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Financialisation and firm-level investment 
in developing and emerging economies

Daniele Tori  and Özlem Onaran*,

This article analyses the effects of financialisation on non-financial companies’ 
(NFCs) investment and explores the interactions between financialisation and the 
structural and institutional features of developing and emerging economies (DEEs). 
We estimate the effects of financialisation on physical investment for a sample of 
DEEs using panel data based on the balance sheets of publicly listed NFCs. Our 
main contribution is to assess the interactions between the financialisation of the 
NFCs and country-level financial development, financial reform, capital account 
openness and global value chain participation. We find that the effects of the 
financialisation of the NFCs in DEEs are highly context specific. Stock market 
development, financial reforms for liberalisation, capital account openness and par-
ticipation in the global value chains are associated with more pronounced negative 
effects of financialisation on investment. Our analysis provides novel empirical evi-
dence regarding the sources of variation in the financialisation of corporations in 
DEEs.
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1.  Introduction

The last decades have witnessed ‘financialisation’ as a central phenomenon in the 
evolution of economies. Financialisation has been summarised as an ongoing and 
self-reinforcing economic and social process that manifests itself in the growing prom-
inence and influence of behaviours derived from the financial sector (Epstein, 2005). 
Van der Zwan (2014) highlights three main features of this process: (i) a new regime 
of accumulation largely shaped around financial motives, (ii) the consolidation of the 
‘shareholder value’ as the key principle in corporate governance and (iii) rising influ-
ence of finance within everyday life (pension schemes, mortgages, healthcare etc.). This 
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article aims at analysing the impact of financialisation on investment in the context of 
developing and emerging economies (DEEs) with a focus on the first two aspects.

Despite a growing theoretical literature on the effects of financialisation on phys-
ical investment, the empirical analysis is mainly focused on developed countries. 
However, ‘the growing influence of financial markets and institutions, known as 
“financialization”, affects how wealth is produced and distributed’ (UNCTAD, 2015, 
p. 27) also in the context of DEEs. Demir (2007, 2009) analyse the negative impacts 
of financialisation on investment taking into account financial liberalisation for a set 
of emerging countries, while Seo et al. (2012) provide similar evidence about Korean 
non-financial corporations’ (NFCs) Research and Development (R&D) investments. 
Hecht (2014) presents a comparative analysis of the effects of financialisation on the 
NFCs in advanced and large developing economies, also testing competing heterodox 
theories on the effects of financialisation on investment.

In the development literature, the effect of financialisation on uneven international 
development has been highlighted (Becker et al., 2010; Bonizzi, 2013). Karwowski 
and Stockhammer (2016) compare macroeconomic aspects of financialisation (e.g. 
financial deregulation, financial inflows, business and household debt levels) in 
emerging economies and find a considerable degree of variability in the intensity of 
financialisation, in line with the ‘varieties of financialisation’ observed across the de-
veloped countries (Lapavitsas and Powell, 2013; Karwowski et al., 2019). Bonizzi et al. 
(2020, 2022) highlight the subordinate position of DEEs within the global hierarchy 
of financial and production relations, which shapes and consolidate different forms of 
financialisation in DEEs, ultimately benefiting the top of the pyramid in which devel-
oped country multinationals can consolidate their dominant position.

This paper contributes to the literature on the financialisation of the DEEs’ NFCs 
by shedding light on the under-analysed specific forms of financialisation in the 
emerging capitalist countries, considering the key aspects of financial liberalisation 
and the hierarchical nature of international production relations. The aim is to provide 
an empirical substantiation to the claims of the variegated/subordinate financialisation 
literature with a focus on the financialisation of the NFCs, in particular by analysing 
the relations between financial and productive subordination.

Our analysis builds on and integrates these two strands of literature in two aspects 
by providing (i) micro-econometric evidence on the effects of financialisation on in-
vestment using firm-level data for a fairly comprehensive sample of DEEs and (ii) a 
variegated analysis of the interaction of the structural and institutional features of the 
country and the process of financialisation.

We confirm the negative effects of financialisation on investment for a comprehen-
sive sample of DEEs, and we identify the key dimensions along which this relationship 
differs across countries. Our results suggest a significant interaction between country-
level structural and institutional features and firm-level financialisation. Although at 
the aggregate level the negative effects of financialisation on investment in DEEs are 
similar to what has been found for developed countries (although with some differ-
ences), our disaggregated analyses point to novel findings. We find that both higher de-
grees of financial liberalisation and stronger stock market development are associated 
with significant negative effects of financialisation. Similarly, a higher degree of capital 
account openness is associated with stronger negative effects of financialisation on the 
NFCs’ investment. In addition, the investment of NFCs in countries that are relatively 
more integrated within the Global Value Chain (GVC) suffers more from an overall 
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negative effect of firm-level financialisation. Our results provide useful insights for 
policy debates regarding the role and capacity of the DEEs’ governments to mitigate 
the effects of national and regional processes of financialisation on investment.

The rest of the article is organised as follows. Section 2 reviews the literature on the 
financialisation of investment with a focus on DEEs. Section 3 presents our econo-
metric model. Section 4 introduces the data, key stylised facts, and the estimation 
methodology. Section 5 discusses the estimation results. Section 6 concludes.

2.  Investment, financialisation and development

From a mainstream perspective, the liberalisation and growth of financial markets are 
expected to facilitate the financing and efficient allocation of investment (Beck et al., 
2000; Beck and Levine, 2004; Love, 2003; Levine, 2005).

However, post-Keynesian research highlight the negative impacts of an expanding 
financial sector on income distribution and demand (Onaran et al., 2010; Hein, 2015), 
and in particular on investment, providing evidence that increasing engagement of the 
NFCs with financial markets in the developed countries has decreased their invest-
ment (Stockhammer, 2004; Orhangazi, 2008; Cordonnier and Van de Velde, 2015; 
Davis, 2018; Tori and Onaran, 2018, 2020, among others).

The financialisation of the NFCs is a phenomenon that became evident also in the 
context of developing countries. In the last decades, there has been a general decline 
in investment as a ratio to profits, and an increase in dividends as a ratio to profits, 
financial assets as a ratio to total assets and debt ratios (UNCTAD, 2016). Regarding 
DEEs, Demir (2007, 2009) finds that financial liberalisation in Argentina, Mexico 
and Turkey channelled savings from the productive sector towards financial specu-
lation, thus reducing the availability of funds for long-term physical investment and 
increasing returns on financial assets relative to fixed assets, significantly reduced in-
vestment in these emerging market NFCs.

The literature suggests the effects of financialisation depend on the specific in-
stitutional context. In this work, we consider various potential institutional factors 
mediating the effects of financialisation on investment in the context of DEEs fol-
lowing Akkemik and Ozen (2014).

