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Although firm financial policies were affected by a credit contraction during the recent
financial crisis, the impact of increased uncertainty and decreased growth opportunities
was stronger than that of the credit contraction per se. From the start of the financial
crisis (third quarter of 2007) to its peak (first quarter of 2009), both large and investment-
grade non-financial firms show no evidence of suffering from an exceptional systemic
credit contraction. Instead of decreasing their cash holdings as would be expected with a
temporarily impaired credit supply, these firms increase their cash holdings sharply (by
17.8% in the case of investment-grade firms) after the fall of Lehman. Though small and
unrated firms have exceptionally low net debt issuance at the peak of the crisis, their net
debt issuance in the first year of the crisis is no different from the last year of the credit
boom. In contrast, however, the net equity issuance of small and unrated firms is low
throughout 2008, whereas an impaired credit supply by itself would have encouraged
firms to increase their equity issuance. On average, the cumulative financing impact of
the decrease in net equity issuance from the start to the peak of the crisis is
approximately twice the cumulative impact of the decrease in net debt issuance. The
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decrease in net equity issuance and the increase in cash holdings are also economically
important for firms with no debt.
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