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1 Introduction

A thin segment of literature in international trade suggests that financial sector devel-

opment can be a potential source of comparative advantage for a country. Using an

augmented Heckscher-Ohlin model, Kletzer and Bardhan (1987) show theoretically that

a well developed financial sector can indeed lead to a comparative advantage in indus-

tries that rely more on external financing. Later, Beck (2003) and Svaleryd and Vlachos

(forthcoming) find an empirical evidence supporting Kletzer and Bardhan’s hypothesis.

Specifically, they show that countries with a well developed financial sector enjoy an eas-

ier access to external finance than those without, and tend to specialize in industries that

are more dependent on external finance.

Access to external finance is not only influenced by the level of financial development

but also by firms’ asset structure. Bradley, Jarrell and Kim (1984) empirically show that

a larger amount of intangible assets reduces the borrowing capacity of a firm. Giannetti

(2003) presents evidence showing that the ease with which a firm investing in intangible

assets obtain loans depends on the legal system and the level of financial development

of the country where the firm is located. It is therefore sensible to argue that both the

level of financial development and firms’ asset structure are likely to affect the pattern of

trade.

The level of financial development and firms’ asset structure are themselves closely

related. A recent study by Braun (2003) shows that indeed, in countries with a low

level of financial development, industries with more tangible assets are relatively larger

in size and grow relatively faster than industries with more intangible assets.1 In a similar

spirit, Claessens and Laeven (2003) also study the interplay between the level of financial

developement and firms’ asset structure. In that paper, they use the strength of the

property rights protection as a proxy for the level of financial development. In addition

1He used several proxies for the level of financial development. In this paper, for the purpose of our
empirical analysis we will use some of his proxies.
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they also analyze the implication of the financial development and firms’ asset structure

on the growth rate of firms. Their main result shows that industries with more intangible

assets experience growth rates that are disproportionately higher than industries with

more tangible assets when they are located in countries with well protected property

rights.

In this paper we investigate the issue of how the interplay between the financial de-

velopment of a country and firms’ asset structure determines the export share of different

industries. More specifically, we test the hypothesis that countries with higher (lower)

level of financial development will have higher (lower) exports share in industries with

less (more) tangible assets. In this sense, our paper extends further the literature on the

impact of financial development on international trade to cover the interplay between the

financial development and firms’ asset structure.

The core of this paper rests on our premise that both the level of financial development

and asset tangibility are substitutes. Firms that are located in a country with an under

developed financial market, e.g. a country in which creditors’ rights are not well protected

requires the crucial supporting role of tangible assets to gain access to external financing.

Tangible assets can be collateralized and thus provide protection for creditors againsts

the risk of default. Thus, in this sense they are indeed substitutes. Further, we argue

that such an interplay should affect the pattern of international trade. This paper aims

to investigate and test the validity of this argument. To the best of our knowledge, this

kind of investigation is new in the literature.

To test our hypothesis, we use the tangibility index developed by Braun (2003) and

the data on the external finance dependence developed by Rajan and Zingales (1998).

We find a robust evidence that supports our hypothesis. Our results are consistent to

using different indicators of financial development. In order to test for the robustness of

asset tangibility in providing protection against different characteristics of poor financial

system, we use property rights. We find consistent estimates using different indicators
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of property rights. In the paper, we also control for the simultaneity bias and possible

reverse causality.

The remainder of the chapter is organized as follows. Section 2 presents the related

literature and hypothesis. Section 3 describes the methodology and the data. Section 4

presents our main results and sensitivity test. Section 6 concludes.

2 Related Literature and Hypothesis

Over the last decade, several studies have firmly established that financial development in-

fluences countries’ economic outcomes. Works by King and Levine (1993a,b) and Levine

(1997) showed that indeed there is a close link between the level of financial develop-

ment on the one hand, and the microeconomic and macroeconomic growth on the other

hand. Later works by Rajan and Zingales (1998), Demirgüç-Kunt and Maksimovic (1998)

and Beck and Levine (2001) demonstrated that a well developed financial sector helps

countries securing access to external finance for investment projects. The ‘law matters’

literature pioneered by La Porta et al. (1998) and extended by Beck, Demirgüç-Kunt and

Levine (2003) established the relationship between the financial sector development and

legal institutions. Most recently, Beck (2003) and Svaleryd and Vlachos (forthcoming)

established a positive relationship between financial sector development and the pattern

of trade specialization and comparative advantage.