Even though the available evidence depicts financialisation as a phenomenon common 
to both advanced and developing economies, the different institutional settings at the 
country and/or regional level reveal the presence of ‘varieties of financialisation’ (see 
Dore, 2008; Pike and Pollard, 2010; Lapavitsas and Powell, 2013). Moreover, some 
recent contributions put forward an interpretation of the financialisation process at 
the global level showing that emerging economies are in a subordinate position with 
respect to advanced countries, with the latter dominating both the production and fi-
nancial spheres (Bortz and Kaltenbrunner, 2018; Bonizzi et al., 2020, 2022).

In this paper, we analyse three channels of interaction between the macroeconomic 
institutional features of DEEs and the financialisation of the NFCs. Our main interest 
is to explore the associations between country-level macroeconomic institutional fea-
tures and firm-level investment behaviour in the context of financialisation.

First, we test whether a more developed financial sector reinforces the impact of 
financialisation on investment in the context of DEEs. The mainstream literature ar-
gues that firms with higher financing obstacles experience slower growth, but this re-
lationship is weaker in countries with relatively more developed financial systems, and 
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financial development is more effective in alleviating financing constraints, especially 
for smaller firms (Beck et al., 2005). However, while some studies find a significant and 
positive effect of financial development on economic growth and investment (Love, 
2003; Hermes and Lensink, 2003; Levine, 2005), both the statistical significance and 
size of the estimates vary widely due to methodological heterogeneity (Valickova et al., 
2015). Alternatively, Tori and Onaran (2020), focusing on European countries, find 
that the negative effect of financialisation on NFCs’ investment is stronger in countries 
with a relatively high level of financial development. We assess whether higher levels of 
activities in the financial markets and intermediaries delinked from the financing re-
quirements incentivise NFCs to engage heavily in non-operating activities, ultimately 
affecting their investment.

Second, we test whether the effects of financialisation on NFCs’ investment are re-
lated to the degree of openness of DEEs. Even though financial ‘development’ and ‘lib-
eralisation’ can be seen as two very interrelated phenomena (Chinn and Ito, 2008), the 
latter refers to the process of removal of barriers to the international movement of cap-
ital flows, while the former identifies changes in different dimensions of financial trans-
actions (e.g. efficiency, depth, stability). Financial liberalisation has a relatively more 
international feature than financial development. The evidence regarding the effect 
of financial liberalisation on economic growth has been mixed (see Yanikkaya, 2003). 
While most of the mainstream contributions argue that capital account liberalisation 
fosters growth in developing countries (Levine, 2001; Hermes and Lensink, 2003; 
Wacziarg and Welch, 2008), post-Keynesians highlight the negative effects of inter-
national capital flows as the international dimension of financialisation (Stockhammer, 
2010; Tyson and McKinley, 2014). Increased access to international markets provides 
NFCs in DEEs with more financial investment opportunities, e.g. thanks to the ability 
to exploit interest rate differentials (Bruno and Shin, 2017). However, Demir (2009) 
shows this had a detrimental effect on NFCs’ investment in Argentina, Mexico and 
Turkey. Moreover, it has been shown that large shares of capital inflows to DEEs are 
short-term and speculative (Bortz and Kaltenbrunner, 2018). A relatively more open 
macroeconomic environment can induce higher volatility, hence opportunities to profit 
from financial investment. Moreover, more cross-border capital flows can increase the 
competitive and financial pressures on the NFCs, hence pressure from shareholders. 
We explore whether a higher degree of openness to capital flows is associated with a 
stronger effect of financialisation on investment.

Third, we test whether a higher degree of participation in Global Value Chains mod-
erates the effects of financialisation on NFCs’ investment. This hypothesis relates to 
an important issue raised within the financialisation literature with respect to the re-
lationship between investment and offshoring. Milberg and Winkler (2009) show how 
the relocation of production outside the domestic boundaries has been one of the main 
causes of the slowdown in investment in the USA. Recently, Auvray and Rabinovich 
(2019) provide additional empirical evidence for the US non-energy sectors showing 
how offshoring and financialisation are intertwined phenomena. The decline in in-
vestment in companies based in developed countries is explained by the global nature 
of production, which is fostering the substitution of tangible capital with intangible 
capital by companies in developed countries. According to this view, the decline in 
investment in developed countries should be mirrored by an increase in NFCs’ invest-
ment in the DEEs, i.e. a transfer of productive capacity. Do companies operating in 
the DEEs follow such a similar pattern within a financialised context? We try to shed 
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light on the relationship between GVC participation in DEEs and NFCs’ investment, 
to provide a fuller picture.

Table 1 summarises the three hypotheses identified above, which we econometric-
ally test in Section 5.

While the first hypothesis aims at exploring variegation in financialisation at the firm 
level, the second refers to degrees of financial subordination and vulnerability. The 
third hypothesis contextualises financialisation at the firm level within productive sub-
ordination. We argue that these three hypotheses summarise the three key aspects (i.e. 
financial development, capital flows and global productive integration) against which 
the DEEs’ firm-level investment behaviour should be analysed.

3. The model

This section presents a model of investment building on the post-Keynesian theory of 
the firm and the alternative specifications, which form the basis of our econometric 
analysis. According to the Post-Keynesian theory, capital accumulation is an intrinsic-
ally dynamic process (Kalecki, 1954; Lopez and Mott, 1999). Physical investment is 
an irreversible phenomenon. There is a path dependency connecting past and future 
levels of accumulation, as confirmed by the previous empirical literature (Ford and 
Poret, 1991; Orhangazi, 2008, Arestis et al., 2012). Therefore, in all the models to be 
estimated, we include the lagged investment. Also, all other explanatory variables are 
lagged to depict the adjustment processes.1

To analyse the potential effects of financialisation, we use a basic model of invest-
ment building on Orhangazi (2008), which has been further amended by Tori and 
Onaran (2018, 2020).2 Equation (1) presents the specification of ‘financialised invest-
ment’, where the rate of accumulation, I/K, is:
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where I is the addition to fixed assets, K is the net capital stock, S is net sales, π 
operating profit F is the sum of cash dividends and interest paid on debt, while πF is the 
total non-operating (financial) income as the sum of interest and dividends received 
by the company, TD is total debt, and TA is total assets. i is the firm index, βt identifies 
a set of time dummies to control for unobservable time-specific effects common to 
all firms in the different estimations, whilst the standard disturbance term εit captures 

Table 1.  Hypotheses

H1 The more developed and liberalised the financial sector of a DEE, the stronger the 
negative effects of financialisation on NFCs’ investment 

H2 The higher the degree of openness to capital flows of a DEE, the stronger the negative 
effects of financialisation on NFCs’ investment

H3 The higher the degree of participation of a DEE to global value chains, the weaker the 
negative effects of financialisation on NFCs’ investment

1  Supplementary Table 1A provides the descriptions and codes for the variables used in our analysis.
2  One difference of the specification in Tori and Onaran (2018, 2020) with respect to Orhangazi (2008) is 

that financial incomes (πF) are the sum of dividends and interests received by the i company in the former, 
while Orhangazi uses ‘equity in earnings’ as a proxy for this measure, due to data limitations.
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firm-specific fixed effects and idiosyncratic shocks. All variables are introduced in the 
first lag to reflect the time consideration in the investment plans. Firm-specific dummy 
variables are not considered since this specification is estimated in first differences. 
The operating income/fixed assets ratio is a measure of internal funds availability, the 
sales/fixed assets ratio is a proxy reflecting capacity utilisation, financial payments/fixed 
assets and non-operating income/fixed assets are the two measures of the impact of 
financialisation.

