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Abstract
The Brazilian economy entered a deep recession in 2015–2016 and since then has 
shown a sluggish recovery. In this paper, we offer an interpretation for the slow 
growth based on Minsky’s financial instability hypothesis and recent literature on 
financialization and growth. We analyze the balance sheet of large non-financial 
companies over the period 2012–2019, a period that comprises the positive invest-
ment cycle—initiated during the commodities boom which lasted from the second 
half of the 2000s until 2014—the 2015–2016 recession, and the period preceding 
the shock of the COVID-19 pandemic. Based on Minsky’s taxonomy of financial 
profiles, we map a proxy for financial instability at the firm level based on Davis 
et al. (2019). We also propose an aggregate financial stability index. We conclude 
that after the 2015–2016 recession, companies have been restructuring their debt 
profile and adopting a defensive behavior, increasing their liquidity preference. Our 
analysis supports the interpretation that, even with the sharp fall in domestic real 
interest rates, the degree of confidence on expectations to recover investment in pro-
ductive assets is low. This corroborates with the thesis that agents’ decisions do not 
respond only to supply stimulus, but are guided by expectations of future returns, 
which fundamentally depend on the performance of aggregate demand. Since 2015, 
Brazilian economic policy has been driven by fiscal consolidation, which has proven 
ineffective in increasing economic growth.

Keywords Financial instability · Minskyan cycles · Financialization · Non-financial 
companies · Brazil

This paper benefitted from the helpful comments of two anonymous referees from the REPE. Any 
remaining errors are of the authors’ responsibility.

 * Eduardo Mantoan 
 eduardo.mantoan@hotmail.com

Extended author information available on the last page of the article

Published online: 29 September 2021

Review of Evolutionary Political Economy (2021) 2:529–550

http://orcid.org/0000-0001-6586-7383
http://crossmark.crossref.org/dialog/?doi=10.1007/s43253-021-00051-6&domain=pdf


1 3

1 Introduction

The literature on endogenous business cycles developed by Minsky points out that 
an economy that shows a predominance of firms with fragile balance sheets is more 
exposed and vulnerable to shocks arising from both the goods and services markets, 
as well as the financial markets. Balance sheet fragility arises because decisions at 
the firm level are made based on expectations about uncertain returns which, if neg-
ative, may lead to an unexpected increase in indebtedness. As long as the financial 
system is willing to provide credit, firms will be able to meet their financial com-
mitments, albeit becoming increasingly dependent on borrowing new capital and on 
the uncertainty of the markets. Thus, a reversal in expectations, where a significant 
number of firms present high financial instability, triggers the downward phase of an 
economic cycle. Moreover, in a context of a financially integrated economy, busi-
ness cycles tend to be more severe, and the recovery is slower.1

Over the last decade, but especially from 2015 on, Brazil has experienced 
deep changes in its macroeconomic conditions, leading to a serious recession 
(2015–2016) and a slow recovery (2017–2019). With that in mind, this paper aims 
to measure the degree of financial fragility of publicly traded non-financial firms in 
Brazil between 2012 and 2019, as this period encompasses the deceleration of the 
positive investment cycle that had begun during the commodities boom in the mid-
2000s, as well as the recession of 2015–2016 and the period preceding the shock 
due to the COVID-19 pandemic.

The empirical literature on the financial fragility of firms is relatively scarce in 
Brazil due to the difficulty in accessing a long and consistent database on firms’ 
balance sheets. A recent work that discusses financial fragility according to Min-
sky’s hypothesis is Feijo et al. (2020); using panel data from the Annual Industrial 
Survey, the authors developed an analysis of the recent investment cycle in Brazil 
(2007–2017), arguing that the 2008 international financial crisis hit the Brazil-
ian economy in the ascending phase of a typical Minskyan cycle. They conclude 
that the deceleration of aggregate demand in the 2010s played an important role in 
increasing the financial fragility of industrial firms. Meyer and de Paula (2021) also 
discuss the financial fragility of non-financial firms for the same period using the 
Economática database.2 The authors identify that financially fragile firms in the face 
of corporate management policies aimed at maximizing the shareholder inhibit pro-
ductive investments.

1 Arestis and Sawyer (2005: 24) present a large survey on financial liberalization and growth. The 
authors conclude, among other things, that “the analysis suggests that the threats to growth and employ-
ment emanating from the financial sector, which Minsky (1986) identified in a closed economy setting, 
are greatly intensified in open, liberalized economies. Financial liberalization is demonstrated to be a key 
factor in the process.” See also Arestis and Glickman (2002: 244–5).
2 The Economática database collects the balance sheet of the USA and Latin American firms since 1986. 
Although very large, this database presents gaps and discontinuities regarding Brazilian companies. In 
this paper, we explore a different database to discuss the financial fragility of non-financial firms, which 
has not yet been used for this application, as far as our knowledge.
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Capital markets are still incipient in Latin America, which means that corporate 
governance and the usual features of financialized companies are not widespread 
practices.3 Gottschalk and Torija-Zane’s (2017) research is relevant reference con-
cerning investigating investment behavior and financialization in non-financial cor-
porations in Brazil. The authors look into the behavior of Brazilian listed corpo-
rations focusing on the 2008–2015 period to evaluate to what extent and in which 
ways financialized practices have taken hold among Brazil’s large corporations 
(p. 162). The authors conclude by the predominance of macroeconomic develop-
ments in explaining the slowdown in corporate investments after 2010. Also, the 
authors report a greater indebtedness of Brazilian non-financial companies after the 
global financial crisis, although investments in immobilized capital had decelerated. 
In the authors’ words (p. 185), “Brazil’s path towards long-term sustainable eco-
nomic growth depends on a dynamic corporate sector that invests strategically and 
innovates. Financialization practices in themselves are not a crucial inhibiting fac-
tor for unlocking investment and innovation by Brazilian corporations, although in 
conjunction with other factors, they may become an obstacle as well if they increase 
financial volatility.”