The work linking financial development and international trade stretches further the

domain of analysis from merely investigating the direct impact of the financial develop-

ment to economic growth, into investigating the role of financial development on one of

important channels of economic growth namely the international trade. More specifically,

it seeks to establish the link between financial sector development and the observed pat-

tern of industrial structure evident from the industrial composition of countries’ export

shares. A key factor that significantly influences the link is the firm’s choice of the nature

of assets.
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The mechanism of this influence can be elaborated as follows. In an incomplete con-

tract setting, external finance dependence and the agency problem are inextricably linked

and form the defining characteristics of the entrepreneur-financier relationship. Factors

that can be broadly categorized as the degree of financial development, i.e. the level of

financial system development, the extent of investor protection, the productive monitor-

ing technologies, and the property rights enforcement, help limiting the seriousness of the

agency problem and protect the interests of financiers.

However, in the absence of the proper working of these factors, the nature of investable

assets becomes vital. Braun (2003) has shown that indeed the pattern of financing is

crucially influenced by the nature of investable assets. Harder or more tangible assets

protect financiers against possible debtors’ default. This is because the collateral value

of these assets and the ability of financiers to liquidate these assets provide cushion to

financiers against the adverse impact of the agency problem. Accordingly, the more severe

the agency problem is, the more important the role of collateralized tangible assets will

be.2 Hence, there is a degree of substitutability between tangibility of assets and the

quality of legal system and the financial development. In this light, the investment

decision of a firm located in a country with lower degree of financial development might

be biased towards allocating resources in more tangible assets.

At a macro level of analysis, there is evidence of considerable variation in the degree of

asset tangibility across industries and the degree of financial development across countries.

Since the degree of asset tangibility and the level of financial development are substitutes,

we should expect that different countries will have different pattern of trade specialization

as shown in their industrial composition of export shares. Countries with lower level

of financial development should have higher exports share in industries that use more

tangible assets, and vice versa. The impact is increasing in external finance dependence

2See also Hölmstrom and Tirole (1997) for a paper that stresses the link between the collateralized
assets and the agency problem.
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of an industry.3

We test the following hypothesis: Countries with lower level of financial development

should have higher exports share in industries that use more tangible assets, and vice

versa. The impact is increasing in external finance dependence of an industry.

3 Methodology and Data

3.1 Methodology

On the basis of our hypothesis we would expect that countries with a less developed

financial system have higher export shares in industries that are characterized with greater

proportion of tangible assets.

We run the following regression4 to empirically assess whether industries that are

poorly endowed in tangible assets represent a disproportionately lower share of exports

in countries with poor financial system. We also evaluate whether or not the same relation

holds for industries that are more dependent on external finance.5

Yi,k = α+
P

βjCountryj +
P

γlIndustryl + δ(FINDEPk × FINDEVi)

+π(TANGk × FINDEVi) + εi,k (1)

Yi,k denotes the ratio of exports to the in GDP in industry k and country i over the

period 1980-89. Countryj with j = 1, 2, ..., 51 are country dummy variables. Industryl,

l = 1,2, ..., 22 are industry dummy variables. FINDEPk is the external financial de-

pendence for industry k. Note that in order to avoid the multicollinearity problem, we

use dummy variable for 51 countries in the regression equation. For identical reason, we

3Braun (2003) shows that industries with less tangible assets perform disproportionately worse in
terms of growth and GDP contribution in countries with poorly developed financial system.

4This set up was first introduced by Rajan and Zingales (1998) and has been used in number of
studies. They overcome some of the identification problem by using interaction of industry variable and
country variable.

5The correlation between the index of external finance dependence and the index of tangibility is
low (-.1360). Therefore, the result is not influenced by the presence or absence of the interaction term
between external finance dependence and financial development. See Table 2.

6



use dummy variable for only 22 industries. The level of financial system development of

country i is measured by FINDEVi. We will use several proxies for FINDEV .6 Finally,

TANGk denotes the degree of tangibility of industry k. The disturbance ε is allowed to

be heteroskedastic and robust standard errors are reported. All data are averaged over

the period 1980-89, unless otherwise mentioned.

Thus, we have a variation in the level of financial development across countries and

tangibility of assets across industries. We interact industry characteristics, tangibility

of assets with country characteristics, indicators of financial development.The dummy

variables for the countries and industries control for country and industry specific effects

that might influence the exports share of a particular industry in a particular country.

This helps us isolate the interaction effect between tangibility of industry and indicator

of financial development of the country. According to the hypothesis developed in sec-

tion 2, the estimated coefficient for the interaction between tangibility and the financial

development is negative. If we find a coefficient estimate with a different sign or with

the hypothesized sign but insignificant, then it might signal the irrelevance of the asset

tangibility and the level of financial development in explaining the pattern of composition

of exports share. On the contrary, a significant coefficient with the expected sign will

imply that, ceteris paribus, a higher level of financial development leads to higher export

shares of low tangibility industries.