Investment behaviour is influenced by expectations about future profitability. 
However, in an environment characterised by ‘uncertainty’ (Kregel, 1976), companies 
use past performances (in terms of profitability and demand levels) to inform their 
current and future investment spending. For this reason, we expect a positive effect 
of the variables measuring demand (sales), internal funds (operating income) and the 
lagged level of investment on current investment.

The discussion is more complex for the expected signs of financial payments and 
profits, and total debt. The composite measure for outward financialisation, F, which is 
the sum of interest and dividend payments (as a ratio to K), captures: (i) the liquidity 
effect of interest payments and (ii) the effect of the Shareholder Value Orientation 
(SVO).3 Unfortunately, the Worldscope database does not provide a sufficient number 
of observations about another central phenomenon within the financialisation of 
NFCs, namely ‘share buybacks’ (see Krippner, 2005). Although this is a limitation 
of our analysis, it is worth noting that the practice of share buybacks (or share repur-
chases) remained a legal peculiarity of the US market and developed in the European 
context only relatively recently, and there is still little evidence about the importance 
of this practice in DEEs.

According to the Post-Keynesian theory (and empirical evidence, provided among 
others by Orhangazi, 2008; Tori and Onaran, 2020), financial payments are likely to 
harm investment since they represent both a reduction in internal funds and promin-
ence of short-term focuses on firms’ management. Furthermore, not only do NFCs 
use part of their funds to pay interest and dividends, but they can also pursue non-
operating financial investments themselves, thus receiving financial income. We in-
clude the sum of interests and dividends received by the NFCs (πF) as a ratio to K as 
a variable to capture this aspect of financialisation.4 Theoretically, the expected sign 
of the effect of financial income on investment is ambiguous. On the one hand, these 
incomes may have a positive impact on the accumulation of fixed assets by easing the 
liquidity constraint faced by firms. On the other hand, financial activities can also be 
detrimental to physical investment, since the NFCs could be attracted by short-term, 
reversible financial investment, instead of engaging in long-term, irreversible physical 
investment. A counterargument might be that if the shift in investment spending from 
real to financial assets is only in the short run, this can add to the firm’s funds in the 
long run, and hence could potentially have a positive long-term impact on investment. 
If the firms are investing in financial assets when real investments are less profitable, 

3  The inclusion of this variable would have caused a considerable reduction in our sample, in terms of 
both the number of firms and time period. In addition to this technical reason, it is worth stressing that the 
hypothetical increase in the share price because of buybacks depends on (i) the particular capital structure 
of a company and (ii) on the related realised gains on the stock being sold by shareholder.

4  Interest and dividends do not exhaust the spectrum of non-operating financial incomes of NFCs. In 
fact, Krippner (2005) shows how capital gains account for a considerable part of NFCs financial profits. 
However, as recognised by Orhangazi (2008) with respect to the Compustat database, data on NFCs’ data 
on capital gains are not available. The same applies to Worldscope.
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earnings from financial investments could be used to fund real investments in the long 
run. The expectation of a negative coefficient for the financial profit variable developed 
above is potentially contentious. For one thing, this expectation is in contrast with the 
financing constraint hypothesis, according to which any income, whether from finan-
cial or real sources, would contribute to the internal funds of the firm, and hence its 
effect on investment should be positive. If in the future, the profit rate on financial as-
sets falls below the profit rate on real assets, firms may use their income from current 
financial operations to finance their future real investment projects. In this case, past 
financial income can be positively correlated with the level of current capital expend-
itures. Second, even though financial income could be treated like any other income, 
there is no guarantee that it would be used to finance real investment. Financial in-
come might be recycled back to financial markets or stockpiled as cash. The available 
evidence also suggests that the impact of financial income is non-linear to company 
size (Davis, 2018; Tori and Onaran, 2020). On the one hand, relatively small com-
panies may use this additional source of income to partially ease liquidity constraints. 
On the other hand, larger and more flexible companies may see short-term and revers-
ible financial investment as an attractive alternative to physical investment.5

We explore this possible dual, non-linear effect, by including an interaction dummy 
variable to account for the potentially different effects of financial income with respect 
to the size of the company (in terms of total assets). This alternative specification is 
described in equation (2)
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where the dummy variable Dn takes the value 1 if the average total assets of a com-
pany i lie in the lower n percentile of the distribution and take the value 0 otherwise. 
The place of a firm within size distribution is country specific, as size cohorts are not 
equally represented among the countries in the sample. The estimated coefficient β5 
shows the relative effect for the companies at the top of the distribution. The elasticity 
for the remaining companies is the sum of the coefficients β5 and β5.1. A test for the 
joint statistical significance of the new variable is performed using a Wald test.

This second specification is used to capture the interactions between financialisation 
and the institutional structure of the DEEs discussed in Section 2. The model will be 
estimated using two sub-samples identified according to the median of the specific 
country-level indicator. The first panel will comprise NFCs operating in countries with 
an average of the indicator below the median, whilst the second panel will feature 
NFCs from countries above the median. The country-specific variables are discussed 
in more detail in Section 4.

We use this comprehensive but parsimonious model to test our hypotheses in the 
context of different institutional settings, based on the associations between variables 
reflecting the effects of financialisation and the country-specific variables.

5  Although the literature does not offer strong arguments about a potential different effect of financial 
payments on investment by size, this could be another interesting aspect to be investigated. We performed an 
estimation with such an interaction. The results indicate that the effect is negative and significant for all the 
companies in the bottom 90% of the size distribution (about −0.1, i.e. a difference of 0.03 from the average 
estimate). Also, it must be noted that this interacted effect is borderline significant (t-value is 1.93). We con-
clude that this split reduces the statistical significance of the effect without providing useful information. 
Therefore, we opted for not exploring this further. This is opposite to what happens for financial incomes, 
for which the size split increases statistical significance of the effect. Results are available upon request.
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4.  Data, stylised facts and estimation methodology

We extract our data from the Worldscope database of publicly listed firms’ balance 
sheets, which contains standardised accounting information about not only invest-
ment, sales, profits, interest and dividend payments but also financial incomes. 
Standardised data on financial payments and, in particular, financial incomes 
are difficult to find; our database allows us to have comprehensive variables for 
our estimations. The Worldscope database has been acknowledged as a valuable 
source in the literature on firm-level investment analysis (e.g. Love, 2003; Love 
and Zicchino, 2006).

