provided. Key results of the publications 
together with conceptual generalisation are presented in Section 2. Section 3 
concludes. Appendices 1 to 3 comprise reprints of Papers I, II and III. 
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1. LITERATURE REVIEW  
 
The extant theoretical and empirical literature has thoroughly investigated the 
linkages between investment by companies and their financing decisions. There 
is a substantial body of literature on financial distress and its micro-level and 
macro-level causes and determinants. In broad terms, the evolution of that 
literature divides into three streams:  

 First came the early studies on predicting firm bankruptcy from balance sheet 
variables and financial ratios;  

 Second was the line of literature which emerged in late 1980s and early 1990s 
and stressed the macroeconomic and cyclical implications for company 
distress and financial soundness along with the literature on credit constraints; 
and  

 Third comes the more recent literature, which incorporates the modern 
advances in empirical methods in its investigation of the endogenous 
relationships between company investment and financing decisions taken 
together with macroeconomic cyclical effects and conditioned on the past 
performance of companies. 

 
While the drivers of company financial soundness and financial strength have 
been the subject of significant past research interest, the triangular linkages 
between macroeconomic fluctuations, investment decisions by companies and 
those companies’ financial soundness have still received insufficient attention in 
the literature.  
 
1.1. Early literature on company failure and bankruptcy prediction 
 
The early contributions in the literature date back to the 1960s, when the empirical 
line of research into predicting firm bankruptcy first appeared with the pioneering 
papers by Beaver (1966) and Altman (1968). Beaver’s (1966) cash flow model of 
company distress and Altman’s (1968) seminal paper on corporate bankruptcy 
introduced statistical models to the field. Soon after that, Johnson (1970) 
suggested that economic conditions may play a role, and so investment-related 
variables were included in the studies (see e.g. Gentry et al. 1985a and Aziz et al. 
1988).  

The early theoretical contribution, Beaver’s (1966) cash flow model, views the 
firm as a reservoir of buffers supplied by inflows and drained by outflows. 
Financial distress, defined as a company’s bankruptcy event, was deemed to take 
place when the buffers have become depleted (see Figure 2 below). Taffler (1983) 
augmented the cash flow model by stressing that volatility in cash flows elevates 
the risk of company failure. Laitinen (2011) and Aziz and Dar (2006) have 
provided comprehensive literature reviews on conceptual advances in company 
bankruptcy and failure issues, including the gambler’s ruin theory by Wilcox 
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(1971); the income finance theory by Laitinen (1991); the option and credit risk 
theories by Hillegeist et al (2004); and the coalition behaviour theory by White 
(1980). 

 

 

Figure 2. Some common aspects of financial distress theories 
Author’s illustration based on financial distress theories 

 
The coalition behaviour theory by White (1980) and cash flow theory (see Gentry 
et al., 1985a, Aziz et al., 1988, Aziz and Lawson, 1989) both account directly for 
the impact of investment decisions upon a company’s financial standing and 
probability of distress and thus provide important theoretical foundations for the 
research for this thesis.   

The underlying theoretical foundations of Paper I in this thesis are in the cash 
flow theory of Beaver (1966) and Taffler (1983), which shows that cyclical 
economic fluctuations put a strain on companies’ liquidity reserves and lead to 
higher cash-flow volatility, which has implications for the financial standing and 
financial soundness of companies. In line with the cash flow theory and like the 
early empirical contributions (see e.g. Altman, 1968; Altman et al., 2014; 
Bellovary, 2007), the results for Paper I find profitability variables to be a proxy 
for inflows and outflows and a company’s liquidity/equity buffer variables to have 
a significant relationship with its financial standing. The higher the liquidity 
inflows from current earnings and the stronger the equity buffers, the smaller the 
risk of financial distress is.  

Early empirical studies, however, failed to account for the complex 
endogenous effects between a company’s investment and financing decisions and 
its financial standing or financial strength, and so they provided highly mixed 
results for how higher capital investments affected the financial distress of 
companies. Some researchers reported a positive relationship (e.g. Gentry et al., 
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1985a; Aziz et al., 1988; or Aziz and Lawson, 1989), while others found no 
support for that (Gentry et al., 1985b; McKee and Lensberg, 2002; or Min and 
Lee, 2005). 

