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Abstract 
In March 1997, the 'Neuer Markt' in Germany opened, and almost exactly six years later, in 
March 2003, it closed forever. In between lays the spectacular rise and fall of the first and 
most important European market for high tech stocks. Given the investor's frenzy, the Neuer 
Markt is a special kind of natural experiment: For some time, financing constraints were 
virtually non-existent. Instead of focussing on possible efficiency losses due to the presence 
of financing constraints, we can study the consequences of their absence.  

After laying out a stylised model of corporate behaviour under the absence of financing 
constraints, we perform a descriptive analysis of liquidity diffusion and the corresponding 
dynamics of real capital, acquisitions, R&D spending, debts and equity among 197 of the 255 
firms that were on the Neuer Markt at one time or other. On the basis of consecutive annual 
accounts, we retrace the events using a dynamic flow of funds analysis. At the time of the 
IPO, a huge amount of liquidity is injected into the firms, and a dynamic analysis of the 
balance sheet ratios and cost items of the following years can teach us in what way this 
liquidity is diffused. Ultimately, we test our model and compare its predictions against 
learning theories of corporate behaviour. 
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