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finance as a lubricant, essential no doubt, but not a
substitute for the machine

= Re-paraphrasing words in Rondo Cameron (1967)
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Rondo Cameron Banking in the Early Stage of Industrialization

A simple analogy may serve to emphasize the point. A machine
cannot operate satisfactorily without lubricants. Different types
of machines may require different amounts and types of
lubricants, but for every type of machine there is an optimum
amount and optimum quality or grade of lubricant. Too much
or too little will cause the machine to malfunction, or at least
reduce its efficiency. Similarly, if the wrong kind of lubricant is
used the machine will not function properly. Metaphorically,
finance is the lubricant of the process of economic growth, and
the banking system is the chief dispenser of finance.
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Rondo Cameron Banking in the Early Stage of Industrialization

Or take a more realistic analogy. Transport facilities are generally
regarded as essential for economic growth. A relatively widespread
transportation network may exist in advance of the inception of
industrialization (some facilities, however rudimentary, must exist for it
to begin). More frequently, the transportation network and manufacturing
industry develop together in response to the complex interactions of
supply and demand. From the standpoint of growth, the question of
which is the leading or lagging sector is less important than the character
and efficiency of the transportation system, given the technological
possibilities. The same is true of the financial system: it may be
simultaneously growth-induced and growth-inducing, but what really
matter are the character of its services and the efficiency with which it
provides them.
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TABLE 1—PATTERN OF EXTERNAL FINANCING AND INVESTMENT ACROSS INDUSTRIES
IN THE UNITED STATES DURING THE 1980°s

All companies Mature companies Young companies
ISIC External Capital External Capital External Capital
code Industrial sectors dependence expenditures dependence expenditures dependence expenditures
314 Tobacco —0.45 0.23 —0.38 0.24 o e
361 Pottery —0.15 0.20 0.16 0.41 —0.41 0.13
323 Leather —0.14 0.21 —1.33 0.27 —1.53 0.16
3211 Spinning —0.09 0.16 —0.04 0.19 — —
324 Footwear —0.08 0.25 —0.57 0.23 0.65 0.26
372 Nonferrous metal 0.01 0.22 0.07 0.21 0.46 0.24
322 Apparel 0.03 0.31 —0.02 0.27 0.27 0.37
353 Petroleum refineries 0.04 0.22 —0.02 0.22 0.85 0.28
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TABLE 1—Continued.

All companies Mature companies Young companies
ISIC External Capital External Capital External Capital
code Industrial sectors dependence expenditures dependence expenditures dependence expenditures
390 Other industries 0.47 0.37 —0.05 0.28 0.80 0.49
362 Glass 0.53 0.28 0.03 0.28 1.52 0.33
383 Electric machinery 0.77 0.38 0.23 0.29 1.22 0.46
385 Professional goods 0.96 0.45 0.19 0.33 1.63 0.52
3832 Radio 1.04 0.42 0.39 0.30 1.35 0.48
3825 Office and computing 1.06 0.60 0.26 0.38 1.16 0.64
356 Plastic products 1.14 0.44 — e 1.14 0.48
3522 Drugs 1.49 0.44 0.03 0.32 2.06 0.47
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Financial development measured as

Accounting  Accounting

Total Bank Accounting  standards standards and  Instrumental

Variable capitalization debt standards in 1983 capitalization variables

Industry’s share of total value -0.912 -0.899 —0.643 —0.587 —0.443 —0.648
added in manufacturing in (0.246) (0.245) (0.204) (0.223) (0.135) (0.203)
1980

Interaction (external 0.069 — —_ —_— 0.012 -
dependence X total (0.023) (0.014)
capitalization)

Interaction (external — 0.118 — e — —_
dependence X domestic (0.037)
credit to private sector)

Interaction (external — - 0.155 — 0.133 0.165
dependence X accounting (0.034) (0.034) (0.044)
standards)

Interaction (external e— — o 0.099 — —
dependence X accounting (0.036)
standards 1983)

R? 0.290 0.290 0.346 0.239 0.419 0.346

Number of observations 1217 1217 1067 855 1042 1067
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Financial development measured as

Accounting  Accounting
Total Bank  Accounting  standards standards and  Instrumental

Variable capitalization debt standards in 1983 capitalization variables

Industry’s share of total value —-0.911 -0.904 —(0.568 -0.616 -0.293 -0.571
added in manufacturing in (0.287) (0.286) (0.234) (0.252) (0.149) (0.233)
1980

Interaction (external 0.021 —_— —_ o —0.004 —_
dependence X total (0.012) (0.008)
capitalization)

Interaction (external e 0.034 - o e —
dependence X domestic (0.019)
credit to private sector)

Interaction (external — — 0.046 — 0.045 0.058
dependence X accounting (0.021) (0.022) (0.028)
standards)

Interaction (external — e e 0.038 — —
dependence X accounting (0.019)
standards 1983)

R? 0.283 0.283 0.341 0.236 0.415 0.340

Number of observations 1150 1150 1008 808 984 1008
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External dependence measured using

All firms Young firms Mature firms
Growth Growth Growth
average Growth average Growth average Growth
Variable size number size number size number
Industry’s share of total value —0.620 -0.312 —0.635 —0.252 —(0.624 ~(.282
added in manufacturing in 1980 (0.217) (0.154) (0.256) (0.179) (0.220) (0.152)
Interaction (external dependence X 0.051 0.115 —0.021 0.078 0.125 0.131
accounting standards) (0.043) (0.037) (0.029) (0.024) (0.055) (0.041)
R? 0.498 0.314 0.500 0.302 0.492 0.310
Number of observations 951 975 899 922 923 947
Differential in real growth rate 0.3 0.7 —-0.2 0.6 0.4 0.4
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Human Economic Above Below
Variable capital development median median
Industry’s share of total value —0.386 —0.422 —0.437 —6.079
added in manufacturing in 1980 (0.137) (0.134) (0.178) (1.932)
Interaction (external dependence 0.191 0.149 0.161 0.161
X accounting standards) (0.072) (0.055) (0.065) (0.066)
Interaction 2 (external dependence —0.002 — — —_—
X average years of schooling) (0.003)
Interaction 3 (external dependence — 0.000 — —
X log of per capita income in (0.005)
1980)
R? 0.413 0.418 0.548 0.390
Number of observations 1006 1042 522 545
Differential in real growth rate 1.0 0.9 0.9 1.0
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Cash flow Investment Both measured
Variable intensiveness intensiveness Both for 1980
Industry’s share of total value added —0.588 —0.653 —0.639 —0.639
in manufacturing in 1980 (0.201) (0.205) (0.205) (0.207)
Interaction (internal cash flow X 0.482 — -0.261 —0.595
financial development) (0.153) (0.196) (0.295)
Interaction 2 (investment intensiveness e 0.623 0.443 0.800
X accounting standards) (0.221) (0.283) (0.299)
R? 0.343 0.345 0.345 0.344
Number of observations 1067 1067 1067 1035
Differential in real growth rate -0.7 1.4 0.5 1.6
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