In line with the volatility-augmented cash flow theory of Tafler (1983), the 
empirical results have corroborated the significance of the effect of cyclical 
volatilities on company financial distress (see e.g. Richardson et al., 1998; Tirapat 
and Nittayagasetwat, 1999; Liou, 2007; or Männasoo, 2007, 2008). Moreover, 
Richardson et al. (1998), have highlighted how maintaining internal cash-flow 
during a recession reduces the perils of financial distress. 

There is no single, agreed definition of company failure or financial distress. 
The literature survey by Balcaen and Ooghe (2006) notes two common 
approaches that use either the legal definition of bankruptcy or a somewhat 
broader definition of financial distress. This second definition comes in many 
flavours, but arguably captures the real failure event better than the legal definition 
of bankruptcy. The seminal study by Altman (1968) defined the famous Z-score 
as a continuous measure reflecting the probability of a company going bankrupt 
and various versions of Altman’s Z-score have emerged for different markets and 
industries. At the other end of the continuum is the concept of distance-to-default 
originally proposed by Black and Scholes (1973), which is commonly used for 
listed companies and especially for assessing bank fragility (see Bongini et al., 
2002, Gropp et al., 2006, Chan-Lau et al., 2004 and Chen et al., 2006, among 
others). As a simplified alternative for non-listed companies, Laeven and Levine 
(2009) propose a Z-score which measures the distance to insolvency by a ratio of 
returns and the equity buffer to the volatility of returns seen in cash flows. 
Männasoo (2007, 2008) defined financial distress as a breach of the obligatory 
minimum equity level set by law. Platt and Platt (2002) proposed three definitions: 
(1) several years of negative net operating income, (2) suspension of dividend 
payments, and (3) major restructuring or layoffs, and they employed a 
combination of these three. Kahya and Theodossiou (1999) employed debt default 
criteria. The term financial soundness, initially employed in macroprudential 
literature (Crockett, 2000; Borio, 2003) and policy analysis (IMF, 2001), has 
recently been used in company level contexts as a measure of distance to 
insolvency (e.g. Atkeson et. al., 2017, Mizan and Hossain, 2014, Damijan, 2014) 
and company financial strength (see e.g. Horta et al., 2012). 

Company financial soundness studies can generally be divided by their 
dependent variable into either financial distress studies or financial strength 
studies. The research in this thesis focused on both of these aspects of company 
financial soundness and the financial distress concept is employed in Papers I and 
III and the financial strength concept in Paper II.  

In Paper I the obligatory minimum equity requirement set by law was used. 
This definition was chosen because the interest was in a form of financial distress 
that is better observable and not dependent on legal procedures, and that has a 
broader influence on the economy than the ultimate event of bankruptcy. Such a 
financial distress variable has serious implications for the value of shareholders’ 
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equity and this measure is observed across the whole population of Estonian 
companies. 

Paper II employs a similar approach to Laeven and Levine (2009) and defines 
a number of financial strength measures, or a Z-score, based on the ratio of the 
buffer formed by cash inflows and equity to the volatility in this buffer. 

Paper III considers the company to be financially distressed if (1) it had filed 
for insolvency or bankruptcy, or (2) in the last 12 months it had experienced at 
least two of (2.1) overdue debt to financial institutions, (2.2) debt overdue by more 
than 90 days to trade creditors, or (2.3) a restructuring of any outstanding 
liabilities. 
 

   
Figure 3. Financial strength distribution for distressed and non-distressed companies  
Data source: Estonian Company Registry data 1997-2010 
 
Figure 3 above illustrates the distributional properties of the Z-score, which is 

calculated as the profitability (
ாூ்

௦௦௧௦
) divided by the volatility in return on assets 

ݖ) ൌ
ோை

௦௧ௗௗ	ௗ௩௧		ோை
	). The figure shows that the Z-score values are 

consistently higher for the non-distressed companies than for distressed 
companies, where distressed companies were in breach of the obligatory 
minimum equity requirement set by law. The adverse cyclical effect upon the Z-
score is particularly notable for the years of the Russian and Asian crisis in 1997-
1999 and for the years of the recent global financial crisis in 2008-2009, when the 
drop in the Z-score was larger for the group of financially distressed companies. 
This figure provides descriptive evidence for the broad consistency of the binary 
definition of financial distress in Paper I and the continuous definition of financial 
distress based on the Z-score, as employed in Paper II. 
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1.2. Investment by companies and their survival under macro-
economic and cyclical effects and financial frictions 