The selection of the sample has been informed by data availability, in particular 
for the financialisation variables. Using the Worldscope Database Guide, we identify 
the countries in the ‘advanced emerging, emerging and frontier markets’ category, 
excluding eastern European countries. We extract data for all active, publicly listed 
companies. First, we follow Love and Zicchino (2006) and include all countries with at 
least 30 firms and 100 firm-year observations between 1995 and 2015. Financial firms, 
identified by the primary SIC codes 6000-6799, are excluded.6 This results in an initial 
sample of 25 countries (Argentina, Bangladesh, Brazil, Chile, China, Colombia, Egypt, 
India, Indonesia, Malaysia, Mexico, Morocco, Nigeria, Pakistan, Peru, Philippines, 
Russian Federation, Saudi Arabia, Singapore, South Africa, South Korea, Sri Lanka, 
Thailand, Turkey and Vietnam).7

Next, we check for outliers and errors that usually characterise firm-level data. We 
exclude observations where fixed capital, capital expenditure, sales and total assets are 
negative or equal to zero. Also, companies with a negative mean operating income for 
the whole period are excluded.8 To avoid including episodes of mergers or acquisitions, 
companies with a rate of accumulation (I/K) higher than 2.5 or an increase in sales 
higher than 200 percent are excluded as recommended by Love (2003) and Bloom et 
al. (2004). We followed the standard procedure to exclude observations (not the com-
pany) in the upper and lower 1% of each variable’s distribution. Finally, it is recom-
mended that firms should have at least five consecutive observations for the dependent 
variable (I/K), a condition also required for econometric purposes when employing a 
dynamic estimator (Roodman, 2009).

6  The primary Standard Industry Classification (SIC) code is commonly used in the literature to iden-
tify companies’ main sector of operation. Worldscope provides alternative codes for the identification of the 
main field of operation. We checked the consistency between the primary SIC code, the primary Industrial 
Classification Benchmark (ICB) code, and the Thomson Reuters Business Classification (TRBC) code. We 
excluded companies that were classified as non-financial according to SIC, but as financial according to 
either ICB or TRBC.

7  For a complete list of the countries in the Worldscope database, please see the Worldscope Data defin-
ition Guide.

8  Although the exclusion of these firms could introduce a bias into our sample, this is a standard pro-
cedure in similar analysis (see Orhangazi, 2008; Tori and Onaran, 2018, 2020) and is consistent with the 
one employed in other key publications using the Worldscope database (Love, 2003; Bloom et al., 2004). 
After excluding these companies, we lose only about 8% of the total observations (less than 4% of the final 
number of companies). To test for robustness, we estimated our baseline equation for a sample including 
firms with negative mean operating income for the period. While the sign, magnitude, and standard errors of 
the estimated coefficients are quite close to the ones from our preferred version, the p-value for the Hansen 
test is lower. We conclude that excluding these outlier firms increases the robustness of our analysis without 
reducing precision or increasing bias in the estimates.
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The result of this cleaning procedure is a sample of 3,720 NFCs from 21 DEEs 
(Argentina, Brazil, Chile, China, Colombia, Egypt, India, Indonesia, Malaysia, 
Mexico, Nigeria, Pakistan, Peru, Philippines, Russian Federation, Singapore, South 
Africa, South Korea, Sri Lanka, Thailand and Turkey). Supplementary Table 2A 
shows the list of countries in our sample with the number of observations and firms 
by country, while Supplementary Table 3A provides the descriptive statistics for the 
sample. As expected, the number of observations and firms included in the sample 
varies widely across the countries. The two countries with the largest number of ob-
servations in the sample are India and South Korea, while the ones with the lowest 
number are Nigeria and Colombia. Overall, our sample provides a comprehensive 
picture of the major DEEs.9

As can be seen in Figure 1 physical investment as a ratio to operating income, i.e. 
the re-investment of operating income by the NFCs, has decreased by 25% on average 
from 1995 to 2015 (15% by 2008 compared with its peak in 1997). At the same time, 
the ratio of financial assets to fixed assets increased significantly, reaching 2.2 in 2015 
(an increase of about 260%).

Figure 2 shows that, on average, the rate of capital accumulation (I/K) of NFCs 
in DEEs experienced a decrease during 1995–1999, recovered in the run-up to the 
2008 crisis, and decreased again after the crisis. At the same time, both financial 
payments (dividends plus interest as a ratio to fixed assets) and financial incomes 
have been increasing significantly. The 2007–2008 crisis has led to a slight reversal 

9  The economic importance of the corporate sector in this set of countries might be questioned. According 
to World Bank data in the Global Financial Development Database (GFDD) World Bank (2022) the coun-
tries in our sample have an average of 1 listed company for every 100 thousand people in the period under 
analysis. The median value of the stock market capitalisation is a considerable 37% of GDP. Almost 15% 
of GDP is the value of trading, while stock market turnover counts for 32% of GDP. Overall, these values 
indicate that the corporate sector is a fundamental part of the economic system of the countries considered.
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Fig. 1.  Additions to fixed assets/operating income (I/π) and financial assets/fixed assets (FA/K), full 
sample, 1995–2015.

Source: Authors’ elaboration based on Worldscope data.
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in the NFCs’ financial payments and incomes, although the increasing trends 
re-emerged thereafter.10

Supplementary Table 4A provides the data description and sources for country-level 
variables. All these variables are constructed by calculating the average value from 
1995 to 2007, to avoid taking into consideration the years of the financial crisis.11

The de facto index of financial development is the average of the stock market and 
financial intermediaries’ development in the country, including domestic credit to the 
private sector, stock market capitalisation, stock market total value traded and the 
stock market turnover ratio (all as a percent to GDP). This is a widely used index in 
the literature on the effect of financial development on growth or investment (e.g. 
see Love, 2003). The financial reform index (Abiad et al., 2010) is a de jure index 
normalised between 0 and 1 aiming at summarising indicators regarding legislation 
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Fig. 2.  Rate of accumulation (I/K), financial payments/fixed assets (F/K) and financial incomes/
fixed assets (πF/K), full sample, 1995–2015.