Pushing forward the agenda on financialization and financial fragility of non-
financial corporations in Brazil, the present paper sheds light on how non-finan-
cial companies faced the 2015–2016 recession. The data of consolidated financial 
statements were obtained from the Brazilian Securities and Exchange Commission 
(CVM).4 We show that non-financial companies were highly leveraged in the pre-
recession period and chose to prioritize the restructuring of their balance sheets and 
debt profile in the post-crisis. To do so, large non-financial companies deepened 
their financialization practices. Therefore, the building up financialization prac-
tices during the recent recessive period, on the one hand, combined with the weak 
recovery of aggregate demand following austerity fiscal policy on the other, help to 
explain the slow recovery of the Brazilian economy in the second half of the 2010s. 
Although the analysis focuses on the Brazilian case, we believe that the recent Bra-
zilian experience can be taken as a good example of the failure of austerity policies 
and liberal reforms in financialized economies to overcome a downward phase of the 
business cycle. In the case of Brazil, austerity policies and liberal reforms, instead 
of recovering the confidence of both domestic and international private investors, 
have induced large firms to postpone long-term investments, and therefore, depress-
ing aggregate gross capital formation.

In order to analyze the macroeconomic implications of the financial instability of 
non-financial companies, the remainder of this paper is divided into four sections. 
Section 2 revisits the literature on the phenomenon of financialization and its con-
nections to the economic cycle. Section 3 presents some insights on Brazil’s eco-
nomic performance in the 2010s. Section 4 proposes a financial instability proxy for 
100 publicly traded non-financial Brazilian companies and an aggregate financial 

3 See Torija-Zane and Gottschalk (2018).
4 The database may be accessed through the following address: http:// dados. cvm. gov. br/ datas et/ cia_ 
aberta- doc- itr.
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stability index that, together with the analysis of the liabilities and cash flow struc-
tures, allows us to understand the reasons for the slow recovery after the 2015–2016 
recession. Lastly, Section 5 offers the final considerations.

2  Minsky’s financial instability hypothesis and the financialization 
of modern economies

Minsky’s work stands out for its explanation on the cyclical and organically unsta-
ble behavior of monetary economies with sophisticated financial systems. Owing to 
the interaction between the real and the monetary sectors, economic crises almost 
always tend to manifest themselves in the financial sector, emerging from the mon-
etary contractual commitments between economic agents (Minsky 1981).

Contemporary debates in macroeconomics, especially after the great financial 
crisis of 2008, focus on the financialization process as a new accumulation regime, 
in which productive activities are subordinated to finance.5 The financialization pro-
cess of modern economies implies a regime in which the monetary and financial 
flows are the main sources of income generation, instead of the productive alloca-
tion of resources.6 Aglietta (2000) explains that this logic emerges out a systemic 
lack of aggregate demand, and therefore, the financialization process creates a self-
fulfilling virtuous cycle by changing the behavior of non-financial firms towards the 
maximization of shareholder value.7 When the financial logic becomes dominant, 
the pattern of corporate governance tends to increase a company’s level of indebted-
ness (Orhangazi 2008; Mazzucato and Wray 2015). This increases the weight of lia-
bilities in the balance sheet, which makes the company more exposed to the changes 
in the financial conditions and consequently weakening its balance sheets.8 From 
a macro point of view, in a financialized economy, firms can indefinitely postpone 
their investment projects with longer payback periods.9 This results in depressing 

5 See, for example, Mader et al. (2020). Particularly in developing economies, the financialization pro-
cess is associated with financial liberalization and the subordinate integration of these economies into the 
international financial system (see, e.g., Karwowski and Stockhammer 2017).
6 According to Palley (2013), the main impacts are related to the greater significance of the role of the 
financial sector in comparison to the productive sector, to the transfer of income from the real sector to 
the financial sector, and also to the increase in income inequality and stagnation. In this environment, it 
is expected that non-operating income represents a greater share in the composition of total profit, since 
companies can compensate a fall in their investments in core activities by increasing financial revenue.
7 For Aglietta (2000), maximizing shareholder value is the norm of financialized capitalism. In other 
words, the adoption of administrative and financial corporate governance strategies that induce the firm 
to maximize shareholder wealth becomes the main purpose of the company.
8 Palley (2013) adds that there were clear indications that financialization raised the financial instability 
of the US economy, and that the financial crisis in 2008 reinforced this view.
9 Under high uncertainty and cash restriction, companies tend to prioritize short term return investments, 
such as financial applications (Hein and Van Treeck 2008). Guttmann (2017) understands that the finan-
cial boom contributed to an industrial stagnation, directing a large volume of resources from fixed assets, 
i.e., productive investments, to short-term speculation. The author adds that financial assets are inher-
ently attractive not only for their liquidity but also for their mobility. For a critical analysis regarding 
industrial stagnation and the financialization of NFC, see Davis and McCormack (2021).
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aggregate demand, which shortens the duration of the economy’s expansion cycles, 
making the economy more volatile.10

Minsky’s financial instability hypothesis (FIH) (Minsky 1992) states that periods 
of expansion are followed by periods of instability (booms and busts), with the lat-
ter being generated endogenously during the stable phase of the cycle.11 Minsky’s 
(1992) FIH stems from Keynes’s investment determination theory. The fundamen-
tal ideas are the confidence in expectations and conventions, introduced by Keynes 
(1936, chap.12). Keynes’s investment theory is developed assuming that expecta-
tions about future returns are uncertain because the future is unknowable. Given 
that expectations are shaped under uncertainty, the important factor to determine 
the investment decision in fixed assets of private agents concerns their state of con-
fidence—built up by the business environment and economic policy conventions. 
In other words, a successful economic policy is that which is able to anchor the 
expectations of private agents by creating the context to stimulate productive invest-
ment decisions, which will be consolidated when the necessary conditions to sustain 
effective demand are established.