The literature on credit constraints and their cyclicality started to emerge in the 
late 1980s and early 1990s with the seminal work by Bernanke and Gertler (1989). 
These authors developed a neoclassical model for the business cycle and argued 
that a borrower having higher net worth reduces the agency costs of financing 
investment, as macroeconomic upturns improve net worth, lower financing costs 
and increase investment, while a downturn has the opposite effect on investment 
(ibid.). This strand of literature later became related to monetary policy literature 
(Mishkin, 1996), evolved into the financial accelerator framework (Bernanke et 
al., 1996), and was enriched by theoretical micro-level models of investments by 
companies and the credit constraints they faced (Aghion et al., 2010, 2014). 

The monetary policy literature proposes two channels for monetary 
transmission, the interest rate channel and the credit channel (see Mishkin, 1996). 
The first channel represents how central banks influence the cost of capital and 
thus investment decisions for companies through their control of the short-term 
interest rate. The credit channel is assumed to amplify the interest channel effect 
by restricting how companies access finance through the adverse effect that 
monetary policy has on the external finance premium under informational 
asymmetries (see De Graeve, 2008). The direct effect of the credit channel is 
discussed under the financial accelerator framework pioneered by Bernanke et al. 
(1996), which posits that a company’s spending, including spending on 
investments, is restricted by the net discounted value of its assets. This value 
decreases during cyclical downturns when cash flow generation is under pressure, 
and, moreover, increasing external finance premiums have an adverse impact on 
discounting rates for asset valuation. In addition, Mishkin (1996) points to an 
indirect effect of the credit channel that is enforced through financial 
intermediators, as the real sector effects are exacerbated by the weaker balance 
sheets of banks and other financial intermediaries, which restrain them from 
lending, limiting in turn the credit supply to real sector companies. See the further 
research on the impact of macroeconomic factors on company survival by 
Richardson et al. (1998), Liu (2004), and Bhattacharjee et al. (2009) among others. 

In line with the financial accelerator framework, Aghion et al. (2010, 2014) 
put forward a theoretical micro-level model showing that the ability of a company 
to invest in long-term assets is reduced by increased credit constraints. They argue 
that in a perfect credit market, short-term investments are pro-cyclical and long-
term productivity-enhancing investments are counter-cyclical. This stems from 
the Schumpeterian opportunity-cost effect, where a downturn means that there are 
fewer short-term investment options, so long-term investment projects are 
favoured, while the opposite happens during upturns. However, under credit 
constraints, this general effect on long-term investments gets reversed as all types 
of investment are now likely to be made in the same part of the cycle, the upturn 
(ibid.). 
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Empirical evidence has generally agreed that credit constraints have a negative 
effect on capital investment (see e.g. Fazzari et al., 1988; Li, 2011) and on other 
long-term and productivity-enhancing commitments like innovation and export 
activity (Gorodnichenko and Schnitzer, 2013) or research and development 
(R&D) activity (Männasoo and Meriküll, 2014, 2015). In the context of the 2008-
2009 crisis, Campello et al. (2010) and Campello et al. (2011a and 2011b) reported 
empirical evidence that financially constrained companies tended to give up their 
investment, while non-constrained ones did not. A similar effect on European 
manufacturing companies has been reported by Buca and Vermeulen (2017). 
Hadlock and Pierce (2010) and Saeed and Vincent (2012) found that credit 
constraints are especially harmful in restraining investment by small and young 
companies. Gorodnichenko and Schnitzer (2013) found that credit constraints 
restrained domestic firms from innovation and exporting, while Männasoo and 
Meriküll (2014, 2015) demonstrated that credit constraints have a significant 
adverse effect on the R&D activity of companies in Central and Eastern European 
countries.  
 
