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Summary
• Do industries that rely more heavily on external 

financing grow more rapidly when regulation 
encourages competition in banking and financial 
markets?
– Banking Regulation - Sources: 

• WB Bank, Regulation and Supervision Database
• Golub, 2003 for FDI restrictions
• La Porta, et al., 2002 for government ownership of banks

– Securities market regulations from Doing Business 
Database (2005)



Summary
– In panel regressions, the dependent variables 

represent output growth, productivity growth, 
entry rates

• Findings:
– Pro-growth variables:

• Financial development, venture capital market, 
developed securities market regulation

– Con-growth variables:
• Lack of efficiency in banking, barriers to entry in 

banking, government ownership
– Stable through use of different growth measures



Suggestions/Comments
– Potential additional variables that might affect 

growth and entry rates:
• Investment tax credits, subsidies to start-ups/growth 

firms/industries, etc.
– Authors speak of striking the right balance 

between sufficient legal infrastructure and 
freedom fostering efficiency

• Should regulatory variables be non-linear?
– Use of knowledge and prior literature as an 

alternative to random weights technique
• e.g., Luxembourg could have either the highest or the 

lowest barriers to banking competition



Suggestions/Comments
GROWTHc,i =  β1 + β2 INITSHc,i + β3 (REGc*EXDEPi) + 

∑ α1,cDcountryc + ∑ α2,iDindustryi + εc,I

ENTRYc,i,t,  =  β1 + β2 GAPc,t + β3 (REGc*EXDEPi) + 
∑α1,cDcountryc+ ∑ α2,iDindustryi + ∑ α1t,Dyeart +εc,i,t

– Should EXDEP alone also be included?
• Industry dummies will work only partially in observing 

the marginal effect of regulation for a given level of 
EXDEP



Suggestions/Comments
– Use of US as a measure of external 

dependence
• EXDEP = (CAPEX – CF from operations)/CAPEX 

(follows Rajan and Zingales, 1998)
• Is US industry X as capital-intensive/capital-

dependent as Czech Republic industry X?
– Int’l differences in product life cycle a concern (Rajan and 

Zingales)
• How well does Worldscope cover CAPEX (for 

small firms in particular)? 
• Unlike Rajan and Zingales, large firms (>1000 

employees) excluded



Suggestions/Comments

No effect of REG in 
interaction terms

Opposite effect of 
REG in interaction 
terms

Why should these 
be treated 
differently?
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