3.2 Data

Our sample consists of 52 countries and 23 industries. We use industry-specific and

country-specific data from variety of sources.

3.2.1 Asset Tangibility

The underlying assumption in Braun’s work and in our work is that tangibility is a tech-

nology determined parameter, and it is due to technological reasons that some industries

6We will explain what these proxies are later.
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rely more on tangible assets than other industries. The industry level data on tangibility

that we employ here is taken from Braun (2003). He uses the information on assets of all

active U.S.-based companies from several industries as reported in Compustat’s annual

industrial files for 1986-1995. He then calculated the median asset tangibility. Tangi-

bility is defined as net properties, plants, and equipments divided by the book value of

assets. Using the data spanning for ten years smoothens the measure. Highly tangible

industries include petroleum refineries, paper and products, iron and steel, and industrial

chemicals. The industries with the lowest level of asset tangibility are pottery, china

and earthenware, professional, scientific and controlling equipment, and non-electrical

machinery. Industry’s tangibility is fairly stable over time7 and across industries, and it

is not significantly correlated with other variables that might be relevant in explaining

the demand or access to external finance.

3.2.2 The Development of Financial System

A proxy for the financial development should ideally capture the sustained process of

efficient mobilization and allocation of resources. This should entail evaluation and mon-

itoring of the firms as well as the legal and regulatory framework that ensures the proper

working of contract enforcements.

It is hard to find a single measure that can act as such a proxy. In some previous

studies, for instance the one done by Beck, Demirgüç-Kunt, and Levine(1999), the level

of financial system development is represented by several proxies which measure the

availability of finance or more aptly the activity of financial intermediaries. In this paper,

we will use some of these proxies in the analysis. The primary measure for the activity of

financial intermediaries is the PRIVATE CREDIT, which equals to the value of credits by

financial intermediaries to the private sector divided by GDP. This is a broad measure of

financial development since it includes all financial institutions, not only deposit money
7The correlation between the measure for 1986-95 and the one for 1976-1985 and 1966-1975 is above

.85. Therefore, even though there is no strict overlapping of the period covered by dependent variable,
exports share and industry measure tangibility index, our result is not significantly influenced.
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banks. For testing the robustness of our results, we also use other measures besides

of the private credit. We use credit by deposit banks to the private sector divided by

GDP (BANK CREDIT), which essentially captures the activity of banks in the credit

market. Another traditionally used measure is the liquid liabilities of the financial system

to GDP ratio (LLY ). LLY includes currencies plus demand and interest-bearing liabilities

of financial intermediaries and non-bank financial intermediaries. It captures the depth

of the financial sector.

Ideally an efficient mobilization and allocation of resources should also include mea-

sures that capture the size and activity of the stock market. We thereofre use the stock

market capitalization to GDP ratio (MCAP) as a size indicator, which equals to the value

of listed shares to GDP, and the total value of the stock market trade to GDP (TVT) as

an activity indicator. However, the major drawback of these proxies is that it might be

driven by the forward looking expectation of economic agents. We therefore complement

these proxies with some other proxies that are more related to the regulatory and legal

efficiency.

Our first proxy is ACCOUNTING, a measure of the comprehensiveness of companies’

balance sheet and income statement provided to the investors. In other words, AC-

COUNTING acts as an overall indicator of quality of information available to investors.

We borrow the measure from La Porta et al. (1998).

Effective creditors rights (ECR) represent the legal rights to investors, and is con-

structed by multiplying creditor rights with the rule of law index . Creditor rights indica-

tor is taken from La Porta et al. (1998). It is an index from zero to four measuring how

well creditors are protected against expropriation. The variable is increasing in the legal

rights of creditors relative to management and other stakeholders. We also use effective

creditor rights as a proxy for financial development. Rule of law index is taken from

Kaufmann, Kraay and Zoido-Lobaton (1999). It’s an assessment of the law and order

tradition of the country on a scale from 0 to 10. Lower score indicate less tradition for
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law and order.

3.3 Property Rights

We use three indices as proxies for the property rights. Our first index is the property

rights obtained from the World Economic Forum (2001), which measures the general legal

protection of the private property. On a scale from one to seven, the index is increasing

in the degree of protection. A score of one indicates that assets are clearly delineated

and not protected by law, while a score of seven implies that assets are clearly delineated

and protected by law.

Our second measure is the intellectual property index which is also obtained from

the World Economic Forum (2001). Again, it measures the protection of intellectual

property in a country on a scale of one to seven. One would imply weak or absent

intellectual property right protection. Seven will mean the country’s intellectual right

protection is among the most stringent in nature.

