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THESIS ABSTRACT
Part I: Capital Inflows, Financial Development, and Credit Constraints at the Firm Level.

Part Il:

[Job Market Paper]

Large capital inflows are associated with more volatile macroeconomic outcomes in emerging
markets relative to developed economies. Financial constraints are viewed as sources of
amplification in macroeconomic aggregates. In this paper, | explain the different response to
large capital inflow periods, both at an aggregate and firm level, as arising from different
degrees of financial development, and their relation to the pervasiveness of credit constraints.
Employing firm level data for 42 countries, | find that firms in emerging economies exhibit a
relatively larger loosening in the cost of borrowing, appreciation in equity prices, and
decrease in financial constraints during periods of large capital inflow. In the theoretical
analysis, | solve a heterogeneous agents model in which the share of borrowing-constrained
agents depends on the level of financial development. | show that a period of large capital
inflows, exogenously caused by looser global financial conditions, causes an increase in the
value of firms' collateral that relaxes borrowing constraints, and generates an amplified
response at the firm and aggregate level.

Relaxing Firms' Financial Constraints in Emerging Markets: Capital Inflow Booms,
Exchange Rate Regimes, and Sectoral Tradability (With Nicolas Magud and Sebastian Sosa)

We focus on the microeconomic effect of capital inflow bonanzas in emerging economies by
using firm-level data across 17 countries from 1990 to 2009. We show that during capital
inflow booms, firms' financial constraints are significantly relaxed, and this effect is (i)
stronger in countries with more rigid exchange rates; (ii) more evident in firms in the non-
tradable sector; and (iii) present regardless of the composition of capital inflows. These
findings suggest that periods of large capital inflows relax borrowing constraints beyond the
usual channel of an increase in the supply of equity through an increase in the collateralizable
value of firms’ assets.
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