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This Paper

Explores the issue of factor misallocation in the context of
international trade:

Can a competitive foreign market enforce the optimal resource
allocation?

Can domestic financial development serve as an additional disciplining
force?

Focus on export survival of products on the US market, exploiting
differences in

alignment with comparative advantage across exported products
financial development across exporting countries
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Why is it important?

Misallocation of resources

Crucial development issue
A recent academic interest into heterogeneity of marginal products to
production factors within economies (Banerjee-Duflo 05, Hsieh-Klenow
09)
Looking at a different facet of factor misallocation
Examining factor misallocation in a broad sample of countries

Effect of finance on trade

Growing literature about financial development promoting overall
exports and exports of credit-constrained firms (Beck 2002,2003)
Disciplining and allocative role of finance
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Summary of Results

Exports suffering from comparative disadvantage survive shorter on
the competitive US market

Pattern stronger if bank credit important in exporting country

Strong banking system can prevent ineffi cient use of resources before
competitive product markets do so
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Distance to Comparative Advantage

Which exports violate the idea of comparative advantage?

Mismatch between factor intensity of the product and factor
endowment of the exporting country (Deardorff 1979)

Distance to comparative advantage (Cadot et al. 2009, 2011;
Hausman et al. 2007):

distanceck =
√
std(κc−κ̂k )

2 + std(hc−ĥk )
2

κ̂k = ∑c ωck κc

ωck =
X ck /X c

∑c X
c
k /X c
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2

κ̂k = ∑c ωck κc

ωck =
X ck /X c

∑c X
c
k /X c

(OeNB, Vienna) 22nd February 2013 5 / 14



Distance to Comparative Advantage

Which exports violate the idea of comparative advantage?

Mismatch between factor intensity of the product and factor
endowment of the exporting country (Deardorff 1979)

Distance to comparative advantage (Cadot et al. 2009, 2011;
Hausman et al. 2007):

distanceck =
√
std(κc−κ̂k )

2 + std(hc−ĥk )
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Estimation strategy

Survival of exports on US market, using Cox Proportional Hazard
model (Cox 1972):

h(t|X ) = h0(t) exp (X .β)

Stratification according to industry:

h(t|Xckt0) = hj (t) exp[β1distanceckt0 + β2FDct0∗distanceckt0+
+ γControlsckt0+ δc + δt0+ εckt0 ] (1)

Stratification according to product:

h(t|Xckt0) = hk (t) exp[β1distanceckt0 + β2FDct0∗distanceckt0 +
+ γControlsckt0+ δc + δt0+ εckt0 ] (2)
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Data

Countries’factor endowments and products’revealed factor
intensities: Cadot et al. (2009)

Private credit over GDP: Beck et al. (2000)

External finance dependence of ISIC 4-digit sectors: Raddatz (2006)

Factor intensities of ISIC 4-digit sectors: Romalis (2004)

Export survival and other product-related variables: French dataset
BACI, HS-6 level of disaggregation

Final database: 71 countries, 1995 -2005 period

181.612 - 220.041 observations, depending on specification
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Results - Stratification according to industry

(1) (2) (3) (4) (5)

Distanceck 0.126*** 0.102*** 0.077*** 0.080*** 0.062

BCc*Distanceck 0.041** 0.042** 0.035** 0.032

GDPc*Distanceck 0.002

BCc*ExFj -0.184*** -0.184***

PhysCapc*CapIntj 0.794*** 0.706*** 0.705***

HumanCapc*HumIntj -0.084*** -0.076*** -0.076***

PhysCapc -0.040 -0.034 -0.034

HumanCapc 0.078 0.069 0.069

BCc -0.035 -0.038 0.014 0.017

GDPc 0.141 0.235** 0.289** 0.292** 0.289**

Initial_Exportck -0.084*** -0.084*** -0.085*** -0.085*** -0.085***

Total_Exportck -0.104*** -0.105*** -0.104*** -0.104*** -0.104***

NSuppliersk -0.020*** -0.020*** -0.020*** -0.020*** -0.020***

Multiple_Spellck 1.024*** 1.013*** 1.045*** 1.045*** 1.044***
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Results - Stratification according to product