The third index is the patent rights index on a scale of zero to five in 1980, constructed

by Ginarte and Park (1997). Higher score will indicate a better protection. The index is

based on the coverage, membership, duration, enforcement and loss of rights.

For the three indices we have considered, the period refers to 2001 for the World

Economic Forum index and 1980 for the patent rights index. As mentioned earlier, the

dependent variable which is the export share of different industries is averaged over the

period of 1980-1989. Ideally we would expect that property rights indices should also be

derived over the same period of time as the export share. Unfortunately, it is only for the

patent rights index that we have such a span of period. The other two indices are taken

for the period of 2001 only. However, we have verified that the correlation between all the

three indices is very high, i.e. between .785 to .911. Thus, it is quite safe to argue that

our results will not be influenced by the choice of different time periods for our proxies

of property rights.
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3.3.1 External Finance Dependence

The industry level data on the external finance dependence is taken from the study

done by Rajan and Zingales (1998). Their innovative work assumes that the external

finance dependence includes a technological component that differs across industries.

The difference persists across countries. A firm’s dependence on finance is defined as

the share of investment that cannot be financed through internal cash flows. Again the

data used to generate the ranking come from publicly listed U.S. companies. Under the

assumptions that these firms face relatively minor constraints to access external finance,

their investment and the amount of external finance they raise would equal to the desired

amount. In order to prevent giving excessive weight to large firms, industry values for

each of the industries in their study are calculated as medians rather than as means. The

data is averaged over the 1980s so as to smooth the fluctuations.

3.3.2 Trade Data

The data on exports for 23 industries in 52 countries are obtained from the UN Statis-

tical Office COMTRADE database averaged over the period 1980-1989. The data is in

US dollars and deflated by exports price indices obtained from the World Development

Institute (WDI) of the World Bank. Share of industry exports are calculated by dividing

respective exports by the real GDP, using the WDI data.

3.3.3 Countries and Industries

Our choice of countries was influenced by the availability of proxies for the measure of

financial development as well as the data on exports for the given list of industries. Our

choice of industries was influenced by the availability of proxy for tangibility and the data

on exports from COMTRADE database.8

8See Table A-1 for the countries and industries included in the study. U.S. has been dropped from the
analysis for tackling the issue of endogeneity. U.S. data is used for constructing the financial dependence
and tangibility index of the industry.
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4 Results

4.1 Basic result

Our basic result which is obtained using specification (1) is presented in Table 3. This

result suggests that the interaction between the industry tangibility and the level of

financial development can significantly explain the industrial structure of exports. In

terms of the main hypothesis, the coefficient of the interaction between the degree of asset

tangibility and the level of financial development is significantly negative. This implies

that industries that are poorly endowed in tangible assets represent a disproportionately

low share in exports relative to industries that are richly endowed in tangible assets,

controlling for the level of countries’ financial development. Consistent with the results

found in Beck (2003) and Svaleryd and Vlachos (2003), we also find that industries that

rely relatively more on the external finance have a disproportionately lower share of

exports in countries where the financial system is less developed.

The following example would provide an insight into the economic significance of the

result: In the column I of the Table 3, the coefficient of the interaction term between

asset tangibility and the level of financial development takes the value of -1.652. Suppose

that the industry at 75th percentile of the degree of tangibility was located in the country

at the 25th percentile of the degree of financial development. Further, consider that the

industry switches to 25th percentile of the degree of asset tangibility and is now located

in the 75th percentile of the degree of financial development. It can be shown that it

leads to an increase in Export Share (in logs) by 25.66% from the average value.9

Using specification (1), we can also derive estimation results for different measures

of the level of financial development. The variables included are size and depth of the

financial system. We use market capitalization (MCAP), liquid liabilities over GDP

(LLY), ratio of value traded on the stock market to GDP (TVT) and private credit by

9This experiment is motivated from Rajan and Zingales (1998). Mathematically, this means
coef×(TANG75-TANG25)×(FINDEV75-FINDEV25).
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deposit money banks to GDP (BANK CREDIT). As reported in columns II-V of Table

3, our results are consistent with the result derived using our primary measure of the

level of financial development. The coefficients of the interaction term between various

measures of the financial development are both significant and have the expected sign.

