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Exposure to fiscal constraints and Covid-19
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Controlling for HQ and industry:

1 Risk-adjusted drawdown: 7% larger risk-adjusted drawdown on trading day
15 (i.e., March 6, 2020).

2 Disaster beta: market βÒ by 0.21 in a disaster.1

3 Perceived firm fiscal constraints risk: FCRf ,tÒ (doubling).

4 Pre-disaster alpha - backward: CAPM αÒ by 6% per year (pre-pandemic).
1Change from Q4 2019 (pre-disaster) to Q3 2020 (disaster)
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Exposure to fiscal constraints and Covid-19

FCEf ,t´1 “
ÿ

c

»

—

—

—

—

—

–

wf ˆc,t´1
looomooon

Fraction of sales
in country c

¨
Bc,t´1

Pc,t´1Yc,t´1
loooooomoooooon

Debt-to-GDP ratio
for country c

fi

ffi

ffi

ffi

ffi

ffi

fl

Ò by 1

Controlling for HQ and industry, and pre-disaster (2015-2019):

5 Discount rates: rdr
f ,tÒ by 1.1% (data from Gormsen and Huber (2023)).

6 Investment: the capital expenditure ratioÓ2 by 0.8% point. R&D expenditure
ratioÓ by 1.3% point.

Big Question
Is it a story about constrained government spending and aggregate demand?

2Relative to the firm’s total assets.
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A simple Keynesian model
Government wants debt sustainability in the long run:

rB ď T ´ G ,

which leads to
G ď T ´ r ¨ b ¨ Y , b ”

B

Y
. (1)

Keynesian cross:

Y “ MPCpY ´ T q
looooooomooooooon
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Fiscal authority’s objective: Y as close to Ȳ (i.e., natural output)
as possible, subject to (1).
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∆G ,˚ “ p1 ´ MPC ` r ˆ bq Ȳ ´ p1 ´ MPCqT
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If firm h (l) sells products to country h (l)
Firm h’s profit becomes more sensitive to fluctuations in ∆
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Romer and Romer (2018): case of financial crises
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Advanced and emerging economies during Covid-19
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Advanced and emerging economies during Covid-19

Advanced countries (e.g., United States): higher debt-to-GDP ratio Ñ

even higher pandemic spending

Blanchard (2019): with low r , higher debt ùñ higher fiscal costs

Maybe, US Treasury bonds are overpriced?: Jiang, Lustig, Van Nieuwer-
burgh, and Xiaolan (2024)3

3Brunnermeier, Merkel, and Sannikov (2023): service flow value of US Treasuries
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Monetary policy: equally important?
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Romer and Romer (2018): case of financial crises
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Advanced and emerging economies: monetary policy

Less monetary room for advanced economies (with higher debt-to-GDP
ratio)?
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Vissing-Jorgensen (2021): Federal Reserve Purchases
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Potentially interesting channel

Firm F based in Country H having a higher portion of sales in Country C :
Firm F ’s subsidiary might operate based on loans from banks in Country
C

Country C might experience a so-called bank-sovereign doom loop: e.g.,
Farhi and Tirole (2018), De Marco (2019), Jappelli et al. (2024)

The bank lending channel hurts Firm F ’s profitability and value

Summary: very interesting and thought-provoking paper!
Especially for macroeconomists

Which channels are the most relevant?
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