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Abstract

This paper investigates the determinants of liquidity constraints and
corporate performance with emphasis on credit and business cycles based on
a sample consists of 206 industrial firms listed on the Tehran Stock
Exchange over a 10-year period (2006-2015) by using the GMM and
dynamic panel data estimation technique. For this purpose, first the impact
of credit cycles on the firms’ access to bank credits is studied. Then the
impact of credits on the liquidity constraints of firms is estimated. Finally,
the relationship between liquidity constraints and return on sales of firms, as
a performance indicator, is considered during business boom and recession.

According to the results, firms’ access to bank credit during the credit
cycles is asymmetries as in time of credit bust the access to the credit is
affected greater than in credit boom. Also, the business cycles influence on
relationship between liquidity constraints and firms performance, because
the performance is affected more in a recession period than a boom. That
means an expansionary credit policy, in order to liquidity constraints
reduction during recessions, is effective but it should be accompanied by
improvement in macroeconomic conditions. The results based on the firm
size and industry type show, that the negative impacts of credit crunch on
liquidity and performance of smaller firms are more than larger firms. Also,
in the credit boom, the most and least access to bank credit are the
automotive and machinery industries firms, respectively. Whereas the
liquidity constraints have the most impacts on non-metal mineral industry
and the least on the automotive industry.
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