Thus, the realization of cash flows today relies on the expected returns in the past 
that have induced investment decisions. Economic units need to generate income 
in the present to settle debts incurred in the past, and at the macroeconomic level, 
this implies that aggregate demand must be expanding.12 The realization of future 
demand arises from the implementation of investment plans in the present, which, in 
turn, depends fundamentally on the agents’ future expectations. In this sense, invest-
ment is, for Keynes (1936), the key macroeconomic variable to keep the economy 
in an expanding trajectory. This allows agents to fulfill their expectations. However, 
both lenders and borrowers make their decisions under non-probabilistic uncer-
tainty, and for this reason, investment presents itself as a volatile variable, since dif-
ferent agents assume different risk positions over time.

By integrating the financial determinants of investment decisions into 
Keynes’s investment theory, Minsky (1986) shows how the structure of liabili-
ties inherited from past decisions should be met by the generation of cash flows 
in the present. Debt commitments taken in the past represent a certain future 
cash outflow, while future inflows are expected—but they may or may not hap-
pen. Ideally, if initial expectations are fulfilled, firms will be able to maintain 
the cash inflow according to payment flow. The macroeconomic context plays 
an important role in the development of the business cycle, as the confidence in 
past decisions stimulates firms and financial institutions to move on to higher 
risk decisions. In a financialized context, one should consider also the degree 
of financialization of the firm. When the maximization of the shareholder value 

10 Additionally, Kohler et  al. (2019) identify that the financialization at firm level has contributed, 
through various channels, to reducing the share of wages in the functional distribution of income.
11 In this article, we work with this definition of cycle. For a survey of different models of Minsky-
inspired economic cycles, see Nikolaidi and Stockhammer (2017).
12 Minsky (1978, p. 92) points out that “profits are that part of prices that supports the financial system 
and the structure of financial relations by providing the cash flows that validate past financial commit-
ments”.
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guides corporate finance decisions, the obligation to pay high dividends to share-
holders, for instance, might delay the recuperation on long-term investment.

It is precisely in the ascending phase of the cycle and greater apparent stabil-
ity of the economy that agents take greater risks, since there is optimism and 
confidence regarding future returns. As long as positive expectations persist, 
companies assume speculative positions. That is, they choose to roll over the 
debt by contracting new loans to amortize the principal amount. In spite of not 
being perceived at the time of borrowing, as more companies take on greater 
risk, this behavior enhances financial instability since the safety margins are 
being reduced. The increase in risk is only perceived later, when, for example, 
the monetary authorities raise the interest rate to contain inflationary expecta-
tions and a fall in aggregate demand reverses the state of expectations. If the 
recession is widespread, banks quickly reduce credit availability and raise inter-
est rates, increasing the non-financial firm’s debt burden and diminishing their 
ability to negotiate new debts. This movement highlights the pro-cyclical nature 
of banks’ credit supply. The endogeneity of the economic cycle is due to the fact 
that, like other agents, banks decide under uncertainty and crucially interfere in 
the allocation of resources by making their own decisions. Uncertainty about 
the future, therefore, drives the economic choices of private agents. Moreover, 
it should be considered that in a financialized economy, large firms have more 
opportunities to sustain positive cash flow supported by financial receipts for a 
long period, what may contribute to delay the recovery in investment in long-
term assets.

Minsky’s FIH is built on the understanding of how the dynamics of invest-
ment funding take place and on the interaction between non-financial firms and 
the financial system in market economies. Minsky proposes a taxonomy to clas-
sify the degree of financial instability of firms, based on the analysis of the cash 
inflows and outflows of firms. The well-known profiles are hedge, which is when 
the expected inflow exceeds the outflow associated with the payment commit-
ments assumed in each period; speculative, which is when the accounting period 
inflow is not enough to cover the outflow amount, but still sufficient to pay the 
interest incurred on the principal; and Ponzi, which is when the firm’s cash 
inflow is not enough to cover the principal and interest due to past debt com-
mitments. Ponzi companies are forced to sell assets or take out new loans in the 
short term to pay interest on the loans. If the economic unit assumes both strate-
gies simultaneously, there is a decrease in its equity assets and an increase in 
the stock of debt, which reduces the safety margin of creditors (Minsky 1992). 
There is no other way out, therefore, except to refinance its liabilities. This is 
what makes Ponzi firms highly dependent on the financing conditions of the 
financial markets.

The conventional taxonomy proposed by Minsky provides a theoretical appa-
ratus that allows the interpretation of how the business cycle evolves. When an 
economy emerges from a recession and does not resume growth, as is the cur-
rent case of the Brazilian economy, one may conclude that agents show a defen-
sive posture by postponing long-term investment decisions.
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3  Macroeconomic policy and the end of the investment cycle 
of the Brazilian economy in the 2010s: fall in the investment rate 
and increase in finance asset flows

The aim of this section is to briefly discuss the macroeconomic evolution of the 
Brazilian economy in the 2010s to support our argument that the financial fragil-
ity of non-financial firms increased with austerity. As will be seen, the 2010s are 
marked by a shifting macroeconomic policy, which has spread more uncertainty 
instead of coordinating expectations that would induce productive investment. When 
the macroeconomic indicators deteriorated in 2014–2015 (inflation and public debt), 
an austerity agenda of economic policy was implemented in 2015, aiming at a rapid 
improvement in public debt and inflation, which did not happen. A deep recession 
followed, and the perception of increased uncertainty due to the erratic conduct of 
macroeconomic policy led to defensive behavior by the companies Table 1 shows 
GDP growth rates and aggregate demand components for selected periods. In the 
first line are the rates for the period 2008–2010, when GDP grew 4.1% per year 
on average. This result shows that the Brazilian economy responded positively to 
the stimulus of aggregate demand after the impact of the 2008 subprime crisis. The 
slight decrease of − 0.1% in 2009 was followed by a surprising expansion of 7.5% 
in 2010. In the same period, gross fixed capital formation expanded by an average 
of 9.0% per year. As of 2011, the Brazilian economy starts to slow down. Between 
2011 and 2014, average growth stood at 2.3% per year, despite changes in the man-
agement of macroeconomic policy that aimed to stimulate the growth rate of gross 
capital formation, which was substantially reduced (2.2% per year) compared to the 
previous 3-year period.

