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This paper analyzes the effects of financial liberalization on growth and 
volatility at the industry level in a large sample of countries. We estimate the 
impact of liberalization on production, employment, firm entry, capital 
accumulation, and productivity, using both de facto and de jure measures of 
liberalization. In order to overcome omitted variables concerns, we employ a 
number of alternative difference-in-differences estimation strategies. We 
implement a propensity score matching algorithm to find a control group for 
each liberalizing country. In addition, we exploit variation in industry 
characteristics to obtain an alternative set of difference-in-differences 
estimates. Financial liberalization is found to have a positive effect on both 
growth and volatility of production across industries. The positive growth effect 
comes from increased entry of firms, higher capital accumulation, and an 
expansion in total employment. By contrast, we do not detect any effect of 
financial liberalization on measured productivity. Finally, the growth effects of 
liberalization appear temporary rather than permanent. 
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Appendix Table A4: PSM Logit Regression
(1)

Dep. Var.: TREATED

Log(Per capita income) 3.829***
[0.642]

Growth volatility over past 5 years 46.590***
[12.425]

Trade/GDP -0.026***
[0.005]

Current government's years in office 0.248***
[0.037]

Voice and accountability -0.054
[0.427]

Log(Life expectancy) 63.586***
[7.470]

Constant -308.625***
[33.063]

Observations 575
Estimation Technique Logit  
Notes: Robust standard errors in brackets;  * significant at 10%; ** significant at 5%; *** significant at 1%. 
TREATED takes on the value of 1 when the country is liberalized, zero otherwise. Log(Per capita income)  is 
the log of PPP-adjusted per capita income from Penn World Tables. Trade/GDP is exports plus imports as a 
share of GDP; Log(Life Expectancy) is the log of the life expectancy; Current government's years in office is 
how many years the active government has been in office; Voice and accountability is an index sources from 
the World Bank's Governance Matters Database; Growth Volatility is the volatility of the GDP growth rate over 
the preceding 5 years. Variable definitions and sources are described in detail in the text. 
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Appendix Table A5: Measures of External Dependence and Liquidity Needs
ISIC code Industrial sector External dependence Liquidity needs

311 Food products 0.14 0.11
313 Beverages 0.08 0.09
314 Tobacco -0.45 0.24
321 Textile 0.19 0.16
322 Apparel 0.03 0.20
323 Leather -0.14 0.27
324 Footwear -0.08 0.22
331 Wood products 0.28 0.13
332 Furniture 0.24 0.16
341 Paper and products 0.17 0.11
342 Printing and publishing 0.2 0.08
351 Industrial chemicals 0.25 0.13
352 Other chemicals 0.75 0.15
353 Petroleum refineries 0.04 0.06
354 Petroleum and coal products 0.33 0.15
355 Rubber products 0.23 0.14
356 Plastic products 1.14 0.14
361 Pottery -0.15 0.17
362 Glass 0.53 0.16
369 Nonmetal products 0.06 0.15
371 Iron and steel 0.09 0.16
372 Nonferrous metal 0.01 0.15
381 Metal products 0.24 0.18
382 Machinery 0.6 0.21
383 Electric machinery 0.95 0.21
384 Transportation equipment 0.36 0.15
385 Professional goods 0.96 0.22
390 Other industries 0.47 0.21

 
Source: Klingebiel, Kroszner, and Laeven (2007) and Raddatz (2006). External dependence is defined as capital 
expenditure minus cash flow, divided by capital expenditure. Liquidity needs are defined as inventories/sales. 
Both measures are constructed based on US firm-level data. 
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