1.3. Endogenous effects on the financial standing and distress of 
companies 

 
The early literature on financial distress showed that higher cash inflows and a 
favourable macroeconomic environment have a positive effect on company 
financial soundness. The ensuing line of research incorporating investments and 
their cyclicality as a way to explain and predict company financial distress realised 
that investment intensity is endogenous to the financial standing of companies and 
to their ability to generate cash inflows and is also determined by cyclical 
fluctuations in the macroeconomic environment. The firm productivity model 
proposed by Olley and Pakes (1996) for example recognises that production inputs 
and investments are endogenous to the productivity of firms. Productivity 
evidently has a strong correlation with the financial standing and financial 
soundness of a company.  

The endogenous relations between the variables of interest and in contradiction 
to the cyclical implications lead to a number of methodological challenges in 
identifying the parameters of the distress factors. Firstly, the endogeneity issues 
prevail between the financial strength of companies and the intensity of their 
investment, since financially strong companies tend to invest more, and the returns 
from these investments strengthen those companies’ financials. Secondly, 
cyclicality interacts with the success of investments or their rate of return, and 
failing to account for these interactions may bias the results. Thirdly, the financing 
structure of investments, or their gearing, makes an imprint on company finances, 
while its effect is also interacted with the cycle. High investment gearing brings 
higher risks, but depending on the phase of the business cycle, this risk might 
either be penalised in the downturn phase or be rewarded in the early upturn phase. 

To tackle these problems, contemporary econometric methods including the 
dynamic endogenous variable models like the GMM estimators have to be applied 
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in linear settings and the control function approach or non-linear instrumental 
variable estimator has to be used in non-linear settings. Like Gorodnichenko and 
Schnitzer (2013), Paper III employs a non-linear instrumental variable IV-probit 
estimator, but it investigates the simultaneous effect of the endogenous 
investment-financing decision upon a company’s financial distress as a binary 
variable. Paper II applies the linear GMM estimator to identify the cycle-
investment and cycle-borrowing mean and interaction effects upon the company’s 
financial strength defined as the continuous Z-score variable, as a ratio of the 
company liquidity reservoir and volatility of liquidity inflows. Schoder (2013) 
used the GMM estimator to identify the effect of the drop in demand during the 
global financial crisis over the supply effect from the monetary transmission 
channel and restricted access to finance during the crisis. Using evidence from US 
companies from 1977-2011 he found support for the drop in demand for credit 
having a prominent role in the effect of the credit supply limiting investment. This 
finding stresses the endogeneity in the investment behaviour of companies, which 
depends on the phase of the business cycle and on the concomitant financial 
standing of the company. 
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2. CONCEPTUAL AND METHODOLOGICAL 
SYNTHESIS 

 
Aghion et al. (2010, 2014) follow the Schumpeterian opportunity cost argument 
and claim that short-term investments are pro-cyclical and long-term investments 
are counter-cyclical, except when companies face financial constraints, in which 
case long-term investments become pro-cyclical and short-term investments 
become counter-cyclical. As debt is largely used for financing investment then it 
can be inferred that demand for debt follows the same cyclical pattern and is 
counter-cyclical by nature. The recent literature on the credit commitments of 
banks has provided evidence for counter-cyclical credit demand from companies, 
demonstrating that credit is frontload at the onset of a crisis and that credit lines 
then get drawn down during that crisis (see for example Jimenez and Saurina, 
2006, and Laidroo and Männasoo, 2017, among others).  

The theoretical propositions by Aghion et al. (2010) on volatility and growth 
stress the liquidity risk related to long-term investment, which implies that 
companies that manage to absorb liquidity and broaden their funding base before 
the crisis and the credit contraction can maintain a stronger financial standing 
throughout the crisis. Evidently, companies with liquidity buffers will find 
themselves in a better position in the midst of the crisis, as they can maintain their 
productive capacity and know-how or re-allocate their resources towards 
enhancing productivity, which would be a desired counter-cyclical outcome in the 
Schumpeterian cleansing mechanism of crises. 