In the period 2011–2014, due to the slowdown in GDP growth, macroeconomic 
policy initially reacted in the same way as in 2008 by easing monetary and fiscal 
policies to boost aggregate demand.13 With plenty of international liquidity, one of 
the objectives of easing monetary policy was to induce a depreciation of the nomi-
nal exchange rate, which implied reducing the domestic interest rate.14 According to 
Oreiro (2017), the Brazilian Central Bank started to tolerate a higher inflation rate. 
In fact, the average inflation rate in the period 2011–2014 was around 6.0%, exceed-
ing the target of 4.5% per year as established by the inflation targeting regime. 
Graph 1 shows the evolution of the domestic real interest rate and the real exchange 
rate, both impacting on the cost of investment in capital formation. Between June 
2011 and October 2012, real monthly interest rates declined and the real exchange 
rate depreciated by around 22%. In November 2012, the downward trend in the real 

13 According to Barbosa (2010; 1) “…a sequence of unprecedented expansionary actions running from 
credit expansion to fiscal stimuli to boost aggregate demand and to avoid an excessive accumulation 
of inventories, especially of consumer durable goods, were well succeeded to recover the economy in 
2010.” However, as pointed out by Paula et al (2015), the economy started the 2010s in a more fragile 
situation and the European crisis in 2011–2012 imposed new challenges to the macroeconomic authori-
ties.
14 For an analysis of the role of currency exchange rate, the external sector and the impacts on foreign 
trade patterns, see Nassif et al. (2020) and Nassif and Castilho (2020).
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interest rate was interrupted, and in April 2013, it began to increase again: The real 
interest rate started at 1.6% in November 2012 and reached a peak of 6.2% in Sep-
tember 2015, the first year of GDP contraction.15

The government’s assessment was that the easing of monetary policy at the 
beginning of the decade created fiscal space for the reduction of the ratio of primary 
surplus to GDP needed to stabilize the public debt in relation to GDP. In addition, 
the slowdown in growth in 2012 (GDP growth of 1.9%) indicated a fading of aggre-
gate demand and the need for fiscal stimulus. However, the fiscal space was used 
to promote a round of tax cuts for both the productive sector and consumers, rather 
than an increase in public investment. Public sector investment went from 4.6% of 
GDP in 2010 to 3.9% in 2014 (Pires 2021), leading to a reversal in the aggregate 
investment rate from 2014 on (Graph 2, dashed line). The decision to reduce public 
investment and expand tax exemptions also had negative results on the primary sur-
plus. With the increase in inflation since 2014 and the deterioration of government 
accounts, with no positive reaction from the economy (GDP growth in 2014 was 
only 0.5%), the government adopted, as of 2015, a policy of fiscal austerity. The 
attempt to promote a change in the macroeconomic policy arrangement towards a 
lower nominal and real interest rate and a more competitive real exchange rate was 
abandoned, and the Brazilian economy plunged into a deep recession in 2015 and 
2016 (a contraction of 3.4% per year in GDP). As can be seen, the sluggish growth 
in the triennium 2017–2019 has not yet recovered the GDP level of the beginning of 
the decade.

Graph  2 shows the evolution of the rate of investment in fixed capital in the 
present decade and an aggregate financial investment proxy (the ratio between the 
accumulation of financial assets and the total investment flow in financial and fixed 
assets). The result illustrates well how expectations regarding future returns on 
investment in fixed assets changed as of 2014 with the cut in public investments 
and increased uncertainty about sustaining aggregate demand. Demand for financial 
assets, on the other hand, gains weight in the total flow of investments in line with 
the slowdown in investment in fixed assets, pointing to a defensive posture on the 
part of economic agents, in particular non-financial companies.

As seen in the previous section, non-financial companies finance their investments 
through funding in the financial market based on a positive expectation of future 
returns. As the macroeconomic scenario did not improve with austerity policies and 
liberal reforms that follow in 2016 (labor market liberalization), expectations on 
long-term growth did not recover, leading firms to cut investment and contributing 
to contracting aggregate demand. A possible interpretation for the deceleration of 
the investment and the increase in the financial fragility of non-financial firms in the 
Brazilian case in the post-recession period of 2015–2016, therefore, considers that 
only reducing interest rates from 2016 onwards (Graph 1) had not been enough to 

15 For a critical review of the macroeconomic policies adopted in Brazil in the 2000s and 2010s, see, for 
instance, Serrano and Summa (2015), Ferrari et al. (2014), Oreiro and D’Agostini (2017), and Carneiro 
(2017).
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induce the resumption of private investment. As will be seen in the next section, the 
decision of large companies was to revise their balance sheets.