In Table 3 we also notice that the absolute value of the coefficients corresponding to

the interaction of asset tangibility and indicators of activities of financial intermediaries

(banks, non-banking financial institutions), Private Credit, Bank Credit, Liquid Liabili-

ties are greater than that of the coefficients corresponding to the interaction of tangibility

and indicators capturing the stock market activities like market capitalization and total

trade in stock market. Therefore indicators of activities of financial intermediaries have

greater size effect relative to the variables capturing the size and activity of the stock mar-

ket.10 This could perhaps indicate that ability of the asset hardness to provide stability

to the entrepreneur-financier relationship matters more in case of intermediaries.11

The literature on ‘law and finance’ has consistently provided evidence on the influ-

ences of the quality of legal system on the financial sector development. We use effective

creditor’s right protection and accounting information as the proxy for the financial de-

velopment to show that results are related to the degree of protection enjoyed by investors

and the accounting information. As reported in the column VI-VII, we find coefficient

corresponding to interactions including effective creditor’s right and the accounting in-

formation to be negative and significant.

4.2 Further Test

In this sub section, we check our results for the presence of simultaneity bias and reverse

causality. In general, it seems unlikely that the export share of the manufacturing sec-

10However, the number of observations differs for different indicators.
11In their study, Johnson, McMillan and Woodruff (2002) find that only less than 2% of firms in

their sample (they are located in Poland, Slovakia, Romania, Russia and Ukraine) obtain loans without
collateral. This is in contrast to the U.S. case where around 20% of banks loans obtained by firms are
without collateral,
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tor, which is only a tiny fraction of the economy, could have a major influence on the

development of the financial sector. We also suspect that the relative size of variation

in asset-tangibility across industries in our data set is relatively smaller than the size of

variation in the level of financial development. Thus, it seems sensible to argue that the

incidence of reverse causality is fairly limited.

In order to test the possibility of reverse causality we instrument the private credit12,

our primary measure of the financial sector development, with the colonial origin of the

country’s legal system viz. English, french, German or Scandinavian. La Porta et al.

(1998) have shown that legal orgin (LEGAL) does tend to have long lasting effect on the

development of the institutions. Legal origin has been used as instrument in numerable

previous work. In Table 4 (column I ), we show that our results are consistent with the

results obtained using specification (1). The interaction term between the instrument

LEGAL and TANGIBILITY is significant and has a negative sign. As highlighted previ-

ously, asset hardness acts as a substitute against different characteristics of poor financial

development.

We thus observe that different measures of financial development produced results

that are robustly consistent with the basic hypothesis. However, in order to further

check for the omitted variable bias, control variables are included in specification (1). As

previously used in the literature, we use the human capital (HCAP)13, and the general

economic development proxied by GDP and financial development itself as control vari-

ables. Reported in column V of Table 4 we find that, while the sign of the coefficient of

the interaction between the tangibility and financial development remains negative, the

size effect does not change significantly. However, we do find that the level of countries’

economic development influence the export share of different industries.

We already showed that our results are robust to using various proxy measures for

12We also instrument different proxies of the financial development and find consistent results. Results
not reported.
13See Barro and Lee, 1996.

14



the level of financial development and the degree of legal protection to investors. Using

property rights as other indicators of the level of financial system development we test the

hypothesis that countries with more secure property rights specialize in industries with

more intangible assets, while countries with poor property rights protection specialize in

industries with more tangible assets. We run the following regression:

Yi,k = α+
P

βjCountryj +
P

γlIndustryl + δ(FINDEPk × FINDEVi)

+π(TANGk × PRPRGHTSi) + εi,k (2)

where the index of the property right protection for country i is given by the PRPRGHTSi.

The rest of the variables are the same as before. Columns II-IV of Table 4 present the

results. We find significant coefficients with the expected signs. Thus, we can support

the hypothesis.

We also did the robustness checks to see if our results were driven by the structure

of the given data. For this purpose, we ranked industries according to their degree of

tangibility. We removed the middle five industries and estimated specification (1) once

again for each of the new sets of industries. We also ranked countries according to their

GDP and removed the middle ten countries and estimated specification (1) once again

for each of the new sets of countries. In both cases, our results were quite robust.14

5 Conclusions

In this paper, we show that the level of financial development and the asset tangibility

are important determinants of the structure of exports of manufacturing sectors across a

wide selection of countries. We show that the two factors influence the pattern of trade

specialization across the manufacturing sectors. Countries with relatively well developed

financial sector have a comparative advantage in industries characterized by intangible

14Results are available on request.
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assets. Countries with poorer financial development have comparative advantage in in-

dustries characterized by tangible assets.