Another important implication from the current line of research is the evidence 
that companies that made long-term investments shortly before the crisis were 
penalised financially more than companies that invested in short-term current 
assets at the onset of the crisis. This might sow the seed for adverse incentives 
where a smaller share of companies are ready to take the risk of long-term 
investment, and Aghion et al. (2010) suggest that this may lead to higher cyclical 
volatility and a lower mean rate of economic growth. In line with this argument, 
Rammer and Schubert (2016) have shown a sharp contraction in the number and 
share of German companies investing in innovation and R&D in the aftermath of 
the global financial crisis of 2008-2009, and this has led to a significant 
concentration of these long-term investments at fewer companies. When risk 
averse companies reduce their long-term investments or even refrain from making 
them, it has severe consequences for the economy at large, since it delays the 
broad-based economic recovery and inhibits sustained, inclusive economic 
growth. 

The research underlying this thesis observed that counter-cyclical short-term 
investments are beneficial for company financial soundness. This finding fits well 
with the argument by Aghion et al. (2010, 2014) that short-term investment turns 
from being pro-cyclical to become counter-cyclical in a credit-constrained 
environment. 
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3. CONCLUSIONS AND DISCUSSION OF KEY 
RESULTS 

 
The research in this thesis contributes by adding new micro-level empirical 
evidence on the linkages between cyclicality, investment and financial soundness, 
and demonstrates that all the investment-related factors like the type, timing, 
financing structure, investment intensity and industry matter for the financial 
soundness of a company.  

The research presented in the thesis found supporting evidence that financial 
constraints impact long-term investments as predicted by theory and as shown by 
extant empirical evidence. Moreover, the research in the thesis stresses the 
aggravated adverse effect that highly-geared long-term investment can have on 
the financial standing of companies at the onset of a downturn (see Papers II and 
III). Credit market frictions tend to penalise companies that invest over the long 
term to a larger degree than companies that only commit to short-term investments 
in current assets. The Schumpeterian cleansing mechanisms of crises require at 
least neutral if not counter-cyclical financing to counter the downturn and crisis 
and to let growth recover through restructuring and activities to enhance 
productivity. The evidence from companies in Central and Eastern Europe (Paper 
II) suggests that access to finance in a downturn and crisis improves the financial 
soundness of companies, since it lets them alleviate the higher liquidity risk that 
comes from long-term investments in enhancing productivity and keep their 
capacity utilisation stable while still maintaining their productive capital and 
know-how, including the human capital and tacit knowledge needed for 
production. In other words, a frictionless credit market is required for long-term 
investment to be counter-cyclical. Another important finding is that frontloading 
credit shortly before a downturn or at the onset of a crisis relieved the detrimental 
effects that an economic slowdown can have on company finances. In general this 
study corroborates the claim that credit constraints undermine plans by companies 
to restructure and enhance their productivity, aggravating the pro-cyclical patterns 
of overinvestment and underinvestment.  

In a similar vein, the findings from Paper III stress that credit frictions make 
companies vulnerable financially, since the more intense the pre-crisis investment 
is and the higher the associated debt leverage or investment gearing, the higher 
the chance becomes of financial distress occurring in the downturn of the cycle. 
In that light, policy measures that relieve the temporary financial strains for 
companies with sound long-term investment strategies would mitigate the 
negative, persistent effects of a crisis on company financial soundness and 
aggregate growth. Equally, as new inflows of debt and improvements in liquidity 
during a downturn and during crises are found by Paper II to improve the financial 
soundness of companies, then policy measures that facilitate access to finance or 
grant financing support during a crisis can also alleviate the detrimental effects of 
cyclical downturns. 
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ABSTRACT 
 
CYCLICALITY, CORPORATE INVESTMENTS AND FINANCIAL 
SOUNDNESS: EVIDENCE FROM CENTRAL AND EASTERN 
EUROPEAN COUNTRIES 
 
 
The thesis builds on three co-authored research papers that provide novel micro-
level empirical evidence on the cyclicality-investments-financial soundness 
linkages. The pursued line of research contributes by addressing the investments 
cyclicality issue from company level perspective.  