4  The recent investment cycle of the Brazilian economy and Minsky’s 
hypothesis of financial instability: analysis of a sample of publicly 
traded non‑financial companies

Following Minsky’s taxonomy, this section presents an analysis of 100 publicly 
traded non-financial companies in Brazil between 2012 and 2019. The sample com-
prehends the top 100 companies publicly traded in Brazil by market value ranking. 
As of CVM Instruction No. 480/2009, articles 21 and 29, publicly traded companies 
were required to periodically submit the Quarterly Information Form (ITR) filled 
with the financial statements data only from 2010 onwards. The Commission has 
made these data available, offering a completer and more homogeneous sample. For 

Table 1  GDP growth rates and aggregate demand components: selected periods – %

Data source: Brazilian Statistical Office Quarterly Annual Accounts

GDP Household 
consumption

Government 
consumption

Gross fixed capi-
tal formation

Exports Imports

2008–2010 4.1 5.7 3.0 9.0 0.6 13.1
2011–2014 2.3 3.5 1.7 2.2 1.4 3.6
2015–2016  − 3.4  − 3.5  − 0.6  − 13.0 3.8  − 12.3
2017–2019 1.3 2.0  − 0.2 1.2 2.1 5.3
2008–2019 1.5 2.5 1.1 0.8 1.8 3.4
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Graph 1  Domestic real interest rate (%) and the real exchange rate (index): 2008–2019. Data  source: the 
Brazilian Central Bank for the real effective exchange rate (series 11,752) and for domestic real interest 
rate (series 4189 deflated by the inflation rate accumulated in 12 months)
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this reason, we opted to use the CVM database. Companies whose data was avail-
able for a period inferior than 4 years were skipped. It is important to highlight the 
low level of development of the capital market in Brazil when compared to devel-
oped countries (total number of non-financial listed companies was 347 in 2019), 
which implies greater difficulty in obtaining adequate data. Brazilian firm-level data 
are in many cases incomplete and heterogeneous or have a short time series.

To distinguish between the financial profiles, we use a definition based on Davis 
et al. (2019), a study in which the authors calculate the relationship between cash 
inflows (source of funds) and outflows (cash commitments) for a sample of US non-
financial firms.16 Like Davis et al. (2019), we assume that non-financial companies 
in a hedge situation are those that presented an inflow higher than the outflow, suf-
ficient to settle all their financial commitments. Companies in a speculative situation 
are those that did not show sufficient inflow to fully cover the outflow, but sufficient 
to bear the interest and charges expense. And finally, the companies with a Ponzi 
profile are the ones that did not generate enough cash to pay neither the interest and 
taxes nor the amortization of the principal.

We represent the cash inflow (π) as the sum of the firm’s operating profit before 
the financial result (OpPro) and financial income (FI)17:

Cash Inflow = � = OpPro + FI

12.0
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24.0
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Financial Investment Flow (M4-M1) in total investment flow  %

Rate of Investment (GFCF/GDP) % - Right

Graph 2  Rate of investment (%) and financial investment flow (%): 2010–2019. Data  source: Brazilian 
Central Bank (series 27,791 and 27,815), where aggregate investment includes both private and public 
sectors investment; Brazilian Statistical Office Quarterly Annual Accounts

16 For details on the accounting items that comprise cash inflows and outflows, see Table  2 in Davis 
et al. (2019, p. 6). See also Caldentey et al. (2019, p.18–19, Table 9), which summarizes different meth-
odologies to calculate Minsky’s typology.
17 In line with Brazilian accounting standards, the entry of financial income must include gains from 
financial investments, interest income, and discounts.
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The cash outflow (O) is defined as the sum of the payment of interest and other 
financial expenses—except currency exchange variations—(FE), payments of 
income tax and social contribution on profit (T) and amortization of loans, financ-
ing, and debentures (A):

The proxy for non-financial companies’ financial instability is calculated as an 
index as:

If π ≥ O, π – (FE + T) ≥ A, FF ≥ 1, the company presents a hedge profile.
If π < O, π ≥ FE + T, π – (FE + T) < A, 0 < FF < 1, the company is classified as 

speculative.
If π < FE + T, π – (FE + T) < 0, FF < 0, the company presents a Ponzi profile.
In addition to classifying the financial profile of non-financial companies, we 

calculated an aggregate index for financial stability. According to Minsky (1986, p. 
232), the number of hedge, speculative, and Ponzi finance units is one of the main 
determinants of economic stability. The author adds that the greater the weight of 
companies in speculative and Ponzi positions, the lower the safety margins of the 
economy and the more fragile the financial structure. For this reason, the construc-
tion of the weighted aggregate financial stability index (AFFI) aims to capture the 
predominance of a certain profile over the period observed in the sample18:

The AFFI consists of multiplying the sum of companies by profile (C) as follows: 
by 0 (Ponzi profile), by 50 (speculative profile), and by 100 (hedge profile). The 
weighted sum is divided by the total number of companies in the sample. Since we 
multiply the result by 100, the index varies from 0 to 100.If all companies were in a 
Ponzi position, the index would be zero, whereas if all were in a hedge position, the 
index would be 100. A result equal to 50 would indicate that all companies are in a 
speculative situation. Therefore, we define the following intervals:

0 < AFFI < 50     ➔ Speculative-Ponzi predominance
50 < AFFI < 100 ➔ Speculative-Hedge predominance

Cash Outflow = O = FE + T + A

FF =
� − (FE + T)

A

AFFIt =
(0 ×

∑j

i=1
CPonzi

it
+ 50 ×

∑k

i=j+1
C
Speculative

it
+ 100 ×

∑n

i=k+1
C
Hedge

it
)

∑n

i=1
Ei

× 100

18 The construction of the index followed a proposal similar to that developed in Torres Filho et  al. 
(2019).
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5  Results

The empirical analysis indicates that there was a process of significant restructuring 
of the financial profile of the companies between the years 2012 and 2019. Graph 319 
shows that from 2015, over 50% of the larger non-financial Brazilian firms were in a 
speculative and Ponzi position.20 According to the data displayed on IMF Datamap-
per – Global Debt database, the indebtedness of the NFC sector in Brazil was about 
43.8% of GDP in 2019. The indebtedness of the companies included in the sample 
equals to 14.7% of GDP in the same year. This means that the volume of debt of the 
companies in the sample represents approximately 34% of the total indebtedness of 
the aggregate of all non-financial companies in the Brazilian economy, which indi-
cates the representativeness of the sample.

