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Background

COVID-19 pandemic is unprecedented combination of demand and
supply shocks for the global economy.

Early stages: full effects far from being realized.

Prompt measures in support of the economy are paramount to limit
the disruption of the key segments of the market and help firms to
weather the storm.
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Contribution to the policy discussion

Present real-time evidence on the magnitude of the shock faced by
Italian companies.

Difficulties in proxying the COVID-induced shock.

Exploit revision in expectations on future outcomes within a 2-months
window to proxy for firms’ idiosyncratic shock.
Short-window identification strategy: panel of Italian firms between

January 2020: just before the outbreak of the pandemic (February);
end-of March 2020, in the midst of lockdown policies.

Document significant heterogeneities along firms’ characteristics, past
strategies, and behaviors.
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Focus on Italy is instructive

Italian economy severely hit by the pandemic.

Significant heterogeneity in the geographical spread of the virus.

First Western country to implement lockdown policies.

Structural characteristics: SMEs a priori more exposed to adverse
shocks and more financially constrained.
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Data

Pre-COVID: 2019-MET survey (January 2020).
24,000 firms representative at regional, industrial (2D), and size class levels
(including micro-sized companies).
Expectations on future sales and scheduled R&D projects (12 months).
Large set of information on: structural characteristics, financial issues, and
strategic behaviors (internationalization, innovativeness, and R&D).
Comprehensive snapshot of firms’ conditions in entering the pandemic.

Post-COVID: ad hoc updating survey (panel information).
2 weeks administration (March 24-April 7), 13 days after lockdown policies.
33% response rate, 7,800 firms in the final sample.
Coherent questions on expected future sales and R&D future plans (com-
parability).
Additional queries on (continuous) perceived change in expectations about
sales at 3 and 12 months, employment, investment in tangible and intan-
gible assets (all at 12 months).

Balance sheet data (CRIF-Cribis D&B).

E. Brancati (Sapienza) Heterogeneous Shocks in the COVID June 9, 2020 5 / 14



Econometric methodology: pseudo Diff-in-diff

Yi,t =α+ βEi,t−1(Sales1Y) + γ>Xi,t−1 + δ>Zi,t−1 + λS + λP + εi,t

Yi,t:
revision in expectations on sales at 12 months (coherent questions)
revision in future R&D plans 12 months (coherent questions)
reported revision on expected sales (3 and 12 months), employment, in-
vestment in tangible and intangible assets.

Xi,t−1 pre-COVID strategies (predetermined): internationalization,
innovativeness (product and process), R&D.

Zi,t−1: size, age, share of graduated employees, labor productivity,
degree of vertical integration, a set of financial ratios (leverage, tangi-
ble assets, and rollover risk) and dummies for investment, corporate
group belonging, or family managed firms.

λS and λP : fixed effects for the belonging sector (2-Digit, 90 controls)
and geographical province (107) of the company.
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Results: coherent questions on sales
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Results: reported revisions on broader issues
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Aggregate effects

Aggregate effects computed as:

Impact of firm-specific strategy on aggregate shock:
Compute counterfactual revision in expectation in absence of strat-
egy X (from previous estimates):

Taking the difference to derive aggregate contribution:
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Aggregate effects

Sharp reduction in aggregate future sales: 21%-expected drop on a
3-months horizon and still pessimistic dynamic at 12 months (-16%).

Far from the V-effect hypothesized (asymmetric-V approaching a L-
effect).

Employment drops only by only 6.5%. Early stage of the crisis,
widespread uncertainty, postponement of firing decisions (vacation
leaves and wage-guarantee funds).

Internationalization explains a sizable fraction of the shock (25% and
17% at 3 and 12 months).

Product innovations still very sizable (12% overall).
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Long-run effects on R&D future plans

Revision in expectations may not be accurate, but still drives current
decisions.
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Concluding remarks

Contribute to the policy discussion by showing relevant hetero-
geneities in the shock experienced by Italian companies.

Immediate need for liquidity and support to the financial structure.
Relevant heterogeneities in the magnitude of the shock:

internationalization: related to the large uncertainty about international
economic relationships and world trade;
firms’ innovativeness: increased uncertainty about returns from innova-
tions (already uncertain in normal times) & fear of a permanent change in
consumption habits.

Likely to better adapt to the fast-evolving scenario, but in the mean-
time effects on current choices can further depress long-run growth.
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Additional heterogeneities

Stronger effects for more complex internationalization (FDIs, delo-
calization, and R&D-oriented international cooperation).

For simple internationalization: main effect of import from extra-EU
countries (Global Value Chain).

Radical vs. imitative product or process innovations: entire driven
by truly-innovative goods.
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Robustness

Control for manager’s expectation on the length and severity of the
crisis (e.g., expectations on length of lockdown).

Control for the exact day of a manager’s answer (also specific for
geographical regions and sectors).

Control for essential sectors (relevant effects).

Alternative clustering of the standard errors: province level, 5-Digit
sector level (766), or at the intersection of 2-Digit sector and geo-
graphic region (772).
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