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Table 1 Statistical description for main variables
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Table 2 IV estimation results: Effects of rate of return gap and risk on financialization ratio
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Table 3 Baseline results: Effects of rate of return gap and risk on financialization ratio
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Table 4 Group-division analysis by corporate characteristics: Effects of rate of return gap and risk on financialization ratio
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Table 5 Group-division analysis by investment-cashflow sensitivities: Effects of rate of return gap and risk on financialization ratio
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Table 6 Estimate of model ( 21) : Effects of rate of return gap and risk on financialization ratio
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Financial constraints and real sector firms’ financialization

*

ZHOU Hong' ZHANG Cheng-si’" TANG Huo—ging’
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2. School of Finance and China Funancial Policy Research Center Renmin University of China Beijing

100872 China

Abstract: This paper constructs a portfolio choice model to depict the portfolio selection decisions in fixed in—
vestments and financial investments made by real sector firms under financing constraints. The theoretical
model shows that the relative risk of fixed investment the difference between the adjusted rate of return of fi—
nancial assets and the interest rate on liabilities the difference between the adjusted rate of return of fixed as—
sets and the interest rate on liabilities all affect the portfolio choice decisions of firms with financing con—
straints. The former two factors promote the financial investment while the third one suppresses the financial
investment. The influence of the second factor is larger than the third one. Moreover the difference between
the rate of return on financial assets and the rate of interest on liabilities has a greater impact than the differ—
ence between the rate of return on fixed assets and the rate of interest on liabilities. The paper uses firm-evel
panel data of non-isted real sector firms from 1998 to 2009 for the empirical research and finds that the influ-
encing factors of the financial assets’ ratio in the portfolio of nonisted real sector firms are consistent with the
factors proposed by the theoretical model. Through the theoretical model and the empirical results this paper
shows that the rise of the rate of return on financial assets can promote the financialization of financial-eon—
strained firms to a greater extent than the decline of the rate of return on fixed assets.

Key words: portfolio; financial investment; financing constraint; nonisted firms