The changes in the relative percentage of profiles between 2012 and 2019 are 
linked to the impacts of the economic crisis that hit Brazil in 2015–2016. In 2016, 
15% of the largest non-financial companies in the sample were in a Ponzi position. 
If we consider only the inflow of operating profits (excluding financial income) to 
calculate the financial posture of the firms, more than half of them in 2015 (52%) 
and in 2016 (59%) were in the Ponzi category. According to Carvalho (2018), the 
close relationship between financial capital and productive capital has its expression 
in Brazil marked by the greater importance of firms’ treasury investments. Thus, the 
thesis that financial revenues gain greater prominence in financialized economies is 
reinforced.21

Furthermore, Graph  3 shows that the scenario started to reverse from 2017 
onwards, with a reduction of non-financial companies in the Ponzi situation. The 
improvement in the financial profile of companies as of 2017 was mainly driven by 
the slight increase in their operating profits in the period, which, coupled with the 
mitigation of financial expenses,22 allowed part of the companies to slowly restruc-
ture their cash flow after the 2015–2016 recession. The evolution of the weighted 
aggregate financial stability index (AFFI) is shown in Graph 4, considering two defi-
nitions of the AFFI: (a) AFFI considering the cash inflow as defined considering (π) 
and (b) “AFFI excluding FI”, that is, considering the operating profit only.

Looking at the entire series, the AFFI indicates that the large non-financial com-
panies had a predominance of speculative-hedge profiles. From the sample used in 
this paper, the analysis does not take into account the firms’ classification by size 

19 Companies with missing data for any year and those that perhaps did not declare the amount of loan 
repayments were excluded, since the absence of these data makes the proxy calculation impossible.
20 Data on “Nonfinancial corporate debt, loans and debt securities” as a percentage of GDP are available 
at: https:// www. imf. org/ exter nal/ datam apper/ NFC_ LS@ GDD/ BRA.
21 The historically high real interest rates were the incentive for companies to use cash surpluses to 
invest in financial assets (mainly government bonds), which are quasi-currency and provide high short-
term yield (Carvalho 2018). Therefore, there is no tradeoff between risk, liquidity, and return.
22 The sharp movement to reduce the basic interest rate started in late 2016, more specifically on 
November 30, 2016, when COPOM (Monetary Policy Committee) reduced the Selic target from 14 to 
13.75%. By December 31, 2017, the rate had dropped to 7%.
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or sector.23 Regarding this matter, Davis (2016) brings important contributions by 
identifying different patterns of financialization depending on the size and sector of 
firms. According to the econometric tests presented in the article, the author points 
out that deleveraging is one of the stylized facts of financialization in small compa-
nies in the USA, mainly due to easier access to working capital. Although there is 
a difference between the sizes of companies listed B3 – Brazilian stock exchange 
(especially the huge Petrobras S.A. and Vale S.A.), it is understood that all of them 
can be considered large. The analysis based on the two proposed scenarios can sig-
nal the degree of dependence of firms on their non-operating results to meet their 
financial obligations. When disregarding financial revenues, a very significant gap is 
noted. That is, financial revenues contribute to mitigating the financial instability of 
the economy in the sense of Minsky (1986).24

In 2013 is when the AFFI index reached its highest level. In other words, the 
companies classified as hedge and speculative predominated. This is the moment 
that, according to Minsky, precedes the cyclical reversal. The index reaches its mini-
mum value in 2016, in line with the increase in the number of companies in the 
Ponzi situation that year. From 2016 onwards, there has been a process of recovery, 
indicating a restructuring of the cash flow of companies to reduce financial instabil-
ity. However, the recovery has not yet allowed the degree of financial stability in the 
post-2015 crisis period to reach the pre-recession levels.

52% 54% 53% 48% 41% 42% 42% 40%

42% 42% 40% 43%
44% 49% 52% 53%
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Graph 3  Percentage of non-financial companies by financial profile (2012–2019). Data  source: authors 
own elaboration based on CVM database

23 Table 2 in the Appendix contains the list of firms and its respective sectors.
24 Minsky (1986, p. 232) describes this as follows: “Whereas hedge finance units are vulnerable to diffi-
culties in fulfilling outstanding financial commitments only if receipts fall short of expectations, specula-
tive and Ponzi-financing units have to meet changing financial-market conditions”.
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Graph 5 shows the evolution of the cash inflow (on the left) and the cash outflow 
(on the right) for the whole sample of non-financial firms and compares both flows 
with the AFFI.

The evolution of the AFFI and the operating profit has similar trajectories, with 
the exception of 2015. Even so, the worsening of the AFFI in 2015 and 2016 is 
accompanied by a fall in operating profit in 2015. On the other hand, from 2016 on, 
there is an increase in the amount of amortization paid by non-financial companies. 
In 2019, the fall in the operating profit and the continued growth in the amortized 
volume caused a deterioration in the AFFI that year. Regarding financial income, the 
graph shows that it exceeded operating profit in 2015–2016. There are two reasons 
for this: (a) the crisis negatively affected the operating profit of companies, and (b) 
the high interest rates between 2015 and 2016 led to a higher return on financial 
assets held by the companies.

Thus, the increase in amortization paid since the recession suggests a strategy of 
restructuring the debt profile in order to alleviate future cash flow commitments. In 
order to better understand this behavior, the values referring to the volume of new 
loans and funding from financial institutions were incorporated into the analysis, as 
well as the volume of new investments and the amount of loans of long-term liabili-
ties.25 This is shown in Graph 6.

