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Overview and Objectives

Firm behavior- the process of entry, innovation, and growth - shapes
aggregate productivity, employment, and output. This course presents a
rigorous analysis on the mapping from firm-level frictions and shocks, to
firm decisions, to industry-level and aggregate outcomes. We will
illustrate the analytical tools necessary to solve and analyze firm
dynamics models with frictions and misallocation, and the empirical
tools to test their predictions.

A special emphasis will be placed on financial frictions, and the course
will answer questions such as: How do we detect firm-level financial
frictions? What are their real effects? Are they important to explain cross-
country differences in productivity and output? Do financial shocks drive
business cycles? Do financial frictions amplify the cyclical effects of other
shocks?
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Course Outline

Session 1 (Monday)
o Theory: stylised facts on firm dynamics and introduction to misallocation
o Practical session: Introducing Stata code to compute productivity and
misallocation

Session 2 (Tuesday)
o Theory: dispersion in productivity, frictions, and misallocation of resources:
theoretical framework and empirical evidence.
o Practical session: Stata code on misallocation, introducing Matlab code on firm
dynamics.
Session 3 (Wednesday)
o Theory: micro foundation and empirical testing of firm-level financial frictions,
and of their aggregate implications.
o Practical session: Stata code on financial frictions and misallocation.

Session 4 (Wednesday-Thursday)

o Theory: firm dynamics and financial frictions: model and applications.

o Practical session: Matlab code on firm dynamics with financial frictions.
Session 5 (Thursday July 7t and Friday July 8th)

o Theory: finance, firm dynamics and the business cycle.

O Practical session: Matlab code on firm dynamics with financial frictions.

Required Activities

Lecture notes will be provided before each class. Below, references are separately
listed for each session.

Papers denoted with * will be discussed in the lectures. Papers denoted with **
will be covered with some depth in the lectures. having a look at these papers in
advance might be useful to better follow the lectures.

Selected tools and applications (both simulating firm dynamics models as well as some
empirical applications) will be illustrated in detail during practice sessions.
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"Changing Business Dynamism and Productivity: Shocks versus Responsiveness."
American Economic Review, 110 (12): 3952-90.

e Lucia Foster, Cheryl Grin, John C. Haltiwanger, Zoltan Wolf, 2018, Innovation,
Productivity Dispersion and Productivity Growth. NBER Working Paper 24420

e Haltiwanger, John, Robert Kulick and Chad Syverson. 2018. “Misallocation
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e *Sraer, David, and David Thesmar. 2023. "How to Use Natural Experiments to
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Financing constraints and labor misallocation, Journal of Financial Economics,
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Firm-level Evidence from the 2008-9 Financial Crisis. The Quarterly Journal of

Economics, 129(1), 1-59.
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e *Hadlock, Charles J., and Joshua R. Pierce, 2010, New evidence on measuring
financial constraints: Moving beyond the KZ Index, Review of Financial Studies 23,
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e Hoberg, G. and Maksimovic, V.: 2014, Redefining Financial Constraints: A Text-
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e Acemoglu, Daron, Ufuk Akcigit, Harun Alp, Nicholas Bloom, and William Kerr.
2018. "Innovation, Reallocation, and Growth." American Economic Review, 108 (11):
3450-91.
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Development: A Tale of Two Sectors." American Economic Review, 101(5).

e Buera, Francisco J. and Benjamin Moll. 2015. "Aggregate Implications of a Credit

Crunch: The Importance of Heterogeneity." American Economic Journal:
Macroeconomics, 7(3): 1-42.
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5) Finance, firm dynamics and the business cycle: empirical evidence and theory.

**Albert, C., and A. Caggese, Cyclical Fluctuations, Financial Shocks, and the Entry
of Fast Growing Entrepreneurial Startups, The Review of Financial Studies, Volume 34,
Issue 5, May 2021, Pages 2508-2548.

e **Arellano, C., Yan, Bai, and Patrick Kehoe, 2019, Financial Frictions and Fluctuations
in Volatility, Journal of Political Economy, Volume 127, Number 5

e Bernanke, B. S, M. Gertler, and S. Gilchrist, "The Financial Accelerators in a
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e Jermann, Urban J. and Quadrini, Vincenzo, Macroeconomic Effects of Financial
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6 (2013): 1055-1107.
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e Gilchrist, S, Sim, J., and Zakrajsek, E., (2014). "Uncertainty, Financial Frictions and
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e Kiyotaki, N., and J. Moore. "Credit Cycles." Journal of Political Economy 105 (1997):
211-248.
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97, March 2007, 503-516

e Laeven, L., Valencia, F. Systemic Banking Crises Database. IMF Econ Rev 61, 225-270
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e Mian, A, and Sufi, A. (2014). "What Explains the 2007-2009 Drop in Employment?"
Econometrica, Vol. 82, No. 6, November, 2014, 2197-2223.

e Simon Gilchrist & Egon Zakrajsek, 2012. "Credit Spreads and Business Cycle
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o Sedlacek, P., and V. Sterk, 2016, The Growth Potential of Startups over the Business
Cycle, American Economic Review.
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