The confounding cyclicality effect is one of the key elements throughout all 
three publications and it has been researched in the context of the 2008-2009 
global financial crisis, but in Papers I and II on Estonian dataset also in the context 
of the 1997-1998 Asian and Russian financial crisis. Two different data sources 
were used: (1) Estonian Business Registry data 1995-2010 and (2) Business 
Environment and Enterprise Performance Survey round IV data in conjunction 
with Financial Crisis Survey 2009-2010.  

The contribution of the thesis is threefold: firstly it corroborates empirically 
the theoretical proposition that financial constraints lead to underinvestment at 
cycle down-turns, which prolongs recovery of economic growth; secondly, it 
shows that long-term investments and in particular the highly geared long-term 
investments at the onset of downturn and crisis have an adverse effect upon 
company’s financial standing; thirdly the results suggest that the frontloading of 
credit and improvement of liquidity at the onset of crisis alleviates the detrimental 
effects of economic slowdown and enables the companies to re-direct their 
underutilized resources and capacities towards restructuring, productivity 
enhancing activities or towards maintenance of their production capacity and 
quality. 



25 

KOKKUVÕTE 
 
MAJANDUSE TSÜKLILISUS, ETTEVÕTETE INVESTEERINGUD 
NING FINANTSVÕIMEKUS: UURIMISTULEMUSI KESK- JA IDA-
EUROOPA ANDMETEL 
 
 
Käesolev doktoriväitekiri põhineb kolmel kaasautorluses kirjutatud teadusartiklil, 
mis panustavad empiirilisse tõendusmaterjali seostest majandustsükli, 
krediidipiirangute, ettevõtete investeeringute ja ettevõtete finantsvõimekuse 
vahel. Teadusartiklites esitatud uuringute peamine eesmärk on hinnata ettevõtete 
investeerimis- ja finantseerimisotsuste ning majandustsükli koosmõju ettevõtete 
jätkusuutlikkusele.  

Teadusartikleid ühendavaks läbivaks teljeks on 2008-2009 globaalse 
majanduskriisi kontekst, mida täiendab kahe Eesti andmestikul põhineva artikli 
puhul ka 1997.-1999. aasta Aasia ja Vene finantskriiside kogemus. Empiiriline 
analüüs tugineb kahel erineval ettevõttetasandi andmestikul: (1) Äriregistri 
andmed Eesti ettevõtete finantsaruannete kohta perioodil 1995-2010 ja (2) 
Business Environment and Enterprise Performance Survey 2007-2009 
küsitlusuuringu ja Financial Crisis Survey 2009-2010 küsitlusuuringu ühendatud 
andmed viie Kesk- ja Ida-Euroopa riigi kohta.  

Uurimus panustab majandusteadusesse mitmete oluliste järeldustega. Esiteks 
kinnitavad empiirilised uurimisleiud teoorias väljatoodud seisukohta, osundades 
finantspiirangutest ja ettevõtete nõrgenenud finantsseisukorrast tingitud madalale 
investeerimistasemele majandustsükli langusfaasis, mis on üheks oluliseks 
majanduskasvu taastumist pidurdavaks faktoriks. Teiseks näitavad tulemused, et 
enne majanduslangust sooritatud pikaajalised investeeringud, sealhulgas eriti 
kõrge finantsvõimendusega pikaajalised investeeringud, toovad kaasa 
kõrgenenud finantsriski ning seavad ohtu ettevõtte jätkusuutlikkuse. Kolmandaks 
toovad tulemused esile, et ettevõtted, millel õnnestus kaasata laenuressurssi ning 
tugevdada oma likviidsuspuhvreid enne majanduslanguse perioodi, suudavad 
säilitada oma finantsseisundit tugevamana kriisi ajal, kuna finantsvõimenduse abil 
on võimalik alakoormatud tootmisressursse ümber korraldada ning arendada 
tootlikkust, säilitades tootmisressursse ning sellega seotud teadmust.  
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APPENDIX 1. PAPER I 

FINANCIAL DISTRESS AND CYCLE-SENSITIVE CORPORATE 
INVESTMENTS 

Publication: 

Maripuu, P. and Männasoo, K., 2014. Financial distress and cycle-sensitive 
corporate investments. Baltic Journal of Economics, Vol. 14, pp. 181 - 193. 
DOI: http://dx.doi.org/10.1080/1406099X.2014.999481 

Draft as conference proceedings: 

Maripuu, P. and Männasoo, K., 2013. Financial distress and cycle-sensitive 
corporate investments. 5th International Conference "Economic Challenges in 
Enlarged Europe", Conference Proceedings, 16-18 June 2013, Tallinn, Estonia. 