In 2019, the increase in amortizations in relation to 2018 (8.4%) was accompa-
nied by greater funding (19.2%) and a reduction in the loans of long-term liabilities 
(− 4.2%), while investment intensified its downward trend (− 2.7%). Graph  6 also 
shows a sustained downward trajectory in long-term liabilities since the peak of 
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Graph 4  Weighted aggregate financial stability index (AFFI): 2010–2019. Data  source: authors own 
elaboration based on CVM database

25 Non-current liabilities represent obligations that must be settled after the year following the closing of 
the current balance sheet. In this paper, we use non-current liabilities as a proxy for long-term debt. The 
amounts are available in the companies’ balance sheet statements.
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the series in 2014. Taken all together, the evolution in the amount of amortization 
and funding and long-term liabilities points to a restructuring of the debt profile of 
the non-financial companies. When adding new loans and the level of investment 
to the analysis, a possible interpretation is that non-financial companies are using 
the funds raised in order to roll over their past debt and are postponing investment 
expenditures.

Some hypotheses can be made to interpret the causes of the debt rollover. In 
2019, the basic interest rate of the Brazilian economy fell to historical lows, clos-
ing the year at 4.5%. The drop in the interest rates opened an opportunity for 
indebted companies to amortize their old debts contracted at higher interest rates 
and exchange them for new debt at lower interest rates. Investment in fixed assets, in 
turn, has fallen successively since 2013. This behavior, combined with the increase 
in the amortized volume over the years, characterizes the conservative behavior 
on the part of non-financial companies, indicating that expectations have not been 
restored since the 2015–2016 recession. In times when expectations are low, sup-
ply side policies, such as reducing interest rates26 and tax exemptions, prove to be 
ineffective in promoting the resumption of private investment. The interpretation of 
the results presented in this paper aligns with the conclusion of report no. 999 from 
IEDI27 (2020):

With operating profitability contracting, the continuation of the trajectory of 
expansion of net profit margins reflected, in good measure, the process of rene-
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Graph 5  Cash inflow (left) and cash outflow (right) (in billions of R$): 2012–2019. Data  source: authors 
own elaboration based on CVM database. Values updated by inflation at 2019 prices

26 In addition to falling interest rates, fiscal austerity and economic reforms were implemented on the 
assumption that this would boost private investment. The reforms consisted of limiting labor rights, 
restricting access to unemployment insurance and a set of tax exemptions, as reported by Carvalho 
(2018), as well as the implementation of an expenses’ limiter, known as the “spending ceiling”, which is 
based on the “expansionary fiscal contraction” argument (Paula and Oreiro 2019). However, this agenda 
failed to boost private investment.
27 The Institute for Industrial Development Studies (IEDI) was created in 1989 and currently brings 
together 50 entrepreneurs representing large national companies. It is a think tank in industrial analysis in 
the country.
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gotiating debts and improving the structure of liabilities (...) The impact of the 
reduction in interest rates had effect not only on the restructuring of long-term 
debt, but also on the reduction of working capital costs and other short-term 
financial expenses. Although the reduction in financial costs also has a positive 
impact on the opportunity cost of investments, the low demand and the stagna-
tion of profitability at lower levels have been shown to be more relevant factors 
in investment decisions (free translation).

Another relevant nuance of the interpretation is that, as expectations about the 
growth prospects of the economy are low, non-financial firms seek refuge in finan-
cial applications to sustain their profit, instead of investing in long-term productive 
investments.28 On this subject, Feijo et al. (2016) point out that the dynamics of eco-
nomic policy in Brazil have not favored long-term investment decisions and, thus, 
support a vicious cycle of low growth.

According to Stockhammer (2004), the loss of investment priority compared to 
financial commitments is widely consolidated in the literature on financialization 
from two main axes: the crowding out effect of productive investment in favor of 
financial capital accumulation and the orientation of maximizing shareholder value 
(MSV). The theory of maximizing shareholder value finds that this same mecha-
nism of priorities may also imply the sacrifice of productive investments in order to 
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Graph 6  Loans of long-term liabilities, amortizations plus financial expenses, new loans, and funding 
and investment (in billions of R$): 2010–2019. Data  source: authors own elaboration based on CVM 
database. Values updated by inflation at 2019 prices

28 See, for example, Guttmann (2017). The financial explosion fueled an industrial stagnation directing a 
large volume of resources from investments in fixed assets, that is, productive, to short-term speculation. 
Such (financial) assets are inherently attractive not only for their liquidity, but also for their mobility. The 
author calls “financial centralization” the growing importance of financial assets in the balance sheets of 
non-financial actors, such as families and industrial firms.

544 E. Mantoan et al.



1 3

distribute dividends to the shareholders. Graph 7 allows us to analyze the behavior of 
firms’ productive investment in comparison to the volume of dividends distributed.29

It is worth noting that both variables suffered a shock in the 2015–2016 reces-
sion, while only the volume of dividends paid has resumed its growth trajectory. 
Although the proportion of dividends distributed by companies shows an upward 
trend in relation to productive investment, the data does not provide enough evi-
dence to corroborate or not the strategy of maximizing shareholder value.30 The var-
iation in the dividend’s payment is small, while the investment variable takes all the 
action. Such behavior reinforces the thesis of a defensive and conservative behavior 
on the part of companies.