Source: Authors’ elaboration based on Worldscope data

10  Presenting aggregated figures from an unbalanced dataset could provide an unclear picture about the 
trends. These figures indicate trends and cannot provide a full picture of the microeconomic tendencies. For 
this, we try to explore the richness of the heterogeneity in our sample with the empirical strategy proposed 
in the paper. The trends in the components incorporate (i) heterogeneity and (ii) assume that new entrants 
might have different ratios than the previous period’s average firm. However, this is an issue in all analysis 
based on unbalanced panel data, here mitigated also by the inclusion in the sample of companies with at 
least 5 years of consecutive observations for the dependent variable. We checked for robustness by com-
paring: (i) the full sample vs. a reduced sample that excludes the top four countries in terms of total available 
observations in our sample (i.e. India, South Korea, Malaysia and Indonesia) and (ii) the full sample versus 
a sample of only BRICS countries (Brazil, Russia, India, China and Russia). Both these exercises confirm 
that trends are not driven by data availability or by large countries (figures are available on request). Tori and 
Onaran (2017) and UNCTAD (2016, Chapter V) show trends close to those presented here.

11  We opted to exclude years after 2007 in the computation of the macroeconomic variables for two main 
reasons. First, the effects of the financial crisis were evident a few years after starting in the USA, both in 
Europe and the DEEs. For the latter in particular, the post-crisis period has been characterised by highly 
volatile exchange rates, as well as the consequences of monetary policy tapering and its effects on the credit 
system even after the recession was over. Therefore, the macroeconomic effects of the crisis in the DEEs are 
not straightforward and mainly related to feedback on capital flows and financial markets, which is safe to 
assume lasted at least until 2015. The same assumption has been used by Tori and Onaran (2020) for the 
macroeconomic measure of financial development. Second, in this study we are interested in the long-term 
structural differences between countries; hence, we try to abstain from cyclical macroeconomic fluctuations 
in the post-crisis period, which can result in an inaccurate interpretation of our results.
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about controls on credit, interest rates, pro-competition measures, banking supervi-
sion, privatisation, international capital flows and the security markets.

The ratio of total financial liabilities to GDP is used as a proxy for the level of open-
ness to foreign investors and captures the de facto capital account openness. Data are 
from the Lane and Milesi-Ferretti (2007) database. This measure includes all foreign 
liabilities in the form of portfolio and FDI investments. The widely used Chinn-Ito 
index (KaOpen) is employed to measure de jure capital account openness.

To capture the internationalisation of production we use the Global Value Chain 
(GVC) Participation Index provided by the UNCTAD-Eora GVC Database 
(UNCTAD, 2022). This index is better suited to capture the multi-faceted aspects 
of the integration of DEEs into GVCs compared to the simple offshoring measures 
(Milberg, 2008; Aslam et al., 2017). The index is equal to the sum of the share of for-
eign value-added in the country i’s exports and the share of country i’s value-added in 
foreign countries’ exports (indirect value-added), divided by the total value-added of 
exports.

Table 2 summarises the country-level variables.
Although the rankings of the different indicators show some overlaps, the median 

splits based on different country-specific dimensions produce a rich and diverse cat-
egorisation.12 The various clusters constitute the sub-panels for the estimations.

4.1  Estimation methodology

In dynamic panel data models, the unobserved panel-level effects are correlated with 
the lagged dependent variables, and standard estimators (e.g. ordinary or generalised 
least squares) are inconsistent. Therefore, we estimate our model using a difference-
Generalised Methods of Moments (GMM) estimator (Arellano and Bond, 1991). This 
methodology is suitable for analyses based on a ‘small-time/large observations’ sample. 
GMM is a powerful estimator for analyses based on firm-level data mainly for three 
reasons (Roodman, 2009). First, GMM is one of the best techniques to control for 
all sources of endogeneity between the dependent and explanatory variables, by using 
internal instruments, namely the lagged levels of the explanatory variables, which al-
lows us to address dual causality if rising financial payments and incomes are also 
consequences of the slowdown in accumulation. The instrument set consists of instru-
ments not correlated with the first difference of the error term but correlated with the 
dependent variable. Second, by first-differencing, this estimator eliminates companies’ 
unobservable fixed effects. Third, GMM can efficiently address auto-correlation prob-
lems. We apply two tests to assess the appropriateness of the instrument sets and 
lag structures. First, we check for second-order serial correlation with the Arellano-
Bond test (Arellano and Bond, 1991). Second, we verify the validity of the instru-
ments through the Hansen test.13 In all models, both the lagged dependent variable 
and all the explanatory variables enter the instrument set as endogenous regressors. 

12  See Supplementary Table 4A for definitions, codes and sources of the macroeconomic variables.
13  Hansen test takes the orthogonality between instruments and regressions’ residuals as the indi-

cator of consistency between estimated and sample moments. We tested and confirmed the presence of 
heteroskedasticity in our sample by using the White/Koenker and the Breusch-Pagan/Godfrey/Cook-Weisberg 
tests. Hansen’s-J test is preferred to the Sargan test in the presence of heteroskedasticity (Roodman, 2009). 
However, the Hansen test (as the Sargan test) is sensitive to the total number of instruments. Therefore, we 
use only the first and second lags of our variables as instruments.
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Consistent with the structure of the GMM estimator, all the variables in the different 
specifications are instrumented using the second and third lags of the specific vari-
ables, while the year dummies are included in the exogenous set of instruments. We 
test the joint significance of the time dummies and the significance of the interaction 
dummies on financial income using a Wald test.

All the variables are in logarithmic form. We employ a log–log specification for five 
reasons: (i) to allow for non-linear relationships between the dependent and the ex-
planatory variables; (ii) to control for heteroskedasticity; (iii) to allow for more mean-
ingful interpretation of effects as elasticities (in percentage changes); (iv) to allow for 
direct comparison with previous micro-level studies about financialisation and in par-
ticular with Orhangazi (2008) and Tori and Onaran (2018, 2020); and (v) this form has 
proven to be more robust (in terms of auto-correlation and Hansen tests) when testing 
microeconomic relationship along with macroeconomic (institutional) variables (see 

Table 2.  Country-specific variables, average 1995–2008a

Country Financial 
development 
index 

Financial 
reform 
index 

Financial 
liabilities 
to GDP 

Capital account 
openness index 
(Chinn-Ito) 

Global 
Value Chain 
Participation Index 

Argentina −0.662 0.749 0.915 0.413 0.359
Brazil −0.242 0.515 0.546 −0.768 0.405
Chile −0.040 0.835 0.975 0.485 0.488
Colombia 1.271 0.334 0.513 −1.195 0.390
China −0.684 0.680 0.353 −0.922 0.332
Egypt, Arab 

Rep.
0.082 0.675 0.623 1.574 0.443

India 0.120 0.506 0.346 −1.195 0.399
Indonesia −0.330 0.606 0.879 1.326 0.463
Korea, Rep. 1.032 0.719 0.520 −0.458 0.520
Malaysia 1.521 0.714 1.037 0.168 0.643
Mexico −0.645 0.866 0.574 0.919 0.420
Nigeria −0.842 0.729 0.981 −0.999 0.408
Pakistan 0.376 0.511 0.504 −1.249 0.316
Peru −0.645 0.896 0.723 2.233 0.453
Philippines −0.201 0.760 0.810 0.100 0.644
Russian 

Federation
−0.564 0.744 0.692 −0.544 0.574

Singapore 1.609 0.900 6.228 2.211 0.782
South Africa 0.955 0.847 0.676 −1.113 0.531
Sri Lanka −0.582 0.629 0.663 0.100 0.380
Thailand 1.009 0.643 0.891 −0.212 0.514
Turkey −0.096 0.703 0.552 −1.113 0.505
Median −0.096 0.714 0.676 −0.212 0.453
Average 0.116 0.693 0.952 −0.011 0.475
Min −0.842 0.334 0.346 −1.249 0.316
Max 1.609 0.900 6.228 2.233 0.782

Notes: 
a The light grey colour indicates that the respective country is above the median for a particular indicator. 

