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Abstract

Fixed investment has contributed significantly to the boom-bust cycle in Cyprus since it joined the
European Union in 2004. Investment accelerated during a credit boom in mid-2000s, manifested by
heavy corporate sector borrowing. Investment collapsed after 2008 when the credit boom ended.
Investment and corporate balance sheets further deteriorated during the Cypriot banking crisis over
2012-14. Using firm-level data on investment and balance sheets, we find that corporate
indebtedness is negatively associated with investment, although the effect is weaker after the start
of the banking crisis, possibly due to the reduced role of credit in driving investment and growth.
Our results suggest the need to repair corporate balance sheets to support sustainable investment.
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