Our paper adds some new insights to the work broadly studying the subtle influence

of the financial sector on international trade. We show evidence of the importance of

better financial system on the export pattern of the manufacturing sectors. The results

could also been seen as an extension to the work done by Demirgüç-Kunt and Maksimovic

(1999) which found that firms in developing countries (characterized by poorer financial

system) have higher proportions of fixed assets to total assets and more tangible assets

than firms in developed countries. Our work is also complementary to Braun (2003),

who shows that industries with less tangibles assets perform disproportionately better

in terms of growth and GDP contribution in countries with more developed financial

system. However, it is not obvious that their results carry over to our results. After all,

the factors that determine the overall composition of the industrial sector of a country

does not necessarily determine the industrial composition of its exports.

An important area of future research would be to see the difference in the subtle influ-

ence of the financial system across two groups of relatively richer and poorer countries. In

fact, as it is shown in Table 5, when we split the data into two groups based on the median

of GDP and test the hypothesis separately we obtain contrasting results. In the case of

rich countries the result holds and furthermore the statistical significance improved. In

the case of poor countries the result is inconclusive. This certainly provides an insight for

future research on the relationship between finance and growth across different groups of

countries.

One of our conjectures is that many countries belonging to the poorer group. For

example, in the case of India, financial development could not play a determining factor

because of the significant presence of publicly owned firms. Availability of finance to these

firms is not captured by the proxies used in the literature for financial development.

Mostly, state owned firms do not engage in public trading while access to finance is
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decided by the government policies and are not captured by proxies like Private Credit,

Bank Credit, Market capitalization. Secondly, capital inflow in the form of foreign direct

investment and foreign institutional investment could also influence the availability of

finance in the poorer countries, but are not captured by the measure of the development

of the financial sector.
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Table 1: Countries and Industries 
 

 
Nr. 

 
Country 

 
Industry 

1. Algeria Food and Food Products 
2. Argentina Beverages 
3. Australia Tobacco 
4. Austria Textiles 
5. Bangladesh Wood, Wood and Cork, except Furniture 
6. Belgium Furniture, Fixtures except Primary Metal 
7.  Brazil Paper and Paper Products 
8.  Canada Printing Publishing and Allied Industries 
9.  Chile Other Chemical Products 
10. Colombia Petroleum Refineries 
11. Costa Rica Misc. Products of Petroleum and Coal 
12. Denmark Rubber Products 
13. Dominican Republic Plastic Products 
14. Ecuador Pottery, China and Earth Ware 
15. Egypt Glass and Glass Product 
16. Spain Other Non Metallic Mineral Products 
17. Finland Iron and Steel Industries 
18. France Non Ferrous Metal Base Industries 
19. Great Britain Fabricated Metal Products except Machinery 
20. Greece Non Electrical Machinery 
21. Guatemala Electrical Machinery, Appliances 
22. Honduras Transport Equipment 
23. India Professional, Scientific and Controlling Equipment 
24. Ireland  
25. Israel  
26. Italy  
27. Jamaica  
28. Japan  
29. Kenya  
30. Korea  
31. Morocco  
32. Madagascar  
33. Mexico  
34. Mauritius  
35. Malaysia  
36. Netherlands  
37. Norway  
38. New Zealand  
39. Pakistan  
40. Peru  
41. Philippines  
42. Portugal  
43. Senegal  
44. El Salvador  
45. Sweden  
46. Syrian Arab Republic  
47. Switzerland  
48. Togo  
49. Thailand  
50.  Trinidad and Tobago  
51 Uruguay  
52 Venezuela  

 
 



 
 

Table 2: Correlation Among Independent Variables and Summary Statistics 
 
 

Export Share    TANGIBILITY     PRIVATE CREDIT       BANK CREDIT           MCAP             TVT              LLY          PATENT        PROPERTY  

Export Share 
   

TANGIBILITY  
 
PRIVATE CREDIT  

 
BANK CREDIT  

 
MCAP  

 
TVT 

 
LLY 

 
PATENT 

 
PROPERTY 

1.00                         .1988                         .3033                           3098                  .3411             .3261            .1932             .2986                .3842   
 
                               1.000                          .0001                          .0004                  .0002            .0002             .0002             .0001                .0002 
 
                                                                 1.000                           .9180                  .5764             .6120            .4318             .7291                .6073  
 
                                                                                                   1.000                    .6638             .6770            .4783             .7240                .6357 
 
                                                                                                                                1.000             .8524            .4869              .6324                .6495      
 
                                                                                                                                                     1.000             .8623              .5996                .6834 
 
                                                                                                                                                                          1.000               .3877                .4839 
 
                                                                                                                                                                                                 1.0000               .5929         
                                                                                         
                                                                                                                                                                                                                        1.0000 

Observations 
Mean  
Std Deviation 
Min 
Max 

1190                      1196                        1195                            1196                      919                 896              896                  1172                 1034 
-2.8901                .3192                      3.3703                         3.6342                  2.2853              .6296          2.793                2.6095                3.8684 
2.1448                  .1282                        .6496                           .6765                1.1523              1.9691       1.2593                 .8047                 .9560 
-10.7921               .0745                      1.8408                         1.8885                 -.7906            -4.890        -1.7950               1.0200                2.0000 
3.0703                  .6708                      4.878                           5.0764                 4.2081             4.8771       5.6129               4.2400                5.0000        