All the institutional variables used in our estimations are averaged for the period 1995–2007, to avoid con-
sidering turbulent years around the great financial crisis.

Sources: Authors’ elaboration based on World Bank, IMF, Chinn and Ito (2008), Lane and Milesi-Ferretti 
(2007) and UNCTAD. See Supplementary Table 4A for more information.
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e.g. Tori and Onaran, 2020). Robust standard errors are calculated through a two-step 
procedure, after a finite-sample correction (Windmeijer, 2005).

The country groupings are defined by computing the average of each indicator 
during the pre-crisis period 1995–2007, and by applying a median split between coun-
tries. All the estimations for the country groups come from weighted regressions, with 
the weights equal to 1 divided by the number of available observations in that country. 
This procedure mitigates the bias due to the high number of observations in some 
countries and allows considering country-specific time-invariant characteristics in a 
dynamic estimation (see Love, 2003).

5.  Estimation results

This section presents the estimation results for alternative specifications of the in-
vestment model presented in Section 3. Table 3 presents the estimation results for 
the baseline model in equations (1) and (2) for the sample period of 1995–2015. 
The estimation results for specification (I) show both lagged accumulation and sales 
(i.e. demand) having a positive and highly significant effect on NFCs’ rate of accu-
mulation. Also, operating profit has a positive effect on investment, although both its 
magnitude and significance level are relatively lower than the two previous variables. 
These results are in line with the evidence for NFCs in developed countries. In par-
ticular, the effect of profitability on capital accumulation is weak, and this could be 
directly due to the interaction between profits and the two financialisation channels 
described in Section 2.

The average effect of financial payments (interest plus dividends) is negative and 
significant, while financial income is insignificant. Also, the ratio of debt to total assets 
has a significantly negative effect on capital accumulation, indicating that debt has 
constrained investment in the DEEs.

Columns II–IV of Table 3 shows the estimation results for equation (2), in which 
the effect of financial income interacts with the firm sizes measured by total assets. 
In specification II, the dummy variable Dn is equal to 1 for companies in the bottom 
10% in terms of size distribution, while in specification VI, Dn= 1 for companies in the 
bottom 90% in terms of size distribution. The other thresholds in terms of size are the 
first, second and third quartiles (i.e. 25, 50 and 75%). An interesting finding is that 
larger NFCs from the top 50% to the top 10% experienced a positive effect of finan-
cial income on investment (columns IV–VI). The elasticity for financial income across 
these percentiles is equal to +0.43 on average for the relatively larger companies, while 
for the smaller firms, this is between −0.16 and −0.77.14 This result stands in stark 
contrast to the ones so far proposed by the literature on developed economies (e.g. 
see Orhangazi, 2008; Tori and Onaran, 2018, 2020), where cash-constrained smaller 
companies experience generally positive effects of financial incomes on their invest-
ment. This result can be explained from a ‘catching-up’ perspective, where larger com-
panies in DEEs aim at improving their productive basis to compete with competitors 

14  The log–log form of our estimation allows for an intuitive interpretation of the results. The estimates 
can be interpreted as partial elasticities. For example, we can say that ceteris paribus, for the larger companies 
in the sample a 10% increase in financial incomes will increase investment by 4.3%. In the case of smaller 
companies, a similar increase will reduce investment between 1.6% and 7.7% depending on the percentiles 
considered. This interpretation applies to all the other partial elasticities presented in this section.
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operating in developed countries, also utilising income from financial investments, 
whereas smaller companies seem to favour (reversible) financial investment over (irre-
versible) fixed capital expenditures.15 The effects of both financial payments and debt 
on investment are consistently negative and significant in all estimations.

Next, we present the results of the tests of the three hypotheses presented in Section 
2 regarding the effect of country-specific features on the effects of financialisation at 

15  We also tested the relationship between the levels and growth rates of GDP per capita and the effects 
of financialisation on NFCs’ investment. A strong correspondence between economic growth or a ‘conver-
gence’ between DEEs and developed countries, and more pronounced effects of financialisation on NFCs’ 
investment in larger or faster-growing economies is not consistently detected. However, the results suggest 
that investment in larger NFCs in relatively fast-growing countries are benefitting from financial incomes. 
Also, financial payments had a negative and significant effect on NFCs’ investment, and we do find that 
differences in GDP per capita or growth rates drive variations in this effect. Results are available on request.

Table 3.  Estimation results, full sample, dependent variable (I/K)t

 (I) (II) (III) (IV) (V) (VI) 

TOT TA10 TA25 TA50 TA75 TA90

(I/K)t−1 0.374*** 0.372*** 0.375*** 0.378*** 0.374*** 0.369***

(0.025) (0.025) (0.024) (0.024) (0.026) (0.025
(S/K)t−1 0.379*** 0.375*** 0.364*** 0.344*** 0.345*** 0.365***

(0.051) (0.053) (0.053) (0.054) (0.051) (0.049)
(π/K)t−1 0.022* 0.023* 0.024* 0.028** 0.027** 0.026**

(0.013) (0.013) (0.013) (0.013) (0.013) (0.013)
(F/K)t−1 −0.068** −0.070** −0.072*** −0.084*** −0.068*** −0.071***

(0.028) (0.028) (0.028) (0.027) (0.026) (0.025)
(πF/K)t−1 −0.024 −0.019 0.012 0.187*** 0.346*** 0.750**

(0.022) (0.024) (0.035) (0.058) (0.120) (0.352)
(πF/K)t−1∗Dn −0.029 −0.109 −0.350*** −0.455*** −0.827**

(0.167) (0.085) (0.092) (0.144) (0.375)
(TD/TA)t−1 −0.058*** −0.058*** −0.061*** −0.062*** −0.061*** −0.057***

(0.017) (0.016) (0.017) (0.015) (0.014) (0.017)
Number of observations 27885 27885 27885 27885 27885 27885
Number of firms 3720 3720 3720 3720 3720 3720
Average number of 

observations
7.5 7.5 7.5 7.5 7.5 7.5

Number of instruments 31 33 33 33 33 33
p-value Hanses test 0.199 0.265 0.301 0.233 0.206 0.323
p-value A-B test (AR1) 0.000 0.000 0.000 0.000 0.000 0.000
p-value A-B test (AR2) 0.423 0.419 0.479 0.813 0.772 0.803
Time effects Yes Yes Yes Yes Yes Yes
p-value Wald test for time 

effects
0.008 0.002 0.001 0.000 0.005 0.002

p-value 
(πF/K) + (πF/K)t−1∗Dn

0.210 0.130 0.001 0.002 0.019

Notes: Weighted regressions (w=1/total country obs.), two-step difference-GMM estimations. Specification 
I is based on equation (1) and specifications II–VI based on equation (2). Coefficients for the year dummies 
are not reported. Robust corrected standard error in parenthesis.

