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Overview 

 Examine the differential impact of portfolio 

debt, portfolio equity, and FDI inflows on 37 

manufacturing industries, about 100 

countries, 1991-2007, extending Rajan-

Zingales (1998).  

 We utilize external finance dependence 

measures in a series of cross-sectional 

regressions of manufacturing industries’ 

growth rates.  
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Overview, cont. 
 Net portfolio debt inflows are negatively           

associated with growth during the mid 1990s.  

 Surges in portfolio equity inflows also exhibit a negative 

association with aggregate growth in the manufacturing 

sector.  

 Equity inflows exhibited economically significant positive 

impact on the growth of financially constrained 

industries, unlike their negative impact on the average 

manufacturing growth rate.  

 FDI inflows exhibit a positive association with aggregate 

manufacturing growth during most of the sample period, 

both on the growth of financially constrained industries, 

and on the average manufacturing growth rate. 
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We augment the regression approach of 

Rajan and Zingales (1998) as follows: 
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where each of the three types of net financial inflows in country 

k is interacted with external finance dependence of sector j; 

bold letters indicate vector notation. For the baseline, instead 

of using country dummies we include a comprehensive set of 

country level controls. The remaining set of controls follows the 

initial methodology, with industry level dummies.  

Conditional on the comprehensive set of country level controls, 

this specification allows us to identify potential financial 

“bottlenecks” by separating the direct impact of financial 

inflows on industry growth from the impact weighted by the 

industry’s need for external finance.  



For robustness, we also consider a more 

restrictive specification with country and 

industry dummies: 

 

 

 

 Regression specification (2) completely controls 

for cross-country variation only measuring the 

effect of private capital inflows on growth 

through the external financing channel. 

 We re-did these regressions lagging the RHS 

variables one period, and the results are 

robust.  
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Methodology 
 The RZ measure: We compute a backward looking 

measure as the 5-year average of the difference     

between capital expenditures and cash flow from 

operations, divided by capital expenditures, for 1991 

through 2007, each year taking the industry median, and 

we standardize the measure such that it has zero mean 

and unit variance to generate EXF(std). 

 Additional controls: trade openness, general government 

consumption/GDP, inflation, secondary school enrollment 

rate, infant mortality, fertility, private sector credit to GDP 

ratio, and gross domestic savings to GDP. As with the 

financial flows, these controls enter as 5-year averages. 

Ease of doing business rank (1 to 183), regional dummies, 

and income dummies. In the most restrictive specification 

we use country dummies instead of country level controls. 
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Controls  
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- Net portfolio debt inflows are negatively 

associated with growth during the mid 

1990s.  

- The magnitudes of the negative effect 

of surges in portfolio debt inflows on 

growth are substantial in the late 1990s 

for a number of countries.  

- The effect of debt inflows on growth in 

the 2000s is rather muted.  
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Impact of Net Portfolio debt  

Inflows 



-Surges in portfolio equity inflows exhibit a 

negative association with aggregate growth in 

the manufacturing sector, but a significant 

positive impact on the growth of financially 

constrained industries 

-The inflow surge during the financial 

liberalization period, 1993-4, is associated with 

a sharp decline in aggregate manufacture. 

sector growth, but a rise in the growth of 

relatively more financially constrained 

industries.  
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Impact of Net Portfolio Equity 

Inflows 



FDI inflows exhibit a positive 

association with aggregate 

manufacturing growth during most of 

the sample period. 
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Impact of FDI Inflows 



Possible interpretations  
 Debt and equity inflows have at best mixed    

association with growth, and tend to be associated  

with negative growth effects for large surges.  

 FDI is the most stable of the three broad types of 

private capital inflows as well as the only one 

significantly positive correlation with manufacturing 

sector growth. 

 Focusing on externally financially dependent industries, 

we find frequent oscillations between debt, equity, and 

FDI financing of growth.  

 Tentative evidence of herding from one type of 

financing to another as “bottlenecks” are repeatedly 

formed when one source takes too much precedence 

over the other.  
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Financial Sector Ups and Downs and the Real 

Sector: Big Hindrance, Little Help 

Joshua Aizenman, Brian Pinto Vladyslav Sushko 

Overview 

- Examine how financial cycles affect the economy through 

their impact on 8 real economic sectors in 28 countries,1960-

2005, paying particular attention to large or sharp contractions. 

- Construction is the most responsive to financial sector 

growth. Government, public utilities, & transportation exhibit 

significant sensitivity to lagged financial sector growth.  

- Sharp financial fluctuations have asymmetric effects, the 

majority of real sectors adversely affected by contractions but 

not helped by expansions.  

- The adverse effects of financial contractions are transmitted 

almost exclusively by the financial openness channel with IR 

mitigating these effects with a sizeable (10 to 15 times greater) 

impact during sharp financial contractions.  14 



Overview, cont. 

- Effects are magnified during particularly large financial 

contractions (with interaction coefficients 2 to 3 times greater 

than when all contractions are considered).  

- Consequent upon a financial contraction, the most severe 

real sector contractions occur in countries with high financial 

openness, relative predominance of construction, 

manufacturing, and wholesale and retail sectors, and low IR. 

- Abrupt financial contractions are more likely to follow periods 

of accelerated growth, indicative of “up by the stairs, down by 

the elevator dynamics.” 

The sectors:  

Finance; Agriculture; Construction; Government; Mining 

Manufacturing; Public utilities; Transportation 
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Thanks for you attention 
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