 
The variables are defines as follows: Export Share is the share of an industry’s exports in GDP averaged over the period 1980-89. PRIVATE CREDIT is the credit by deposit money 
banks and other financial institutions to the private sector divided by GDP, times 100. BANK CREDIT is the credit by deposit money banks to the private sector divided by GDP, 
times 100. LLY is the liquid liabilities of the financial system divided by GDP. MCAP (Stock Market Capitalization) is the value of listed domestic shares on domestic exchanges 
divided by GDP, times 100. TTV (Stock Market Value Traded) is the ratio of the value of total shares traded and average real market capitalization, the denominator is deflated. 
TANGIBILITY is calculated as the median TANGIBILITY of all active U.S. based companies in the industry, as contained in Compustat’s annual industrial files for the period 1986-
95, defined as net property, plant, and equipment divided by the book value of the assets. Effective Creditor Rights is the multiplication of creditor rights (taken from La Porta et al. 
(1998), i.e. an index from zero to four measuring how well creditors are protected against expropriation, with the rule of law index taken from Kaufmann, Kraay and Zoido-Lobaton 
(1999). Export Shares, PRIVATE CREDIT, BANK CREDIT, TVT, LLY and MCAP are in logs. 
 

 
 
 
 



Table 3: The Effect of Financial Development and Asset TANGIBILITY on Export Share 

Estimated Models (Dependent Variable: Export Share)  
Independent Variables 

  
I 

 
II 

 
III 

 
IV 

 
V 

 
VI 

 
VII 

 
PRIVATE CREDIT x FINDEP 
 

0.3708 
(0.026)       

 
PRIVATE CREDIT x TANGIBILITY 
 

-1.6528 
(0.003)       

 
BANK CREDIT x FINDEP 
 

  0.3683 
(0.026)      

 
BANK CREDIT  x TANGIBILITY 
 

 -1.9286 
(0.001)      

 
LLY x FINDEP 
 

  0.5145 
(0.021)     

 
LLY x TANGIBILITY 
 

  -1.744 
(0.024)     

 
MCAP x FINDEP 
 

   0.226 
(0.019)    

 
MCAP x TANGIBILITY 
 

   -0.788 
(0.024)    

 
TTV x FINDEP 
 

    0.2609 
(0.001)   

 
TTV x TANGIBILITY 
 

    -0.5960 
(0.006)   

 
ECR x FINDEP 
 

     0.4000 
(0.018)  

 
ECR x TANGIBILITY 
 

     -0.6635 
(0.000)  

 
ACCOUNTING  x FINDEP 
 

      0.4114 
(0.015 

 
ACCOUNTING  x TANGIBILITY 
 

      -0.0332 
(0.012) 

 
R-Squared 
 

0.6391 0.6403 0.6378 0.6802 0.6378 0.6413 0.6385 

 
Nr. Observations 
 

1190 1190 1190 918 1190 1190 1190 

 
The dependent variable in all regression is Export Share. It is the share of an industry’s exports in GDP averaged over the period 1980-89. All regressions 
include country and industry dummies. P-values from heteroskedastic robust standard errors are reported in the parentheses. External Dependence is the share of 
capital expenditures not financed with internal funds for U.S. firms in the same industry between 1980-1990 taken from Rajan and Zingales (1998). PRIVATE 
CREDIT is the credit by deposit money banks and other financial institutions to the private sector divided by GDP, times 100. BANK CREDIT is the credit by 
deposit money banks to the private sector divided by GDP, times 100. LLY is the liquid liabilities of the financial system divided by GDP. MCAP (Stock Market 
Capitalization) is the value of listed domestic shares on domestic exchanges divided by GDP, times 100. TTV (Stock Market Value Traded) is the ratio of the 
value of total shares traded and average real market capitalization, the denominator is deflated. TANGIBILITY is calculated as the median TANGIBILITY of all 
active U.S. based companies in the industry, as contained in Compustat’s annual industrial files for the period 1986-95, defined as net property, plant, and 
equipment divided by the book value of the assets. ECR (Effective Creditor Rights) is the multiplication of creditor rights (taken from La Porta et al. (1998), i.e. 
an index from zero to four measuring how well creditors are protected against expropriation, with the rule of law index taken from Kaufmann, Kraay and Zoido-
Lobaton (1999). Export Shares, PRIVATE CREDIT, BANK CREDIT, TVT, LLY and MCAP are in logs. 
 

