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MRPK and misallocation

e Asker-Collard-Wexler-De Loecker (JPE, 2014): in a
model with dynamic inputs and adjustment costs,
Var(MRPK) is not necessarily a measure of
misallocation; could even be of efficient
(dynamic) allocation

e Moreover, show Var (TFPR) explains Var(MRPK)

e TFPR (ACWDL): «demand shocks, natural disaster,
infrastructure, change in markups, incidence of
corruption/nepotism...»




MRPK and misallocation

GGLG not really measuring misallocation?

Less relevant to search for role of frictions
to explain dispersion in MRPK?

Regression on OP: fewer significant
coefficients; frictions are not relevant at all




Turning positive

e GGLG adds and finds a role for demand:
growth and uncertainty

e Also relevant and significant in OP
regressions

 Credit measures: maybe capturing demand
side (demand shocks heterogeneous across
firms, countries, sectors, years) more than
supply (i.e. frictions) side effect




Some suggestions

* Bring in more firm-level-based evidence:
how much of var(MRPK) is due to within vs
between components by firm
characteristics?

- more across firm size classes or within
classes?

- more across export status (or propensity) o
within export status




Some suggestions

Investigate more on mechanisms through
interactions with key explanatory variables:

effect of credit more important where external
financial dependence more relevant? where firms
are on average smaller? For different export
propensity (demand side)?

Uncertainty more important in sectors where
capital/adjustment costs more important?

Compute measure of difference btw domestic &
foreign demand growth: related to changes in
Var(MRPK)? exploit different export propensity
across countries or sectors?
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What the paper does and finds

Use custom union agreement btw EU and Turkey
(Dec 1995) as quasi natural experiment to show
effects of tariff changes on: i) foreign equity share in
Turkish firms; ii) productivity enhancement and
technological upgrading by Turkish firms:

Results :

e output tariff reductions (tariffs applied on imports
of goods produced by domestic firms) have
expected effects: greater market competition

 with very few exceptions, input and export tariff
reductions have no significant effects




Merits and critical issues

Merits:
e Interesting contributionto trade literature

e Unveiling novel mechanisms of productivity
enhancing trade liberalization

e Carefully executed
Critical issues:
e 2000-01 big crisis

 Missing link or 2 papers in 1: foreign ownership vs
productivity/tech upgrading

e (Other minorissues




2000-2001 Big Crisis

e Dec 1999 - Turkey entered into an IMF stand-by
arrangement: exchange rate anchor, fiscal
consolidation through adjstument in primary
fiscal deficit, structural reforms

* Inflation falling less & interest rates falling more
than expected; boom in domestic demand &
current account deficit; fiscal consolidation and
structural reforms lagging behind

e Oct 2000 — banking crisis starts. Central bank
injects liquidity, but drain on official reserves.
Help of IMF not enough to prevent high interest
rates and depreciation of lira




2000-2001 Big Crisis

2001: real GDp declined by 5.7%, investment
collpased by 30%, industrial output by 8.7%;
manufacturing activity by 9.4% (automotive -
26%); imports down by 8% (exports stable); real
wages -15%; 81 banks in trouble lira depreciated
by 60% against USD
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The 2001 crisis in this paper

Table 1: Cross-Border Acquisitions and Foreign Presence in Turkey, 1993-2001
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The 2001 crisis in this paper

«We restrict our dataset to a balanced panel of
domestic and foreign firms over the period 1995-
2001.»

potantial incidental parameters problem. We take first differences of (1) betwesn 1995 and
X001 to eliminate time-invariant plant and industry heteropeneity, and we inclode firm-level
controls X, measured in 19% to arrive at our main moded
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2001 crisis: FE and controls

e Equation in levels: are industry time varying FE
and firm time-invariant FE, other firm level
controls are enough?

e Maybe...but how about iif 2001 crisis had
differential effects across firms not captured by
firm level controls?

Ex: state-owned or strategic industries/firms more protected through
tariffs before trade liberalization: hit more during 2001 crisis (due to fiscal
consolidation and problems and crisis of state-owned banks) and
therefore more likely need of foreign capital inflows




2001 crisis: change end period

Table 2 Tariff Redoactions and Cross-Border Investmant
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2001 crisis: change end period

Table B.6: Tariff Reductions, Cross-border Investment, and Productivity —
Sample ends in 2000

(a) Tariff reductions and cross-border investment
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2001 crisis: change end period

Table B.5: Tariff Reductions, Cross-border Investment, and Productivity —

Sample ends in 1909

(1) Tarff reductions and cross-border investment
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So what?