*  Significant at 10%.
**  Significant at 5%.
***  Significant at 1.
Source: authors’ computations based on Worldscope data.
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the firm level. The sub-panel including NFCs in countries with indicators below the 
median is named ‘panel 0’, while ‘panel 1’ is used to indicate NFCs in countries above 
the median.

The first set of estimations tests the variation in the effects of financialisation on 
NFCs with respect to the financial development and reform of the country, testing hy-
pothesis 1. Tables 4 and 7 present the estimation results from the median split based 
on the composite index of financial development and the financial reform index, 
respectively.

The results in Table 4 show that the split in terms of financial development is in-
conclusive, in particular given the low Hansen’s test for estimation in panel 1. A lower 
level of financial development is associated with a positive effect of financial incomes 
on investment for larger companies and a negative effect for smaller ones (see columns 
IV, V and VI). The inability of the financial development index in explaining countries’ 
differences might be due to diverging effects from its two sub-components. Financial 
development is, in fact, the combination of two indices: INDEX1 summarises the de-
velopment of financial intermediaries, while INDEX2 measures the development and 
efficiency of the stock market. Thus, we provide disaggregated estimations for these two 
indices in Tables 5 and 6. The estimations based on the split based on INDEX1 still 
suffer from the poor instrument sets. On the contrary, estimations based on INDEX2 
provide useful insights. Results in column VII of Table 6 show that the aggregate effect 
of both financial payments and incomes is significant and negative for NFCs in coun-
tries with a relatively higher development of their stock markets. In countries with 
lower levels of stock market development, the investments of larger NFCs in the top 
50% benefited from financial incomes (0.23), while the effect has been slightly nega-
tive for the rest of the companies (−0.015).

The clustering of companies based on the median levels of the financial reform index 
provides a clearer picture. Table 7 shows that, in aggregate, higher levels of the finan-
cial reform index are associated with the negative effects of both financial payments 
and incomes on investment (column VII). In particular, the effect of financial incomes 
is negative albeit insignificant for companies in the top percentiles. Legislations that 
favoured the liberalisations of financial markets seem to be associated with stronger 
negative effects of financial incomes for all NFCs. NFCs in countries where financial 
liberalisation reforms have been relatively modest in this period (e.g. Colombia, India 
and Pakistan) experience a positive effect of financial incomes for larger companies 
(from 0.16 to 0.22) and a negative effect for the ones below the second and third 
quartiles (columns IV and V). The ratio of total debt to total assets has a negative and 
significant effect only for NFCs in panel 0.

Taken together, the results for the financial development and reform indices pro-
vide support for hypothesis 2. Higher levels of stock market development and liber-
alisation of the financial sector in DEEs are associated with clearer negative effects of 
financialisation on NFCs’ investment.

The second institutional dimension within which the financialisation of the NFCs 
in DEEs is analysed relates to the variation with respect to the degrees of openness 
to foreign investment, testing hypothesis 2. The results in Table 8 show that there has 
been an aggregate negative effect of both financial payments and incomes in NFCs 
operating in countries with a relatively higher value of financial liabilities as a ratio to 
GDP (columns VII, VIII and IX). A slightly positive effect (0.14) of financial incomes 
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is detected for companies in the top 50% of the distribution (column X). In countries 
where financial liabilities/GDP is relatively lower, the effect of financial payments is 
insignificant. Financial incomes have a positive effect on the investment of companies 
above the second and third quartiles of the size distribution and a negative effect for 
smaller companies (columns IV and V). NFCs in panel 0 experience an overall nega-
tive and highly significant effect of debt on investment. Interestingly, the results for the 
split based on financial liabilities resemble those for the split based on the financial 
reform index (see Table 7).

The estimations based on capital account openness confirm these findings. Using 
a de jure indicator of capital account openness, the aggregate effects of financial pay-
ments and incomes are negative and significant in panel 1 (Table 9, column VII). Both 
larger NFCs operating in countries with less and more open capital accounts experi-
ence a positive effect of financial incomes on investment. However, with lower capital 
account openness, this positive effect is particularly strong for NFCs in the top 10% of 
the size distribution (column VI), while it is slightly negative for the ones in the bottom 
50% (−0.12, column IV); for higher levels of capital account openness the positive 
effect is particularly strong for NFCs in the top 25% of the size distribution, while it 
is significantly negative for the ones in the bottom 75% (−0.20, column XI). Also, the 
effect of financial payments is insignificant when the capital account is relatively less 
open, while a higher level of openness is also associated with a higher significance of 
the negative effect of debt. These results support our third hypothesis that countries 
with a higher degree of capital account openness (e.g. Argentina, Chile, Indonesia 
and Thailand) experience a stronger negative effect of financial incomes on NFCs’ 
investment.

The third and last analysis concerns the variation with respect to the degree of par-
ticipation in the GVC of the country, testing hypothesis 3. Our results in Table 10 show 
that NFCs in countries where the GVC index is higher, experience negative effects of 
both financial payments and incomes (columns VII and VIII). In this sub-panel, the 
effect of financial incomes for larger companies is overall insignificant. The investment 
of NFCs operating in countries relatively less integrated into the GVC did not suffer 
from financial payments, and financial incomes benefited, in particular, the investment 
of NFCs in the top 25% of the size distribution (column V). Financial incomes nega-
tively affect NFCs in the bottom 75% (−0.09). Interestingly, profitability is a significant 
determinant of investment only for the NFCs in panel 1. At the same time, in panel 0 
the magnitude of the effect of sales is relatively higher than in panel 1, indicating that 
the investment of the NFCs in a country with lower internationalisation of production 
seems to be more demand constrained. Our third hypothesis is not confirmed. On the 
one hand, an overall stronger effect of financial payments is identified in panel 1. These 
results could lend themselves to an interpretation that is consistent with the notion 
of subordinate financialisation. The NFCs in the DEEs (with the partial exception of 
Singapore) occupy a subordinate position in GVC. As a result, participation in GVC 
would increase the susceptibility of investment to cash payments, as these would likely 
mean payments upstream to lead firms, generating an effect similar to the pressures 
from shareholders. On the other hand, financial incomes hurt the investment of the 
bottom 75% in both panels, with a strong positive effect for larger companies in panel 
0 and an insignificant effect for larger companies in panel 1. In addition, larger com-
panies in less integrated countries are using financial incomes to sustain the develop-
ment of their productive capacity. Our analysis suggests a complex relationship between 
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productive sectors in developed and developing countries, which seems to support the 
arguments of the subordinate financialisation literature.