 
 
 



Table 4: The Effect of Financial Development and Asset TANGIBILITY on Export Share; A Further Test 

Estimated Models (Dependent Variable: Export Share)  
Independent Variables 

  
I 

 
II 

 
III 

 
IV 

 
V 

 
LEGAL x FINDEP 
 

0.9914 
(0.000)     

 
LEGAL x TANGIBILITY 
 

-1.4306 
(0.003)     

 
PROPERTY x FINDEP 
 

  0.4061 
(0.023)    

 
PROPERTY x TANGIBILITY 
 

 -1.3127 
(0.004)    

 
IPR  x FINDEP 
 

  0.4135 
(0.020)   

 
IPR x TANGIBILITY 
 

  -0.7578 
(0.011)   

 
PATENT x FINDEP 
 

   0.392 
(0.019)  

 
PATENT x TANGIBILITY 
 

   -1.550 
(0.000)  

 
PRIVATE CREDIT x FINDEP 
 

    0.3594 
(0.038) 

 
PRIVATE CREDIT x TANGIBILITY 
 

    -1.5905 
(0.005) 

 
PRIVATE CREDIT 
 

    -1.088 
(0.734) 

 
GDP 
 

    0.0001 
(0.011) 

 
HCAP 
 

    0.2198 
(0.142) 

 
R-Squared 
 

0.6349 0.6479 0.6458 0.6413 0.6385 

 
Nr. Observations 
 

1190 1007 1007 1007 1007 

 
The dependent variable in all regression is Export Share. It is the share of an industry’s exports in GDP averaged over the 
period 1980-89. All regressions include country and industry dummies. P-values from heteroskedastic robust standard errors 
are reported in the parenthesis. FINDEP is the average share of capital expenditures not financed with internal funds for U.S. 
firms in the same industry from1980-1990 and is taken from Rajan and Zingales (1998). PRIVATE CREDIT is the credit by 
deposit money banks and other financial institutions to the private sector divided by GDP, times 100. TANGIBILITY is 
calculated as the median TANGIBILITY of all active U.S. based companies in the industry, as contained in Compustat’s annual 
industrial files for the period 1986-95, defined as net property, plant, and equipment divided by book value of assets. LEGAL 
is taken from La Porta et al.(1998). PROPERTY is a rating of property rights in each country on a scale from 1 to 7. 
“Intellectual Property Rights” is a rating of property rights in each country on a scale from 1 to 7. Source World Economic 
Forum (2001). PATENT is an index of patent rights on a scale of 0 to 5. Source Ginarte and Park (1997). HCAP is the average 
years of secondary schooling in population over 25 years (1985-1990) and is taken from Barro and Lee (2000). GDP is the 
GDP per capita in 1980. Exports Share, PRIVATE CREDIT, HCAP and GDP are in logs. 
 
 
 
 
 
 
 



 
 

Table 5: The Effect of Financial Development and Asset TANGIBILITY on Export Share; 
                                  Estimation Based on Different Group of Countries Based on Their GDP Level 
 

Estimated Models (Dependent Variable: Export Share) 

Above Median GDP (1980) Below Median GDP (1980) 
 

Independent Variables 
 

 
I 

 
II 

 
III 

 
IV 

 
FINDEP x PRIVATE CREDIT 
 

0.494 
(0.018) 

0.4045 
(0.037) 

0.166 
(0.662) 

0.1144 
(0.769) 

 
TANGIBILITY x PRIVATE CREDIT 
 

 -1.725 
(0.003)  -0.9266 

(0.465) 

 
R-Squared 
 

0.7 0.7 0.59 0.59 

 
Nr. Observations 
 

621 621 569 569 

 
All regressions include country and industry dummies. P-values from heteroskedastic robust standard errors 
are reported in the parentheses. Export share is the share of an industry’s exports in GDP. FINDEP is the  
share of capital expenditures not financed with internal funds for U.S. firms in the same industry between 
1980-1990 taken from Rajan and Zingales (1998). PRIVATE CREDIT is the credit by deposit money banks 
and other financial institutions to the private sector divided by GDP, times 100. TANGIBILITY is calculated 
as the median TANGIBILITY of all active U.S. based companies in the industry, as contained in Compustat’s 
annual industrial files for the period 1986-95, defined as net property, plant, and equipment divided by book 
value of assets. Export Share and PRIVATE CREDIT are in logs. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