Need to discuss 2000-01 crisis more carefully
What happens if end period=1998 or 1997?

Discuss evolution of tariffs and timing for having
effects

Careful with other counfounding factors:
adoption of EU regulations on competition and
intellectual property rights. Not enough to show
no anticipation: what is time for such changes to
have effects?




Missing link

e 2 papers in 1 with no real connection: foreign
ownership sections vs productivity/tech
upgrading sections

e Author suggests: increase foreign ownership
favoured productivity and tech adoption
increases, relaxing credit and liquidity constraints

e But no evidence of that

» firms with enhanced productivity are the ones injected
with foreign capital?

» reallocation is due to foreign capital inflows?
» foreign capital go to credit and liquidity constrained firms?




Minor issues

Too many stretched-out conclusions:
«multinational entry following the customs union
is more likley driven by incentives to serve the
domestic market rather than for exports»

Do a placebo test of change in foreign ownership
on change in tariffs before 1996

Robustness text on changes in the product mix:
why not showing numbers on importance of it

Heterogeneity on productivity: story on 3°
quartile not very convincing; need to dig more.
What happens to sample split around median?




Comments on:
Factor Reallocation in Europe
(E. Bartelsman, P Lopez-
Garcia and G. Presidente)

Matteo Bugamelli
(Bank of Italy)




What the paper does and finds

Use Compnet micro-aggregated database to study
degree and effects of reallocation (capital and labor)
among 6 EU countries along the cycle and with focus
on GR

Results :

 Reallocation in EU is productivity-enhancing, with
significant differences across countries

* Prod-Enh reallocation did not weakened over
2001-12 (contrary to US)

* No specific cleansing effect during GR




Merits and critical issues

Merits:
 Hot topics: reallocation and productivity

* Focus on EU productivity: «the sick man among
advanced economies»

 GR: cleansingor scar effects?

e Smart and interesting use of Compnet data
Critical issues:

 Very preliminary

* Too many goals: better to make it more focused




Employment dynamics

Suggestion: before going to ProdEnh reallocation,
better to have a full section on employment
growth and reallocation (JC+JD)

Provide full and accurate description of cyclical
properties over the cycle, during GR, by country ,
maybe by sector

Compare results with what available in the
literature (DynEmp o single countries studies)




The dependent variable

For any country-sector-year, growth rate in terms
of L or K of a representative firm

25 representative firms according to size-class
transition across quintiles over 3-year period

Must show this criterion is not too biased: take a
country with accessible firm-level data and check
whether Foster et al. methodology and your cell-
based methodology give similar results




The dependent variable

e Quintiles vs fixed values

e With quintiles: width of size-classes may be very
different across countries, sectors and years

Country A: [20,23), [23, 25), [25,30), [30,50), [50+]

Country B: [20,23), [23,75), [75,150), [150,500),

[500+]

e Employment growth rates when switching class
are artificially very different: eg firm with 23
employees

e Very different growth rates when remaining
within class (change in average size depends on
width of size class): eg firm with 50 employees




Empirical specification

Add initial level of employment at (t-3)

* Fixed effects at country-sector or sector-size are
not enough to control for all possible differences
(country-sector-size class-year)

* To better control for biases in dependent variable
due to different width of size classes

 Standard control since differences in growth rates
depend on initial level

e Also L is omitted variable correlated with
productivity (Y/L): larger L, lower employment
growth rate but also lower productivity




Empirical specification

On country specific results
e Sample splits vs interactions

 Better first studying different cyclical properties:
truly different as in Table 6?

On heterogeneity by firm size

e Reallocation is correlation between size and
productivity: too much searching for
heterogeneity in such a correlation across firm
size? What’s the rationale?

e size classes differ across countries, sectors and
years: dummy size=X mixes very different firms




Empirical specification

On cyclical issues
* High risk of multicollinearity

* Check size of coefficients of interaction terms: 1%
growth rate of GDP is enough to have
productivity-weakening reallocation?




Miscellanea

Repeat main regressions on cyclical behavior and
determinants using OP covariance

How about effects on capital intensity?
Why only 6 countries?
Table 3: columns to be inverted?

Variable proxying for cycle: why not taking
measure computed from official statistics? At
least, for robustness purposes

Weighted regressions: try with weights inversely
proportional to representativess of single cell




THANKS AND CONGRATULATIONS!
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