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Job Paper: How Do Capital Requirements Affect the Performance of the Real Sector?
Microevidence from Selected EU Countries

Abstract

I analyze the response of small versus large firms to changes in banking capital position. I study how this
response varies with firms’ dependence on external finance as well as their age using an annual firm-level
dataset containing information on more than half a million public and private firms in selected EU countries.
The results reveal statistically significant effects of changes in banking capital on real sales growth of small and
medium firms while large firms are not affected. They also indicate that a change in banking sector capital
position has a stronger impact on small firms in industries with higher dependence on external finance.
Another major finding is that although small and medium firms depend much more on external finance in
their earlier ages, changes in bank capital position affect them more in their late ages. Intuitively, this may
indicate that banks are reluctant to provide credit to a large number of young firms in European Union.
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