Maripuu, P. and Männasoo, K., 2015. Financial distress and cycle-sensitive 
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��lR!L���U��S� �L��� _R!��!������ ���  _RURN�R�N��Umnop�����q��	����lrd̀_rs̀_rsctuv�	
��w�	���Y!��!����V���R��N�� ���  ���P��O����RU�  �� K�S�P����K� �Px�R�!T�M��� �S��� ���RKT!�L!���K��ydU��� hP���K�R!L�N�M��U!T�K�T�R�!� �����z���R� �����L����[�K� �RR�  !�T��N���!TV�L R!� ����NU�! � ��Q RK�NN��[� T!��� ���RK�� WJK���R���[N!P�NV���R��N���L!�N��cdd{̂cdda�[���S�S��NU ���  ���K��L�!����R�!T !������Q� �L���[�L������R��R� WJK�L�R�!�R!�!L�Rz�R�����!� ����� ��P�N���� K�S�P�R!L�L!����!�!��R���K���S��P�T!��h����K� L��� �K��P������N�����[������R����!���UL�� ��� ���R�NN��T!����K�L�R�!gN�S�NT!�R!��!�����N�����[�����R� �!�gL�O��[WY!LgL�� �������S� �L�����R� �!� ���!TR�����N�L�!����R�T!�V�L[�!Q�KhK�[K����!��R��S��Uh����L��!S��R!L������S���  h� P!�K!S����S� �L�������������S� �L���L�UN����! �S���R!� �f���R� hQK�RK���K�Q!� �R� �R���� �N���R!L���U�� ���  !�T��N���WJK��������S��R�L�������L�N�L������!�!T��Q��RK�!N![�� h�K��L��[��R�!T��QL��O�� h��� ����� K�T� ��R!� �L�� |���T����R� h�NN��� �����QRK�NN��[� T!�R!��!������S� �L����!N�RUWJK� ��!�[ Q��[ !��K���L��� ������!��K� ���NU ���L�UN����!K�����[P�gK�S�!�����!S����S� �L������M��R����!�!T�R!���������R��� �����L��������}cd̀bJK����K!�A IW��PN� K��PUZ!��N��[�W�Y!��� �!����[���K!�W�������������h~�����L���!Ti����R����XR!�!L�R hJ�NN������S�� ��U!TJ�RK�!N![UhX �!���WXL��N��������L�������K!�L��NWR!LJK� � ������eRR�  ����RN��� ���P����������K����L !T�K�Y�����S�Y!LL!� e����P���!���R�� �AK������R�����S�R!LL!� W!�[���R�� � �PU�yWd�IhQK�RK���L�� ���� ���R���� �h�� ���P���!�h�������!��R��!�����UL����Lh��!S�����K�!��[���NQ!�O� ��!���NUR����W
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APPENDIX 2. PAPER II 

COMPANY PERFORMANCE, INVESTMENT DECISION, AND 
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APPENDIX 3. PAPER III 

INVESTMENTS, CREDIT AND COMPANY DISTRESS: EVIDENCE 
FROM CENTRAL AND EASTERN EUROPE 
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Männasoo, K., Maripuu, P. and Hazak, A., 2017. Investments, Credit and 
Company Distress: Evidence from Central and Eastern Europe. Emerging 
Markets Finance and Trade, [forthcoming]. 
DOI: http://dx.doi.org/10.1080/1540496X.2017.1300092 

Draft as conference proceedings: 

Männasoo, K., Maripuu, P. and Hazak, A., 2015. Investments, Credit and 
Company Distress: Evidence from the Financial Crisis Survey. 7th International 
Conference "Economic Challenges in Enlarged Europe", 14-16 June 2015, 
Tallinn, Estonia. 
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