The last part of this section provides further discussion about the economic signifi-
cance of our estimates. Following a standard methodology, we compute the long-run 
elasticities by dividing each short-run elasticity by one minus the coefficient of the 
lagged dependent variable. Multiplying the long-run elasticity by the actual cumu-
lative change in each variable during the estimation period, we calculate the cor-
responding economic effect. We compute the economic effects based on elasticities 
estimated for the period 1995–2015. Table 11 presents the long-run elasticities and 
economic effects for sub-samples, focusing on the effects of financial incomes, finan-
cial payments and debt.

Given that the effects of financialisation variables are insignificant in panel 0, the 
only meaningful computation of economic effect can be done for estimations in panel 
1.16 Overall, financial payments have greater economic significance during this period. 
Leaving aside the results from high INDEX1 since they suffer from overidentifying 
restrictions, the negative economic effect of financial payments has been particu-
larly strong for companies in countries with a higher degree of financial liberalisa-
tion (−0.375), higher financial liabilities as a ratio to GDP (−0.282) and a higher 
stock market development (−0.234). The effect is negative but lower in the cases with 
higher participation to GVC (−0.223) and higher capital account openness (−0.182). 
Companies operating in countries with a relatively higher ratio of financial liabilities to 
GDP experience the largest economic effect of financial incomes (−0.115). The mag-
nitude of the negative economic significance of financial incomes is similar for com-
panies in the context of stronger financial reform, participation in GVC, and capital 
account openness (0.101, −0.085 and -0.084, respectively). Debt shows considerable 
effects too, which are particularly strong for companies in countries with lower finan-
cial reform (−0.267), a lower ratio of financial liabilities to GDP (−0.204) and low 
participation in GVC (−0.198).

Although only partial, the analysis of the economic effects corroborates our discus-
sion about the statistical significance of the effects of financialisation on investment in 
DEEs, also when macroeconomic and institutional differences are considered.

6.  Conclusion

The analysis of the forms and intensity of financialisation in DEEs is a relatively 
new research area. This article contributes to this literature by analysing the effects 
of financialisation on NFCs’ investment and how this is mediated by the structural 
and institutional features of the DEEs in both the ‘real’ and ‘financial’ spheres of the 
economy. In particular, we offer an analysis of the interaction between financialisation 
at the firm-level and country-specific variables for a comprehensive sample of DEEs.

16  A more appropriate consideration of the magnitudes would require a country-specific computation of 
the economic effects, which cannot be done due to data limitations. Taking the average of both long-term 
coefficients and actual changes for the sub-samples is a second-best option and should be interpreted with 
caution. Providing the economic effect for different size cohorts could be a solution, however such a com-
parison would require quite strong additional assumption on (i) the composition of the aggregate panels in 
terms of different sizes and (ii) the distributions of size within countries. Comparing economic significance 
on different size cohorts between panels, given varying statistical significance, would also be inconclusive 
in this sense.
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Overall, our findings corroborate the view of a ‘variegated’ approach to financialisation 
(Karwowski et al., 2019). Not only does financialisation manifest itself in different 
forms according to different sectors of the economy (companies, household, financial 
sector) but its effects are variegated in different countries due to specific structural 
features, in line with what has been found in previous contributions (see among others 
Akkemik and Özen, 2014 and Demir, 2007, 2009).

In this respect, our results show that there is a significant association between 
country-level structural and institutional features and firm-level financialisation. At the 
aggregate level, on average we confirm the findings of firm-level studies about devel-
oped countries (e.g. see Orhangazi, 2008; Davis, 2018; Tori and Onaran, 2020) about 
the negative effects of financial incomes, financial payments and debt levels on NFCs 
investments, also in the case of DEEs. However, our disaggregated analyses bring in 
elements of novelty compared to the literature.

First, our results suggest that, in DEEs, smaller companies experience a negative 
(crowding-out) effect of financial incomes on investment, while larger companies use 
financial incomes to support investment. This result is in contrast with the findings for 
the developed countries, where less cash-constrained large companies substitute phys-
ical investment for financial activities.

Second, we present a detailed econometric test regarding how the effects of 
financialisation on investment vary with respect to the country-level features. Higher 
degrees of financial reform toward liberalisation appear to be associated with the 
negative effects of financial payments and incomes for all NFCs in DEEs. Similarly, 
higher degrees of capital account openness are associated with stronger negative ef-
fects of financialisation on NFCs’ investment. Finally, in countries with higher GVC 
participation, NFCs’ investment suffers from an overall negative effect of financial 
payments and incomes. Contrary to what is suggested by the estimations for the full 
sample, in countries with higher GVC participation, the investment of larger com-
panies did not benefit from financial incomes, as opposed to larger companies in less 
integrated contexts.

On the one hand, financial development and liberalisation increase the shareholder 
pressure on companies and introduces incentives toward financial investment. On the 
other hand, companies in countries relatively more integrated into the global value 
chains seem to suffer more from both shareholder and financing pressures.

These results imply that, given the core role played by the corporate sector in devel-
opment, DEEs could benefit from policies aimed at discouraging smaller companies 
from engaging in financial investment while providing adequate finance through, e.g., 
national development banks. Stricter regulation of both financial markets and the cap-
ital account could encourage investment. The competitive pressure posed by the GVC 
does not seem to direct NFCs’ behaviour toward the long-term accumulation of phys-
ical assets and expansion of their productive basis. On the contrary, the wider involve-
ment of NFCs in the GVC is associated with a negative impact of financialisation, 
consistent with the notion of subordinate financialisation.

It must be noted that, in general, countries with a relatively weaker investment, 
hence productive capacity, are more exposed to external shocks, which can jeopardise 
their economic growth trajectories. Our results could provide useful insights for a re-
newed ‘developmental state agenda’ (Wade, 2018), aimed at mitigating and possibly 
eliminating the effects of the discipline imposed by financial markets and institutions 
on the DEEs’ productive sectors.
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A fundamental implication of our results is that the financialisation of investment, 
especially in the case of DEEs, must be analysed through institutional and structuralist 
lenses. Notwithstanding this, our results cannot be conclusive and do not allow for 
generalisation, given the specific sample and measures employed. Further research is 
needed to understand better each country’s peculiarities and to disentangle the com-
plex interactions between macro-structure and firm-level behaviour in DEEs, which 
carry aspects of both variegation and subordination.

Supplementary Material

Supplementary data are available at Cambridge Journal of Economics online.
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