In short, it is understood that the dynamics of financialized economies have made 
financial and economic crises not only more recurrent, but also deeper. Epstein 
(2005)31 offers a broad definition of financialization, where financial links among 
economic agents are intensified and the degree of overall indebtedness increased. 
We may suggest that the increased dependence on finance turns the balance sheet 
of economic agents more fragile in a monetary economy. One consequence is that 
the recovery of the economy might be slower, given the lower weight of operat-
ing income in the composition of firms’ revenues and the diverse range of financial 
assets available, causing the crowding out of productive investment. In short, due 
to the pro-cyclical and dysfunctional nature of financialization, there is great dif-
ficulty in restoring the state of expectations of agents who, when faced with sup-
ply side stimuli, prefer to revise their balance sheets and profits, restructuring their 
debt profile. The response of Brazilian economic policy has been, since 2015, to cut 
public spending and adopt a fiscal austerity policy agenda. This means it has gone 
in the opposite direction of sustaining aggregate demand to anchor the expectations 
of agents in order to stimulate productive investment and, ultimately, promote eco-
nomic growth.

6  Concluding remarks

In this paper, we use the recent experience in Brazil to support our argument that 
austerity policy measures do not recover business expectations in such a way as 
to enhance investment decisions in long-term assets. Based on Minsky’s financial 
instability hypothesis, we performed an empirical analysis to identify the financial 

29 Dividends are also understood as interest on equity. Both data are available in the companies’ cash 
flow statements.
30 Regarding the strategy of maximizing shareholder value in Brazil, Paula and Oreiro (2019) argue that 
there are not enough studies and empirical consistency to ensure that there is a consolidated phenomenon 
of MSV in Brazilian companies. It is worth mentioning that our sample is relatively small and the inves-
tigation of corporate practices linked to MSV should take into account a larger sample.
31 “So here we will cast the net widely and define financialization quite broadly: for us, financialization 
means the increasing role of financial motives, financial markets, financial actors and financial institu-
tions in the operation of the domestic and international economies” (Epstein 2005, p. 3).
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strategy of the largest Brazilian non-financial firms during the 2015–2016 recession 
and period afterwards when macroeconomic policy was guided by austerity.

Our main conclusion is that, although the recession has contributed to weakening 
the balance sheets of the non-financial firms, as predicted by Minsky’s theory of the 
endogenous cycle, it also contributed to the deepening of the financialization process 
at the firm level. The features of financialization identified regard to the decreasing 
investment in fixed assets and operating profit, while the financial income and divi-
dends payment increased. This pattern of behavior distinguishes from the reported 
by Gottschalk and Torija-Zane (2017) during the great financial crisis, what is cru-
cial to understand the different responses of the Brazilian economy when facing the 
recessions of 2008 and 2015–2016. Therefore, we understand that the recession of 
2015–2016, combined with the adverse macroeconomic context, has deepened the 
financialization of non-financial companies which, in turn, inhibited the recovery of 
the Brazilian economy and the resumption of a positive economic cycle. Hence, the 
connection between the financialization process and the dynamics of the Minskyan 
cycle is presented as a crucial analytical element to help understand corporate prac-
tice in Brazil in recent years. Thereby, the analytical framework encompassed by 
this connection is not limited to analyze the Brazilian case, as it might accommodate 
the study of the economic cycles of further national economies for future research.

We also show that, in a financialized environment, large firms can sustain their 
cash flow through financial revenues, even at a low level of aggregate demand. In 
this regard, in a financially integrated economy in a context of fiscal austerity, as 
is the case of Brazil, business cycles tend to be more severe due to reduced policy 
space in recessions and the recovery slower.

The empirical analysis pointed to a defensive behavior on the part of the non-
financial companies after the 2015–2016 recession in the way that they prioritized 
debt restructuring and the payment of dividends to shareholders while decreas-
ing expenditures in fixed assets. The debt profile restructuring strategy after the 
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2015–2016 recession was captured by the financial instability proxy, which showed 
that as of 2016, the number of companies that presented a hedge financial profile 
was increasing in our sample. However, the data analysis also indicated an increase 
in the companies’ cash flow dependence on non-operating activities. Nonetheless, as 
previously pointed, this pattern of behavior may vary according to the companies’ 
size and sector, which implies an open field for further research on this matter.

The empirical analysis further supports the interpretation that, even with the 
fall in interest rates, there was no recovery of confidence in expectations to resume 
investment in fixed capital. This can be seen in the debt “cleaning” movement, 
together with the increase in the volume of amortizations and the reduction of long-
term liabilities since 2015. In 2019, the increase in the funding raised by non-finan-
cial companies, combined with the fall in investment, signaled a scenario where the 
decision to invest is deferred. In other words, from the sample of large non-financial 
companies, the Brazilian economy would never have “taken off” in 2019, as stated 
by the economic authorities. It is more reasonable to assume a scenario in which 
the state of expectations of the agents has not been restored after the 2015–2016 
recession. The choice to reduce liabilities and restructure the debt profile to the det-
riment of productive investment, even with interest rates at historically low levels, 
corroborates the argument that agents’ decisions do not only respond to supply-side 
conditions but rather are guided by expectations of future returns, which fundamen-
tally depend on sustaining aggregate demand. In this scenario, the economic policy 
marked by fiscal austerity, a pattern observed in Brazil since 2015, prevented the 
resumption of economic growth, since investment is the key determinant of growth.

Appendix

Table 2

Table 2  Number of observations of the sample for each entry by year (2012 − 2019)

Number of observations 2012 2013 2014 2015 2016 2017 2018 2019

AFFI 96 98 99 99 100 100 100 100
Operating profit 97 98 99 99 100 100 100 100
Financial income 96 97 98 99 100 100 100 100
Amortization paid 95 98 99 99 100 100 100 100
Financial expenses 96 98 99 99 100 100 100 100
Tax 96 98 99 99 100 100 100 100
Loans of long-term liabilities 94 98 99 99 100 100 100 100
Loans of short-term liabilities 94 98 99 99 100 100 100 100
New loans and funding 93 98 96 98 97 88 91 95
Investments 94 96 97 99 99 99 100 100
Dividends paid 81 84 84 84 85 82 85 85
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Graph 8
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