(1) (2) (3) (4) (5)

Distanceck 0.145*** 0.109*** 0.080*** 0.084*** 0.048

BCc*Distanceck 0.068*** 0.064*** 0.052*** 0.049**

GDPc*Distanceck 0.004

BCc*ExFj -0.226*** -0.227***

PhysCapc*CapIntj 1.011*** 0.887*** 0.882***

HumanCapc*HumIntj -0.098*** -0.089*** -0.089***

PhysCapc 0.035 0.043 0.041

HumanCapc 0.105 0.096 0.095

BCc -0.081** -0.082* -0.015 -0.010

GDPc 0.207** 0.312*** 0.332*** 0.335*** 0.331***

Initial_Exportck -0.091*** -0.091*** -0.093*** -0.093*** -0.093***

Total_Exportck -0.121*** -0.121*** -0.120*** -0.120*** -0.120***

NSuppliersk 0.007*** 0.006*** 0.005*** 0.005*** 0.005***

Multiple_Spellck 1.026*** 1.014*** 1.033*** 1.033*** 1.033***
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Results - Stock markets

(1) (2) (3) (4)

Distanceck 0.147*** 0.108*** 0.113*** 0.035

StMc*Distanceck 0.005 0.006 -0.008 -0.012

GDPc*Distanceck 0.009

StMc*ExFj -0.209*** -0.212***

PhysCapc*CapIntj 0.851*** 0.737*** 0.728***

HumanCapc*HumIntj -0.118*** -0.108*** -0.108***

PhysCapc -0.051 -0.036 -0.039

HumanCapc 0.076 0.068 0.066

StMc 0.026 0.024 0.088*** 0.093***

GDPc 0.193* 0.271** 0.271** 0.262**

Initial_Exportck -0.093*** -0.096*** -0.096*** -0.096***

Total_Exportck -0.126*** -0.124*** -0.124*** -0.124***

NSuppliersk 0.008*** 0.006*** 0.006*** 0.006***

Multiple_Spellck 1.076*** 1.101*** 1.101*** 1.101***
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Results - Robustness Checks

(1) (2) (3) (4) (5)

Distanceck 0.028 0.021 0.080 0.025 -0.072

BCc*Distanceck 0.044** 0.034** 0.070*** 0.045*** 0.067***

GDPc*Distanceck 0.007 0.004 -0.001 0.002 0.019

BCc*ExFj -0.218*** -0.227*** -0.229*** -0.225*** -0.220***

PhysCapc*CapIntj 0.901*** 0.885*** 0.923*** 0.915*** 0.830***

HumanCapc*HumIntj -0.092*** -0.090*** -0.099*** -0.097*** -0.096***

PhysCapc -0.032 0.037 0.049 0.046 0.022

HumanCapc 0.085 0.100 0.100 0.100 0.123*

BCc -0.010 -0.007 -0.065 -0.066 -0.023

GDPc 0.427*** 0.331*** 0.333*** 0.327*** 0.360***

Initial_Exportck -0.095*** -0.093*** -0.093*** -0.093*** -0.104***

Total_Exportck -0.124*** -0.120*** -0.120*** -0.120*** -0.130***

NSuppliersk 0.005*** 0.005*** 0.005*** 0.005***

Multiple_Spellck 1.082*** 1.032*** 1.032*** 1.032*** 1.166***
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Possible Interpretation: Agency Approach and
International Trade

Agency theories

Managers maximize their own welfare
Divert available resources into non-profitable projects if their perks or
job depend on it
External debtholders can serve as disciplining force: threat of default
[free cash flow theory of Jensen 1986]

Exporting activity

High level of investment involved
High potential for additional perks
Incentive for managers to engage even in exports not corresponding to
comparative advantage of given country
Export subsidies provide additional free cash flow
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Conclusion

External credit fosters exports, BUT it does so in a selective way

Disciplining and allocative role of finance

Policy implications for export promotion of credit-constrained firms

Capital market imperfections can have adverse effects on exports
BUT: Export promotion not a perfect substitute for financial
development
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Thank you

THANK YOU FOR YOUR ATTENTION

http://works.bepress.com/strieborny/
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